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Three key issues are of paramount relevance to Pakistan’s trade policy: these are tariff reforms, market access and diversification of exports. These issues hold the key if Pakistan has to reach the ambitious target of $45 exports annually that it has set for itself in the next 6 years. Let us put this target of $45 billion in perspective.  Currently, we export $17 billion worth of goods, which means that in 6 years the exports should become 2-1/2 times of the present annual exports.  That means that they should increase annually by 16%.

Achieving this target will undoubtedly be a major boost for Pakistan’s economy, but looking at it from another perspective, it would still be well below the current figures for countries of comparable size: Brazil’s $138 billion, Indonesia’s $102 billion, Turkey’s $85 billion and South Africa’s $59 billion.

Trade/tariff policy reforms

Pakistan’s main trade policy instrument is its customs tariff.  Pakistan started to liberalize its tariffs in early 1990’s in order to integrate its economy with the rest of the world.  The liberalization was accelerated in 1997, but it was still a stop-and-go approach.  Till 2001, some 86 import substitution programs were in force. 

During 2001 and 2002, however, the pace of reforms intensified.  The dependence on subsidies for the promotion of exports was reduced, and except for the auto sector, all imports substitution programmes were scrapped, whereby manufacturers and assemblers of goods had to progressively lower the imported components of such goods.  

The reform process had its detractors, who were suspicious about the motives and sceptical about the outcome of these reforms.   There was a fear that liberalization would have negative impact on industrial growth and revenues for the government. Events since then have proved these fears to be baseless. During the highly protective period of 90’s, manufacturing and revenue grew by less than 5% while six years later since this phase of reforms was put into place in 2002/03, manufacturing as well as revenues have been growing at 12-14% per annum. In 2003, exports grew by 28%. 
Further tariff reforms will have to be carried out, if Pakistan’s exports are to grow.  Several studies have shown that reduction in tariffs boosts exports since an implicit tax on exports is reduced. If one were to interpolate the results of a 2006 study by IMF’s Stephen Tokarick, one can conclude that by removing its import tariffs, Pakistan could achieve a 16% increase in exports, whereas the increase would be only 11% if developed countries removed all their tariffs on imports from Pakistan.  

It is a truism that higher protection means higher inefficiency. Pakistan’s industry cannot afford to be less competitive than that of the other similarly placed countries. Given high freight and insurance costs faced by Pakistan’s exporters, they have to be more competitive than others even if all other things were equal. For its internal tariff reforms, the best way is to benchmark against a group of successful developing countries such as the ASEAN and reach that target. India has been working towards achieving that target for the last 5 years and is gradually closing the gap. 

We can learn a lesson from Chile. In the 1960’s Chile was one of the most protectionist countries and besides high tariffs it had extensive import substitution policies. In 1979 it adopted a uniform tariff of 10% and has since decreased it to 6% for all products for all countries.  In fact since it has free trade agreements with almost all of its trading partners, practically 97% of its imports are now duty free. As a result, Chile’s exports have been sky-rocketing. Chile’s exports in 1999 were $15.6 billion in 1999 (as against $8.1 billion for Pakistan); their exports are now over $58.2 billion (vs. Pakistan’s $18 billion). The Chilean reform model might seem to be too radical in the short term but it could be taken as a long term objective.  

Market Access

Next to tariff reforms, the most important factor for boosting exports is access to target markets.  Whenever this access became easier, Pakistan’s exports jumped as a result.  The European Union provided duty free access to its market from 1st January, 2002 by including Pakistan in its GSP drug regime.  The results were dramatic: exports of textile and clothing to the EU increased by 23% in 2003 and 18% in 2004. Later, when the concession was withdrawn in 2005, the decrease of 9% in exports was just as remarkable. 

Also in 2002, all restrictions on bilateral trade with Afghanistan were removed just when the reconstruction work was starting there.  Exports to Afghanistan surged to $1.2 billion by 2006, compared to just $168 million in 2001.  Afghanistan is now Pakistan’s third largest export market accounting for 6% of the total exports.

Other than Afghanistan, Pakistan shares borders with China, India and Iran.  Each of these countries is a big potential market, which largely remains untapped.  The total trade with the bordering countries, even after taking into account the recent surge with Afghanistan remains less than 10% - a figure much lower than the world average of 25% for countries sharing borders, not to mention 40% for EU and 80% for NAFTA countries.  In case of India, with which we share an 1800 mile long border, the exports are less than $300 million or less than 1.8% of our total, whereas the potential is huge.  The Indo-Pakistan Business Council estimated in 2005 that the trade level between the two countries could reach $10 billion annually within 5 years.   

These regional opportunities are worth pursuing but Pakistan’s best hope is a multilateral agreement resulting from the current WTO Doha Round. In all previous Rounds, Pakistan did not gain much, since it looked towards its defensive interests only.  It is different this time, and Pakistan’s involvement is active.  We have made significant proposals for market access for industrial and agricultural goods. Several studies indicate that if these efforts succeed, Pakistan will gain. 

At present, Pakistan’s most significant export products, i.e. textile and clothing, which account for 60% of its exports face high tariffs, while its competitors get duty-free access to at least some of these markets.  For example, Bangladesh, Sri Lanka, Turkey, Mexico and a large number of Latin and African countries have duty-free access to the EU market. Similarly a large number of countries enjoy duty free access to US and other developed and developing countries. Through an ambitious Doha Round, tariffs will become much less significant as the maximum tariffs are likely to be reduced to lower than 7% from current peaks of 12-32% in developed countries’ markets and in some they may be eliminated all together. Thus a major barrier to Pakistan’s exports will be reduced or eliminated.

In agriculture, Pakistan has a strong comparative advantage in the production and exports of a number of agricultural products because of its climate and location.  Pakistan is one of the world’s top five producers of cotton, rice and milk and one of the top ten for wheat and sugar-cane. Its production of fruits and vegetables is also significant. If as a result of Doha Round subsidies on agriculture and exports of agricultural products are reduced, Pakistan’s agriculture would become competitive.  At present we do not export much, except for rice, mainly because of these subsidies by the OECD countries.  Of course, even after the subsidies are gone, Pakistan will still have to solve the problem of high post-harvest losses and other inefficiencies. Furthermore, Pakistan should move on value-added agricultural exports which constitute less than 2% of its agricultural exports. 

It is often questioned whether without exportable surpluses; improved market access is of any use.  Experience shows that improved market access creates the supply side capability. Pakistan has been a traditional exporter of rice but its exports had always been limited to less than 1 million tons before 1995. Under the Uruguay Round, Pakistan was granted preferential market access for basmati rice and since then it has enjoyed 11.4% average annual growth. This growth suffered a little setback in 2004 when the EU decided to exclude Pakistani basmati from the preferential scheme. However, the EU was persuaded to revise its decision and in September 2004 it introduced a new tariff system, which allowed a bound rate of zero percent for basmati and other hybrid varieties.   As a result of this, Pakistan’s rice exports jumped by 33% in 2005/06.  Pakistan’s annual exports of rice is now more than 3 million tons worth $1.2 billion, up from the threshold of $500, which it had never crossed before.  A study by Gorter, et al. shows that if the Doha Round achieves 50% liberalization of rice market, its production in the US would fall by 33% and exports by 77%, and that of EU production would fall by 28%. Thus Pakistan would have a major opportunity to fill part of this vacuum. Furthermore, if the EU could be made to eliminate its tariff escalation it would result in Pakistan exporting processed value-added rice instead of husked rice. 

Another example is that of ethanol which has been in the news lately and has become a rather well known commodity because of its use in the fuel supply. Its demand has recently been growing very fast. Before the EU reduced its import barriers in 2002, Pakistan’s exported no ethanol. Since the preferential duty rate was extended to Pakistan, export of ethanol started climbing and that of the raw material molasses decreasing.  A number of distilleries were set-up and by May 2005, Pakistan had become the second biggest exporter to EU. Its annual exports of 0.5 million liters, accounting for 20% of the EU  imports, were almost reaching the same levels as those of Brazil which is the highest exporter to the EU. In order to check this rise in exports, in 2005 the EU not only withdrew all tariff concessions but also started anti-dumping investigations. This resulted in a levy of $190 per ton of import duty and Pakistan’s exports to EU almost came to a halt. Most of its seven distilleries which could produce 1 million litters a day and another five new distilleries which were in the process of being set up to produce another 0.5 million liters a day had to scale back their production. With the completion of Doha Round and tariff cuts on ethanol, Pakistan can once again become a major exporter of ethanol which fetches ten times more price compared with its raw material of molasses. Even if it does not cash it on ethanol, its other commodities would fetch far higher price because most developed countries are shifting their production from cereals and other crops to bio-fuel crops.

Opportunities provided by the Doha Round for improved market access would be substantial and Pakistan will have a better opportunity than many other countries to make use of those opportunities. However, this will depend upon how well Pakistan is prepared to make use of those opportunities. According to an old saying “failure to prepare is preparing to fail”. So how can Pakistan develop and diversify its exports to prepare itself for new market access opportunities which may arise through the Doha round?

Diversification of exports

Currently more than 75% of Pakistan’s exports originate from 4 items i.e., cotton, rice, leather and sports goods and more than half of its exports go to 7 countries. Therefore, it has to diversify its product range and its export destinations.

One of the reasons why Pakistan’s exports are mostly concentrated in textiles and clothing is that Pakistan because of its local grown cotton strength did not diversify beyond textiles from the beginning. Pakistan now has to provide a level-playing field to its other exports. 

Pakistan now has to look what other comparable countries are selling and try to make a place for itself as an exporter of dynamic products whose exports is growing at the fastest rate. According to an UNCTAD 2002 Report, the 20 most dynamic product groups for exports during the last 20 years can be classified within the following four categories:

1. Electronic and electrical goods 

2. Textiles and labour-intensive products, particularly clothing 

3. Finished Products from Industries that require high research and development 

4. Primary Commodities including silk, non-alcoholic beverages and cereals

Pakistan is now well-placed to make use of new opportunities in all these four areas. In case of electronic and electrical goods, Pakistan’s advantage is a good domestic base it has been able to set-up in the last 5 years since the tariff structure for these items was rationalized, import substitution programmes were eliminated and they were opened to competition. Since 2003, growth in electronic industries has ranged between 35-40% per annum. For example, production of air conditioners grew by 300 % or from 12,000 units in 2001 to 363,000 units in 2006 at an annual compound growth rate of almost 100%. Production of refrigerators more than tripled from 200,000 in 2001 to over 700,000 in 2006 and of TV sets from 120,000 to almost one million sets in 2007. Now that these products have achieved production and quality levels which allow them to be produced with economies of scale, it is much easier to export part of the production. What is needed is top-quality joint ventures so that branded goods could be exported. Already a very well-known brand of China is in the process of expanding its home appliances industrial unit in Pakistan. This plant is expected to produce an additional one million pieces of household appliances per year, with plans to export to the Middle East and Asia. 
For the second category of products i.e., textiles and clothing, Pakistan is already an established player.  According to 2006 WTO World Trade Report, Pakistan’s exports to the United States as well as the EU increased by 12% in 2006. Given its raw material base and vertical integration across stages of production, Pakistan’s exports should grow by 20-25% as happened in case of Bangladesh and Cambodia if high tariff rates get reduced through the implementation of the Doha Round.  A number of countries which had artificial industries built around tariff concessions and highly protected industries in developed countries may not be able to survive reduction of tariffs. As in the case of electronics, export markets for value added goods would depend upon how many brand names Pakistan is able to attract. Despite the fact that Pakistan's textile industry has invested substantially in new equipment and technologies in recent years, it continues to focus on the least sophisticated products. It needs to build on its share of champions and grow on its share of most dynamic global textile and clothing exports.


In the third category of finished products that require high research and development such as chemicals, dyes, medicines, fertilizers, plastics, etc. Pakistan has recently been establishing a good base and is already making inroads for some of these products. Now it has a well established pharmaceutical industry which includes over 400 local and 28 multinationals manufacturing units. Its exports of medicines which were less than $40 million in 2002-2003 have now crossed $100 million mark this year. They are growing at an annual growth rate of 26%.  Pakistan is a competitive exporter of surgical and sports goods. But its exports have remained rather limited for many years as it failed to have any brand name large scale joint ventures. 


As far diversification of export destinations is concerned, Pakistan should concentrate on major economies. It needs to analyse why share of Pakistan’s exports to  Japan, which is the world’s second largest economy, has fallen from 6.8% or $500 million in 1992-93 to less than 1% of Pakistan’s exports or a mere $200 million. In fact if the exports have grown by the same rate as overall exports, this volume should be over $1.3 billion instead of $200 million. Present export levels make Japan as our 23rd export destination even lower than Portugal. Other major economies which account for less than 1% of our exports include South Korea, Australia, Malaysia, Indonesia, Thailand, and Mexico, whose imports from other countries have been rising rather rapidly. These are all growing economies where tariff barriers are being reduced and labour costs are going up. Pakistan can make a niche for itself for labour-intensive goods where it has an edge because of abundant labour and lower costs of production.

To sum up, Pakistan has already come a long way from the days of tightly regulated economy with high tariff barriers, strict exchange control, and government-owned and controlled banks, insurance, telecommunications, utilities and industries. The challenge now is to continue on this reform path and fully embrace the 21st Century business principles of openness, competition and quality. It should expand its regional trade to allow cheaper inputs and also its trade with major economies where it accounts for very little. It needs to prepare itself for the opportunities, which may be arising through the Doha Round. With its financial position now more stable, Pakistan should give more attention to enhancing its educational levels to be able to export value-added and high technology goods and services. At the same time, it needs to further improve its infrastructure to reduce costs associated with international trade. With these changes there is no reason why Pakistan should not soon be able to join the ranks of more successful countries within a matter of 8-10 years. 

---------------------------------------------------------------------------------------------------------------------------------
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