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PBC POSITION PAPER ON PAKISTAN'S FREE TRADE AGREEMENTS
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Summary:

Backeround
The PBC supports the government’s policy of signing FTAs in the absence of
progress at the WO,

It however does not support the policy of negotiating without involving industry
in the I'TA process,

The PBC recommends that government selectively negotiate FTASs, the current
strategy of simultaneously negotiating with 14 partners 1s spreading negouating
resources oo thin.

CGovernment should elosely mvolve industry 1n the negotiation process as mdustry
has the technical knowledze which 15 crucial for the trade negotiators.

Industry concerns bevond market access including mvestments and services,
should be mcorporated in FTAs.

FTA Objectives
Government initiates a debate within the Country with various stakcholders on
what are the objectives behind signing of FTAs.

FTA Strategy

The Government of Pakistan immediately initiates a strategy for engaging the EL
and the USA in trade talks with the objective of working towards achicving 1'TAs
with hoth of them.

Business is closely associated in developing consensus within the Country on the
concessions needed to be made for signing I'T As with the EU and the USA,

F'T'A Negotiations
Dl successtul completion ol ongoing trade negotiations, no new trade talks are
initiated other than that with the EU and the UUSA

Government prioritizes ongoing negotiations with emphasis being on those FTAs
from which economic gain is the maximum.

For those I"'I'As which have already been signed. business needs o be involved m
the implementation and annual reviews, This will allow business to provide input
which can be uscful in future negotiations.
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. For those FTAs which are under negotiation. business needs to be incorporated in

the negotialion process. Government must negotiate with openness but must also
he prepared to disassociate trom talks when the gains are not there.

For those FTAs in which negotiations have not been initiated. government needs
1o work with business to develop consensus on the negoliating strategy.

Coverase of Goods in FTAs
All Pakistan™s I'TAs should cover at least 85% ol the goods traded with the
country with which Pakistan is signing an FTA.

. Government should review its policy of signing FT As with countrics of a small

cconomic size, low per capita income and trade volume as the benefits of such
F'l'As are at the most negligible.

Coverage of Services in FTAs
That the government in consultation with the service sector identifies specific
seclors ol interest wo Pakistan in cach FTAL

. FTAs should allow for the movement of manpower and acceptance of

prolessional accreditation of Pakistani institutions.

Coverage of Investments in FTAs

- Investments should be part of all future FT As,

- Investment clause should ensure that Pakistani companies receive at least the

same treatment as firms from other countries with which the partner has signed
LA agreements,

- In consultations with industry and other stakehoelders, especially the State Bank of

Pakistan. The Securities and Exchange Commission of Pakistan, The Karachi
Stock Exchange. the government facilitate foreign investments by Pakistani
businesses.

Rules of Origin
Crovernment and business necd 1o agree on the norms ol Rules ol Origin for each
FTA, This agreement on Rules of Origin should be decided before the “negative
list” 1s prepared.

n FTAs where product specitic rules form part of the Rules of Origin. industry’s

viewpaint needs to be incorporated.

The PBC supports the policy for Rules of origin that allow “accumulation of

origin™ and hopes that they will form part of future I'T'As also,

L)
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4. The provision for “substantial transformation”™ for Pakistant manufactured goods

needs to be reviewed especially in light of the low value addition currently being
done by most sectors of Pakistani industry.

Rules of Origin in each FTA need to be reviewed on an annual basis, with
business involved in the annual reviews.

To the extent possible, standardized ROO be developed in consultation with
business. the PBC can envisage barriers o trade because of the different ROO that
are being negotiated in the various FTAs.

. To prevent trade diversion, government and industry needs w evolve a robust
origin certification mechanism.

I'he government and the  service scetor need to agree on what the ROO should be
for future FTAs in which services forms a part,

Negative and Positive Lists Preferential Access

. In the preparation of the negative list. the vulnerability of a sector vis-a-vis the
same sector in the country with which Pakistan is negotiating a FTA must be
stuched.

. Till there is agreement on agriculture related 1ssues, these products should be kept
on the negative list.

. Products that are not manufactured in the country with which Pakistan 1s
necotiating a I'I'A should automatically be included in the negative list 50 as w
ensure that these products do not get diverted from another source.

. Domestic policies and technical barriers 1o trade should be provided by the
partner countries in kEnglish before the negative hists are exchunged.

. The negatve list should also include products where large investnent potential
exists. In such cases, putting the product on the preferential list could lead w
mvestment diversion and this could negate the reason to negotiate the FTA.

MNon- Tariff Barriers to Trade
. All non tariff barricrs to trade including hidden subsidies need to be identified
before initiation of nepotiations.

Government 1n consultation with industry needs to evolve a strategy for
countering undervalued imports.

. In FTAs with developed countries where Pakistan will have difficulty in

complying with SPS regulations. the country should push for cooperation and
support in capacity building for compliance with such measures.
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Dispute Resolution
38, Pakistan should seck o have a standard common clause for dispute settlements
running through all its I'T'As and RTAs.

39, Right of appeal should be present in the FTAs against the decision of the
Arbitration Panel, i this 15 not possible, the Panel should initially announce an
interim judgment which can be challenged.

40. Pakistan’s FTAs should also allow private parties which are aftlected by the
dispute the right to enforee the decree under the domestic law ol the partner.

2.0 The Pakistan Business Council (PBC)

The Pakistan Business Council (PBCy is a Policy Think Tank establhished by 14 of
Pakistan's largest business houses including multinationals. PBC 15 not & Trade body, It
has been created as a forum for Pakistani business o address the challenges arising from
progressive global and regional free trade, and Irom the relatively sluggish trends in
current national investment Mows, against the much higher levels needed w sustain GLIP
growth at the target of 7% plus.

PBC's mandate consists of producing position papers [or review by business and
appropriate Government authority: holding Lectures and Seminars: and sponsoring
[Research.

This Position Paper on Pakistan’s Free Trade Agreements is the first in a series which
will address the concerns of business on issues which are vital for sustained cconomic
crowth and enhanced global competitiveness of Pakistani business.

3.0 Introduction

With multilateral trade negotiations under the World Trade Organization (W 0) stalled
for various reasons; but mainly due to agricultural subsidies and non agricultural market
access, the world has recently witnessed a wave of bilateral. trilateral, sub regional and
regional trade and cooperation agreements imvolving both developed and developing
COLIITIESS,

A free trade agreement 15 defined as an agreement between the countries party o thal
agresment to remove lrade barners such as tanils and mmport quotas. FTAs are
recognized by the WO in GATT Article 24 and Article 3 of the General Agreement on
Itade in Services (GATS) and are cxempt from the most favored nation (MFEN) rule.
MFN is the fundamental principle of non-discrimination of all members. Regional trade
agreements (RTAs) are the collective term used by the WO to reter 1o I'TAs and other
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‘regional preferential trading arrangements such as custom unions , common markets and

Ceconomic unions®.

According o WTO there are currently more than 300 free trade agreements, signed or
under negotiation globally”. It 1s further estimated that from the current 30 percent of
global trade. 60-70 percent of global trade will take place via such pacts in the future”.

Following this global trend particularly the example of the US| the EL, China. India and
other developing countries, Pakistan also appears to have shified its trade strategy from
multilateral to regional and bilateral trade agreements’.

In Pakistan bilateral trade negotiations have attained a sense of urgency after Pakistan’s
major trading partner the EUL mitiated FTA talks with China. India and Thailand while al
the same time clearly stating that it is not considering Pakistan as an FTA partner”. In
addition the U'S which is the largest single country in terms of Pakistani exports 15 vet o
reciprocate the Government ol Pakistan’s desire to initiate trade talks which would lead
to a free trade agreement.

Pakistan’s stated stralegy ol preventing trade isolation and trade diversion’ through
bilateral trade agreements has scen Pakistan take a more proactive approach Lo signing
market access agrecments.  Since 2002, Pakistan has signed hilateral Free Trade
Agreements with Sei Lanka & China. an Early Harvest Program (EHP) with Malavsia
which will eventually convert into an FTA, a regional trade agreement {SAFTA) with
scven countries in South Asia and Preferential Trade Agreements (PTA) invelving the D-
8 countries and Mauritius.

[n addition it 1s engaged in a number of trade liberalization negotiations.

Table 1. shows details of the various bilateral agreements which Pakistan has signed or 1s
in the process of negotiating

' Customs Unions establish commen taniffs for countries outside the group

? Shjiro Urara, “Globalization and the Growth in Free Trade Agreements”, Asia Pacific Review, Vol 9, No.
[. 2002

" A Basic Guide 1o Free Trade Agreements, Government of New Zealand Publication.

! Trade pacts - new pillars in India’s economic diplomacy, bilaterals.org

* Trade Policy 2007 — 08, Ministry of Commerce, Government of Pakistan

" BEuropean Services Forum, “ESF Position Paper on ELT Free Trade Avreements”, Brussels, 28 Fehruary
2007

" Trade Diversion will oceur in Pakistan’s case when a current trading partner switches its imports fram
Pakistan 1o another country with which it has a free trade agreement that allows it to import at a lower or
zero it rate.

{1
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Linder Negotiations
L. | Partner - Type of Agreement Status :
[l | Sri Lanka | FTA. Goods B Operational, June, 2003
| 2. | China FTA, Goods &E‘tslnmnt Orperational, July, 2007
| 3. | SAARC Countries P A Signed, 2004
_ - | Mot fully operational J
T Malaysia | Early Harvest Program (EHP) EHP operational January 2006
_UTA, Goods - R
[ E_t-;ﬁunmea FTA - | Signed. but not operational |
i Mauritius PTA e | c§|<>t1i-3c~ - |
EZR Brungi FTA B | U I]dLF Megotiation '
L 8. Singapore | FTA LUinder Negotiation
9. Indonesia [ FTA _ Under NLEDTM[.GI’]
i | GOC Countriss FTA - T Under Megotiation ]
(12, | ASEAN - RER | Pre Negotiation ]
12, [ MERCOSUR RTA - | Pre Negotiation e
]_-. Thailand | FTA ) PIL Megotiation |
_I-I- H ___ i FTA i : ]-'I|'L T_\urnllalmn ]
'_]i ": A ___ FTA . 7 I pre Magotiation B
| 16, R_um.:: PTA e Pre-Negotiation |
| 17. | Canada | FTA Pre-Negotiation
15, EFTA FTA N - Pre-Megotiation
19. | Bosnia | FTA B Pre-INegotiation
2. "‘.»l..,] bia PTA o Pre-Negotiation )
*gourc? Ministry ol Commerce, (J-.}'.E':nmem it of [Fakistan, HIJ[LIT]-:.H[‘_-,"E‘.- the I"d]l‘l'm.f,“' 0’

Commerce al various forums

The government also appears w be following a policy of signing overlapping trade
agreements: the stated aim of signing an FTA with Malaysia and at the same timc
negotiating with Indonesia and Singapore is o eventually sign an I'TA with ASE AN

From Table 1 it can be seen that the government is currently involved in various stages of
prelerential trade negotiations with 14 different partners, comparable [tLuJu. [or other
countries show T.hclt the US 15 engaged in tll:rfTDtlatm[lb with 5 partners’. India is
negotiating with 4" while China with just 4 partners’ . In addition to the 14 partners with
which the Government of Pakistan reports that it is negotiating bilateral trade agreements.
it is also involved in multilateral nepotiations under the WTO. This is a very heavy trade
agenda and clearly a case of scarce negotiating resources being thinly spread.

Despite the importance of hilateral and regional trade agreements for Pakistan’s
economy. especially their impact on domestic industry; no meaninglul ongoing dialogue
appears Lo be laking place between povernment and business. Pakistan does not appear to
have a coherent FTA strategy evolved out of a government-business dialogue which

f‘ Trade Policy 2007 — 08, Ministry of Commerce, Government of Pakistan
T LS Trade, official site of the LIS Governmenl
" Hilaterals. Ore, Indian ASEAN FTA

Y Price Waterhouse Coopers, “China’s Free Trade Agreements”. May 2007
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“would address crucial 1ssues like the partner identification process: agreement Lo assess

the impact of the F'LAs on various sectors of the economy; the negotiation strategy to be
followed for ecach I'I'A; the mechanism that needs to be put in place for implementing
and monitoring I'I'As: and a program for documenting and learning [rom the negotiation
and implementation processes of individual FTAs for later use.

Bilateral and regional trade agreements not only provide greater market access 10 partner
countries. they also open domestic markets and industry o mternational competition.
This at times requires major restructuring of domeste industry and government priorities.
Industry by industry adjustments along with changes mn competiiveness strategies need
e be mapped out by the government with industry leaders in order o maximize the
potentials of the FTA and manage the challenges of integration of cconomics.
Unfortunately in Pakistan in the absence of a formal government-industry dialogue on
trace. not only are the potential benetits of FTAs not being fully realized, but also where
transition s required, the process promises to be very paintul for the affected sectors of
the cconomy.

In Pakistan’s context opening up trade without major restructuring of the economy in
consultation with industry can potentially unleash high levels of unemployment which
can severely impact social stability'*, The WTO estimates that Pakistan’s share of world
rade in 20035 was 0.15% of exports and 0.23% of imports'™. For a resource rich country
like Pakistan. it would appear that it should be a major beneficiary of market access, bul
as pointed by the Minister of Commerce not only 1s Pakistani industry lacking in
competitiveness there is also lack of productive capacity.

I addition to lack of competitiveness and productive capacity, another reason for lailure
1y benefit [rom increased market access provided by existing FTAs appears 1o be the lack
ol a conscious elfort o disseminate information about the concession lists of owr partners.
Our industry and  chambers claim e have made repeated representations oy the
government lor a series ol seminars on FTAs and for information on the FTAs in the
local language. however W date no meaningiul response has been received' . In the
abscnce of proper information disscmination the impact of the FTAs which are
operational cannot be fully assessed,

Failure to involve industry in the FTA process has meant that Pakistani business has not
been able to become an integral part of the global supply chains. This failure to integrate
has meant that a local constituency consisting of beneficiaries from increased market
access who could have championed further trade liberalization has not been created'™.

" Trade Liberalization: Implications for Development in Pakistan, Farzana Noshab, Institute of Strategic
studies, [slamabad

CWLOL Trade Stanstics, Country Profile, Pakistan, WO Publication Seplember 2006

< Trade Policy 2007 — 08, Ministrv of Commerce. Government of Pakistan,

* Danish Sazed, Chairman Special Commites on Regional Economic Affairs, Karachi Chamber of
Commerce & [ndustry

" Bilareral and Regronal Free Trade Agreements and Their Relationship witk the WTO and the Doha
Cevelopment Agenda. Alberto Trejos. Global Economy Journal. Yolume 5. [ssue 4, 2003



TR
' T LR

AT Y LT RN

LT T TTTYE
XL 1T TIITE
rant@BBes s

LN N IR
L] B

Worldwide trade negotiators use the technical experience and information that only
business can provide . however in the Pakistani context this valuable resource 15 nol
being utilized. [ndustry has first hand knowledge of markets, production capabilities of
potential partners, non-tariff barriers to trade, the impact of other FTAs which the partner
has signed and a network of ties with business and government in the potential partner
country which can facilitate negotiations.

Pakistan businesses especially in the value added textile sector, the light engineering
sector, the financial sector, the [T sector, the construction sector. the education sector and
other such sectors have started viewing international markets as a means for expanding
scale o compete globally, their concern 1s not Just greater market access but also
mvestments and joint ventures. In addition Pakistan business are looking at FTAs as a
means for neatralizing the advantages that hirms from our competitor countries have
because of market access agreements. The absence of input from these sectors and other
seclors means that Pakistan is failing to capitalize on the potential benefits which I'TAs
can provide,

The current policy of negotiating under a cloak of secrcey tends 1o make business
apprehensive about the FTA process. In the absence of public debate. wade is being
portraved as the villain who is forcing factories to close due to cheaper imports,
agricultural crops to be abandoned (notably ginger and garlic) again because of cheaper
imports and generally contributing to unemployvment and poverty in the country,

The Pakistan Business Council strongly supports trade as a means for accelerated and
sistained economic growth, it however does not agree with the strategy of negotiating
without developing a consensus with industry on trade related issues. The PBC feels
that the current strategy, though it may benefit some segments will lead to the eventual
de-industrialization of Pakistan. Industry needs to be inmvolved in the FTAs; the
invelvement of industry may slow down the negotiation process as it will involve
internal consensus buifding, bur it wifl lead fo the signing of FTAs which are in the
rational interest,

The Pakistan Business Council recommends the lollowing:

1. Covernment sclectively negotiates FTAs: it 1s not possible for the country
to be simultancously involved in negotiations with 14 partners.

2, Major restructuring of the cconomy in consultation with industry is
required to avail the benefits of the FTAs and prepare for its challenges
3 Government closely involves industry in the negotiation process as
mdustry has the technical knowledge which is crucial for the negotiators.
4. Industry concerns beyond market access including investments and

services, should be meorporated in FTAs

Y Eaploring the Phalippine FTA Policy Options, Philippine Institute of Development Studies

G
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" The rest of this Position Paper analysis Pakistan’s current F'TA negotiation strategy and

builds a case for stronger government business interaction on trade issues. especially free
trade agrecments,

4.0 Need for Clearly Defined FTA Strategy

Countries are signing bilateral trade agreements for a number of reasons. these include:

. Market access

. Preventing trade diversion

. Promoting investment

. Trade facilitation through mutual agreements in customs, standards, and
port procedures and logistics

. Expanding combined market size to enhance international competitiveness
through economies of scale

. Encouraging comprehensive economic cooperation including movemennt
of natural persons and services

. Political reasons including enhancing their negotiating power at WO
talks efc.

An analysis of Pakistan’s previous initatives and current negotiations would lead one 1o
conclude that FTA negotiations appear o be aimed at preventing “trade isolation” as more
and more of Pakistan’s traditional trading partners and its competitors sign preferential
access agreements. The reason most [tequently mentioned by policy makers is that
stgning FTAs will help Pakistan secure current markets and provide export opportunities
lor Pakistani (irms by dismantling the trade barriers in the LA parther country, The
resultant expansion in production which will result from increased export opportunities
will then enable Pakistani companies to reap benefits of scale that in turn will lead to
more efficient production,

After the signing of the FTA with China, investment is also being mentioned as the other
major gain from FTAs. However the policy makers’ emphasis still appears to be on
promoting Pakistan as a destination for and not as a possible originator of FDI.

Pakistan 1s also a signatory 10 (SAAFTA) which 1s a regional trade alliance of 7 countries
in South Asia. The rationale for singing SAARAC appears to be the prevention of
regional isolation in addition a PTA has been signed with the D-8 counties is more of a
political than an economic move. ",

Although the PBC appreciates that there is no template lor an deal FTA strategy.
Pakistan should al least be able w have a clear objective with respect 1o the ¢lements of
an FTAL 15 scope and mstatutional framework. the assurance that the FTA is more than

¥ -8 Countries include; Bangladesh, Fovpt, Indonesia, fran, Mulayvsia, Nigeria, Pukistan, Turkey

10



N N

craB@Ea s

STl I
0 e BREGee -

XTI

(XTI F T EER

(XS L L

Py
.

S
“an FTA per se and is in fact a mechanism towards achieving a stronger purpose. In
" addition a strategy needs to be put in place for identitving FTA partners,

Ideallv an I'T'A should allow the country to overcome existing and emerging barriers Lo
trade. it should also force local [irms to improve competitiveness thereby enabling them
o compete better in the global cconomy, However Pakistani industry is severely
handicapped by infrastructure shortages, taxation policies, outdated technology and
production processes, lack of institutional capacity, weak national brands, poor
covernance, rent seeking at various tiers of government. labor laws which are nof
compatible with modern practices the absence of research based advocacy cte.. Without a
major overall of the economic structure it would very difficult for Pakistani business to
compete with globally competitive companies to retain market shares.

o allow for better FTAs with different partners it is important that the government in
consultation with business agree on the ohjectives that we scek to pursue through
bilateral trade agreements. There should be agreement on what Pakistan is trving 1o
achicve with these 1T As. Are we signing FTAs so that we can gain market access? Are
we signing I'I'As so that we can altract investment? Are we going to use FTAs Lo upgrade
technology and the competitiveness of our industry?  Arc we looking at FTAs as a means
to making Pakistan a manufacturimg hub lor the region? Are we planning to use FTAs [or
promoting our service sectors” Will these FTAs eventually lead to opening of markets for
skilled Pakistani workers, professionals, capital? How and when will our FTAs graduate
to the next level which is custom unions? These and a number of similar questions need
to be answered. in the absence of a well debated and reasoned strategy, we run the risk of
having a number of individual FTAs, the pieces of which may not come together to form
the grand framework which can lead 1o sustained economic growth.

The Pakistan Business Council therefore recommends:
1. Government initiates debate within the Country and with various stakeholders on
what should be the objective behind signing of I'T As.
5.0 Criterion for selecting FTA Partners
Countries have identified different criteria for selecting FTA partners: the United States
looks at I'TAs to (a) secure open markets for US exports, (b) 1o protect domestic
producers from foreign unfair trade practices, (¢} to control trade for foreign policy and

national security reasons and (d) to help foster global trade to promote world economic
arowth. '

" Free Trade Agreements: Impact of 1.8 Trade and Implications for U5, Trade Policy by William H.
Cooper, Congressional Rescarch Service, The Library of Congress
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-Japan’s criterion in choosing an FTA partner in generally hased an (a) economic eriteria.

" (b} geographic criteria, (¢) political and diplomatic eriteria. (d) feasibihity eriteria, and (¢)

time related eriteria™

I'he Furopean Union uses cconomic criteria for negotiating its FTAs these include
potential {economic size and growth) and the level of protection agamnst EU export
interests (larills and non tarift barriers). The LU also takes account ol potential partners'
negotiations with EU competitors and the likely impact ol this on EUY markets and
ceonomies. The EU is especially interested in negotiating FTAs with countries and
regions which combine high levels of protection with large market potential and as such
has initiated FTA negotiations with ASEAN. Korea and India™'|

Criterion is important for selecting FTA partner because as a whole the wellare effect of
the I'TA is the paramount consideration in choosing an FTA partner. Factors such as
current levels of trade, economic preconditions, and size of the partner. polentials for
bilateral trade expansion, and other long term factors like eventual market niegration
must be considered.

One argument which is (requently put lorward in favor of FLAs is that it opens new
export markets and as such should be pursued with partners with which current trade
volumes are low. This would appear to be a valid argument when the potential partner’s
market 1s heavily protected and there is a huge latent demand which can be immediately
satislied by vour own country’s exports, If this is not the case, it will take considerable
ume for the demand to be created for vour country’s products. A review of the successful
FTAs such as NAFTA. ASEAN, and EU etc shows that considerable bilateral trade
already existed hetween the partners.

Table 2 shows Pakistan's major trading partners as in 2003

Tahle 2; Pakistan's Top Trading Partners - 2005

i Millions LIS 5)

i Rank | Partner | Total 2 Y Trade Exports %% | Imports |
‘ I | W av | Balance US % LS %
Trade Ls% | |

| Uss | |
| | World 40324 | 1000 | (12468) | 13,928 | 1000 | 26,396 | 10040 |
R e ey T e v T T EILEE | 5250 1 194 |
| 02 Chine & Hong 5038 | 129 (2.408) 1.285 3755 142
L lKen® pusiiiot 2O 17
[05 [ Usa 4551 | 11.2] 1.79% | 065 | 227 1366 32 |
[ | LIAL KRED 9.1 i I5T | 246 | 8% 2.403 @1
[ 05 Saudi Arabia 3220 80| @23 436 30 2803 | D6
[ 06. Japm 1.783 4.4 (1,495 | 162 1.1 637 6.3
L7 Fouwait 1.451 1.6 [ 1. 260 93 .7 | .33 3.1
08, | Korea S (339 286 | 21 | 725 o]

09 | Malaysia® TG 20 1657} ik - | 722 2.0 |

' Japan’s FTA Strategy. the Ministry of Foreign Atfairs of lapan
! Bilateral Trade Issues. the Furopean [Union. EU and the World
“ FTA operational [rom July 2007

RN in place July 2007



I T TN
L 1T RS

YTy T TIEE]

"
I Y LR
e BB

wewe. Ll | Singapore s N | 1075 L - - 704 ] _2_3_'_I
SRIITTHL | Indonesia 736 | 18 636 | 40 ~ Gwe | 24
E [ hailand 722 18 {5701) HEE T 616 | 24
13 | India i L7l (518 ED 518 | 20|
DA | Alghanistan ST L4 4901 e I 34 - |
I3 Austrahia -t 1.2 P2ET [ ](' 0.7 A i) |
Fartner Regions B o
' — | .
 EU N BA00 | 218 (1.703) | 35487 255 | 5351 199
" |NAFTA 3091 | 1261 166D 3431 | 246 Looh | 63
T ASEAN 3047 | 78| (2563 | I 2 Efm 0.8 |
| EFTA 40710 (254} E 330 | _1._3._1
| Latin Amenca I 378 | 09 73 2206 1 16 I:-] | fnE
SAAL L1744 | 2.9 LY 543 391 _hEl e
Source: Director General Trade — EU
EL): 23 Countries
NAFTA: Capada. Mexico, USA
ASEAN: Bruner Cambodia, Indenesia Laes, Malaysa, Myanmar, Malavsia, Sigapore, Thailand, Vietnam
Latinn Aanerica: 20 Countries
EFT A Teelancd, Lichienstein. Norway. Switzerland
As can be seen from above, the EU & the USA accounted for 33.0% of Pakistan’s
way trade in 2005 and approximately 48.0% of 1ts exporls.
Table 3 shows Pakistan’s trade with current FTA Partners:
Tahble 3: Pakistan’s Trade with Current FTA Partners - 2005
| Partner Total2 | % Trade | Exports | % tmports | % |
Wiy Balance uss | LS 3 i
Trade 155 ‘
uss - |
| World - 40,324 | 100.0 (12468) 13,928 | 100.0 26,39 | 100.0 |
: I E'urrgg_f Fartners .:_ - __ |
| Chine & [ Kong 5038 | 129 (24681 | 1,285 [ 92 3,733 | 142 |
| SriLanka 198 | 049 110 134 1.1 44 n1 |
| Malaysia 796 | 2.0 | 1657} 63 722 | 2.0 |
Mauritius 33 - 3l 32 0.2 L - |
ETE e _
Bangladesh 263 | 07 143 204 | 15 6l | 02
Bhutan N N6l | - (0,200 0110 - 1
| India avg | 17 (518 180 | 1.3 516 | 20|
| Maldives 9 . (0500 il - it
Mepal 1.4 - - il 27 E 3.7
Total SAARC | 976 | 24 {198) 89 [ 28 587 22
= Fors il
| Bangluclish 263 0.7 143 204 1.5 il 0.2
Fpt 146 | 04 (34] 46 - | 03
Irlonesia T3 1.4 (8361 4l ey 2 |

= As per Trade Policy 2007

08, Government of Pakistan

W0



e e
LR L K N
R L 1 %
-itﬂgi

o - - - . e m—— e . —

Gttt Tran | 383 09 o 143 L] 239 0 09|

LA Nigeria ' s | 10 368 20 : 388 | 1.5 |

Lurkey ' 363 | 09| £ 230) 1.8 L0 | 04 ]

“Total D8 | 2802 57| (i.sd6) 05| A0 15w T 6.0

| — =3 =i ——

Total Trade with 9,343 | 231 (4.653) 2,630 [ 189 6,711 | 254 |

.| Corrent Partners o 5

L ! L | ) —

| B

Source: Federal Burean of Statistics
# Ewchuling 5ri Lanka
== [achuding Malavaia

An analysis of Table 3 shows that current trade agreements which have been signed with
4 countries and 2 trading blocs representing a total of 13 countries accounts for
approximately 26.0% of Pakistan’s trade and 20.0% of its imports. Of these. China and
Hong Kong account for 49.0% of the two way trade and contribute to 45.0% of
Pakistan’s exports to current partners,

Tahle 4 shows Pakistan's trade with countries with which the government of Pakistan has
indicated that negotiations are in an advanced stage:

Tahle 4: Trade with Partners in Advanced Stages of Negotiations™

Fartner Total 2 Y Trade Exports | [ Imports %
Way Balanee 5% : L5 %
[ Trade LS % |
| US § S0 AN S— _
World 40,324 1000 (12,468) 13928 ‘ 100.0 | 26,396 100.0
et I |
GOCC Countries e | —
Bahrain 190} 0.2 | 1) 42 | £ SE =
K il O LAS1 ] 36 | {1.2a0) s | 07 | 1335 BN
| Oman BT - | il 40 5 iR [ o
Qatar 154 [ 03 (118 3| -] 151 | 06
| Saudi Arabia 3229 H.0 (2377 426 | 31| 2803 | 104 |
| [ UAE CAed9 [ el (15T a6 B9 [ 2403} @l
| Total GOC 8700 2016 | 4.917) 1,891 | 136 6.808 258 |
| Singapore N ]_.§__j (675} | 3 - 704 2.7
|
| Indonesia_ 736 | 18 (636 4 96 26
MERCOSUR - |
Arpenting 732 Wz [15.8) 28.2 n2 44 -
Frazl 1524 (4 (1535.1) .M - 144 5
Paraply EET - | (R 2.3 - | nw -
[ Urigeay |38l . 2ol 3s| o[ o3| -
| | Nenezugsla s f - A0S 1.5 .1 o !
Total 247.6 0.6 | 50,9 0.4 204.2 0.7
- MERCOSUR i
: o Tatal 10,426 | 258 | 16,328] 2.022 | ]4_5; 404 | 315

Source: Federal Bureau of Statistics, Fakistan

* As par Trade Policy 2007 - 08 Government of Pakistan
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Above table shows that countries with which negotiations are in an advanced stage
account for approximately 26.0% of Pakistan’s two way trade and approximately 14.0%
of its exports. The bulk of the contribution to Pakistan’s exports by the potential partners

is made by the UAF which accounts for 62.0% of the total exports to this Group.

lable 5 shows the contribution of current FTA partners and partners with which
negotiations are in progress as follows:

Table 3: Summary of Pakistan's Trade, 2005

Partmer | Total 2 K Traile I-‘.xpé-r'ls N Imports |
YWay Ealance Us s &% |
Trade L5 %
| uss - _ ) |
World | 40324 100.0 | (12,468 13,928 | 100.0 26,39 | 100.0 |
U Total Trade with | 10,337 | 256 i4,653) 2842 | 204 7495 | 284 |
| Current Partners I s B
[ Total Trade with 9343 | 131 (4,081) 2630 | 189 6,711 | 254 |
partmers with
| whom

| megotiations are
| taking place

— EU 8800 218 (1.703) 3548 | 255 5251 | 199
lusa_ 4550 | 1z | L9 3065 | 223 | 1366 | 52
T ASEAN- 872 | 1| i577) 1a2 Ll 720 | 28
Other trading 64l | 162 (L670) | 1.591 | 114 4.844 | 180

| Partners |

Somrce: ETL 10 & Federal Bureau of Statistics Pakistan
F Pxelueding. Indanesio, Malaysia and Singapore

As can be scen from above., FTAs already negotiated and those in advanced stages of
negotiation make up approximately 49.0% ol Pakistan’s trade and 39.0% of its exports.
The EU and the USA combined account for 33.0% of Pakistan’s bilateral trade and

48.0% of its exports.

Ideally FTAs with both the EUJ and the USA are desirable; vet signing FTAs with both
these partners will involve making major concessions in the arcas ol agriculture. foreign
policv, investments, intellectual property rights, government procurement. services el
Consensus therefore needs w be built within the countury and industry can be a strong ally
ol the government in helping forge this consensus. Gaining access to the markets of
Pakistan’s major trading partners is crucial for the long term economic development of
the Country. In the absence of agreement on multilateral trade talks at the WO, Pakistan
slands to gain much more through bilateral trade agreements with the LU and the USA as
not all its competitors will enjoy the same access.

—_
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- BBased on the above analysis the Pakistan Business Council recommends that:

1. The Government of Pakistan immediately initiates a strategy for engaging the ElJ
and the USA in trade talks with the objective of working towards achieving FTAs
with hoth of them.

2. Business 1s closely associated in developing consensus within the Country on the
concessions needed to be made for signing FTAs with the EU and the USA.
3. Tl suceessful completion of ongoing trade negotiations, no new trade talks are

initiated other than that with the ELD and the USA

4. Government priorilizes ongoing negotiations with emphasis being on those FTAs
from which economic gain is the maximum.

5. For those FTAs which have already been signed. business needs to be involved in
the implementation and annual reviews, This will allow business to provide input
which can be useful in future negotiations,

6. For those FTAs which are under negotiation, business needs to be incorporated in
the negoliation process. Government must negotiate with openncss but must also
be prepared to disasseciate from talks when the gains are not there.

7. Vor those 'TAs in which negotiations have not been initiated, government needs
o work with business to develop consensus on the negotiating strategy,

0.0) Negotiating FTAs

6.1 Coverage of trade in goods in FTAs

For FTAs to he meaninglul, 1t 15 important that F'TAs cover majority of the goods that are
currently heing traded by the two partners. onlv then will gain from trade be substantial.
In the FTA signed between Sri Lanka and Pakistan, Sn Lanka granted Pakistan duty free
access o 102 tariif lines. while Pakistan reciprocated with a duty free access to 206 tariff
lines. The elimination of customs duty covered 69% of actually traded goods between the

Nt 5 ; ; ) . g =
two countries”™ . The Sri Lanka Pakistan FTA came into operation i June 2003,

Table 6 shows the trend of Pakistan’s trade with Sri Lanka over the past 5 vears

* Sri Tanka. President Chandrika Banduranaike Kumaratunga, addressing Pakistani Businessmen after
signing of SPFTA in al [slamabad, February 2003,
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Table 6: Pakistan — Sri Lanka Trade Data 2002 - 07

[ Total 2 e Trade  Pakistan W
Way Change | Balance Expores Change
Trade USs Uss
Yoear 185 |
Nz -03 | 1113 i_ ol 339 741 -
2003 - 04 10,3 2600 473 939 26.7
[ 2004 -05 | 1987 A6 109y 1543 | 643
| 2005 - 06* 230.0 157 878 1589 30
2006 - 07 1954 | **16.1 952 453 | =*2209
PiJul=Pary | -

Spuree: Federal Bureau of Statistics. Govermiment of Pakistan

T A comes il [oree

== Comparing with dlata for Tnly — March 2005 - 07

(in Milliens)

Pakistan U [
Impaorts Change

E——

dod _ MT]
o ddd 1430
Flil ] Bk 1
Sl R

Analysis of Table 6 indicates that Pakistan Sri Lanka trade seems o be stagnating at
about LS 200 = 250 million per annum.

Table 7 shows the composition of Pakistan’s exports to Sri Lanka by market access
provided by the FTA.

Table 7: Pakistan’s Exports to 5ri Lanka by Tariff Classification

Total Exports to Sri Lanka

100 Concession

Suby i_-'\.!.(.',[ l_n;_i____'[_flri!'l' Lot
Sulbyject wo TarifT Prefe

118.2 1000

(In Mallion U5 3%s)

Total Exports ::i‘_f_’_:i_l_tis:_r;E[o__!'_Pfﬂi;.ﬂn st |
Jul - Mar Jul = Mar [ % Yo
{2005 - 06) (2006 — 17 Change

145.3 [ 100.0 | 229 |

=

a2l N
o |16 178 | 122] 245
- 2:3 5 5.2 1173.7)

1018 187 817 T

Source: Federal Burean of Statistics, Government of Pakistan

Analysis of Table 7 shows that in the current year (July 2006 w March 2007). nearls
83.0% of Pakistan’s exports are subject to a Preferential TaniT Regime.

Table 8§ shows the composition Pakistan’s mmports from Sr Lanka by market access
cranled to Sn Lanka under the FTA

Table 8: Pakistan’s Imports from Sri Lanka by Tariff Classification

Tuotal In'_:ﬁrrs Dﬁﬂl{._ista_n from 3ri Lanka

(I Millinn 1% 55

) I Jul - Mar Jul=Mar | % % |

(o0s-06) | | q2o06-07 | | Change

| Total Imports from Sri Lanka s0.1 | 1000 | TN T

100% Congession 20 33| 685 | 235
Fakistan's Negative List - _lns s I - O N

Suject to TarilTQuata 02 | S

Mlarwin of Preference an MEN Rates - - | )
Subject ol Meeferential Tarift Rates 114 a7 | 14| (3L

Sorce: Federal Bureaw of Stanustucs, Governiment of Pakistan

17



A
T I EEE
LR N N BN

svdDBBes
s+ e BB

s BHBBEEe

T T T I Y

LR R X B R

T

As can be seen from Table 8. Sri Lankan exports w Pakistan in the current yvear (July
2006 to March 2007 comprise of 81.9% items which enjoy Taritf Preference.

The high current level of trade in products which enjoy tariff preference seems to mdicate
that the growth potential for trade is limited in the coming vears. this is primarily because
ol small size of the economies in terms ol GDP, per capita income and trade volume. as
such combined market size is small.”. Where trade has increased as in the case of St
[Lanka's exports to Pakistan. this appears o be more duc to “trade diversion™ as
compared 10 “trade creation”™ which is the aim ol FTAs.

Based on the Pak Sri Tanka FTA which significantly covers most items traded between
the two countries, the Pakistan Business Council recommends the following:

1. All Pakistan’s FTAs should cover at least 83% ol the goods traded with the
country with which Pakistan is signing an FTA.

I~

Government should review its policy of signing FTAs with countries of a small
ceonomic size. low per capita income and trade volume as the benetits of such
T As are at the most negligible.

6.2 Coverage of Services in FTAs

None of Pakistan’s FTAs, both signed as well as under negotiation covers services, Irade
in services account for 20% of World Trade. In the financial vear 2006 — 07, Pakistan’s
service exports were USH3.07 billion™. In addition Services are an important part ol
Pakistan's GDP contributing nearly 54.0% ta it in 2006 - 07%

The India-Singapore Comprehensive Economic Cooperation Agreement (CECA) allows
India preferential treatment for business services, distribution services, education
services. environmental services and transportation services; in addition it allows for free
movernent uI'wpm['e;;:;r;iul‘]'edfi.32

* South Asian Trade Agreement: Prospects of Shallow Regional Integration, Dilip K. Das. Centre for
Study of Globalizaton and Regionalism, University of Warwick.

< rade Diversion™ is said to cocur when a member of an FTA switches its impart of 2 zood from an
efficient nonmeamber to a less efficient member hecause of removal of tariffs between the partners and the
cantinuation of lariils on imports [rom non members.

“Trade Creation™ is said to occur when a member of an I'TA replaces domestic production of a good with
imparts of the good from a partner because the ereation of the FUA has made it cheaper 1o import rather
than produce domestically.

* Trade Policy, 2007 08, Ministry of Commerce, Government of Pakistan

! Pakislan Econemic Survey, 2006 - 07

" India-Singapore Comprehensive Economic Cooperation Agreement (CECA). Information Kit, 29 June
2005
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*i.s the Government of Pakistan has not been very open with s FTA negotiation
strategies, we can only hope that in the negotiations with Singapore the government is
trying to oblain the same concessions for the Pakistani service sector.

:Olﬂaﬂﬁﬂ
(XTI I TN

Based on the importance of the service sector and the role it can play in the future 'TAs,
the Pakistan Business Councils recommends the [ollowing:

1. That the government in consultation with the serviee scetor identifies specifie
sectors of interest to Pakistan in each FTAL

FTAs should allow lor the movement of manpower and acceptance of
professional acereditation ol Pakistani mstitutions,

[

6.3  Coverage of Investments

Chapter 1X of the Pak China FIA™ covers Investments which includes invesiments in
moveable and immovable property, financial investments. mtellectual property nghts.
business concessions ete, The other FTAs with Sr1 Lanka and the EHP with Malavsia do
not have a provision for investments. The Pakistan Business Council recommends the
following:

1. Investments should be part of all future FTAs.
Investment clause should ensure that Pakistani companies receive at least the

same treatment as firms from other countries with which the partner has signed
FTA agreements.

Ll

In consultations with industry and other stakeholders, especially the State Bank of
Pakistan, The Securities and Exchange Commission of Pakistan. The Karachi
Stock Exchange. the povernment facilitate foreign investments by Pakistam
businesses.

6.4  Rules of Origin (ROO)

The most important contribution of rules of origin is prevention of trade deflection
following casy access to the markets of 'IA partners.

Kules of origin include two primary conditions that need 1o be satsfied belore goods can
take advantage of the tartff benefils offered under the agreement between two partners.
First, the goods from the exporting country have w be wholly obtained. produced and
ful (il rules of origin norms decided by the two partners. and second goods must not enter
into any trade or consumption en route to the importing country.

There are several methads of conferring the rules of origin of a good by an F'IA partner.
These melude:

' Pakistan China Free Trade Agreement. Full Text of the Agresment.
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Adopting only a broad value added content rule. (It is 40% in the case of the
China Pakistan l'ree Trade Agregment).

2. Adopting the rule of change ol tanll heading (4-Digit HS code change) plus a
percentage of value addition (that has been adopted in the India — Singapore
CECA™, this eriterion is not applied in any of Pakistan’s F'TAs)

3. Adopting a rule of change 1o tarift sub-heading (6-Digit HS code) plus percentage

il value addition o be negotiated. (Pakistan Sri Lanka I'T'A uses this method for
determining rules of origin, Also in some I'IAs product specific rules of origin
are included as in the casc of the Pak Malaysia CHP)

Rules of Origin: Pakistan Sri Lanka Free Trade Agreement:” Based on the ongin.
the Rules of Origin categorize the products exported under the PSFTA mto the [ollowing
LwWo ALl Segments,

a.  Products wholly produced or obtained in the territory of the exporting country
such as agricultural, [ishery and mineral products.

b, Products. not wholly produced or obtained in the territory of the exporting
country {manulactured products).

All manulactured products falling under the category (b) above need to contain a
minimum of 33% of Domestic Value Addition of their FOB value in order to qualify for
preferential treatments. Further, it is also necessary that all non-originating materials,
used by the exporters change their HS codes at six-digit level against that of the final
product as a result of the manufacturing process undertaken in the exporting country.

A change in HS code at six digits means that the product has undergone considerable
value addition during the process of manufacture in the partner country. For example in
the case of Sri Lankan firm manufacturing leather footwear for export. the imported raw
material would consist mainly of finished goat leather having the following HS code:

410612 Goat or Kid Skin Leather {Without Hair on; otherwise Pre tanned)
I'o qualify for shipment under the FTA agreement with Pakistan, leather must undergo
significant transformation o a new and different article of commerce, It does not
qualify for preferential access if the Sn Lankan Company laminates the leather so that its

new code 15

4105900 Patent Leather, Patent Laminated Leather, Metallized Leather

" CECA: Comprehensive Economic Cooperation Agreement
7 Pakisran Sri Lanka Free Trade Agreement. Annexure C

20



T - 1
R

v o 0@

e
LET)

e
(ER L X T 1T E

TR

“If however there is a significant translormation in the raw material, for example when the

Sri Lankan Company makes footwear [rom the imported leather so that it's new [15 code
15

6403591 Footwear, Covering the Ankles, With Upper of Leather.

This would qualily as significant ransformation and the shoes would be treated as having
originated 1n sri Lanka.

In the case of the Pakistan Sri Lanka FTA. Rules of Origin are being heavily criticized by
the Pakistani auto components and cosmetic manufacturers as being responsible tor the
diversion of Indian and Chinese products into Pakistan via Sri Lanka. The major cause of
this however appears to be the self declaration mechanism which 15 part of the FTA

Rules of Origin China Pakistan Free Trade Agreumentaﬁ: For the purpose of the
China Pakistan I'TA. products imported by a party shall be decmed to be originating and
eligible for preferential concessions il they conform to the origin requirements under any
one of the following:

a. Products which are wholly obtained or produced or obtained in the territory of the
exporting country such as agricultural, fishery, mineral products, waste and scarp
resulting from manulacluring operations, articles which can no longer perform
there original purpose nor are capable to being restored or repaired and are fit
only for disposal or recovery of raw materials or for reeveling purposes.

b. Products not wholly obtained or produced provided that not less than 40%ofl 115
content originates from that party. In addition the agreement mentions product
specific rules which according o the Chinese will be negotiated subsequently.™

Rules of Origin, Malaysia, Pakistan LEarly Harvest l’rugramm: For the purpose of the
Malaysia, Pakistan Early Harvest Program, products imported by a Party shall be deemed
o be originating and ¢ligible for preferential concessions if they conlorm to the orgin
requircments under any one of the following:

a. Products which are wholly obtained or produced or obtained in the territory of the
exporting country such as agricultural, lishery, mineral products, waste and scarp
resulting from manufacturing operations, articles which can no longer perform
there original purpose nor are capable 1o being restored or repaired and are fit
anly for disposal or recovery of raw materials or for reeyeling purposes.

“ China Pakistan Free Trade Agreement, Chapter 1V, Rules of Origin
' Mr. Chong Quan, Assistance Minister of Commerce, People’s Republic of China, November 27, 2006,
“ Pakistan Malavsia Early Harvest Program. Annex L1 Rules of Origin
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Tiweill b. Products not wholly obtained or produced provided that not lcss than 40%of its
U content originates from that party. In addition product specitic rules are applicable
to textile and clothing, and Jewellery.
The product-specific approach as agreed 1o in the Malaysian Pakistan Larly Harvest
Program has the potential to becoming embroiled in a range of formulae and tesis
applving to different products in the parties’ tariff’ schedules. Such an approach may
provide opportunities to impose protection at every point. The product specific rules for
the Pakistan Malaysia FTA are also in the process of negotiation.
Fable 9 shows the various criteria for Rules of Origin in the FTAs which have been
signed by Pakistan:
Table 2: Rules of Origin as They Apply to Pakistan™s FTAs
[ | Criteria - _ China " Sri Lanka ..l\'h.i.lﬂ.yﬁ:.i.g. )
[ T Walue Additton 1o qualify for [ a0% % A
L [fesuntealonipm., L B— S
| Signiicant Transtarmaton of | Mone Change m HS code None
nranufaciore goods [ LD Dig
r Product Specific Hules | Linder Megotiation i For Texiiles,
Clothing and
|
., | ] dewadlery
| Clearle defined list of disqualiticed | s M s
t | operalivns S | =
Cumulative Bules ol Crigin [ es h=3 s

Sources Ministey of Commerce, Government of Pakistan

Rules of Origin are beconing more complicated as countries sign I'I'As with multiple
partners: it hecomes even more complicated when partners have 171As with third
countries which have FTAs with both the partners. The formation of a large number of
inter related bilateral and regional FTAs with multiple rules of origin can lead 1o the
“spaghetll bow] effect™ Complex rules increase administrative and business costs,
particularly for small and medium sized enterprises which have limited capacity to deal
with them especially when the production process for the same product may need
change to comply with different rules of origins in different FTAs. Also such rules can
deter foreign direet investment and trade ™

One method for reducing the complex maze of multiple FTAs 15 to allow materials
coming from a third party with which partners have an FTA to be counted as local when
assessing compliance to a rule of origin, By expanding the set of possible sources of
inputs that would satisfy a rule of origin. the trade diversion caused by that rule 15 diluted.
This method of allowing product from a third party o be counted as local 15 know as
“origin accumulaton” and 15 present s all the FTAs that Pakistan has signed.

¥ Bhagwati, Jagdish, 2202, Free Trade Toduy. Princeton: Princeton University Press
¥ Free Trade Agreements in Asia; The Way Ahead. Technical Assistance Repaort, Asian Development
Bank., Cleteter 2006
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-Stringent rules of origin can be detrimental to trade as prohibitive trade barriers and are

much casier to disguise and keep outside of public debate than other forms of
ProteCiioni sm*' 1t is therefore important that government and business agree on the rules
of origin for each FTA hefore preparing the “negative list™. As business has the
technical knowledge relating Lo manulacturing capability of the potential partner 1t can
provide input on decisions relating to the products for which tanfts can be
reduced/eliminated or included in the negative list, The major problems in the Rules of
Origin in the case of auto parts and cosmetics in the Srt Lanka FTA (where apparently
our FTA partner has not been able to prevent trade diversion) might have been avoided if
business had been involved in negotiating the ROO.

In the Malaysian Pakistan Barly Harvest Program. the texule sector was by and large not
imvolved in negotiating the product specific rules.  In the China Pakistan FTAL the
product specific rules are under negotiations with no major contribution from ndustry, It
15 important to ensure that product specific rules apply not only o those sectors o which
Pakistan has its strengths (textiles like in the case of the Malaysian FTA) but also to those
sectors in which our FTA partner has 1ls strengths.

Some rules of origin as in the case ol the Sri Lanka Pakistan I'IA; require change of
product classification at six digit HS code with a 35% value addition. Pakistani industry
other than textiles 1s mostly dependent on imported raw material with low levels of value
addition as in the case of plastics. light enginecring. auto components. pharmaceuticals
ete. as such it becomes difficult for Pakistam firms to meet the required rules of origin.

In all the three FTAs that Pakistan has signed. the procedures for obtaining Origin
Certificates o avail preferential market access is simple and mostly based on sell-
certification. This considerably increases the risk of trade diversion as custom officials
for the most part are not well versed in determining compliance with the rules of origin.

None of Pakistan's current FTAs have ROO on services sector. these where applied
mternationally are mostly based on the definition of service provider or natural person
involved in the provision of services,

Rules of Origin are important not only because of their ability to prevent trade diversion:
they are also frequently the major source of disputes in FTAs. Additionally they also can
be a major non tariff barrier, in view of their importance: the Pakistan Busimess Couneil
recommends the following:

1. Government and business need o agree on the norms of Rules of Origin for cach
FTA. This agreement on REules of Origin should be decided belore the “negative
list™ 15 prepared.

" Adberto Trejos, Bilateral and Regional Free Trade Agreements, and Their Relationship with the W10
and the Doha Development Agenda, 2005, Global Eeconomy Journal
" A “negative list” comprises of items for which an FTA partner is not willing 1o grant preferential access
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In FTAs where product gpecific rules form part of the Rules of Orngin. industry’s
vicwpoint needs to be incorporated.

The PBC supports the policy for Rules ol ongin that allow “accumulation of
origin” and hopes that they will form part of future FTAs also.

Ihe provision for “substantial transformation™ for Pakistani manufactured goods
needs to be reviewed especially m light of the low value addition currently being
done by most sectors of Pakistant industry.

Rules of Ornigin in each FTA need to be reviewed on an annual basis. with
business involved m the annual reviews.

To the extent possible. standardized ROO be developed in consultation with
business, the PBC can envisage barriers to trade because of the different ROO that

are being negotiated in the various I'TAs.

To prevent trade diversion, government and industry needs to evolve a robust
origin certification mechanism.

That government and the service sector agree on what the ROO should be for
future FTAs in which services forms a part.

Negative & Positive Lists for Negotiating Preferential Access

When starting negotiations for providing/denving preferential or duty free access for
goods manulactured in partner country one of the following methods 15 used:

A Upositive hist” approach where products are identilied lor the grant of

preferential tanfls. Only those products which are in the “positive hist” are
- : a1

allowed preferential access™ .

A negative list approach where products not qualifving for the grant of
preferential taritfs are listed, all other tariff items not mentioned in the “negative
list™ can benefit from the preferential terms provided in the FTA.

[n using the negative list approach, the primary advantage is that it obliges the negotiators
to review together all the sectors — with only few exceptions — and therefore implies
negotiations on all areas™. On the other handing using a positive list approach to FLA
negotiation gives countries with which Pakistan 15 negotiating to be more protectionist as
they can simply refuse to negotate on the sectors or sub-sectors they are unwilling to
open. Another advantage 15 that it allows companies w clearly assess 11 their produoct or
sector is covered under the provisions of the T A,

* Pakistan has got a Positive List of products which can be impaorted lrom India, i product is not on the

Fositive List, it cannot ke imported from India,
*ESF Position Paper on EU Free Trade Azreemenss, Furopean Services Forum, Brussels, 2007
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In I'TA negotiations, Pakistan uses the negative list approach. In the Farly Harvest

Program negotiations. the positive list is used for items which immediately qualily lor
preferential access pending finalization of the I'TA.

Consultation with industry in the preparation of the negative list ensures that incidence of
trade diversion 15 reduced. However for an I'T'A to qualify under Article XXIV ol the
WTO, which stipulates that significant portion of goods traded must be allowed under the
FTA. the negative list cannot comprise of all products that are locally manufactared. To1s
therefore important that industry be involved in preparation of the negative list so that not
only 15 mdustry’s view accommaodated, it allows those industries which are not viable a
time frame to cither improve their competitiveness or else be phased out.

[ Pakistan. industry is not privy to the negative lists of either Pakistan or the partner with
which the FITA is being negotiated. In the absence ol this, industry 1s unable to cnsure
inclusion of those items in the negative list which are nol manufactured in the partner
country. In the Pakistan Sri Lanka FTA, Motorcyveles of capacity 250 to 500 CC which
are not manufactured in Pakistan are included in Pakistan™s negative list while those of
between 30 & 250 CC for which considerable domestic manufacturing capacity and
demand exits, are excluded from the negative list, in addition Sri Lanka also does not
have a domestic motorcvele manufacturing industry,  Local manufacturers rightly fear
that Indian and Chinese Motoreyele manufacturers with their huge global supply chains
will set up assembly/manufacturing facilitics in Sri Lanka to cater to the Pakistani market
for motoreveles which that 1s carrently growing at more than 20% per annum. In addition
some countries also have a “sensitive list” this includes products on which duties are not
reduced o vero for the partner but are still lower than those applied under the Most
Favored Nation (MEN)L™

Table 10 shows negative lists of both Pakistan and its 'TA partners
Table 10: Megative Lists of Partners in the FTA

| Fra Items on Mepative List | % of Tariff Lines

_ Sri Lanka-Pakistan FTA ]
' Sri Lanka 97 0.2% |
. -

China 1. 132 | 3.0%n
Pakistan [ 025 [5.0% |

Source: Ministry of Commerce. Government of Pakistan

HOMEN: Most Favored Nation, frequently misunderstood term. it docs nol confier particular advantages on
the receiving nation, but means that the receiving nation will be granted all rrade advantages. such as low
tariffs that any third naton also receives. In effect, having MFN status means that one's nation will not be
treated worse than anyvoneg lse's nation,

|-
n



+w
L B

[ 1 1]

-

sanBlass

411
T T T L1

'Y
XY

< Under Article XXIV of the WTO, for an I'TA to be accepled as satislying significantly
the to qualily

caan BB Ees
-
e

LR R
LR N |

Supporting the government’s policy of negotialing with a negative list. the PBC
recommends the following:

1. In the preparation of the negative list, the vulnerability of a scctor vis-a-vis the
same sector in the country with which Pakistan 15 negotiating a FIA must be
studied.

-3

Till there 1s agreement on agriculture related ssues. these products should be kept
on the negative list.

3. Products that are not manufactured in the country with which Pakistan is
negotating 4 FTA should automatically be included in the negative list so as to
ensure that these products do not get diverted trom another source.

4. Domestic policies and technical barricrs o trade should be provided by the
partner countries in English before the negative lists are exchanged,

5. The nepative list should also include products where larpe investment potential
exists, In such cases. putting the product on the preferential list could lead to
investment diversion and this could negate the reason to negotiate the FTA.

0.6 Non-Tariff Barriers to Trade

As the levels of tariff and border protection around the world hecome gradually lower,
the significance of the barriers created by domestic regulation increases, Non Tarift
barriers can take many forms such as: state subsidies. procurement. trading. state
ownership. national regulations on health, safety, emplovment, product classification.
quota shares. foreign exchange controls and multiplicity, over-elaborate or inadequate
mlrastructure, intellectual property rights. bribery and corruption, unfair customs
procedures, restrictive licenses, import bans, seasonal import regimes, non-availability of
ofticial documents in English, ete.*®

Before initiating negotiations on an FTA, a detailed study needs to be made of the non-
tariff barricrs in the potential partner country. It is important o associale business in this
process as they will have technical knowledge related 1o these bamers. NTBs have the
potential of wiping out any market access gain that may have been negotiated in the FTAL
Of special concerns is the “precautionary principle” or the “foresight planning” which
restricts trade on the pretext of environmental or health concerns, often regardless of cost
or scientific evidence.™

* Non-tarift barriers to trade. Wikipedia. the free encyvelopedia
© Summer, smith, Rosson, Tartff and Mon-Tariff Barriers to Lrade. The LU bans genetically modilied lood
under this pretexl,
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~In addition hidden subsidies can be a major source of competitive disadvantage for
“domestic industry as thev are very difficull to prove. Pakistani industry has already

suffered closures because of heavy intlux of cheap Chinese manufactured products like
stationary. footwear, electronic items. etc.. what s perplexing 1o the Pakistan
industrialist is the fact that for most of these products China doces not have a domestic raw
material source. energy charges are very similar to Pakistan with very high freight
charges to Pakistan. vet Chinese manulacturers are able to scll at prices far lower than
cost of production in Pakistan. Some of the hidden subsidies which have been identlied
by international researches include: low tax rate, long tax holiday, and hidden subsidies
in energy use, lax regulations of environmental protection, free infrastructure and low or
negative rents on land use. "

[n addition a major issue i trade with China as claimed by industry is the massive
undervaluation of products originating from China. In 2004 — 05 the total value of
imports from China was US$2.5 billion but Chinese official documents show this Igure
to be about USS$3.5 billion.™

Other forms of non tariff barriers also exist. in the Sri Lanka Pakistan FTA, Pakistam
Rice exporters are mentioning denial of market access for basmati even though they are
allowed to export 6,000 tons of the basmati during the vear.

In the China Pakistan FTA. Beijing has restricted shipment ol mangoes and other fruits.
vegetables and grains from Pakistan despite the lact that the Early Harvest Program
(EITP) concluded m April 2005 specihically made provisions lor this. Mangoes can be
shipped to China only after hot-water treatment which 15 not available in Pakistan.
Pakistan wants Lo sell rice, mangoes, potatocs, ontons, dates and apricots but quarantine
remains the key issue between the two countrics. At the time of signing of the EHP, there
was 1alk of a join mechanism to deal with this matter between Pakistan's agriculiural
ministry  and the Chinese Administration of Quality Supervision. Inspection and
(Juarantine. BBut nothing came out of that despite the fact that the LHP was signed 20
months ago™.

In FTAs with developed countries Pakistan will have difficulty in complying with the
developed countries SPS™ if the standards cannot be negotiated. then the country should
push for the provision on cooperation and support in capacity building for compliance
with such measures.

In the area of non-tariff barrers to trade the PBC recommends the following:

vy Yongding, “China in international imbalances™, Faculty of Economics and Commerce, (20071,
Liniversity of Melbourne

* Pakistan China FTA, The NEWS, August 16, 2007

" Pakistan-China FTA, The NEWS International, August 16, 2007

" Sanitary and Phytosanitary Standarcds: rights granted under the WO allowing a country 1o take measures
o profect human, animal or plant life or health
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1. All non tariff barriers to trade including hidden subsidies need to be identilied
belore initiation of negotiations.

L2

Government in consultation with mdustry neceds to evolve a strategy for
countering undervalued imports.

3. In FTAs with developed countrics where Pakistan will have difliculty in
complving with SPS regulations. the country should push for cooperation and
support in capacity building for compliance with such measures.

6.7 Dispute Resolution

With a proliferation of FTAs and PTAs it is important that a standard dispute resolution
mechanism be evolved and implemented.

In the Pakistan Sri Lanka FTA Article XIIT covers Settlement of Disputes. The resolution
mechanism in the Sri Lanka FTA is very briefly covered and relies on “referred for
amicable settlement through mutual consultations by the Chambers. In the event of an
amicable solution not being found, the matter shall be referred to an Arbitration Tribunal
for a binding decision. The Tribunal shall be constituted by the Joint Committee™”

In the China Pakistan I'T'A, Dispute Settlement 1s covered under Chapter X™ of the FTA,
In case of dispute. the FTA has got the provision ol an Arbitral Pancl. The dispute
settlement mechanism in the China Pakistan FTA is much more comprehensive as
compared to the 51 Lanka Pakistan FTA.

In most FTA disputes, private hodics are usually most affected by any breach in the FT A
In addition there 15 a provision in the China Pakistan I'I'A which provided Trade
Remedies in Chapler V. Article 25 covers Anti Dumping and Countervailing Measures.
in the case of Pakistan. the National Taritt Commission (NTC) is the designated body
which can impose dumping dutices or impose other countervailing measures.

T'he Pakistan Business Council would like to recommend the following:

Iz Pakistan should seek to have a standard common clause [or dispute
settlements running through all its FTAs and RTAs.

Right of appeal should be present in the FTAs against the decision of the
Arbitration Panel. 1 this 1s not possible. the Panel should nitally
announce an imterim judgment which can be challenged.

: Pakistan Sri Lunks FTA, Article X1 = Settlement of Disputes
Y China Pakistan FTA, Chapter X - Dispute Settlement

28
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Pakistan’s FTAs should also allow private parties which are affected by
the dispute the right to enforce the decree under the domestic law of the

partnet.
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