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Introduction

Pakistan is on the agenda of the upcoming Gymnich meeting on 10 September. The issue of a coordinated EU response to the humanitarian crisis in Pakistan may also be discussed at the European Council. The question of a possible trade contribution will certainly be part of the discussions.
Just to recapitulate, at the EU-Pakistan Summit in June the EU reaffirmed its commitment to enhance bilateral trade relations with Pakistan as a means to help restore and enhance economic stability and prosperity. 

The Commission in response to pleas from Pakistan and calls from several MS is therefore re-examining possibilities to enhance trade so as to help Pakistan's economy recover from the backlash caused by the floods. 

Indeed, the recent floods that have caused unprecedented devastation in the country have raised the stakes considerably for Pakistan's economy, already challenged on the security front.

While our immediate focus is on delivering humanitarian aid to the people, and indeed the EU is the largest donor, trade is part of the long-term response to the ongoing crisis. Basic infrastructure and productive resources have been lost. The perspective of better market access abroad can assist the reconstruction process.

Some Member States have requested a rapid review of the vulnerability criteria so that Pakistan can benefit of GSP+, or a WTO waiver. Even in the current circumstances, these options are unlikely to draw necessary support.
As regards the Commission's proposal for a GSP roll-over regulation, which is currently in first reading, it is not advisable that the Commission presents an amendment to lower the vulnerability criteria (which could allow Pakistan to become eligible for GSP+). However, Member States are free to exert their prerogatives and amend the Commission proposal under the ordinary legislative procedure.
As regards a suspension of duties specifically for products originating in Pakistan, which would require a waiver in the WTO, this possibility could be further explored. However, whether or not the waiver is granted is ultimately a political decision which depends on the will of other WTO Members. To pursue this option, we would need to start consultation with other WTO Members especially with Pakistan's neighbouring countries who are also its main competitors
Since this can be a lengthy process, DG Trade has looked into another option. The idea would be to suspend duties temporarily on an MFN basis for a limited list of products where Pakistan would be the main beneficiary. The proposed measure could be time bound, limited, targeted, and be relatively quickly implemented. 

The purpose of today's meeting is for the College to agree on a line to take for the Commissioner to respond to Foreign Ministers at the Gymnich on Friday, 10 September. 
Way forward
Against this background, it is suggested that the Commission should pursue for immediate relief, a time-limited autonomous duty suspension on an MFN basis for a list of selected products as described in Annex 1.

In addition, the Commission could explore further the possibility of seeking a WTO waiver for unilateral suspension of import duties for products originating in Pakistan. Given the uncertainty of actually obtaining sufficient support for such course of action from Member States and other WTO Members informal contacts should take place with key players before advancing this idea formally in Geneva. 
Annex 1
Temporary suspension of duties on an MFN basis for a limited list of products
List of products where Pakistan would be the main beneficiary of a temporary suspension of the MFN duty
The following criteria have been used to select products:

· HS product lines (HS8) were included where Pakistan is a major supplier and has thus a high export interest. For all selected products, Pakistan is either first, second or third supplier to the EU market.
· All dutiable lines were analysed since already many Pakistani products benefit from duty free treatment either MFN or under GSP.
· There are two products, namely carpets (HS 570110) and 1 type of cotton fabric (HS 520942) for which our economic analysis shows that India might benefit slightly more than Pakistan. 
Applying the above criteria result in 13 tariff lines at HS8 level where Pakistan has a high export interest. All products fall into the textiles and clothing sector. EU tariffs range from 3.2% to 9.6% (the preferential GSP rate applies).

It should be noted that the method of selection used implies that certain products of significant export interest for Pakistan would not be subject to a duty suspension. This is particularly the case of the following:

· Ethanol has been excluded from the equation although Pakistan is the second supplier (10%). But a duty suspension would primarily benefit Brazil who is by far the largest supplier to the EU accounting for over 50% of imports.

· PET (plastic chips used for plastic bottles for drinks) has been excluded because the Commission is about to make a proposal to the Council to impose a definitive countervailing duty (imposition due by 1st October).
· Bed linen and household linen products have been excluded because, although Pakistan is a major supplier, other large suppliers would draw major benefits from duty elimination.
DG Trade services have on the basis of Eurostat statistics and the selection method described above drawn up a preliminary list of 13 products. The products are listed below.

	52051200
single cotton yarn

	52081299
plain woven fabrics cotton 

	52081300
woven fabrics of cotton 

	52085200
plain woven fabrics of cotton fabrics

	52091100
plain woven fabrics of cotton 

	52091200
woven fabrics of cotton 

	52091900
woven fabrics of cotton 

	52094200
Denim - cotton fabrics

	55095300
man-made fibres

	55131190
plain woven man-made fibre fabrics

	55134100
man-made fibre fabrics

	57011090
knotted carpets of wool

	62079100
cotton based men's garments


Economic value
These 13 textile products represent € 231 million of Pakistani exports to the EU (9% of their dutiable imports).

If the 13 products were liberalised on an MFN basis, EU imports would increase by about $135 million out of which the lion's share $55 million could come from Pakistan. Imports from China and India would increase by $25 million and $15 million, respectively. This would mean that the benefit for Pakistan would be more than twice the benefit accruing to any other exporter. The loss in EU tariff revenue would amount to about $80 million.

Possible effects on EU production and employment
If the Commission were to propose an autonomous suspension of tariffs, one of the key concerns that arise is the potential negative impact of such a measure on EU production and employment.

Trade expansion is part of the overall effects of trade liberalisation as a result of lower prices and increased demand. Therefore the net increase in EU imports from Pakistan and other countries of about $110 million (net trade creation in summary table below) does not lead to a reduction of EU production of the same or similar magnitude. 
It can be assumed that the 13 products being liberalised on an MFN basis are in closer competition with similar products from other third countries than with EU production of such articles due to differences in quality and consumer preferences. 

Nevertheless, if it in a worst case scenario is assumed that the products are of similar quality, the relative impact on EU production could be assumed to be equal to the size of the trade diversion of the affected exporting countries, i.e. $ 23 million. 
One should note that the estimations presented in the summary table assume that the effects of the full tariff cut are pocketed by foreign producers as opposed EU retailers. Should it be assumed that this is not the case and that the beneficiaries of liberalisation get only half of the potential tariff rent, the estimated effects in the Table should be cut in half.

The calculated effect represents a decrease of EU production of about 0.14%. The production impact is thus extremely limited as is the impact on employment also because the size of production of cotton, man made fibres and carpets in the EU is still relatively big (more than $30 billion). 
Summary of effects of EU liberalising the 13 products on an MFN basis ($ million)

	Increase in EU imports
	134.8

	Increase in EU imports from Pakistan
	54.8

	Decrease in EU imports from other countries
	-23.2

	Net trade creation
	111.6

	Net effect on EU production
	-23.2 
(0.14%)


Source: Own calculations. Production data comes from Eurostat (Chronos). Note: The results are based on simulations using the World Bank's World. Integrated Trade Solution tool. The model's default elasticities are used. It should also be noted that the impact on EU production is the maximum (not very likely) effect.
Table 1: 
Effects of liberalisation of EU imports (million $)
	

	
	Trade creation

	
	Total
	Pakistan
	India
	China
	Loss in tariff revenue

	520512 – cotton yarn
	2.0
	0.5
	0.6
	0.0
	-1.9

	520812 – cotton fabric
	9.0
	3.6
	1.0
	1.8
	-18.7

	520813 -– cotton fabric
	1.1
	0.5
	0.1
	0.2
	-2.5

	520852 – cotton fabric
	6.5
	3.3
	0.6
	0.8
	-3.4

	520911– cotton fabric
	1.7
	0.7
	0.3
	0.2
	-3.3

	520912– cotton fabric
	2.3
	1.5
	0.2
	0.1
	-2.7

	520919– cotton fabric
	1.1
	0.7
	0.1
	0.1
	-2.3

	520942– denim cotton fabric
	39.2
	9.4
	10.9
	1.6
	-5.0

	550953 – man-made fibres
	11.9
	3.0
	4.1
	0.4
	-3.3

	551311 – man-made fibre fabric
	25.9
	13.9
	0.0
	7.6
	-10.3

	551341– man-made fibre fabric
	12.1
	11.0
	0.0
	0.7
	-1.8

	570110 - carpets
	18.4
	5.2
	6.6
	0.6
	-20.8

	620791 – cotton based garments 
	3.5
	1.5
	0.7
	1.2
	-5.3

	Total
	134.8
	54.8
	25.2
	15.3
	-81.3


Source: COMTRADE and own calculations.

Table 2: 
Trade diversion from liberalising the 13 products by main countries 

and products affected ($ million)
	Country
	Product
	Trade Diversion

	Turkey
	620791 – cotton based garment
	-3.6

	
	520942 – Denim cotton fabrics
	-3.4

	
	|
	|

	Sub-total
	n.a.
	-12.7

	Nepal
	570110 - carpets
	-3.6

	
	|
	|

	Sub-total
	n.a.
	-3.6

	Tunisia
	520942 - Denim cotton fabrics
	-0.7

	
	520813 – cotton fabrics
	-0.6

	
	|
	|

	Sub-total
	n.a.
	-2.2

	Morocco
	520942 - Denim cotton fabrics
	-0.8

	
	570110 - carpets
	-0.5

	
	|
	|

	Sub-total
	n.a.
	-1.5

	Sub total
	n.a.
	-20.0

	Total
	n.a.
	-23.2


Source: Own calculations. Note: The results are based on simulations using the World Bank's World Integrated Trade Solution tool. The model's default elasticities are used.
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