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Dear Readers,

Recent months have witnessed an unprecedented intensification in property prices. A situation has arisen
where owning a property is now beyond the reach of the middle- and lower middle-income strata of the
households.

Demand for housing, a basic human need, has swelled over the years. Thisis attributable in the urban areas
largely to the rural-urban migration and due to rising incomes. This has placed tremendous pressure on
basic utilities and infrastructure. As planned development of affordable land has not been able to match
the demand for housing, there is a growing shortage of affordable housing units. The phenomenon of
auctioning residential land, and in the past even in the sites and services schemes meant for the poor, has
resulted in the less well off being denied access to these pieces of property. Speculators have moved in and
pushed up the prices beyond the reach of the common man. One, therefore, sees the growth in squatting
on available open spaces and other government land, at the instance of afew professional land grabbers,
resulting in the sprawl of the katchi abadis. Even this has to be paid for by the poor, not to the state, but
to the land grabbers. This is indeed an unfortunate situation which requires much needed rectification
and reform.

There isample evidence to show that in all urban cities of Pakistan, growing urban population without any
adequate provisioning of housing facilities has seen the birth of many slum areas, as squatter settlements
or katchi abadis are found everywhere in Pakistan. The Governments in Pakistan themselves estimate that
on the average in the Punjab, some 35% of the total urban population lives in katcha houses, and another
11.5% in semi-pucca houses. This implies that the population of katchi abadisis at the very least about
50 percent. In Karachi alone, it is estimated that more than half the population resides in katchi abadis.
This has turned the metropolis into alarge unplanned urban sprawl.

The price of property, across the spectrum of the urban areas in the country, ranging from the primate cities
to the smallest urban settlements (no more than expanded villages) have risen for avariety of reasons. The
large influx of home remittances following the 9/11catastrophe needed avenues of investment. The erratic
behaviour of the stock market, the falling interest rates on savings instruments and the rising incidents of
day-light dacoity left little or no choice, but to invest into property. This was a case of a large number
chasing a small basket of available properties. Property owners soon realised that they were sitting on gold
minesin asellers market. This caused the exponential increasein property prices, not just in land, but also
in built-up houses.

The second reason was the low interest rates at which consumer finance was available to those with money.
The banks were flush with surplus liquidity with no choice but to lend for consumption financing, such
as for cars and other consumer durables. The highest rate of return was seen to be in land purchase. The
price of land increased disproportionately more than the price of houses.

The third reason was the apparent security that this avenue of investment provided. All other forms of
investment, barring only the purchase of precious metals and jewellery, attracted taxation on the capital



in the form of withholding taxes on incomes derived, and Zakat on the capital value of securities and
deposits, and also exposed one to the need to declare the overall incomes and wealth. There was also the
perception that investing in financial instruments would expose one to the tax authorities at some stage.

The fourth reason is its attractiveness as a hedge against inflation. Historically, land prices have tended to
rise faster than inflation, thereby increasing wealth in real terms.

The phenomenon of rising land pricesis not confined to the elite areas of the country’s fabric of real estate,
such asin the Defence Housing Authority schemesin all large towns, and the sites and services schemes
of the Development Authorities and the Housing and Physical Planning or Housing and Urban Devel opment
Departments. The lands and properties situated in the DHA and defence forces housing schemes are the
preferred option for most local and overseas Pakistanis for a variety of reasons. The least of these are the
fast track transfer and titling system: with only anominal transfer fee. Interestingly enough the real estate
agents make more money than the state in any case. Their fee is 2% of the actual transaction price. The
stamp duty is paid on declared value as is the mutation fee. The declared value isin most instances a small
fraction of the transaction price. More interestingly, since the real estate agent receives his commission
in cash even thisis free from income tax.

In addition to better economic conditions, the diversification of banks' lending portfolios, whereby they
have ventured into housing finance has resulted in increased construction activity, so enhance demand for
land. People now prefer to get bank loans, purchase property, and pay monthly instalments to the bank
rather than paying monthly rents. In this way they become owners of the property in due course of time.

The levying of additional development charges by the Defence Housing Authority in certain phases of
Defence area, where the transaction were the highest will probably bring about some correction to the sky-
rocketing prices of recent months. The State Bank of Pakistan has restricted banks/DFls to not allowing
Housing Finance for the specific purpose of purchasing land/plot; rather such financing would be extended
for the genuine purchase of plot/land and subsequent construction schedule shown by the borrower.
However, these are only a drop in the ocean of reforms that are required to end speculative investment
into real estate.

One possible option is the re-introduction of capital gains tax and the need to produce evidence that the
money invested into the property is legal — evidenced by an income tax clearance certificate. Also, on the
supply side, the government should make more land available in al urban cities to reduce the price pressure
on existing plots. Even though the latter may open a new channel of corruption, its benefits for the less
well off in society would be that they could start to dream of becoming property owners owing to the
reduction in the real estate prices these actions would cause.

Finally, to kick-start the construction industry which is so critical to economic growth, it is essential that
land prices are at alevel which would make housing affordable.

A\»le&l/m, Mabow— ]



In recent years, there has been a growth in the
number of regional trade agreements. They seek to
reduce trade barriers between member countries,
so stimulate regional trade.

There are different objectives for countriesto form
aregional arrangement.

When countries become members of abloc, certain
benefits accrue. Theseinclude among others, creation
of larger markets which may assist in attracting
foreign direct investment; increased competition
amongst producers so allowing consumers to buy
products from the cheapest source and promoting
efficiency.

The formation of NAFTA has had a positive impact
on Mexico. It helped the country come out of the
crisis and record a growth in output, increase the
trade with NAFTA partners, raise the share of exports/
imports to GDP, increase the diversification
of exports and enhance inflow of foreign direct
investment.

Pakistan — SAARC intra trade has been around 4%,
while other regional blocs like the EU and NAFTA
have larger intra bloc trade.

South Asian Free Trade Agreement is expected to
strengthen intra-SAARC trade and economic
cooperation.

Improved Pakistan-India relations could enhance
trade in the SAARC region and result in economic
and other benefits for the people of the region.

Research has been done to study regional trading
arrangements in the WTO context. Often regional
trade agreements support the WTO's multil ateral
trading system.

A World Bank study has shown how expanding
opportunities for international trade can accelerate
the progress towards poverty reduction.

Global trade in textiles and clothing will face abig
challenge from January 1, 2005, when export quotas
will be eliminated.

End of the quota regime would increase competition
among the mgjor playersin the international market.

A WTO study has shown that Chinaand Indiawill
substantially increase their world market share in
textiles and clothing.

Major investment has been madein Pakistan’ stextile
industry, so to improve production quality and move
towards more value added exports.

The WTO system has certain Agreements:
Multilateral Agreement on Trade in Goods, General
Agreement on Trade in Services and Agreement on
Trade Related Aspects of Intellectual Property
Rights.

Pakistan has taken a number of key initiativesin
compliance with WTO Agreements.

Initiatives taken aim at strengthening technical
institutions capabilities in standard setting,
laws/amendments promulgated to provide
intellectual property protection, reduction of tariff
and non-tariff barriers, bringing improvement
in productivity and quality standard of local
industry etc.

Pakistan’s exports rose to over $12 billionin Fy 04,
while imports climbed to $15.5 billion.

Textiles, rice and leather manufactures were the
largest contributorstowards enhanced export earnings.

The trade deficit has deteriorated in thefirst quarter
of FY05.

Despite some volatility, the market failed to break
out of its narrow trading band during September
and October. The KSE-100 Index lost a net 14.5
points over the two monthsto close at 5332. A weak
September was followed by gainsin October as a
result of good corporate performance and high ail
prices buoying up the large cap oil stocks.



A major development in the trading realm has
been the growth of regional trading blocs. Most
countries — industrial and developing are
members of one of the many blocs, at times
they belong to more than one. For example
Mexico is a member of NAFTA, APEC Group
of Three and LAIA, Pakistan is a member of
SAARC and ECO, Bangladesh and India are
members of SAARC and of Bangkok
Agreement, Brunei, Indonesia, Malaysia are
members of ASEAN and EAEC, Singapore
and Thailand are members of ASEAN and EAEC.

The structure of regional trading arrangement
(RTA) varies greatly, but they have on thing in
common — reducing barriers to trade between
member countries. Recent years have seen a
growth in their numbers; by May 2003, over
265 RTAS had been notified to the GATT/WTO,
of which 138 were notified after January 1995
(the year WTO was created). Over 190 are
currently in force; another 60 are believed to
be operational although not yet notified
(although some no longer exist or they remain
insubstantial). Their numbers are expected to
rise to nearly 300 by the end of 2005. The
agreements include free trade agreements,
customs union, preferential agreements and
services agreements.!

Regional Trade Agreementsin the World
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Regional groups or trade blocs try to lower
trade barriers between them and stimulate
regional trade. Literature on trading blocs
mentions four different types of trade blocs:

§ Free Trade Areas
Countries belonging to the free trade area trade
freely amongst them but have individual trade
barrierswith countries outside the free trade area.
Examplesinclude NAFTA, APEC and COMESA.

§ CustomsUnion
There is some degree of unification of custom or
trade policies (definition given in footnote) e.q.
the European Union.

§ Common Market
It is acustoms union, which has in addition the
free movement of factors of production such as
labour and capital between the member countries
without restriction e.g. MERCOSUR.

§ Economic Union
It isacommon market, more deeply integrated.
Members may adopt common economic policies.

Many reasons have been put forward why
countries enter into a regional agreement.
Security has played an important objective. The
1951 treaty establishing the European Coal and
Steel Community out of which the EU grew
was written after a long conflict between
Germany and France and security was
paramount. Security also played an important
role in the creation of MERCOSUR in 1991.
Members, Argentina and Brazil had emerged
from a period of military governments, during
which considerable tensions had characterized
the bilateral relationships.

Similar motives are found in the creation of
ASEAN (to reduce tension between Indonesia
and Malaysia), APEC, and the Central American
Common Market (CACM). It isfelt that regions
that are economically highly integrated may
tend to havelessinternd conflict. But experience
has shown that this is not always true. Much
depends upon the economic characteristics of
the members of the region and upon the style
and design of the integration arrangement.

1A free trade agreement liberalizes trade among its members, while each member hasits own tariff policy towards the non-member
countries. A customs union liberalizes the intra-bloc trade and establishes a common tariff policy towards the non-members.
A preferentia agreement is an agreement for a developed country (or a group of developed countries) provides unilateral tariff
concessions to adeveloping country or group of developing countries to assist the later’ s economic development.



When countries band together in trade
negotiations, there is evidence to suggest that
it increases their bargaining power. The
formation of the original European Economic
Community in 1957 was the desire to increase
bargaining power relative to the United States.
The members of the EEC probably achieved
twin objectives — they accelerated United
States - Europe trade liberalisation in
manufactures; Europe is a net exporter of
manufactures to America and reciprocal
liberalisation improved European access to
American markets and they delayed trade
liberalisation in agriculture. This raised the
incomes of the European farmers.

Individual countries would have little regional
power, but when they work together, they do
raise the country’s visibility. The Caribbean
Community & Common Market (CARICOM),
an alliance of small Caribbean island statesis
an example of regional solidarity, where they
have succeeded in negotiating a whole range
of preferential market access arrangements with
Canada, the US and the EU.

Integration may help member governments
meet their domestic issues. For instance NAFTA
isnot only about regional trade, but thereis an
implicit agreement between Mexico and the
US that if the former maintains its policies it
would have access to the US market and would
have a more general claim on US assistance.
One motivation for the US government was
that it had a strong interest in encouraging
Mexican economic growth in order to curtail
Mexican emigration to the US.

There has been a change in the reasons behind
the formation of trading blocs. The newer
agreements are committed to increasing
international trade, are more outward looking,
compared to trading blocs set up earlier which
were based on amodel of import substitution
and regional agreements with high tariffs to
external trade. They have been created so that
member countries benefit from the theory of
comparative advantage, thereby speciaizing in
the production of those goods that have alower
opportunity cost of production than other
nations. As countries specialize in the production
of goods, it becomes necessary to trade with
countries that need these goods or that have
resources that are not available to that nation.

While regional trade groups can provide
members some political and economic benefits,
they hardly offer an alternate to a country’s
engagement with the global economy. Except
for a few like SAPTA, most of the blocs are
small in size, and as such regional self
sufficiency is not a reasonable option. While
rich countries can rely on their local economies
or of their neighbours to reap the benefits of a
large market, they still seek to expand external
trade to increase domestic prosperity.

When countries become members of aparticular
bloc, certain benefits accrue. These have
generally been categorised into:

Competition scale effects: These refer to the
benefits that arise from the possible increase
in foreign direct investment. As markets
integrate to create larger markets, trading blocs
may assist in attracting foreign direct investment.
For instance in the case of Mexico, foreign
direct investment more than doubled the year
after it joined NAFTA. Similarly, after the
European Union was formed, the EU’ s share of
worldwide inward foreign direct investment
flows increased from 28% to 33% during the
period from 1982 to 1993.

As trade blocs provide large markets, it also
alows for economies of scale. By alowing for
bulk production, economies of scale decrease
the average cost of production by making it
more efficient. Also trading blocs brings
producers in member countries into closer
contact, thereby increasing competition among
them. This promotes efficiency and prevents
monopolies from being formed.

Trade and location effects: As tariffs are
eliminated, imports from other member
countries will become cheaper, and demand
patterns could change. This allows consumers
to buy products from the cheapest source,
thereby ensuring that production is allocated
to those firms with a comparative advantage in
production.

There is evidence to suggest that some trading
blocs have helped in boosting member countries
trade and financial flows. An IMF Working
Paper ‘How has NAFTA affected the Mexican
Economy? Review and Evidence', has offered
an assessment of the impact of NAFTA on
growth and business cycle in Mexico.



NAFTA, an agreement between advanced
countries and a devel oping economy has created
the world’s largest free trade area in terms of
GDP and it is the second largest, in terms of
total trade volume after the European Union.
This agreement has helped generate significant
benefits to the Mexican economy. It has had a
favourable impact on exports and foreign direct
investment flows.

Before the introduction of NAFTA in 1994,
Mexico was facing serious macroeconomic
imbalances —awidening current account deficit,
problems in the financial sector, poor investor
confidence, exchange rate and inflation
uncertainty.

Several studies have shown that NAFTA helped
Mexico come out of itscrisis. Mexico recelved
preferential treatment from the US as it
maintained its reform program. The country
showed positive results. Inflation declined and
by 2003, Mexico enjoyed the lowest and most
stableinflation rates. There was astrong growth
in real output, significant opening of the
economy in terms of rising shares of
imports/exports to GDP. Most significant was
the increase in trade with NAFTA partners.
Mexico's exports to the US and Canada has
more than doubled. It rose from 25% of its GDP
in 1993 to 51% in 2000. Approximately 90%
of total exports of Mexico went to the partner
countriesin 2002, whileimports from the partner
countries constituted more than 65% of total
imports.

The pace of export diversification increased
after theinception of NAFTA, as Mexico started
exporting more of manufactured goods. The
average manufacturing share increased to more
than 80% during the post-NAFTA period
1994-2002 from around 37% in the pre-NAFTA
period (1980-1993). As a result, Mexico’s
export and import base has become one of the
most diversified among emerging market
economies. Mexico’s exports to the US and
Canada tripled in dollar terms between 1993
and 2002. Mexico’ strade with NAFTA partners
still accounted for around 40% of its GDP
in 2002.

Intra-industry trade (defined as trade in similar
but differentiated products) has picked up
between Mexico and itsNAFTA partners. OECD
figures show that the share of intra-industry
trade in Mexico's manufacturing sector
rose from 62.5% in 1988-91 to 73.4% in the

period 1996-2000. The trade bloc has also
resulted in a substantial increasein the variety
of products traded between Mexico and its
partners.

Foreign direct investment flows between
Mexico and its partners strengthened after
NAFTA. The agreement had certain provisions,
which improved the relative standing of
investors from the partner countriesin Mexico
and also expanded the sectors in which they
could operate. FDI flowsto Mexico rose from
$12 billion over 1991-93 to roughly $54 hillion
in the 2000-02 period, mainly on account of
inflows from Mexico’s NAFTA partners.
Research has shown that Mexico’ s participation
in NAFTA led to roughly 70% increase in FDI
flows. Foreign multinationals increased their
investment in Mexico in response to NAFTA as
well as to the relaxation of various barriers
on FDI flows since the mid 1980s.

The paper has further shown that regional trade
agreements like NAFTA have a positive impact
on economic growth in member countries.
Mexico’'s growth performance has been better
than it was before the agreement. GDP rose
from an annual average of 2% in 1980-93 to
an annua average of roughly 4% in 1996-2002.
Mexico’s performance has been better than
several other emerging market economies,
particularly after the 1995 criss. Average growth
rate of investment has been particularly
impressive, asit rose amost eightfold during
the period 1996-2002. Also to show an
improvement has been the contribution of
exports and investment to GDP.

There have been periods of crisis for member
countries like the stock market crash inthe US
in 2000, the mgjor financia crisisin the mid
1990s in Mexico, but with the implementation
of sound domestic economic policies it ahs
helped in boosting Mexican growth. NAFTA
has been instrumental in improving
macroeconomic as well asingtitutiona policies
in Mexico.

Pakistan is amember of two regiona blocs —
SAARC and the ECO. Since inception, SAARC
intra-trade has remained low, so isthe case with
ECO. These two blocs have not been able to
effectively promote intra-trade and investment
in the region. While SAARC intra-trade has
been around 3-4% only, other blocs like the
EU and NAFTA have a 60% and 56% intra
regional trade.



Selected Regional Trade Blocs

M erchandise Exports within Bloc

1970 1980 1990 1995 1997 1998 1999 2000 2001 2002
High-income and low-and
middle-income economies

APEC* 57.8 57.9 68.3 71.8 71.6 69.7 71.8 73.1 72.6 &3
European Union 59.5 60.8 65.9 62.4 55.4 56.8 62.9 61.6 60.8 60.6
NAFTA 36.0 33.6 41.4 46.2 49.1 51.7 54.6 55.7 55.5 56.7
Latin America and the Caribbean
Andean Group 1.8 3.8 4.1 12.0 10.8 12.8 8.8 7.9 10.3 9.5
LAIA 9.9 13.7 10.8 17.1 17.0 16.7 12.7 12.8 12.8 11.1
MERCOSUR 9.4 11.6 8.9 20.3 24.8 25.0 20.6 20.8 17.2 11.6
Africa
CEMAC 4.8 1.6 2.3 2.1 2.0 2.3 1.7 1.0 1.3 15
COMESA 8.7 6.0 6.3 7.0 7.1 7.7 7.4 5.7 7.0 6.4
ECCAS 9.6 1.4 1.4 15 15 1.8 1.3 1.1 1.3 1.3
ECOWAS 29 10.1 7.9 9.0 8.6 10.7 10.4 9.5 9.6 10.6
SADC 8.0 2.0 4.8 8.7 10.4 10.4 11.9 11.9 10.2 9.3
UEMOA 6.5 9.6 13.0 10.3 11.8 11.0 13.1 13.1 14.3 12.3
Middle East and Asia
Arab Common Market 2.2 24 2.7 6.7 4.1 4.8 3.3 3.0 45 4.8
ASEAN 22.9 18.7 19.8 25.4 24.9 21.9 22.4 23.9 23.3 23.7
EAEC 28.9 35.6 39.7 47.9 47.8 42.0 43.8 46.6 46.6 48.2
ECO 15 73.2 3.2 7.9 7.5 6.8 5.8 5.6 515 5.9
SAARC 3.2 4.8 3.2 4.4 4.2 4.8 4.0 4.1 4.3 4.2
UMA 1.4 0.3 2.9 3.8 2.7 3.3 2.5 2.3 2.6 2.7

Total Merchandise Exports by Bloc
1970 1980 1990 1995 1997 1998 1999 2000 2001 2002

High-income and low-and
middle-income economies

APEC* 36.0 33.7 39.0 46.3 47.3 46.1 46.6 48.6 46.5 46.0
European Union 45.6 41.0 44.0 39.7 37.9 39.9 39.2 35.9 37.4 37.9
NAFTA 21.7 16.6 16.2 16.8 18.3 18.7 18.8 19.1 18.8 17.2
Latin America and the Caribbean
Andean Group 1.9 1.7 0.9 0.8 0.9 0.8 0.8 1.0 0.9 0.8
LAIA 4.5 4.4 34 4.1 4.8 4.8 4.8 5.2 5.2 5.0
MERCOSUR 1.7 1.6 14 14 15 15 1.3 1.3 1.4 1.4
Africa
CEMAC 0.2 0.3 0.2 0.1 0.1 0.1 0.1 0.2 0.2 0.1
COMESA 1.6 0.6 0.4 0.4 0.4 0.3 0.3 0.4 0.4 0.4
ECCAS 0.6 0.3 0.3 0.2 0.3 0.2 0.2 0.3 0.3 0.3
ECOWAS 11 0.4 0.6 0.4 0.5 0.4 0.4 0.5 0.5 0.4
SADC 2.2 1.6 1.0 0.8 0.8 0.7 0.6 0.6 0.7 0.7
UEMOA 0.3 0.3 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Middle East and Asia
Arab Common Market 1.6 1.5 1.0 0.4 0.5 0.4 0.5 0.7 0.6 0.6
ASEAN 2.0 3.7 4.1 6.1 6.6 5.8 5.6 6.9 6.0 6.3
EAEC 11.3 15.1 20.9 26.1 25.4 24.2 24.7 26.1 24.4 25.2
ECO 15 1.2 11 1.2 1.2 11 1.2 1.3 1.3 1.3
SAARC 11 0.7 0.8 0.9 0.9 0.9 1.0 1.0 1.1 1.1
UMA 15 2.3 1.0 0.6 0.6 0.5 0.6 0.8 0.7 0.7

Source: World Development Indicators — 2004

*  No preferential trade agreement. The World Bank

Asia Pacific Economic Cooperation (APEC), North American Free Trade Area (NAFTA),

Latin American Integration Association (LAIA), Southern Cone Common Market (MERCOSUR),

Economic and Monetary Community of Central Africa(CEMAC), Common Market for Eastern and Southern Africa(COMESA), Economic
Community of Central African States (ECCAS), Economic Community of West African States (ECOWAS), Southern African Development
Community (SADC), West African Economic and Monetary Union (UEMOA), Association of South-East Asian Nations (ASEAN), East
Asian Economic Caucus (EAEC), Economic Cooperation Organization (ECO), South Asian Association for Regional Cooperation (SAARC),
Arab Maghreb Union (UMA).

e Merchandise exportswithin bloc are the sum of merchandise exports by members of atrade bloc to other members of the bloc.
* Total merchandise exportsby bloc as a share of world exports are the ratio of the bloc’ s total merchandise exports (within the bloc
and to the rest of the world) to total merchandise exports by all economiesin the world.



Also SAARC trade with the industrialised world has been rising, especially with the European Union,

America and Japan
market.

Direction of Trade of South Asian Countries

. Europe is South Asian countries most important trading partner and a major export

(*0)

Industrialised
Countries Countries USA EU Japan
1991 [ 1999 1991 | 1999 1991 | 1999 1991 | 1999

Exports:

Bangladesh 75.8 75.6 26.6 31.2 41.3 40.3 3.1 1.6

India 57.7 56.6 16.3 22.2 28.3 25.1 9.3 52

Maldives 63.0 76.5 22.2 17.0 37.0 36.6 3.7 1.3

Nepal 88.3 59.8 23.7 30.8 58.0 24.6 0.8 0.9

Pakistan 56.0 60.3 11.4 22.9 324 29.2 8.0 3.6

Sri Lanka 65.5 76.4 28.1 39.9 28.4 29.3 51 3.6
Imports.

Bangladesh 36.5 215 Sl 58 14.3 10.1 9.0 6.7

India 52.1 45.8 9.7 9.0 29.9 26.6 7.0 5.9

Maldives 16.0 56.2 0.6 1.1 9.9 51.1 4.3 1.3

Nepal 44.0 10.6 1.4 1.6 12.2 5.1 21.6 1.9

Pakistan 58.4 40.0 11.2 6.4 27.0 17.3 14.8 7.7

Sri Lanka 36.9 36.6 5.7 2.8 15.7 21.9 11.7 7.2

Early this year, the SAARC countries signed
the South Asian Free Trade Agreement
(SAFTA), to strengthen intra SAARC economic
cooperation and maximize the realization of
theregion’ s potential for trade and devel opment
for the benefit of their people. Among others,
it seeks to reduce trade barriers w.e.f. January
1, 2006 when member countries would be
reducing their import duties on al goods, with
the objectiveto bring it down to zero. It would
also identify non-tariff barriers and other
restrictive barriers. South Asian region hasthe
largest concentration of population and has a
large potential market, which offers
opportunities for growth. This has not been
fully exploited to benefit the people of
the region.

Thaw in the strained relations between India
and Pakistan have brightened the possibility of
increased regional trade. Earlier, despite many
attempts to enhance regional trade, progress
has not been effective because of political
problems between the two large members
of SAARC.

Pakistan's exportsto Indiain the last four years
has been less than one per cent of the total,
resulting in a negative trade balance. The share
of Pakistan's exports in India's total imports
has been a negligible 0.124%. Similarly share

Source: Globalization and Trade between Trading Blocs —
A Study of SAARC and EU with Special reference to India

of Pakistan's imports in India s total exports
has been 0.33%.

In 2001-02, India exported only $186 million
worth of goodsto Pakistan, out of $44.45 billion
of total exports. Pakistan's exportstotaled $9.20
billion, but only $49.37 million went to India.
The two countries have not always had such
weak trade. Before partition and immediately
after independence, India was Pakistan's most
important trading partner. The strained
relationship between the two countries has
impacted economic integration in the South
Asian region asawhole.

Pakistan does not extend normal GATT/WTO
rights or the Most Favoured Nation (MFN)
principleto India, but maintainsa"positive list"
of 600 goods that may be legally imported from
India. Indiain principle granted MFN treatment
to Pakistan in 1995-1996 and has no list of
permitted or forbidden products, but the meager
imports from Pakistan suggest that India has
found ways of imposing ade facto ban on most
imports from Pakistan. Informal trade between
the two countries is much larger, estimated at
$1 to 2 billion annually, involving such goods
as chemicals, medicines, videotapes, cosmetics,
and viscose fiber. These goods find their way
either through third markets, such as Dubai and
Singapore, or through smuggling.



Box Pakistan — India

Who Stands to Gain

Wewould like to share with our readersthe views of the Federation
Pakistan Chambers of Commerce and Industry on the benefits
of trade between the two major players of SAARC.

Energy Sector

The greatest economic benefit of trade relations between India
and Pakistan would occur in the sphere of energy cooperation.
Indiais one of the most rapidly growing energy marketsin the
world and will be able to absorb new sources of supply as they
materialize in the region. Pakistan's potential role in fulfilling
this need is not as a supplier but as a potential transit route for
energy from Iran and Centra Asia. Thiswould require construction
of one or more new pipelines, amajor capital investment that
makes sense only if the political stability and economic feasibility
of the project can be counted on.

The economicslooksvery promising. A project proposal submitted
by Iran this past January to both countries estimated that Pakistan
would gain between $600 to $800 million per year in transit fees.
It would also be able to use the pipeline to fulfil its own energy
needs. Indiawould benefit from diversified sources of pipeline
gas and lower dependence on more expensive liquid natural gas
(LNG). Even with LNG prices dropping, industry sources believe
that there would be a significant cost advantage, especialy to a
pipeline from Iran.

The big drawback, which has thus far prevented any serious
discussion of a pipeline project, is India's reluctance to make
itself dependent on Pakistan for a strategically important
commodity. If India and Pakistan were interested in moving
ahead, however, it should be possible to structure an agreement
so as to include a third party and make specia provision for
political risk. Energy cooperation between India and Pakistan
would have a stabilizing effect on the region as awhole.

South Asian Association for Regional Cooperation, could provide
a useful framework for discussions on non-energy trade. The
SAARC member countries have already agreed to establish a
South Asia Preferential Trade Agreement (SAPTA), with aview
toward eventually moving toward afree trade agreement (SAFTA).
The SAPTA agreement does not prescribe which goods are to be
subject to tariff reductions for member countries; implementation
has been through bilateral agreements. India has signed agreements
with Bangladesh and Sri Lanka. These agreements initially
covered primary goods that were not traded to any significant
extent, but have gradually been expanded to include a more
meaningful product list.

Economic Benefits
The economic benefits of goods traded are more diffuse than for

energy. One estimate of the impact of complete free trade within
the South Asian region puts the total at $14 billion. In the short

term, a more readlistic benchmark isthe $1 to $2 billion that now
moves through other channels. India-Pakistan trade will be doing
well if it can exceed these levels.

Legalizing trade that now moves through third markets would
cut transport costs and transit time for goods, resulting in lower
pricesfor the consumers. Bringing smuggling into officia channels
would provide amuch needed revenue stream to both governments.
Because Pakistan would probably still import more than India,
its government finances would benefit more from this change.

Expanded trade is likely to be in India's favor in dollar terms.
Because the current level is so low, trade liberalization is unlikely
to have much macroeconomic impact in either country. The
impact on Pakistan is likely to be greater in relative terms, but
the political sensitivity will also be higher.

Some of Pakistan's traditional exports of small manufacturers
(such as sports goods and surgical instruments) may be well
placed to take advantage of a new market opening up.

One potential area of mutual advantage isinformation technology.
There is considerable interest in Pakistan in moving into IT. A
fledgling Pakistani industry is unlikely to provide serious
competition to the enormous Indian industry, but there could be
some mutually beneficial business-to-business links that could
be cultivated if the political context became more favorable to
mutual trade. Since thisindustry does not depend on the movement
of goods, it may have an easier time moving ahead than some
other industries.

Beyond these trade-specific benefits, increased trade between
the two countries could strengthen the outward orientation of
both countries' market policies. Here too, Pakistan, with the
smaller economy and more fragile external links, could especially
stand to gain. Trade opening is one of the things that investors
in both markets are looking for; again, Pakistan's more difficult
economic circumstances mean that it would stand to gain the
most. Arguably, however, the greatest dividend of India-Pakistan
trade would lie in growing business on both sides of the
border, thereby giving people a stake in the other country.

Looking Ahead: Getting Past the Palitical Barriers:

Itiseasy tolist the benefits of expanded India-Pakistan economic
relations, but much more difficult to develop a road map for
getting there. Ultimately, trade is unlikely to be the lead issue in
this complex relationship. Both sides are accustomed to their
current economic isolation from one another. Once the two
countries' leaders decide to start a political dialogue, expanding
trade could become a useful adjunct to the political process,
instead of being hamstrung by it. Thereis great need to open up
Lahore —Wagha and Khokhrapar land routes to boost
bilateral trade.
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Most WTO members belong to aregional trade
agreement. The main exceptions (by July 2003)
are Macau China, Mongoliaand Chinese Taipel.

The number of RTAs has spread rapidly in the
1990s, stretched across countries at different
levels of economic development. A major
feature of modern RTAs is their extensive
product coverage than in earlier agreements.
Also many go beyond the traditional tariff-
cutting exercises. They may now cover Services,
investment, intellectual property, technical
barriersto trade, dispute settlement and so on.

Research has been doneto study regional trading
arrangements in the WTO context. WTO
Regiona Trade Agreements: Rules state, “\When
aWTO member entersinto aregiona integration
arrangement, it departs from the guiding
principles of non-discrimination defined in
Article 1 of GATT, Article Il of GATS and
elsawhere”. The WTO members are however,
permitted to enter into such arrangements under
specific conditions which are spelled out in
three sets of rules: -

§ Paragraphs4to 10 of Article XXIV of GATT (as
clarifiedin the Understanding on the Interpretation
of Article XX1V of the GATT 1994) provide for
t he formation and operation of customs unions
and free-trade areas covering trade in goods;

§ The so-called Enabling Clause (i.e., the 1979
Decision on Differential and More Favourable
Treatment, Reciprocity and Fuller Participation
of Developing Countries) refers to preferential
trade arrangements in trade in goods between
developing country Members; and

§ Article V of GATS governs the conclusion of
RTAs in the area of trade in services, for both
developed and devel oping countries.

The WTO in a note, Understanding the WTO
Regionalism: friends or rivals has briefly
discussed the issue. Often regional trade
arrangements support the WTO's multilateral
trading system. Regional agreements have
alowed groups of countries to negotiate rules
and commitments that go beyond what was
possible at the time multilaterally. In turn, some
of these rules have paved the way for agreement
inthe WTO.

Services, intellectual property, environmental
standards were some of the issues raised in
regional negotiations and later developed into
agreements or topics of discussion in the WTO.

The WTO agreements recognize that regional
arrangements and closer economic integration
can benefit countries. It also recognizes that
under some circumstances regional tradin
arrangements could hurt the trade interest o
other countries. Normally, setting up a customs
union or freetrade areawould violatetheWTO's
principle of equal treatment for all trading
partners (most-favoured-nation). But GATT's
Article 24 allows regional trading arrangements
to be set up as a special exception, provided
certain strict criteria are met.

In particular, the arrangements should hel p trade
flow more freely among the countries in the
group without barriers being raised on trade
with the outside world. In other words, regiona
integration should complement the multilateral
trading system and not threaten it.

Similarly, Article 5 of the GATS provides for
€conomic integration agreements in services.
Other provisionsin the WTO agreements allow
developing countries to enter into regional or
global agreements that include the reduction or
elimination of tariffs and non-tariff barriers on
trade among themselves.

A paper, “Regiona Trade Agreements and the
WTO” by Jo-Ann Crawford and Sam Laird has
discussed this issue. They have come to the
conclusion that the background of unilateral
reforms and increased membership of the
strengthened multilateral system should mean
that the recent strong trend towards regionaism
is somewhat |ess dangerous to third countries
and to the multilateral system than earlier
experiences. This conclusion is reinforced by
the nature of the new agreements, which have
wider coverage of products and instruments
than earlier agreements, enhancing the degree
of integration.

Literature on the issue has shown that there is
no simple answer to whether regionalism
encourages or discourages the evol ution towards
globally freer trade. Similarly, there is no
unanimous view on whether the emerging mega-
blocs of RTAs will facilitate or frustrate the
making of multilateral agreements. It has been
shown that the emerging mega-blocs ignore,
for the most part, the least-devel oped countries,
particularly those in sub-sahara Africa and
South Asia.

The ﬁaper has tried to find an answer as to

whether RTAs harm third countries and weaken
the MFN principle. As RTAs are discriminatory,
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itisnot surprising that trade within such blocs
isgeneraly growing faster than trade from non-
member. On the other hand, trade with non-
members ISac?I’OWI ng at about the same rate
as world trade in general, and in some of the
smaller, more dynamic RTAS, trade with non-
membersis growing faster than world trade. It
is argued In the literature that more
comprehensive coverage inclines countries to
take a more positive view of general
liberalisation.

There can be little doubt that the main economic
advantages to participants in regional trade
igreements would be even greater if the
liberalisation were carried out on a wider
multilateral scale. RTAs are a second best
solution.

A World Bank publication ‘ Global Monitoring
Report 2004’, has in one of its chapters
discussed, how 2(J)and|ng opportunities for
international trade can spur growth and
accel erate progress towards poverty reduction

and the other Millennium Development Goals.
Goal 8 — Develop a Global Partnership for
Development, would require among others,
non-discriminatory trading and financial system,
tariff and quota free access for exports of the
least devel oPed countries. Thiswould require
increased efforts by the developed countries to
open up market access for goods and services
produced in developing countries. This is
particularly the casein agriculture, textiles and
clothing, and labour intensive services— sectors
where developing countries typically have a
comparative advantage.

The majority of the world’s poor live in
countries such as China, India, Pakistan and
Indonesiathat are not likely to be part of regional
trade agreements with the major developed
countries. Also, RTAs are unlikely to achieve
significant progressin areas such as agriculture
that matters most to the poor. It is important
that RTAs minimize discrimination against non-
members and not divert attention away from
the multilateral WTO process.
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Countries around the world are preparing for
the changes that will come in January 2005
with the implementation of the various
agreements of the World Trade Organization.
There are many aspectsto this but we shall be
restricting our paper to theimpact of dismantling
of quotas on the textile and clothing sector in
various countries.

The $350 billion global trade in textiles and
clothing faces a big challenge from January 1,
when export quotas will be lifted and the textile
and clothing sector will become subject to the
general rules of the General Agreement on
Tariffsand Trade. For nearly two decades (1974-
95) they were governed by the MultiFibre
Agreement (MFA), followed by the Agreement
on Textiles& Clothing (ATC), which cameinto
force with the establishment of the WTO in
1995. It was considered as a transitory phase
between the MFA and the full integration of
textiles and clothing into the multilatera trading
system. It was agreed to take placein four steps
over a 10-year period.

After the WTO was formed in 1995, the
devel oped countries led by the US, and the EU
demanded increased protection of their
intellectual property rights and a deregulation
in the trade of services with the developing
world. In order to accept this, developing
countriesing sted that the MFA system of quotas
be dismantled and they be given the ability to
freely export their textile and apparel products
to the US, Europe and Canada. An agreement
emerged in 1995 — Agreement of Textiles &
Clothing.

End of the quota regime would allow free
competition in the international trade of
garments and clothing. Some developing
countries would gain, mainly those who have
the export potential but are restricted because
of quota restrictions, while others, to whom
guotas provided protection against their low
competitive ability would face tough
competition and may not be able to take
advantage of the new trade regime. Quotas had
guaranteed market access to many developing
nations and secured employment for their
people. Thiswould no longer exist.

Notable Asian textile producers like China,
Vietnam, India, Bangladesh, Sri Lanka,
Pakistan, Thailand, Malaysia and Indonesia
would be competing with each other for ahigher
share in textile and clothing exports. A paper
titled, “ The Globd Textile and Clothing Industry
post the Agreement on Textiles and Clothing”
WTO, showsthat Chinawasthe world’ s largest
exporter both of textiles and clothing in 1995
as well as in 2002. Its world market share
increased from 22.5% to 30% over this period
in the clothing sector and from 16% to 22% in
the textile sector.

Of thetotal imports of textilesto the US, during
1995-2002, China's market share has been
fairly stable, while Mexico’s market share has
shown asharp increase, probably reflecting the
impact of NAFTA. Pakistan's share has risen,
while higher income Asian suppliers such as
Chinese Taipel and Hong Kong have seen fdls.

Of thetotal clothing imported in the US, China
has a 16% share, Mexico has raised its market
share sharply (from 7% in 1995 to 12% in
2002), while shares of Bangladesh, Indonesia
and India have remained stable. Sri Lanka has
entered the market and there has been anotable
growth in its share.

Looking at the EU market, imports of textiles
grew by about 3% between 1995-2002. There
has been a substantial shift from intra EU trade
to imports from lower cost external suppliers.
Turkey’s market share has risen following the
EU-Turkey customs union. Switzerland is no
longer inthelist of 10 largest exporters, while
Bangladesh has now been added to thelist and
gained a significant market share.

The WTO study has shown how the market
shares will changein both, the EU and the US
after quota elimination. China and India are
expected to account for the mgjor share of world
trade in textiles and clothing, while smaller
exporters like Bangladesh and Sir Lanka will
asoincreasetheir market shares, astheir exports
of textiles increases. Countries losing market
shares are African countries that have had
preferential access to the market before the
phasing out of
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quotas and Latin American countries. Turkey
and Eastern Europe are also in danger of losing
market shares in the clothing sector in EU
compared to 2002.

Chinaand India are expected to dominate the
production of textiles and apparel. China will
increase its share of clothing imports into the
US from 16% to 50%, while India s share will
rise from 4% to 15%. In Europe both these
countries are forecast to control 38% of the
clothing market after the quotas end. While
these two countries are expected to dominate
thetextile and apparel industries, other countries
are also working towards the new era and are
likely to remain important exporters to the US
and EU.

As the decades old system of export quotasis
scrapped, the ensuing competition should slash
prices for consumers, but for those countries
that have used the guaranteed access that quotas
provided to build garment industries there could
be problems.

In southeast Asia, garments are the country’s
biggest earner. The IMF forecasts that the
abolition of quotas could reduce its economic
growth to below 2% from above 5% in recent
years. In Bangladesh 3500 garment factories
employ 1.8 million workers, more than 80% of
them women, while in Cambodia the garment
sector employs 300,000 workers, mostly young
women. India, which employs 35 million textile
workers, expectsto gain from the end of quotas,
while Chinawill grab half of all US clothing
imports. Pakistan is expected to gain, given its
cotton production and quality of its garments.

Textile industry of Pakistan remains the largest
contributor to the GDP, exports and
employment. Major investment of over $3
billion has taken place in expanding existing
capacities, in higher value added exports and
towards product diversification. A programme

called Textile Vision — 2005 was launched to
attract more investment in the sector and
diversify its products. Thisinvestment activity
has resulted in a growth of exportsto over $12
billion in the last fiscal year.

The industry is adopting new technology, and
has invested over $3 billion in BMR for
improving production quality and moving
towards more value addition. It imported $585
million worth of machinery in FY 04 and $532
million in FY03. The Budget 2004-05 has
reduced customs duty on all types of plants,
machinery and equipment not locally
manufactured to 5%. In addition there will be
no sales tax and withholding tax. This should
help the balancing, modernization and
replacement programme of the textile industry.
The industry is aso installing shuttle less and
air jet looms and increasing its spinning capacity.
It isfocusing on cleaner cotton programme, for
even though it is amongst the major cotton
growing countries, it has not been able to
produce cotton, which can be graded in the
A-index. The ginning sector continues to be
weak. Further the industry is making efforts
for greater market access, so to improve its
trade volumes. If regional trade picks up, there
is market of nearly three billion people and the
textile industry could be benefit.

Pakistan’ s textile and clothing sector accounts
for 64% of the country’ stotal export earnings.
Once quota restrictions are lifted market
access/share would depend on the level of
capacity expansion achieved, up-gradation of
technology and the economies of scale created
to became more cost competitive. Pakistan will
have to move up the value chain and shift its
focus towards value added products and build
capacities capable of timely delivery of
significant volumes at competitive prices.
Quality and environmental standards will have
to belooked into, if the domestic textile industry
is to adjust with the requirement and new
demand in the post quota era.
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The WTO system as it has emerged from the
Uruguay Round consists of certain substantive
Agreements: Multilateral Agreement on Trade
in Goods including the General Agreement on
Tariffsand Trade and its associate Agreements,
General Agreement on Trade in Services
(GATS); and Agreement on Trade Related
Aspects of Intellectua Property Rights (TRIPS).

It is expected that under UR agreement, market
forces would result in domestic pricesrising to
world prices, which would stimulate domestic
production. Tariffsin developed countries were
reduced by 36% on fruits and vegetables, and
48% for such non-traditional products as
flowers, providing Pakistan improved export
opportunities.

The results on rice and wheat could have mixed
effects. The agreement to reduce subsidies on
rice and wheat maintained by developed
countries could result in increased market
access. The reduction on subsidies and resulting
price increase would mean that total expenses
of Pakistan for wheat imports, in wheat deficit
years, will rise.

To meet the requirements of WTO Agreements
on Technical Barriers of Trade (TBT) and
Sanitary and Phytosanitary Standards (SPS),
Pakistan has taken a number of key initiatives
aimed at strengthening technical institutions
capabilities in standard setting, compliance.

In Pakistan, 1SO 9000 amd 1SO 14000 certification
isrising and reportedly now well over 3,000
companies are 1S0-9000 certified. As for 1SO
14,000 certifications, out of a total of 103
countries, Pakistan ranks 56th with only ten
1SO 14001 certified firms (out of 35,523 firms
in the world) while India is 19th. All these
companies are certified by foreign based bodies.
Against this backdrop, Pakistan National
Accreditation Council (PNAC) was set up in
1998 in Ministry of Science & Technology and
in 1999, under ADB-assisted Trade Export
Promotion & Industry Program (TEPI) Project,
it launched the accrediation services for

* Vice President & Incharge WTO Resource Centre,
Federation of Pakistan Chambers of Commerce & Industry

Engr. M. A. Jabbar*

SO 9000/1SO 14000 certification bodies and
|aboratories.

According to Pakistan Country Report on Trade
and Sustainable Development prepared by
Sustainable Development Policy Institute
(SDPI), in October 2002, the TBT and SPS
agreements present both an opportunity and a
constraint. The two agreements seek to increase
market access for the exports of its member
countries. However, the prerequisite is that they
abide by the gtrict rulesthe WTO has formulated
for the development of mandatory technical
regulations, voluntary standards and conformity
assessment procedures. This is where
developing countries like Pakistan come
up short.

They do not possess the institutional and
technical capacity to develop, advocate and
formalize such standardsin WTO fora, nor the
conformity assessment and accreditation bodies
to certify that domestic industries are complying
with international standards. While the WTO,
in principle, offers technical assistance to
developing countries to develop these
capabilities, the concern expressed by various
stakeholders suggest that Pakistan has not tapped
into these opportunities.

One of the principal objectives of Pakistan
during the UR was not only to achieve
elimination of Multifibre Arrangement (MFA)
but also the full integration of the textiles and
clothing into the GATT in order to secure greater
access to international markets.

A number of studies have evauated the welfare
effects for developing countries of MFA
elimination. According to a study which
examines the impact of removal of non-tariff
barriers, tariff reductions and elimination of
MFA, South Asia's output of textiles could
increase by 12% and exports by 26%. In
clothings, output could increase by 91% and
export by 254%. The gains are large because
these countries are considered amongst the
lowest cost producers most severely constrained
by the MFA.

Our exports would, in 2005 face severe

competition from other major suppliers like
China, Hong Kong, Thailand, Bangladesh
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etc. Potentia growth of Pakistan's exports will
depend on the ability of producersto improve
the quality of their exports, bring improvements
in productivity and restructuring of the domestic
industry. However, the pressure is mounting
on textile industry from foreign buyers for
compliance with socid, labour, health, hygienic
and environment standards. This needs to be
addressed on top priority basis.

Pakistan is committed to bind about 33% of its
tariff lines. Approximately 81% of Pakistan's
agricultural import tariffs (HS Chapter 1-24)
are bound, most at ceiling rate of 100%. Tariffs
on tea, wheat, maize and sugar are bound at
ceiling rate of 150%. For industrial products
(HS Chapter 25-97) Pakistan bound 25% of its
tariff, most at ceiling rates of 40% or 50%. For
these products, tariff reductions were to take
place in five equal instalments beginning in
July 1995. For anumber of productslike leather
items, travel goods, wood products, some
textiles and certain equipment, tariffs will be
bound at ceiling rates of 22% to 30%. Tariff
reduction on textiles and clothing are scheduled
in 10 equal instalments.

As for non-tariff barriers (NTBs), Pakistan is
committed to abolish import licensing for most
goods, permitting foreign companies to export
goods. The government has also promised to
convert remaining NTBs into tariffs, reduce
maximum and raise minimum tariffs,
incorporate various ad hoc import taxes into
customs duties, and reduce numerous duty
exemptions and concessions.

Pakistan participated in the GATS negotiations,
but did not undertake extensive commitments.
However, Pakistan signed the second protocol
to the GATS which pertainsto financial services,
which apply to insurance, banking and other
financial services. Pakistan also provided offers
in the negotiations on Basic Telecommunication
which were completed on February 15, 1997.

Pakistan’s schedule of specific-commitments
consists of both horizontal and sector-specific
commitments. The sector-specific commitments
cover 47 activities within the business,
communications, construction/engineering,
health, financial and tourism/travel services.

Pakistan also submitted two Lists of MFN
Exemptions, onerelating to telecommunications
on April 11, 1997, and the second relating to
banking and other financial services on
February 26, 1998. Under Article Il of the
GATS, Pakistan maintains MFN exemptionsfor
four financial services/activitieswith aview to
presenting reciprocal requirements, Islamic
financing transactions, and joint ventures among
ECO countries. Pakistan also maintains
exemptions in two identical communication
services in favour of countries/operators
signatories of bilateral agreements on rates with
the PTCL.

It may be mentioned that the maintenance of
Article Il exemption is not unusual: it is
understood that 79 member countries maintained
390 MFN exemptions. However, such
exemptions should not exceed a period of ten
years (beginning from 1995). In any event, they
shall be subject to negotiation in subsequent
trade liberalization.

Asamember of the WTO, Pakistan iscommitted
to fulfilling TRIPs obligations. Copyrights
piracy is considered very high, affecting
imported computer software, film videos and
textile designs. Pakistan like other developing
countries was given deadline of 1-1-2000 (i.e.
five year period) to bring into conformity with
WTO commitment its copyright laws etc.
Pakistan is not yet fully ready to implement its
commitment.

In Pakistan, five laws/amendments have been
promulgated, to provide intellectual property
protection under TRIPS standards.

Patents Ordinance, 2002

Trademarks Ordinance, 2001

Copyrights Amendments Ordinance, 2000
Industrial Designs Ordinance, 2000
Registration of Layout designs of integrated
Circuits Ordinance, 2000

gagrwONE

In developed economies, intellectua property
laws are regulated under a single umbrella
organization to reduce the regulatory
impediments that discourage entrepreneursfrom
compliance with regulations. In Pakistan, all
three areas (copyrights, trademarks, patents) are
managed separately by different federal
minigtries, i.e. Ministry of Education (copyrights),
Ministry of Commerce (Trade Marks) and
Ministry of Industries & Production (Patents).
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To improve the administrative and enforcement
scenario, the government of Pakistan has
approved establishment of an umbrella
organization called ‘Pakistan International
Intellectual Property Rights Organization’ and,
as per Trade Policy 2003-04, “necessary
legislation will come soon so that PIPRO can
start functioning”. Thisorganizationisintended
to fill the much-needed gapsin the areas of IPR
policy articulation, legal and enforcement issues,
research and development, up-gradation of
outdated systems and procedures, coordination,
human resources devel opment, etc.

Under the TRIMs Agreement, WTO members
agreed not to apply any TRIM inconsistent with
GATT Article 11l (National Treatment) and
Article X1 (quantitative restrictions) subject to
the exceptions permitted under GATT 1994.

Pekistan is committed to phase out the “ deletion
programmes.” Pakistan has deletion programme
for automobiles, electronics, electrical products
and engineering items, which were to be phased
out within five years of the entry into force of
agreement. However, transition period could
be extended, on the request of individual
developing/LDC countriesif there are difficulties
in eliminating TRIMs. In July 2001, Pakistan
alongwith six other developing countries
received extension of the transition period
through the end of 2001 and in November 2001
further extensions were granted for period upto
end-2003. Thus, instead of the extension of
seven years demanded by Pakistan, WTO
Council of Trade and Goods (CTG) has granted
only atwo year extension up to December 2003
for the implementation of the deletion program.
Reportedly consideration of one further request
for extension of the transition period is pending.

There is prima facie evidence that cases of
imposition of Anti Dumping Duties (ADDs)
against different sub-sectors of the textile
industry have been registered in order to protect
jobs of textile Industries of developed countries.
This is seriously impacting on Pakistan’'s
economy. Even in cases where investigations
do not lead to eventua imposition of definitive
ADDs, trade is disrupted in the interim period

and valuable customers are lost. Given the
backdrop of increasing anti-dumping measures
against our exports, we need to implement anti
dumping measures to protect domestic industry
against the onslaught of unfair competition. In
this context, following ordinances have been
promulgated in Pakistan:

- Anti dumping law 2000
- Countervailing Duties Ordinance 2001
- Safeguard ordinance 2002

National Tariff Commission (NTC) with the
assistance of Central Board of Revenue has
been assigned the task to implement these
ordinancesin Pakistan. Since the promulgation
of Anti-dumping law, NTC has levied 27.33%
anti-dumping duty for a period of 5 years on
Tinplates of thickness of lessthan 70.5 mm
and width of 600 mm or more imported from
South Africa. It has also imposed provisional
anti-dumping duty at the rate of 96.50% on
Roquette Freres of France and 91.12% on PT.
Sornini Corporation of Indonesia, for allegedly
dumping Sorbiol 70% Solution, a Sweetener
of pharmaceuticals, etc.

The developing countries including Pakistan
arefacing problemsof hiring law firmsto advise
and represent them in WTO related cases.
Exorbitant fees of these law firms ranging from
$200 to $ 600 an hour, restrict the developing
countries from seeking relief. This underscores
the need to train local lawyers with WTO
expertise.

After availing the grace period of 5 years, the
Finance Act 1999-2000 amended the Section
25 of the Customs Act 1969 to accommodate
the necessary changes for adoption of GATT
code of valuation based on transaction value.

There is, however, a general complaint that
rules and regulations are not being observed
by customs officials with respect to custom
vauation. Instead of observing the transactiona
value system, they apply various procedures
including the fixation of TP on the basis of
weak evidences, loading of the declared value
with or without any evidence or any other
method devised by the assessing officer on
case-to-case basis.
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Pakistan’ s exports continue to be concentrated
in cotton, leather, rice, synthetic textiles, and
sports goods accounting for 82.6% of total
exports (2002-03), with textiles alone
contributing 64%. However, non-traditional
exports like onyx, handicrafts, precious stones,
jewellery, furniture, fruits/ vegetables are
gradually picking up. Similarly while it trades
with a large number of countries, the US,
Germany, Japan, UK, Hong Kong, Saudi Arabia
and Dubai are the major trading partners.

A positive development has been the change
in the composition of exports. While the share
of manufactured goods has risen, the share of
primary and semi-manufactured exports has
significantly fallen over the years. Today
manufactured goods account for 78% of total
exports, against 57% in 1990-91, with semi-
manufactures making up 12% and primary
commodities 10%, which is half of their shares
recorded a decade earlier.

In 2003-04, exports were over $12 hillion, a
10% increase over ayear earlier. Of the overall
growth in exports, textiles remained the largest
contributor followed by rice, and leather
manufactures. Per Unit earnings from these
commodities were higher, and though for some
items, quantum exported rose, the rise is
attributable to price effect. Quantities and Unit
Values of major exports for the last five years
is given in the Annexure.

In FY 04, imports grew by nearly 27% to $15.5
billion against $12.2 billion a year earlier,
primarily because of larger imports of machinery
and chemicals indicating the increase of
economic activity in the country. Capital goods
imports constitute 26% of the total, while
petroleum makes up for 20%. In the machinery
group, imports recorded a 39% growth in FY 04
against FY 03. Within this group, al sub-groups
with the exception of agricultural machinery
witnessed growth. Notable increase was
recorded by aircraft, ships & boats, road motor
vehicles and textile machinery.

Automobiles is one of the fastest growing
manufacturing sub-sector and with increasing
demand, the domestic manufacturers are
increasing their capacity utilisation, and a
number of new assemblers have started
commercial production. Import of textile
machinery has also gone up with lower import
duties onimport of machinery not manufactured
locally and with an increase in the pace of
technological up-gradation by the industry.

The trade deficit deteriorated in the first quarter
of FY 05 to $839 million, compared with $145
million in the comparable period of FY04. The
larger deficit was due to a 38% higher import
bill, primarily as a result of increased import
of petroleum and machinery which make up
for 43% of the total imports. Machinery import
was dominated by road motor vehicles, textile
machinery and others. In the primary
commodities category, palm oil imports rose
by 16.6% to $178 million, followed by import
of teawhich rose by 43% to $58 million. Whesat
of asum of Rs.14 million wasimported against
a negligible amount in the comparable period
ayear earlier.

Petroleum import bill rose to $944 million in
2004-05 (July-Sept) a 38% increase over $685
million in the comparable period last year.
Imports of agricultural and chemicals also rose
by 40% to $908 million. Unit prices of the
mentioned categories had risen in the period
under review.
Unit Price - Imports

($/MT)
Items | July-September| July-September | % Change
2004-05 2003-04
Tea 1676 1560 133
Palm oil 486 449 82
Wheat 254 - -
Petroleum 262 210 24.8

Exports growing at 17% lagged behind the
growth in imports. Textile manufactures
accounted for 64% of the earnings, followed
by other manufactures (17%) while the rest was
shared among the other exports. In the textile
group, knitwear showed a substantial jump of
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57% to $575 million, cotton cloth 16% to $436
million and cotton yarn 12.2% to $250 million.
Exports of bedwear, tents, canvas and art silk
and synthetic textiles declined in this group.

During the quarter July-September 2004-05,
higher unit prices were realized through the
export of some of the major items, as shown
below: -

Unit Price — Exports

In the primary commodities category export of

rice, fish and fish preparations, fruits, spices ltems Unit J”'yz'oﬁtg;‘ber JulyZ-OS(i)agthber
i 0, 0, 0, 0, a a
and whea(t)t declined _by 2.8%, 31%, 20%, 36% Cotonyan  SMT - ol
and 100% respectively. Among the other Cottoncloth /S Mtr.  0.7135 0.7114
manufactures, exports of football rose Knitwear ~ $/Doz. 221 224
significantly and non-traditional items like Eed\';’leaf gm g%g gg%j
engineering goods rose by 42%, gems 200%, R‘;‘;jyfn o
molasses 110%. Certain sub-categories I'ike gaments  $/Doz. 36.0 36.4
leather manufactures, footwear, and surgical Carpets &
goods showed decline in export earnings. e $/Sq. Mtr. 60.6 58.9
Pakistan Global Trade .
Trade Balance Trade By Regions
2003-04
———— Exports Imports O Exports 0@ Imports
14000 | 409
35 —
30 ] ]
11000 254 []
= g
& Trade Balance & 20
gooo — < 15
10
5 ] —‘
5000 T | — T T 1 ] q |_|_| 1
P K & LK L S > F » & T L R B R
1 N\ Y N Q" America Europe Asia Middle  Africa Oceania
CHIECAIC NG ARG i Sl St P Eas
Commodity Trade
2003-04
Exports Imports
% Share % Share
Cotton Textile e Otggr g M acl21i7nery
(incld footwear)
6
Rice
5 Food &
Beverages
7
Synthetic
Textiles
Others € Chemicals Petroleum
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Market Review

Over the months of September and October 2004,
the KSE-100 Index dipped to alow of 4891 points
and rose to a high of 5470 points, but in the end
failed to break out of the narrow band within
which it had been trading since April this year.
Theindex fell 14.5 points net over the two months
to close October at 5332. September wasthe real
bearish month, in which the Index lost 128.8
points and average daily trading volumes dropped
to 198 million shares per day. October was more
positive. Despite losses in the final week of
October, the index managed to close up 114 points
during that month and average trading volume

rose to 245 million shares per day.

September was bearish in part because the SECP
announced early in the month that the process of
phasing out the badla/COT market would begin
from October 8th, 2004. The Index fell 123 points
on the day following the announcement. There
was further weakness later in the month when it

K SE-100 Index (Sep - Oct 2004)
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became clear that efforts to remove the cvT
imposed in the 2004-05 budget would not bear
fruit. Technical problemsat Hubco's plant leading
to the closure of some of its units did not help.
The negative sentiment continued until the final

week of September, when after reaching the level
of 4890 - the lowest Index level since early March

-22% -17%

Comparative Performance (September 1st to October 29th 2004)

-12% 7% 2% 3% 8% 13%

18%

Outperformers I

19.7% National Refiner

Underperformers

-0.5%
-0.7%
-5.0%
-5.9%
-7.0%
7.7%
7.7%
-7.8%

High oil prices boon for market

The single most positive event for the Index in
October was the surge in oil prices. Qil prices
had been rising since May, but in October, with
world oil prices breaking US$55 per barrel (NY
Light Crude) at one point, the large cap oil stocks
which dominate the KSE-100 Index (PSO,

OGDCL, NRL) began to perform.

- institutional support came in to reverse the
momentum. PTCL's announcement of a much
higher than expected Rs5 per share dividend gave
asignificant boost to the market in the final week
of September too, and this continued driving the
Index upward into October.

Paradoxically, while the high oil prices are bad
for the economy- increasing the trade deficit,

the net impact was positive for the Index.

adding to the weakness of the rupee, and raising
fuel costs for industries- for the local equity
markets the impact is positive because of the
predominance of large cap oil sector companies
whose bottom-lines benefit when oil pricesrise.
Hence the surge in international oil prices were
viewed with mixed emotions by the market, but
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Strong corporate earnings

Corporate earning have generally been very good.
During the Sep-Oct period, there were both
annual/ semi-annual earnings announced for the
period ending Jun’ 04, and quarterly earnings
announced for the period ending Sep’04. As
mentioned, PTCL’s full year earnings and
dividend were exceptionally high and helped to
turn sentiment around in the end of September.
Towards the end of October, better than expected
earnings by the fertilizer sector, as well as very
good earnings by the oil sectors (OMCs and E&P
companies), and banks added to the upward
momentum. The best performing stocks over the
two month period include FFC, Engro, Shell,
OGDCL, NRL, Askari Bank and NBP. Itisno
coincidence that all of these also reported
extremely good earnings in October.

Some economic factors are causing concern

Inflation in the September-October period
remained above 9% as measured by the CPI and
this is not a healthy sign. While most of the
inflation was non-structural and could not be
countered by raising interest rate (food and
beverage group inflation of 13.13% during the
month of October accounting for 40.34% of total
CPI inflation), an increasing amount is due to
house rent (10.17% increase in house rents in
October, contributing 23.4% of the increase in
CPI inflation), and thisis structural.

Equally worrying has been the fact that the rupee
has devalued 4.4% versus the dollar between the
start of September when it was Rs58.74/ US$
and the end of October when it reached Rs61.34/
USS. The SBP may try to defend against afurther
drop in the rupee, but the underlying problem is
that Pakistan’ s current account balance has dipped
into a deficit from a surplus last year because of
the jump in the trade deficit (US$839m trade
deficit in 1Q05 alone). It islikely that unless oil
pricesdrop and the size of the trade deficit reduces,
the rupee will remain under pressure over the
next few months.

The SBP has already stated that it will gradually
increase interest rates, and this was exemplified
by the 6-month T-bill auctions in which the
weighted average yield increased from 2.6% to
3.0% in the September auction and then again to
3.19% in the October auction.

All of the above economic trends are a cause for
worry, and have contributed towards the lackluster
market performance over the last 6 months.

Recommendation

The best strategy in the current market
environment isto focus on long-term investments
in companies, which have shown the best earnings
performance. The top sectorsin thisregards are
banks, fertilizer, and energy (oil).

(Contributed by Taurus Securities Ltd, a subsidiary of National Bank of Pakistan)
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Economy Size & Growth 2000-01
GNP - Market Prices Rs. bn 4108.2
GDP - Market Prices Rs. bn 4162.6
Per Capita Income Market Prices Rs. 29269
Market Prices US$ 501
Growth
GDP % 18
Agriculture % (-)2.2
Manufacturing % 9.3
Wholesale & Retail trade % 45
Rate of Inflation %
Consumer Price Index** 3.6
Wholesale Price Index 6.2
Balance of Payment $mn
Exports (f.0.b.) 8933
Imports (f.0.b.) 10202
Trade Balance (-)1269
Services Account (Net) (-)3142
Private Transfers (Net) 3898
Current Account Balance (-)513
Fiscal Balance % of GDP
Total Revenue (Net) 13.3
Total Expenditure 17.2
Overall Defict 4.3
Domestic & Foreign Debt
Domestic Debt Rs. bn 1799.2
As % GDP 432
Total External Debt & Liabilities $bn 37.139
as % GDP 52.1
as% of Foreign Exchange Earnings 259.8
Investment & Savings % of GDP
Gross | nvestment 17.2
Gross Fixed Investment 15.8
National Savings 16.5
Domestic Savings 17.8
Foreign Investment $mn 182
Portfolio (-)140
Direct 322
Monetary Aggregates %
M1 3.0
M2 9.0
Literacy Rate % 49.0
Foreign Exchange Reserves® $mn 3220
Exchange Ratet++ Rs/$ 58.4378
Stock Market Growth Rate %
SBP General Index of Share Prices** (-)7.9
Aggregate Market Capitalisation (-)134
* Constant Factor Cost of 1999-2000 **  Base 2000-01
T July-May + July-March

2 Excludes FE 13/CRR and includes I ndian pending transfers, new FCA and Trade Nostro.

++  Average during the year.

M1 Outstanding stock of currency in circulation+demand deposits of
schedule banks+other deposits with SBP.

M2 M1 +outstanding stock of time deposits+outstanding stock of FRCDs.

2001-02

4425.4
4401.7
30910
503

31
0.1
4.5
2.8

35
21

9140
9434
(-)294
(1)2617
4249
1338

14.2
18.8
4.3

1757.6
39.9
36.532
51.0
237.0

16.8
155
18.6
18.1

475.0

()10
485

15.2
154

50.5
6432
61.4258

101
20.0

2002-03

4973.1
4821.3
34074
582

51
4.1
6.9
5.9

31
5.6

10889
11333
(-)444

()2128

5737
3165

15.0
18.6
3.7

10719
58.4995

91.9
83.1

2003-04

5576.3
5458.1
37495

652

6.4
2.6
13.4
8.0

4.2"
75"

9175
9932+
(757
(-)2260
4386+
1369*

14.3
175
3.3

2028.4
37.2t
35.8461
37.8"
168.7

18.1
16.4
19.8
17.6

629.0

(1)131.3

760.4

17.5
12.3

54.0
125117
57.5378

61.97
96.71

Source: Economic Survey 2003-04
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