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Executive Summary
On June 23, 2016, the electorate in the United Kingdom (UK) decided that it was time for the UK to quit the European Union (EU).
The decision to exit the EU – also called Brexit – has now set in place a series of events wherein a new government led by Mrs. Theresa
May is in the process of negotiating the UK’s exit from the EU. While the government of the UK initiates its Brexit Plan, countries
like Pakistan, which are heavily dependent on both the EU and the UK for export markets, need to take a more proactive approach
to ensure continued access to the UK market post its exit from the common EU market. This Study done by the Pakistan Business
Council (PBC) advocates that rather than waiting to be approached by the UK government, the Government of Pakistan needs to
immediately initiate negotiations for the signing of a Free Trade Agreement (FTA) with the UK.

The UK has been a prominent member of the European Union (EU) since 1st January 1973 when it joined the then European Community.
Currently the UK accounts for 18% of the Bloc’s combined GDP. Its total contribution to the EU in 2015 was €21.1 billion, which was
16% of the total contributions that the EU received from its member countries that year. As part of the EU, businesses in the UK are
subject to the same stringent and costly regulations as companies in other member countries and which, in the view of some, hamper
their ability to compete in global arenas. Other matters of concern which contributed to the Brexit vote include the debt crises,
immigration and refugee crises, and sluggish economic growth. The EU represents 50% of the UK’s trade with the world. Since the
EU’s exports also have a large market in the UK, it is expected that despite the UK’s decision to leave, the EU would still be interested
in granting the UK access to its markets in return for the same.

Pakistan and the UK have been trade allies since Pakistan’s independence in 1947 – well before the establishment of the European
Union. The UK accounted for 17% of Pakistan’s global exports in 1948-1949. Today, it is the fourth largest market for Pakistan’s exports,
accounting for 7.1% of Pakistan’s global exports in 2015. The UK is also Pakistan’s second largest trading partner within the EU,
accounting for 20% of Pakistan’s trade with the Bloc. Trade relations between Pakistan and the EU (and hence the UK) are governed
by the EU’s Cooperation Agreement with Pakistan which was signed in 2004. Pakistan is also a beneficiary of the GSP+ scheme which
allows two-thirds of Pakistani goods to receive duty-free access into the EU. While the GSP+ status was awarded only in 2014, it was
preceded by the GSP status. Therefore, Pakistani industries have been exporting products to the EU (and hence the UK) at preferential
rates for a long time.
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With the UK’s looming exit from the EU, Pakistan’s preferential market access to the UK markets will also likely end unless Pakistan
is able to sign an agreement with the UK for the continuation of this access. A sudden increase in tariffs to MFN rates, coupled with
a likely depreciation in the Pound’s value, could potentially have a disastrous impact on Pakistan’s current trade surplus with the
UK.

While the British government has reassured Pakistan that trade relations between the two will not be affected post-Brexit, and though
it has been reported that the UK has offered to set up an arrangement similar to the GSP+ scheme with Pakistan or begin negotiations
for a bilateral FTA, it is important that Pakistan take a proactive approach to ensure that the current trade concessions continue.

The PBC advocates for steps to be taken to ensure continuation of coverage under the GSP+ scheme, the ideal scenario being an
arrangement identical to the concessions offered under GSP+. If the UK presses for the opening up of the Pakistani market in reciprocity
even an FTA between the two countries may prove beneficial to Pakistan.
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Key Findings
Current Scenario

 Pakistan exported goods worth $1,573 million to the United Kingdom (UK) and imported goods worth $611 million from
the UK, resulting in a $962 million merchandise trade surplus for Pakistan in 2015.

 The discrepancy in reported data of Pakistan-UK bilateral merchandise trade in 2015 was $103 million for Pakistan’s exports
and $178 million for Pakistan’s imports. Both statistics were underreported by Pakistan relative to its counterpart.

 Pakistan’s merchandise exports to the UK have shown a favorable trend over the last eight-year period in the face of a fall
in UK’s global imports and only a modest growth in Pakistan’s global exports. However, if the decreasing trend of the UK’s
global imports continues, it may stifle the growth of Pakistani exports to the UK. On the other hand, Pakistan’s merchandise
imports from the UK have declined.

 The UK is a major trading partner of Pakistan. In 2015 it accounted for 3% of Pakistan’s global trade in goods. It is Pakistan’s
4th largest export market and 15th largest source of imports. Pakistan, however, is not a major trading partner of the UK. In
2015, Pakistan accounted for only 0.2% of the UK’s global trade in goods.

 The UK’s export portfolio complements Pakistan’s import needs more strongly than vice versa.

 Pakistan’s merchandise exports to the UK are concentrated in only a few products, while its merchandise imports from the
UK are more diversified. In 2015, over 80% of Pakistan’s exports to the UK consisted of textiles and clothing products. On
the other hand, the top 80% share of Pakistan’s imports from the UK consisted of metals, machinery and electrical/electronic
equipment, chemicals, and textiles and clothing products.

 At the HS 2-digit level, the top five exports of Pakistan to the UK accounted for 85% of all Pakistani exports to the UK in 2015.
These products are subject to 0% tariff under GSP+. The top five imports of Pakistan from the UK accounted for 62% of all
Pakistani imports from the UK in 2015.



Post-Brexit Feasibility of a Pakistan-UK Free Trade AgreementXIV

 At the HS 6-digit level, Pakistan’s highest export to the UK was of “Bedlinen of textile materials (excluding of cotton and man
made fibres, printed, knitted or ...” (export share: 12%) in 2015. This product has 0% tariff under GSP+ while the UK’s MFN
tariff for this product is 12%. Pakistan’s highest import from the UK was of “Turnings, shavings, chips, milling waste, sawdust,
filings, trimmings and stampings of iron ...” (import share: 19%) in 2015. Pakistan’s MFN tariff on this product is 2%.

 Though the potential for Pakistan for additional imports from the UK ($18.7 billion) is almost 2 times higher than the potential
for Pakistan for additional exports to the UK ($9.1 billion) the sheer distances between the two countries and market preferences
may not result in the actual achievement of these numbers.1

 Pakistan exported services worth $353 million to the UK and imported services worth $525 million from the UK, resulting
in a $172 million service trade deficit for Pakistan in 2015.

 Pakistan’s service exports to and imports from the UK were concentrated in transport services, other business services, and
government goods and services in 2015.

Future Outlook

 The impact of Brexit on Pakistan’s exports is likely to be significant because UK is the fourth largest export market of Pakistan.

 The highest export potential for Pakistan lies in the product “Men's or boys' trousers, bib and brace overalls, breeches and
shorts, of cotton ...” ($650 million). This product is covered by GSP+ and the MFN tariff applied by the UK on it is 12%.
Pakistan is also competitive in exporting this product to the UK.

 Of the 10 Pakistani products with the highest potential for exports to the UK,

o 8 products benefit from duty free market access under GSP+. The 2 products excluded from this scheme are rice and sugar.

o Pakistan is competitive in exporting only 6 products to the UK. It is however important to note that each of these are
currently covered under GSP+.

1All trade potential calculations in this report are exclusive of petroleum products.
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o There are four products which have the potential to grow by removing impediments in bilateral trade as indicated by
positive CAGRs of Pakistan’s global exports and the UK’s global imports and a negative CAGR of Pakistan’s exports to
the UK

 GSP+ was implemented for Pakistan-EU trade on January 1, 2014. It enables Pakistan to secure duty-free market access into
the EU for over 6,000 tariff lines.

 Continuation of the GSP+ or a similar arrangement is important to maintain the level of exports of Pakistan to the UK since
over 96% ($1.5 billion) of the exports are covered by it. However, the growth rate in these products is expected to become
slower with time as Pakistan narrows in on its potential to export to the UK.

 The remaining 4% products that are not covered by GSP+ are faced with a decreasing trend of the UK’s global imports and
thus have a bleak outlook for growth.

 The GSP+ concession, since it is a blanket concession, covers a large portion of goods which are not of export interest to
Pakistan. Of the products covered by GSP+ over 52% of the product codes have no trade potential and 80% of product codes
have less than $10 million potential for Pakistan. This is important from a concession negotiation viewpoint since Pakistan’s
trade negotiators have in the past accepted concessions for similar products at the expense of products which had potential
for exports.

 Only 10 products at the HS 6-digit level that are not covered by GSP+ have trade potential greater than $10 million each and
have a nonzero MFN tariff for import into the UK.

 After the EU Referendum, the value of the British Pound has fallen, both against the US Dollar and the Pakistani Rupee, and
it is not expected to recover in the near to medium term. This will likely make the UK’s exports to Pakistan cheaper and
Pakistan’s exports to the UK more expensive. It has been predicted that till the end of 2017, the Pound’s value will remain
between $1.22 and $1.30, and it is expected to remain low in case of a hard Brexit.

 The highest import potential for Pakistan lies in the product “Telephones for cellular networks …” ($750 million). The MFN
tariff applied by Pakistan on the UK is 12% and the tariff secured by Sri Lanka in its FTA with Pakistan is 0%.
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 Of the 10 British products with the highest potential for imports from the UK,

o 7 have tariffs that are significantly higher than those received by at least one FTA partner of Pakistan. It is logical to expect
that the UK will press to receive at least the best terms that Pakistan has offered to its FTA partners in these products
whilenegotiating an FTA with Pakistan.

o There are three products which have the potential to grow by removing impediments in bilateral trade as indicated by
positive CAGRs of Pakistan’s global imports and the UK’s global exports and a negative CAGR of Pakistan’s imports from
the UK.

 Only 0.5% of Pakistan’s $1.7 billion global vehicle imports in 2015 were sourced from the UK despite UK’s $50.3 billion global
vehicle exports.
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Recommendations
 Post-Brexit, Pakistan should aim for continued duty-free access into the UK for products that are currently covered by GSP+.

Maintaining Pakistan’s GSP+ status is crucial to ensure at least the current level of exports since most Pakistani products with
high actual and/or potential exports values already benefit from zero tariffs under this scheme. There are however several
products that are covered by GSP+ but are not exported by Pakistan to the UK, nor do they have export potential. Such products
can be excluded from receiving concessions without adversely effecting Pakistan’s exports to the UK.

 At least ten HS 6-digit products offer high potential but are not covered by GSP+. Pakistan should press for preferential access
for these products.

 Pakistan should proceed aggressively while negotiating for signing an FTA with the UK. Though signing an FTA will not lead
to the achieving of sustainable long term growth in exports to the UK considering Pakistan’s current export portfolio, it will
enable Pakistan to defend its current market share in the UK market. However, the FTA is likely to result in growth of Pakistan’s
imports from the UK and thus negatively impact Pakistan’s trade surplus with the former in the long-run.

 Pakistan and the UK should explore ways to increase their trade in services.

 In the aftermath of Brexit, exports to Italy and Cyprus are expected to decline by the amount that was previously re-exported
by these countries to the UK. Pakistan should ensure that these exports are smoothly diverted to the UK.

 The UK is expected to exit the EU by 2019, which gives Pakistan limited time to reach an agreement with the UK. Pakistan
should initiate the process as early as possible.

 Both countries must do away with discrepancies in their reported trade data which weaken the foundation on which bilateral
trade policy is made.
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All values of trade flows reported in this study are in USD. Moreover, all such data reported in tables is in USD millions unless stated
otherwise.

The objective of this Study is to ascertain the feasibility or otherwise of a Free Trade Agreement between Pakistan and the United
Kingdom once the latter country exits the European Union.
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Section I:
Pakistan-UK Bilateral Trade
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Pakistan-UK Bilateral Trade
Pakistan’s Trade in Goods with the UK
Over the last eight years, Pakistan’s exports to the UK have consistently been higher than its imports from the UK. Moreover, Pakistan’s
surplus has shown an overall increase as Pakistan’s exports have risen by 57% and imports have fallen by 30%. Note that the
discrepancy in data reported by Pakistan and the UK for bilateral merchandise trade in 2015 was $103 million for Pakistan’s exports
and $178 million for Pakistan’s imports. Both statistics were underreported by Pakistan relative to its counterpart.

Figure 1: Pakistan's merchandise trade with the UK, 2008-2015
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Pakistan imports from the EU, 2015
$4.3 billion

Pakistan exports to the EU, 2015
$6.6 billion
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Importance of Pakistan-UK Bilateral Trade
The UK has been an important trading partner of Pakistan since the latter’s independence well before the creation of the EU.
Initially, the UK was the second largest market for Pakistani exports, accounting for 17% of Pakistan’s global exports in 1948-1949.
Today, it is the fourth largest market for Pakistani exports, accounting for 7.1% of Pakistan’s global exports. It is also currently Pakistan’s
15th largest import supplying country, accounting for 1.4% of Pakistan’s global imports.
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Trade Complementarity
The UK’s exports to Pakistan match more closely with Pakistan’s import needs than Pakistan’s exports to the UK match with the UK’s
import needs. Also, note that both the UK and Pakistan’s exports have become decreasingly complementary to each other over time.
This indicates that the possibility of gaining from increased trade is reducing, and that currently the UK has a greater possibility of
benefiting from increased market access into Pakistan than vice versa.
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Over the last eight years, Pakistan’s imports from the UK have been higher than its exports to the UK. However, Pakistan’s service
trade deficit has shown an overall decrease as Pakistan’s exports have risen by 8% and imports have fallen by 20%.
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Section II:
Future Outlook of Pakistan-UK Bilateral Trade
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Future Outlook of Pakistan-UK Bilateral Trade
Since the UK is the fourth largest export market of Pakistan, it is crucial to predict the impact of Brexit on future Pakistani exports
to the UK. Over the last eight-year period, Pakistan’s exports to the UK increased by 57%. Analyzing the trend of products covered
by GSP+ and those that are not, it is found that increasing the scope of exports to the UK is limited. The generous market access
provided by the UK to Pakistan under the GSP+ scheme has allowed Pakistan to narrow in on its potential to export to the UK.
Furthermore, few products excluded from receiving GSP+ coverage have substantial actual or potential exports. As a result of Brexit,
and in the unlikely scenario of a failure on Pakistan’s part to negotiate a market access agreement with the UK similar to that which
it currently enjoys under GSP+, Pakistan’s exports are expected to drop. Pakistan is expected to lose out to China and India as the
current tariff advantage that Pakistan enjoys is neutralized.

Since trade agreements are a two-way street, in order to secure the UK’s market for its exports, Pakistan must also be ready to
reciprocate by offering exporters in the UK preferential market access. The MFN tariffs of Pakistan on products with high import
potential are already close to those offered to Pakistan’s FTA partners. It is therefore advisable to offer similar terms to the UK in
return for the continuation of GSP+ tariff rates.
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Outlook: Pakistan’s Merchandise Exports to the UK

Export Potential
Pakistan currently exports goods worth $1.6 billion to the UK and it has the potential to export a further $9.1 billion1 according to
data for 2015. The following is a list of ten products with the highest potential for Pakistan to export to the UK. These alone have a
combined potential of $2.8 billion. The CAGR values over the period 2008-2015, bilateral revealed comparative advantage index and
tariffs under GSP+ and MFN status are also listed.
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Pakistan’s GSP+ status was implemented on January 1, 2014. Through this scheme, Pakistan was able to secure duty-free access into
the EU (including the UK) for over 6,000 tariff lines.
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This decrease is perhaps a result of Pakistan narrowing in on its potential to export to the UK due to duty-free access for these
products as depicted in the figure below. While the exports in these products still appear to be far from the potential it should be
remembered that trade potential is a theoretical number that cannot be achieved in the real-world. Also, note that high potential
exports of Pakistan are already receiving duty free treatment under GSP+ (e.g. out of the 10 exports with the highest potential, only
two products are not covered by GSP+). In such a situation it can be concluded that while maintaining the duty-free treatment of
these products is imperative for Pakistan to maintain its $1.5 billion GSP+ product exports, continuing this treatment may not result
in any substantial increase.
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To further increase its exports to the UK, Pakistan can tap into its exports that are not covered by GSP+. These products currently
represent 4% of Pakistan’s exports to the UK ($68 million), but they account for 16% ($1.6 billion) of Pakistan’s potential for exports
to the UK.
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Products that were not covered by GSP+ in 2014 have shown a growth of 5.5% annually despite a decrease in the UK’s global
imports of 1.5% and a decrease in Pakistan’s global exports of 0.1%. This shows that, firstly, these products are growing at a rate
similar to that of products covered by GSP+ in spite of facing tariffs at the MFN rate. Secondly, the UK’s global demand in these
products is declining hence if tariffs on these products are reduced the resulting higher growth in non-GSP+ exports may be short-
lived.

The theoretical question arises that whether it is possible to exchange products under GSP+ having no or low potential with
products not covered by GSP+ having high potential. Of the products covered by GSP+, over 52% of the product codes have no trade
potential and 80% of product codes have less than $10 million potential. It is thus possible to reduce the number of products that
receive preferential treatment without adversely affecting the actual or potential level of exports to the UK. There are 22 products
that are not covered by GSP+ which have trade potential greater than $10 million. These are listed in the table below. Note that
12 of these products already receive 0% MFN tariff. The remaining 10 products have a trade potential of $731 million and
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should ideally receive preferential treatment. However, since 9 out of 10 products are vegetable, food or animal products, it is unlikely
that they will be granted duty-free market access into the UK.
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Impact of the Exchange Rate
Depreciation of the Pound post-Brexit

The Pound has weakened against the Dollar after the EU Referendum and it is not expected to recover in the near to medium term.
It has been predicted that till the end of 2017, the Pound’s value will remain between $1.22 and $1.30, and is expected to remain low
in case of a hard Brexit. This will likely make UK’s exports cheaper and imports more expensive.
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The Rupee has strengthened against the Pound, making Pakistan’s exports to the UK more expensive and its imports from the UK
cheaper.

Trade Diversion between the UK and EU Post-Brexit
Re-exports of a country are its exports of foreign goods. That is, they consist of exports of products that have themselves been imported.
UK, Italy and Cyprus are involved in significant intra-EU re-exportation. Once the UK exits the EU, it will become more difficult for
the UK to re-export to EU members. Similarly, it will be difficult for Italy and Cyprus to re-export to the UK. Since Pakistan is an
import supplying market of the UK, Italy and Cyprus, trade from Pakistan is expected to be diverted between the UK and the EU
with changing re-exportation trends.
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Outlook: Pakistan’s Merchandise Imports from the UK
Import Potential
Pakistan currently imports goods worth $611 million from the UK and it has the potential to increase its imports by $18.7 billion1

according to data for 2015. The following is a list of ten products with the highest potential for Pakistan to import from the UK. $3.3
billion of this potential lies in the top 10 high potential imports alone. If UK pursues an FTA with Pakistan it is likely that the UK
will press for tariff reduction across these products, shrinking Pakistan’s bilateral trade surplus.
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Possibility of Importing Used Vehicles from the UK
In 2015 Pakistan’s global imports of “vehicles other than railway or tramway rolling stock, and parts and accessories thereof” were
worth $1.7 billion (4% of Pakistan’s global imports). In fiscal year 2015, 97% of the total vehicles imported by Pakistan were used.

More than half of Pakistan’s vehicle imports are sourced from Japan. In 2015, UK accounted for only 0.5% of Pakistan’s vehicle
imports even though the former’s global imports of vehicles were high at $1.7 billion. It has been proposed at various forums that
Pakistan increases its imports of used motor cars from the UK. A problem could be the current import policy which allows importation
of used cars up to 3 years old, jeeps up to 5 years old and other specialized vehicles up to 5 years (and in some cases up to 10 years).
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Outlook: Pakistan’s Trade in Services with the UK

Services Pakistan could potentially export to the UK: travel and transport

The highest global service imports of the UK are in the types other business services, travel and transport. Of these, the UK is a net
importer of travel and transport. In FY 2015, Pakistan exported $159 million of transport to the UK, which corresponds to a 30% share
in Pakistan’s service exports to the UK. However, it only exported $20 million of travel to the UK, which corresponds to a 4% share
in Pakistan’s service exports to the UK.

Services Pakistan could potentially import from the UK: other business services and financial services

The highest global service exports of the UK are in the types other business services and financial services; these account for more
than half of the UK’s global service exports. Moreover, the UK is a net exporter of these services.

Other business services accounted for the largest share (31%) of exports of the UK to the world in 2015. Pakistan imported $1.4 billion
other business services from the world in FY 2015. The UK was Pakistan’s second largest import partner in this sector, preceded by
the USA. It accounted for 11% ($159 million) of Pakistan’s global other business services imports.

The UK’s financial sector is the biggest contributor to its services sector. Moreover, financial services accounted for 23% of the UK’s
global service exports in 2015. In FY 2015, Pakistan imported $228 million of financial services from the world. The UK is the third
largest import partner of Pakistan in this sector, being preceded by Saudi Arabia and the USA. It accounts for 11% ($24 million) of
Pakistan’s global financial services imports.

That these sectors are important to the UK economy and these services already are being traded by Pakistan from the UK, signals
to the possibility of enhancing trade in services further by making it easier for the UK to export to Pakistan.



Appendix



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 37



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement38



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 39



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement40



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 41



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement42



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 43



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement44



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 45



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement46



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 47



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement48



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 49



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement50



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 51



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement52



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 53



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement54



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 55



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement56



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 57



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement58



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 59



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement60



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 61



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement62



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 63



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement64



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 65



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement66



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 67



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement68



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 69



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement70



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 71



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement72



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 73



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement74



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 75



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement76



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement 77



Post-Brexit Feasibility of a Pakistan-UK Free Trade Agreement78



8th Floor, Dawood Centre, M. T. Khan Road, Karachi, Pakistan.
Telephone: +92-21 35630528-29 Fax: +92-21 35630530 Website: www.pbc.org.pk


