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The impact of trade policies on Pakistan's preferential access to the European Union

This report commissioned by the European Commission studies the impact of EU trade policies in South Asia on Pakistan’s market access to the EU and on Pakistan’s overall trade performance. It includes quantitative analysis of the EU-India FTA, the Pakistan-China FTA, the Pakistan-Malaysia FTA and the implementation of SAFTA and their impacts on Pakistan; discussions of the impact of the EU’s GSP scheme(s) on Pakistan; examinations of the importance of Pakistani domestic regulatory reform for trade performance in relation to the EU and the rest of the world. 

The report consists of five parts. The first part provides an overview of Pakistan’s trade policy, and trade performance in goods and services. It uses a range of descriptive statistics demonstrating the evolution of Pakistan’s trade pattern over time, by sectors and with its key trading partners, and identifies some key issues important to Pakistan’s trade performance and its access to the EU market. The importance of the textiles and clothing industry is identified and discussed here. 
The second part of the report focuses on the quantitative modelling of the impact of the EU and Pakistan current and planned preferential trading arrangements in the region. It applies the GLOBE multi-country computable general equilibrium (CGE) model and captures the interaction of trade creation and trade diversion effects along with inter-sectoral linkage effects in an internally consistent manner. The benchmark equilibrium of the CGE here is based on the assumption of a successful conclusion of the Doha round, as well as incorporating the liberalizations foreseen between Pakistan and its various preferential trading agreement partners. It then simulates the impacts on Pakistan of EU-Korea, EU-ASEAN and EU-India agreements. 
The third part focuses directly on trade policies with regard to non-tariff barriers, services and regulatory issues in the existing and prospective preferential agreements between the EU and other Asian countries. It asks how these are likely to impact on Pakistan’s market access to the EU for goods and services. It analyses some principal issues such as intellectual property rights, standards, trade facilitation, trade defence, services, investment, and competition policy. Of these trade facilitation, competition policy, and intellectual property rights are largely concerned with changes taking place in the EU partner economies and are therefore unlikely to directly impact on Pakistan’s access to key markets and notably the EU. Agreement with respect to the other categories could conceivably lead to improved access for a partner economy into the EU market and could therefore impact on Pakistan’s access to the EU market, and on Pakistan’s trade performance. Hence the focus on this part is on services, standards, rules of origin, trade defence and investment. It also provide a database for the products/areas where there is evidence of possible regulatory and market access impediments into the EU market with respect to Pakistan and India. 
The fourth part examines the significance of the EU’s GSP preferential schemes for Pakistan trade and its comparison to other preference structures with key competitors. The analysis provides detailed level of trade data disaggregation, which unable to identify Pakistan key competitors. Considerable attention is paid to the importance of textiles and clothing industries. This part also analyses the importance of the GSP schemes for Pakistan in the context of a potential free trade agreement between the EU and India, the utilisation rates of the EU’s GSP and other preferential schemes. 
The final part of the report analyses in much more detail issues of regulatory reform and non-tariff barriers within Pakistan and therefore how they might impact on Pakistan’s export performance. It considers the issues, procedures, and practices in Pakistan with respect to government procurement, services, investment, competition policy, trade facilitation, trade defence, intellectual property rights, and rules of origin. This part is based on secondary material as well as interviews undertaken with officials and stakeholders in Pakistan.
The overall conclusion of the report is that the aggregate direct impact of the EU’s (third party) trade policies in the region, on Pakistan’s access to the EU is unlikely to be substantial. This conclusion emerges from CGE modelling as well as from the detailed quantitative and qualitative analyses. However, the preceding needs to be qualified in two regards. First, it is possible and indeed likely, that particular industries or segments may indeed be affected by the changing preference margins implied by the EU’s trade policies. Second, it is possible that there may be longer term “dynamic” effects from changes in investment flows and service provision arising from the EU’s trade policies and most notably with India which could change the relative attractiveness of doing business with one partner rather than another. This however, is clearly an issue closely linked to regulatory procedures and possible barriers within Pakistan and it is not simply an issue of EU trade policy. 
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