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The Pakistan Business Council: An Overview

The Pakistan Business Council (PBC) is a business policy advocacy forum, representing private-

sector businesses that have substantial investments in Pakistan’s economy. It was formed in 2005

by 14 (now 60) of Pakistan’s largest enterprises, including multinationals, to allow businesses to

meaningfully interact with government and other stakeholders.

The Pakistan Business Council is a pan-industry advocacy group. It is not a trade body nor does

it advocate for any specific business sector. Rather, its key advocacy thrust is on easing barriers

to allow Pakistani businesses to compete in regional and global arenas.

The PBC works closely with the relevant government departments, ministries, regulators and

institutions, as well as other stakeholders including professional bodies, to develop consensus on

major issues which impact the conduct of business in and from Pakistan. The PBC has submitted

key position papers and recommendations to the government on legislation and other government

policies affecting businesses. It also serves on various taskforces and committees of the Government

of Pakistan as well as those of the State Bank, SECP and other regulators with the objective to

provide policy assistance on new initiatives and reforms.

The PBC conducts research and holds conferences and seminars to facilitate the flow of relevant

information to all stakeholders in order to help create an informed view on the major issues faced

by Pakistan.

The PBC’s Founding Objectives:

• To provide for the formation and exchange of views on any question connected with the

conduct of businesses in and from Pakistan.

• To conduct, organize, set up, administer and manage campaigns, surveys, focus groups,

workshops, seminars and field works for carrying out research and raising awareness in

regard to matters affecting businesses in Pakistan.

• To acquire, collect, compile, analyze, publish and provide statistics, data analysis and

other information relating to businesses of any kind, nature or description and on

opportunities for such businesses within and outside Pakistan.

• To promote and facilitate the integration of businesses in Pakistan into the world economy

and to encourage the development and growth of Pakistani multinationals.

• To interact with Governments in the economic development of Pakistan and to facilitate,

foster and further the economic, social and human resource development of Pakistan.

The PBC is a Section 42 not-for-profit Company Limited by Guarantee. Its working is overseen

by a Board of Directors elected every three years by the Membership with the Board being

headed by a Non-Executive Chairman. The day-to-day operations of the PBC are run by a

professional secretariat headed by a full-time, paid CEO. More information on the PBC, its

members, and its workings, can be found on its website: www.pbc.org.pk
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The PBC’s Member Companies
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Executive Summary:

In 1996, India granted Most Favoured Nation (MFN) status to Pakistan. In 2006, both countries,

along with other SAARC members signed the South Asian Free Trade Agreement (SAFTA). Under

the WTO Accord, the use of the term Most Favoured Nation when applied to signatories of the

WTO, implies that a uniform tariff treatment will be meted out to all other signatories. It is not

a special status, as the term might imply, but one that simply guarantees no discrimination and

ensures the application of a uniform tariff and terms of trade to all partners. Even though mandatory

for all WTO members, Pakistan has still not granted this status to India1.

In 2011, Pakistan announced its intention to grant MFN or Non-Discriminatory Market Access

(NDMA) status to India. However, due to a variety of factors, Pakistan has to date not gone ahead

with its intention of granting NDMA / MFN status to India.  Pakistan has however, moved from

a Positive List for imports from India to the use of a Negative List which allows the import of all

items from India other than those on the Negative List. In case of imports from Pakistan, India

follows a non-LDC Sensitive List under SAFTA. Events in 2016 has seen relations between Pakistan

and India at their lowest in more than a decade.  The attacks on Pathankot, Uri, the Indian refusal

to attend the 19th SAARC Summit in Islamabad, the expulsion of diplomats by both countries and

Pakistani accusations of Indian involvement in subversive activities in Pakistan all point to the

possibility of continued hostilities in relations between the two countries.

This Study compiled by the Pakistan Business Council is a follow-up to the 2015 Study by the

PBC titled: “Pakistan-India Trade Normalization: A word of caution”. The current Study builds

on the 2015 and prior to that the 2013 Study, on the need to approach the issue of trade normalization

with India from “a Pakistani perspective” as opposed to blindly following the “free trade”

prescriptions of “economists” whose studies have mostly been commissioned by multilateral and

bilateral donor agencies. The PBC is a strong proponent of free trade, however while opening up

Pakistan’s domestic markets to imports from India, it would like Pakistani exports to have a level

playing field in India. In the presence of India’s restrictive trade regime and a number of subsidies

that Indian exporters enjoy, the one-sided granting of market access to Indian companies runs the

risk of domestic industry being unable to compete with cheap and subsidized imports leading

to massive unemployment and social unrest in Pakistan.

This Study uses data from 2015 to analyse the feasibility of Pakistan normalizing trade with India

as well as proposing a mechanism for a balanced approach to trade normalization. Despite poor

political relations between the two countries, Pakistan needs to focus solely on economic aspects

while granting MFN status to India.

1Pakistan and India signed a bilateral trade agreement in 1948. All trade agreements signed before the
coming into force of the WTO remain valid. Pakistan has used this clause of the WTO Agreement to deny
India MFN status.
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Though there are a number of advantages to a normal trading relation between the two

countries, it must be appreciated that Pakistan’s export basket is not only limited, but Pakistan’s

industries lack technological advancement. The failure on the part of the successive governments

in Pakistan to enforce quality standards within the country severely hampers international

competitiveness of Pakistani industry. The government needs to pursue a pro-export policy to

diversify the export base. There is dire need to construct and implement a robust export-oriented

framework where the government provides support and subsidies to its producers and exporters.

Analysis of high potential exports reveals that granting MFN status to India will bring unequal

gains to both countries with India gaining more than Pakistan. Extending MFN status to India

thus, has to be accompanied by trade facilitation if full benefits of trade liberalization are to be

enjoyed.

Key Findings:

Trade Overview:

Figure below shows trade between Pakistan and India for the period 2003 to 2015. It can be seen

that during these last thirteen years, Pakistan has consistently faced a trade deficit with India

which has increased in the last five years – partly reflecting increased trade between the two

countries. While Pakistan’s exports increased from $ 84 million in 2003 to $ 312 million in 2015,

imports increased by 639 percent, from $ 226 million in 2003 to $ 1,669 million in 2015. The trade

deficit however improved in 2015 when it was $ 1.36 billion down from $ 1.71 billion in 2014. One

major reason for this was the decline in imports from India from $ 2.10 billion in 2014 to $ 1.67

billion in 2015. Pakistan’s exports in 2015 also saw a reduction of $ 80 million over the 2014 figure.
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Data reveals that Pakistan’s top import product groups are textiles and clothing, raw materials,

and chemicals. In 2015, their import product share was 28.1%, 27.5% and 24.8% respectively,

contributing to a little over 80% of total Pakistani imports from India. Here, imports product share

is the total imports accounted for by the product group in a given year.

Pakistan’s top product groups for exports in 2015 consisted of raw materials, vegetable and textile

and clothing. Minerals secured fourth rank followed by hides and skins. As compared to imports,

Pakistan’s top export product, raw materials, has a higher export product share of 47.31%.

In 2015, imports from India to Pakistan were $ 1.66 billion. At HS-02 level, Cotton, Organic

Chemicals, Edible vegetables and certain roots and tuber and Plastics and articles consisted of

Pakistan’s top imports from India. At HS-06 level, Pakistan’s top imports from India comprised

of Cotton, neither carded nor combed ($ 273.4 million), Polypropylene in primary forms ($ 84.6

million) and Tomatoes, fresh or chilled ($ 69.2 million).

Pakistan’s exports to India amounted to $ 312 million in 2015. Pakistan’s top exports to India

consisted of Edible fruit and nuts, salt, cotton, Raw hides and skins as well as Optical, photographic

medical or surgical instruments and apparatus. At HS-06 Level, Pakistan’s top exports to India

comprised of fresh or dried dates ($ 67.9 million), Portland cement ($ 36.9 million) and Cotton,

neither carded nor combed ($ 25.8 million).

Pakistan’s exports to India are highly concentrated in a few products. The top five exports to India

comprised 71 percent of the total share in Pakistan’s exports to India. However, Pakistan’s import

basket from India is relatively less concentrated as compared to Pakistan’s export profile to India.

The top 5 products from India to Pakistan have a 52 percent share in Pakistan’s total imports from

India.

Brief Comparison of Indices:

Trade Complementarity Index (TCI) which measures how well the structure of a country’s imports

and exports match, reveal that India’s exports would match Pakistan’s imports more than vice

versa. India has a TCI of 56.6 whereas Pakistan has a TCI of 16.6. However, the Export Similarity

Index between the two countries is small with a value of 17.3. This shows that there is relatively

low competition between them in a bilateral framework and hence potential to trade with each

other is high.

Pakistan also performs poorly when the Trading Across Borders Rank is considered. Out of eight

indicators, Pakistan performs lower than India in six: Cost to import (Documentary compliance),

Cost to import (Border compliance), Time to import (Documentary compliance), Cost to export

(Documentary Compliance), Cost to export (Border compliance) as well as Time to export

(Documentary compliance).
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Pakistan’s Top 50 High Potential Exports to India:

§ In 2015, export potential for the top 50 Pakistani export products was $ 1.82 billion
whereas total exports to India was only $ 162.3 million for these top 50 products.

§ 18 products out of top 50 potential exports are on India’s non-LDC Sensitive List 2

whereas 32 products are not on that list.

§ Pakistan’s top three high potential export items are instruments and appliances used
in medical, surgical or veterinary sciences, n.e.s., polyethylene terephthalate in primary
forms and medicaments consisting of mixed or unmixed products for therapeutic or
prophylactic purposes.

§ Pakistan’s top 3 high potential exports to India are not on India’s Sensitive List and
hence, Pakistan has an opportunity to increase trade in these products. In addition, the
reasons behind the failure of Pakistani exporters to exploit these opportunities also need
to be studied in greater detail.

§ The Compound Annual Growth Rate (CAGR) is a geometric mean that shows the
growth rate if values had grown smoothly during a given period. Analysing the CAGR
values; out of the top 50 high potential exports from Pakistan to India, there are 6
products that have high CAGR values. By removing barriers to trade, there is potential
to enhance trade in these products.

§ 12 products in the list of top 50 high potential exports to India do not have high CAGR
values whereas 32 items could not be analysed due to data constraints.

§ The Bilateral Revealed Comparative Advantage (BRCA) helps to identify products that
weigh heavier in the export basket to the partner country than the export basket to the
rest of the world. A BRCA value of greater than 1 indicates that the particular good is
exported to the importing country at a greater rate than to the rest of the world.

§ Out of the top 50 high potential exports to India, only 11 products have a BRCA value
greater than 1. Instruments and appliances used in medical, surgical or veterinary
sciences, is not only the top potential export to India but also has a BRCA value of
greater than 1. Other products with a BRCA greater than 1 are polyethylene, fresh or
chilled onions and lead acid accumulators.

§ There are only two products, cotton neither carded nor combed and sesamum seeds,
that have a BRCA value of greater than 1 and are also on the Sensitive List applied by
India.

§ An analysis of Pakistan’s export sectors to India reveals that textiles and clothing,
miscellaneous, metals, plastic or rubber and chemicals are the top five high potential
export sectors to India. These have an export potential of $ 844, $ 471, $ 291, $ 275 and
$ 266 million respectively.

2The Sensitive List followed by SAFTA countries is a list of goods in which tariff concessions are not given.

India follows a Non-LDC Sensitive List with Pakistan and Sri Lanka since these countries do not fall in the

category of Least Developed Countries.



Pakistan India Bilateral Trade and The Case for Balanced Trade Normalization XIII

Pakistan’s Top 50 High Potential Imports from India:

§ In 2015, top 50 high potential imports from India had an import potential of $ 7.14
billion, whereas Pakistan’s imports from India were only $ 597 million for these high
potential products.

§ Black fermented tea, motor cars and oilcake and other solid residues were the top three
potential imports from India in 2015 for which potential imports were $ 425.2, $ 345.8
and $ 328.2 million respectively.

§ 25 out of the top 50 potential imports from India are not on the Negative list applied
by Pakistan. Items which are on Pakistan’s Negative List are those which cannot be
imported from India.

§ The combined import value of these twenty-five products was $ 21.32 million in 2015
whereas Pakistan had a potential to import $ 3.43 billion worth of these goods from
India.

§ Eight products that are on Pakistan’s Negative List belong to the HS-87 “Vehicles other
than railway or tramway rolling stock, and parts and accessories thereof” category and
seven products belong to HS-84 “Machinery, mechanical appliances, nuclear reactors,
boilers; parts thereof” and HS-85 “Electrical machinery and equipment and parts thereof;
sound recorders and reproducers, television image and sound recorders and reproducers,
and parts and accessories of such articles”.

§ The CAGR values reveal that out of the top 50 high potential imports from India to
Pakistan, there are 5 products that have high CAGR values. For these products, global
trade is much higher than trade between the two countries.

§ 3 out of 5 high CAGR value products are on Pakistan’s Negative List. These products
include Textured filament yarn of polyester, appliances for pipes, boiler shells, tanks
and motorcycles, incl. mopeds, with reciprocating internal combustion piston engine.
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Likely factors behind Pakistan’s reluctance to granting NDMA / MFN status to India:

§ A comparison of applied tariffs that have been applied by Pakistan to India and vice
versa show that on average in 2013, Pakistan applied a 6 percent tariff rate on India,
whereas, India applied a tariff rate of 14.6 percent on Pakistan. Tariff data for 2015 was
not available and hence tariff data for 2013 was used.

§ Out of twenty product group categories, Pakistan had applied lower tariffs on 12 product
group categories. Chemicals, footwear, fuels, machines and electric goods, metals,
minerals, miscellaneous and stone and glass are categories on which Pakistan had
applied a higher tariff rate on Indian goods as compared to Indian tariffs on Pakistan.

§ Pakistan has a lower Overall Trade Restrictiveness Index (OTRI) than India. Pakistan
has an OTRI value of 22.2 whereas India has an OTRI value of 46.7. India’s OTRI value
is the highest not only in South Asia, but is also the highest in Asia.

§ In addition to having in place strong protective policies, India also has a well thought
out subsidy framework for exporters.

§ There are 18 items that do not have high CAGR values whereas 27 items could not be
analysed due to data constraints.

§ Pakistan’s top import potential sectors from India comprise of Machinery and
Electrical/Electronic Equipment ($ 4.18 billion), Chemicals ($ 2.60 billion) and
Transportation ($ 1.81 billion).

§ Even though trade potential is only indicative of the potential trade that can take place
between the two countries, the fact that Pakistan’s potential imports from India are
about four times the size of Pakistan’s potential exports clearly indicate that imports
from India will most likely penetrate the Pakistani market to a much greater degree
than vice versa.
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Potential Benefits of granting NDMA / MFN status to India:

§ Currently, due to the Negative list followed by Pakistan, Pakistan’s high potential import
items from India are imported from far off countries like Viet Nam, Australia and USA.

§ Out of top 25 Pakistan high potential import products that are not on the Negative List,
India is an important source of imports for only 8 products.

§ Pakistan can reduce cost by importing goods from India rather than from other countries
from which freight becomes an important component of cost.

§ A study conducted by the Indian Council for Research on International Economic
Relations (ICRIER) showed that informal trade between Pakistan and India was estimated
at $ 4.7 billion in 2012-2013.

§ Textiles, spices, jewellery, cosmetics, pharmaceuticals and auto parts are the main
commodities that are reported as being traded illegally between the two countries.

§ Most of the informal Indian trade is re-routed to Pakistan through third countries
especially via Dubai, Sri Lanka and Hong Kong.

Possible Impact of MEIS on bilateral trade:

§ In April 2015, the Indian government announced the Merchandise Exports from India
Scheme (MIES). MIES consolidates five former schemes and facilitates the exports of
high potential Indian exports to different countries. Under the scheme, no conditions
are attached to the scrips3 which act as rebates on purchase of inputs for manufacturing
goods.

§ The MEIS applies to 1,005 items at HS 8 code level for Pakistan.

§ Analysis of the MEIS reward show that only 4 products out of the top 50 potential
imports from India have been given a subsidy under the scheme. However, like all
similar government incentives, the list can change.

3 Under MEIS, duty free scrips are given to the exporters. Duty free scrips are paper authorisations that allow the holder
to domestically procure or import inputs or machinery required for manufacturing products that are exported without
paying duties/taxes equivalent to the scrip values.
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Recommendations:

§ Trade Normalization must be a win-win for both countries

Relations between Pakistan and India which had appeared to be warming since the start of the
decade now appear to have once again gone into their usual tense phase. This cooling in relations
has once again given credence to the arguments put forward by detractors on both sides of the
border, who have argued all along that building dependence on each other’s resources or markets
is not viable. It is also significant to appreciate that trade liberalization alone cannot boost a

country’s exports. If local industries are not technologically advanced, are labour intensive and
have a narrow export base, trade liberalization can do more harm than good to the domestic
industry, especially when the trading partner which has been granted access to domestic markets
has got an elaborate network of Non-Tariff and Technical Barriers to trade to protect its own
domestic industry.

§ Working together to facilitate two-way trade:

Pakistan and India need to work together to improve trade ties. Communication links need to be
promoted and the Integrated Check Post (ICP) at Wagah-Attari border needs to be made more
responsive. Better trade links should be encouraged through a reduction in procedures, ensuring
the availability of cheaper cargo and freight services, expansion of rail and road links and
establishing a mechanism which focuses on dispute resolution.

§ Pakistan will have to strengthen its institutions to guard against the influx of cheap and 

subsidized Indian imports:

The Government of Pakistan needs to find better ways to protect its local industry rather than
relying solely on the Negative List and the restrictive trade regime at Wagah. Improving product
standards within Pakistan and promoting the production of value added products for export to

India is one way to increase exports to India.

Before granting Non-Discriminatory Market Access (NDMA), and fully opening up the Wagah
border for Indian imports the Pakistani Government needs to ensure that local industries are
capable of effectively countering the inflow of cheap products from India. Additionally, Government
of Pakistan needs to strengthen the institutional capacity of the National Tariff Commission and

other governmental bodies including the various standards bodies that are responsible for
monitoring trade. These bodies need to be efficient in their implementation of countervailing and
anti-dumping duties and be ready to provide assistance to local industries wherever required.

Pakistan also needs to be cautious because the Trade Complementarity Index, the Trading Across
Borders ranking, the Export Market Penetration index as well as the values of export potential

show that India has much more to gain from trade with Pakistan than vice versa. India is a strong
as well as a heavily protected economy, hence prudence and caution should be the defining
strategy of Pakistan when dealing with India.

§ Removal of Non-Tariff Barriers:

Both countries should also focus on reducing the non-tariff barriers and working together to ease

the protectionist policies. India relies more heavily on NTBs than Pakistan and therefore obstructs
Pakistan’s exports to a much greater degree than Pakistan’s imports from India. The Wagah Border
along with the Negative List are currently Pakistan’s major NTBs since they restrict the items that
can be imported as well as provide a barrier to the use of land route for imports from India.
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I. Helping Pakistani Industry Circumvent India’s NTBs:

Even though India follows a protectionist policy, it is imperative that Pakistan learns to deal with
India’s protectionist regime while negotiating with India for an easing of these barriers. In the
interim, Pakistan needs to overcome supply side constraints and adapt to the NTBs and the TBTs
that are currently applied by India. Taking into account the recommendations of the local business
community and farmers, the government needs to work towards rationalizing the Negative List,

provide assistance to exporters to increase export competitiveness and have a formidable trade
policy in place to negotiate favourable terms of trade with India.

II. Easing the Visa Regime

The current restrictive visa regime needs to be reviewed so that traders can travel as well as make

transactions across borders with greater ease. The visa regime is a major hindrance to the formation
of joint ventures and providing after sales support for plant and machinery. Indian companies
which are much bigger than their Pakistani counterparts have gotten around this by basing
Pakistani nationals in their offices in the UAE which allows these individuals to travel to and from
Pakistan. The number of visas issued is also limited by the number of visa staff allowed in the
High Commissions in both New Delhi and Islamabad. Consulates need to be opened in major

cities in both countries to facilitate in the issuance of visas. While Pakistan allows its citizens, who
would like to apply for visas for India the option of depositing their applications using courier /
visa facilitation agents in various cities in Pakistan, the Indian Government requires that its citizen
line-up outside the Pakistan High Commission in Delhi to deposit their visa application forms.
This is both expensive and time consuming. Though some easing in visa issuance especially for
business travellers had taken place in the recent past, this now seems to have been restricted

following the recent flare-up in Pakistan India relations. In addition, visas are city specific with
a limitation on the number of cities, a majority of cases require Police Reporting, are restricted
by the point of entry and exit, and also the duration and number of entries.

III. Customs procedures and border infrastructure

Customs procedures need to be eased on both sides of the border especially for perishable goods.
Moreover, infrastructure especially on the Pakistan side needs to be developed.





SECTION  I

Trade Overview
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Trade Overview:

Study Objective:
This Study is a follow up on the “Pakistan-India Trade Normalization” Study that was conducted

by the PBC in June 2015. Keeping in mind the political instability that dominates trade relations

between the two countries and the excessive barriers to trade that are adopted by India, this Study

tries to analyse the feasibility of Pakistan granting MFN / NDMA status to India while at the same

time ensuring that trade normalization is in a balanced manner. Additionally, it also gives an

overview of the trade potential between the two countries along with the potential for different

sectors.

Sources of Data:
The data used in this Study has been taken from ITC Trade map which takes its data from UN

Comtrade. The UN Comtrade is managed by the United Nations Statistics Division (UNSD). Data

from World Bank and World Development Indicators has also been used.

Methodology:
This Study uses different measures to assess the high potential exports of Pakistan to India and

Pakistan’s potential imports from India.

i. Trade Potential:

Trade potential is the potential that exists for a particular good, keeping the other factors

constant. By analyzing the export and import patterns of the partner countries, it indicates

the maximum extent of trade that can take place between them. Export potential is calculated

by subtracting Pakistan’s exports to the world or India’s imports from the world (whichever

value is lower) by Pakistan and India’s current export of the selected commodity.

Export Potential = Min (Pakistan’s exports to the world of X, India’s imports from the

world for X) – Pakistan current exports to India of X

It should however be stressed that this method does not take into account the likely

differences in tastes and the element of trade generation through the opening of new

markets. At best, it assumes trade diversion.

ii. Compound Annual Growth Rate (CAGR):

The Compound Annual Growth Rate measures growth over a number of periods. It is

the geometric mean of the individual growth rates during a period. This value shows how

the initial value would have grown if it had grown at a steady rate. The formula for

Compound Annual Growth Rate (CAGR) is:
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The CAGR value has been calculated for Pakistan’s exports to the World, Indian imports from the

World and Pakistan’s exports to India. If the CAGR value of Pakistan’s exports to the World and

Indian imports from the World for a good are high, but the CAGR value of exports from Pakistan

to India is low, then this means that there is export potential for that good, and removal of an

obstruction might increase its exports from Pakistan to India. The same process has been done

for Pakistan’s imports from India. 

All such items have been highlighted and are subsequently called the high potential CAGR items.

These values are computed for the period 2005-2015. It should be noted that CAGR values are

suggestive of the potential growth, and do not necessarily reflect the actual growth trend.

i. Bilateral Revealed Comparative Advantage (BRCA):

The bilateral Revealed Comparative Advantage is an advanced measure of Revealed

Comparative Advantage (RCA). The value of normal RCA indicates whether a country is

in the process of expanding the products in which it has a trade potential as opposed to

situations in which the number of exports, that have high potential, are static.

A value of less than unity implies that a country has a revealed comparative disadvantage

and does not have trade potential in that product. However, a value greater then unity

shows that the country has a revealed comparative advantage and should pursue trade

in those items.

In this study, we use Bilateral Revealed Comparative Advantage because this study focuses

on bilateral trade relations between Pakistan and India. Bilateral RCA values are specific

to trading partners and reveal items that are currently competitive exports to the trading

partner in question. A bilateral RCA value of greater than one indicates that the exporting

country’s product X is exported to the importing country at a greater rate than it is to the

rest of the world. This means that if a product has a high bilateral RCA value, then it

weighs heavier in Pakistan’s export basket to India than to the rest of the world.

Using the three measures mentioned above, this Study tries to provide a holistic picture

of Pakistan’s prospective trade with India. The potential trade section provides an overview

of the potential for export and import that exists between the two neighbors. A high

potential CAGR value indicates that in those particular goods, India can prove to be an

important market for Pakistani exports. Moreover, a Bilateral RCA value of greater than

one reveals that those exports have a disproportionately large market currently in India.
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Trade Relations between Pakistan and India

Since independence, bilateral trade between Pakistan and India has been a victim to an unreliable
political atmosphere. Even though India granted MFN status to Pakistan in 1996 and both countries

signed the SAFTA agreement in 2004, trade relations between Pakistan and India have been marred

by trust issues. Even today, political and security difficulties play an overriding role in determining
the nature, trend and volume of trade between them.

Given the proximity of Pakistan and India, their common culture and shared history, there is great

potential to trade between the two nations. However, bilateral trade has always faced a series of
obstacles. Looking at the trade trend from 1947 onwards, it can be seen that initially, India and

Pakistan were heavily dependent on each other. In 1948 - 49, India’s share in Pakistan’s exports

and imports amounted to 23.6 percent and 50.6 percent respectively. On the other hand, Pakistan’s
share in India’s global exports and imports was 2.2 and 1.1 percent respectively in 1951-1952.

Refusal by Pakistan to devalue the rupee against the Sterling led to a trade embargo on Pakistan
by India and trade with India fell dramatically.

Over the next four decades, trade volumes remained low and the wars of 1965 and 1971 worsened

trade relations. After the 1971 war, the Shimla Agreement was signed between Pakistan and India
and under this agreement trade resumed on a limited scale in 1974. In 1989, Pakistan introduced

a Positive List for trade with India, only items included in the Positive List could be imported

from India. The 1989 Positive List comprised of only four products.  The Positive List was
progressively increased over the years. In 1996, India granted Pakistan Most Favored Nation

(MFN) status in the hope that this would promote trade between the two belligerent nations.
However, trade remained very low at about $ 180 million in 1996 which amounted to less than

one percent of Pakistan’s total trade and about a quarter percent of India’s global trade.

President Pervez Musharraf initiated talks over trade with his counterpart, Prime Minister

Manmohan Singh in 2005. Even though a positive step, security concerns, political uncertainty
and domestic resistance hindered the smooth implementation of these overtures.

Secretary level talks were restarted in April 2011 which helped to improve trade relations between

the two countries. The main contribution of these talks was the elimination of Pakistan’s Positive
List in February 2012 and the introduction of a Negative List in March 2012. The Negative List

consists of 1,209 items which are currently not-importable from India. In addition, Pakistan restricts
the number of products that can be traded across the Wagah border to 137.

2015 saw both countries trying to expand trade volumes. However, trade relations between
Pakistan and India worsened in 2016. Starting from January, the terrorist attack on India’s Pathankot

Air Force Base and the Uri attack in September 2016, that killed 17 soldiers, has brought relations
between the two countries to a standstill. Cross cultural participations have been curtailed,

exhibitions of Bollywood movies and Pakistani dramas have been restricted4 and India refused
to attend the 19th SAARC Summit in Islamabad (which led to the cancellation of the Summit).

The impact on trade of the events of 2016 are not a part of this Study as this Study uses 2015 data

– the last year for which both countries have reported their trade data to the ITC in Geneva.
The prospects of an immediate thaw in India Pakistan relations look bleak in the backdrop of state

elections in India in the coming months followed by Pakistan’s national elections in 2018.

4 Though Pakistan towards the end of December 2016 has lifted the restriction on the screening on Indian

movies and dramas in Pakistan.
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The graph below shows Pakistan’s total trade and trade balance with India over the years.

Except for 2009 (due to the Mumbai terrorist attacks), trade between the two countries progressively

increased over the years. Pakistan has always faced a deficit in its trade with India. Bilateral trade

volume declined from $ 2.5 billion in 2014 to $ 1.98 billion in 2015 primarily due to a drop-in

commodity prices.
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Bilateral Trade Overview:

Over the years, trade as a percentage of both countries global trade has remained low. Figure
below shows that share of trade conducted with India is greater in Pakistan’s total trade than
share of Pakistan’s trade in India’s global trade. In 2015, Pakistan’s trade with India was only 3
percent of its global trade value. Similarly, in 2010, India’s trade with Pakistan was only 0.45
percent of its global trade which declined to 0.37 percent in 2015.

The figure below shows Pakistan’s trade with India over the last thirteen years. Trade between
the two countries improved from 2003 to 2015. However, Pakistan’s imports from India showed
a significantly larger increase than exports to India: over all imports increased by 638 percent
whereas there was an increase of 247 percent in exports. In 2015, imports from India amounted
to $ 1.67 billion whereas exports to India were only $ 312 million. It can be seen in the figure below
that exports to India have remained relatively steady from 2003 to 2015.Trade deficit improved
from $ 1.71 billion in 2014 to $ 1.36 billion in 2015.
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Discrepancies in Reported Data:

An analysis of trade data as reported by Pakistan and India shows discrepancies. For all years

from 2010, with the exception of 2013, India reported higher imports from Pakistan as compared

to Pakistan’s reported exports to India. In 2012 and 2015, the discrepancy was to the tune of $

152.3 million and $ 144 million respectively with regards to India’s reported imports from Pakistan.

As shown in the graph below, reported data of Pakistan’s imports from India and India’s exports

to Pakistan also show inconsistencies. These are larger than the discrepancies reported in the data

for Pakistan’s exports to India. In 2010, India reported exports to Pakistan of $ 2.23 billion whereas

Pakistan reported imports from India of $ 1.56 billion i.e. a difference of $ 675 million. Discrepancy

in recording trade data declined after this and both countries had a difference in reported data

of $ 294 million in 2015.
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The figure below shows the difference in the trade deficits reported by Pakistan and the trade

surplus reported by India. In 2010, 2013 and 2015 India accounted for a trade surplus greater than

what was recorded by Pakistan. In 2011, 2012 and 2014, Pakistan overstated the bilateral trade

deficit.
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Trade Trend:

The figures below show Pakistan’s imports and exports from India from 2005 to 2015. The axis
on the left, indicating billions should be used to read India’s global exports/imports whereas the
axis on the right denoting millions should be used to read Pakistan’s imports/exports from and
to India.

It can be seen that Pakistan’s imports from India are consistent with the flow of global exports
from India. Between 2014 and 2015, India’s exports to the world declined, and so did Pakistan’s
imports from India.

Between 2005 and 2008, Pakistan’s exports to India were a higher proportion of India’s imports

from the world whereas Pakistan’s share started slipping after 2008. With imports of only $ 312
million in 2015, Pakistan is not a major source of imports for India.



SECTION  II

Nature of Trade





Nature of Trade:

Pakistan’s Top Ten Exports to India:

Pakistan’s top ten exports to India at HS-02 level, consist of edible fruit and nuts, salt, cotton, raw
hides and skins as well as optical, photographic, medical or surgical instruments and apparatus.
With the exception of inorganic chemicals and copper, exports of other products have increased

between 2011 and 2015.

Pakistan India Bilateral Trade and The Case for Balanced Trade Normalization 13



Pakistan India Bilateral Trade and The Case for Balanced Trade Normalization14

The figure below shows Pakistan’s top five exports to India at HS-02 level as a share of

Pakistan’s total exports to India. It can be seen that top five exports of Pakistan to India constitute

71 percent of Pakistan’s exports to India. Edible fruit and nuts, salt and sulphur and cotton

contributed 31, 25 and 22 percent respectively to the 71 percent of top 5 exports to India.
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Pakistan’s Top Ten Imports from India:

Table below shows Pakistan’s top ten imports from India at HS-02 level. These consist of cotton,

organic chemicals, edible vegetables, plastics and tanning or dyeing extracts. Pakistan’s imports

of cotton from India increased from $ 305 million in 2011 to $ 341 million in 2015. Imports of three

products, organic chemicals, edible vegetables and residues and waste from food industries have

declined between 2011 and 2015.
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The figure below shows Pakistan’s top five imports from India at HS-02 level. Top five

Pakistan’s imports from India constitute 52 percent of Pakistan’s total imports from India. Cotton,

organic chemicals and edible vegetables contributed 39, 22 and 14 percent respectively to the 52

percent of top five imports from India.
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Pakistan’s Top Ten Exports to India at HS-06 Level:

The table below shows Pakistan’s top ten exports to India at HS-06 level. It can be seen that

Pakistan’s exports increased from $ 272 million in 2011 to $ 402 million in 2013. However, there

has been a steady decline in exports from Pakistan to India with exports amounting to $ 312

million in 2015. At HS-06 level, Pakistan’s top exports to India consist of fresh or dried dates,

Portland cement, and cotton, neither carded nor combed.



Pakistan’s Top Ten Imports from India at HS-06 Level:

Pakistan’s top imports from India also follow a similar trend as flow of exports from Pakistan to

India: with imports increasing from 2011 to 2014, and then declining. In 2015, imports from India

to Pakistan amounted to $ 1.67 billion. Top three products were cotton, neither carded nor combed,

polypropylene and tomatoes, fresh or chilled.
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Trade Complementarity Index:

This index shows how well the structures of the two countries imports and exports match. A

higher value means that import and export shares of the two countries match to a greater degree.

For Pakistan and India, Complementarity Index declined over the last three years. In 2015, TC

Index was higher for India than Pakistan meaning that India’s exports would match Pakistan’s

imports much more closely than vice versa.

Export Similarity Index:

The Export Similarity Index (ESI) shows whether competition exists between the two countries.

This is done by analysing the export profiles of the countries and determining if they are similar

or dissimilar to each other. A high value (100) reflects that there is complete similarity in the export

basket of two countries whereas a value of zero shows that there is complete lack of similarity

in the export composition of two countries. A high value of the ESI shows that competition between

two countries is harsher in the third market and hence there is low potential to trade between

them.

The value of the Export Similarity Index for India and Pakistan is 17.36. This shows that there is

relatively low competition between them and hence there is high potential to trade with each

other. This could also be reflective of how India has managed to diversify its export base relative

to Pakistan.
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Index of Export Market Penetration:

Pakistan has an Index of Export Market Penetration of 7.49 whereas that for India is 26.34. This

index measures the extent to which a country’s exports have already reached all markets that

import the good. It is important that Pakistan improves this index. As a brief comparison, China,

Sri Lanka and Bangladesh have Index of Export Market Penetration of 49.06, 5.51 and 5.55

respectively.

Ease of Doing Business:

The World Bank has created an "Ease of Doing Business" index that helps to determine which

economies have a simpler regulatory environment to start and run a business in. The index is

determined by measuring the economy across ten heads and Trading Across Borders is one of

them.

Trading Across Borders:

Trading Across Borders measures the time and cost (excluding tariffs) associated with three sets

of procedures, documentary compliance, border compliance and domestic transport.

The ranking of economies on the ease of trading across borders is determined by sorting their

distance to frontier scores. The frontier represents the best performance observed on all indicators.

India’s distance to frontier score for 2017 has been estimated at 57.61 whereas that of Pakistan is

39.41.

Although both countries have improved over 2016, it can be noticed that Pakistan is not only

below India but far below the average score of South Asia. Apart from Pakistan, only Bangladesh

and Afghanistan perform below the South Asian average score. India’s score is almost equal to

the average of South Asia while Sri Lanka, Nepal and Bhutan performed much better than other

countries.
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The chart below show the indicators that are used to measure the Trading Across Borders
ranking. Out of eight indicators, Pakistan performs below India in six i.e. cost to import (documentary
compliance, cost to import (border compliance), time to import (documentary compliance), cost
to export (documentary compliance), cost to export (border compliance) as well as time to export
(documentary compliance).

From the above discussion, it can be seen that relative to India, Pakistan performs poorly in the

Trading Across Borders category. In order to increase trade volumes with India and other countries,

it is imperative that Pakistan improves the above-mentioned indicators. This is important not only

for trade with India but for Pakistan’s trade in general.





SECTION  III

Brief Overview of Export Potential
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Brief Overview of Export Potential:

Pakistan’s Top High Potential Export Sectors to India

Pakistan exported $ 312 million to India in 2015. It has the potential to export products (excluding

petroleum products) worth $ 3.3 billion more according to data for 2015. Pakistan has the most

potential to export products in the areas of textile and clothing. However, the product with the

highest potential is “Instruments and appliances used in medical, surgical or veterinary sciences,

n.e.s.”.
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Pakistan’s Top High Potential Import Sectors from India

Pakistan’s imports from India in 2015 amounted to $ 1.67 billion. The table below shows the top

high potential import sectors from India. Pakistan’s top import sectors from India consist of

Machinery and Electrical/Electronic Equipment ($ 4.18 billion), Chemicals ($ 2.60 billion) and

Transportation ($ 1.81 billion).
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Overview of the MFN/NDMA Debate:

Even though, Pakistan and India combined account for almost 92 and 85 percent of South Asia’s

GDP and population respectively, bilateral trade between the two countries contributes only 20

percent to regional trade. Indian states of Gujarat, Rajasthan and Punjab maintain a 3,323-km land

border with the Pakistani provinces of Punjab and Sindh but trade has been negligible between

them.

Being members of WTO, it is incumbent on both Pakistan and India to grant each other Most

Favoured Nation (MFN) status. MFN status guarantees that trade among the WTO members is

conducted according to non-discriminatory terms. All trading partners are to be treated equally

with similar tariff rates and terms of trade. However, the WTO does not override bilateral

agreements which were signed prior to it coming into force. Bilateral trade between India and

Pakistan is governed by a 1948 agreement between the two countries and Pakistan has used this

as a pretext for not granting India access under the WTO.

In 2004 when SAFTA was signed between the South Asian countries, it was agreed that all countries

will follow a Sensitive List approach. The Sensitive Lists are supposed to decrease gradually over

the years. By 2014, India had reduced its Sensitive List for LDCs by 95 percent whereas for NLDCs

by 29.3 percent. Pakistan, on the other hand, reduced its Sensitive List just by 20 percent. In case

of India, Pakistan follows a Negative List. SAFTA however, does allow countries within SAARC

to sign bilateral trade agreements. These bilateral agreements however offer at times more

favourable concessions than those available under SAFTA thereby undermining the viability of

SAFTA. There is considerable evidence that India’s bilateral agreements with Sri Lanka and

Bangladesh provide exporters from those countries terms which are much more favourable than

would be available to them under SAFTA.

In 2011, with the revival of trade talks, it was expected that Pakistan would grant India Most

Favoured Nation (MFN) status. Even though Pakistan replaced the Positive List with a Negative

List in February 2012, the process of granting MFN status to India still remains inconclusive.  The

government of Pakistan decided to postpone the decision regarding granting of MFN status till

after Pakistan’s elections in 2013. In March 2014, the government again withheld the granting of

MFN status to India pending Indian Elections in 2014.

On 6th February 2015, the Federal Commerce Minister Ghulam Dastigir hinted that Pakistan

might grant Non-Discriminatory Market Access (NDMA) to India. Later in the year, the Indian

foreign minister visited Pakistan in December, and announced a commitment to increasing trade

between the two neighbours.

Beginning of 2016, however, heralded new hurdles to trade between Pakistan and India. The

terrorist attack on India’s Pathankot Air Force Base in January created tensions between the two

nations. The Uri attack in September 2016 exacerbated the situation with India refusing to attend

the 19th SAARC Conference in Islamabad. By the end of September, many Indian politicians

demanded that MFN status granted to Pakistan should be revoked (however the government did

not consider this seriously). In face of the current political turmoil, both countries have placed

temporary restrictions on economic activities. Hence, given the present circumstances, it seems

unlikely that Pakistan will grant MFN status to India in the immediate future.
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Likely factors behind Pakistan’s reluctance to granting NDMA / MFN status to

India:

The granting of NDMA / MFN to India by Pakistan will herald a change in the manner in which

trade is conducted between the two countries. Once Pakistan’s grants India NDMA / MFN status

the following will happen:

§ Pakistan’s Negative List will be replaced with Pakistan’s SAFTA Sensitive List for Non

LDC members of SAFTA.

§ For all items, which are not on the Sensitive List, tariff will reduce to the SAFTA tariff

of a maximum of 5%. For items on the Sensitive List MFN tariff will apply i.e. Pakistan

will have to offer the same tariff on these products as it offers to its other trading

partners.

§ All restrictions on trade via the Wagah Border will be lifted and all imports from India

can use the land route to enter Pakistan.

The granting of NDMA / MFN to India will not address from Pakistan’s perspective the following:

§ The removal of India’s substantial NTB and TBT regime – in the presence of these

barriers Pakistani exports are not expected to show a significant spurt as Pakistani

exports to India, not on India’s SAFTA Sensitive List for NLDC’s  are currently subject

to a SAFTA Tariff of 5%.

§ Reduce / remove the subsidies that the Indian Government offers to its growers /

exporters and which in the absence of a tested trade remedy mechanism in Pakistan

is likely to lead to massive dumping of cheap / subsidized Indian products in the

Pakistani markets.
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From above, it can be concluded that despite following a Negative List for trade with India,

Pakistan’s tariff rates are much lower than those applied by India on Pakistan. Pakistan therefore

needs to be cautious while granting NDMA / MFN status since only the Sensitive List would then

be applicable to the import of goods from India and even here the tariffs will be the MFN tariffs.

Non-Tariff Barriers:

India applies a variety of non-tariff barriers on partner countries including Pakistan. India’s

technical barriers to trade include extensive testing of engineering and food products among

others. In addition, packaging requirements and countervailing duties have also discouraged

exports from Pakistan.

The Overall Trade Restrictiveness Index (OTRI), developed by the World Bank, calculates the non-

tariff barriers and the equivalent uniform tariff of a country’s tariff schedule. The index covers

quantity restrictions, price control measures, technical restrictions and agricultural subsidies under

the head of NTBs. The OTRI for Pakistan is 22.2 whereas the value for India, at 46.7 is not only

the highest in South Asia but also the whole of Asia. The table below compares the values of OTRI

for different countries. It can be seen that India’s OTRI is impacted by NTBs more than any other

country in South Asia.

The table below shows the non-tariff barriers that are applied by the two countries and the

average for Asia. Out of the nine different types of NTBs, India uses 5 of them more excessively

than Pakistan.
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Proponents of granting NDMA / MFN status to India argue that India has implemented these

NTBs uniformly on all countries including Pakistan. However, evidence seems to suggest that the

implementation of these NTBs is strongest in those areas in which Pakistan has a comparative

advantage i.e. textiles and some agricultural products. The Bureau for Indian Standards (BIS) has

a standard regime that is unique to India. It demands too many certifications and procedures that

have to be complied with before imports can enter the Indian market. The Bureau has complex

rules and regulations that apply to 14 sectors, including food and agriculture. The Indian

requirements in the auto sector can be quoted as an example, Bharat IV standards have been

modified to ensure that imported vehicles manufactured using the highest emissions standards

fail Indian emission standards, this is part of the “Make in India” strategy which has been followed

by the Indian government over a period of time.

India’s state specific requirements exacerbate the situation: with requirements varying from state

to state and being deliberately kept vague in order to discourage foreign competition.

Agricultural and food products have strict Sanitary and Phytosanitary (SPS) certification

requirements along with other quarantine and testing requirements. These tests can only be

conducted in Delhi and Mumbai which is a big disadvantage for exporters. Textiles also face

similar problems: severe SPS requirements and pre-shipment certifications from laboratories are

essential prerequisites to be completed. Not only does India has stringent quality controls, but

Pakistan also lacks internationally certified laboratories whose certifications are acceptable to the

Indian authorities.  As a result, exporters have to use foreign facilities which are costly and time

consuming. Though an MOU for Mutual Recognition between the BSI and the Pakistan Standards

and Quality Control Authority (PSQCA) exists, not much work has been done for operationalizing

this Agreement. In addition, it is interesting to note that India has got a number of standards

enforcement bodies and it would be useful if Pakistan is able to clearly identify which product

is monitored by which authority in India.
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Finally, in the case of cement, certification is not only expensive, but has limited validity.  It

usually takes about 3-4 weeks to renew the certification but for Pakistani exporters, it takes at

times up to six months. The Indian government has failed to resolve this issue despite being raised

by the Pakistani business community numerous times. This has resulted in the decline of cement

exports to India. Leather and pharmaceutical industry are two other industries that face similar

strict technical barriers to trade. Drugs have to be registered with the Central Drug Standard

Control Organization in India and leather products have to tested in laboratories that are far from

the port.

The previous report by the Pakistan Business Council on Pakistan-India Trade Normalization,

published in 2015, summarized the technical barriers to trade (which have not changed much in

the past year) in the following table:

Banking and visa regulations are other areas that hinder trade between Pakistan and India.

Since 2008, both countries have been committed to opening branches in the other country, but so

far, no branches have opened on either side. Payments are currently made through informal

channels or with the help of international banks which are both expensive and time consuming.

 In August 2012, it was decided that two banks from each country would be issued bank licenses.

State Bank of India and Bank of India from India and National Bank of Pakistan and United Bank

were chosen from Pakistan. However, no licenses have been issued so far. In addition, banks are

also reluctant to open branches as the current volume of trade between the two countries does

not financially justify the costs involved in obtaining banking licences and maintaining expatriate

staff. Also under the current visa regime there is no provision for a long-term work visa between

the two countries.

Though announcements have been made regarding relaxation in the visa regime and some

measures have been taken, there is still a lot that needs to be done to make travel, especially

business travel, between the two countries smooth. In the case of Pakistani businessmen requiring

a visa for business travel to India, they need to be sponsored by an Indian business. This severely

restricts the options for Pakistani businessmen especially those who would like to visit India for

new business development.  The visa approval process is considerably drawn out with the approval

period ranging from four to eight weeks which can extend to about three or more months in some

cases.
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Deficiency of transport infrastructure including road and rail travel is also a major impediment

to trade between Pakistan and India. Air travel is limited with very few direct flights and Islamabad

and New Delhi are not connected via a direct air-link. Air connectivity is restricted to weekly

flights between Karachi and Mumbai, Karachi and New Delhi and Lahore and New Delhi and

these flights are operated by PIA only. Trains are allowed to travel between the two countries on

restricted days and there is also a bus service that connects Lahore and New Delhi. In 2008, trade

across the Line of Control (LoC) was permitted, on the Uri-Muzaffarabad and Poonch-Rawalkot

trade routes. However, only selected, 21 primary products that originate in Kashmir, were allowed

to be exchanged under a barter system.

Additionally, lack of facilities at the border also make trade between the two neighbours difficult.

Testing laboratories are not available and warehousing facilities are inadequate on both sides. At

Wagah border, Pakistan has the ability to load/unload 30-40 trucks at a time, whereas India can

manage to load/unload only 2 at a time. Border inspections are also time consuming and cause

costly delays to the exporters.

Subsidies:

The Indian government provides substantial support to sectors that show significant export

potential. Indian products are given direct and indirect subsidies by the government that help to

give Indian exports an edge over locally produced goods including in the agricultural sector.

Granting NDMA / MFN status to India can, therefore, result in the flow of Indian imports that

can potentially displace domestic production in Pakistan.

In the fiscal year 2015-2016, India reserved $ 18.4 billion for food subsidies which amounts to 0.95

percent of its GDP. Additionally, India also subsidizes electricity consumption, irrigation and

other inputs like tractors, seeds and fertilizers for its farmers and local producers. In contrast,

Pakistan does not provide subsidies to its own agricultural sector. According to 2012 data, Indian

subsidies to the agricultural sector was about five and a half times the size of the subsidies that

were given by Pakistan to its farmers.

All the above factors indicate that even if NDMA / MFN status is granted to India, it is not

necessarily going to be beneficial for Pakistan. The excessive tariff rates applied by India on

Pakistani exports, high reliance on NTBs by the Indian government and vast coverage of goods

under export subsidies indicates that Pakistan needs to be cautious when granting NDMA / MFN

status to India. India’s protectionist policies combined with its desire to promote exports globally

have to be dealt with before normalizing trade relations between Pakistan and India.
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Pakistan’s Lack of institutional capacity to counter the cheap inflow of Indian products:

The lack of institutional, legislative and negotiation depth in Pakistan has been a major impediment

to Pakistan being able to defend its domestic industry from influx of cheap imports from trade

partners. At the same time securing preferential market for Pakistan’s manufactured exports has

proved difficult with no well thought out trade strategy for encouraging export of Pakistan’s

manufactured products. Until Pakistan takes measures to strengthen its local institutions and

governing bodies, it will fail to protect the local industries not only from cheap imports from

India, but from other countries as well.

Analysis of the structure and composition of Pakistan’s export base reveals that no substantial

change has been made to the export base in the past few years: very little effort has been made

by the government to diversify the export basket of the country. In comparison to India, it does

not have a strong policy framework in place regarding custom duties, quality certifications and

tariff rates. Export subsidies are not very common and a robust finance framework is absent. With

such weak support from the government, Pakistan’s exports fail to compete successfully at the

global level.

The Pakistan Standards and Quality Control Authority (PSQCA), the National Standard Body of

Pakistan, does not have the necessary facilities to implement the standards that are required

globally. In the past, Pakistan faced problems where imports from Pakistan were banned due to

low quality of the products. In 2015, EU threatened to ban exports of mangoes unless the problem

of fruit flies was resolved. In 2013, Mexico quarantined 3,000 tonnes of rice after Khapra beetle

was found in the shipping containers and in 2012, Russia complained that the quality of fruits

and vegetables was not up to the mark. These are just a few examples of why Pakistan is not doing

so well in the global markets due to low quality of its products. In order to ensure that Pakistan

does well in the Indian market which already has strict quality requirements, it is important to

improve quality regulations for domestic industry.

The positive news regards the National Tariff Commission where a new National Tariff Commission

(NTC) Act, 2015 was passed. The Commission is now functional under the new Act and it is to

be seen how it takes up cases presented before it.
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Potential Benefits of granting NDMA / MFN status to India:

Granting NDMA / MFN status to India can be potentially harmful for Pakistani industry unless

Pakistan manages to obtain a level playing field for Pakistani exports. In an ideal scenario where

Pakistani exporters have a level playing field for exports to India, the benefits that could accrue

to Pakistan could possibly be driven by the following factors:

§ Geographic proximity between Pakistan and India

§ Formalization of informal Trade

Geographic proximity between Pakistan and India:

Previous studies by many research institutions have shown that if Pakistan removes the Negative

List, there is much for it to gain in trade with India: product variety for consumers will increase

as well as the cost of importing goods will go down substantially – the consumer welfare aspect

of trade. A study conducted in 2004 20055 showed that Pakistan could save between $ 400 million

to $ 900 million of its import bill if it diverts its imports from countries that have higher costs as

compared to India. Another study6 conducted in 2011 revealed that if preferential rates under

SAFTA were fully implemented, Pakistan and India could save about 60 percent of their import

expenditure for about 70 product categories on their Sensitive Lists. This Study however is based

on India offering similar market access to Pakistan as is currently being offered by India to

Pakistan’s competitors i.e. Sri Lanka and Bangladesh. This is important as India by signing a series

of bilateral agreements within the SAARC region has made market access under SAARC mostly

immaterial for Pakistani exports to India.

The table below shows Pakistan’s top potential imports from India. For these products, it also

shows top three current sources of imports for Pakistan, where country 1 was the top source of

import for a particular good in 2015, followed by country 2 and then country 3.

Twenty-five products, mainly consisting of HS-87 “Vehicles other than railway and tramway

rolling stock, and parts and accessories thereof”, HS-84 “Machinery, mechanical appliances,

nuclear reactors, boilers; parts thereof” and HS-85 “Electrical machinery and equipment and parts

thereof; sound recorders and reproducers, television image and sound recorders and reproducers,

and parts and accessories of such articles” are part of the Negative List and are currently being

imported by Pakistan from countries like Japan, Indonesia, Thailand, Singapore, and Republic

of Korea. Importing these goods from far off places raises transportation costs and requires more

time than if they were imported from India.

5http://www.pakistanbanks.org/career_development/am/downloads/bulletins/sbp_bulletins/sbp_research

_vol1_no1/Opinion-1.pdf
6http://www.pildat.org/publications/publication/FP/TradeRelationsbetweenPakistanAndIndia_Indian

Perspective_Jan2012.pdf
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Out of top 25 Pakistan high potential import products that are not on the Negative List, India as

an important source of imports is highlighted only for 8 products. These eight products consist

of black fermented tea, oilcake and other solid residues, polypropylene, cotton, neither carded

nor combed, P-Xylene, new pneumatic tyres, chemical products and staple fibres.

China is top exporter to Pakistan for 7 products that are not on Pakistan’s Negative List whereas

it is the top exporter for 17 products which are on the List. These goods are then imported from

countries like Viet Nam, USA, Australia, Germany, Poland and Sweden.

Given that Pakistan has high import potential in these products, Pakistan can reduce cost by

importing them from India rather than from other countries from which freight becomes an

important component of cost. Hence, it can be concluded that imports from India can lower costs

as well as reduce the time taken to import these goods.
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The table below shows Pakistan’s top potential exports to India and India’s major sources of
imports for those goods in 2015. 32 out of the 50 products are not on India’s Sensitive List with

Pakistan being an important source of import for only four of them. These consist of chromium

ores, Portland cement, used or new rags and fresh and dried dates.

Even the products that are not on India’s Sensitive List have failed to secure a major share in the
Indian market. Keeping in view the fact that India granted Pakistan MFN status in 1996, that

Pakistan has high potential in these goods and that the two countries share such a long land

border, Pakistan should have been a major import partner of India for these items. This signals
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the need to identify the significant role that NTBs and other technical barriers play in curbing

Pakistan’s exports to India.

There are 18 products that are on India’s Sensitive List with most of them being imported from

countries like the USA, Mali, Egypt, Sudan, Nigeria, Spain and France which raises cost and the

time taken to transport these goods. Surprisingly, despite being on the Sensitive List, for item

“Bedspreads of all types of textile materials”, Pakistan is the third most important source of imports

for that product for India.
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Informal Trade:

Due to political instability, security apprehensions and uncertain economic relations between

Pakistan and India, trade exchanges have been minimal. This has caused informal trade to surge.

Previous studies have shown that informal trade is not only prevalent between the two countries,

but goods on the Negative List of Pakistan also enter the country indirectly.

A study conducted by the Indian Council for Research on International Economic Relations

(ICRIER)7 estimated the size of informal trade at $ 4.7 billion in 2012-2013. The existing Negative

List, high duties, inadequate modes of payment and fear of harassment by the custom officials

have allowed informal trade to grow exponentially. Textiles, spices, jewellery, cosmetics,

pharmaceuticals and auto parts are the main commodities that are traded illegally.

Another study by Sustainable Development Policy Institute (SDPI)8 identified the markets in

Pakistan that are host to informally exported products from India. The markets mentioned below

are not necessarily dealing only with informally traded goods, and most likely have a proportion

of formal stock as well. Most of this informal trade is re-routed to Pakistan through third countries

especially via Dubai, Sri Lanka and Hong Kong.

7 https://icrier.org/pdf/Working_Paper_327.pdf

8 https://www.sdpi.org/publications/files/Informal%20trade%20between%20India%20and%20

Pakistan_W-141.pdf
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The figure below shows the trade routes identified by ICRIER through which illegal goods from

India enter Pakistan. India-Dubai-Pakistan (Route I) is the route that is extensively used with the

value of trade reaching $ 1,354 million in 2012-2013. Route VI, Route III and Route II are other

corridors that are frequently used for smuggling goods into Pakistan.

The other figure shows that Pakistan's exports to India enter informally only through three

channels: Via Dubai, across the Line of Control routes and Lahore-Amritsar-Delhi route. It can

be noticed that the volume of illegal exports from Pakistan to India is much smaller than the flow

of illegal exports from India to Pakistan.
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Granting NDMA / MFN status to India would most likely legalise informal trade and provide a

smooth passage for the free flow of exports from each country. Legalizing the trade flow will also

enhance revenues for both governments as well as reduce intermediary costs and the time taken

to import will be considerably reduced.
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Possible Impact of MEIS on bilateral trade:

In April 2015, the Indian government announced the Merchandise Exports from India Scheme

(MIES). MIES consolidates five former schemes and facilitates the exports of high potential Indian

exports to different countries. Under the scheme, no conditions are attached to the scrips9 and

they act as rebates on purchase of inputs for manufacturing goods. Agricultural and village

industry products, labour intensive products with large employment potential, value added and

packaged products and industrial and hi-tech products are items that are supported under the

MEIS. Additionally, support to 852 tariff lines has been extended that include fruits, vegetables,

dairy products, paper and oil meals.

MIES divides countries into three categories:

The MEIS applies to 5,000 items at HS 8 code level. Given that Pakistan has a status of Category

C country, subsidies apply to Pakistan for 1,005 items. Analysis of the MEIS reward show that

only 4 products out of the top 50 potential imports from India have been given a subsidy under

the scheme.

The table below shows the top 50 potential import products from India and the MEIS that has

been applied to them. It can be seen from the table that majority of the high potential products

have not been given an export subsidy. 35 products received zero export subsidies whereas 11

products do not appear in the List at all. The four products that do receive an export subsidy are

black fermented tea, oilcake and other residues, worked vegetable or mineral carving material

and articles of these materials and fresh grapes. Additionally, worked vegetable or mineral carving

material and articles of these materials is on Pakistan’s Negative List. MEIS reward rates marked

by asterisks indicate that not all 8-digit items within the 6-digit code face the same MEIS reward.

Since only four products out of the top 50 high potential import products from India received a

MEIS reward, it can be concluded that at the moment, Pakistan need not be fearful in the short

term of goods benefiting under the MEIS scheme entering Pakistan. However, like all similar

government incentives, the list can change.
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9 Under MEIS, duty free scrips are given to the exporters. Duty free scrips are paper authorisations that

allow the holder to domestically procure or import inputs or machinery required for manufacturing products

that are exported without paying duties/taxes equivalent to the scrip values.
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Conclusions and Recommendations:

Conclusions

While it is true that there is substantial trade potential between Pakistan and India, the Government

of Pakistan needs to be cautious when deciding to grant NDMA/MFN status to India. The low

value of the Export Similarity Index indicates that both countries will face very little competition

in third markets and reveal opportunities that might be gained by Pakistan and India through

trade. The high values for informal trade also suggest that Pakistan should normalize trade ties

with India.

However, other factors reveal that gains from this decision might be unequal:

§ In 2015, Pakistan’s export potential for top 50 high potential exports to India was $

1.81 billion whereas Pakistan’s import potential from India was estimated to be $ 7.14

billion.

§ Even though trade potential is only indicative of the potential trade that can take

place between two countries, the fact that potential imports from India are about four

times the size of Pakistan’s potential exports clearly show that imports from India

will most likely penetrate Pakistani market to a much greater degree than vice versa.

§ Analysis of high potential exports of Pakistan to India and high potential imports

from India to Pakistan reveal that Pakistan has 18 products on India’s Sensitive List

whereas 25 high potential imports from India are on Pakistan’s Negative List. This

means that about 28 percent of Pakistan’s indicative potential for top 50 items is

discouraged by the Sensitive List applied by India. In India’s case, this number amounts

to 37.7 percent.

§ There are 6 products in the top 50 potential exports from Pakistan that have zero

tariffs applied to them by India. However, there are no such products in Pakistan’s

high potential import from India that have zero tariffs applied by Pakistan.

§ Trade Complementarity Index (TCI) show that India’s exports match Pakistan’s imports

much more than vice versa. In 2015, exports from India had a Trade Complementarity

Index of 56.62 whereas TCI value of Pakistan was just 16.63.

§ The Index of Export Market Penetration indicates that Indian exports have already

reached the importing markets to a much greater degree than Pakistan’s exports.

Pakistan has an Index of Export Market Penetration of 7.49 whereas that for India is

26.34.

§ Pakistan’s score of the Trading Across Borders is also below that of India. Where India

ranks 143rd for Trading Across Borders, Pakistan secures the 172nd position.



Pakistan India Bilateral Trade and The Case for Balanced Trade Normalization80

§ India has a broad based and more impenetrable market that provides various export

subsidies and export support schemes to its exporters, facilitating them to become

more competitive at the global level.

§ Additionally, India also uses Non-Tariff Barriers excessively to discourage imports

from entering into the country. Strict quality standards and certifications are imposed

on imports and stringent labelling and marketing rules are applied.

§ Pakistan on the other hand, does not have a robust export-oriented framework in

place: the government provides little support to exporters, few subsidies if any are

given and a narrow range of products are exported.

Recommendations:

§ Trade Normalization must be a win-win for both countries

Relations between Pakistan and India which had appeared to be warming since the start of the

decade now appear to have once again gone into their usual tense phase. This cooling in relations

has once again given credence to the arguments put forward by detractors on both sides of the

border, who have argued all along that building dependence on each other’s resources or markets

is not viable. It is also significant to appreciate that trade liberalization alone cannot boost a

country’s exports. If local industries are not technologically advanced, are labour intensive and

have a narrow export base, trade liberalization can do more harm than good to the domestic

industry, especially when the trading partner which has been granted access to domestic markets

has got an elaborate network of Non-Tariff and Technical Barriers to trade to protect its own

domestic industry.

§ Working together to facilitate two-way trade:

Pakistan and India need to work together to improve trade ties. Communication links need to be

promoted and the Integrated Check Post (ICP) at Wagah-Attari border needs to be made more

responsive. Better trade links should be encouraged through a reduction in procedures, ensuring

the availability of cheaper cargo and freight services, expansion of rail and road links and

establishing a mechanism which focuses on dispute resolution.

§ Pakistan will have to strengthen its institutions to guard against the influx of cheap and

subsidized Indian imports:

The Government of Pakistan needs to find better ways to protect its local industry rather than

relying solely on the Negative List and the restrictive trade regime at Wagah. Improving product

standards within Pakistan and promoting the production of value added products for export to

India is one way to increase exports to India.
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Before granting Non-Discriminatory Market Access (NDMA), and fully opening up the Wagah

border for Indian imports the Pakistani Government needs to ensure that local industries are

capable of effectively countering the inflow of cheap products from India. Additionally, Government

of Pakistan needs to strengthen the institutional capacity of the National Tariff Commission and

other governmental bodies including the various standards bodies that are responsible for

monitoring trade. These bodies need to be efficient in their implementation of countervailing and

anti-dumping duties and be ready to provide assistance to local industries wherever required.

Pakistan also needs to be cautious because the Trade Complementarity Index, the Trading Across

Borders ranking, the Export Market Penetration index as well as the values of export potential

show that India has much more to gain from trade with Pakistan than vice versa. India is a strong

as well as a heavily protected economy, hence prudence and caution should be the defining

strategy of Pakistan when dealing with India.

§ Removal of Non-Tariff Barriers:

Both counties should also focus on reducing the non-tariff barriers and working together to ease

the protectionist policies. India relies more heavily on NTBs than Pakistan and therefore obstructs

Pakistan’s exports to a much greater degree than Pakistan’s imports from India. The Wagah Border

along with the Negative List are currently Pakistan’s major NTBs since they restrict the items that

can imported as well as provide a barrier to the use of land route for imports from India.

I. Helping Pakistani Industry Circumvent India’s NTBs:

Even though India follows a protectionist policy, it is imperative that Pakistan learns to deal with

India’s protectionist regime while negotiating with India for an easing of these barriers. In the

interim, Pakistan needs to overcome supply side constraints and adapt to the NTBs and the TBTs

that are currently applied by India. Taking into account the recommendations of the local business

community and farmers, the government needs to work towards rationalizing the Negative List,

provide assistance to exporters to increase export competitiveness and have a formidable trade

policy in place to negotiate favourable terms of trade with India.

II. Easing the Visa Regime

The current restrictive visa regime needs to be reviewed so that traders can travel as well as make

transactions across borders with greater ease. The visa regime is a major hindrance to the formation

of joint ventures and providing after sales support for plant and machinery. Indian companies

which are much bigger than their Pakistani counterparts have gotten around this by basing

Pakistani nationals in their offices in the UAE which allows these individuals to travel to and from

Pakistan. The number of visas issued is also limited by the number of visa staff allowed in the

High Commissions in both New Delhi and Islamabad. Consulates need to be opened in major

cities in both countries to facilitate in the issuance of visas. While Pakistan allows its citizens, who

would like to apply for visas for India the option of depositing their applications using courier /

visa facilitation agents in various cities in Pakistan, the Indian Government requires that its citizen

line-up outside the Pakistan High Commission in Delhi to deposit their visa application forms.
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This is both expensive and time consuming. Though some easing in visa issuance especially for

business travellers had taken place in the recent past, this now seems to have been restricted

following the recent flare-up in Pakistan India relations. In addition, visas are city specific with

a limitation on the number of cities, a majority of cases require Police Reporting, are restricted

by the point of entry and exit, and also the duration and number of entries.

III. Customs procedures and border infrastructure

Customs procedures need to be eased on both sides of the border especially for perishable goods.

Moreover, infrastructure especially on the Pakistan side needs to be developed.
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Annexure:

Pakistan and India Trade Profiles:

Pakistan’s Major World Imports at 2 Digit HS Code:

The table below shows top fifteen items that Pakistan imported from the world. They are highly

concentrated in a few items like mineral fuels, oils and distillations products, machinery, nuclear

reactors and boilers and electrical and electronic equipment. These are followed by iron and steel,

plastics and organic chemicals.
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Pakistan’s Major World Exports at 2 Digit HS Code:

Pakistan’s major export earnings come from items consisting of cotton, textile articles, and articles

of apparel, cereals and articles of leather. Salt, sulfur, earth, stone, plaster and lime are also

significant exports of the country to the world.
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India’s Major World Imports at 2 Digit HS Code:

India’s imports from the world have declined from $ 462 billion in 2011 to $ 390 billion in 2015.

The table below shows India’s major imports from the world at HS-02 Level. Mineral fuels, natural

or cultured pearls, electrical machinery and equipment and machinery, mechanical appliances

and nuclear reactors are India’s top imports from the World.
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India’s Major World Exports at 2 Digit HS Code:

India’s exports to the world have also declined in the last five years. Falling from $ 301 billion in

2011 to $ 264 billion in 2015. Top exports to the world consist of natural or cultured pearls, mineral

fuels and mineral oils, vehicles other than railway or tramway, machinery and pharmaceutical

products.
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Pakistan’s High Potential Export Items

High potential products in each sector (i.e. products with potential greater than $5 million):

Textile and Clothing
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