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TRADE LIBERALIZATION BETWEEN INDIA
AND PAKISTAN: FOCUSING DIRECT AND
INDIRECT BARRIERS

SYED IMRAN SARDAR

Introduction
Many economic experts argue that trade liberabmatis a win-win

proposition for both Pakistan and India, especidtyPakistan since it is in need
of growing export markets in order to utilize thetgntial industrial hubs present
in the country and trade with India could signifidg help achieve this goal. As
for India, trade with Pakistan would not only benéfcial for itself, but would
also facilitate its trade with Afghanistan, Irarhi@a and Central Asian statéks.
However, despite common history, language, cultunekthe acknowledgement of
mutual trade benefits, trade liberalization betwkelia and Pakistan has not been
materialized. Both countries account for almosp@g cent of South Asia’s GDP,
85 per cent of South Asia’s population, and 80 qeat of South Asia’s surface
area, whereas the percentage of India-Pakistae isazhly 202)

There are some decisive direct trade barriers (DTEBsl indirect trade

barriers (IDTBs) that stand in the way of rationaig trade liberalization between

Syed Imran Sardar is Assistant Research Officer at the Institute of Regional Studies.



the two states. Direct trade barriers include,ifistance, lack of infrastructure to
facilitate trade, non-tariff barriers (NTBs), teated barriers (TBs) to trade,
negative or sensitive lists and positive list ajggio While indirect trade barriers
are those barriers that are not related to tremddf,ityet have an impact on trade
nonetheless. These include mutual trust deficitprepensions, image and
perception issue, and contentious outstanding ssike Kashmir, Siachen, Sir
Creek, the water issue and most importantly tesnoriSince inception, IDTBs
have virtually been paralyzing bilateral trade. Tdaises of IDTBs are deeply
embedded in history and in the popular psyche diaim and Pakistani societies.
Relationship between the two is largely guided imp&ons and sentiments; the
sense of a bitter past have solidified mutual pgeroas to such an extent that any
change in the status quo would be deemed polyicalicidal for the governing
elite. This study argues that unless and until IBEBe addressed properly, trade
liberalization would remain a pipe dream.

The study in hand provides a meta-analysis of bw@mentioned DTBs
and IDTBs. It also suggests ways to improve Indiigtan trade relations by
quantifying gains from the recent developmentshsagthe revival of trade talks
in 2011 and Pakistan’s decision to give the mogbdeaed nation (MFN) status to
India. For this purpose, the paper is broadly dididhto three sections. The first
presents the historical background of trade likzsibn between the two states.
The second section discusses major impedimentssifyismg them into direct
trade barriers and indirect trade barriers whike tiird section highlights recent
developments and puts forward some practical measto rationalize trade

liberalization.

History of trade liberalization
This section discusses the historical backgroundrade liberalization

between India and Pakistan. It argues that thevan for free trade derived



from the successful experience of the European mJn{gU). Later, the
establishment of Association of Southeast Asianiddat (ASEAN) in 1967
further provided an impetus for economic cooperatidowever for South Asia,
the path towards liberalization has been trickycasipared to EU and ASEAN,
despite the acknowledgment of free trade benelitee major roadblock in
regional integration is the enduring rivalry of laénd Pakistan. Being dominant,
they remain unable to serve as a model for smatkes in the region towards
integration. Apart from India-Pakistan rivalry, theare some other significant
indirect trade barriers which shall be discussetthénnext section.

In the beginning, their bilateral trade relationsrg/not sour. In fact, India
was Pakistan’s largest trade partner. There wastyplef trade and cross-border
movements between the two countries. Bilateraletnads almost 70 per cent of
their total foreign trade in 1947. Two years laiar1949, Pakistan’'s decision to
not devalue the rupee against sterling led to dirgeadn trade relations.
Commonwealth countries including India imposed artba&go on Pakistan, as a
result of which trade fell sharply from 70 per cemtiround 18 per cefi.

However, in the 1950s trade slightly improved amel dverage percentage
rose to around 20. In 1965, the India-Pakistan semerely dented the already
fragile trade relations. Pakistan’s trade with &diropped to zero from 21 per
cent in early 1950s (see figure 1). The breakthinaangrade relations occurred in
the eighties when Pakistan opened formal trade Witha by introducing a
positive list of forty-six item$ In 1983, a Joint Commission was formed which
formally ratified an agreement to boost bilaterabgeration in the economic,
industrial and commercial fields. Right after tlagfication, around 40 items were
allowed for import from India. Later, the numbecreased to 584. On the other
hand Pakistan allowed all kinds of export to Inalil maintained a positive list of
around 687 items.

Figure 1
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Source: “The Challenges and Potentials of India-Pakistan Trade” World Bank, June 2007
The first formal step for trade liberalization wagen in the sixth summit

of South Asian Association for Regional Cooperat{®NARC). This summit
was held in Colombo in December 1991 and resulte@n approval for the
establishment of an Inter-Governmental Group (I@&jormulate an agreement
to establish a SAARC Preferential Trading Arrangetm@&APTA) by the year
1997. Every member state seemed to be quite opttnasd enthusiastic to
promote and sustain mutual trade and economic catipe in the region through
the exchange of concessions. Given the outrighsemmsus, the SAPTA was
signed on 11 April 1993 and made functional on tddeber 1995 prior to the
date stipulated in Colombo sumrfit. This agreement was composed of 25
articles with a special focus to protect smallates. (See Annex for details).
Some highlights of the SAPTA agreement are asvalio

> overall reciprocity and mutuality of advantagesasoto equitably

benefit all contracting states, taking into accotidir respective



level of economic and industrial development, thégrn of their
external trade, and trade and tariff policies ayslesns;

> negotiation of tariff reform step by step, improwetd extended in

successive stages through periodic reviews;

> recognition of the special needs of the Least Doped

Contracting States and agreement on concrete preigr
measures in their favour; and

> inclusion of all products, manufactures and commesliin their

raw, semi-processed and processed féfins.

After the establishment of SAPTA, rounds of traggatiations began. In
connection with SAPTA negotiations, the positi& livas expanded by 81 items
to a total of 768 items (these items correspondround 1650 items at 8-digit
level) and further to 773 items. Most of the neamis included in the positive list
were raw materials and chemical items requiredhigyldcal industry. Items not
covered in the list were not permissible for impooim India. For its part, India
had not imposed any formal restrictions on exptwter imports from Pakistan.
However, there were a number of NTBs and TBs ireotd protect domestic
industries. It had maintained a list of “Sensitivadnsumer goods, imports of
which were regularly monitored with a view to tadxiprompt action to pre-empt
or minimize disruption of local production by contipg imports()

The second step towards free trade was taken the gaar when SAPTA
entered into force in 1995. The realization forefteade area was made at the
Sixteenth session of the Council of Ministers hgldNew Delhi from 18-19
December. The session resulted in setting up aer-Gbvernmental Expert
Group (IGEG) to identify the necessary steps fargpessing towards free trade
area. Another important turning point took placeli®95 when India granted

MFN status to Pakistan following the establishm&ritVorld Trade Organization



(WTO). Although Pakistan had not reciprocated itiaa; it nonetheless increased
the positive list of goods that were to be legatiported from India.

In 1998, in the Tenth SAARC Summit held in ColomB6;31 July 1998,
it was decided to set up a Committee of ExpertsECtO draft a comprehensive
treaty framework for creating a free trade aredwithe region. Eventually, on 6
January 2004, the South Asian Free Trade Area ($ARDOreement was signed
at 12th SAARC Summit held in Islamabad. The Agresnemtered into force on
1 January 2006, and the Trade Liberalization Progra commenced from®1
July 2006. Following the Agreement coming into oithe SAFTA Ministerial
Council (SMC) has been established comprising ttrancerce ministers of the
member states. To assist the SMC, a SAFTA Commatdexperts (SCOE) has
been formed® This agreement is also composed of 25 article® fnex Il for
details).

All member states pledged to eliminate trade bewrie allow free trade
among them. In this regard, they are required tce their tariffs by 0-5 per
cent in two phases by December 2015. In the finstsp, non-Least Developed
Countries (non-LDCs) — India, Pakistan and Sri lark were supposed to
scale down their tariff rates to 20 per cent ineang from January 2006. While
LDCs, including Bangladesh, Nepal, Maldives and tBhu allowed the
concession and were supposed to reduce tariff® fweB cent in the same period.
In the second phase, non-LDCs were supposed tdosut their tariffs to 20 per
cent or below 0-5 per cent in the period of fivangestarting from January 2009.
There is a concession of one year for Sri Lanka il supposed to cut down
tariffs in 6 years rather than five. For LDCs, theng supposed to reduce trade
tariffs from 30 per cent or below to 0-5 per cerihim eight years? (see table 1)
Under SAFTA, all member states are allowed to maksensitive list for
protecting their interests. However, it is subjech maximum cap to be mutually
agreed and supposed to review after every foursy@amaybe earlier.



Table 1
Tariff reductions under SAFTA
Existing Proposed SAFTA
Countries tariff rate reduction Timeline
First Phase
. i ) >20% Reduce to 20% 2 years
India. Pakistan, Sr1 Lanka , :
<20% Further annual reduction 2 years
, >30% Reduce to 30% 2 years
Bangladesh. Bhutan, Maldives, Nepal _ ,
< 30% Further annual reduction 2 years

Second Phase
India, Pakistan, Sri Lanka <20% Reduce to 0-5% 2 years

3 years (primary
Bangladesh, Bhutan, Maldives. Nepal < 30% Reduce to 0-5% products)

5 years (other products)

Source: “Implications of Liberalization of Trade and Investment with India”, chapter 2, p.59,
Research Department, State Bank of Pakistan, 2006.

Since April 2006, a total ten meetings of SMC a@D& have been held.
Among these, eight were the usual annual meetingke whe other two were
special meetings. One was on 23 September 201Xhandecond one recently
called in Colombo 2013. Apart from this, a totalsgiven meetings of SAFTA
ministerial Council have been held so far.

Even after the enthusiastic beginning of SAFTA, titagle between India
and Pakistan could not touch the 3 billion US datheark. Bilateral trade potential
is estimated to be $19.8 billion, 10 times the entrlevel. However, with the
initiation of the Composite Dialogue process in £206ilateral trade improved as
compared to the previous three years when politeasions were high. From
2005 to 2011, bilateral trade has been around §igrbon average (see Figure 2
& 3). Pakistan accounts for around 0.5 per cerihdia’s trade and India on the
other hand accounts for about 3 per cent of Paksstaade. The irony is that a
large portion of India’s export potential (aroun8 per cent) is on the products
that are in Pakistan’s negative list or sensitig¢ for India under the SAFTA



agreement. Similarly, India’s sensitive list apphbte for Pakistan contains 32 per
cent of India’s import potential from Pakisté#.

The biggest upset in bilateral trade relations keapg in 2008, reversing
the progress achieved following SAFTA. On 26 Novemi2008, terrorists
attacked Mumbai city, killing around 100 people deaving 200 wounded. India
claimed that the terrorists belonged to Lashkar#sd, a Pakistan-based militant
organization. For its part, Pakistan assured itmpete cooperation in the
Mumbai attack case to bring terrorists to justibef demanded evidence of
involvement. Just one month before the Mumbai k#aboth states permitted
trade and travel across the Line of Control in Jarmmand Kashmir. This sad
episode resulted in the cessation of the compab#mgue. However, after a
three-year lull in bilateral relations, the dialegprocess resumed once again in
2011.

Figure 2
Bilateral trade between India and Pakistan indilluS $
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Source: Mohsin Khan, “India-Pakistan Trade Relations: A New Beginning”, New America

Foundation, Washington DC, January 2013.

Figure 3
Bilateral trade as per cent of country’s total trace
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During 2011, several high-level meetings were retded at improving
bilateral trade. At the 17th SAARC summit in Noveanb2011, the prime
ministers of India and Pakistan discussed tradeegsSOn 2 November, Pakistan’s
announcement giving MFN status to India was a wekaevelopment. During
the Indian commerce minister’s visit to Pakistdue tabinet announced that MFN
status to India would become operative in 2013.dquick start, provisionally a
negative list of about 1200 items replaced thetpeslist of 1946 items. It was
decided to replace the negative list further bynalker negative list in 2013.
Currently Pakistan has just 1209 items on the meggést out of 8,000 items. The
remaining 6,800 items are tradable, which is aequignificant number as
compared to the 2,000 items of the previous ligiwkler, granting MFN status
to India remains conditional upon the removal ofB$Ton Pakistani goods,
because the export community in Pakistan claimsdhan after the MFN status,
the NTBs would continue to dominate.

The year 2012 has also been favourable for botia lawad Pakistan. Many
positive developments have taken place in this.yRakistan and India signed
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three agreements on the following: the redressatrade grievances; mutual
recognition and customs cooperation to facilitatatéral business mechanism,
and on easing issues related to certification,nBoey and lab tests. These
agreements were signed at tH2 réund of Pakistan-India commerce secretary-
level talks on economic and commercial cooperatdoih sides agreed to reduce
the sensitive list to 100 by the year 2017 undeFBA agreement. In this regard,
India went ahead and pledged to reduce the semdist by 30 per cent till
December 2012. Pakistan agreed to lift restrictortrade via Wagah-Atari land
route for all goods by the end of October 2012 thear they decided to explore
the possibilities of opening the Munabao-Khokhrataard route for tradél
Despite strong commitments from both sides, the MEdtus is still pending and
the issues under NTBs have not yet been addres3edthe other hand,
outstanding conflicts between the two neighbouesraaking trade liberalization

more vulnerable. The next section shall discussetipediments in detail.

Direct and indirect trade barriers
in liberalization of trade
This section classifies major impediments in tréderalization into two

categories: direct trade barriers and indirectdradrriers. It argues that direct
trade barriers like NTBs, TBs, and financial andst©ms problems can be sorted
out through mutually agreed measures. Howeverrentlirade barriers like trust-
deficit, apprehensions, image and perception isand, outstanding contentious
issues require a people-centric approach. Thesestsaare deeply embedded in
history. Genuine efforts towards the resolutionootstanding issues between
India and Pakistan like Kashmir, Siachen Glaci@r,C3eek, the water issue and
terrorism would help in building trust and in imphag the problem of image and
perception. Spoilers from both sides often explaiistanding conflicts to create a

negative image and disrupt the normalization precékis study argues that until
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trust-deficit, the issue of image and perceptiond autstanding contentions stay
unresolved trade liberalization would remain a gipam.

Before going into detail, what is worth mentionihgre is the trade
structure between India and Pakistan. Bilateradetregs taking place via three
routes: formal trade, illegal trade and trade \hadt countries. Formal trade
means the official trade which is marginal. lllegedde takes place through
smuggling via the porous borders of India, Pakistad Afghanistan, while trade
via third countries mainly occurs through Dubai &idgapore since both have
free ports and accommodate the traders of botlaladd Pakistafi2) According
to the Federation of Indian Chambers of Commerak ladustry, formal trade
between India and Pakistan currently stands at $2lidn, rising from $144
million in 2001, while informal trade via a thirdogntry is estimated at $10
billion. Under heightened political tensions, oiffictrade suffers more because of
the closure of official trade routes. However, evannormal circumstances
official trade faces a number of direct trade leas

These barriers broadly include tariff barriers, +tanff barriers, technical
barriers, finance measures and quality-control oness Tariff barriers comprise
customs duties, special additional duties and @uailing duties. NTBs are
stringent visa regime, trade distortion subsidieserland transportation
limitations, air travel restrictions, sea transpbdn restrictions, transit
restrictions, port of call restrictions, and railwaarriage restrictions. Finance
measures include cumbersome payment system, testriofficial foreign
exchange allocation, regulations concerning terfmsaole for import payments,
non-acceptance of letter of credit, high commissodrforeign banks offering
letter of credit and lack of bank branches. Quatitytrol measures are licence
with no specific ex-ante criteria, licence for stéel importers and sanitary and

phytosanitary measures. Finally, technical barnieckide marking requirements,
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labelling requirements, testing, inspection andraotne requirements, and pre-
shipment inspection/certificate acquisitié?.

Nisha Taneja’é4 study on non-tariffs barriers places the abovetiopad
direct trade barriers into the category of nonftéarriers. These NTBs are of six
types, namely positive list approach, trade faatiliin and customs procedures,
technical barriers to trade and sanitary and playtibsry measures, financial
measures, para-tariff measures and visas. Accortinthis study, the most
apparent barrier in bilateral trade is the positiseapproach. Over the years, this
approach has expanded gradually but traders fraindides face many problems
in the application of this policy measure. The gtaggues that the most well-
documented problem is that “several goods not erptsitive list are exported to
Pakistan through Dubai. This has been a traditipnattice and is admitted by
traders in both countries. Using the indirect rdetels to high transport costs for
traders. Transport costs on the Mumbai-Dubai-Karemite are 1.4 to 1.7 times
more than on the direct Mumbai-Karachi rouf€)’A second barrier exists in the
form of trade facilitation and customs procedures.

Trade between India and Pakistan takes place threeg, rail, air and
land routes. There are four land routes betweem:tt¥agah-Attari in Punjab,
Munabao-Khokhrapar between Pakistani Sindh anchiinBiajasthan, Rawalakot-
Poonch and Muzaffarabad-Srinagar in Kashmir. Amahgm, Munabao-
Khokhrapar land route is closed and Rawalakot-Pooand Muzaffarabad-
Srinagar routes are vulnerable because of theatitmt in the disputed territory of
Kashmir. Therefore, the Wagah-Attari border in Rbnis the only point carrying
a load of overwhelming trade between India and f2aki The weak land route
infrastructure and bilateral restrictive protoctdsad to heavy costs for traders
from both sides. In times of political friction, hecomes impossible to pass
through land routes. The number of border crosstegseases with the increase

in the intensity of conflict. Moreover, there is aoiform policy for all land routes.



14

Each route has its own political context and hemdédferent policy. For instance,
trade policy for land routes in Punjab is totaliffetent from those in Kashmir.

Similarly, there is only one railway route at theaydéh-Attari border.
Since the capacity of the passenger train, Sanmghiaxpress, is very limited, the
products are usually moved by freight cars or citange carriages attached to
this train. The importance of trade via train rohgs declined as compared to sea
and land routes. The reason behind this are the guaadity of rolling stock and
restrictions on the type of freight cars. This int&nge train only moves between
Amritsar (India) and Lahore (Pakistan) through &t&ari railway station. Goods
from India reach Amritsar on Indian rail carriagesl are then unloaded and then
re-loaded onto Pakistani freight cars or truckswolt only creates a big hassle but
Is also time-consuming and more costly. Moreovaddrs from the eastern side
of India, for instances Kolkata, face many problemsading via railway through
Wagah-Attari border because they lack access tessacy information. Hence,
shipments first go to Colombo, Sri Lanka, or Sirgapvia sea and then reach
Pakistan through KarachpP

Similarly, Pakistan does not allow the import oftoa via rail route as per
Plant Quarantine Rule that allows import throughra€ai port only. There are
many textile mills in Lahore and Faisalabad but thdian cotton is first
transported to Mumbai and then to Karachi via & ute and finally reaches
Lahore and Faisalabad through road. There is onbea route that remains
operational. However, trade takes place undericas# protocols.

Another issue under trade facilitation is that botluntries do not allow
transit facilitation to each other. For instancakiBtan provides transit facility to
Afghan goods to be transported to India but restrimdian goods to be
transported through its territory to Afghanistaimifarly, India does not provide

transit facility to Pakistan for having trade wBlangladesh and Nep@n Thirdly,
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many traders have to go through cumbersome proesdgustoms clearance,
rules of origins certification, valuation and claace of goods.

Fourthly, there are issues under the sanitary drytiopanitary measures
and technical barriers to trade. WTO allows suclasuges to maintain standards
that would ensure safety and protect human andarifa. Both states have not
adopted any uniform method to test goods; theywla domestic institutional
framework. There are 24 standard setting bodid¢ssdia and only one in Pakistan.
With the large number of bodies operating in Indias very difficult to identify
the national standard. Moreover, implementatiorstahdard measures are very
stringent and meticulous. Currently, Pakistan inggamiandatory standards for 46
items and India for 68 items. For instance, in thee of Pakistan, samples of
leather items and melamine products are sent turd#diries located far from the
port of entry point before being exported to Indiathe case of textiles, traders
are required to obtain pre-shipment certificatenfrieir own country. However,
this is rejected by Indian authorities. In pharmadicals, the registration process
with Central Drug Standard Control Organization &ID) in India is hectic and
time consuming. Similarly, for the import of agrittual products from Pakistan,
Indian traders are required to obtain phytosanitamtificate through a process
that takes several days. In the case of the ingfdiresh mangoes, it is reported
that a test shipment from Pakistan is often desttogt the Indian port on the
ground that the sanitary and phytosanitary normg$résh mangoes were not laid
down by India’s Ministry of Agriculture.

There are some irregularities in the financial nuees for bilateral trade.
Shipments can only move with a confirmed lettercoédit (LC). However,
Taneja’s study reveals that many firms have tradétiout confirmed LCs.
Traders from Pakistan argue that Indian banks dorewpgnize LCs from any
Pakistani bank and the process of confirmationgaexeral days. It takes even
more time when discrepancies are found in LCs. A&IONTB is related to para-



16

tariff measures. Both India and Pakistan imposesehmeasures in addition to
basic customs duties that increase the cost of rifmgoitems. For instance,
Pakistan imposes a sales tax of 15 per cent anithhoMing tax of 6 per cent.
For its part, India imposes a countervailing dufy16.3 per cent on many
products, and a special countervailing duty of 6 gent. Ishrat Hussah® has
also pointed out that Indian para-tariff measuresdase the existing tariff rates
from an average 12 per cent of customs duty to pBrécent. Moreover, once
composite taxes are imposed on certain textiles @othing, the average
protection increases from 9.6 to 16.2 per centcfothing. India’s tariff regime
also promotes tariff escalation as semi-manufastatgact lower rates compared
to finished good$§ Besides para-tariffs, both states have high taofi textile
and agriculture products to protect their respectndustries. They follow very
restrictive policies because both states enjoy @vatjwe advantages in this sector.

Finally, there is the issue of visa procurementdérs from both sides
face many problems in obtaining visas. First, beitites grant city-specific visa
with a limited period of stay. This is a major barrthat prohibits traders from
finding new markets and partnerships. There isirement of police reporting on
entry and exit. Moreover, there is lack of clardp what grounds visas are
granted or rejected. For trade in engineering ameimical sectors, both sides
require a visa for technical service that is evementomplicated than normal visa.

Selim Raihaf#9 and Prabir D&V have also pointed out some anti-trade
measures in the bilateral trade between India akistn which are given below.
Another study conducted by Raihan, De and Ejaz &am 2012 highlighted
more or less the same NTBs. (see box 1).

> Limited number of items allowed to be transportewagh rail and

land route with specific timings for the opening.
> No warehousing/storage facilities available.
> Poor quality land route network with little regidmaad linkages
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Rail networks between ports and markets are oftesing, putting
extra burden on already inadequate road networks.

Limited number of railway wagons and their occaalon
unavailability.

Fixed time for loading and unloading of goods amgrchange of
goods trains between the two countries add to tnagisaction time
and cost of trade.

Strict quality testing and certification measuresdoods.
Information flow on trade-related matters betwedre ttwo
countries is particularly weak, thereby generatiagormous
problems.

Stringent and restrictive measures for obtainingavirom both
sides.

Both states grant only city-specific visa with lted period of stay.
Requirement of police reporting on arrival and dape,
requirement of exit from the port of entry.

Lack of criterion for rejection of visa, grantingone-specific visa,
disregarding requested date of entry, and delgyanting visa.
Both sides do not provide transit facilities to leather. Transit of
Pakistani goods through India to Bangladesh andaNeg
prohibited. Pakistan also places restrictions amdit trade from
India to Afghanistan.

Mismatch exists between the Harmonized System (HS)
classification of goods. Indian 8-digit HS classdfion sometimes
used on the Pakistani 6-digit classification ofrigeon the positive
list, giving customs officials room to allow entrgased on

discretion.
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Inefficient payment system under Asian Clearingddnihat leads

to significant delays, especially when letters mdit need to be

confirmed, which can take up to a month.
Lack of redressal mechanisms for grievarig®s.

List of Non-Tariff Barriers

Payment procedures: Some Indian banks do not recogn
LCs from all Pakistan banks and vice versa.

Visa regime: Still very restrictive on both sides. The vi
regime is unpredictable, city specific single-entand
limited to very few days stays.

Air travel: Very limited to a few flights. Capital cities a
not connected by direct flights.

Road and rail travel: Limited traffic, lack of railway,
wagons and locomotives, rail wagons carrying gq
should return empty.

Sea travel: Ships should touch a third country port (e.

Dubai or Singapore) before delivering import goeasept
limited port of call between Karachi in Pakistardadava
Sheva in India.

ServicedIT: Heavy restrictions limited profession
exchanges/cooperation.

Services/Banking: Bank branches are not allowed &
export/imports should be made through a third agunt

Sandards: The Bureau of Indian Standards (BIS) requ
a certificate for cement, whereas it takes 6 mo(8hseeks
in theory) to clear certification. Pakistani lakeports for
complying with certification requirements for fatsiand
garments are often not accepted in India. Finideather
from Pakistan requires an additional certificatioom the
Indian veterinary department.

Infrastructure: A 10-hour window is given to India
importers to unload/load. Customs clear and relbatthis

e
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=
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is hardly accomplished. Warehousing facilities ooth
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sides of the border are inadequate. Behind the ebbord
facilities are very poor. For example, a major parthe
road linking Attari with Panipat on India’s Natidna
Highway 1 is narrow.

. Trade logistics: Goods move by air, sea, and rail between
India and Pakistan. While road routes for trade rave-
existent, rail and air connections between the dauntries
have been erratic. Inter-change between Pakistah| an
Indian railways takes place only on Sunday. Thee|a
restrictions on mode of transport in export gooHsr
example, cement export to India is allowed onlyttayn,
and export of large quantities through train is possible
as the frequency of trains running between Indid [an
Pakistan is very low. There are large port congasthigh
port and demurrage charges, cumbersome paper veor#t
generally more issues of trade and transport faton in
Pakistan.

U

. Transit: Although India and Pakistan are signatories of
GATT Article V, they do not extend freedom of tréarns
each other as well as international traffic in sitin

-

. Testing laboratories at border: Testing laboratories fo
trade in agriculture, processed food chemicalsmgats
etc. are not available at both sides of the AWdagah
border

Source: Selim Raihan and Prabir De, “India-Pakistan Economic Cooperation: Implications for

Regional Integration in South Asia”, Commonwealth Secretariat, April 2013

Ishrat Hussain has also highlighted some NTBs snpaiper, “Managing
Trade between India and Pakistan.” He states thatbtisiness community in
Pakistan has strong reservations about these NTBs.business community

claims that such NTBs are Pakistan-specific. Th8#are as follows:

> Strict sanitary and phyto-sanitary measures

> Technical barriers to trade

> Quotas and Import licences on 600 items

> Aggressive use of safeguards and anti-dumping mesisu
> Frequent invocation of countervailing duties
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> Stringent licence requirements from the Bureau aoflidn
Standards

Multiple customs clearance requirements

Non-standard customs valuation methodology

Stringent and lengthy certification requirements

Restrictions on movement of goods through railways.
Complicated and restrictive visa requirements

Long dwell times at ports and border points

Transit restrictions

Absence of testing labs at the border crossingtpoin

YV V.V V V V V V V

State governments’ restrictions on use, sale, am$wmption of
certain goods

> Uncertainty about inter-state movement of goods

> Non-acceptance of letters of credit issued by Rakidanks

Both states continue to use tariff and non-tardfriers to protect their
industry despite reforms. India is ranked “1&imong 125 countries on World
Bank’s Trade Tariff Restrictiveness Index (TTRI)ilghPakistan stands at 102nd
place. India’s trade regime is even more restricis compared to other emerging
economies like Brazil, China, Mexico, or in compan to neighbouring states in
South Asia. Moreover, India’s ranking on “ease oind business” indicators is
quite low, standing at 12%2out of 178 countries whereas Pakistan rank&@y

After having discussed direct trade barriers toiflak-India trade, the
following study highlights some indirect trade bars. As mentioned earlier,
these barriers are deeply embedded in the histbigter-state relations. Both
states have fought four wars and faced many upsdamas in their relations.
Since independence, trade relations have often bdeemaged by sporadically
heightened political tensions between India andif®ak Memories of the past
have created a trust deficit which is an indireatrier in the normalization of
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trade. Both states need to make sure that theydwaailallow political tensions to
disrupt the normalization of bilateral trade.

If we look back, right from the first day India-Rstan relations never ran
smoothly. There were problems: the question of miies, evacuee property,
sharing of assets, division of military stores, Kag, Hyderabad and Junagarh,
and then later, the 1965 and 1971 wars — the disérdless. A number of
promising agreements were made, such as the TdashkdnSimla agreements
and the Lahore declaration. Yet none of these awgats, nor the Vajpayee bus
yatra to Lahore could improve relations betweenttie rivals in the long run.
Even after more than 60 years of their emergender@asndependent states, the
problem remains the same — of ‘image’ and ‘pereaeptiBoth states still have
their reservations and continue to regard eachr @hehe ‘archenemy’. This has
been a great hurdle in achieving peace.

Kashmir is the most intractable conflict betweeanth and it still remains
unresolved even after more than 60 years. For RakiKashmir is the “core”
iIssue and the root cause of bitterness in itsioglatwith India. Pakistan maintains
that Kashmir is a disputed territory and its acesto India in 1947 was invalid,
so it is an unfinished agenda of partition. In B&a's eyes, its accession to India
without consulting the Muslim population of thetstavas null and void because
this decision ignored the partition principles, wdi®y demographic
considerations and geographical location were takinaccount. What Pakistan
wanted foremost was to press its claim on Kashrair.India, Kashmir is aatoot
ang (integral part) of India. In a speech to the Cduostit Assembly on 25
November 1947, prime minister Jawaharlal Nehrufjasdtit in these words: “We
were of course vitally interested in the decisioat the state would take. Kashmir,
because of her geographical position with her fesst marching with three
countries, namely the Soviet Union, China and Afgéian, is intimately

concerned with the security and international occistaf India. Economically also
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Kashmir is intimately related to Indi&® These claims still continue to dominate
the Kashmir saga.

Parallel to Kashmir, the Siachen glacier issue,(3eek issue, the water
issue and terrorism are creating hurdles in nomaabtn of relations between
India and Pakistan. Among these Siachen is the wmmsty issue. Both states
have paid a huge cost in terms of human, econondceavironmental 10ssé%)
Pakistan is faced with an acute water shortagasatigerefore concerned over the
Indian decision to construct several new hydro oty on rivers in occupied
Kashmir that flow to Pakistan. There is an alarmsigiation for Pakistan that
India can divert or store a large quantity of wdtet is essential for agriculture
as well as the livelihood of farmers in Pakistahe TWwater issue is expected to
become more acute in future with climate changgésctifig the flow of riversz?)
These indirect trade barriers profoundly affecti¢raelations. There are a number
of instances in the history of India-Pakistan tietad when trade had to suffer. For
instance, tensions over Kashmir often led to tbswie of trade across the Line of
Control. Similarly, heightening of tensions in amytstanding dispute, whether it
is the water issue, the Siachen issue, or terradsvity, always takes bilateral
trade to a dead end. So, parallel to normalizatiomade, there is a dire need to
focus on resolving all contentious issues. Geneiffierts towards resolution of
the above-mentioned bilateral issues and increapeuple-to-people contacts
would help in building trust and improving imagedaperception towards each
other. The following pages probe potential fromergadevelopments and suggest

ways to further trade liberalization between Inainal Pakistan.

The way forward
The resumption of the composite dialogue proce0iil provided hope

for betterment in bilateral trade. Moreover, Pastgovernment’s decision to
grant MFN status to India is a major breakthroufbday, 6,800 out of a total
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8,000 items can be imported from India. This isgaificant change as compared
to the past when only 2,000 items were being ingagbftom India. Pakistan’s
exports to India during April-December 2012 haver@ased by 66 per cent to
$460 million, while Indian exports to Pakistan rdse16 per cengd India has
also reduced the number of prohibited items fordrhfrom Pakistan by 30 per
cent.

In 2012, Pakistan and India signed three agreenfentedressal of trade
grievances, mutual recognition and customs cooperab facilitate bilateral
business mechanism and to resolve issues relateértification, licensing, and
lab tests. The same year, on 14 December, thegdigm agreement to ease tough
visa restrictions for travellers. In addition, batiues also agreed to reduce the
sensitive list to 100 items by the year 2017 untter SAFTA agreement.
Furthermore, the feasibility of opening the Munaldmkhrapar border and a
second gate at Wagah-Attari land route is beingsidened. This would increase
the number of trucks crossing the border to 5004y from 150-200 at present.
Moreover, both sides have agreed on grid-connégtivetween Amritsar and
Lahore, which would pave the way for trade of up@®MW of power. Biswajit
Dhar, Director-General at Research and Informat8ystem for Developing
Countries, says that “the positive spinoff for nafisation of trade is enormous.
Pakistan has given signals and India now needs ai@ tthe initiative.
Normalisation of bilateral trade relations will peh putting much of the political
bickering on the backburne?

In order to reap advantages from the current dewveémts, Ishrat Hussain
suggests that Pakistan should not delay grantinby Btatus to India. On the other
hand, India should reduce its tariffs on agricdiuiextile, and other goods that
are in Pakistan’s interest. Moreover, both statesiksl focus on phasing out the
sensitive list under the SAFTA within the next fg@ars. Mohsin Khan argues
that the current environment is conducive for farthg the dream of
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liberalization. He highlights some recommendatioesessary for the promotion

of bilateral trade, which are as follows:

>

Need for agreement on non-tariff barriers (NTBagid time and
again argued that its NTBs were non-discriminatang applied
equally to all countries. Pakistani officials angerters argue that
the NTBs are applied selectively and in an ad haamer against
Pakistani exports to India. The two countries wied to discuss
specific NTBs, bringing in the experience of expost and reach a
mutually acceptable resolution over which NTBs ndedbe
eliminated or changed.

Need to develop and implement a dispute resoldtaanework. At
present, many Pakistani business people feel tlaaye timited
recourse in settling disputes with their Indian meuparts. While
both India and Pakistan have access to the disgeitement
mechanisms of the WTO and SAFTA, and the Redredsatade
Grievances Agreement allowing government-to-govenmm
negotiations, there is still room for an informalivate party
dispute settlement mechanism. Such a frameworlkdcordvide a
fast-track process to enable aggrieved industeeporters, and
importers to efficiently resolve trade disputestthee relatively
small or minor. This informal dispute resolutionthed could be
administered by the newly created India-Pakistant Johamber of
Commerce.

Need to develop physical infrastructure to fadiditailateral trade.
The quality of the road network is poor with fevginal linkages,
and rail networks between ports and markets argeldnThere is
only one main border crossing at Attari-Wagah anhdacks

adequate customs and warehousing facilities. Rakigtorts need
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to be expanded to handle the expected increasargo.cWithout
significant improvements in infrastructure, the lgoiadoubling or
tripling trade in the next few years could not balized. It is in the
interest of both India and Pakistan to identify tpaysical
bottlenecks and work together to reduce or elineingtem,
possibly through public-private partnerships, whichve been
successful in developing infrastructure in otherrtaes.

Need to open up trade in services. Although neithéia nor
Pakistan explicitly restricts services trade, aspnt it is virtually
nonexistent. The reason is the restrictions plaoed foreign
nationals entering and providing services in théidn market. In
response, Pakistan puts similar restrictions ircglaven though
they have no legal basis. The potential for thevises trade,
including, for example, information technology, ditial services,
medical services, education, and tourism, appedog substantial.
There is now a tentative agreement on cross-bdraeking, with
each country being permitted to open bank branahése other
starting in 2013. Meanwhile, the partial easingvish restrictions
should allow for larger tourist flows. Similar agreents are
needed on student exchanges and travel for metfieaiment.
India has first-rate technical schools and mediailities that are

as yet unavailable to Pakistaf#3.

In addition to the above-mentioned measures, hatesneed to focus on:

Relinquishing the positive list approach to cleayvor free trade
between them. After resumption of dialogue, theas lheen a
gradual increase in the positive list. However,reghare many
products of both states’ interests that are sttl included in the

positive list
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Improving infrastructure of transportation links

Easing the bilateral restrictive protocols on nalad and sea routes
Modernizing customs procedures and improving fatibns at
border.

Making sure electronic data interchange (EDI) faes at border
expedite shipment movements

Easing application of standards for goods sincé lsthtes have
their own rigorous domestic standards. India, itipalar, needs to
adopt a uniform standard system; currently it hagerthat 20
standard authorities both at the centre and tle Eeael. However,
Pakistan has a single authority

Increasing lab facilities at land border points

Improving efficiency of Asian Clearance System adow to the
changing needs

Opening bank branches on a mutual basis. (Botbsstetd already
signed an agreement for opening bank brancheshisuagreement
has not materialized yet.)

Reviewing para-tariff measures

Reviving the composite dialogue 2006 agenda whiatiuded
resumption of rail service between Khokhrapar arah&bao, bus
service between Srinagar and Muzaffarabad, relgyivoisits to
Lahore and Nankana Sahib, a new shipping protaerggulation
of air services, and joint registration of Basnmete.

Easing the visa regime

Last but not the least, India and Pakistan diretecdhto address their

outstanding issues. Both states must not allow g@itical differences to disrupt

trade normalization. The recent dialogue process tesulted in workable
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solutions for the above-mentioned areas. For igsgtaRakistan and India signed
three agreements on redressal of trade grievanoesjal recognition and
customs cooperation to facilitate bilateral bussnesechanism and ease issues
related to certification, licensing, and lab teatsd relaxing the visa regime.
However, there has not been any progress towastdvieg contentious issues
between India and Pakistan.

Terrorism is the most difficult problem. Hence,réquires a mutually
agreed comprehensive system. It often happensbtitat states have divergent
opinions on dealing with terrorism. The water issgeanother problematic
concern between India and Pakistan which has thenpal to roll back the
normalization process. Both states need to addhessvater issue at the Indus
Waters Commission or at the government level irstédiling it to international
bodies@l)

Kashmir has always been the bone of contention deiwindia and
Pakistan. This enduring conflict has generated n@owplexities in inter-state
relations. It remains on the top of the agendaemms$ of outstanding issues.
Ceasefire violations on the Line of Control havedme the norm in bilateral
relations which often disrupt the cross-LoC traleth states need to sort out this
problem parallel to trade normalization. The enfprecess of liberalization of
trade would remain vulnerable if this issue doesgat resolved. Many analysts
argue that the Siachen and Sir Creek issues aralde] but require political will
and a rational approach. For Siachen, in particblath states need to resolve this
issue at their respective national levels basetthemnderstanding of the common
good and the collective human and economic costsof2)
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Annex |

AGREEMENT ON
SAARC PREFERENTIAL TRADING ARRANGEMENT (SAPTA)

Preamble

The Government of the People's Republic of Bangladesh, the Kingdom of Bhutan, the Republic of
India, the Republic of Maldives, the Kingdom of Nepal, the Islamic Republic of Pakistan and the
Democratic Socialist Republic of Sri Lanka hereinafter referred to as "Contracting States",
Motivated by the commitment to promote regional co-operation for the benefit of their peoples, in a
spirit of mutual accommodation, with full respect for the principles of sovereign equality,
independence and territorial integrity of all States;

Aware that the expansion of trade could act as a powerful stimulus to the development of their
national economies, by expanding investment and production, thus providing greater opportunities
of employment and help securing higher living standards for their population;

Convinced of the need to establish and promote regional preferential trading arrangement for
strengthening intra-regional economic cooperation and the development of national economies;
Bearing in mind the urgent need to promote the intra-regional trade which presently constitutes a
negligible share in the total volume of the South Asian trade;

Recalling the direction given at the Fourth SAARC Summit meeting held in Islamabad in December
1988 that specific areas be identified where economic cooperation might be feasible immediately;
Guided by the declared commitment of the Heads of State or Government of the Member Countries
at the Sixth SAARC Summit held in Colombo in December 1991 to the liberalisation of trade in the
region through a step by step approach in such a manner that countries in the region share the
benefits of trade expansion equitably;

Cognizant of the mandate given by the Sixth SAARC Summit in Colombo to formulate and seek
agreement on an institutional framework under which specific measures for trade liberalization
among SAARC Member States could be furthered and to examine the Sri Lankan proposal to
establish the SAARC Preferential Trading Arrangement (SAPTA) by 1997;

Recognizing that a preferential trading arrangement is the first step towards higher levels of trade
and economic cooperation in the region,

Have agreed as follows:

Article - 1

Definitions

For the purpose of this Agreement:

(1) "Least Developed Country" means a country designated as such by the United Nations.

(2) "Contracting State" means any Member State of the South Asian Association for Regional
Cooperation (SAARC) which has entered into this Agreement.

(3) "Serious injury" means significant damage to domestic producers, of like or similar products
resulting from a substantial increase of preferential imports in situations which cause substantial
losses in terms of earnings, production or employment unsustainable in the short term. The
examination of the impact on the domestic industry concerned shall also include an valuation of
other relevant economic factors and indices having a bearing on the state of the domestic industry
of that product.

(4) "Threat of serious injury" means a situation in which a substantial increase of preferential
imports is of a nature to cause "serious injury" to domestic producers, and that such injury,
although not yet existing, is clearly imminent. A determination of threat of serious injury shall be
based on facts and not on mere allegation, conjecture, or remote or hypothetical possibility.

(5) "Critical circumstances" means the emergence of an exceptional situation where massive
preferential imports are causing or threatening to cause "serious injury" difficult to repair and which
calls for immediate action.

(6) "Sectoral basis" means agreements amongst Contracting States regarding the removal or
reduction of tariff, non-tariff and para-tariff barriers as well as other trade promotion or cooperative
measures for specified products or groups of products closely related in end-use or in production.
(7) "Direct trade measures" means measures conducive to promoting mutual trade of Contracting
States such as long and medium-term contracts containing import and supply commitments in
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respect of specific products, buy-back arrangements, state trading operations, and government and
public procurement.

(8) "Tariffs" means customs duties included in the national tariff schedules of the Contracting
States.

(9) "Para-tariffs" means border charges and fees, other than "tariffs", on foreign trade transactions
of a tariff-like effect which are levied solely on imports, but not those indirect taxes and charges,
which are levied in the same manner on like domestic products. Import charges corresponding to
specific services rendered are not considered as para-tariff measures.

(10) "Non-tariffs" means any measure, regulation, or practice, other than "tariffs" and

"para-tariffs", the effect of which is to restrict imports, or to significantly distort trade.

(11) "Products" means all products including manufactures and commodities in their raw, semi-
processed and processed forms.

Article - 2

Establishment and Aims

1. By the present Agreement, the Contracting States establish the SAARC Preferential Trading
Arrangement (SAPTA) to promote and sustain mutual trade and the economic cooperation among
the Contracting States, through exchanging concessions in accordance with this Agreement.

2. SAPTA will be governed by the provisions of this Agreement and also by the rules,

regulations, decisions, understandings and protocols to be agreed upon within its framework by the
Contracting States.

Article - 3

Principles

SAPTA shall be governed in accordance with the following principles:-

(a) SAPTA shall be based and applied on the principles of overall reciprocity and mutuality of
advantages in such a way as to benefit equitably all Contracting States, taking into account their
respective levels of economic and industrial development, the pattern of their external trade, trade
and tariff policies and systems;

(b) SAPTA shall be negotiated step by step, improved and extended in successive stages with
periodic reviews;

(c) The special needs of the Least Developed Contracting States shall be clearly recognised and
concrete preferential measures in their favour should be agreed upon;

(d) SAPTA shall include all products, manufactures and commodities in their raw, semi-processed
and processed forms.

Article - 4

Components

SAPTA may, inter-alia, consist of arrangements relating to:-

(a) tariffs;

(b) para-tariffs;

(c) non-tariff measures;

(d) direct trade measures.

Article - 5

Negotiations

1. The Contracting States may conduct their negotiations for trade liberalisation in accordance with
any or a combination of the following approaches and procedures:-

(a) Product-by-product basis;

(b) Across-the-board tariff reductions;

(c) Sectoral basis;

(d) Direct trade measures.

2. Contracting States agreed to negotiate tariff preferences initially on a product-by-product basis.
3. The Contracting States shall enter into negotiations from time to time with a view to further
expanding SAPTA and the fuller attainment of its aims.

Article - 6

Additional Measures
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1. Contracting States agree to consider, in addition to the measures set out in Article 4, the
adoption of trade facilitation and other measures to support and complement SAPTA to mutual
benefit.

2. Special consideration shall be given by Contracting States to requests from Least Developed
Contracting States for technical assistance and cooperation arrangements designed to assist them
in expanding their trade with other Contracting States and in taking advantage of the potential
benefits of SAPTA. The possible areas for such technical assistance and cooperation are listed in
Annex - |

Article - 7

Schedules of Concessions

The tariff, para-tariff and non-tariff concessions negotiated and exchanged amongst Contracting
States shall be incorporated in the National Schedules of Concessions.

Article — 8

Extension of Negotiated Concessions

The concessions agreed to under SAPTA, except those made exclusively to the Least Developed
Contracting States in pursuance of Article 10 of this Agreement, shall be extended unconditionally
to all Contracting States.

Article - 9

Committee of Participants

A Committee of Participants, hereinafter referred to as the Committee, consisting of representatives
of Contracting States, is hereby established. The Committee shall meet at least once a year to
review the progress made in the implementation of this Agreement and to ensure that benefits of
trade expansion emanating from this Agreement accrue to all Contracting States equitably. The
Committee shall also accord adequate opportunities for consultation on representations made by
any Contracting State with respect to any matter affecting the implementation of the Agreement.
The Committee shall adopt appropriate measures for settling such representations. The Committee
shall determine its own rules of procedures.

Article - 10

Special Treatment for the

Least Developed Contracting States

1. In addition to other provisions of this Agreement, all Contracting States shall provide, wherever
possible, special and more favourable treatment exclusively to the Least Developed Contracting
States as set out in the following sub-paragraphs:

(a) Duty-free access, exclusive tariff preferences or deeper tariff preferences for the export
products,

(b) The removal of non-tariff barriers,

(c) The removal, where appropriate, of para-tariff barriers,

(d) The negotiations of long-term contracts with a view to assisting Least Developed

Contracting States to achieve reasonable levels of sustainable exports of their products,

(e) Special consideration of exports from Least Developed Contracting States in the application of
safeguard measures,

(f) Greater flexibility in the introduction and continuance of quantitative or other restrictions
provisionally and without discrimination in critical circumstances by the Least Developed
Contracting States on imports from other Contracting States.

Article - 11

Non-application

Notwithstanding the measures as set out in Articles 4 and 6, the provisions of this Agreement shall
not apply in relation to preferences already granted or to be granted by any Contracting State to
other Contracting States outside the framework of this Agreement, and to third countries through
bilateral, plurilateral and multilateral trade agreements, and similar arrangements. The Contracting
States shall also not be obliged to grant preferences in SAPTA which impair the concession
extended under those agreements.

Article - 12

Communication, Transport and Transit
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Contracting States agree to undertake appropriate steps and measures for developing and
improving communication system, transport infrastructure and transit facilities for accelerating the
growth of trade within the region.

Article - 13

Balance-of-Payments Measures

1. Notwithstanding the provisions of this Agreement, any Contracting State facing serious economic
problems including balance of payments difficulties may suspend provisionally the concessions as
to the quantity and value of merchandise permitted to be imported under the Agreement. When
such action has taken place, the Contracting State which initiates such action, shall simultaneously
notify the other Contracting States and the Committee.

2. Any Contracting State which takes action according to paragraph 1 of this Article shall afford,
upon request from any other Contracting State, adequate opportunities for consultations with a
view to preserving the stability of the concessions negotiated under the SAPTA. If no satisfactory
adjustment is effected between the Contracting States concerned within 90 days of such
notification, the matter may be referred to the Committee for review.

Article - 14

Safeguard Measures

If any product, which is a subject of a concession with respect to a preference under this
Agreement, is imported into the territory of a Contracting State in such a manner or in such
gquantities as to cause or threaten to cause, serious injury in the importing Contracting State, the
importing Contracting State concerned may, with prior consultations, except in critical
circumstances, suspend provisionally without discrimination, the concession accorded under the
Agreement. When such action has taken place the Contracting State which initiates such action
shall simultaneously notify the other Contracting State(s) concerned and the Committee shall enter
into consultations with the concerned Contracting State and endeavour to reach mutually
acceptable agreement to remedy the situation. In the event of the failure of the Contracting States
to resolve the issue within 90 days of the receipt of original notification, the Committee of
Participants shall meet within 30 days to review the situation and try to settle the issue amicably.
Should the consultations in the Committee of Participants fail to resolve the issue within 60 days,
the parties affected by such action shall have the right to withdraw equivalent concession(s) or
other obligation(s) which the Committee does not disapprove of.

Article - 15

Maintenance of the Value of Concessions

Any of the concessions agreed upon under this Agreement shall not be diminished or nullified, by
the application of any measures restricting trade by the Contracting States except under the
provisions as spelt out in other Articles of this Agreement.

Article - 16

Rules of Origin

Products contained in the National Schedules of Concessions annexed to this Agreement shall be
eligible for preferential treatment if they satisfy the rules of origin, including special rules of origin, in
respect of the Least Developed Contracting States.

Article - 17

Modification and Withdrawal of Concessions

1. Any Contracting State may, after a period of three years from the day the concession was
extended, notify the Committee of its intention to modify or withdraw any concession included in its
appropriate schedule.

2. The Contracting State intending to withdraw or modify a concession shall enter into consultation
and/or negotiations, with a view to reaching agreement on any necessary and appropriate
compensation, with Contracting States with which such concession was initially negotiated and with
any other Contracting States that have a principal or substantial supplying interest as may be
determined by the Committee.

3. Should no agreement be reached between the Contracting States concerned within six months
of the receipt of natification and should the notifying Contracting State proceed with its modification
or withdrawal of such concessions, the affected Contracting States as determined by the
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Committee may withdraw or modify equivalent concessions in their appropriate schedules. Any
such modification or withdrawal shall be notified to the Committee.

Article - 18

Withholding or Withdrawal of Concessions

A Contracting State shall at any time be free to withhold or to withdraw in whole or in part any item
in its schedule of concessions in respect of which it determines that it was initially negotiated with a
State which has ceased to be a Contracting State in this Agreement. A Contracting State taking
such action shall notify the Committee, and upon request, consult with Contracting States that have
a substantial interest in the product concerned.

Article - 19

Consultations

1. Each Contracting State shall accord sympathetic consideration to and shall afford adequate
opportunity for consultations regarding such representations as may be made by another
Contracting State with respect to any matter affecting the operation of this Agreement.

2. The Committee may, at the request of a Contracting State, consult with any Contracting

State in respect of any matter for which it has not been possible to find a satisfactory solution
through such consultation under paragraph 1 above.

Atrticle - 20

Settlement of Disputes

Any dispute that may arise among the Contracting States regarding the interpretation and
application of the provisions of this Agreement or any instrument adopted within its framework shall
be amicably settled by agreement between the parties concerned. In the event of failure to settle a
dispute, it may be referred to the Committee by a party to the dispute. The Committee shall review
the matter and make a recommendation thereon within 120 days from the date on which the
dispute was submitted to it. The Committee shall adopt appropriate rules for this purpose.

Article - 21

Withdrawal from SAPTA

1. Any Contracting State may withdraw from this Agreement at any time after its entry into force.
Such withdrawal shall be effective six months from the day on which written notice thereof is
received by the SAARC Secretariat, the depositary of this Agreement. That Contracting State shall
simultaneously inform the Committee of the action it has taken.

2. The rights and obligations of a Contracting State which has withdrawn from this Agreement shall
cease to apply as of that effective date.

3. Following the withdrawal by any Contracting State, the Committee shall meet within 30 days to
consider action subsequent to withdrawal.

Atrticle - 22

Entry into Force

This Agreement shall enter into force on the thirtieth day after the notification issued by the

SAARC Secretariat regarding completion of the formalities by all Contracting States.

Article - 23

Reservations

This Agreement may not be signed with reservations nor shall reservations be admitted at the time
of notification to the SAARC Secretariat of the completion of formalities.

Article - 24

Amendments

This Agreement may be modified through amendments to this Agreement. All amendments shall
become effective upon acceptance by all Contracting States.

Article - 25

Depositary

This Agreement shall be deposited with the Secretary- General of SAARC who shall promptly
furnish a certified copy thereof to each Contracting State.

IN WITNESS WHEREOF the undersigned being duly authorized thereto by their respective
Governments have signed this Agreement on the SAARC Preferential Trading Arrangement.

Done at DHAKA this ELEVENTH day of APRIL One Thousand Nine Hundred Ninety Three in eight
originals in the English language.
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A.S.M. MOSTAFIZUR RAHMAN DAWA TSERING

Minister of Foreign Affairs Minister of Foreign Affairs

People's Republic of Bangladesh Kingdom of Bhutan

DINESH SINGH FATHULLA JAMEEL

Minister of External Affairs Minister of Foreign Affairs

Republic of India Republic of Maldives

MAHESH ACHARYA MOHAMMAD SIDDIQUE KHAN KANJU

State Minister of Finance Minister of State for Foreign Affairs

His Majesty's Government of Nepal Islamic Republic of Pakistan

HAROLD HERAT

Minister of Foreign Affairs.

Democratic Socialist Republic of Sri Lanka

Annex - |

ADDITIONAL MEASURES IN FAVOUR OF

LEAST DEVELOPED CONTRACTING STATES

(a) The identification, preparation and establishment of industrial and agricultural projects in the
territories of Least Developed Contracting States which could provide the production base for the
expansion of exports of Least Developed Contracting States to other Contracting States, possibly
linked to co-operative financing and buy-back arrangements;

(b) the setting up of manufacturing and other facilities in Least Developed Contracting States to
meet intra-regional demand under co-operative arrangements;

(c) the formulation of export promotion policies and the establishment of training facilities in the field
of trade to assist Least Developed Contracting States in expanding their exports and

in maximising their benefits from SAPTA;

(d) the provision of support to export marketing of products of Least Developed Contracting

States by enabling these countries to share existing facilities (for example, with respect to export
credit insurance, access to market information) and by institutional and other positive measures to
facilitate imports from Least Developed Contracting States into their own markets;

(e) bringing together of enterprises in other Contracting States with project sponsors in the Least
Developed Contracting States (both public and private) with a view to promoting joint ventures in
projects designed to lead to the expansion of trade;

(f) the provision of special facilities and rates in respect to shipping.
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Annex Il
AGREEMENT ON

SOUTH ASIAN FREE TRADE AREA (SAFTA)
Article — 1
Definitions
For the purposes of this Agreement:
1. Concessions mean tariff, para-tariff and non-tariff concessions agreed under the Trade
Liberalisation Programme;
2. Direct Trade Measures mean measures conducive to promoting mutual trade of Contracting
States such as long and medium-term contracts containing import and supply commitments in
respect of specific products, buy-back arrangements, state trading operations, and government and
public procurement;
3. Least Developed Contracting State refers to a Contracting State which is designated as a “Least
Developed Country” by the United Nations;
4. Margin of Preference means percentage of tariff by which tariffs are reduced on products
imported from one Contracting State to another as a result of preferential treatment.
5. Non-Tariff Measures include any measure, regulation, or practice, other than “tariffs” and “para-
tariffs”.
6. Para-Tariffs mean border charges and fees, other than “tariffs”, on foreign trade transactions of a
tariff-like effect which are levied solely on imports, but not those indirect taxes and charges, which
are levied in the same manner on like domestic products. Import charges corresponding to specific
services rendered are not considered
as para-tariff measures;
7. Products mean all products including manufactures and commodities in their raw, semi-
processed and processed forms;
8. SAPTA means Agreement on SAARC Preferential Trading Arrangement signed in Dhaka on the
11th of April 1993;
9. Serious injury means a significant impairment of the domestic industry of like or directly
competitive products due to a surge in preferential imports causing substantial losses in terms of
earnings, production or employment unsustainable in the short term;
10. Tariffs mean customs duties included in the national tariff schedules of the Contracting States;
11. Threat of serious injury means a situation in which a substantial increase of preferential imports
is of a nature to cause “serious injury” to domestic producers, and that such injury, although not yet
existing, is clearly imminent. A determination of threat of serious injury shall be based on facts and
not on mere allegation, conjecture, or remote or hypothetical possibility.
Article — 2
Establishment
The Contracting States hereby establish the South Asian Free Trade Area (SAFTA) to promote and
enhance mutual trade and economic cooperation among the Contracting States, through
exchanging concessions in accordance with this Agreement.
Article — 3
Obijectives and Principles
1. The Objectives of this Agreement are to promote and enhance mutual trade and economic
cooperation among Contracting States by, inter-alia:
a) eliminating barriers to trade in, and facilitating the cross-border movement of goods between the
territories of the Contracting States;
b) promoting conditions of fair competition in the free trade area, and ensuring equitable benefits to
all Contracting States, taking into account their respective levels and pattern of economic
development;
c) creating effective mechanism for the implementation and application of this Agreement, for its
joint administration and for the resolution of disputes; and
d) establishing a framework for further regional cooperation to expand and enhance the mutual
benefits of this Agreement.
2. SAFTA shall be governed in accordance with the following principles:
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a) SAFTA will be governed by the provisions of this Agreement and also by the rules, regulations,
decisions, understandings and protocols to be agreed upon within its framework by the Contracting
States;

b) The Contracting States affirm their existing rights and obligations with respect to each other
under Marrakesh Agreement Establishing the World Trade Organization and other
Treaties/Agreements to which such

Contracting States are signatories;

c) SAFTA shall be based and applied on the principles of overall reciprocity and mutuality of
advantages in such a way as to benefit equitably all Contracting States, taking into account their
respective levels of economic

and industrial development, the pattern of their external trade and tariff policies and systems;

d) SAFTA shall involve the free movement of goods, between countries through, inter alia, the
elimination of tariffs, para tariffs and non-tariff restrictions on the movement of goods, and any other
equivalent measures;

e) SAFTA shall entail adoption of trade facilitation and other measures, and the progressive
harmonization of legislations by the Contracting States in the relevant areas; and

f) The special needs of the Least Developed Contracting States shall be clearly recognized by
adopting concrete preferential measures in their favour on a non-reciprocal basis.

Article — 4

Instruments

The SAFTA Agreement will be implemented through the following instruments:-

1. Trade Liberalisation Programme

2. Rules of Origin

3. Institutional Arrangements

4. Consultations and Dispute Settlement Procedures

5. Safeguard Measures

6. Any other instrument that may be agreed upon.

Article - 5

National Treatment

Each Contracting State shall accord national treatment to the products of other Contracting States
in accordance with the provisions of Article 11l of GATT 1994.

Article — 6

Components

SAFTA may, inter-alia, consist of arrangements relating to:

a) tariffs;

b) para-tariffs;

¢) non-tariff measures;

d) direct trade measures.

Article — 7

Trade Liberalisation Programme

1. Contracting States agree to the following schedule of tariff reductions:

a) The tariff reduction by the Non-Least Developed Contracting States from existing tariff rates to
20% shall be done within a time frame of 2 years, from the date of coming into force of the
Agreement. Contracting States are encouraged to adopt reductions in equal annual installments. If
actual tariff rates after the coming into force of the Agreement are below 20%, there shall be an
annual reduction on a Margin of Preference basis of 10% on actual tariff rates for each of the two
years.

b) The tariff reduction by the Least Developed Contracting States from existing tariff rates will be to
30% within the time frame of 2 years from the date of coming into force of the Agreement. If actual
tariff rates on the date of coming into force of the Agreement are below 30%, there will be an
annual reduction on a Margin of Preference basis of 5 % on actual tariff rates for each of the two
years.

¢) The subsequent tariff reduction by Non-Least Developed Contracting States from 20% or below
to 0-5% shall be done within a second time frame of 5 years, beginning from the third year from the
date of coming into force of the Agreement. However, the period of subsequent tariff reduction by
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Sri Lanka shall be six years. Contracting States are encouraged to adopt reductions in equal
annual installments, but not less than 15% annually.

d) The subsequent tariff reduction by the Least Developed Contracting States from 30% or below to
0-5% shall be done within a second time frame of 8 years beginning from the third year from the
date of coming into force of the Agreement. The Least Developed Contracting States are
encouraged to adopt reductions in equal annual installments, not less than 10% annually.

2. The above schedules of tariff reductions will not prevent Contracting States from immediately
reducing their tariffs to 0-5% or from following an accelerated schedule of tariff reduction.

3. a) Contracting States may not apply the Trade Liberalisation Programme as in paragraph 1
above, to the tariff lines included in the Sensitive Lists which shall be negotiated by the Contracting
States (for LDCs and Non-LDCs) and incorporated in this Agreement as an integral part. The
number of products in the Sensitive Lists shall be subject to maximum ceiling to be mutually agreed
among the Contracting States with flexibility to Least Developed Contracting States to seek
derogation in respect of the products of their export interest; and

b) The Sensitive List shall be reviewed after every four years or earlier as may be decided by
SAFTA Ministerial Council (SMC), established under Article 10, with a view to reducing the number
of items in the Sensitive List.

4. The Contracting States shall notify the SAARC Secretariat all non-tariff and paratariff measures
to their trade on an annual basis. The notified measures shall be reviewed by the Committee of
Experts, established under Article 10, in its regular meetings to examine their compatibility with
relevant WTO provisions. The Committee of Experts shall recommend the elimination or
implementation of the measure in the least trade restrictive manner in order to facilitate intra-
SAARC trade.

5. Contracting Parties shall eliminate all quantitative restrictions, except otherwise permitted under
GATT 1994, in respect of products included in the Trade Liberalisation Programme.

1 The initial notification shall be made within three months from the date of coming into force of the
Agreement and the COE shall review the notifications in its first meeting and take appropriate
decisions.

6. Notwithstanding the provisions contained in paragraph 1 of this Article, the Non- Least
Developed Contracting States shall reduce their tariff to 0-5% for the products of Least Developed
Contracting States within a timeframe of three years beginning from the date of coming into force of
the Agreement.

Article — 8

Additional Measures

Contracting States agree to consider, in addition to the measures set out in Article 7, the adoption
of trade facilitation and other measures to support and complement SAFTA for mutual benefit.
These may include, among others: -

a) harmonization of standards, reciprocal recognition of tests and accreditation of testing
laboratories of Contracting States and certification of products;

b) simplification and harmonization of customs clearance procedure;

¢) harmonization of national customs classification based on HS coding system;

d) Customs cooperation to resolve dispute at customs entry points;

e) simplification and harmonization of import licensing and registration procedures;

f) simplification of banking procedures for import financing;

g) transit facilities for efficient intra-SAARC trade, especially for the land-locked Contracting States;

h) removal of barriers to intra-SAARC investments;

i) macroeconomic consultations;

j) rules for fair competition and the promotion of venture capital;

k) development of communication systems and transport infrastructure;

1) making exceptions to their foreign exchange restrictions, if any, relating to payments for products
under the SAFTA scheme, as well as repatriation of such payments without prejudice to their rights
under

Article XVIII of the General Agreement on Tariffs and Trade (GATT) and the relevant provisions of
Articles of Treaty of the International Monetary Fund (IMF); and m) Simplification of procedures for
business visas.
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Article — 9

Extension of Negotiated Concessions

Concessions agreed to, other than those made exclusively to the Least Developed Contracting
States, shall be extended unconditionally to all Contracting States.

Article — 10

Institutional Arrangements

1. The Contracting States hereby establish the SAFTA Ministerial Council (hereinafter referred to
as SMC).

2. The SMC shall be the highest decision-making body of SAFTA and shall be responsible for the
administration and implementation of this Agreement and all decisions and arrangements made
within its legal framework.

3. The SMC shall consist of the Ministers of Commerce/Trade of the Contracting States.

4. The SMC shall meet at least once every year or more often as and when considered necessary
by the Contracting States. Each Contracting State shall chair the SMC for a period of one year on
rotational basis in alphabetical order.

5. The SMC shall be supported by a Committee of Experts (hereinafter referred to as COE), with
one nominee from each Contracting State at the level of a Senior Economic Official, with expertise
in trade matters.

6. The COE shall monitor, review and facilitate implementation of the provisions of this Agreement
and undertake any task assigned to it by the SMC. The COE shall submit its report to SMC every
six months.

7. The COE will also act as Dispute Settlement Body under this Agreement.

8. The COE shall meet at least once every six months or more often as and when considered
necessary by the Contracting States. Each Contracting State shall chair the COE for a period of
one year on rotational basis in alphabetical order.

9. The SAARC Secretariat shall provide secretarial support to the SMC and COE in the discharge
of their functions.

10. The SMC and COE will adopt their own rules of procedure.

Article — 11

Special and Differential Treatment for the Least Developed Contracting States

In addition to other provisions of this Agreement, all Contracting States shall provide special and
more favorable treatment exclusively to the Least Developed Contracting States as set out in the
following sub-paragraphs:

a) The Contracting States shall give special regard to the situation of the Least Developed
Contracting States when considering the application of anti-dumping and/or countervailing
measures. In this regard, the Contracting States shall provide an opportunity to Least Developed
Contracting States for consultations. The Contracting States shall, to the extent practical,
favourably consider accepting price undertakings offered by exporters from Least Developed
Contracting States. These constructive remedies shall be available until the trade liberalisation
programme has been completed by all Contracting States.

b) Greater flexibility in continuation of quantitative or other restrictions provisionally and without
discrimination in critical circumstances by the Least Developed Contracting States on imports from
other Contracting States.

c) Contracting States shall also consider, where practical, taking direct trade measures with a view
to enhancing sustainable exports from Least Developed Contracting States, such as long and
medium-term contracts containing import and supply commitments in respect of specific products,
buy-back arrangements, state trading operations, and government and public procurement.

d) Special consideration shall be given by Contracting States to requests from Least Developed
Contracting States for technical assistance and cooperation arrangements designed to assist them
in expanding their trade with other Contracting States and in taking advantage of the potential
benefits of SAFTA. A list of possible areas for such technical assistance shall be negotiated by the
Contracting States and incorporated in this Agreement as an integral part.

e) The Contracting States recognize that the Least Developed Contracting States may face loss of
customs revenue due to the implementation of the Trade Liberalisation Programme under this
Agreement. Until alternative domestic arrangements are formulated to address this situation, the
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Contracting States agree to establish an appropriate mechanism to compensate the Least
Developed Contracting States for their loss of customs revenue. This mechanism and its rules and
regulations shall be established prior to the commencement of the Trade Liberalisation Programme
(TLP).

Article — 12

Special Provision for Maldives

Notwithstanding the potential or actual graduation of Maldives from the status of a Least Developed
Country, it shall be accorded in this Agreement and in any subsequent contractual undertakings
thereof treatment no less favourable than that provided for the Least Developed Contracting States.
Article — 13

Non-application

Notwithstanding the measures as set out in this Agreement its provisions shall not apply in relation
to preferences already granted or to be granted by any Contracting State to other Contracting
States outside the framework of this Agreement, and to third countries through bilateral, plurilateral
and multilateral trade agreements and similar arrangements.

Article — 14

General Exceptions

a) Nothing in this Agreement shall be construed to prevent any Contracting State from taking action
and adopting measures which it considers necessary for the protection of its national security.

b) Subject to the requirement that such measures are not applied in a manner which would
constitute a means of arbitrary or unjustifiable discrimination between countries where the similar
conditions prevail, or a disguised restriction on intraregional trade, nothing in this Agreement shall
be construed to prevent any Contracting State from taking action and adopting measures which it
considers necessary for the protection of :

(i) public morals;

(ii) human, animal or plant life and health; and

(iii) articles of artistic, historic and archaeological value.

Article — 15

Balance of Payments Measures

1. Notwithstanding the provisions of this Agreement, any Contracting State facing serious balance
of payments difficulties may suspend provisionally the concessions extended under this Agreement.
2. Any such measure taken pursuant to paragraph 1 of this Article shall be immediately notified to
the Committee of Experts.

3. The Committee of Experts shall periodically review the measures taken pursuant to paragraph 1
of this Article.

4. Any Contracting State which takes action pursuant to paragraph 1 of this Article shall afford,
upon request from any other Contracting State, adequate opportunities for consultations with a
view to preserving the stability of concessions under SAFTA.

5. If no satisfactory adjustment is effected between the Contracting States concerned within 30
days of the beginning of such consultations, to be extended by another 30 days through mutual
consent, the matter may be referred to the Committee of Experts.

6. Any such measures taken pursuant to paragraph 1 of this Article shall be phased out soon after
the Committee of Experts comes to the conclusion that the balance of payments situation of the
Contracting State concerned has improved.

Article — 16

Safeguard Measures

1. If any product, which is the subject of a concession under this Agreement, is imported into the
territory of a Contracting State in such a manner or in such quantities as to cause, or threaten to
cause, serious injury to producers of like or directly competitive products in the importing
Contracting State, the importing Contracting State may, pursuant to an investigation by the
competent authorities of that Contracting State conducted in accordance with the provisions set out
in this Article, suspend temporarily the concessions granted under the provisions of this Agreement.
The examination of the impact on the domestic industry concerned shall include an evaluation of all
other relevant economic factors and indices having a bearing on the state of the domestic industry
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of the product and a causal relationship must be clearly established between “serious injury” and
imports from within the SAARC region, to the exclusion of all such other factors.

2. Such suspension shall only be for such time and to the extent as may be necessary to prevent or
remedy such injury and in no case, will such suspension be for duration of more than 3 years.

3. No safeguard measure shall be applied again by a Contracting State to the import of a product
which has been subject to such a measure during the period of implementation of Trade
Liberalization Programme by the Contracting States, for a period of time equal to that during which
such measure had been previously applied, provided that the period of non-application is at least
two years.

4. All investigation procedures for resorting to safeguard measures under this Article shall be
consistent with Article XIX of GATT 1994 and WTO Agreement on Safeguards

5. Safeguard action under this Article shall be non-discriminatory and applicable to the product
imported from all other Contracting States subject to the provisions of paragraph 8 of this Article.

6. When safeguard provisions are used in accordance with this Article, the Contracting State
invoking such measures shall immediately notify the exporting Contracting State(s) and the
Committee of Experts.

7. In critical circumstances where delay would cause damage which it would be difficult to repair, a
Contracting State may take a provisional safeguard measure pursuant to a preliminary
determination that there is clear evidence that increased imports have caused or are threatening to
cause serious injury. The duration of the provisional measure shall not exceed 200 days, during
this period the pertinent requirements of

this Article shall be met.

8. Notwithstanding any of the provisions of this Article, safeguard measures under this article shall
not be applied against a product originating in a Least Developed Contracting State as long as its
share of imports of the product concerned in the importing Contracting State does not exceed 5 per
cent, provided Least Developed Contracting States with less than 5% import share collectively
account for not more than 15% of total imports of the product concerned.

Article — 17

Maintenance of the Value of Concessions

Any of the concessions agreed upon under this Agreement shall not be diminished or nullified, by
the application of any measures restricting trade by the Contracting States, except under the
provisions of other articles of this Agreement.

Article — 18

Rules of Origin

Rules of Origin shall be negotiated by the Contracting States and incorporated in this Agreement as
an integral part.

Article — 19

Consultations

1. Each Contracting State shall accord sympathetic consideration to and will afford adequate
opportunity for consultations regarding representations made by another Contracting State with
respect to any matter affecting the operation of this Agreement.

2. The Committee of Experts may, at the request of a Contracting State, consult with any
Contracting State in respect of any matter for which it has not been possible to find a satisfactory
solution through consultations under paragraph 1.

Article — 20

Dispute Settlement Mechanism

1. Any dispute that may arise among the Contracting States regarding the interpretation and
application of the provisions of this Agreement or any instrument adopted within its framework
concerning the rights and obligations of the Contracting States will be amicably settled among the
parties concerned through a process initiated by a request for bilateral consultations.

2. Any Contracting State may request consultations in accordance with paragraph 1 of this Article
with other Contracting State in writing stating the reasons for the request including identification of
the measures at issue. All such requests should be notified to the Committee of Experts, through
the SAARC Secretariat with an indication of the legal basis for the complaint.
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3. If a request for consultations is made pursuant to this Article, the Contracting State to which the
request is made shall, unless otherwise mutually agreed, reply to the request within 15 days after
the date of its receipt and shall enter into consultations in good faith within a period of no more than
30 days after the date of receipt of the request, with a view to reaching a mutually satisfactory
solution.

4. If the Contracting State does not respond within 15 days after the date of receipt of the request,
or does not enter into consultations within a period of no more than 30 days, or a period otherwise
mutually agreed, after the date of receipt of the request, then the Contracting State that requested
the holding of consultations may proceed to request the Committee of Experts to settle the dispute
in accordance with working procedures to be drawn up by the Committee.

5. Consultations shall be confidential, and without prejudice to the rights of any Contracting State in
any further proceedings.

6. If the consultations fail to settle a dispute within 30 days after the date of receipt of the request
for consultations, to be extended by a further period of 30 days through mutual consent, the
complaining Contracting State may request the Committee of Experts to settle the dispute. The
complaining Contracting State may request the Committee of Experts to settle the dispute during
the 60-day period if the consulting Contracting States jointly consider that consultations have failed
to settle the dispute.

7. The Committee of Experts shall promptly investigate the matter referred to it and make
recommendations on the matter within a period of 60 days from the date of referral.

8. The Committee of Experts may request a specialist from a Contracting State not party to the
dispute selected from a panel of specialists to be established by the Committee within one year
from the date of entry into force of the Agreement for peer review of the matter referred to it. Such
review shall be submitted to the Committee within a period of 30 days from the date of referral of
the matter to the specialist.

9. Any Contracting State, which is a party to the dispute, may appeal the recommendations of the
Committee of Experts to the SMC. The SMC shall review the matter within the period of 60 days
from date of submission of request for appeal. The SMC may uphold, modify or reverse the
recommendations of the Committee of Experts.

10. Where the Committee of Experts or SMC concludes that the measure subject to dispute is
inconsistent with any of the provisions of this Agreement, it shall recommend that the Contracting
State concerned bring the measure into conformity with this Agreement. In addition to its
recommendations, the Committee of Experts or SMC may suggest ways in which the Contracting
State concerned could implement the recommendations.

11. The Contracting State to which the Committee’s or SMC’s recommendations are addressed
shall within 30 days from the date of adoption of the recommendations by the Committee or SMC,
inform the Committee of Experts of its intentions regarding implementation of the recommendations.
Should the said Contracting State fail to implement the recommendations within 90 days from the
date of adoption of the recommendations by the Committee, the Committee of Experts may
authorize other interested Contracting States to withdraw concessions having trade effects
equivalent to those of the measure in dispute.

Article — 21

Withdrawal

1. Any Contracting State may withdraw from this Agreement at any time after its entry into force.
Such withdrawal shall be effective on expiry of six months from the date on which a written notice
thereof is received by the Secretary-General of SAARC, the depositary of this Agreement. That
Contracting State shall simultaneously inform the Committee of Experts of the action it has taken.

2. The rights and obligations of a Contracting State which has withdrawn from this Agreement shall
cease to apply as of that effective date.

3. Following the withdrawal by any Contracting State, the Committee shall meet within 30 days to
consider action subsequent to withdrawal.

Article — 22

Entry into Force

1. This Agreement shall enter into force on 1st January 2006 upon completion of formalities,
including ratification by all Contracting States and issuance of a notification thereof by the SAARC
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Secretariat. This Agreement shall supercede the Agreement on SAARC Preferential Trading
Arrangement (SAPTA).

2. Notwithstanding the supercession of SAPTA by this Agreement, the concessions granted under
the SAPTA Framework shall remain available to the Contracting States until the completion of the
Trade Liberalisation Programme.

Article — 23

Reservations

This Agreement shall not be signed with reservations, nor will reservations be admitted at the time
of notification to the SAARC Secretariat of the completion of formalities.

Article — 24

Amendments

This Agreement may be amended by consensus in the SAFTA Ministerial Council. Any such
amendment will become effective upon the deposit of instruments of acceptance with the Secretary
General of SAARC by all Contracting States.

Article — 25

Depository

This Agreement will be deposited with the Secretary General of SAARC, who will promptly furnish a
certified copy thereof to each Contracting State.

IN WITNESS WHEREOF the undersigned being duly authorized thereto by their respective
Governments have signed this Agreement.

DONE in ISLAMABAD, PAKISTAN, On This The Sixth Day Of the Year Two Thousand Four, In
Nine Originals In The English Language All Texts Being Equally Authentic.

M. MORSHED KHAN

Minister for Foreign Affairs

People’s Republic of Bangladesh

NADO RINCHHEN

Officiating Minister for

Foreign Affairs

Kingdom of Bhutan

YASHWANT SINHA

Minister of External Affairs

Republic of India

FATHULLA JAMEEL

Minister of Foreign Affairs

Republic of Maldives

DR. BHEKH B. THAPA

Ambassador-at-large

for Foreign Affairs

His Majesty’s Government of Nepal

KHURSHID M. KASURI

Minister of Foreign Affairs

Islamic Republic of Pakistan

TYRONNE FERNANDO

Minister of Foreign Affairs

Democratic Socialist Republic of Sri Lanka



