KEYNOTE ADDRESS BY SECRETARY COMMERCE, ZAFAR MAHMOOD at the WOODROW WILSON INTERNATIONAL CENTER FOR SCHOLARS , WASHINGTON DC (APRIL 23, 2012 )
Ladies and Gentleman,
It is my honour to speak on a subject of immense importance at this august meeting of distinguished scholars.
As we know, the impediments in Pakistan-India trade have been the focus of intense attention for a long time. Although, a number of experts and institutions like the World Bank have supported the liberalization of trade between the two countries, fears and apprehensions as well as the adversarial bilateral relationship between the countries have not allowed them to move forward in this particular domain.

As is the case in most parts of the world, trade and politics intermingle in the sub-continent. Why this thaw now and not before, may be a valid question playing on the minds of people following the trajectory of trade relations between the two countries.
In order to fully understand what has happened over the last one year, it may be useful to look at the historical perspective, right from the time that the two countries became independent. As we know, after the end of World War II, the British Colonial Government partitioned the Dominion of India into independent countries of Pakistan and India in August 1947. 
The General Agreement on Tariffs and Trade (GATT-1947) was negotiated almost at the same time when the partition led to the creation of Pakistan. The founding members of GATT, keeping in view the fact that the Subcontinent was more or less, a single economy, allowed special dispensation for the two countries under Article 24 (paragraph 11) of GATT (1947). GATT was signed by 23 countries including Pakistan and India on 23rd October 1947. India ratified GATT on July 8, 1948 and Pakistan followed suit on July 30, 1948.
Ladies and Gentleman,

The founding fathers of both the countries did not envisage adversarial relations between the two countries. To the contrary, Mr. M. A. Jinnah, the founding father of Pakistan, had a very positive vision for Pakistan-India relations. He believed that the two states would co-exist in peace and harmony like United States and Canada. Unfortunately, even before they attained independence, problems started to bedevil relations between them.

It started with the cross-border migration from both sides. Large numbers of Hindus living in what is now Pakistan and Muslims in what is now India were forced to cross borders amidst a frenzy of communal violence. Over a million of the 14.5 million who decided to move in either direction, tragically lost their lives.
In addition to bloodshed and mayhem on unprecedented scale for the region, there was controversial annexation of princely states. In particular the dispute over Jammu and Kashmir created deep suspicions, and over the years, was the single most important issue that significantly contributed to the outbreak of hostilities between the two sides.
Ladies and Gentleman,
We must note here that while all this was going on, the political leadership kept trade and economic issues separate from politics. In 1948-49 Pakistan’s exports to India accounted for 56% of its total exports while 32% of Pakistan’s imports came from India. The two countries were trading normally during this turbulent period. India was Pakistan’s largest trading partner and this continued to be the case till 1955-56.

Between 1948 and 1965, Pakistan and India used a number of land routes for bilateral trade. These included eight (8) Customs stations in Punjab province at Wagha, Takia Ghawindi, Khem Karan, Ganda Singhwala, Mughalpura Railway Station, Lahore Railway Station, Haripur Bund on River Chenab, and the Macleod Ganj Road Railway Station. There were three (3) custom check post in Sindh at Khokrapar, Gadro and Chhor. 

Pakistan and India even signed a bilateral agreement on 22nd December 1957 to facilitate border trade invoking Article 24 paragraph 3(a) of GATT.
Similarly, Pakistan and Afghanistan signed a number of agreements to facilitate land route trade. The two countries signed the First Pakistan-Afghanistan Transit Trade Agreement on May 29, 1958 at Kabul which allowed transit of goods from India via Lahore.
Pakistan also signed a Transit Trade Agreement with Nepal in January 1962 which allowed transit of goods via territory of then East Pakistan, now Bangladesh.
From 1947 to 1965 Pakistan and India entered into 14 bilateral agreements related to trade facilitation. These agreements covered avoidance of double taxation, trade in goods,, food items, trade facilitation, border trade, air services, and banking.
The spirit of pragmatism at the time, led to an arrangement under which, Pakistan exported grain from Sindh to deficit provinces of India, and in lieu of that, India exported flour to East Pakistan.

Both Pakistan and India had bank branches in each others countries. In 1965, there were nine (9) branches of six (6) Indian banks operating in Pakistan. Pakistan’s Habib Bank had one branch in Mumbai. 

But all this changed abruptly. The unresolved Kashmir dispute came into play. In 1965, war broke out between the two countries. This time, trade and economic relations became causalities of war. On the fateful morning of 6th September, customs officers at Wagah post  near Lahore became the first civilian Prisoners of War (POWs), and banks in both the countries were seized as enemy properties.
Ladies and Gentleman,
After the 1971 war, which resulted in dismemberment of Pakistan, Simla Agreement was signed between the two countries in 1972. Under the agreement, trade resumed on a limited scale in 1974. Both countries worked on Positive Lists, which over the years, expanded incrementally.
This continued till 1995, when on signing WTO agreement, India unilaterally discontinued its Positive List for trade in goods with Pakistan.

Pakistan however, was neither prepared to react nor reciprocate in similar fashion. Lobbies linked settlement of the Kashmir dispute to complete normalization of trade with India.

Immediately thereafter, Pakistani private sector tried to export items to India which were previously prohibited. India was obviously not pleased because of the lack of reciprocity on part of Pakistan. Pakistani exporters who tried to export without proper study of India's import regime, burnt their fingers. They encountered India’s Non-Tariff Barriers (NTBs). The result was obviously not good. It created a strong negative perception in the minds of our exporters who, to this day, generally believe that India does not welcome exports from Pakistan. 

Later, in 1998 nuclear tests were conducted by India and Pakistan followed suit. The political relations between the two countries became tense. The war in Kargil the following year, further soured already frayed political relations. Fortunately, however, the serious friction in the political relations, did not disrupt trade relations in any significant manner. 
During 2002, Pakistan’s private sector got another jolt. When Pakistan’s exporters, who were victims of war against terror, were given a concessionary package by the EU, India promptly filed a case with the WTO. At this stage I would like to take a minute to explain why Pakistan’s exporters suffered when Pakistan became a partner in the war on terror. Immediately after the sad day of 9/11, Pakistan became a war zone, and even before the first shell was fired by the American warships assembled in the Arabian Sea, the cost of Pakistan’s exports went up because of increase in insurance premiums. Buyers were demanding air-lifting of samples and inventories to third countries. The exporters started facing problems in obtaining visas. When Pakistani exporters were facing these challenges, India filed the case against the EU concessionary facility in WTO. This hostile act further strengthened Pakistani private sectors perception of India as the ‘enemy’. 
In January 2004, governments of India and Pakistan announced the start of a Composite Dialogue process from February 2004. Trade relations were one of the areas in focus. Four rounds were held between 2004 and 2007: 

a) First Round (8 August, 2004, Islamabad)

b) Second Round (9-10 August, 2005, New Delhi)

c) Third  Round (28-29 March, 2006, Islamabad)

d) Fourth Round (31 July - 01 August, 2007, New Delhi)

The rounds were not very productive. There was only incremental progress. When in January 2011, I was told by our Foreign Minister that trade had been included as a track in the Composite Dialogue, I studied the minutes of these four rounds. To my surprise the minutes of the Composite Dialogue made no mention of complete normalization of trade relations or grant of MFN in trade of goods. The Indian side had only asked for inclusion of additional items during last round of talks held in July 2007.

After the unfortunate terrorist attacks in Mumbai on 26th November 2008, the Composite Dialogue process was suspended.
At the time of resumption of the Composite Dialogue process in 2011, the respective position of the two countries was that India saw the Positive List arrangement for imports from India by Pakistan and non-implementation of SAFTA obligations as barriers to trade. While private sector in Pakistan thought that India was not allowing them a level playing field despite abolition of Positive List due to the following NTBs:

a) Visa and Travel Restrictions 

b) Technical Standards and Regulations 

c) Limited Number of Ports and Inland Custom Posts for Imports
d) Cumbersome and complex Import Regulations

e) Customs Clearance and Customs Valuation
Also a report from India was widely quoted in Pakistan to show insincerity of India. In December 2007, Indian Council for Research on International Economic Relations (ICRIER) commissioned a two-part report titled “India Pakistan Trade Possibilities and Non-tariff Barriers” (ICRIER’s Working Paper No. 200). The first part dealing with trade opportunities between India and Pakistan was funded by the Ratan Tata Trust and the section on Non-tariff barriers was funded by India’s Ministry of Commerce. The study was conducted by Dr. Nisha Taneja. 

The findings of the report on NTBs brought out an astonishing fact—Indian importers who had experience of importing from Pakistan were reluctant to be interviewed, but told the compiler of the report that they were subjected to surveillance by India intelligence agencies. Similarly, they complained that the goods imported by them are subjected to multiple checks for security screening. After going through the report, I got the impression that the Ministry of Commerce in India was not aware of the conduct of security agencies, otherwise it would not have commissioned such a study. However, this report was in public domain and came to the notice of Pakistan’s intelligentsia as well as exporters. This further reinforced the impression in minds of Pakistan’s exporters that India would not allow unhindered access to their market.
When I mentioned the contents of the report to India delegation after the resumption of the Composite Dialogue in 2011, they responded by saying that the role of their security agencies was justified after the Mumbai attacks. However, the fact is that Mumbai attacks took place in 2008, while report was published in 2007. Another adverse development was Indian opposition to the EU package. 
Pakistan's economy suffered a severe jolt when heavy floods, described by the UN Secretary General as “tsunami in slow motion”, damaged crops and infrastructure, in addition to loss of human lives. The EU promptly announced a limited package to help Pakistan cope with the economic consequences of this catastrophe. This package had to go to WTO for a waiver. The meeting of WTO’s Council for Trade in Goods (CTG) for discussing the package was held on 29th November 2010. I was in Geneva before the package was due for discussion. I especially requested a meeting with Mr. Das Gupta, India’s Ambassador and Permanent Representative to the WTO at that time. 

I spent at least an hour in his office and tried to explain that the package had no commercial consequences for India. If India is seen to be opposing this package, it would further reinforce the negative perception in the minds of Pakistan’s traders. He appreciated the points I was making, but when the package came up for discussion in CTG, India promptly opposed it, along with some other countries.  

Pakistan and India play cricket with a passion and it so happened that the World Cup semi-final match was played at Mohali, India on 30th of March 2011. The Indian Prime Minister invited his Pakistani counterpart to watch the match. The Indian side agreed to Pakistan’s request regarding withdrawal of its objections to the grant of the  WTO waiver. On return, Prime Minister of Pakistan informed the private sector that the Indian Prime Minister has accepted his request. It was appreciated by all.
Ladies and Gentleman,
After resumption of the Composite Dialogue, the 5th round of Pakistan-India Commerce Secretary Level talks took place on 27-28 April 2011 at Islamabad. Indian Commerce Secretary Mr. Rahul Khular appeared to be a serious and sincere person. He was pleased to know that even before the talks had started, Ministry of Commerce in Pakistan had started a consultation process with the Chambers of Commerce and Industry to switch over from Positive List to a Negative List for imports from India. The joint statement issued at the end of the two day meeting set-up a working group dedicated to address and resolve sector-specific barriers to trade. It was decided that Pakistan would remove its restrictions on trade by land route as soon as the infrastructure of Wagah was ready. The scope of cooperation was expanded to include electricity, petroleum, Bt. cotton-seeds, banking, visa, railways and integration of chambers.

More importantly it was mentioned in the joint statement that grant of MFN status to India would help in increasing bilateral trade.

The normalization process was still  not moving forward as India did not withdraw its objection to EU package in WTO. In July 2011, EU informed Pakistan that concessionary package would not be taken again to WTO unless India gives it approval. It created wide spread dismay in Pakistan’s business circles and the President of the Pakistan Federation of Chambers of Commerce and Industry wrote to their counterpart organizations in India to protest the move. Meanwhile, a helpful development was that Mr. Anand Sharma, Minister of Commerce and Industry of India, who has a clear vision regarding trade normalization, also took over the Textile portfolio on 12th July 2011. 

On the invitation of Mr. Anand Sharma, Pakistan’s Commerce Minister visited India from 26th to 30th September, 2011 along with a strong business delegation. This was the first visit by a Commerce Minister from Pakistan to India in 35 years. The major outcome of this visit was the political ownership of the trade normalization process. And India unilaterally offered not to oppose EU’s package in WTO. The two Ministers also agreed to: 

a) Full normalization of the trade relations;
b) Dismantling of NTBs; and,
c) Full implementation of obligations under the SAARC Agreement on South Asian Free Trade Area (SAFTA).

This visit created a conducive environment for Pakistan to move forward. The Ministry of Commerce arranged a detailed briefing for the Cabinet on 2nd of November 2011. The Cabinet unanimously endorsed normalization of trade relations with India and directed Ministry of Commerce to engage India for complete normalization of trade culminating in the grant of MFN status to India.
The Commerce Secretaries of the two countries met on 14-15th November 2011 in India. The sequencing of trade normalization was chalked out and it was decided that following move to a Negative List in the first stage by February 2012, the Negative List will ultimately be phased out by end of 2012.

To allay the fears of Pakistan exporters, interactive sessions were arranged between Indian import regulators and private sector companies. The first one was held in New Delhi on 29th of September 2011. Indian import regulators also visited Lahore and Karachi on 25th and 27th of January, 2012.
As had been agreed earlier, the Negative List was finalized. One of Pakistan’s premier business educational institutes, the Institute of Business Administration (IBA), was entrusted with the task of preparing the Negative List. IBA using its considerable professional and technical expertise, completed the task despite time constraints.

The 6th SAFTA Ministerial meeting was held in February 2012. This coincided with holding of the “Made in India” exhibition at Lahore where large number of Indian exhibitors participated. At about the same time, on invitation from his Pakistani counterpart, the Indian Commerce Minister visited Pakistan from 13th to 16th February 2012 along with a business delegation—the first ever visit by an Indian Commerce Minister to Pakistan. The announcement of switch over from Positive List to Negative List was to be announced during the visit. However, the Indian delegation had to face some disappointment when the Pakistan Cabinet postponed the consideration of the case. Ironically, this happened on Valentine’s Day. We could not give the appropriate gift of additional access to Pakistani market to Indian Minister of Trade and his delegation. However, the two Minister agreed that when Pakistan notifies its negative list, India would reduce its Sensitive list under SAFTA. Also to allay the apprehension of Pakistan exporters regarding Indian NTBs, three facilitation agreements were initialed. These included Customs Cooperation, Grievance Redressal, and Mutual Recognition Agreements. Pakistan had agreed in November 2011 to take the case to Cabinet in February. On 29th of February 2012, the Cabinet approved switch over from Positive List to Negative List. Pakistan’s credibility was saved. The Cabinet also approved a possible phase out of the negative list by December 2012. Pakistan’s Cabinet normally meets on Wednesdays. Fortunately, this was to happen in a  leap year and that too, on a Wednesday that fell on February 29.
This is latest position. Ladies and Gentlemen,

There are other positive signs on the horizon. 

There is a political consensus amongst major political parties on trade normalization with India. The Special Committee of National Assembly on Kashmir, Standing Committees of National Assembly and Senate on Commerce were taken on board and have endorsed the road map for normalizing trade relations with India. Chief Minister of Punjab in Pakistan who is from the main opposition party in the country, has recently cited the example of EU while talking of Pakistan-India trade  relationship 
AREAS OF CONCERN
Despite the progress that has been made so far, there are still fears of India’s economic dominance in the minds of the private sector and political leaders. India has a huge balance in its favour in trade with other SAARC countries and it is a constant fear in the minds of analysts that owing to large industrial base and a restrictive import regime, trade balance of Pakistan with India will further deteriorate.

There are suspicions about India’s sincerity to make SAFTA work. India has two separate sensitive lists for LDCs and non-LDCs in SAFTA. The Indian Sensitive List for non-LDCs is almost Pakistan-specific and restricts market access for Pakistani products.
Because of their past experience of exporting to India, the private sector complains of non-cooperative attitude of import regulators in India and has apprehensions on smooth operation of the three facilitation agreements. They apprehend that India will find ways to nullify the effectiveness of these agreements.
Also, to make trade normalization process sustainable, simultaneous progress in other tracks of the Composite Dialogue is highly desirable.

The move to normalize trade relations with India is a courageous decision taken by  the Government of Pakistan. Reversal of the process will have serious implications, not only for the two countries, but the region at large.

Because of it dominant economic position, India needs to be large hearted and more accommodating for its neighbours. Granting trade concessions to its smaller neighbours would not hurt it economically. It will not only earn goodwill and respect for India in the region, but would also contribute to economic integration of South Asia.

India has recently revisited its investment regime which contained Pakistan-specific restrictions. Pakistan has no such restrictions. India still has specific restrictions regarding remittances to Pakistan which cause difficulties for service providers of Pakistan in India. Hopefully, all such issues will be resolved in the not too distant future. 

There are lobbies in Pakistan which believe that due to India’s large industrial base and economies of scale, Pakistan’s market will be swamped with Indian products and will damage Pakistan’s industry. The impression that trade liberalisation with India is creating unemployment in Pakistan must be avoided at all costs in order to prevent a political and social backlash and to make the process sustainable.
Although the process between the two countries is bilateral, the entire world has a stake in peace in South Asia. 
London Economist through a lead article and cover story in its 19th May issue in 2011 asked the world to contribute to normalization of relations between the two nuclear armed countries. Japan has a unique position to help this process due to its dominance in auto-sector of Pakistan and India. As Honda, Suzuki and Toyota are present in both countries, it can persuade its companies in Pakistan not to import everything from India, but also to source parts from sister companies in Pakistan. For example, Pakistan can import Suzuki CKDs from India while Corolla can be exported from Pakistan to India. Japan can take affirmative action to create inter-dependence between the auto sector of both countries.

Slowly and gradually the attitude of the private sector regarding trade with India has started to change. We need to nurture this process to make trade normalization between the countries, irreversible.

In 2011, 2012, I have visited all the major chambers and trade associations repeatedly to explain the normalization process to the private sector. Ministry of Commerce Pakistan has engaged the services of Dr. Manzoor Ahmad, Pakistan’s former Ambassador to WTO alongwith a team of others to conduct a series of seminars (from 3rd to 26th April 2012) in all major cities of Pakistan to educate the private sector about Indian import regime. 

We also arranged an exhibition, entitled “Lifestyle Pakistan” in India from 12-15 April 2012. Pakistan’s Commerce Minister was present in India during this exhibition along with a trade mission of more than 100 businessmen. I have appeared in talk shows on television and faced tough questions to explain the need for this change.

Despite all these efforts, still there are many in Pakistan’s private sector who remain unconvinced and deeply apprehensive about doing business with India.

In the end, I would like to speak about the generally held belief about the role of Pakistan’s security establishment. Most people think that it is against normalization of trade relations with India. 
Ladies and Gentlemen,

Pakistan’s security agencies have never interfered with imports from India. This has also been confirmed by Dr. Taneja in her report, and I quote:

“The identification of trading firms was relatively simpler in the survey conducted in Pakistan than in India. Unlike the Indian survey, none of the traders denied trading with India and discussions were held in a free and open manner. In addition several members of the FPCCI and the Chambers of Commerce interested in trading with India volunteered to give interviews”. (page 8, “India Pakistan Trade Possibilities and Non-tariff Barriers”).

This is further validated by the fact that Pakistan’s trade relations with India were on MFN-basis during the military government which was in power from 1958. Bilateral trade was thriving during this period. 

As Secretary Commerce, I can say with all honesty that during this normalization process,  no one from the security establishment has ever contacted me to even discuss this issue.
Ladies and Gentlemen,

All of us have their own perception. However, we generally tend to under estimate the role of the private sector in shaping public opinion. When the private sector felt that India was not sincere in establishing business relations with Pakistan, there was little progress. When this perception began to change, we covered a lot of ground within a short period. The essence of the argument is that private sector is and will remain the main driver of business relations between the two countries, something that has now been realized by both the sides.

I only hope that the US administration will learn lesson from this experience. The Reconstruction Opportunity Program (ROZs) which has been on the drawing board for the last number of years, remains unimplemented. The inability of the US to move forward with this program has created serious misgivings amongst the people of Pakistan. Its early implementation, should be a key policy initiative to support our joint efforts to build bridges of understanding between our people.
Ladies and Gentlemen,

During the early 1960s, Pakistan’s Second five-year plan enabled its economy to grow at a fast pace. Some of you may know that the World Bank sponsored a delegation from South Korea to study the growth model of Pakistan.  Pakistan’s economy was thriving in a rather peaceful region. It was regionally well connected. After 1965 war and soviet invasion of 1979, everything changed. 

Now our government has declared 2012 the “year of Regional Trade and Connectivity”. We hope that as situation in Afghanistan will stabilise, it will open up new opportunities for Pakistan (and India) in Central Asia. 

The distance of Kashghar the capital of Xingjian province of China from Karachi’s port on the Arabian sea is only 1300 miles while the distance of Kashghar from the Port of Shanghai is twice as much. It makes economic sense for exports and imports from Kashghar to be routed through Karachi. Pakistan has an all-weather road link with China which has been slightly disrupted due to the earthquake-made lake in the Ata-abad region of Pakistan. However, this is being taken care of as alternate route is being constructed to skirt around the lake.

Iran is currently under UN sanctions, but we hope that the situation will be amicably resolved soon.
Pakistan’s trade with India is expected to gain momentum, especially if there is movement on other bilateral issues holding up improvement in political relations. If this happens, the stage will be set for a well-integrated SAFTA region which would in turn, economically and commercially integrate with the neighbouring ASEAN region. For Pakistan this will be the time to finally take advantage of its geo-commercial location rather than suffering from it.

Thank you.
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