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Il TRADE POLICIES AND P RACTICES BY MEASURE
D INTRODUCTION

1. Sinceits last Trade Policy RevievRakistanhaspursued trade liberalization, albeit unevenly

and accompanied by seemingly increased industrial production/export assistance, including in textiles
and cbthing. Trade openness is directed at promoting private sector investment andeskport
growth.

2. Pakistanbés main trade policy instrument r emai
tax revenue, accounting for about a fifth of the toirtually all tariffs (99.4%) arexd valoram; for

2007/08 therere 29 different applied rates (seven main bands). Unilateral tariff reductions gave way
to "piecemeadl reforms from 2002/03. The simple average applied MFN satd.6% down from

20.4% in 20Q/02, but exceeded slightlghe 2005/06 level of 14.4%.Peakad valoremrateshave
droppedfrom 250% to 90% and remain focused in alcoholic beverages and automotive items. Tariff
escalation and disparities have increased, further compounded by theudeubit input tariff
concessions/exemption3he scope ofariff bindings (now8.0% of all lines) has gen considerably

since 2001/02therebypromoting market accessransparency and predictabilityHowever, as the

bound average tariff is some four 8mthe applied level, substantial leeway exists to raise applied
tariffs; the authorities increased applied rates on some 600 items in 2006/07 and on a few items in
2007/08 to protect against imports. Pakistandiimsinatedall casesoted at the last &iew where

applied tariff rates exceedéihdingcommitmentgthe lastone inthe 2007/08 Budget)'Regulatory

duties, whichprovided additional protectiorfor some goods during the period under reviave no

longer publicly scrutinized by the Nation@ariff Commission, whose role in general tariff policy
making has diminished.

3. Pakistan seemingly applies transaction value (c.i.f. price) and WTO customs valuation rules.
Minimum values no longer exist, except on imported motor cycle parts under custkmovert
provisions. It acceded to the Revised Kyoto Convention in October 2004. Customs is being reformed
and automated with the progressive implementation of the Pakistan Customs Computerized System
(PACCS); clearance timebtave beengenerally shdened from seventen days to under
six-eighthours. Enhanced risk management techniques have also lowered physical inspection rates
on importsfrom 100% to 4%2% on exports). Significant smugglingmains albeit reducedpartly

due to trade restrictis with India. Preshipment inspection is required on a range of used machinery
and equipment for health and safety reasons.

4, Import prohibitions and licensing are operated mainlyHealth, safety, security, religious

and environmental reasons. Importettoholic beveragesre banned for religious reasons;
nevertheless, they are brewed locdtly nonMuslims by aprivate monopol. The import ban on
used machinery and equipment has been relaXextording to the authoritiesmportsfrom Israel

(but na exports)remain prohibited but those from India are progressively being allowed. Certain
imports eligible for tariff exemptions/concessions require ministerial or other approval, and import
guotas apply to some of these gaazlg. certain chemicals amefrigerated trucks Recourse to anti
dumping action has increased.

5. The complex tax system, including tariff concessions/exemptions, is used as a major industry
policy tool. Domestic sales and excise tagesriminate against imports in some casasluiding

favouring local content.Instead of income taxmporters pay income withholding tax of up to 5%
(reduced from 6% in the 2007/-aid tadftindlgswe price,l evi ed
effectively an additional import tax. Import levigdshd development boards. The capital value tax

levied on imported motor vehicles was merged with the tariff in 2007/08.
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6. Production (and/or exports) is assisted by a range of general and sectoral sbla¢moker

income and other tax exemptions/conceassi(e.g. generous taxation of export and farm incomes),
direct subsidies (e.g. on freight and research and development grants), concessionary credit, input
subsidies (e.g. fertilizers and natural gas)d agricultural price and other domestic support. (e.g
wheat and cotton). Generous SBP (State Bank of Pakistan) concessionary finance to exporters,
especially of textiles and clothing, has distorted industrial incentives. The remaeietpon
programmes on motor vehiclgavolving localcontentrequirenents,were replaced by a taritfased

scheme on July 2006 Theseschemesveredesigned to promote industrialization and indigenization
through lower rates on imported CKD kits than on final products, concessional duties on raw
materials not madically, and qualitativeminimumprocessing requirementghey also apply to a

wide range of other engineering producBespite divestment, state involvement remains significant.

The stateowned Trading Corporation of Pakistan, imports (and expamajor agicultural
commodities (e.g. wheat, sugaand urea), without special privilegemainly to provide food
subsidies to the poor and meet emergency situations. Some state feaidiesclusive importights

on certain raw materials at exempt/concessiontasiffs. Transparency and management of
government procurement has improvietlowing regulatory and institutional arrangementgrice
preferences of up to 25%&main,depending on the domestic valadded. Standards increasingly
follow international rguirements, are seemingly largely applied uniformly to imports and domestic
goods, and armainvoluntary. SPS arrangements are generally internationally recognized, but their
administration may be complicated by the many agencies involved, producing &ygping
responsibilities and duplication. Duty drawback arrangemnegpear to badministratively complex

and nonrtransparent; drawback rateshich are set as a fixed percentage®fac h prHfaemkduct 6s
value provide the possibility of overand undeccompensation despite regular adjustments.

7. Export requirements have been eased, although contracts for cotton and urea must be
registered. Mandatory minimum export prices were removed on rice in 2003/04 and subsequently on
cotton yarn. Minimum value adubn is an export requirement for vegetable ghee and cooking oil.
While export taxes are prohibitettegulatory duties apply to some exports, and exports are also
levied income withholding taxes, unified at 1% thie f.o.b. value in 2007/08, as a seengjly
concessionary means of taxing export income of more profitable, fivirish is incometax free. A
development surcharge of 0.25%.. is also leviedon exportgo finance the Export Development
Fund. Wheat and fertilizexxports {ncluding urea are effectively banned, and certain other exports
must meet specified conditions. The Export Promotion Bureau has been transformed into the Trade
Development Authority to boost export promotion and improve effectiveness. Export quality
inspections remaireither compulsory on some goods (e.g. cotton) or encouraged, including by
financial inducements, e.g. the freight subsidy scheme terminated-iugn2i007.

8. Pakistan has strengthened protection of intellectual property rights, inclenfogcement,
espeially in optical piracy, by acceding to the Paris Convention (2004), creating the Intellectual
Property Organization (20053nd including the Federal Investigation Agencyhaenforement of
copyright crime (2005). Monopoly oversight remains weakut regulatory and institutional
improvements are planned. Consumer protection, mainly a provincial responsibility, is being
improved slowly.

(2) MEASURESDIRECTLY AFFECTING |IMPORTS
(i Registration and documentation requirements

9. Importers no longeneedto be regitered with the Export Promotion Bureéince2002/03
nor to use a customs agent, kiliey must belong to an industhased trade organization.Both

LEIU (2006), p. 17.
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importers(and exportefsmust have aationaltax number and a sales tax registration number. The
Singe Administrative Document (SAD) replaceghdocumentsn 20032

10. Under the Customs Administration Reforms Program (CARE) introduced in
February2002 the Pakistan Customs Computerized System (PACCS) is replacing the Automated
Clearance Procedure (ACBpplied to selectivémporters from May 2004to enable full electronic
documentation and cleararntdntroduced in April 2005 on a pilot basis at the Karachi International
Container Terminal (handles aboutdndn i r d o f Kar achi Psobeing@dended ade) ,
progressivelyto the rest of KarachPort and elsewhere. Its full retiut, initially plannedfor
June2007, has slipped; currently 25.2% of imports and 38.3% of exports (30.0% of trade overall) are
covered. The geps needed in orderot clear vessels have beeeduced from 26 to one;the
34signatures and 62 verifications to declare gobdse beerreplaced with a single electronic
declaration; clearance times shortened froeff®@ays to below @ hours; physical cargo inspection
ratesredued from 100% to 4% (2% for exportgnd port dwell times from 11 td days; and pre

arrival declaration and processing introduced.

11. Pakistan acceded to the Revised Kyoto Convention in October 2004 aesuiding to
authorities hasincreased comnce by implementing many of the required changes to customs
legislation and administrative practices in PACTSt complies with 26 standards of the Kyoto
General Annexe.g. provisions on customs computerization, qotsarance audit, fiscal fraud, and
alternative dispute resolution systemsTemporary import faciliies have improved, including
application of the ATA Carnet Istanbul and TIR Conventions in 2005/06.

12. Administrative appeals against duty valuations and other customs decisions can be aade t
Customs internal review, and to the Central Board of Revenue (CBR), which appoints a committee to
consider the case. Such decisions, including criminal proceedings, can be appealed to the Special
Court for customs, taxatignand antismuggling, and dasequently to the Appellate Tribunal on
Customs, Excise and Sales Tax, the provincial High Court and, in certain situations, the Supreme
Court.

13. Despite enhanced argimuggling efforts, smuggling still common especially of vehicles
and components, clathbicycles, cooking ojl and vegetable ghee (mainly from India and

2World Bank (2006b), p139.

3 PACCS comprises the Tariff andtégrated Policy (TARIP) system to provide import and export
regulations (including tariff rates), and the Automated Customs Clearance System (ACCESS) system to perform
customs functions using an automated -risknagement system. The ACP covered imponetls annual
imports over PRs 30 million (PRs 50 million in January 2005); 10% of declarations were randomly audited,
including selective physical inspection.

* In October 2006, PACCS was expanded to two other terminals (Pakistan International Container
Terminal at Karachi Port, and Qasim International Container Terminal at Port Qasinirrehtly covers all
FCL (full container loadyea cargo for imports, exporeand transshipmenbut is yet to include liquid and LCL
(less than container load) seagm air freight, and trade through land routes.

® Over 70% of consignments are cleared within one hoMT® document TN/TF/W/135,

17 July2006). In early 2006, 25% of imports by value were cleared within one day and 70% within four days
(World Bank, 2006, p. 139). Foodstuffs can take longer due to SPS requirements, but are normally cleared
within a week (USDA, 2006, p. 9).

® Pakistan is also a signatory of the Nairobi and Istanbul Conventions and is to implement the World
Customs Organization (WCO) Framork on Standards to Secure and Facilitate Global Trade. In partnership
with U.S. Customs, Pakistan has established an international container cargo control terminal at Port Qasim that
complies with WCO and U.S. requirements for safe ports.

"In 2004, Palstan did not comply with 30 provisions of the Kyoto General Annex and ten provisions
of the Specific Annex (CBR, 2004a, pp.-89).
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Afghanistan), althoughaccording to authoritiest has fallen sharply due also to trade liberalization
(section(2)(v)(a)).

(ii) Tariffs
(a) Policy and general features

14. Unilateral "tops dow# tariff reform programmes ended in 2002/03; since thgircemeadl

reforms have mainly prevailed, including extending duty exemptions/concessions. Although lower,
the antiexport bias from tariffs and other trade restrictions remains high, favouring import
subst i tuti on and r e d u eusen efficiecn, kaxport acompetitiverregmado ur ¢ e
diversification® Pakistanreduced tariffs to zero on a number of items in the 2007/08 B‘i;ldget
intendsto take further unilateraltariff reforms to eliminate thendi-export bias ando encourage
exportled growth

15. Tariff rates (inscribed in the First Schedule of the Customs Act, 1969) are amended annually
at Budget time and approved by Parliament in the Finance Act. The CBR determines annual tariff
rates in closeollaboration with key ministries, mainly the Ministries of Finance; Commerce; and
Industries, Production and Special Initiatives; along with the Engineering Development Board, which
conducted the Competitiveness and Efficiency Improvement Exerciskef@00708 Budget This

was aimed at rationating the tariff by providing sufficient tariff incentivethrough cascadingo

local industry and foreign investomghile improving competitiveness through facilitation rather than
providing"undué protecton.’® The CBR circulates proposed tariff changes to relevant ministries and
departments for comment. HIso receivestariff recommendations from the National Tariff
Commission (NTC)which conducts public inquiries into tariff assistanaad since 200405 has
provided annual tariff proposals around April/May (Chapter. lIgince the last Review, its role in

tariff policy making, including on the imposition tfegulatory duties, appears to have diminished as

its functions in contingency protection hawereased. Changes in legislation introduced in 2006/07
allow the Government to raise tariffs during the year by up to 35 percentage points (section 18(5) of
the Customs Act).

16. The Government has general authority (section 19, Customs Act) to apply tariff
exemptions/concessions, and to add or modify import rules. The Ministry of Finance/CBR issues
these as Statutory Regulation Orders (SROs), which are approved by the Economic Coordination
Committee of Cabinet. Transparencyis beingimproved byreducingthe numberof SROs and
incorporating these concessions into the tatifThe number of SROs providing tariff concessions

has fallen from 35 in 2001/02 to 14 in 2007/@@ly three or fouareused regularly.

17. Tariff revenue was 19% of government tax reteip 2005/06up from15.3% in 2001/02.
This was despite significant tariff reductionglue to substantial import growth associated with
economic expansigrand better tariff administration and collectidhsMost revenue accrues from
indirect taxes, egeially sales tasection (4(i)).

& World Bank,2006b, pp. 128.27.

° Government of Pakistan, (2007@) 12.
°EDB (2007b).

™ Government of Pakistan (2006¢). 7.

12 Government of Pakistan (2006c), p. 8.
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(b) Structure

18. The Pakistan Customs Tariff (PCT) is the Harmonized Commaodity Description and Coding
System at theeightdigit tariff line level;, HSO07 replaced HS02 (adopted on 1 July 2002)
July2007" The number of tariflines rose from 6,803 in 2006/07 6909in 2007/08 (5,477 in
2001/02), due mainly to splitting existing tariff lines to meet various sector needs. Fhaeyated

tariff schedule, which is published annually on the CBR website, has only MFN rates.

19. Tariffs remain themaintrade policy instrument. Although the simple average (unweighted)
MFN tariff in 2007/08 of 145% is below the 2001/02rate, it bse to 15.0% in 2006/07 and still
slightly exceedthe 2005/06 level of 14.4%Table 1ll.1). Therisein 2006/07 wa due mainly tahe
introduction ofhigher tariffs forsome 600ndustrial productines, while the reduction in 2007/08
primarily reflected the introduction of zero rates on 5.8% of tariff lines and reduced or eliminated
rates on raw materig| parts and components used in manufacturihgThe 2007/08 Budget also
raised tariffs on a number of products, such as poultry meat and welded stainless stdel pipest

local industry against surging imporfs.

Table I1l.1
Pakistan's tariff stru cture, 2001/02 and 20008
(Per cent)
Final
2001/02 2004/05 2005/06 2006/07 2007/08 a
bound
1. Bound tariff lines (% of all tariff lines) 36.6 . 98.£P 98.0 98.0 98.0
2. Simple average applied rate 20.4 16.8 14.4 15.0 14.5 61.3
Agriculturd products (HS024) 21.8 19.0 15.6 15.4 14.9 95.1
Industrial products (HS257) 20.2 16.5 14.2 14.9 14.5 56.6
WTO agricultural products 221 19.3 15.7 15.3 14.8 96.1
WTO nonagricultural products 20.1 16.5 14.2 15.0 14.5 56.7
Textiles and clothing 26.4 21.7 18.9 19.4 19.3 24.1
3. Tariff quotas (% of all tariff lines) 0.0 0.0 0.0 0.0 0.0 0.0
4. Domestic tariff "peaks" (% of all tariff Iinecs) 0.9 1.2 1.1 1.0 1.1 0.0
5. International tariff "peaks" (% of all tariff Iinéjs) 57.1 52.0 40.1 415 40.0 95.1
6. Overall standard deviation of tariff rates 16.0 11.9 11.0 11.3 11.7 22.3
7. Coefficient of variation of tariff rates 0.8 0.7 0.8 0.8 0.8 04
8. Duty free tariff lines (% of all tariff lines) 0.0 0.0 0.0 0.0 5.8 0.0
9. Nonad valorentariffs (% of all tariff lines) 0.9 0.6 0.7 0.7 0.6 0.0
10. Norad valorentariffs with no AVEs (% of all tariff lines) 0.9 0.6 0.7 0.7 0.6 0.0
11. Nuisance applied rates (% of all tariff lines) 0.0 0.0 0.0 0.0 0.0 0.0
. Not available
a Based on 2006/07 tariff schedule. Implementation of the U.R. was reached in 26fidatfdns on bound averagase based

on 6,670 bound tariff lines (representing 98% of total lines), out of which 6,618 (97.2%) are fully bound ar&dg2a(e.

partially bound.

As of 26 October 2005.

Domestic tariff peaks are defined as those exceeding three times the overall simple average applied rate.

International tariff peaks are defined as those exceeding 15%.

Nuisance rates are those grealen zero, but less than or equal to 2%.

Note: Calculations exclude specific rates and includestthe@alorempart of compound rates. The 2001/02 tariff schedule is based on
eightdigit HS96 nomenclature consisting of 5,477 tariff lines; the 2004@3%/26 and 2006/07 tariff schedulese based on
HS02 nomenclature consisting, respectively of 6,231, 6836 6,803 tariff lines; the 2007/08 tariff schedule is based on HS07
nomenclature consisting of 6,909 tariff lines.

Source: WTO calculations, b&sl on data provided by the authorities of Pakistan.

D Q0T

3 |n July 2007 Pakistan joined theVTO waiver until end2007 onthe application of GATT Atrticle Il
to enable GATT Article XXVIII negotiations and consultatiomth Memberson the adoption of HSOANTO
document WT/L/675/Add.3, 31 July 2007).

4 These included compressed natural gas (CNG) compressors, paper and paperboard, light engineering

products, polystyrenes and their raw materials, and footuaR (2007).
15 CBR (2007)
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20. The tariff remaingelatively complexwith 29 (24 in 2001/02) differentates In 2007/08, it
contained 4 ad valoremrates ranging fronmzeroto 90% and 15 specific rateg13 and 9n 2001/02,
respectiely). Peak ad valoremrateshave dropped in recent years from 250% to 988d are
concentratd on a few sensitive itemd.0% of all tariff lines)e.g. rates of eitheéd5%, 75% or 90%
on most motor vehicles (increased in 2007/08, see section 2(@iv&a¥p on motorcycles (reduced
from 90% in 2007/08) and 90% on alcoholic beveragesSevenad valoremrate bandszero, 5%,
10%, 15%, 20%, 25%and 35%) account for som&% of tariff lines and 994% of linesaresubject
to ad valoremrates Modal tariff ratesfor 2007/08 are 5%and 25% (Chart 111.1). Since 2001/02,
average tariffs have declined most on agricultural products, falling continu®i3I® pasis) from
22.1% to 14.8% in 200//08. During this period,the share of items witla tariff of 5% rose
substantially (from 10.0% to39%) as did those withates 0f15%, 25% and 35%while those with
rates of 10% and 30% fell sharpl€hartlll.2). Average MFN tariffs on noagricultural products
(WTO basis) rose in 2006/07 to 15.0% before falling to 14r52€07/08; the rise was due mainly to
an increase in the average for textiles and clothing to 19.4#s is slightly lower in 2007/08at
19.3% butremairs well above the noagricultural average.

Chart 111.1
Distribution of MFN tariff rates, 2001/02 and 2007/08
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n.a. Not applicable.

Note: Calculations exclude specific rates and include tteel valorempart of compound rates. Figures in parentheses denc
the share of total lines. The 2001/02 tariff consists of 5,477 tariff lines and the 2007/08 consists of 6,909.

Source: WTO Secretariat calculations, based on data provided by the authorities of Pakistan; and Pakistan Customs onlin
information. Viewed at: http://www.cbr.gov.pk/newcu/TARIFF/Tarriff-2007-2008.asp.
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Chart 111.2
Average applied MFN and bound tariff rates, by HS section, 2001/02 and 2007/08
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01 02 03 04 05 06 O7 08 09 10 11 12 13 14 15 16 17 18 19 20 21

01 Live animals & products 07 Plastic & rubber 13 Articles of stones 19 Arms & ammunition
02 Vegetable products 08 Hides & skins 14 Precious stones, etc. 20 Miscellaneous manuf.
03 Fats & oils 09 Wood & articles 15 Base metals and products 21 Works of art, etc.
04 Prepared food, etc. 10 Pulp, paper, etc. 16 Machinery
05 Mineral products 11 Textiles & articles 17 Transport equipment
06 Chemicals & products 12 Footwear, headgear 18 Precision instrument
Note: Calculations exclude specific rates and include thed valorem part of compound rates. Sections 1, 2, 4,5, 6, 11 and 17 are not fu

bound. Final bound rates are based on 2006/07 tariff schedule.

Source:  WTO Secretariat calculations, based on data provided by the authorities of Pakistan; and Pakistan Customs online information.
Viewed at: http://www.cbr.gov.pk/newcu/TARIFF/Tarriff-2007-2008.asp.

(c) MFEN tariff bindings

21. Paki st anos iftmndiegs e eonsidérably asrfrom 26 October 260%0me
97.2% of tariff lines are now fully bound and a further 0.8%, including mainly certain paper and paper
products, are partially bound (36.6% of items were bound in 2001/02) (Table I11.1)indilhdps are

ad valorem Unbound items are mainly motor vehicles and pattgholic beveragesnandarins,
sorbitel, some seeds, and certain meat and meat prodiugetspme beef and preserved meathe
authorities provided no comments concerning thigound agricultural items.

22. Ceiling levels mainly exceed applied ratesThe final average bound tariff rate of 61.3% is
almost four times or 46.8 percentage points higher than the 2007/08 applied levell{@)aft This
reduces predictability as substal leeway exists to raise applied tariffon averagethe gap is
highest for agricultural products (bound levels exceed 95%). In 2007, PaMistamatedthe last of
the numerous casesvhere applied tariff rates exceeded commitmeritsder the HSOZariff

1 WTO documents G/MA/TAR/RS/94,41July 2003; G/IMA/TAR/RS/94/Add.2, 26 July 2005; and
WT/Let/502, 20 November 2005. Pakistan hatsoducel several rectifications/modifications to itWWTO
scheduleof tariff commitmentsas a result of bilaterarrangements, mainly in textiles.

" This ga is much larger on some agricultural items, e.g. seven tariff los® (or beet sugar and
chemically pure suose, in solid formunder HS code 170ave arMFN appliedrateof 10%and a bound rate
of 150% one tariff line (0802901,0Arecabetel nuts)is bound ata rate 0200%while theMFN appliedrateis
5%,; and several other tariff lindmve MFNapplied and bounthtes of 5% and100% respectively.
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nomenclature) (as noted in its previous Reviw)The increase of tariff lines resulting from the
introduction of the HSOTariff nomenclature in July 2007 (sectigh) above)makes the transposition
of Pakistan'sxisting binding commitments togmew nomenclature urgenPakistarhas taken no
action under GATT ArticleXXVIII since its last Review. The 2007/08 Budget amended legislation
to prevent "regulatory duties{section (f)) being levied on top of tariffs, which would exceed
Paki st tlatefalscommitrhents (section 18(5) of the Customs Act).

(d) Specificor compoundluties

23. Non-ad valoremduties apply to 0.6% of tariff lines (0.9% in 2001/02). Most are specific
rates (e.g. on betel leaves (PRs 150/kg), certain animal and vegetable aidinghenargarine
(ranging from PRs 5,000 to 16,600/kg), certain seranufactured silver (PRs 120/kg), and gold
(PRs2,500/kg). Compound dties cover certain petroleum (lubricating) oils (PRs 0.88/litre plus
25%). Nornrad valoremrates can conceaklatively high protection especially against cheaper
substitutes and/or if world prices are declining, thereby potentially distorting efficiency. The only
ad valoremequivalents (AVESs) availabl® the WTO Secretariat covered four HS02 eulit items

at rakes ranging from 32.1% (petroleum oils) to 69.3% (liquid soda); calculations were based -on 1999
2001 imports.

(e) MFN tariff dispersion and escalation

24, Tariff dispersion, as measured the coefficient of variationhas remained constant during

the review period Maintaininglower duties on industrial plant, machinery, and raw materials than on
consumer goods and/or reducing tariffs faster on inputs than on final goods to favour investment and
industrial development adds to tariff disperstonAs efficiency loses from tariffs depend on both
level and dispersion, wider disparities may undermine the efficiency gains from reduced tariffs.
International tariff peaks fell from 57.1% of tariff lines in 2001/02 to 40.0% in 2007/08, while the
incidence of domestic tifir peaks increased slightly to 1.1%. Tariff escalation, usually associated
with dispersion, remains pronounced and a "guiding principle" of tariff policy; primary raw materials
are generally dutiable at tariffs 0f8%0, intermediate inputs and comporseat 510% and finished
goods at 2@5% (Chart I.3¥° Including input concessions would increase tariff
dispersion/escalation.

18 1n 2001/02, applied tariff rates on 91 eigfigit HS items (mostly textiles and clothing) excegde
their bound levels by up to 17 percentage points (WTO220031). The 2007/08 Budget reduced the MFN
applied rate omluminium waste and scrapautoparts (HS 7602.00.10)om 35% to the bound level of 30%.

1 Government of Pakistan (2006c¢), p. 7.

2 CBR (2007.
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Chart 111.3
Tariff escalation by 2-digit ISIC industry, 2001/02 and 2007/08
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n.a. Not applicable.

Note:  Calculations exclude specific rates and include thed valorem part of compound rates.

Source: WTO Secretariat calculations, based on data provided by the authorities of Pakistan; and Pakistan Customs
online information. Viewed at: http://www.cbr.gov.pk/newcu/TARIFF/Tarriff-2007-2008.asp.
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() Regulatory duties

25. "Regulatory duties" of up to 100% may be imposed on specified imports in addition to tariffs
and "special'duties (Customs Act, section 18(3)). They are issued in SROs by the CBR and are not
included in the tariff schedule (not hentehe Secretariatos tariff analy
being phasedut atthetime of theprevious Reviewbut are stilimposed periodically under "certain
peculiar and compelling circumstancesThe maximum duration of one year was removed in the
2005/06 Budget: While no regulatory dutieon imports are currently in forceseven SROs
imposing regulatory duties were tisxi during theReview period. For exampleduties of 5%were

levied on raw and white crystalline sugar (both beet and cane) in Ogad@rand on emamectin
benzoate in January 2007; and duties of 5% and 15% were levied on fixed wireless terminals and
certain pharmaceuticals respectively, in November 200Bhe removal in 2005/06 of tHegislative
requiremenfor these dutieso be imposed subject to NT&commendations was aimed at providing
greater flexibility in using them; however, it h@slucedheir transparency and public scrutiny.

(9) Concessions and exemptions

26. In addition to general powers to exempt tariffs, the Government can repay all or part of the
tariffs paidon imported inputs used in exports or by firms/organizations declared entittegdd iat
concessionary raté€ustoms Actsection 21).

27. While the number of authorizing SROs has been consolidated, tariff concessions/exemptions
remain a widely used industrial policy instrument to promote investment, industrialjzatidn
exports(sectbn 3(v) andTable Alll.1). Further tax concessions were introduced in 2006, especially
on tariffs?® Various exemptions/concessions, including for designated/authorized persons, were
superseded by an expanded list in June Z08B6leAlll. 2)2* Many exemgbns/concessions are also
directed at end use, covering specific activities (e.g. only phosphatic fertilizer manufaotagers
import phosphoric acid tariff exemptdr users, especially manufacturersnimporters, though
conditions areoften attached, st as minimum irhouse production facilitieéTablesAlll.1, Alll.2
andAlll.3). Some are firm specific (including statgvned entities time bound or applied
retrospectively usually to rectify errors in the tariff, thEustomsnotifications or occasiaily to

comply with court decisiongsection(vi)).?> Most exemptions/concessions are on imported inputs
(raw materials, plant and equipmerathd often requie that these inputs amot producedocally, in

order to maintain protectionfor local producers but final goods are also covered.
Exemptions/concessions were extended and deepened in the 2007/08 Budget to assist manufacturing
as part of t"SeeondiEeneatdmarifaaiotmd.s

28. Some26% of tariff lines covering four SROs were subjectdaff concessions (sectierl9

and 21) in 2006/07 Revenue forgone from tariff exemptions/concessions, including refunds and
rebatestotalledPRs 53.7 billion in 2005/0&p fromPRs 19.4 billiorin 2001/02 The average tariff
collection rate of 9.2%n 2005/06, althoughigher thann 2001/02(8.3%),remained well below the

% previously any SRO notification would expire at the end of the financial year in which it was issued
unless rescinded earlier (section (18(2)).

22 customs Notificatioa SRONo. 1074(1)2006 No. 1089(1)2006, andNo. 44(1)/2007

% Governmenbf Pakistar(2006a), p. 25.

2 customs Notification SRONo. 655(1)/2006, No. 567(1)/2006 and No. 575(1)20068 and
Government of Pakistan (2006c), 7.

% For example, only the private company M/s Pakistan PTA Ltd can import paraxylene and acetic acid
duty free to make pure terephthalic acid until-uthe 2008

% Ccustoms Notificatios SRONo. 565(1)2006,No. 567(1)/2006,No. 575(1)2006, andNo. 693(1)2006
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average (unweighted) tariff in 2005/06 of 14.4%. This reflected mainly the widespread use of tariff
exemptions/concessions, and ramllection of customs duties.

29. It is difficult to understand which concessions/exemptions still operatetaadsess their
incidence the extent to which new exemptions/concessions extend, replace or duplicate previous
ones is often unclear. While SROs on exemptions/concessions are publishedffitidieGazette

and simultaneously postedh the CBR website, no integrated schedule or publication of current
concessions/exemptions exists. Their wide use makes the tariff regime complex and less transparent.
By altering the structure of tariff incéwes unpredictably,with uncertain effects on resource
allocation these conessionfgexemptions may potentially counteract economic efficiency, for
example, by raising tariff escalation and increasing/widening effective rates of protection.

(h) Tariff preferences and rules of origin
Preferences

30. Pakistan increasingly grants preferentialiffs on imports under trade agreements and
unilateralschemes (Chapter Il). The authorities provided no data on the share of imports entering at
preferential rates, but inchted this would rise as existing and new trade agreements are phased in and
tariff concessions deepenedhis report does natover preferential duties in its tariff analysis since
these were unavailableeither in an integrated electronic tariff schedwir the published customs

tariff. Preferential tariff margins and product coverage vary widely across agreements/schemes.

Rules of origin

31. Preferential rules of origin exist under bilateral/plurilateral trade agreements and unilateral
schemes (Table IR). They incorporate various value addition and change in tariff classification
criteria, as well as usually providing for prodisgtecific rules. Pakistan intentts introduce non
preferential rules of origin in the Import Policy Order.

Table Ill. 2
Preferential rules of origin and tariffs in trade agreements, 2007
Wholly Minimum value Product Maximum
Trade agreement produced or addition Cumulation rules specific rules tariffs/tariff
obtained margins
South Asian Association  yed 40% of fo.b,; Minimum aggregate  yed Maximum 20% by
for Regional Cooperation 30% for LDCs; originating content of 2008 (5% by 2009 or|
35% for Sri 50% fo.b. LDC imports);
Lank& maximum 5% by
2013
Organization of Islamic Yed 40% of fo.b.; Minimum aggegate  Possible in Maximum tariffs of
Conference 30% for LDCs originating content of accordance with 25%, 15% and 10%
60% of fo.b.; 50% negotiated on certain items; fast
for LDCs sectoral track programme to
agreements raise margins of
preference to 50%
Group of Developing Being Being drafted Being drafted Being drafted Maximum 10% on
Eight Countries drafted certain items
Economic Cooperation Yed 40% of fo.b. Minimum aggregate  Possible in Maximum 10% by
Organization originating content of accordance with 2009
60% of fo.b. negotiated
sectora
agreements

Table 111.2 (cont'd)
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Wholly Minimum value Product Maximum
Trade agreement produced or - Cumulation rules o tariffs/tariff
: addition specific rules .
obtained margins
PakistarSri Lanka FTA ved 35% of fo.b.© Minimum value None Tariffs phased out on
addition of 25% in most goods by June
exporting countrly 2008
PakistarChina FTA ved 40% of fo.b. Minimum value None Tariffs phased out on
addition of 25% in many goods and
exporting countrly maximum 50%
margins of preferenc
on others by 2012
PakistarMalaysia PTA ved 40% of fo.b. Minimum value Cettain textiles  Tariffs of 5%
(Early Harvest addition of 25% in and jewellerﬂ/ eliminated and 50%
progranme) exporting country margin of preference
on 10% duties for a
few goods
Pakistanlran PTA Yes . . . Margins of
preference mainly of
10% and 30%
PakistaAMauritius PTA Yes . . . Margins of
preference of maiy
50% extended to
100% after one year
on selected goods
Global System of Trade  yed 50% of fo.b.; 40% Minimum total value Negotiable Margins of
Preferences for LDCSS addition of 60%; preference of from
50% for LDCs 40% to 65%
Not available.
a Fish caught in high seasust be in vessel registered in membeuntryand operated by its citizens or an entifiyh domestic

equity (including state) of 65%r 75% equityof all members

Final goodmust beclassified to different tariff heading-@igit HS) than all nororiginating material inputs

Also, must be minimum domestic minimutlomestic value content (value of inputs originating in the exporting member plus
domestic value addition in the exporting memiér20% of fo.b. valug and meethang in tariff classification requirements
Generally require lower minimuwalue addition of mainly 30% or 408»d change in-@ligit HS classification

Final good must b adifferent 6digit tariff classification than all neoriginating material inpts.

Minimum total value addition in two countries of 35%.

Fishcaught in high seasust be invessels registered in member or entitled tatfijlag.

Minimum value addition in two countries of 40%.

EHP rules to be replaced under FTA.

Based on leange in 4digit tariff classification (spinning, weaving, bleaching, dyeing, printing and finishing sufficient
transformation to be originating goods).

o T

— - TQ “+0oa

Source: Compiled by WTO Secretariat.
® Tariff quotas

32. Pakistan has no MFN tariff quotas. However,tgaan imports of certain goodsgitile for

tariff exemptions/concessions operate effectively as tariff quotas. For example, new and used
concretemixer lorries elgible for the 5% concessionary rate are limited to arupllquota of
2,500units, allocatd on a "first come first served" basis; it is substantially untikred
(TableAlll.2). There are bilateral tariff quotas on tea, betel nuts, and certahingjatith Sri Lanka,

and reportedly on certain textile products with Mauritius under ragpdet As (Chapter II).

(iii) Customs valuation, minimum import prices and preshipment inspection
33. Pakistan legislated WTO customs valuation rules in 2000 (section 25, Customs Act).

Transaction value is used, followed sequentially by other WTO metHddsl Jure 2002,Customs
checked declared values during transition using a previously constructed valuation datshizase






