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1 Historical and Institutional Background

Introduction and Origins of the Study

This study of commercial relations between the European Economic 
Community and the four countries of South Asia, India, Pakistan, Bangladesh, 
and Sri Lanka is one of a succession of pieces of research by ODI on various 
aspects of the policy of the Community towards developing countries. The 
study was motivated by a belief that if the Community is to have trade and 
aid policies towards developing countries which are credible, and creditable, 
a reasonable test for these policies is that they should relate in a constructive 
way to four countries which between them account for 40% of the population 
of the developing world outside China.

This introductory chapter gives a largely descriptive account of commercial 
relations between the European Economic Community (EEC) and the four 
countries of South Asia and explains how they have developed into their 
present form. Subsequent chapters will seek more precisely to evaluate the 
access problems facing South Asian exporters to the Community in general 
and by product, and the extent to which commercial policy changes could 
assist them. An attempt is also made to place issues of market access and 
commercial policy in a wider economic and political context.

Scope

In defining the study we have made a series of assumptions and limitations. 
First and perhaps most important, we have assumed that there is genuine 
content and potential in a set of bilateral international commercial relation­ 
ships. To some, this might seem to concede too much to the philosophy of 
bilateralism in trade. They believe, as do the authors, that it is mainly through 
multilateral trade negotiations, and general internationally enforcible rules, 
that the trading interests of Ides, and others, can best be promoted. Unfortu­ 
nately the reality is markedly different from the ideal, and it is within the 
context of the former that reforms have to be effected. This context includes 
bilaterally negotiated trade quotas (for access to the Community) for textiles, 
garments, jute products, sugar, and some lesser items. It is heavily influenced 
also by the misleadingly entitled Generalised System of Preferences (GSP) 
under which certain developed countries, such as the EEC, give preferential 
tariff treatment to Ides, though in practice the operation of safeguard 
mechanisms make it highly discriminatory. Above ah1 , the South Asian 
countries, which have experience of a long history of trade with the 
Community in which initially they were tied to one European colonial power, 
have subsequently had to adapt to a complex and discriminatory hierarchy of



Community preferences based primarily on different geographical zones of 
influence other West European countries, Lome, Mashraq, Maghreb, and so 
on. It is unsurprising therefore that they have sought to influence Community 
commercial policy through developing bilateral links of which the four South 
Asian Commercial Co-operation Agreements (CCAs) are the most important 
tangible sign.

This particular study is however concerned only with one side of the bilateral 
relationship and that is South Asian access to the EEC market. This is mainly 
because it has never been at issue that South Asia should offer formal recipro­ 
city on tariff or non-tariff barriers (NTBs). This is not to say that India, at 
least, could not begin to do so. Nor does it disregard the wider issue of mutual 
interests in fact Chapter 2 is partly devoted to this. A further reason is that 
the relationship is asymmetrical. The EEC market accounts for a far higher 
proportion of South Asian exports than vice versa. EEC exporters are well 
placed to take advantage of whatever additional foreign exchange is spent by 
importers in the four South Asian countries. South Asian exporters by contrast 
face a considerable measure of discrimination in the EEC market.

A third assumption is that it is useful to talk about South Asia as representing 
more than a contiguous area on the map. The common interest of trie four 
countries derives from the Joint Declaration of Intent (JDI) 1 made at the time 
of UK entry by the enlarged Community, which aimed to safeguard the 
position of the Commonwealth Asian countries, which for all practical pur­ 
poses has included Pakistan. These countries found themselves outside the 
framework of association under the Lome Convention. Nor were they eligible 
for the special status given to Commonwealth countries in the Mediterranean. 
Of the Asian 'Seven Outside'2 , Hong Kong was excluded from the scope of the 
JointNDeclaration of Intent. Malaysia and Singapore chose to pursue their 
commercial policy interests through the Association of South East Asian 
Nations (ASEAN).3 The four South Asian countries were thus left in a residual 
category whose common characteristics have been reinforced by similar CCAs 
with the EEC, by experience of joint negotiation over GSP, and by improving 
bilateral relations in the subcontinent. However the political and economic ties 
within South Asia are as yet very tenuous. Sri Lanka, in fact, is contemplating 
an alignment with ASEAN. Moreover there are great differences of interest 
and in bargaining power between India at one extreme and Bangladesh or Sri 
Lanka at the other. India is unique not only in South Asia but in the world for 
its combination of extreme poverty on the one hand and sophisticated indus­ 
trial development on the other. It is also a substantial manufacturing exporter 
in its own right even in markets, like West Asia, in which it does not enjoy 
preferential terms. In the EEC context, its exports are so diverse that specific 
access problems, while in absolute terms more important than others of the 
subcontinent, are less constricting. Pakistan, with the beginnings of a manu­ 
facturing export base but less diversity, has found itself with perhaps the most



serious access problems of all the four countries. It faces substantial barriers 
on its main exports to Europe (textiles, clothing, rice), and potentially on 
carpets, sports goods, and tobacco. Sri Lanka and Bangladesh are almost 
entirely concerned with primary and semi-processed commodities at present. 
In the study these divergent interests will be brought out as well as the extent 
to which South Asian interests benefit from common treatment and joint 
representation to the EEC.

Fourth, we have chosen to focus mainly on EEC policy rather than on the 
policies of European national governments. This is justified to the extent that 
tariff policy is now determined at EEC level; also, anti-dumping policy, 
important NTBs such as agricultural levies, the terms of textile import ceilings 
under the Multi-Fibre Agreement, and the administration of CCAs. However 
in parallel with EEC-level agreements are EEC-national agreements which have 
the same basic principles and institutions as those at Community level, 4 and 
these are arguably more important in some instances. Most NTBs remain under 
national control (as is discussed in detail in Chapter 5). Moreover national 
governments retain responsibility for wider issues of economic and foreign 
policy, and it is misleading to discuss EEC policy without referring to the 
underlying blend of European national interests which it represents. Thus of 
crucial importance in determining the degree of liberal access accorded to 
South Asian exports has been the influence of Britain on one hand and France 
and Italy on the other though Germany and Denmark appear to be replacing 
Britain as the main protagonists of a liberal import regime.

Fifth, we have, in general, confined ourselves to trade and commercial relations 
knowing that this excludes such important contributory factors to economic 
co-operation as investment flows, aid, foreign policy, and migration, though 
these will be touched upon where relevant. In general, in the Community's 
external relations, these factors tend to reinforce each other; those groups 
closest in trade terms, like the Mediterranean region and the African, 
Caribbean, and Pacific members of Lome, also have priority in aid, technical, 
and industrial co-operation. Although some progress has been made in 
developing a Community programme of 'non-associate' aid, magnitudes, even 
including food aid, are derisory. In any event the Community rejected in 1972 
a proposal by India that a broad CCA covering wider issues than trade should 
be signed. Although the CCAs themselves, and restrictive interpretations of 
the area of co-operation by the participants, preclude our ranging too far, it 
would be wrong to discount the influence of non-economic factors on bilateral 
relations. They are relevant because 'as if by an invisible hand the concessions 
that one nation can, without threats, obtain from another are rationed; good 
will cashed on one issue is not available for another'. 5 The treatment of 
immigrants, defence interests, aid, and textile quotas are linked, even if loosely.



Sixth, we are concerned primarily with public policy issues, though in practice 
most of the actors in trade are private businessmen and consumers and many 
barriers to trade are not susceptible to government control. There already exist 
private links through chambers of commerce, of which the Indo-German is per­ 
haps the most dynamic, and bilateral friendship societies. More negatively, it is 
probable that the low import penetration by South Asian exporters in say- 
France is due less to official obstruction than to the conservatism and lack of 
concentration of the French retail sector and to their own lack of enterprise. 
Similarly their failure to meet health and safety standards in several European 
countries is due more to genuinely poor quality control and carelessness than 
to NTBs. There are two extreme views about the role of government in 
'commercial co-operation'. One is highly dirigiste, as in the type of trade 
agreements India has with the Soviet Union and Eastern bloc. At the other 
extreme a government's role could simply be that of improving information 
flows and reducing uncertainty (eg financing South Asian participation in trade 
fairs and business trips; providing investment guarantees for European foreign 
investment in South Asia) but working within an essentially market economy 
framework. Most participants in commercial co-operation negotiations have 
been trying to find common ground between the two extreme approaches, but 
this is difficult when the enthusiasm for dirigisme varies considerably between 
governments and over time. As is shown below all four South Asian governments 
are now more market-oriented than several years ago and this broadly corres­ 
ponds to the modest expectations Community members have of the role of the 
Commission in day to day commerce.

Finally the fact that we focus on market access problems does presume that we 
give this some weight relative to supply factors: the availability of industrial 
capacity, inelasticity of agricultural production, labour relations, entrepreneur- 
ship, favourable exchange rates and export credit policy, shipping availability 
and rates. It became clear during the course of the study, however, that supply 
factors were almost certainly as important as access in explaining the export 
performance of South Asia relative to other developed and developing countries, 
and that the immediate gains from improved export policies were probably 
somewhat greater than from better market access. More detailed work carried 
out in the subcontinent, by the World Bank among others, supports this judge­ 
ment. Substantial steps have recently been taken in all South Asian, countries 
to make the economies more export oriented and to remove the more obvious 
domestic bottlenecks. Although commitment to this new approach varies, and 
is qualified, tentative, and possibly temporary, market access seems likely to 
be more of a problem in the future than supply constraints, particularly given 
the swing to protectionism in Europe. It also acts as one determinant of the 
speed at which the Asian countries reform their economy internally; those 
arguing for less autarchic policies can do so with more conviction if the rest 
of the world is doing likewise.



Historical Background

Before UK Entry to the EEC

Until Britain first applied to join the EEC in 1961, recorded expressions of 
interest in European integration by South Asians were few and largely hostile, 
though tentative interest was shown by the Indian government in 1960. British 
negotiations for entry precipitated the first serious consideration of the possible 
costs that might derive from loss of Commonwealth Preference and the new 
barrier of the EEC's Common External Tariff (CET) in the British market. 
Negotiation led to provisional agreement between the EEC and the UK that 
the enlarged EEC would enter into a comprehensive trade agreement with 
India, Pakistan, and Sri Lanka by 1966. The CET would be applied progressively 
on textiles and jute; it would be eliminated altogether on bulk tea, spices, and 
minor industrial products (eg sports goods) and partially on handloom textiles 
and some tropical products. UK quantity restrictions on jute imports would be 
phased out. Otherwise, there would be no relief from the CET. According to 
one estimate, acceptance on broadly these terms would have led to a short term 
loss (for India) equal to approximately 10% of the value of its exports to the 
UK followed by more favourable long term effects.6

The terms became largely academic when the negotiations lapsed, but the issue 
of access to the EEC market (without the UK) remained a live one. The EEC 
Council of Ministers rejected suggestions from the Commission that even in the 
absence of the UK, the Community should have trade agreements with the 
(then) three countries. The EEC put into effect agreed tariff suspension on 
bulk tea (though imports of tea still faced an import turnover tax and, in 
Germany, an additional excise duty), spices and sports equipment. Tariffs were 
cut on several other items in the context of the Kennedy Round of multilateral 
trade negotiations (MTN), but in the case of cashew nuts and whole peppers 
the preference margin was maintained in favour of states associated under the 
Yaounde and Arusha Conventions. 7 Germany unilaterally lifted quota restric­ 
tions on imports of jute products. There was pressure for further tariff con­ 
cessions (on coir, carpets, leather, jute, ground pepper, mushrooms, prawns, 
tropical fruit, and juices) which went largely unheeded. Agreements were 
reached (with India and Pakistan) on textile and jute quotas, the former in the 
context of the Long Term Arrangements. India proposed over the 1967-70 
period various changes which were to remain the major issues in the next few 
years; first, a system of preferences for Ides incorporating tariff quotas for 
such sensitive items as tobacco, second, long term commercial co-operation in 
marketing new products and joint ventures in third countries. As far as the 
three other South Asian countries are concerned, there is little trace of any 
lobbying by them at this time.



Little progress was made and attention shifted to the final stages of the 
Kennedy Round in 1967 and in 1968 to the second session of the United 
Nations Conference on Trade and Development (UNCTAD). But changes 
were taking place independently which were affecting the basis of the earlier 
assumptions concerning UK entry. The value of Commonwealth preferences 
in the UK market was being eroded by the increasing share of Britain's trade 
with non-Commonwealth countries, including the European Free Trade 
Agreement (EFTA), which enjoyed tariff free preference on industrial goods, 
and by most favoured nation (mfn) tariff reductions under the Kennedy 
Round (eg on tobacco, clothing, footwear, leather, spices, and textiles). The 
gradual extension of protection to cotton textiles by tariffs and quotas (as for 
jute), even if initially with South Asian interests in mind, was a further loss. 
There remained however tariff preferences, albeit reduced on most products, 
and quota restrictions on non-Commonwealth sugar the latter of some value 
to India. In the EEC market, meanwhile, the CET was being eroded by some 
modest tariff cuts under the Kennedy Round, but the margin of discrimination 
against Commonwealth Asia was widened by concessions to African states 
under both the association agreements.

Partly as a consequence of these changes, though possibly due more to the 
commodity composition of their exports and to supply constraints, the share 
of exports from all four South Asian countries, particularly India, fell sharply 
in both the UK market and the market of the six original EEC members (the 
EEC-6). In the EEC-6 it fell from 0.8% in 1960 to 0.4% in 1970 (from 0.4% to 
0.2% in the case of India). In the UK market, access to which was relatively 
unrestricted, the fall was significantly worse from 4.8% to 2.0% for all four 
South Asian countries (3.3% to 1.2% for India).

Not only was the deterioration of the South Asian market share greater in the 
UK but the slower growth of the UK economy meant that the value of 
preferential access to it was becoming less important. The share of Pakistani 
exports to the UK in total Pakistani exports fell from 17.4% in 1960 to 10.4% 
in 1970 but only from 16.9% to 13.2% to the EEC-6. For India the share fell 
from 27.6% to 11.6% for the UK and 7.7% to 6.5% for the EEC-6, while the 
share of exports to the UK in total Sri Lankan exports fell from 28.2% to 22.8% 
and to the EEC-6 from 10.2% to 9.0% over the same period. Even so these 
magnitudes suggest that there was still a much greater interest in the UK market; 
in 1970 India's exports to the UK were worth $235m as against $ 131m to the 
EEC-6 and Sri Lanka's were $76m as against $30m. By contrast, Pakistan, and 
later Bangladesh, had a significantly greater interest in the European market. 
In 1970 Pakistan's exports to the EEC-6 were worth $95m while UK only took 
$75m. In general, static trade analysis suggested a more pessimistic outlook as 
a result of the loss of preferential links with the UK at the time of UK entry 
than was really justified given the declining importance of the British market.



The Generalised System of Preferences and UK Entry

The introduction of a GSP by the EEC-6 in 1971 and another by the UK in 
1972 was mainly significant for eroding further the differential access barrier 
for South Asia between EEC and British markets. Attention was later to shift 
to the relative generosity of the two systems. But, considered as a separate 
issue from UK entry, the introduction of a relatively liberal GSP in the UK 
helped to eliminate much of the remaining value of Commonwealth preferences 
for Ides by extending equal treatment to competitive Idc suppliers such as 
Brazil, Taiwan, and Korea. The EEC scheme, however restrictive, represented 
a reduction in GET on many manufactured items and a reduction in existing 
discrimination in favour of African suppliers. This was later offset, but only in 
part, by further concessions to a large number of countries under the Lome 
Convention. It is not the purpose of this publication however to rehearse the 
complex origins of the GSP. This is done satisfactorily elsewhere and its 
contemporary relevance is discussed in Chapter 3.

South Asia got worse terms from UK entry in 1973 than were negotiated in 
1962. There was no special trade agreement, no special transitional period 
above the five years allowed to the UK for the alignment of its tariffs to the 
GET and the elimination of Commonwealth preferences. GSP harmonisation 
took place largely on EEC rather than UK terms which entailed two specific 
drawbacks. First, there was very limited preferential access on agricultural 
items included in Chapters 1 to 24 of the Brussels Tariff Nomenclature (BTN) 
and none at all on products covered by the EEC's Common Agricultural Policy 
(CAP). Second, strict tariff quotas and country ceilings were placed on sensitive 
products, limiting tariff free access on 53 items of interest to Ides, over and 
above items which were subject to the Long Term Arrangement (LTA) on 
cotton textiles, including shoes, leather and other leather products, wood 
products, toys, sports goods, electronic components, and simple iron and steel 
products. The scheme for manufactures was neatly described at the time by 
Richard Cooper: 'it is most generous for those products in which the developing 
countries are least competitive, and the most generous quotas are for those 
products, such as jet aircraft and advanced computers which the developing 
countries have little hope of exporting for many years, duties or not. In 
contrast, it offers little incentive, or none at all, to expand exports of those 
products which are currently of greatest interest to the developing countries, 
for such exports must pay, or expect soon to pay, the full tariff duty'.8

One helpful gesture to the South Asians was the JDI, which did not, however, 
commit the EEC very far: 'the EEC is ready, from the date of accession, to 
examine with these countries such problems as may arise in the field of trade 
with a view to seeking appropriate solutions, taking into account the effect of 
the generalised tariff preference scheme and the situation of other developing 
countries in the same geographical area'.9 It is now possible to review with



hind-sight, as we do in detail in Chapter 2, the extent to which in practice the 
GSP system of the enlarged EEC (EEC-9) has evolved in respect of coverage, 
preferential margins and safeguards provisions. It is however worth quoting 
some of the observations made at the time, of which many were negative.

'The result of British membership of the EEC, on present terms,' 
(ie by applying EEC-GSP terms to UK and EEC imports) 'will be 
to worsen the conditions on which Commonwealth Asian countries 
export to Britain. India stands to lose a great deal from the phasing 
out of remaining Commonwealth preferences in the British market. 
Pakistan will also lose ... By contrast Bangladesh and Sri Lanka, the 
majority of whose trade enters duty-free on mfn terms, have few 
Commonwealth preferences to lose. EEC enlargement will create 
new discrimination against Commonwealth Asian non-associables, 
which can only be partially offset by GSP access, whatever system 
is adopted by the enlarged Community'. (P. Tulloch) 10

'On the whole we fear that India's losses in the British market are 
very unlikely to be balanced by gains in the rest of the EEC'. 
(M. Lipton and J. Firn) 11

'It has been demonstrated that the enlargement of the EEC would 
cause considerable erosion in the value of preferences accorded to 
developing countries, first because all of Europe would become a 
free trade area in manufactures, and because Britain and Denmark 
would adopt the EEC scheme, which is more restrictive than their 
own'. (M. Kreinin) 12

'... the conclusion that such enlargement would involve a serious 
threat to the trade interests of less developed countries is one 
which is difficult to avoid'. (David Wall) 13

Since these conclusions were drawn, EEC discrimination against non-members 
and non-associates has been consolidated: first, by the Lome Convention 
which gives preferential tariff access to 53 African, Caribbean, and Pacific 
states, as well as NTB preference eg in the renegotiated and stricter Multi-Fibre 
Agreement (MFA); second, by preferential terms for Mediterranean, Mashraq, 
and Mahgreb countries and third, by the now real prospect of full EEC 
membership for Greece, Spain, and Portugal. Against this has to be set the 
progressive if limited improvement in the scope and degree of preference under 
the GSP.

In spite of this history, there is no discernible nostalgia amongst South Asian 
negotiators for the pre-entry period. Some Asian officials have expressed 
strongly the view that earlier studies were based on static and pessimistic 
assumptions that have been invalidated by subsequent developments. In



particular they point to the progressively shrinking weight of the British market 
in Europe and the boost which enlargement has given to German interest in the 
Indian subcontinent as a source of low cost imports and future industrial joint 
ventures. They also claim that in the context of preferences the EEC has shown 
willingness under pressure to make at least some meaningful concessions. The 
main setbacks have been over NTBs, notably on textiles, where Britain, not the 
former 'Six', led the protectionist demands within the EEC. In any event South 
Asian perceptions of the costs of UK entry have now beem emphatically 
altered by the effects of other factors altogether more important, such as the 
onset of world recession, and its effects on all developed countries' attitudes 
to access for competing Idc goods.

EEC-South Asian Relations After UK Entry

The methods employed in practice to carry out the spirit of the JDI have been, 
essentially, three:

(1) GSP Liberalisation
The most important have been GSP concessions of particular interest to South 
Asia. The main changes have been, first, to obtain free access on almost all 
manufacturing items (BTN 25-99) except textiles and jute. The number of 
items on the non-textile sensitive list has been cut from 53 to 13. Problems for 
South Asia remain also for tobacco (although the tariff quota was raised in the 
1977 offer), footwear, travel goods, and carpets. These still represent a major 
component of Pakistan's manufactured exports to the EEC but are of decreasing 
importance to India which has been more successful in diversifying to take 
advantage of the GSP. Second, concessions are being sought based on the 
principle of special provision under the GSP for the least developed Ides, which 
as presently defined include Bangladesh, but not the other three. The EEC 
Council of Ministers accepted the principle in 1975 but to date the only con­ 
cession offered has been the exemption of the least developed countries from 
the maximum country amount rule which normally applies to products subject 
to ceilings, such as tanned leather, textiles, and clothing. (The operation of the 
GSP is explained in detail in Chapter 3.) In the case of textiles and clothing this 
exemption has little value as imports from the least developed countries face 
quantity restrictions (QRs) under the MFA. (The impact of quantity controls 
on EEC textile imports is examined in Chapter 6.) Third, the GSP or MTN 
approach, where appropriate, was used to obtain concessions on tropical 
products. Concessions have been given for pepper, some tropical fruits and 
vegetables, tea bags and other items but problems still remain for some marine 
products, rice and some fruits and vegetables. In 1977 the four South Asian 
countries jointly submitted to the EEC a list of requests for improvements hi 
the EEC's GSP of 1978. This submission reflects rather less enthusiasm for the 
progress being made under the GSP than several years earlier, expressing concern
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with, first, the virtual absence of action resulting from the decision to give 
particular attention to the poorest Ides, second, the disturbing downward 
trend in utilisation of GSP opportunities, and third, the continuing problems 
encountered by exports to the EEC of vegetables, fruits, ethnic specialities, 
rice, marine products, tobacco, leather and leather goods, textiles, and jute 
products. Furthermore they felt these disadvantages were accentuated by 
recent agreements between the EEC and the Maghreb and Mashraq countries. 14

(2) Sectoral Agreements
The second approach has been through sectoral agreements for silk and hand- 
loom cotton fabrics, handicrafts, coir, jute, and cotton textiles (see Table 1.1). 
The jute and coir agreements effectively phase out tariffs but QRs remain on 
jute (EEC level QRs on some items, national QRs on others) and on French 
imports of coir mats. Textile negotiations have been conducted under the 
MFA; quota coverage has been considerably extended in product terms, 
discrimination made explicit against non-Lome, non-EFTA suppliers, and 
there has been a considerable curbing of the maximum rates at which the 
volume of textile imports may grow. 1S Sectoral agreements have not, so far, 
solved access problems, merely codified them.

(3) Commercial Co-operation Agreements
The EEC-India CCA 16 was signed on 17th December 1973, to become effective 
1st March 1974 for 5 years. The distinguishing feature was the emphasis given 
to the potential complementarity of the Indian and EEC economies. Both 
exports from the EEC to India as well as Indian exports to the EEC would be 
expanded on the basis of 'comparative advantage and mutual benefit' (Article 1). 
This marked a significant departure from the basic philosophy of the GSP 
under which any increase in Indian exports to the EEC was seen to involve 
sacrifice on the part of the EEC. The growth of EEC-Indian trade would stem 
from reciprocal mfn treatment (Article 2), attempts to diversify in a comple­ 
mentary fashion (Article 4), and co-operation in exports to other Ides 
(Article 5).

The task of defining what was meant by areas of mutual interest or potential 
co-operation and how such co-operation would be effected, was left to the 
Joint Commission (JC), set up under the CCA (Article 7). The JC was required 
(Article 9) to study possible means of: (i) developing economic and commercial 
co-operation, (ii) overcoming tariff and non-tariff barriers, (iii) developing 
complementary trade and marketing structures, and (iv) exchanging information. 
Under Article 10 it was to ensure the proper functioning of any sectoral agree­ 
ments. Another important element of the CCA was Article 12 which attempted 
to define the relationship of this agreement to pre-existing bilateral trade agree­ 
ments between individual EEC members and India. 17 These were to be replaced 
by the CCA only to the extent that their provisions were either incompatible or
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Table 1.1 The Network of Trade Agreements between South Asia and the EEC

Bangladesh-EEC
Commercial Co-operation Agreement 
Agreements on Trade in:
— jute products
— handicrafts
— silk and handloom cotton fabrics

India-EEC
Commercial Co-operation Agreement 
Agreements on Trade in:
— silk and handloom cotton fabrics
— handicrafts
— coir products
— jute products
— cotton textiles

Pakistan-EEC
Commercial Co-operation Agreement 
Agreements on Trade in:
— handicrafts
— silk and handloom cotton fabrics
— cotton textiles

Sri Lanka-EEC
Commercial Co-operation Agreement 
Agreements on Trade in:
— handicrafts
— silk and handioom cotton fabrics
— coir products
— cotton textiles

Duration

1/12/1976 to 30/11/1981

1973 to 1980
1974 (unlimited) 
1974 (unlimited)

1/3/1974 to 28/2/1979

1968 (unlimited)
1969 (unlimited)
1969 to 1980a
1970 to 1980a 
1962 to 1981°

1/7/1976 to 30/6/1981

1969 (unlimited)
1970 (unlimited) 
1962 to 1981°

1/12/1975 to 30/11/1981

1973 (unlimited) 
1975 (unlimited) 
1973 to 1980a 
1977 to 1981

Note: arenewed at intervals.

identical with those of the CCA. Finally it is worth noting that although the 
European Commission's negotiating directive did not allow for tariff concessions, 
it was able to consolidate and make binding certain concessions on tea, whole 
pepper, cardamoms, and East India, kips, which it had previously granted 
autonomously.
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The CCAs between the EEC and Sri Lanka, Pakistan, and Bangladesh 18 became 
effective on 1/12/75, 1/7/76, and 1/7/76 respectively, also for five years. 
Negotiations were closely modelled on the Indian agreement. Unlike India, 
however, these countries had little of the initial substantial infrastructure of 
bilateral agreements and private sector links, and the agreements represented 
therefore something more tangible. There were also certain differences, of 
which the most important was that the EEC sought non-discriminatory 'access' 
to natural resources in all three countries. Pakistan and Sri Lanka rejected this 
request as the EEC was not prepared to make a reciprocal guarantee on behalf 
of its members. Bangladesh suggested that its most abundant natural resource, 
labour, might enter the EEC free of restrictions-to the horror of EEC negotia­ 
tors! Only Bangladesh was prepared to sign the access clause for certain sectors 
and then as a means of encouraging EEC private investment in its economic 
development. Bangladesh also promised to improve the terms on which foreign 
firms could invest there. The details were not however spelt out in the agree­ 
ment, largely because France was against the EEC having power to negotiate in 
matters of economic co-operation (ie investment as opposed to trade). Thus 
although the Bangladesh agreement avoided any explicit reference to foreign 
investment the clause on access to raw materials made a gesture in that direction.

Another difference lay in the binding of tariff concessions already given by the 
EEC which were included in Annexes to the Agreements. Whereas Bangladesh 
and Sri Lanka both benefitted-Bangladesh to the extent of nine items, Sri 
Lanka six items-Pakistan gained not even this, despite seeking tariff cuts on 
cotton yarn, leather, and sports goods as well as levy cuts on rice. This 
resulted from Pakistan's apparent misunderstanding that the Agreements could 
lead to negotiations on tariff cuts, whereas all that was possible was ratification 
of earlier concessions. Otherwise, the details of the Agreements were similar to 
the EEC-India CCA. All set up JCs to carry out the supervision.

The extent to which the formal structures have led to substantive progress is 
set out in more detail in subsequent chapters. Progress is difficult to evaluate 
when major issues of interest, notably textiles and the GSP, have been for the 
most part kept out of JC sessions. The EEC-India JC has covered, in the course 
of six meetings, a good deal of ground including assistance for Indian export 
promotion (eg of engineering goods) and for an exchange of delegations of 
computer firms, discussions on leather tanning leading to a visit of European 
tanners to India (but not to any change of trade policy at either end), talks on 
technical problems in oilcake supply and the quality of tobacco, tea bagging, 
co-operation in coal and pelletised iron ore supply to Europe, and a consultant's 
report which sought to define thirty industries where India could boost its 
exports to the Community. At the last meeting agreement was reached on the 
establishment of an Indian Trade Centre in Brussels to be jointly financed by 
the Community and the Indian Government for an initial period of three years. 
Co-operation has also extended to joint projects in third countries. The EEC-
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Pakistan JC has met once, in April 1977, as a result of which a subcommittee 
was set up to look into Pakistan's ability to act as a subcontractor, supplying 
simple engineering goods, and the possibilities of improving this by technical 
co-operation. Joint ventures in tanning and leather goods, fisheries and elec­ 
tronics were sought as well as help with tobacco processing and crustacean 
marketing, and a general commitment by the EEC to help with the promotion 
of Pakistani exports in the EEC and the establishment of a trade agency. The 
EEC pressed Pakistan to reduce export restrictions on hides and semi-tanned 
leather and refused to discuss the import of shoes. There was no communique 
and apparently sharp disagreement over textiles, rice, and leather. The first and 
only meeting of the EEC-Bangladesh JC covered similar ground, with Bangladesh 
requesting joint ventures in leather, fisheries, and forestry. In addition the 
Community has run a seminar in Dacca on the GSP. Sri Lanka's JC has also 
met once but this meeting was largely confined to a general exchange of views, 
which were in any event overtaken by a change of government in Sri Lanka and 
a subsequent change in its export policies.

In seeking an evaluation of progress made in general on EEC-South Asian 
relations it is necessary to consider, by contrast, progress in the EEC's treat­ 
ment of other groups of Ides.

The EEC's Hierarchy of Commercial Relations

For reasons which are rooted in the earlier, pre-UK entry, history of the EEC, 
the Community has developed an enthusiasm for dealing with different groups 
of non-members on a preferential basis. Though this offends basic GATT 
principles and irritates other developed countries considerably, the practice 
has become even more important in recent years with the signing of the Lome 
Convention and a series of trade agreements with Mediterranean countries. It 
is possible to visualise the commercial (and other) relationships in a hierarchical 
form which Table 1.2 tries to convey. However there is a considerable gap 
between theoretical and effective access for Idc imports. For example, the 
United States pay full CET and enjoys no preferential status but following 
successive rounds of GATT negotiations tariff barriers are now negligible for 
almost all manufactures, in which the USA has an interest. On the other hand 
the most favoured Idc or Mediterranean suppliers still face access barriers on 
some of their exports to the EEC due to safeguard provisions; such as Botswana 
with beef, Spain, Portugal and Greece with textiles, citrus fruit and wine. For 
the countries concerned these are substantial interests. Nor do the less developed 
Lome countries have the capacity to avail themselves of very liberal access for 
manufactures. Despite this South Asia ranks well below Lome signatories in 
terms of trade and aid preferences.
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Table 1.2 The Hierarchy of the EEC's External Trade Relations in 1978

Countries
(1) EEC (Belgium, Denmark, 

France, Germany, Italy, 
Ireland, Luxembourg, 
the Netherlands, UK)

(2) EFTA (Arusha, Finland, 
Iceland, Norway, Portugal, 
Sweden, Switzerland)

(3) 53 African, Caribbean 
and Pacific countries

(4) Applicants to the EEC 
Greece

Spain

Portugal

(5) Maghreb countries 
(Algeria, Morocco, 
Tunisia)

(6) Mashraq countries 
(Egypt, Jordan, 
Lebanon, Syria)

(7) Other Mediterranean 
Countries 

Turkey

Agreement

Treaty of Rome 
(1957) 
Treaty of 
Accession (1973)

European Free 
Trade Agreement 
(1973 for an 
unlimited period)

Lome Convention 
(1975 for 5 years)

Association 
Agreement (1962) 
providing for full 
customs union 
by 1984

Preferential Trade 
Agreement (1970) 
working towards 
customs union

Free Trade 
Agreement (1972)

Preferential Trade 
and Co-operation 
Agreements 
(1976 for an 
unlimited period)0

Preferential Trade 
and Co-operation 
Agreements 
(1977 for an 
unlimited period)'7

Association 
Agreements pro­ 
viding for full 
customs union 
with the EEC 
(1964 for 
unlimited period)

Trade Provisions
Free trade in all goods. Common 
external tariff on imports from third 
countries.

Free trade in all manufactures.

Duty free access to the EEC for all 
industrial and many agricultural 
goods, though one or two products 
subject to safeguard clauses. Some 
concessions for leviable agricultural 
products. QRs on bananas, beef, 
sugar and rum; all products are also 
covered by a general safeguard clause.

Duty free access for all industrial 
goods, except steel and coal, and a 
range of agricultural goods. Volume 
of cotton products not restricted 
under the MFA but limited by VER.

60% duty reductions on most indus­ 
trial goods; some concessions on 
agricultural products. Cotton 
products limited by VER.

Duty free access for all industrial 
goods (under EFTA); some conces­ 
sions on agricultural products. 
Cotton products limited by VER.

Duty free access to the EEC for 
most industrial goods. Tariff con­ 
cessions on some agricultural goods.

Duty free access to the EEC for 
most industrial goods. Tariff con­ 
cessions on some agricultural goods. 
Egypt's exports of cotton products 
are restricted under the MFA.

Duty free access for industrial goods 
except some textiles, coal, steel and 
petroleum products; some concessions 
on agricultural products. Cotton 
products subject to VER.
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Countries

Malta

Cyprus

Israel

Yugoslavia

(8) Other Ides (except 
Taiwan)

Agreement

(1971 for 5 years)6

(1973 for 4 years)0

Preferential Trade 
and Co-operation 
Agreement (1975 
for an unlimited 
period)

Non-preferential 
Trade Agreement 
(1973 for 5 years)

Generalised 
System of 
Preferences0

(9) 16 Ides (Argentina, Brazil, 
Colombia.Hong Kong, 
India, Korea, Macao, 
Malaysia.Mexico.Paicistan, 
Peru, Philippines, Sri Lanka, 
Singapore, Taiwan, Thailand)

(10) 27 other Ides

Bilateral Agree­ 
ments under the 
MFA (1978 to 
1983)

Tiade Provisions

From 1978 duty free access for 
industrial goods, some concessions 
on agricultural goods. Cotton pro­ 
ducts subject to VER.

70-100% duty reductions on most 
industrial goods; some concessions 
on agricultural goods. Cotton pro­ 
ducts subject to VER.

Duty free access for most industrial 
goods; substantial concessions on 
85% of agricultural goods.

JC set up to promote economic and 
commercial co-operation. Cotton 
products restricted under the MFA.

Duty free access for all industrial 
goods for some 180 products duty 
free treatment is subject to quotas. 
Duty reductions on nearly 300 
agricultural goods, of which 3 are 
subject to quotas.

Varying restrictions on the volume 
of cotton products which may be 
exported to the EEC (restrictions to 
be administered by the exporting 
country).

Imports of cotton textiles from each 
country restricted to an equal volume 
(restrictions to be administered by 
the EEC).

(11) South Asia (India, Sri
Lanka, Pakistan,
Bangladesh)

(12) Latin America
(Argentina, Brazil,
Uruguay, Mexico)

(13) China

Commercial Co­
operation Agree-
ments(1974,1975,
1976, 1976 res­
pectively, each for
5 years). Sectoral
Agreements

Non-preferential
Trade Agreements
(1972,1974,1975,
1976 respectively
for 3 to 5 years)0

Non-preferential
Trade Agreement
(1978 for 5 years)

Commitment to promote trade with
the assistance of JCs. Promoting
trade, research and development,
better marketing, of a few exports
to the EEC. But imports of jute and
coir products face QRs.

Reciprocal liberalisation of trade and
co-operation in the agricultural
sector. Special provisions on beef
and veal for Argentina and Uruguay.

Reciprocal granting of mfn treatment
for all products. Removal of restric­
tions on most EEC imports from China
being considered, except textiles.

Notes: a subject to periodic review
* can be extended automatically
c this is a unilateral offer by the EEC rather than a binding agreement.
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What does this mean in practice? For manufactured products (BTN 29-90) 
South Asia enjoys tariff free access on GSP terms for all but a small number of 
sensitive items. Sectoral agreements and 'voluntary' export restrictions (VERs) 
act as a further restriction on access for textiles, clothing, jute, and coir. Lome 
countries face none of these restrictions and free access is underwritten by a 
binding agreement (unlike the GSP) though it is subject to safeguards. Safeguards 
also apply to duty free access by EFTA industrial exports and Portuguese textiles 
have been subject to controls. Most South Mediterranean associates enjoy free 
access, subject to exemptions, eg restrictions on refined petroleum products, 
cork and textiles. Others are working towards a customs union with the EEC 
(Spain, Greece, Cyprus, Malta, Turkey). Free access without qualification would 
follow from EEC enlargement to embrace Greece (and eventually Spain and 
Portugal). In general, although the GSP has been substantially liberalised, its 
limitations of scope, uncertainty and complexity render it inferior to the terms 
on which goods from almost all other countries enter the EEC except for a small 
number of OECD countries and the Communist bloc.

The EEC agricultural policy is very complex and varies by product as well as by 
country. In general South Asian countries and other GSP beneficiaries enjoy no 
preferential access where CAP products are concerned. This is not however a 
particularly serious matter since only a few of their products are affected 
(molasses, tobacco, rice, and vegetable oils) and there have been some concessions 
under GSP, for instance on tobacco. By contrast Lom6 countries face quantitative 
ceilings, but not levies, on beef. They have however obtained levy reductions on 
certain products including rice, millets, maize, and oranges, and have duty free 
access (subject to safeguards) for vegetable oils, tobacco, and wine. The 
Mediterranean countries have less generous but tangible advantages mainly in 
the form of levy cuts for citrus fruits and various vegetables including tomatoes, 
and in the case of Spain and the Maghreb, wine and olives. In respect of 
processed agricultural products there has been some progress under the GSP 
with tariff reductions on fish products, processed and preserved fruit, and 
vegetables, but bigger concessions have been given to the Mediterranean countries 
while the Lome countries have been allowed duty free access (though for pro­ 
cessed CAP products they have still to pay some of the levy). 'A sober assessment 
of the Community's GSP might be that despite all the idealism that went into 
its creation,-it has so far only operated to reduce the domestic prices for 
Community users of imported raw materials, without affecting any of the 
Community's vital interests in agricultural production or processing'. 19

In the field of commercial or industrial co-operation it is perhaps too early to 
evaluate the EEC's recent initiatives which include the South Asian CCAs. It is 
claimed that the Indian Joint Commission is more active than committees 
arising from other EEC commercial agreements for instance with Mexico or 
with the Mashraq and Maghreb countries. It meets more often and formulates 
more substantive recommendations. However it has little or no resources
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to implement its findings. An EEC centre which was to have been established 
to help India and other GSP beneficiaries to utilise the GSP by providing 
monitoring and/or market research support, has failed to get off the ground 
through lack of money. By comparison with the commercial co-operation 
framework of the Lome Convention, over and above improved access, aid, and 
Stabex provisions, achievements are minor. The European Development Fund 
is able to lend to industrial projects in the Lome countries (in 1976/77 such 
loans amounted to one third of all Lome aid) and the European Investment 
Bank also lends to Lome industries (50 mua in 1976/77 1 unit of account 
(ua) = $1.2 in 1977). A Centre for Industrial Development, charged with pro­ 
moting EEC-ACP industrial co-operation, has helped collect information on 
over 100 projects, half of which were put forward by EEC companies interested 
in investing in the Lome countries. The manpower, enthusiasm, and finance, 
left over for non-Lome countries are being spread increasingly thinly with 
existing attempts to establish informal contacts with the Andean and ASEAN 
states.

Finally, there are political factors. The EEC's interest in the 53 Lome" countries 
and the Mediterranean basin is clearly inspired by a sense that these are regions 
in which the Community should play an active political role and have particular 
influence. In addition frustration with the lack of progress in internal economic 
unification has recently propelled the Community into a more active foreign 
policy role. This explains at least part of the interest in a Euro-Arab diilogue 
and in better links with Comeeon and China. With the South Asian countries, 
however, no such political interest has been aroused despite the absence of 
dominant interests by other powers (indeed the Indians have recently been 
eager to diminish the role of the Soviet Union) and the presence of two 
functioning parliamentary democracies (a strong theme in the EEC's Southern 
European policy). Certainly this is an omission s on both sides, which goes some 
way to explain European indifference to a more positive commercial policy 
towards South Asia, What the Europeans and South Asians might hope to pin 
from closer links will now be considered.
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The Economic Basis of EEC-South Asia 
Relations

Future relations between the Community countries and these four countries 
which between them account for a large share of the world's most extreme 
poverty are often portrayed, particularly by those who wish to see Europe 
doing more, in moralistic terms. It is quite correct, in our view, that concern 
for the alleviation of poverty, and for reducing differences in income and 
wealth should be internationalised in this way. But we doubt that the moral 
imperative is a strong motivation of Western governments especially in their 
trade policy. If relations between Europe and South Asia are to be put onto a 
more substantial footing it will be because mutual interests dictate that this 
should be so. In this chapter we seek to evaluate the extent of these mutual 
interests. First, we look at South Asian interests and expectations in greater 
trade with the EEC. Their self-interest in getting better access to the EEC might 
seem more obvious than the Europeans' but there are still many influential 
critics in the region who regard closer economic links with Western countries 
with great suspicion for both economic and political reasons. Second, we look 
at possible European interests in giving more liberal access to South Asian 
exports. The notion that South Asia has more to offer than an insatiable 
appetite for charity may be an unfamiliar one for many European policy-makers 
and segments of public opinion, but it is central to our argument.

Part I South Asian Export Priorities and Potential

The interest of the four countries in raising the rate of growth of their exports, 
and consequently, in overcoming access barriers to major markets, has quickened 
in recent years. Exports accounted for 8% of Indian national income in 1977/78 
having increased steadily from 4.4% in 1970/71. In Sri Lanka they accounted 
for 20% of national income in 1976 as against 18% in 1971; in Bangladesh 6% 
in 1976/77 as against 5.5% in 1973/74. By contrast the importance of exports 
from Pakistan has been generally declining from 14% in 1972/73 to 11.5% in 
1975/76 and 8.4% in 1976/77. There are several reasons for concern with export 
growth. The first is that attempts to raise economic growth can run up against 
the bottleneck of a shortage of domestic savings relative to domestic investment, 
which in turn results in a current account balance of payments deficit. This 
notion of a 'resource gap' has been crucial in much of post-war thinking in all 
four countries and especially in India and Pakistan but was hitherto seen mainly 
as a rationale for import substitution.

There is a second motive which underlies some of the enthusiasm for export led 
growth currently in India, and in Pakistan in the 1960s, based on observation 
of the apparent success of countries like Korea and Japan. According to this 
view, export growth is important not only to break the balance of payments
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constraint but to stimulate growth directly through the export sector, by pro­ 
viding a new source of demand for industries which have largely exhausted 
import substitution possibilities. Moreover this new activity could be more 
labour intensive and less costly in resource terms than the final stages of import 
substitution. Third, there is what one might call a 'vent for surplus' approach, 
which gives priority to domestic availability and is not necessarily committed 
to 'export led growth' in the long term, but sees exports as a useful means of 
getting rid of excess industrial capacity or excess stocks of commodities and raw 
materials where these arise as a result of a mismatching of domestic supply and 
demand. All these three motives are essentially mercantilist in character and offer 
little room for the traditional neo-classical ways of looking at trade as it is seen 
in some Asian states, Singapore for example, in terms of the welfare gains from 
specialisation and the benefits of import competition. There is, however, a fourth 
school of thought that currently has some influence, notably in India and Sri 
Lanka, which is endeavouring to promote import liberalisation and a more export 
oriented economy, not only to overcome bottlenecks, but because of the benefits 
which they believe could be derived from exposure to international competition.

Although the motives have differed from country to country and over time, there 
has been in the last two or three years an unmistakable shift in all countries, 
except possibly Pakistan, towards greater export orientation. Perhaps this marks 
a decisive shift of direction, the end of a period in which the four Asian countries 
have been reacting against a colonial heritage where 'free trade' often had 
unpleasant connotations for those on the periphery; and they now appreciate 
some of the costs of a pattern of development which is too inward-looking.

(1) Exports to meet the resource gap. Perhaps the best way to assess 
the extent to which trade performance is a constraint on growth is to look at 
the actual and planned trade and current account balances. Recent estimates 
permit us to assess the extent to which the draft Indian Sixth Plan (1978-1983) 
implies a future balance of payments constraint (see Table 2.1). For the growth 
target of 4.7% p.a. to be met the Indian government anticipates a trade gap of 
$3.2bn in 1982/83 in current prices, while the World Bank, which believes this 
estimate is inconsistent with savings/investment assumptions, anticipates a gap 
as large as $5.8bn. Even at this level, however, the gap does not pose serious 
problems given the large reserves on which India can draw and the large inflow 
of remittances from Indian workers overseas. 1 This reflects the quite remarkable 
transformation in India's external position since 1975, a product of good luck 
(good harvests leading to reduced food imports) and good management. The 
most recent (August 1978) provisional figures for 1978/79, however, indicate 
a sharp deterioration in trade resulting in a deficit of some $1.2bn to Sl.Sbn. 
Even so, it could be argued that it is India's ability to absorb new investment, 
including imported capital goods, which is now the constraint on development, 
not the balance of payments. The planned real export growth, about 7%, is less 
than the 8.5% planned for the Fifth Plan, though broadly the rate recorded in
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the 1972-77 period. In the longer run, the pressure to export in order to stave 
off balance of payments problems may increase, especially if Indian savings fail 
to meet ambitious expectations. Given the difficulties in the way of achieving 
high export growth in traditional items, such as tea, jute, sugar, and spices, India 
is looking to other sectors which have already shown promise, including clothing, 
handicrafts, jewellery, chemicals, marine products, and engineering goods.

Table 2.1 India's Balance of Payments ($m)

Exports (fob) 
Imports (cif)

Trade Balance

1974/5 1975/6 1976/7a 1977/8* 1978/9* 1980/1* 1982/3*

4175 4665 5760 6400 7100 8150 12200
5665 6084 5950 6600 7600 10000 18000

-1490 -1419 - 190 - 200 - 500 -1850 -5800

Current Account -1271 - 855 + 810 +1170 +1230 
(inc. remittances)

Reserves 1400 2200 3700 5800 8200

- 670 -3530 

11300 10100

Notes: a. estimates 
projections

Source: World Bank

Sri Lanka is in a rather similar situation, though its economy is more precariously 
balanced. Like India it suffered seriously from the oil price rise of 1973, which 
aggravated the existing economic depression; real growth averaged 3.8% over the 
1960-77 period, less than 1% per head. Good fortune, in the form of a virtual 
doubling of tea prices, raised export earnings by 37% in 1977 but this is unlikely 
to continue and official predictions are that the current account will worsen in 
1978.

Table 2.2 Sri Lanka's Balance of Payments ($m)

Exports (fob) 
Imports (cif)

Trade Balance 

Current Account

1970

339 
392

- 53

- 71

1974

511 
701

-190

-178

1975

555 
757

-202

-187

1976

556 
640

- 84

- 65

1977

781 
768

+ 13

+ 45

1978°

805 
1086

-281

-263

Note: estimates

Source: World Bank



23

Any attempt to raise the Sri Lankan growth rate significantly above past trends 
is likely to result in a serious deterioration in the balance of payments given the 
smallness of the economy, which has resulted in the exhaustion of even 
moderately efficient import substitution possibilities and the need to import 
most capital goods and raw materials. The World Bank believes Sri Lanka can 
expand its growth rate of 5.5% p.a., but only if exports themselves grow at 
around 10%, keeping the current account imbalance at around $200m in 1982. 
Since the two main exports, tea and rubber, especially the former, are unlikely 
to contribute much of this growth, exports of coconuts and manufactures would 
have to increase by over 30% in real terms.

The constraints on Sri Lanka are mild by comparison with those on Bangladesh. 
Not only has Bangladesh had to cope like the others with rising import costs, 
notably of oil, but also post-independence reconstruction. A real growth of 
5.7% over the last five years has almost restored per capita incomes to the mini­ 
mal 1970 levels but the balance of trade is so hopelessly in deficit that aid keeps 
the economy afloat. More recent estimates than those below suggest that there 
may have been a deficit of $lbn in 1977/78.

Table 2.3 Bangladesh's Balance of Trade ($m)

1969/70 1973/4 1975/6 1976/7 1977/8° 1978/96

Exports (fob) 479 339 381 421 470 560
Imports (cif) 594 958 1290 865 1360 1395

TradeBalance -115 -619 -909 -444 -890 -835

Notes:
projections

Source: World Bank and UNCTAD

Any attempt to achieve higher growth is likely to cause the payments situation 
to deteriorate further despite severe import restriction, especially as there is a 
serious mismatch of domestic savings and investment (savings are only 2% of 
national income). Thus higher export growth, which means growth of jute and 
jute product exports plus the handful of items showing signs of successful 
diversification (fish products in particular, and leather), will be indispensable 
for more rapid development, unless a fairy godmother is going to greatly increase 
aid allocations.2

Paradoxically, it is Pakistan, the paragon of export led virtue in the subcontinent 
in the 1950s, which is now most seriously constrained by its balance of pay­ 
ments. Exports recovered rapidly from the secession of Bangladesh but have 
slumped in real terms since 1973/74. This combined with rapid import growth, 
in the wake of large scale public sector investment, and increased oil prices, has
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precipitated a serious trade deficit, mitigated only partly by the large flow of 
remittances from the Middle East. It is estimated that in order for Pakistan to 
grow at 5.4% p.a. until 1982/83 (as against the 4.1% p.a. experienced in the 
period 1971/2-1976/7) exports will need to grow at 7.4% p.a. (as against -1.0% 
p.a. in the earlier period) even with a substantial degree of import substitution 
holding import growth to 1.7% p.a. (as against 3.1% p.a. previously). The latest 
Pakistan Five Year Plan (1978-83), to be published soon, apparently envisages 
7% real growth, which makes even more ambitious demands on the export 
sector. This implies growth significantly above recent trends for cotton textiles 
and other manufactures.

Table 2.4 Pakistan's Balance of Trade ($m)

1972 1973 1974 1975 1976

Exports (fob) 936 1014 1047 1163 1117
Imports (cif) 1040 1902 2208 2220 2490

Trade Balance -104 -889 -1161 -1057 -1373

Source: IMF

The constraint which the current balance of payments may impose on develop­ 
ment in the four South Asian countries is further underlined by the low level of 
foreign exchange reserves; at the end of 1977 its reserves would only have bought 
two months of imports for Bangladesh, three months for Pakistan, five months 
for Sri Lanka, and a year's imports for India.

In summary, for Pakistan, Bangladesh, and possibly Sri Lanka significantly 
greater export growth is needed than that experienced in recent years. For India 
the pressures are less immediately serious but will probably emerge in the medium- 
term.

(2) Exports as the engine of growth. Associated with growing awareness 
of the importance of export growth to help break the foreign exchange constraint 
on development, a belief has arisen, particularly in India, that export growth is 
an important development objective in itself. Impressed by the experience of 
some Far Eastern countries, and by the apparently negative effects of the import 
substitution route, there are those who argue that exports can make a useful con­ 
tribution to overall growth. This might seem a potentially small one when trade 
accounts for less than 10% of GNP but some studies3 have suggested that for 
every 2.5% growth in export earnings, Indian per capita incomes rose by 1%.

The main impetus behind the search for export markets for industrial products 
in India has been the stagnation of the internal market, a consequent under- 
utilisation of capacity, and lack of new investment. Industrial output has risen
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less than 40% in seven years constrained by lack of demand and also by power 
shortages, labour unrest and, in some sectors, lack of capacity. Investment has 
generally stagnated, particularly in the private industrial sector, accounting for 
around 14% of GNP for the last decade, never surpassing the peak of 15.4% in 
1966/67, while savings have risen steadily over this period from 11% to above 
16% of GNP. Thus India is in the unusual position for a developing country of 
being unable to use its investible surplus, with a major reason being lack of 
demand. Capacity has been seriously underutilised in many sectors and, in the 
absence of export growth, could have been much worse. It was underutilisation 
of capacity, of over 50%, which in 1967 first pushed parts of the engineering 
industry into substantial exports: diesel engines, steel pipes and tubes, castings 
and forgings, non-ferrous sheets and circles, cables and wire rope. This explains 
why exports are seen as strategically important for the industrial sector. More­ 
over there has been considerable stimulus to employment from the ability of 
some export industries garments, textiles, light engineering, and handicrafts  
to provide opportunities for labour intensive techniques of production, by con­ 
trast with limited opportunities for employment in the public sector heavy 
industry projects which have traditionally acted as a catalyst in Indian industrial 
activity.

Even if it were possible to find markets for increased manufactured exports 
this approach is criticised by people who argue that it is absurd for a country 
of 600m people (but not so absurd for Sri Lanka) to be looking overseas for 
markets when these could be generated internally, by income redistribution or 
other policies which raise the purchasing power of the rural poor.4 But even if 
the will for this kind of programme were present, the means of doing so are not  
at least not without significant inflation in the short run which all four South 
Asian governments, especially the Indian, are committed to fighting. A more 
far-reaching criticism along the same general lines has been made by people who 
argue by analogy with experience in Brazil, Korea, Taiwan, and Mexico, that a 
necessary condition for successful export led growth is severe labour discipline, 
looser control of private firms, especially multinationals which can gain easier 
access to developed markets and, in general, political conditions that are incon­ 
sistent with the proclaimed objectives of present day leaders in South Asia. For 
these reasons there are in practice serious limitations on the adoption of a fully- 
fledged 'export led growth' strategy.

(3) Exports as a vent for surplus. Short of an across-the-board 
commitment to export promotion there is an attraction in using the world 
market to dispose of surpluses when bad planning, temporary excess capacity 
in scale sensitive industries, or changing patterns of demand, produce a mis­ 
match of domestic supply and demand. This is particularly relevant for agri­ 
cultural goods when supplies are price inelastic and demand price elastic making 
it difficult to maintain a stable domestic market. Under the early Five Year Plans 
in India trade was frequently employed in this way to dispose of surpluses of
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sugar, coal, iron and steel, while more recently exports of tea and vegetables 
were cut back to guarantee satisfaction of domestic demand. One disadvantage 
of treating exports in this 'stop-go' way is that a reputation for unreliability 
undermines future sales. The problem is a major one: a recent study has iden­ 
tified arouad 20% of India's exports as being of 'essential' food items (notably 
meat and fish, sugar, groundnuts, pepper and other spices, onions, fresh fruit 
and vegetables) whose diversion into exports can create (and have created) 
shortages in domestic markets adding to inflationary pressure and possibly 
dietary imbalances. 5 Exports of coconuts, lobsters and shrimps from Sri Lanka 
face competition with domestic uses. In Pakistan shrimps and other foodstuffs 
have in the past faced export bans. There is also an indirect conflict of interests 
between exports and goods for domestic consumption in terms of land use, for 
example, in Bangladesh jute competes with rice, in Pakistan cotton with food 
grains. Nevertheless, there may be particular appeal in the export of goods 
which provide abundant employment but face a limited domestic market, for 
example made-up garments, handmade carpets, jute bags, semi-polished gems 
and jewellery.

(4) Trade as a stimulus to competition. The idea,which lies at the heart 
of neo-classical trade theory, that the gains from trade arise not primarily from 
increasing exports relative to imports but from the greater efficiency of resource 
use, is an unfamiliar one in South Asia. Where import liberalisation has taken 
place it is mainly in facilitating imports of necessary raw materials and equipment. 
But three of the four governments go some way to accepting the merit of greater 
competition from imports. In Sri Lanka for example the new government has 
declared its intention to 'free the economy' and liberalise imports. In India some 
limited steps have been taken to dismantle quantitative restrictions on imports, 
despite opposition mainly from competing Indian producers of capital goods 
and man-made fibres. Even in Bangladesh consideration is being given to relax 
import controls.

There are three main reasons for liberalisation. One is the wish to reduce the 
cost of inefficiencies which have arisen from pursuing import substitution with 
scant regard to resource costs. Some of these costs have fallen directly on 
exporters (for example, the cost of yarn and cloth to garment makers). A 
second, deriving from the first, is the hope that the stimulation of greater com­ 
petition will be anti-inflationary (for example by reducing the cost of capital 
goods used in major public sector investment projects); at present many firms 
shielded from competition can increase profits by cutting output and raising 
prices. A third is the belief that exposure to international competition will help 
to create a better psychological climate and greater awareness for exporters, 
which is based on the Japanese experience of the early sixties when import 
liberalisation sparked off an investment boom. On the other hand voices are 
being raised in all countries, but especially in India, that powerful lobbies are 
managing to obtain substantially freer import of 'unnecessary' items, since the
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present system of 'import entitlement' encourages firms to be more import- 
intensive than they otherwise would be. This, it is claimed, is paid for by the 
poor, to the extent that they carry some of the incidence of taxes which offset 
export subsidies, and that they pay in higher prices for the non-availability of 
exported mass consumption items.

To summarise, in each country there is growing awareness of the value of a 
dynamic export sector but also a more critical awareness than in some Far 
Eastern and Latin American countries of the cost of using resources for exports 
rather than domestic consumption and of the political costs of such a strategy 
if pursued too energetically.

Export Potential and Policies
It is one thing to evolve a more export oriented government philosophy, or 
even, like India, to produce impressive real export growth over a short period; 
it is another to convert this into long-term policies and performance. Projections 
recently made by the World Bank suggest that the South Asian countries could 
double their manufactured exports in 1985 above the level expected on a trend 
basis, if they adopted consistently more helpful export policies, with rather less 
scope, except in Sri Lanka, for making major gains in exports of raw material 
and food.

Table 2.5 Alternative Projections of Idc Manufactured Exports: 'Existing 
Policies' Case (A) versus 'Better Policies' Case (B) ($m)

South Asia
India
Pakistan
Bangladesh
Sri Lanka
All Ides

1975
actual

2900
2080

590
180
35

32700

1985 Annual Growth Rate (%)
A

6250
4490
1210
430

90
94000

B

11800
8430
2180

620
480

115000

A

8.0
8.0
7.5
9.0

10.0
11.1

B
15.0
15.0
14.0
13.0
30.0
13.4

Based on: Prospects for Developing Countries: 1977-85, World Bank staff study, 1976.

Two sets of projections are made (see Table 2.5). Both assume that in the next 
decade there will be no net change in the terms of access facing Idc exports to 
dc markets, since the authors believe the use of emergency safeguards will cancel 
out the effects of any tariff liberalisation under the Tokyo Round. In addition 
Case A assumes that existing policies of exporting countries will remain unchanged. 
Case B, the 'better policies' case, demonstrates what could happen if Ides adopted 
policies as favourable to exporters as those in most East Asian countries. The
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potential is clearly very large and probably greater than would accrue from 
improved access under present export policies. The adoption of better export 
policies could result in exports from India and Pakistan being nearly twice as 
high in 1985 as otherwise, while in the case of Sri Lanka the increase could be 
five-fold. It is easy to summarise in general what these 'better policies' are 
considered to be: exchange rate devaluation to a realistic level, liberal access 
for foreign investors, firm control of domestic inflation, supporting policies 
designed to help labour intensive industries.

Since this is a study of EEC access policy rather than South Asian export policies 
we shall not elaborate in detail upon either the history OT the ontent status of 
the latter. But it is clear that all four countries are, with varying, degrees of con­ 
viction and effectiveness, fashioning policy instruments designed to achieve 
higher rates of export growth than achieved over most of the posVwaT period. 
Moreover all four, with the possible exception of Bangladesh for whom the 
maximisation of raw jute exports is an important goal, are committed to achieve 
this higher growth primarily by diversification from raw materials, through more 
processed products and through manufacturing exports in general. The impli­ 
cations for the rest of the world are in general not particularly great; in aggregate 
South Asia currently accounts for about 9% of Idc manufacturing exports and 
assuming a real annual average growth rate of 8% will only account for 6.6% of 
Idc manufacturing exports in 1985 (see Table 2.5 above). Even if maximum 
policy improvements are effected-which seems unlikely and the growth rate 
is 15% p.a., the South Asian share will be little more than 10%. Since the EEC 
should, on past trends, take about one-quarter to one-third of additional 
exports, the South Asians are looking to the Community to take an extra $lbn 
to $2bn (at present prices) of manufactured exports from them in eight years 
time plus some of the growth in exports of largely non-competing raw materials 
and foodstuffs. Amongst the four countries it is worth recalling that India is 
likely to account for about two-thirds of this increase. Given the present total 
level of EEC manufactur6d imports ($65bn in 1976) the accommodation of this 
level of imports should not be a particularly tall order. But their likely concen­ 
tration in sensitive categories such as clothes and cotton fabrics, leather products 
and the more standardised engineering items, as well as efforts to add value to 
raw materials currently processed in Europe (iron ore and hides) present obvious 
difficulties. Whether the EEC camel is likely to accept these additional straws 
on its sagging back will ultimately turn on its perceived self interest in South 
Asia and to that question we now turn.

Part II Complementarity and Mutual Interests

A major theme of the EEC-South Asian Commercial Co-operation Agreements 
and of the rhetoric surrounding their activities is the idea of 'complementarity' 
(see for example Articles 1 and 4 of the EEC-Indian CCA) and the idea, closely 
linked, that co-operation should be based on 'mutual benefit'. Since mutual self- 
interest is the criterion both sets of countries wish to use it seems appropriate 
to explore its implications.
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At present, European perceptions of mutual interests with South Asia tend to 
be somewhat negative for two opposing but equally negative sets of reasons. 
The first, simplifying considerably, is the belief that South Asia is a 'breadbas/cef 
or 'bottomless pit' which will repay with small gratitude and political favours, 
and irregular export orders, the enormous transfer of resources required to make 
any discernible impression on its poverty. The second, which applies mainly to 
India, is the fear that here is a new Japan which might well in the 1980s or 1990s 
present a serious trade threat. Unlike Brazil it would offer few pickings to 
European multinational companies and unlike Hong Kong, Taiwan, and Singapore 
but like Japan the 'threat' is of potentially unmanageable proportions. By con­ 
trast, the EEC's preferential treatment by aid and trade under the Lome 
Convention of the Ivory Coast, Kenya, or Gabon suppliers of non-competing 
raw materials, nice to foreign investors, small, politically pliable-seem to present 
relatively few problems. While these negative perceptions of South Asia are 
parodies they do contain a small element of truth; Bangladesh will be dependent 
on aid givers' generosity for the foreseeable future, and India does show both 
impressive industrial export growth and relative lack of interest in foreign invest­ 
ment. But this does not mean that there are not important mutual interests. 
These will be examined under four main headings: 'complementarity' or gains 
from specialisation through trade; 'reciprocity' which is used here as an umbrella 
term relating to the balance of gains from a trading relationship; raw material 
security; and factor mobility.

(1) Complementarity and Comparative Advantage: One of the central 
tenets of traditional international trade theory is the concept both positive and 
normative that nations do, and should, specialise through trade on the basis of 
'comparative advantage'. That this is not merely a theoretical proposition is 
reflected in the explicit acknowledgement in the CCAs (Article 1 of the EEC- 
India CCA) that 'comparative advantage' and 'mutual benefit' are inextricably 
related. A country's comparative advantage, in its crudest form, is based on the 
production of goods which use its stocks of relatively abundant factors. No 
profound thought is required to see that in the case of the EEC and South Asia 
this could lead to South Asia specialising in products using large numbers of 
unskilled labourers (and certain kinds of skilled workers), or requiring tropical 
climatic conditions, while the EEC would specialise in products or processes 
using a high proportion of capital equipment, advanced technology and indus­ 
trial skills, or requiring a temperate climate. Such a pattern of production would 
be in a very obvious way 'complementary' and would offer mutual benefits, 
manifested mainly as reduced prices for consumers but also accruing to 
producers from efficiency gains.

There are, however, two ways in which this form of complementarity may not 
coincide quite so neatly with mutual interests. The first is that in order to arrive 
at a complementary pattern of specialisation there may first need to be com­ 
petition among producers of particular items. This leads to the so-called trade
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adjustment problem. The second is that purely bilateral 'complementarity' may 
well lead to a more inefficient and costly solution than a multilateral one. Both 
of these effects can be traced with the help of customs unions theory; the first 
is comparable to trade 'creation', the second to trade 'diversion'. Customs union 
theory6 tells us that the economic gains of union, resulting in complementary 
production patterns, are likely to be greater the greater the initial degree of 
competitiveness in product composition (ie the countries should produce the 
same goods) and the greater the initial disparity in costs. By way of example and 
to simplify greatly, let us reduce trade between say India and the EEC to three 
commodities, tea, textiles, and capital goods. The gains from opening up trade 
and removing barriers arise primarily from the EEC importing more competing 
textiles and India importing competing capital goods. Where there is bilateral 
trade in non-competing tea (or, for that matter, any non-competing textiles or 
other goods) bilateral trade liberalisation or 'co-operation' has little to offer. It 
can actually be damaging if it promotes bilateral trade in non-competing pro­ 
ducts, since a better solution in almost every case would be for the importer to 
buy on the world market. Where South Asian suppliers can compete at world 
market prices such trade takes place anyway as with tea, raw jute, cotton, coco­ 
nuts, natural rubber, and more recently frozen shrimps, mica, iron ore, and 
bauxite. Unfortunately the view is certainly widespread in the EEC that the 
search for 'complementarity' involves the search for precisely such non- 
competing items, and, conversely, the avoidance of items which can yield gains 
from trade 'creation' resulting in genuine complementarity. It is in this bog of 
misunderstanding over the meaning of 'complementarity' that commercial co­ 
operation has so far been stuck.

The approach adopted here is to reassert the relevance of the concept of 
'comparative advantage' to which the CCAs pay lipservice. The most obvious 
basis for trade is the growing disparity in factor endowments between the 
regions. This is not the place to resurrect the vast theoretical and empirical 
literature concerning the Heckscher-Ohlin theorem that the pattern of inter­ 
national trade is based on factor endowments. Nonetheless the theorem has 
proved an enduring guide, albeit a rough one, to patterns of specialisation. 
Following scepticism generated by the 'Leontieff paradox' and by the work of 
Minhas, 7 recent work, notably by Lary,8 Pels,9 and Mahfuzur Rahman,10 has 
given the theorem persuasive support as an operational idea. These studies show 
that the relative factor intensities of different industries are significantly corre­ 
lated between countries, and that patterns of trade (at least in industrial goods) 
between developed and developing countries can be explained convincingly on 
the basis of factor endowments. But this and other work reinforces caution. 
Factor endowments cannot be used as a 'com in the slot' guide to which 
industries should be promoted through trade; there are frequent reversals and 
ambiguities. 11
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In order to demonstrate the relevance of these results a brief test was made for 
two countries, the UK and India, for which recent census data are available. 
Twenty-six categories of industries at three-digit levels were selected (see Table 
2.6). For India it was possible to rank the industries by two measures. One was 
by fixed capital per man employed, a clear measure of physical capital intensity, 
though one distorted by dubious measures of capital asset values; the other was 
by the value added per man (following Lary) which indirectly measures the joint 
contribution of physical and human capital (on the assumption that the unskilled 
wage rate, therefore the unskilled wage cost per man employed, will be fairly 
uniform and, somewhat less plausibly, that capital intensity will be reflected in 
annual profits per man employed). For the UK, the industries were ranked only 
by value added per man.

Rank correlation analysis shows there is a statistically significant relationship 
between the two rankings of Indian industries according to the two different 
measures of capital/labour intensity (Spearman's co-efficient R = 0.65) and 
between British and Indian industries ranked according to the same value added 
method (R = 0.68). There were some marked inconsistencies (which are under­ 
lined in the table), between the two Indian measures (for paints and varnishes, 
pottery, ceramics and china, photographic and optical instruments, musical 
instruments, footwear, iron and steel) and some apparent 'reversals' of factor 
intensity between the Indian and UK industries (for leather tanning, printing 
and publishing, jewellery, watches and clocks). Only in two cases did the two 
value added rankings differ sharply from the physical 'capital' ranking paints 
and varnish, optical and photographic equipment though in both in the oppo­ 
site sense from what would have been expected on 'human capital' grounds 
ie precision optical equipment came out as relatively low on human capital, 
paints and varnish as relatively high. But it was quite clear that however 
measured some industries were relatively labour intensive in character other 
textiles, clothing, cotton spinning and weaving, leather goods, pottery and 
china, and bits of the engineering industry: railroad equipment, bicycles and 
motorbikes. Others emerged as appropriate to the comparative advantage of 
countries well endowed with capital and advanced technology: petroleum 
refining, rubber products, miscellaneous and industrial chemicals, non-ferrous 
metals, cements, non-electrical machinery. Engineering goods tended in general 
to have a consistent medium ranking which suggests the prospects for a good 
deal of two way intra-industry trade in engineering goods.

This seems to indicate that for several clearly defined sectors there is scope for 
gains from inter-industry trade, in the form of consumer benefits, reduced 
input costs, and greater all-round efficiency. From the South Asia side the list 
of labour intensive product areas is predictable and already apparent in existing 
patterns of trade. It is, however, even in its own terms, far from a complete 
explanation of these patterns. In particular the implications that South Asian 
exports should be specifically unskilled labour intensive and its imports of
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manufactures skill intensive may be too static a view. The South Asian countries 
certainly do not see themselves occupying a narrowly defined segment in the 
international division of labour, providing items requiring little skill or tech­ 
nology. India, and to a lesser extent, Pakistan, has acquired a large cadre of 
engineers and skilled industrial workers which seems to give the country a com­ 
parative advantage in various metal working industries (though it is necessary 
to account for the discriminatory subsidies which exist in favour of these indus­ 
tries). As one author points out, 12 'Indian exports of plant in relatively simple 
industries like textiles, sugar processing, and cement have been common for 
some time now. Recent years have, however, witnessed the export of complete 
plants in sophisticated activities like large-scale electrical generation; complete 
automatic telephone exchanges; electrical transmission equipment, pharma­ 
ceutical plants' and so on. The development of advanced skills is an increasingly 
important factor also in the cutting and polishing of gems, watchmaking and 
parts of the handicraft sector.

An additional source of comparative advantage for South Asia results from the 
way in which many products pass through various stages of the 'product cycle'; 
initially goods may require a large input of capital and technical knowhow, 
favouring location in industrialised countries and subsequently they progress 
to a 'mature' phase when basic unskilled or semiskilled labour availability is a 
crucial factor. Electrical consumer durable goods, cars and steel production are 
often quoted as examples, and of these steel is now being exported by India, 
together with Brazil and Korea. Perhaps less well known is the fact that India 
is now a major manufacturer of Lambretta motorbikes as well as being a large 
source of spare parts for the French 'Alouette' helicopters. However, generally 
speaking, it is still South East (as opposed to South) Asia which is being used 
to take advantage of the 'maturity' of technological processes for developing 
new export industries.
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Table 2.6 Ranking of 26 industries in India and the UK by Capital-Labour 
Intensity (in ascending order)

INDIA
Industry

Other textiles
Clothing
Leather tanning
Musical instruments
Railroad equipment
Cotton spinning/weaving
Footwear
Printing and publishing
Leather goods
Jewellery
Motorbikes and bicycles
Paint and varnish
Pottery, ceramics and china
Watches and clocks
Transport equipment
Metal products (machine tools,

forgings etc)
Rubber products
Non-electrical machinery
Motor vehicles
Miscellaneous chemicals
Photo and optical equipment,

precision equipment
Non-ferrous metals
Iron and steel
Cement
Industrial chemicals
Petroleum refining

Fixed Capital
per man

1
2
3
4
5
6
7
7
9

10
11
12
13
14
15

16
17
18
19
20

21
22
23
24
25
26

Value added
per man

2
4
7

17
5
8

19
9
3

10
11
21

1
18
13

14
22
15
16
23

6
25
12
20
24
26

UK
Value added

per man

9
2

14
11

5
8
6

17
1

20
10
22

4
3

16

13
19
15
12
23

7
21
18
25
24
26

Source: Government of India, Summary Census of Manufacturing Industry (1969), Delhi, 
1977, covers factories with power reporting 10 or more employees, 20 or more 
for those without; UK Business Statistics Office, Business Monitor, HMSO, 1975, 
covers firms with over 20 employees.

Problems have arisen in trade relations between South Asia and the EEC precisely 
because Community access barriers appear most severe in those areas of produc­ 
tion where the South Asian countries have the most obvious comparative advantage, 
and therefore from which mutual gains from trade specialisation are potentially
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greatest: clothing, woven cotton, textile fabrics, jute products, leather and 
leather goods, carpets, and in the technologically 'mature' assembly industries. 
There are some exceptions polished gems and some labour-intensive engi­ 
neering activities like handtool manufacture but in general, there is a clearly 
observed tendency and a growing one for developed countries, not only in the 
Community, to resort to trade protection of their labour-intensive industries 
against developing country competition. Analysis of the reasons why this occurs 
is not within the scope of this book but the subject is being vigorously debated 
elsewhere. 14 It appears to reflect a desire to avoid or reduce apparently avoidable 
adjustment costs to labour and to small immobile firms especially when con­ 
centrated in politically sensitive areas and in periods of high unemployment. 
But there is often also considerable exaggeration of the actual or potential costs 
and understatement of the gains from accepting adjustment. Given the apparently 
intractable nature of the 'trade adjustment' problem for politicians particularly 
at present in Britain and France, there is not a great deal which developing 
country exporters can do other than to maximise their own output performance, 
to exploit whatever gaps in the protective shield exist, and conceivably to 
develop a systematic form of retaliation against particularly disruptive protec­ 
tionist countries. While it does not greatly help in the short run, it almost 
certainly will in the long run if developing countries seeking benefits from 
improved access take steps to let it be seen that they accept themselves the 
benefits of trade liberalisation and by doing so, ensure that European as well as 
South Asian producers benefit from increased competitive trade. This is at the 
heart of the idea of 'reciprocity': the idea that mutually beneficial trade should 
be seen to be two-way.

(2) Reciprocity
In terms of EEC-South Asian trade, there is no sign at present that the 
Community is seeking bilateral reciprocity in terms of tariffs; it formally 
renounced 'reverse preferences' in the context of the Lome Convention and 
would be unlikely to revive the idea here. While there has been talk of a 
'graduation procedure' to remove the richer and highly 'competitive' Ides from 
the Community's GSP and demands that these Ides should offer concessions on 
dc imports if they wish their own exports to face easier access to dc markets, 
the four Scfuth Asian countries are unlikely to be early candidates for such 
treatment. The issue of tariff reciprocity is moreover a multilateral one, and 
complicated by the fact that in South Asia protection against imports is mainly 
by quantitative restrictions. In any event India is leading moves in the sub­ 
continent to dismantle unilaterally some of its extensive panoply of controls. 
Rather, what is more important to the EEC, is reciprocity in flows of purchasing 
power. Provided South Asians spend most of what they earn, and roughly in 
the same proportion on European goods as the Europeans spend on South Asian 
exports, there is 'reciprocity' (more or less) in the trade balance, and conse­ 
quently in whatever output and employment implications stem from that trade.
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This is, of course, to simplify grossly. First, the whole concept of a 'bilateral 
trade balance' would seem to many a ludicrous and offensive intrusion into 
international trade discussions. It makes an implicit assumption that mercantilist 
measures of welfare in trade have some merit. Wrongheaded though they may 
be, politicians persist nonetheless. Britain's former Secretary of State for Trade, 
Mr. Dell, a self-confessed mercantilist, 15 was particularly exercised in 1977 by 
Britain's trade deficit with India-and it is important at least to see what con­ 
cerns him and other policy makers. Second, even if one were to accept the 
theory behind bilateralism, the trade deficit can easily be misleading. Trade 
figures take no account of 'invisible' trade, including services, in which the EEC, 
especially Britain, almost certainly has a positive balance with South Asia in 
terms of banking, insurance and sea transport, and interest payments, royalties 
and profits, but a negative balance (for Britain only) in respect of immigrant 
remittances. Figures do not exist to indicate the orders of magnitude involved 
but they are certainly substantial relative to the value of trade. Only in the case 
of Britain, and that is doubtful, is there any probability that the overall balance 
of transactions might be negative.

The bilateral trade figures themselves are highly misleading in the sense that 
they lump together products which are substitutable for domestic production 
with items which are not. For example, Britain ran a £100m trade deficit with 
India in 1967 but four items alone in Britain's imports from India tea, tobacco, 
spices and non-metal minerals (largely gemstones and mica) which accounted 
for £170m by value, would have to be imported from elsewhere if not from 
India. Britain in fact ran a trade deficit with India for most of the colonial 
period. Their thinking unclouded by present notions of mercantilist trade 
policy, the eminently sensible men who ran the Empire almost certainly 
regarded a trade deficit with India as a way of consuming more without paying 
for it in full. To talk about 'reciprocity' in terms of the balance of trade is there­ 
fore extremely ambiguous. Finally, and from the opposite direction, EECexpott 
figures to South Asia are considerably inflated by exports provided under tied 
aid (Table 2.7). In aggregate, aid flows accounted for about a quarter of EEC 
exports to India, Pakistan, and Sri Lanka and almost twice exports to Bangladesh 
in 1975, though not all was tied.

Table 2.7 EEC Aid to South Asia ($m)

Total EEC 9 net bilateral European Commission 
oda net multilateral oda 
1970 1975 1970 1975 

Bangladesh 2.6° 149.0 6.0° 60.7 
India 177.0 311.7 4.2 99.5 
Pakistan 68.8 110.2 4.1 24.6 
Sri Lanka 20.3 31.2 1.1 12.2

Note: 
Source:

268.7 602.1 15.4 197.0

" 1971 figure. 
OECD, Geographical Distribution of Financial Flows to Developing Countries,
Paris, 1977.



36

Table 2.8 EEC-South Asian Balance of Trade ($rri)

A 1976 Bangladesh India

UK
Imports 36 580 
Exports 49 408
Balance

France
Imports 
Exports 
Balance

Germany
Imports 
Exports 
Balance

Italy
Imports 
Exports 
Balance

Netherlands
Imports 
Exports 
Balance

Belgium-Luxembourg
Imports 
Exports 
Balance

Denmark
Imports 
Exports 
Balance

Ireland
Imports 
Exports 
Balance

EEC-9
Imports 
Exports 
Balance

+13

9
13
+4

8
25

+17

24 
1

-23

8
17
+9

14 
6

-8

2 
4

+2

101 
115
+14

-172

193
253
+60

271 
403

+132

133
72

-61

105 
86

-19

90 
166
+76

36 
10

-26

14 
1

-13

1422 
1399
-23

Pakistan

66
177

+111

28 
66

+38

67 
166
+99

47 
77

+30

19 
45

+26

11 
23

+12

9
7

-2

3 
1

-2

249 
563

+314

Sri Lanka

57 
36

-21

13 
45

+32

21 
28
+7

18 
6

-12

8 
8
0

1 
10
+9

2 
2
0

2 
1

-1

122 
136
+14

South Asia

739 
670
-69

243
377

+134

367 
622

+255

222 
156
-66

140 
156
+16

116 
205
+89

49 
23

-26

19 
3

-16

1894 
2213
+319
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B Changes from 1972 to 1976 

Bangladesh2 India Pakistan Sri Lanka6 South Asia
UK

Imports 
Exports 
Balance

France
Imports 
Exports 
Balance

Germany
Imports 
Exports 
Balance

Italy
Imports 
Exports 
Balance

Netherlands
Imports 
Exports 
Balance

Belgium-Luxembo
Imports 
Exports 
Balance

Denmark
Imports 
Exports 
Balance

Ireland
Imports 
Exports 
Balance

EEC-9
Imports 
Exports 
Balance

-7 
-13
-6

+2 
+6
+4

-2 
-14
-12

+ 13
-17
-30

+2
+5
+3

urg
-5 
+4
+9

+2

-2

+4 
-30
-34

+340 
+126
-214

+140 
+207

+67

+197 
+209

+12

+77 
+36
-41

+67 
+43
-24

+64 
+107
-43

+29 
+ 6

-23

+5 
+ 1
-4

+910 
+735
-175

Notes: a 1973 to 1976 for Bangladesh 
° 1971 to 1976 for Sri Lanka

Source: IMF/IBRD, Direction of Trade 1970-76,

+14 
+117
+103

+12 
+54
+42

-25 
-103

+78

+ 13 
+50
+37

+9 
+33
+24

+5 
+ 14

+9

+ 6 
+4
-2

+3 
+1
-2

+107 
+378
+271

Washington,

+2 
-6
-8

+10
+32
+22

+9
-5

-14

+ 15 
+4

-11

+15 
+6
+1

+ 1
+7
+6

+ 2

-2

+1 
+1

0

+69
+70

+1

1978.

+349
+225
-125

+164 
+299
+135

+229 
+293

+64

+118 
+63
-55

+83 
+87

+4

+65 
+132

+67

+39 
+ 10
-29

+9
+3
-6

+1090 
+1153

+63
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Since the direction let alone the magnitude of these various effects cannot be 
estimated satisfactorily it is difficult to come to any definite conclusions, except 
to regard bilateral trade measures as a poor measure of welfare. For what they 
are worth the first part of Table 2.8 gives a breakdown of EEC-South Asia trade 
balances in 1976 and the second part shows how these have changed since 1972. 
In 1976 the EEC as a whole ran a surplus on trade with South Asia largely due 
to a massive surplus with Pakistan, trade with the other three balancing out more 
closely. In 1972 the EEC-South Asia surplus was somewhat smaller due to much 
lower exports to Pakistan though there was at that time a sizeable trade surplus 
with India which has since disappeared. Of the various EEC countries Britain in 
1976 had a deficit on trade with the subcontinent, almost entirely accounted for 
by India, and this deficit has emerged since 1972 when Britain actually had a 
trade surplus with both South Asia and India. Britain also accounts for a dis­ 
proportionately large slice of EEC aid to South Asia, though this is not firmly 
tied, and for a large share of net remittances from overseas South Asians. But 
these must be offset against Britain's unquantifiable though probably substantial 
earnings from invisible exports to the subcontinent. Italy also had a trade deficit 
in 1976 with all four countries, mainly because of raw material imports, but 
gave little aid. Germany seems to benefit, in mercantilist terms, all round. Its 
trade surpluses are large, consistently in excess of its aid and to these must be 
added fairly generous earnings from invisible transactions, notably royalties on 
technology agreements. France had a trade surplus of similar proportions, in 
contrast to 1972 when its trade with South Asia was balanced, while it gave 
little aid. Of the remaining EEC countries, the Netherlands and Belgium- 
Luxembourg had small surpluses in their trade with South Asia, while Ireland 
and Denmark had small deficits.

Looking to the future, rather than to the immediate past, the EEC may be 
worried that any rapid increase in South Asian export earnings will not be 
spent, but hoarded in the Japanese or South Korean manner (though even 
these, like the OPEC surpluses, tend to be recycled by means of foreign invest­ 
ment). Such concern may have been given superficial support by India's 
extraordinary balance of payments record in 1976 and 1977, as a result of 
which reserves rose to the equivalent of almost 12 months supply of imports. 
It is quite clear that India's foreign trade policy is now designed to reduce these 
reserves as rapidly as possible and this will benefit EEC exporters. Moreover, 
India's next Five Year Plan has been constructed on the assumption that imports 
will grow twice as fast in real terms as exports. There is, however, an altogether 
more radical and dynamic view of the situation which focuses on the potential 
market demand of a subcontinent of over 700m people. That such an area 
currently accounts for only one per cent of world trade need not imply that it 
will continue to be of marginal interest. If this change occurs as a result of more 
rapid growth and/or a move away from import substitution (as discussed above), 
then there is a case to be made in the short-run for EEC trade policy to be more 
generous and thereby facilitate the earning of foreign exchange resources which 
in turn will stimulate South Asian spending. In the long-run the EEC will have
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built up a store of goodwill and contacts in South Asia. With just a little vision, 
European trade policy makers could ensure, by taking a liberal approach to access 
of competing South Asian products, benefits not only to these economies but to 
their own.

(3) Raw Material Security
Attempts to negotiate the CCAs coincided with attempts by the EEC member 
states to draw up a Community Raw Materials Policy. Though this issue has become 
less topical and no policy was ever agreed, the perception of potential conflict or 
complementarity of interests with Ides over raw materials is nonetheless very real 
as the Community has made clear: 'if consuming countries respect minimum world 
prices, the producing countries must guarantee supplies'. 16 Community officials 
expressed to us the view that one important purpose of maintaining a dialogue with 
the South Asians was to 'moderate' their views on commodity issues. Table 2.9 
shows the position of South Asia as a supplier of raw materials to the EEC. Except 
for jute and tea, of which South Asia supplies over half of EEC imports, and to a 
lesser extent other vegetable fibres, tobacco, spices and rice, the EEC is over­ 
whelmingly dependent on imports from outside South Asia. It is, however, 
necessary to spell out what the issues are since at least in the early days of dis­ 
cussion about raw materials policy much excitement was created by simplistic, 
sometimes downright silly, arguments about 'the world running out of resources', 
OPEC-style cartelisation of all main raw materials, the Russians getting hold of 
'our' sources of supply and so on. Now that some of the excitement has subsided 
it is possible to look at the issues in a clearer perspective.

First, there is now little fear that producer cartels, on OPEC lines, would be viable 
for many other commodities. Producer associations are struggling to establish 
themselves for bauxite and iron ore in which India has an interest as a member 
of the organisation of iron ore exporters. Second, there is the political threat, 
of disruption of strategic materials supplies. The Community's own appraisal is 
that of the main South Asian raw materials only manganese and hides are sub­ 
ject to such risks. South Asia is in any event a marginal supplier. Third, there is 
the general problem of underinvestment in mining and energy leading to long- 
term shortages of supply. But this runs up against South Asian (and other Ides') 
apprehensions, sometimes legitimate, about foreign mining and oil companies. 
Only India has major mineral reserves and the government shows no interest in 
opening up extraction to foreign investment. Bangladesh, however, might do so, 
if its natural gas reserves attract interest. Fourth, there is the question of pro­ 
cessing; conflicts of interest arise over whether value added should accrue to 
processors in the importing or exporting countries. This is the area where 
South Asia and EEC have something to discuss. The South Asians are anxious, 
in principle, to tan their own hides, bag their tea, spin and weave their cotton, 
convert manganese into ferromanganese and iron ore into steel.
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Table 2.9 Dependence of the European Community on Developing Countries 
for Supplies of Primary Commodities

Product Total EEC imports Imports 
from non-EEC from Ides

sources (1975 $m) (% of total) 
A Tropical Products

Coffee 1705 98
Cocoa
Tea
Bananas
Spices

B Renewable industrial raw materials
Wood (i) raw 

(ii) processed roughly 
Hides and skins (untanned) 
Rubber
Cotton
Wool
Jute
Other vegetable fibres 

(coir, sisal, etc)

900
343
591
115

678 
2282 

366
572
985
900

37
128

95
93

100
71

66 
18 
29 
74
59
16
98
89

Imports from 
South Asia
(% of total)

0.5
0.1

54.8
 
5.3

0.3

0.4
2.1
1.4
0.4

67.6
7.3

C Non-renewable industrial raw materials
Copper 
Tin
Iron ore
Bauxite ore/aluminium 
Crude fertilisers (phosphate) 
Manganese (& Ferromanganese) 
Tungsten 
Refractory materials (eg mica)

D Agricultural food products
Fresh meat
Fish
Animal feedstuffs
Oil seeds
Citrus fruit
Sugar 
Wheat
Rice
Tobacco

2646 
348

2104
876 
894 
266 

61 
212

1259
623

1729
2707
902

1570 
1249

145
1064

57 
85
51
16 
74 
28 
49 

8

19
28
51
37
34
90 
4

41
41

 

1.6

2.0

0.1
0.5
2.7
0.1
 
1.4

4.5
7.0

- nil
Source: Eurostat, EEC Foreign Trade Statistics (Nimexe), Luxembourg, 1975.
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All of these aspirations conflict to some degree with those of European pro­ 
cessors. Finally, there is the whole issue of international commodity diplomacy 
and the extent to which individual Ides within the Group of 77 can be persuaded 
to take, in Western eyes, a more 'helpful' position on issues such as UNCTAD's 
Integrated Programme for Commodities. While the South Asians may find as 
little attraction as the Europeans in the price stabilisation proposed under the 
Programme, given that commodities such as tea, jute, and cotton present prob­ 
lems of long-term price decline rather than short-term stabilisation, they do 
have an interest in the proposals for arrangements other than buffer stocking 
and in any event are unlikely to break ranks with other Ides.

There are perhaps three ways in which bilateral South Asia-EEC arrangements 
could be important. The first relates to processing. The Community has warned 
against recourse to unilaterally imposed solutions and export prohibitions by 
producers. Since this is precisely what India and Bangladesh in particular are 
doing in order to obtain greater value added from leather processing, the subject 
has provided the basis for extensive discussions in the context of the CCAs. 
Where suppliers are co-operative over raw material supply the Community 
favours technical assistance and the promotion of investment, and this could 
form the basis of substantial co-operation on jute with Bangladesh. Even in the 
case of leather, agreement could surely be reached over the release from the 
subcontinent of guaranteed quantities of raw or lightly tanned hides, probably 
decreasing gradually over time in an agreed manner, in return for Community 
co-operation over access (tariffs) and technical help. Second, there are cases 
where, even in the absence of formal access barriers, lack of knowhow may 
inhibit South Asian exporters (eg coal, mica) and where there is a parallel wish 
by European producers to negotiate long-term supply agreements. Thirdly, 
there is the question of foreign investment in mining and other non-renewable 
natural resources. This raises more general issues which are now considered.

(4) Foreign Investment and Factor Mobility
We have already observed that the CCAs (except for the EEC-Bangladesh one) 
do not formally incorporate foreign investment (let alone immigration) as part 
of their terms. This is partly for practical reasons. The Community has no 
jurisdiction over foreign investment where companies originating in member 
states are concerned. But at the same time it is not very meaningful for the Joint 
Commissions to discuss 'industrial co-operation' without taking it in. Moreover 
there is an obvious complementarity of interest, which parallels that in trade in 
manufactures, based on Europe's relative abundance of capital and technology 
and South Asia's supplies of labour. The gains from trade based on factor endow­ 
ments are after all merely a mechanism for achieving the gains which would 
alternatively, or in addition, accrue through factor mobility. In practice they 
prove to be limited for political reasons (European hostility to Asian immi­ 
grants; Asian hostility to European investment) but given the potential mutual 
gains it may be useful to explore the possibilities.
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Data on private foreign investment is somewhat fragmentary. For the UK the 
South Asian picture is one of virtual stagnation. Between 1962 and 1974 British 
overseas investment rose from £3.4bn (book value of net assets excluding oil, 
insurance, and banking) to £20bn. Investment in South Asia rose merely from 
£338m to £364m a significant decline in real terms, while as a share of British 
overseas investment it fell from 10% to under 4%. Of this India accounted, in 
1974, for £275m (£260m in 1962), Pakistan £44m and Bangladesh £15m 
(jointly £32m in 1962) and Sri Lanka £30m (£46m in 1962). These figures may 
represent something of an understatement, since British banking is important 
in the subcontinent. Lipton and Firn estimated that in 1971 the market value 
of all British private capital in India was around £500m, as opposed to the UK 
official estimate of £275m. Even if the valuations are somewhat unsatisfactory, 
to the extent that they rely on partial and historic cost accounting data, the 
sharply declining trend in terms of relative importance to the UK is clear enough. 
A decline has also taken place in Britain's share of India's stock of private foreign 
capital (from 68% in 1960 to 53% in 1968). This has continued to fall as a result 
of the restrictive effect of the Foreign Exchange Regulation Act, which required 
the reduction from 1974 of foreign companies' shares in Indian-based com­ 
panies and resulted in the sale of shares in many of the larger British companies 
(eg the tea plantations). Germany, by contrast, represents a growing source of 
investment; a German consortium of banks has put up £650m to invest in India 
in 1978 and 1979 alone. In countries like India where foreign equity capital is 
not regarded with too much enthusiasm, foreign participation is measured by 
more discreet arrangements such as technical collaboration agreements and joint 
ventures (Table 2.10). These one can merely enumerate, not measure their value. 
Of the collaboration agreements signed in India in the 1957-75 period (a total 
of 4,587) 2,378 were with EEC-based companies, of which 1,119 British, 772 
German, 202 French and 135 Italian. However, in every year since 1972 Indo- 
German agreements have outnumbered Indo-British agreements.

Table 2.10 Number of Foreign Collaboration Agreements in India

Total 
1957/69 1970 1971 1972 1973 1974 1975 1957/75

UK
Germany
France
Italy
Netherlands
Denmark
Belgium

Total EEC 1

Total2 3008 183 244 257 265 359 271 4587

811
463
118
81
47
35
25

1580

39
28
7
8
3
1
1

87

55
42
15
5
4
1
3

125

38
49
11
8
4
1
3

114

53
60
13
5
2
3
1

137

59
71
22
16
3
4
5

180

54
59
13
10
1
 
5

142

1119
772
202
133
64
45
43

2378

53 48 51 44 51 50 52 52

Source: India and European Community, February-April 1977 and August-October 1977.
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It is Sri Lanka and Bangladesh, currently very minor recipients of overseas 
private investment, which are now seeking to attract it most energetically. In 
Bangladesh investors face no restrictions on the freedom to repatriate profits or 
capital, or on ownership share in any sector, or in the employment of expatriates, 
and five- to ten-year tax holidays are available. American companies (further 
assisted by an Investment Guarantee Agreement) are beginning to take advantage 
of these policies but there is less evidence of EEC companies doing so. Sri Lanka 
is a more recent convert, operating generous incentives within an investment 
protection and free trade zone, a five-year tax holiday, no restrictions on 
imported inputs, and the free transfer of capital.

There is no obvious function for the CCAs or the bilateral agreements between 
the individual member states and South Asia in all of this, except in the field 
of investment protection and then only if both sides want it (and this is for EEC 
member governments to initiate). The South Asian governments may, however, 
be advised to consider that in practice it is organised capital rather than labour 
which generally offers the most effective protectionist opposition to competing 
processed imports. 17 One way of diminishing that opposition is to offer the 
EEC companies concerned opportunities for profitable production as partners 
in joint ventures or under sub-contracting arrangements, for example. Some 
German leather companies are discussing the opportunities to be had'from pro­ 
cessing and manufacturing leather goods in India. The Joint Commission can 
best assist this process in a modest 'Euronet' function, bringing together 
potential collaborators. The real function of the Commissions is in trade policy 
and to this we now turn in more detail.
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3 Tariffs, Preferences, and South Asia

Introduction

The philosophy behind the GSP and its basic methods of operation have been 
described elsewhere and do not need elaborate repetition. 1 Nonetheless an 
evaluation of the EEC scheme is called for to the extent that it affects the South 
Asian countries and because the GSP was seen as a central instrument for imple­ 
menting the Joint Declaration of Intent (as we saw in the first chapter).

It is necessary to begin with a brief description of the bare essentials of the 
EEC's GSP. It was initiated in July 1971, the first of 11 such schemes set up by 
the major OECD countries, in response to Idc demands for preferential tariff 
treatment, dating from the first UNCTAD conference, in 1964, which were in 
principle conceded by the dcs four years later at the second UNCTAD con­ 
ference. The underlying theory is one of infant industry subsidisation of Idc 
manufactured exports and it was therefore intended to make the schemes 
temporary, lasting no more than a decade. The EEC, however.has committed 
itself already to extending its scheme beyond 1981.

The objective of each of these schemes is to facilitate access to developed 
countries' markets for all Idc exports of manufactures, semi-manufactures and 
some processed agricultural goods, through the reduction of tariffs on a pre­ 
ferential and non-reciprocal basis. Preferential tariff reductions can stimulate 
exports from Ides in two ways: first, trade may be created by reducing the pro­ 
tection given to competing producers in the importing countries; and second, 
trade may be diverted from non-preferred sources of supply to Ides. In practice 
the generosity of the schemes is limited by a reluctance, first, to extend 
generalised preferential access where this dilutes non-generalised preferential 
access arrangements (such as the EEC's Lome Convention with the 53 ACP 
states) or where it is at the expense of multilateral tariff reductions, and 
second, to accord access at the expense of domestic producers in 'sensitive' 
industries. The latter has been the most pressing constraint.

The EEC scheme is characterised by a system of a priori limitations on the 
amount of Idc imports which may benefit from tariff reductions, designed to 
protect EEC industrial and agricultural interests. In the case of industrial pro­ 
ducts, these limitations vary according to whether the import is classified as 
sensitive, semi-sensitive, or non-sensitive. There are further limitations which 
vary according to whether the supplier is considered to be more or less 
competitive.

(1) Some 50 sensitive products, of which textiles and clothing, footwear, 
leather goods and steel are the most important, face tariff quotas. The
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quota is sub-allocated among the individual EEC members on the basis of 
predetermined market shares, roughly corresponding to GDP: for most of 
the sensitive items the rates are 27.5% to Germany, 22% to the UK, 19% 
to France, 15% to Italy, 10.5% to Benelux, 5% to Denmark and 1% to 
Ireland. In the case of textiles there is a slightly different scale for 
Germany at 27%, Italy 14%, Benelux 10%, and Denmark 7%. When 
imports from GSP beneficiaries of a sensitive product reach a member 
state's allocated level, additional imports to that member state must nor­ 
mally pay full mfn duties again, though imports of that product to other 
member states may continue to enter at GSP rates. For a few sensitive 
products, however, only 70% to 80% of the Community's total quota is 
initially allocated between members, the rest being set aside as a 'reserve' 
which may be used by any member state which fills its allocated level 
ahead of the other member states. In effect this postpones the date at 
which mfn duties may be reintroduced.

(2) Semi-sensitive products face a system of tariff ceilings. These fix the 
amount of imports to the Community as a whole which may benefit from 
the GSP, with no sub-allocation of the amount between member states. It 
is necessary to distinguish between two groups of semi-sensitive products. 
For a small group (around 30) sometimes known as 'hybrid' products, 
withdrawal of preferential treatment once the Community ceiling is 
reached is automatic. For a second group, the majority of semi-sensitive 
items, imports, though subject to careful surveillance, may continue to 
receive GSP treatment until an individual member state makes a request 
to the European Commission that the mfn duty be reimposed on its 
imports. Imports to other member states may still benefit from the GSP.

(3) Non-sensitive products, numbering some 1700 tariff categories 
(though many are of no interest to Ides), are also subject to tariff ceilings, 
but these are normally so large in relation to imports from Ides as to have 
no effect. The ceilings for each product are calculated as the sum of EEC 
imports from all beneficiaries in a base year (the basic amount) plus 5% 
of imports from non-beneficiaries (the supplementary amount). Unlike 
sensitive or semi-sensitive products, however, the ceilings are not pre- 
calculated or published, nor are imports closely monitored, so that it is 
possible for imports to exceed the ceiling and still benefit from GSP. This 
situation arises because of the time needed for the domestic EEC pro­ 
ducer competing with a particular import to apply to his government, 
which in turn has to apply to the Commission for permission to reimpose 
mfn duties. In principle, therefore, it seems that access for non-sensitive 
products is intended to be free.

(4) Finally, limitations are placed on the maximum amount of a tariff 
quota or ceiling which may be supplied by any one GSP beneficiary. 
These limits (or 'butoirs' in Community parlance) are intended to reserve
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a share of the GSP benefits for the less competitive Ides. They are nor­ 
mally set at 50%, though for sensitive products and the first group of 
semi-sensitive products they are often lower between 20% and 30% of 
the tariff quota or ceiling. In addition for many sensitive products there 
are special butoirs for imports from specific 'super-competitive' suppliers, 
including South Korea, Singapore, Hong Kong, Yugoslavia, Brazil, 
Colombia, and Mexico. These are normally set at 10%. Once the butoirs 
are exceeded full mfn tariffs may be restored automatically, in the case 
of sensitive products and the first group of semi-sensitive products, or at 
the discretion of individual member states, subject to Commission approval, 
in other cases.

In contrast, for nearly all of the 300 or so agricultural products covered by the 
GSP there is no system of ceilings. Only six items face tariff quotas, with no 
butoirs. But all agricultural products under the GSP, like all industrial ones, are 
subject to a safeguard clause. Finally, it is important to be clear that duty-free 
access under the GSP even for non-sensitive items does not have the same status 
as mfn free access: the GSP is not legally binding, and any part of it can be with­ 
drawn by the EEC unilaterally.

Development of the EEC-GSP scheme

When the GSP was introduced by the EEC in 1971 Richard Cooper described it 
as 'highly restrictive'. 'It is difficult to take seriously the contention of the 
Community that... "it will give immediate and significant benefit to developing 
countries".'2 He did concede, however, that it might contribute an 'entering 
wedge' to force the EEC into further concessions and that it helped 'draw 
attention in a world of imperfect information to the possibility of exporting 
to Europe'.

It is perhaps a useful time to take stock of the improvements that have been 
made since 1971. There have been various influences at work. The first has been 
the accession of Britain and Denmark to the EEC. These had their own GSP 
schemes with less resort to a priori restrictions. In adapting to the EEC scheme, 
which was generally more restrictive (except on textiles in the UK case) they 
managed to force some liberalisation. Second, there has been parallel progress 
in the other 11 GSP schemes. It was the absence, until 1976, of an operational 
scheme in the United States which was probably a major factor inhibiting the 
EEC from taking its GSP too far ahead of that of its major trade competitor. 
Third, the state of the world economy has been a generally constraining factor. 
Each year the EEC Commission submits proposals to the Council of Ministers 
for changes in the GSP. These have sounded an increasingly lugubrious note: 
'the import capacity of the Community is in danger of being reduced with the 
exception of certain essential raw materials to the disadvantage of the 
developing countries' (1974)3 ... 'the Community's capacity to provide
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assistance through generalised preferences particularly in certain sectors, seems 
to be reaching a level which requires, if not a pause in the development of the 
GSP, at least an adaptation of its.speed to the economic possibilities of the 
moment' (1975)4 ... 'the GSP has become an economic challenge. We now find 
ourselves in a period of uncertainty and recession which grows more severe year 
by year' (1976). 5 Finally in 1977, the Commission dropped its earlier annual 
recognition that 'however serious the economic difficulties may be which the 
Community faces, they cannot be compared with those which the developing 
countries are passing through, particularly the poorest'6 and simply said 'For 
1978 the commitments entered into will be honoured, but without the syste­ 
matic substantial improvements of previous years'. 7

In evaluating the improvements made we shall look at what have been perhaps 
the three main strands of policy in recent years; the first being liberalisation of 
a priori restrictions on industrial goods, the second being special provision for 
the poorest Ides, and the third being the extension of the GSP to agriculture. 
Two further issues are explored: attempts to simplify the scheme to make it 
comprehensible to beneficiaries, and the development of 'rules of origin'.

General Liberalisation

Liberalisation has been achieved in part by a movement of products out of the 
sensitive category. In 1974 there were 51 sensitive items other than textiles or 
steel and now there are 13, while the number of sensitive textile products (30) 
has not changed. For those that remain, however, the combination of butoirs 
and EEC importing country quotas is a severe handicap to full utilisation of 
what are usually highly restrictive tariff quotas. To ease this difficulty, the 
Commission recommended, as early as 1971, the introduction of a reserve in 
the administration of the EEC's quota, but it was not accepted by the Council 
until 1975 and then only fof some quotas; in 1978 it was extended to all tariff 
quota items (industrial and agricultural) excluding textiles and steel products. 
It should be stressed that this innovation had less to do with concern in the 
Council over the low utilisation rate of the GSP than concern over the fact that 
rigid country quotas contravene the spirit, if not the letter, of the Treaty of 
Rome. They do so by treating the EEC as seven markets, though in fact EEC 
importers or Idc exporters can try to escape the quota limitations in one mem­ 
ber state by trans-shipment to another where the quota has not yet been 
reached. Even so it was only with difficulty that Ministers were persuaded not 
to adopt a Belgian proposal to apply rigid country shares to the Community 
reserve itself.

The number of semi-sensitive items has grown to over 100, mainly to accommo­ 
date items switched from the sensitive list. This represents only a modest 
improvement as ceilings are often still a significant obstacle to tariff-free access. 
There has been little change in the number of non-sensitive items, except to 
incorporate a few products removed from the semi-sensitive list.
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A measure of the inhibiting effect of both the EEC member country quotas 
and the supplying country butoirs can be gained from the degree of utilisation 
of quotas and ceilings. There is a paradoxical situation that these are at the same 
time both over- and under-utilised: over-utilised by particular suppliers in parti­ 
cular markets, under-utilised by other suppliers, elsewhere. Thus for sensitive 
items tariff quota utilisation was estimated at 62% in 1974, 83% in 1975 (66% 
and 57% for textiles; 16% and 19.5% for steel); and for semi-sensitive (including 
tariff ceilings) items 74% in 1974, 55% in 1975 (after the addition of former 
sensitive items), 46% in both years for textiles, 57% and 9% for steel. 8 The 
extent to which EEC member national quotas contribute to under-utilisation 
can be seen from Table 3.1. Although the only figures available are seriously 
dated (1972) and relate only to a few textile items, where the phenomenon 
was particularly marked, it is easy to see how, for each item, tariffs were re- 
imposed in some member countries, often early in the year, while imports into 
other countries had not come close to the quota limit.

Table 3.1 Utilisation of National Quotas (1972) (%)

55-09 Bllb 
(cotton yarn)

55-05 Blld 
(cotton yarn)

55-09 Alia 
(cotton fabric)

55-09 Allb 
(cotton fabric)

55-09 AIIc 
(cotton fabric)

Germany

76

63

58

73

45

Benelux

100 
(June/

100 
(Sept)

68

100

36

France

77

31

100 
(Sept)

100 
(Aug)

100 
(April)

Italy

97

 

100 
(April)

100 
(March)

100 
(Feb)

Overall
87

49

81

93

70

Note: " The month indicates when the quota was finished. 

Source: COM(73) 1800, 24 October 1973, p.!6d-16e.

As a footnote to the discussion it is worth commenting that one of the more 
extraordinary characteristics of tariff quotas and ceilings is that until 1979 
they have been based on the unit of account (ua), which has a fixed gold 
reference weight and is converted into EEC national currencies at the gold- 
parity rates of 1969, rather than the newer European unit of account (eua), 
which is a composite basket of fixed amounts of the nine members' currencies 
and whose value is calculated daily to take account of the variations in the 
market exchange rate of each of the nine's currencies. The difference is sub­ 
stantial. For example using the eua instead of the overvalued ua the UK would
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have had tariff quotas of 60% larger, though the French quota would have 
remained the same. Since the UK was one of the more open EEC economies 
to Idc imports, at least until recently, the effect of using the Smithsonian ua 
has been to promote under-utilisation of GSP ceilings andquotas in general. 
More important, as the UK takes a higher share of South Asian imports than, 
say, France, the use of the ua has effectively restricted the benefits of the GSP 
to South Asia and other traditional UK suppliers. The introduction of the eua 
in the 1979 GSP scheme, by raising the UK's quota by some 60%. should 
therefore increase South Asian trade under the GSP.

Another way of looking at the development of the GSP is in terms of the 
increase in the value of ceilings of trade eligible for GSP concessions. This is 
how the Commission itself presents the EEC scheme.

Table 3.2 EEC Estimates of GSP Eligible Imports and Utilisation

Year Value
eligible

of total
imports'7

(mua)

1971
1972
1973
1974
1975
1976
1977
1978
1979

_
_

(2320)
3250
3680
4600
6720
6800
7900d

,500 6

1100 6
1250 6

% Increase
over previous

year
 

120
14
40
13
25
20

1
16

Utili­
sation c

44
41
56
66
50
67
63
55
na

Value of sensi­
tive and semi-

sensitive imports
(mua)

na
na
na

1262
1376
1346
2719

na
na

Notes: a. includes both manufactures and agricultural items
EEC-6 only; in 1973 the EEC-9 equivalent is calculated 

c, utilisation defined as actual GSP imports as % of value eligible 
meua

Source: Various issues of 'The European Community's Scheme of Generalised Tariff 
Preferences (Proposals and Communications from the Commission to the 
Council)'

As Table 3.2 shows, the GSP eligible trade doubled in value from 3250 mua in 
1974 to 6800 mua in 1978 and the 1979 offer envisages a further increase of 
16% to 7900 meua. These total ceilings represent the maximum possible level 
of imports under the GSP for all items, sensitive, semi-, and non-sensitive. While 
some of the growth in ceilings is due to extended product coverage, a large part 
arises from the continual updating of the reference year used for the calculation 
of quotas and ceilings. In 1971 the reference year for both the basic and supple­ 
mentary amounts was 1968. By 1978 it has changed to 1974 and 1975 respectively.
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It should also be noted that the ceiling for a product may never fall below the 
level of the previous year. On the other hand, in certain years the increase in 
ceilings for some products has been limited to 50% above the level of the 
previous year.

The general trend in ceilings and quotas calculated in this way is quite mis­ 
leading, and flattering to the EEC, for several reasons. First, the values of 
ceilings and quotas are substantially diminished in real terms by inflation 
(except for those which are fixed in volume terms as in the case of some textiles, 
jute, coir, sisal products, carpets, plywood, tobacco, cocoa butter, instant 
coffee, and canned pineapple). The EEC Commission itself acknowledges the 
obligation to maintain real values as well as a duty which 'runs along the lines 
of the Resolution on Manufactured Goods adopted at UNCTAD IV in Nairobi... 
that donor countries should as far as possible initiate a tangible rise in the 
ceilings and tariff quotas under their generalised preference schemes'. 9 While 
export prices of traded manufactures increased by 26% from 1974 to 1977, 
GSP eligible trade increased by 109%; in other words roughly one quarter of 
the increase in GSP ceilings was lost through inflation.

Second, and more important, the Community adds together two conceptually 
quite different measures. One is the value of ceilings on sensitive and semi- 
sensitive items. The lifting of the ceilings on these is a genuine concession 
(though the modus operandi of the scheme means that there will inevitably be 
some under-utilisation). The other is the value of ceilings on non-sensitive items. 
As explained above, these ceilings are largely meaningless, or 'open-ended', since 
they are usually non-operational10 and are invariably at a level much greater than 
the value of goods actually traded. This arises from the way in which ceilings 
are composed of two factors of which the supplementary amount is equal to 5% 
of the value of imports from ah1 non-beneficiaries. Thus where the Idc market 
share is small the ceilings will be large relative to existing Idc exports. In fact, 
as Table 3.2 shows, half of the 'growth' of the GSP from 1974 to 1977 occurred 
in these fictional ceilings on non-sensitive items: while the total coverage of the 
GSP has risen by 2980 mua the value of ceilings or quotas on the sensitive and 
semi-sensitive items rose by 1454 mua.

Annual average growth rates in ceilings, as given in the table, are also misleading. 
In 1975 ceilings were increased on average by 15% but only 8% in the case of 
sensitive items, and 12% for semi-sensitive items, as compared with 20% for the 
rest. In 1976 when ceilings rose generally by 18%, textiles were kept to 5% 
growth. In 1977 when there was a major increase in benefits as high as 43% for 
industrial goods overall, due to the adoption of a new base year, growth in 
ceilings on textiles was held down to 5%, on steel to 6%, while shoes had no 
growth at all. In the 1978 offer, again with a base date advance, ceilings on 
textiles, shoes, steel, and plywood were not changed. Finally for 1979 it is 
proposed that a more recent year (1976) be used to calculate supplementary 
amounts, though for several products, notably footwear and steel, 'no increase
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can be risked'. 11 This means that since 1976 ceilings and quotas on many items 
of importance to South Asia have been frozen.

A further downward bias arises from the two to three year old data used to 
calculate quotas and ceilings. This means ceilings do not allow for any recent 
and rapid growth in Idc imports to the EEC as may have occurred in response 
to earlier tariff liberalisation. Thus the scheme, as Murray suggests, 'might be 
called "close-ended", meaning that the GSP tariff rates apply only on a trade 
volume that would have occurred even in the absence of any GSP tariff incen­ 
tives. Any increase in imports from the beneficiaries would face mfn duties; 
consequently the GSP will not contribute to any increase in developing country 
trade'. 12

A somewhat more meaningful and useful measure of the value of GSP concessions 
is in terms of the tariff revenue lost by the Community as a consequence of the 
GSP. This measure takes into account both under-utilisation of quotas and the 
nominal character of non-sensitive ceilings. Moreover it gives a clearer measure 
of the true nature of GSP benefits. When Ides are exporting sensitive and semi- 
sensitive items duty is payable at the margin. If the quota or ceiling is set at a 
level lower than the amount which would be traded anyway in the presence of 
tariffs, there is no incentive to Ides to increase exports, if marginal revenue/ 
marginal cost principles are observed. There is, however, a potential revenue 
gain equal in value to the preference margin multiplied by the value of goods 
sold duty-free under the quota or ceiling. For non-sensitive items there is also 
a revenue gain, either calculated as above, or the result of expanded sales at 
reduced prices, or a combination of the two. In terms of this revenue effect, 
then, an overall assessment of progress in the GSP can be made.

Using various simplifying assumptions, the Community have estimated the total 
revenue loss from the GSP to be 385 mua in 1978, or the equivalent of just 
under 6% of Idc imports eligible for GSP (Table 3.3). How the EEC produced 
the value assumed for average tariff incidence is unclear, but the magnitudes 
seem plausible. It should be remembered, however, that the revenue lost is not 
necessarily converted into revenue gain in the Ides. There are many other 
potential beneficiaries including shippers, importers, and consumers in Europe. 
The amount accruing to Idc exporters will depend on their relative bargaining 
strength, their sophistication in pricing policy, and market organisation. These 
are in practice unlikely to be substantial, and the gains to Idc exporters will be 
considerably less than the maximum values shown here. Rather 'it is generally 
the importer who gets the immediate benefit from the GSP tariff cuts'. 13
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Table 3.3 EEC Estimates of the Fiscal Value of GSP Concessions

Year

1974
1975
1976
1977
1978

Value Eligible

(mua)

3250
3680
4600
6720
6800

Utilisation

(%)
65
50
62
55°
55 a

Average Duty
Concession

(%)
8.3
8.5
9.3
9.1
8.5

Fiscal Value

(mua)

178
156
287
385
318

1324

Note: estimate

Derived from same source as Table 3.2.

Special Concessions to the Poorest

In order to ensure that the benefits of the GSP reach the poorest and least indus­ 
trialised Ides the EEC has increasingly sought to make a distinction in its 
administration of the scheme between the more industrialised, usually middle- 
income Ides, and the rest. This concern was reflected as early as March 1975 in 
the declaration of the Council of Ministers that improvements in the GSP 'pay 
particular attention to the interests of the less favoured developing countries'. 14 
One reason is a belief, not in itself unreasonable, that the more economically 
advanced Ides should soon come to be treated on a normal mfn reciprocal basis. 
This conviction is strengthened by the fact that some countries (Yugoslavia, 
Rumania, Hong Kong, and Singapore) were admitted to the GSP largely for 
political reasons, as on per capita income grounds or levels of industrialisation 
they could not realistically claim Idc status. Another reason is the monopolisa­ 
tion of GSP trade by a small group of these largely middle-income countries: 
in 1974 as much as 72% of EEC imports under the GSP came from 10 
countries, of which only India and Pakistan were among the poorer Ides (South 
Korea being next up the per capita income scale). Table 3.4 shows that this 
monopolisation is even more extreme for certain sensitive and semi-sensitive 
industrial products, particularly footwear and cotton textiles.
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Table 3.4 Major Users of the EEC's GSP in 1974 (by % GSP imports)

South Hong Yugo- Singa- Brazil Paki- India MexicoOther0 
Korea Kong slavia pore stan

A Industrial goods (not 
textiles/steel) subject 
to tariff quotas

Footwear 20 .. 17 .. 19 15 7 .. 22 
Other ind products 12 23 19 11 8 .. .. .. 27

Subject to ceilings 
(under surveillance)

All products 8 16 24 6 12 5 6 11 12

B Textiles subject to 
tariff quotas

Cotton 7 .. .. .. .. 29 21 8 35
Non-cotton 19 .. '.. .. .. 2 12 8 59

Subject to ceilings
(under surveillance)

Cotton 6 .. .. .. .. 40 38 .. 16
Non-cotton .. .. 36 .. 5 16 .. .. 43

Note: a Other countries (including Rumania)

Source: p.4 to 8, Annex II, The European Community's Generalised Tariff Preference 
Scheme for 1977, Com (76) 303 final.

This diminishes the political appeal of the scheme in the Group of 77 as a whole 
and amongst those in the EEC seeking to help all Ides develop through trade. 
However, rather than confront the question squarely of whether some of these 
countries should face immediate or eventual exclusion from the scheme, the 
Community has introduced a series of complex and often contradictory devices 
for discrimination within the GSP.

First, as mentioned earlier, a system of special maximum amounts has been 
introduced for sensitive and semi-sensitive items to limit the share of GSP 
imports from a dominant supplier, defined in terms of trade performance in 
that category. These limitations, normally 15%, penalise Hong Kong and 
Yugoslavia particularly. But, critics claim, they do not actually help others; in 
fact the threat of attracting special maximum amounts may be a disincentive 
to new producers. In few cases where the special maximum amount ceiling is 
enforced, is the overall quota ever reached by other suppliers. Thus, if one Idc 
is a dominant supplier, the special country amount is a way of freezing part of 
the ceiling, as no one else can use it and it is not transferable to other items or 
to subsequent years. Second, in 1977 imports of all semi-sensitive and non- 
sensitive items from countries classified by the UN as 'least developed' were 
exempted from the butoir rule. This would certainly be a valuable concession 
were the 'least developed' Ides not so defined as to exclude India, Pakistan and
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even Sri Lanka, which are classed instead as 'most seriously affected' (msa); of 
the four South Asian countries only Bangladesh is included. As a consequence 
no Idc with any measurable industrial capacity can exploit the concessionary 
benefits. Third, for 28 textile items, the global ceiling is divided into two parts, 
30% for all Ides of over $300 per capita income (in 1972) which are supplying 
at least 6% of EEC imports of an item, with no butoir; 70% for all other Ides, 
with a 50% butoir. The textile regime is, however, further complicated by MFA 
restrictions. 15 All poor countries including msas can benefit from these adjust­ 
ments of the GSP for textiles, but given the restrictiveness of the overall tariff 
quotas and of the MFA inhibiting trade expansion, the concessions are of 
negligible utility. Finally, in 1978, the Commission proposed that no least 
developed country should have to pay duty on semi-sensitive or non-sensitive 
items, even when EEC ceilings for these products have been reached. In addition, 
changes in the administration of textile products are planned for 1979, favouring 
the least developed countries particularly.

The confusion produced by these attempts to discriminate between Ides is visible 
in Table 3.5. This shows the value of dutiable exports from different Ides to the 
EEC covered by the GSP (column 5), the share of their GSP eligible trade res­ 
tricted by quotas or ceilings (column 7), and the share of all dutiable imports 
which enter without restrictions under the GSP (column 8). As one would 
expect, some of the more advanced and richer Ides achieve relatively little 
unrestricted access under the GSP, notably Hong Kong, Brazil, Argentina, and 
Algeria. Some of the poorer and/or less industrialised do well on this measure, 
such as the Philippines, Peru, and Malaysia. However, there are some remarkable 
anomalies. The richest country (in per capita terms) in the sample, Singapore, 
has a high share (38%) of its dutiable exports benefiting from unrestricted GSP 
treatment. The least generous treatment is accorded to one of the poorest, 
Egypt, with Colombia, Pakistan, and Thailand also doing badly. India is another 
of those less favourably treated. A rank correlation test between these figures 
(column 8) and per capita income (column 1) gave a negative result (R =-0.245, 
N = 19); the restrictions on GSP use therefore appear to be relatively more 
severe for the poorest Ides, quite the reverse of what one could reasonably 
expect.

To sum up, attempts by the EEC to discriminate between various groups of Ides 
appear to have some justification, but there.are serious problems. A per capita 
income criterion is the most straightforward, but it is arbitrary and possibly 
ambiguous. In practice it is also unacceptable to producer interests in the EEC 
which are afraid of competition from certain low income Ides, notably India.



57

Table 3.5 Benefits of the EEC's GSP by Country (ranked by per capita income)

India
Pakistanc
Sri Lanka"
Egypt
Thailand
Philippines
Colombia
Korea
Cuba
Peru
Malaysia
Algeria
Chile
Lebanon
Mexico
Brazil
Argentina
Hong Kong
Singapore

(1)
1976
GNP
per

capita
(S)

150
170
250
280
380
410
640
670
710
800
860
990

1050
1070e
1090
1140
1550
1610e
2700

(2)
Total

exports
to

EEC-9a
(Sm)

546.1
220.8

91.8
156.0
171.1
176.1
215.2
125.6
56.2

307.7
411.0
853.7
401.4

98.4
148.5

1488.7
1057.8
922.1
189.0

(3)
Mfn

exports

(4)
%of
which

(non-GSP) duty-
(Sm)

353.6
138.9
71.3

122.1
155.7
134.1
197.6

16.7
44.4

206.3
232.8
799.3
389.6

76.8
86.5

1266.7
934.8
629,3
112.2

free

60
68
26
78
43
97
18
26
24
93
92
93
98
94
63
52
18

5
42

(5)
Total GSP

eligible
exports
(Sm)

188.5
80.9
20.4
20.8
14.4
41.9
17.5

108.7
11.8

101.1
86.6
53.6
11.3
21.2
59.2

218.5
121.7
225.8

75.2

(6)
GSP

sensitive/
semi-

sensitive
(Sm)

91.7
65.5

0.8
20.7
4.2
5.3

10.3
87.8

0.1
0.4
8.2

13.8
0.3
8.1

12.8
49.1

5.7
154.9
21.7

(7)
(6) as
%of
(5)

49
81
4

100
29
13
59
81

1
0
9

26
3

38
22
22

5
67
29

(8) (9)
GSP Difference
non- in ranking

sensitive [(
as % of all
dutiable
exports
to EEC 6

29.1
10.2
26.8

0
9.8

79.7
3.9
9.4

25.7
87.1
69.7
36.3
57.6
50.7
50.9
20.5
13.1

8.0
38.2

- 8
-12
- 7
-15
-10
+ 4
-11
- 8
- 2
+ 9
+ 8
+ 4
+ 9
+ 8
+10
+ 4
+ 4
+ 1
+12

Notes: a, 1975 trade flows
The percentage is derived from (5)-(6) divided by [(5) plus (3) times 100 - (4)%} 

^.Pakistan figures include Bangladesh exports to the EEC-9
and Maldives 

e 1974 figures

Source: Compiled from UNCTAD Research Memorandum No. 57, 1976.

A criterion based on trade performance by product, however, is highly complex 
and penalises any form of product specialisation. An overall performance criterion 
is more manageable but would mean preferences for high income but inefficient 
producers of manufactures, such as Venezuela or Saudi Arabia, and not for some 
of the poorest Ides (India and Pakistan). These doubts combine to make one 
question the whole notion of such discrimination. It is highly debatable whether 
poor and/or non-industrialised countries benefit from discrimination against those 
somewhat more advanced. And if the latter are so far along the road as no longer 
to be 'developing countries' then perhaps they should no longer be in the GSP 
scheme. On the other hand, it is possible that whatever discriminatory devices 
are used, there can be no developmental bias in the GSP as long as textile imports 
from the poorer Ides are subject to restricted dutiable access. Textile products
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(clothing especially) are invariably the first step in manufactured export-led 
growth for Ides trying to develop labour-intensive exports for trade, yet the 
EEC regime penalises them for it. This tangle will have to be sorted out when 
the scheme is redrafted in 1980. So far attempts at piecemeal reform have 
complicated the situation without significantly improving it.

The GSP and Agriculture

Another way in which the EEC has attempted to help the poorer and smaller 
Ides has been in the extension of the GSP coverage of agricultural items, since 
these Ides are more likely to be interested in adding value by processing their 
agricultural products or in eliminating duties on non-processed items, than 
establishing an entirely new industrial base. Accordingly the number of agri­ 
cultural items covered by the scheme has been increased in stages from only a 
few in 1971, valued at some 45,000 ua, to 311 items in 1978, valued at 1,300 
mua. Over one-fifth of the GSP eligible trade, therefore, is now in agricultural 
goods. At the same time there have been gradual increases in the tariff cuts. But 
it is tempting to overstate the value of these changes. Most of the tariff cuts 
have been modest only 25% of the 311 items have had complete elimination 
of duties, and 60% of the remainder have had cuts of under 50%. Several of the 
most important processed agricultural items in the EEC GSP, such as cocoa 
butter, soluble coffee and preserved pineapples face tariff quotas. There has 
also been little progress under the GSP on items about which EEC members are 
sensitive, 16 notably CAP items, and in other cases such as coffee, cocoa, and 
some spices, ACP countries have resisted the extension of GSP preferences, 
though not always successfully. It is in any event questionable whether GSP 
concessions rather than mfn tariff cuts are the appropriate vehicle for stimulating 
trade in those agricultural products for which there are usually no dc competitors. 
In fact, in its mfn tropical products offer made at the Geneva MTN in 1977, the 
EEC promised concessions on coffee and cocoa, as well as binding concessions 
already made on tea in bags and packets.

Administrative Complexity

As a result of this desire to discriminate in favour of certain groups of Ides in 
addition to the need to make concessions to producer interests in Europe, the 
GSP is growing extremely complex. Complexity is in itself a barrier to trade 
especially when Idc producers and exporters are small, disorganised and unable 
to respond quickly to take advantage of changes in detailed regulations. One 
problem arises because inexperienced exporters are not familiar with the precise 
product specification of the EEC tariff code and conditions governing pre­ 
ferential margins, and as a result suffer loss through incorrect pricing. For 
example some years ago one South Asian exporter sold a substantial volume 
of shrimps to an importer in one EEC country on the assumption (and assurance) 
that the product was covered by GSP. Customs officials declared that the shrimps



59

did not qualify for the 11-12% preferential margin, which is available on two 
types of shrimps, and the full mfn duty had to be paid. The importer sued the 
exporter for the losses incurred. (In fact this story had a happy ending-the 
customs officials were eventually proved wrong but the case illustrates the 
risks.) Product mis-specification is not merely a question of exporter error. 
Producers in Europe can easily take advantage of any ambiguity to initiate a 
complaint, for a semi-sensitive item for example, based on a level of aggregation 
appropriate to their own interests.

Where tariff quotas are concerned the risks for exporters are even greater and 
the potential gain less. Considerable experience is usually required, as well as 
established contacts in Europe and warehousing, to get imports in under the 
tariff quota before its expiry at the beginning of the year, and to exploit market 
information on under-utilised quotas to arrange rapid trans-shipment. There is a 
long time lag before exporting countries receive notice that a particular quota 
has been exhausted. Exporters who price their goods on the assumption that no 
duty will be paid, stand to lose heavily should they have to pay duty, hence few 
do, and the importer pockets the duty reductions, if any, as a windfall gain. 
Thus the importer is the main beneficiary of the GSP. He may subsequently 
choose to place more orders in Ides as a result of these gains, but if they are 
unpredictable this is less likely. European governments have, of course, the dis­ 
cretion to choose which importers benefit and different governments operate 
on different principles. One system as in Benelux is a 'first come, first served' 
or 'greyhound' principle, which encourages 'racing' in imports. This has the 
merit of simplicity, but favours big, well organised importing concerns with 
warehousing facilities, who will in turn tend to prefer to co-ordinate their 
activities with larger and closer suppliers. A second system, used by the French, 
is by prior allocation of tariff quotas to importers. This gets around the defects 
of the first system but creates others, notably under-utilisation, unless there are 
provisions built in for rapid return of unused quotas, and a strengthening of 
the bargaining position of importers (who cannot lose money in the absence of 
uncertainty) relative to exporters. In France there is a further problem that 
many tariff quotas are deliberately channelled to competing French producers 
who may wish to 'sterilise' them. Britain runs a more flexible and sophisticated 
hybrid system. For some thirty products whose tariff quotas are likely to be 
exhausted within the first few days of the year a 'banding' system is operated: 
all imports registered at customs by, say, 2 pm on 4 January each year share 
the quota. For example if the value of imports registered is twice the value of 
the quota then they are given only half the GSP tariff reduction. (Imports after 
this date must pay the full mfn duty.) For the remaining products the tariff 
quota is allocated on a 'first come, first served' basis. In fact, this summary is 
to simplify considerably since in 1978 all sensitive items come under a 20% 
Community reserve system, and further allocations can take place, using this 
reserve, once the tariff quota utilised reaches the 80% limit.
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The cumulative effect of the tendency to greater complexity and frequent 
changes in the rules, is uncertainty. This effectively undermines one of the 
main aims of the GSP, to give an incentive not just to casual exports, but to 
new investment in export capacity. Because of the complexities involved in 
country quotas, ceilings, butoirs, etc there has been pressure on the EEC to 
introduce a comprehensive system of information pooling so that exporters 
know where they stand with regard to utilisation of quotas and ceilings and can 
therefore switch markets or products to take advantage of unutilised quotas. 
The EEC promised an information centre in Brussels two years ago, but the 
Council of Ministers vetoed expenditure when it was proposed in 1976 and 
there is no sign of agreement yet. Hostility to the centre was based in part on 
British objections (which were raised in the European Parliament) that the 
centre would not be democratically accountable for its expenditure, and on 
the wish of the French to restrict the scope of the centre to the ACP states. 
The French point reflects disagreement over whether the centre should be 
promotional or for information (in the latter case the ACP states would have 
no interest). Consequently, it seems unlikely that anything will be operational 
before 1980 when the GSP in its current form expires.

Rules of Origin 18

In order to prevent the GSP provisions leading to 'paper-processing' or the re­ 
export by multinational companies of products with little local value added 
(originating either in industrialised countries, or other Ides restrained under 
quotas) all GSP systems have rules of origins. The EEC specifies three conditions:

(1) Processing: exporters are required to establish that the product has a 
minimum degree of domestic processing. This is not an issue which is in 
general particularly relevant for two of the four South Asian exporters. 
In India and Pakistan the domestic economy is sufficiently sophisticated 
to provide most domestic inputs. But, both there and in Sri Lanka, 
Export Processing Zones are being set up which encourage the use of 
imported inputs and the issue could become important. The EEC defines 
the minimum degree of processing in terms of a 'process' criterion, unless 
it is wholly produced locally in which case the problem does not arise- 
though proof must still be offered. Under this criterion, processing is 
defined in terms of the extent of the change in tariff headings of the 
contributing inputs as they become output. Since this measure is often 
ambiguous, long lists of exemptions have been drawn up to specify pro­ 
cesses which satisfy the criterion but are not acceptable (list A) and others 
which do not but are acceptable (list B). These lists are very long and as a 
consequence are extremely difficult to administer. Capricious definitions 
also make for further problems. Murray quotes the case of transistor radios 
and plastic manufactures, where EEC rules of origin effectively require 
Ides to have their own industries for making transistors and plastic 
materials. Not surprisingly, few (except India) do.
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There is, however, one qualifying factor which weakens the restrictive 
impact of the GSP rules of origin. This is the provision for 'cumulative 
origin' under which other Idc inputs can be calculated as domestic. The 
EEC has permitted this for ASEAN, the Andean Group and the Central 
American Common Market. No South Asian country benefits in this way 
and there is a case for them to press for all inter-ldc trade to be treated 
as 'cumulative'. Certainly intra-South Asian trade could be. Another 
qualification which the EEC could introduce, following the example of 
the German and Dutch 'offshore assembly provisions', would be duty-free 
treatment for products assembled in Ides from EEC inputs or components, 
regardless of the degree of value-added in the Ides. Finger has shown that 
such provisions could be an effective means of encouraging 'a labour-rich 
country to perform the parts of the production process in which it has 
comparative advantage'. 19 The advantage of these rules of origin can, 
however, be problematical, especially if each GSP scheme has its own. 
For an Idc to ensure that an export qualifies for each GSP scheme, 
separate production lines for each market may be necessary. If this is 
indeed the outcome, then it would represent a very strong criticism of 
the whole GSP apparatus.

(2) Documentary evidence: as proof that the above requirements have 
been met, certificates of origin are required, officially certified by an 
acknowledged agency. Official certification is no longer a problem in most 
cases, once the certificate has been presented. It is the preparation of the 
certificate which makes for difficulties, given the complexities described 
above, and this can cause delay and loss of money to the importer or 
exporter. This is a particular problem when the export industry is itself 
an assembly operation of a variety of inputs each with different degrees 
of processing.

(3) Consignment: goods must be sent directly, not through another state. 
Since none of the four South Asian states is landlocked, this does not 
present immediate problems. But it does impose lack of flexibility in 
terms of re-routing, to take advantage of rapid market shifts. There is 
also considerable difficulty for exports which have to be directed to a 
non-beneficiary country for final stage operations. For example, Afghan 
carpets which have to be washed in special Swiss factories do not qualify 
for GSP.

Although the rules of origin present problems, and could be improved, 
it is easy to understand why they exist. The GSP would be quickly dis­ 
credited if it were used to encourage the packaging of Japanese exports 
by Idc merchant houses. The main complaint which Ides make is that 
different developed countries have different schemes each immensely 
complex. Since the EEC's is the most used it has the least reason for 
changing, but for countries like New Zealand and Finland to have separate 
and quite different rules is absurd.
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The GSP and South Asia

What emerges from the above is that 'GSP schemes of the EEC have been con­ 
sistently improving in favour of the developing countries though the pace of 
improvements is altogether rather slow'.20 Of more direct relevance here, is the 
way in which these changes have directly impinged on the four South Asian 
countries, in particular India and Pakistan which have a high volume of dutiable 
items, proportionately very large for Pakistan (81 %). As Table 3.6 shows a high 
percentage of their dutiable trade, though covered by the GSP is sensitive or 
semi-sensitive and so restricted by tariff quotas and ceilings; 61% in the case of 
Pakistan and 19% in India's, while Sri Lanka and Bangladesh have virtually none.

Table 3.6 Tariff Treatment of South Asian Exports to the EEC"

Sri Lanka Bangladesh India
mua mua

Pakistan 
mua

Non-dutiable

Dutiable, of which:
total GSP-covered
GSP sensitive
GSP semi-sensitive

Sample total

(Total Exports)

67.7

23.6
22.9

0.9
1.5

91.3

(98.4)

74

35
34

1
2

100

24.0

23.4
12.5
_
-

47.4

(51.7)

51

29
26
_
-

100

440.9

254.9
223.4
101.4
26.3

695.8

(728.2)

63

37
32
15
4

100

36.2

152.1
130.6
100.7

14.9

188.3

(209.0)

19

81
69
53

8

100

Note: sample composed of four digit NIMEXE over 1 mua only, exported in 1975, 
using 1977 tariffs.

Source: EEC, NIMEXE Import Statistics, 1975 and EEC, Practical Guide to the Use of the 
European Committees' Scheme of Generalised Tariff Preferences, Brussels, 1977.

A rough indication of the importance of the GSP to South Asia was obtained by 
calculating the fiscal gain from 1975 trade flows, the last year for which data 
exist (see Table 3.7). The rationale and assumptions behind the use of this 
measure are discussed in more detail below, but essentially it measures the cus­ 
toms duty forgone by the EEC on a given set of trade flows, and therefore the 
fiscal gain to South Asian exports if all of the benefit is passed back. Some prob­ 
lems were encountered in making this calculation, notably in terms of estimating 
how much of 'sensitive' or 'ceiling' items entered duty free. Where possible, use 
was made of maximum exporting country amounts, or butoirs. There were two 
(unavoidable) deficiencies in this method. First it over-stated the fiscal gain since 
EEC member country national quotas, rather than the Community-level butoirs, 
act as the real constraints. Where import patterns do not correspond with the 
distribution of member country quotas, substantial duty could be paid in some 
countries even though the overall Community butoir has not been reached. 
Second, it understates the fiscal gain when, as sometimes seems to be the case, 
the butoir is not in practice triggered when it should be; for example, this has
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happened with imports of tobacco from India, carpets, women's outer wear and 
bedlinen from Pakistan. In the case of textile products this could be because 
some items recorded together in the trade statistics enter, separately, under the 
handloom products tariff quota.

Table 3.7 Static Value of Preferences (1975, mua)

Total exports to EEC
Dutiable items

Sri Lanka
91.3
23.6

Bangladesh
47.4
23.4

Pakistan

188.3
152.1

India

695.8
254.9

Static Value of Preferences
  on all items
  on sensitive or semi-

1.0 2.2 14.3 17.1

sensitive items

  on quantity restricted items

Value of Preferences
as % of dutiable exports
as % of total exports

0.17

-

4.2
1.1

 

2.1
(jute
products)

9.4
4.6

13.3 (of
which 10.0
for carpets)

0.5

9.4
7.6

9.4 (of
which 5.4
for tobacco)

4.4 (of
which 3.0 for
jute products)

6.7
2.5

Souice: as per Table 3.6.

Looked at in this way (Table 3.7) the GSP in 1975 was worth roughly 14 mua to 
Pakistan and 17 mua to India. Proportionately this was worth more to Pakistan 
but almost all its benefit accrued to sensitive items, which means that the trade 
stimulating effect is substantially diminished by tariffs at the margin. Handwoven 
carpets accounted for 10 mua, over two thirds of the total. India's gains accrued 
rather more to non-sensitive items. Tobacco attracts most of the benefit, followed 
by jute products. Bangladesh has, with Pakistan, the highest fiscal gain in relation 
to dutiable exports, but almost all is for jute products which are quantity res­ 
tricted and therefore unable to benefit from trade stimulation. Of the total fiscal 
gain to South Asia of about 35 mua only a minority in practice seems likely to 
be passed back to the exporter rather than absorbed by intermediaries.
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Table 3.8 National Quota Shares and Imports from South Asia in 1975

(tonnes)
Imports Actual
allowed Imports

under GSP from all
Quota Ides

58.01 ex A Carpets «350 knots/m
Germany 765.45 8283
France 538.65 409
Italy 396.90 64
Benelux 283.50 612
UK 623.70 1494
Ireland 28.35 na
Denmark 198.45 59

Total 2835.00 10921

62.02 Cotton and other bedlinen0
Germany 15.66 9552
France 11.02 343
Italy 8.02 251
Benelux 5.80 1223
UK 12.76 4878
Ireland 0.58 46
Denmark 4.06 740

Total 57.90 17033

42.02 B Travel Goods
COOO ua)

Germany 2708 30416
France 1871 4886
Italy 1477 896
Benelux 1034 7286
UK 2166 11627
Ireland 99 220
Denmark 492 2059

Total 9847 57390

Imports Imports
from from

Pakistan India

of warp)
26 2600

4 39
17 6
20 269

291 421
na na

3 30

361 3365

(India hits EEC butoir)
208 1958

20 104
180 64
109 379
257 1444

0 1
37 470

811 4420

331
118
56

182
895

6
42

1630

Share
of EEC
quota

27
19
15
10
22

1
7

100

27
19
14
10
22

1
7

100

27.5
19
15
10.5
22

1
5

100

(percentage)
Share
of EEC
imports

from
Ides

74
4
1
6

14
na

1

100

57
2
1

_
29

0
4

100

52
9
2

13
20

0
4

101

Share Share
of EEC of EEC
imports imports

from from
Pakistan India

8 77
2 1
5 0
3 8

81 13
na na

1 1

100 100

26 44
2 2

22 1
13 9
32 33

0 0
5 11

100 100

20
7
3

10
55

0
3

98

55.09 A II Unbleached cotton fabric (85-1 15cm wide)

Germany 325.89 8953
France 229.33 3924
Italy 168.98 3455
Benelux 120.70 2056
UK 265.54 12636
Ireland 12.07 na
Denmark 84.49 61

Total 1207.00 31085

Note: " GSP quotas for cotton i

Pakistan & India
502
883
340
308

10055
na

22

12110

ind other bedlinen are s

27
19
14
10
22

1
7

100

eparate bi

29
13
10
7

41
na

0

100

ut as quoti

Pakistan & India
4
7
3
3

81
na

2

100

i for other bedlinen

Source:

is very small-and imports from South Asia of other bedlinen are also small-they are 
considered together here.
As per Table 3.5.
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Improvements have been registered in recent years; as regards items which are 
affected by ceilings or quotas, there has been a small improvement in two direc­ 
tions. The first was the switching of some items in 1974 and 1975 from the 
sensitive to semi-sensitive list. Of products of interest to South Asia, however, 
only leather gloves and imitation jewellery were switched and neither are impor­ 
tant products, except gloves to Pakistan. The second has been the increase in 
quotas and ceilings though, as we have seen, these have lagged considerably 
behind the expansion of non-sensitive ceilings. In 1976 for about half their 
sensitive items (other footwear, some cotton yarn, some cotton fabric, women's 
cotton outer wear, carpets and bedlinen) India and Pakistan hit the butoir for 
the EEC as a whole. The restrictiveness is in practice much more severe since the 
real constraint is the EEC member allocation of the tariff quota. For the UK the 
quota share was exhausted for two-thirds of its imports of sensitive items from 
all Ides and for over half of these in the first few days of the year. This effectively 
penalises countries, like South Asia, with traditional links with the UK.

As an illustration of the restrictiveness or otherwise of EEC member country 
quotas, four 'sensitive' products of interest to South Asia were chosen for detailed 
analysis (Table 3.8); carpets (<350 knots/m of warp), bedlinen, travel goods, 
and cotton fabric. It is worth noting that in every case except Indian carpets 
South Asian exports are much more heavily skewed to the UK market than is 
the distribution of EEC quotas amongst the nine members. Thus exports from 
South Asia have mfn duties reimposed on them earlier than those from most Ides. 
Indian carpets, however, were largely exported to Germany, in fact Indian carpets 
to Germany exceeded Germany's national quota in 1975. Exports to the EEC as 
a whole hit the butoir as early as February 1975 and for the rest of the year 
Indian carpets had to pay the full duty, although the national quotas of three 
members (France, Italy, and Denmark) remained unused. This illustrates how 
butoirs, which were in theory introduced to prevent certain Ides over-utilising 
the GSP, in practice result in under-utilisation of GSP quotas. The system works 
somewhat better in the case of bedlinen: both Indian and Pakistani suppliers hit 
the butoir, but at the same time all nine country quotas were rapidly exhausted. 
In the case of travel goods, India paid duties at an earlier stage of the year as a 
result of overall Idc imports reaching national quota limits, but Italy's share 
remained largely unused. The same was true of cotton fabrics, where butoirs 
were triggered too, but Denmark's share was never fully used.

As far as semi-sensitive items are concerned, only in one case in 1976 was the 
EEC ceiling not exceeded (gloves). For half of the items India hit the butoir 
before the ceiling was reached and so these had to pay full duties before imports 
from other Ides.

Certain products have been given special concessions. Of these, two are over­ 
whelmingly important in GSP terms, given the volumes currently traded and the 
height of the tariff. On carpets, an important item with a very high mfn tariff of



66

24%, the butoir for carpets of under 500 knots per metre of warp was raised in 
1977 to 1892 tonnes of which 1325 tonnes applies to the EEC-6. 780 tonnes 
was the limit in 1972 for the EEC-6, when it applied to carpets of under 350 
knots per square metre. There was to be a further widening of the butoir to 1988 
tonnes in 1978. This level of restriction is still a tariff barrier. Pakistan exported 
in 1975,2233 tonnes under the new category, and India 3900 tonnes. Thus in 
1977 the butoir was exceeded by each country on 1975 trade figures and the 
total tariff quota by them both together (Iran also exports in competition). Up 
to and including 1976 only India was affected by the tariff quota since its pro­ 
ducts were heavily concentrated in the cheaper range covered by the then quota. 
The widening of the product definition has made the quota less restrictive for 
India, but has for the first time brought Pakistan under the threat of tariffs, as 
previously its carpets, which are fine (ie finer than 350 knots per metre of warp), 
were free from quotas altogether. Since European factory-made carpets can 
hardly compete with the superior qualities of these hand-made carpets the 
rationale behind this adjustment of quotas is difficult to understand. The effect 
is to limit the value of the GSP concessions, in trade expansion terms, for South 
Asia as a whole.

Clearer benefits have occurred from the liberalisation of access for tobacco. For 
the cheaper variety of unmanufactured flue-cured Virginia type tobacco the 
tariff quota is fixed at 60,000 tonnes pa (1977 and 1978) and within this tobacco 
enters at a reduced duty (7% with a maximum of 45 ua per 100 kg as against the 
mfn rate of 14% with a maximum of 45 ua per 100 kg). The mfn duty has also 
been cut, from 23% to 14% since 1972. Before 1974 tobacco was not admitted 
to the GSP system and the initial tariff quota was a mere 20,000 tonnes, so the 
improvements are obvious. South Asian exports under this heading were 30,000 
tonnes in 1975 and since there is no butoir, most of this can expect to enter duty- 
free. However, there are important qualifications to this concession. There is 
competition from other GSP suppliers of the 590,000 tonnes (approximately) 
imported altogether. 45% approximately were from GSP sources including Brazil, 
Mozambique, South Korea, Mexico, Argentina, and Thailand. Further, the 
existing sales of South Asian tobacco are heavily skewed to the UK market. 
Although the UK has a specially high quota share (58%) this barely covers 
imports from South Asia alone. Finally the specific duty which can replace the 
ad valorem duty on low value imports means the duty paid may be well above 
7%. (The implications of these various qualifications are considered separately 
in a paper on South Asian exports of tobacco to the EEC, available from ODI 
upon request.)

On agricultural items generally, a whole series of duty concessions have been 
made, largely designed to help the South Asian members of the Commonwealth. 
Helpful reductions have been obtained for pepper and other spices, castor oil, 
coconut oil, shrimps, frogs' legs, mangoes, dal, gram, and nuts.21 Some are, 
however, miserly to the point of worthlessness, such as the reduction from 6%
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to 5% on mangoes and 8% to 6% on castor oil. Nor has there been any encroach­ 
ment on CAP products such as rice and molasses. More technical problems have 
arisen in the South Asian drive for extensive product category subdivision for 
exotic specialities. In many cases, the tariffs are not protective, since there is no 
substitute. Tariffs serve in these cases as special taxes on Asians (in Britain) and 
patrons of Asian restaurants. One amusing but typical case is that of Indian 
papadums or 'papad', which were classed together in the customs tariff nomen­ 
clature with Italian pasta (lasagne, spaghetti, etc). The Italians were reluctant to 
concede tariff-free access, and it required special tasting sessions to establish that 
papadums were no substitute for pasta. Even when the case was conceded on 
culinary grounds, there were still bureaucratic objections to splitting an already 
specialised tariff group 'X'ing the X's, in Community parlance. Victory was 
eventually gained. 'Papads' now enter free under a special heading. Similar con­ 
cessions were obtained for coriander and cumin seeds (which otherwise paid 
duty of 11% to protect EEC badian seed growers), pawpaws, tamarinds, guavas 
(otherwise dutiable at 5%, as mangoes), chickpeas, and okra. Not all of course 
are solely of interest to South Asia.

Finally, there have been specific concessions on jute and coir. Jute and coir 
product tariffs have now been eliminated; the UK continued to give duty-free 
access under the first set of agreements between India and Bangladesh and the 
EEC, while the remaining EEC duties were cut substantially. The tariffs have 
now been removed. However, both products still face quantity controls. The 
effect of these is considered in greater detail in a paper available upon request 
from GDI.

Methodology for Evaluating GSP changes Affecting South Asia

Exercise I — Static Value of Preferences
One specific question which we shall try to answer is whether the modifications 
in the GSP since 1973 have compensated South Asia for the loss of preferential 
access in the UK market, both in the form of higher duties (in some cases) and 
in the loss of Commonwealth Preferences. The answer should help us to under­ 
stand whether the JDI has in practice been honoured, or whether more remains 
to be done, over and above the case for more easy access to the EEC for Asia 
on other economic or developmental grounds.

The methodology followed in the first estimation, as in Tulloch's earlier study 
The Seven Outside, is to evaluate the static value of preferences as the fiscal 
cost to the donor. This is simply done for one year (1975) by multiplying the 
value of South Asian trade by the tariff preference margin. There are several 
implied assumptions in using this method. First, it assumes an efficiently 
functioning market economy and one in which the preferred supplier is a price 
taker. This assumption may be invalid if, for example, South Asian suppliers
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have a substantial share of the market (as they do for jute, and some spices). 
They may moreover, even as small suppliers, choose to reduce prices below 
the market price to expand their market share, rather than retain the extra 
profit arriving from tariff preference.

This point underlines the second general assumption which we are making 
which is that dynamic consequences of tariff preferences are ignored. Not only 
are the static values weighted by the existing trade structure rather than the 
trend changes in it, but the effects of changing preferences on trade flows are 
ignored. If price elasticities of import demand are high as they are for most 
manufactured goods in the long run, this would have the effect of understating 
considerably the gains from preferences. For this reason, some writers disregard 
static analysis entirely. However, we believe this is mistaken. For sensitive and 
semi-sensitive items which account for the majority of present EEC trade with 
South Asia, and also for quantity restricted items (textiles and jute), dynamic 
factors are less relevant. Because full duty is payable at the margin there is little 
or no incentive to expand production for export. Some exporters may use these 
profits to subsidise marginal exports but there is no reason to assume that they 
all behave in this way. For the remainder, non-sensitive, items we are concerned 
in this exercise only with improvements in the GSP scheme since UK entry. 
Since no major manufacturing items have been added to the non-sensitive list, 
nor any significant further reductions made in GSP duty, there is no great dis­ 
tortion by ignoring them. There have been tariff cuts, unbounded by ceilings, 
on agricultural items mostly processed and semi-processed. But for agricultural 
items generally, elasticities of supply and demand are low, and for very few 
items have tariff cuts exceeded 5%, which is normally regarded as minimal to 
evoke much producer or consumer response. Thus the dynamic consequences 
of adjustments in the preference scheme since 1973 must be regarded as rather 
small. The use of static value analysis, or fiscal transfer effect, seems there­ 
fore to have theoretical merit as well as the virtue of simplicity, at least for this 
limited purpose.

Another simplification we make is that tariff changes are analysed in terms 
which are identical to those of an mfn tariff reduction applied in a non- 
discriminatory manner. This measures.aswell as the maximum potential fiscal 
transfer, the potential trade creation gains for those products which are not 
restricted by ceilings. It ignores the discriminatory aspect of preferences which 
indicate the potential for trade diversion (again, depending upon the relevant 
elasticities). This is a factor in the loss of Commonwealth Preference as well as 
in the GSP.

A final assumption and perhaps the most questionable one is that the fiscal 
value of the preferences is transferred to the exporter. Such is the substantial 
share of shippers', importers', wholesalers' and retailers' margins (up to 500% 
of Asian fob prices in some cases) that inevitably a substantial part of the
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preference value will be 'lost' here. For this reason, we probably exaggerate 
considerably the gains or losses, especially from the adjustment of ceilings on 
sensitive items where exporters are at a particularly acute disadvantage in 
benefitting from short term and complex administrative changes.

We consider two elements: first the effect on South Asian suppliers of changes 
in the UK market and, second, in the EEC. As far as the latter is concerned we 
assume that all improvements in GSP terms since 1972 can be credited to the 
effects of UK entry and the JDI. This is a somewhat generous assumption since 
improvements in ceilings would probably have occurred anyway given the EEC's 
general commitment to offset inflationary erosion. Specifically we calculate for 
sensitive items the maximum possible benefit which a specific country could 
obtain, which is the full utilisation of the butoir. We compare the value of the 
butoir in 1972 and 1977 (or 1978 where possible) using 1975 import values (the 
latest available in the NIMEXE series). The comparison for the EEC-6 is made 
by allocating to them a share of the butoir based on their national share of the 
EEC quota, which is 72% (70% for textiles). By making this calculation we are 
inflating the gains, since we are ignoring the effect of the restrictiveness of the 
individual national country quota allocations in the EEC-6 (even with a 
Community reserve), and we are disregarding the fact that because of competing 
suppliers the butoir was not reached by South Asian suppliers in all cases. Thus 
the figure represents a maximum rather than an actual improvement in the value 
of the GSP for sensitive items. For semi-sensitive items we have a difficult 
problem in that the butoirs within the ceilings are sometimes substantially higher 
than the amount imported. This applies to leather gloves (formerly sensitive), 
medical instruments and sports goods (formerly non-sensitive). In the first of 
these cases the 'gain' in GSP terms is measured by the preference margin multi­ 
plied by the difference between the 1972 EEC-6 butoir and the amount actually 
imported in 1975. In the other two cases where there has been some retro­ 
gression, but to a level where very few if any imports are dutiable (the ceiling 
for sports equipment was reached in mid-December 1976) no gain or loss is 
assessed. Finally there are those items whose status has not changed since 1972: 
non-sensitive items bearing reduced or zero duty. It could be argued that in one 
sense the South Asians have 'gained' to the extent that they can export larger 
quantities to the EEC-6 under increased 'ceilings'. To include this, however, 
would be to stretch to nonsensical limits the concept of improvement, when 
de facto free access had already been conceded before UK entry and the JDI. 
For illustration only, the total fiscal value of GSP preferences on sensitive and 
semi-sensitive items is calculated for South Asian exports to the EEC-6 which 
represents both improvements and original concessions. However, the distinction 
needs to be made clearly between improvements and original concessions.

The losses or gains in the UK market are more easily calculated. For those few 
items not included in the original UK GSP scheme, where Commonwealth 
Preferences were relevant, the static value is calculated (Commonwealth
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Preferences in fact expired on 1st January 1978). It is of course possible that 
even in the absence of UK entry Commonwealth Preferences might have dis­ 
appeared gradually by incorporation in the UK GSP or through mfn concessions, 
but there is no evidence that the UK was contemplating this for products of par­ 
ticular interest to South Asia, especially tobacco and cotton garments. A second 
effect to calculate is that which follows from alignment to the EEC's GET and 
GSP. In some cases this has involved South Asian exporters paying duty even 
with the GSP in the UK market, notably on tobacco, shrimps, rice, and leather. 
In other cases, notably cotton textiles, there is a liberalising influence from duty- 
free entry (up to the UK country share of the quota for sensitive items) when 
previously duty was paid.

Results
It is perhaps useful to compare our results with those of the Tulloch study.

Table 3.9 Summary of Annual Fiscal Gains and Losses from UK Adoption of 
the EEC GSP: Tulloch Study (1972 scheme; 1970 import figures)($m)

India Pakistan Bangladesh Sri Lanka All South Asia

Agricultural exports to UK
(BIN 0-24) 161 10 - 81 252

Industrial exports to UK
(BTN 25-29) 90 30 - 6 126

25^ ^ ~8T 378~

Static value of 
Commonwealth Preference 
losses on:
- Agricultural exports -10.5 -1.2 -0.3 -0.3 -12.3
- Industrial exports -2.0 -0.4 -0.1 - -2.5

Total -12.5 -1.6 -0.4 -0.3 -14.8

Static value of GSP
gains/losses -0.69 -0.10 - -0.27 -1.06

From adoption by UK of
EEC GSP +1.80 +0.76 - - +2.56

+ 1.11 +0.86 -0.27 +1.50

Overall -11.39 -0.74 -0.4 -0.57 -13.3 

Source: Compiled from Tulloch, The Seven Outside, op cit.

The Tulloch study found that overwhelmingly the largest element in the static 
gain and loss calculation was the loss of Commonwealth Preferences. This was 
particularly large for India, although only a few products were affected, as they 
were important Indian exports: the loss from tobacco was $7.4m, oil cakes $2m,



71

and leather $0.9m. In addition there was a loss from the adoption of the CET 
on agricultural items which had duty-free access to the UK. On the other hand, 
the South Asian suppliers would benefit under the EEC rules from some duty- 
free access, up to tariff quotas and ceilings, not permitted in the UK. This benefit 
appears, however, to have been over-estimated by taking the overall butoir, rather 
than the more limited quota shares of the major South Asian markets, as repre­ 
senting the maximum gain. Taking all the above factors into consideration Tulloch 
estimated a net loss to South Asia equivalent to 1% of Sri Lanka's earnings from 
exports to the UK, 2% of Pakistan's, and 4.5% of India's.

Our own recalculations (shown in Table 3.10) for the 1975 import values and 
the 1977 scheme, taking into account improved access to the EEC, suggest a 
somewhat more positive conclusion. The gains from improved EEC access have 
more than compensated for losses in the UK market for Pakistan, Sri Lanka, and 
Bangladesh; though the net gain varies considerably (equivalent to 1.5% of 
Pakistan's earnings of exports to the UK in 1975,0.5% of Sri Lanka's and 6% 
of Bangladesh's), and not all of it may be passed back. For India there is still a 
significant net loss of broadly the same magnitude, 2.5% of India's exports to 
the UK. The reason, again, is the heavy weighting given in a fiscal calculation to 
the loss of Commonwealth Preferences on tobacco and also on some manufactures, 
notably women's outer wear, of which UK imports from India have increased in 
the last three years. The gains from EEC duty reductions are also concentrated 
heavily on one or two items. In the case of Pakistan 2.8 mua out of the total gain 
from liberalisation of 4.5 mua is attributable to the raising of the carpet quota: 
while half of India's gain of 3.9 mua is also attributable to the adjustment in the 
quota as well as more liberal treatment of tobacco in the EEC.

To conclude, tariff adjustments in the EEC-9 since UK entry, have largely com­ 
pensated three of the four South Asian countries for the 'fiscal' loss of 
Commonwealth Preferences, and even show a net gain, albeit small. However, 
we would not make too much of this. The gain is in 'fiscal terms' not in stimu­ 
lated trade. And it owes as much to the contracting importance of the UK market 
as to EEC GSP liberalisation. Ironically, given its net fiscal loss, India is perhaps 
the most pleased of the four South Asian countries about the general effect of 
the EEC's GSP in assisting the growth of its export industries. These benefits 
derive from concessions given before UK entry as part of the original GSP (in 
both the UK and EEC). To this we now turn.

Exercise II —Trade Flow Study
One obvious criticism of a static approach is that, even when there are formal 
limits to duty-free access, there are dynamic benefits arising from greater con­ 
fidence and experience in dealing with increasing liberalised markets. Moreover, 
much of the growth in trade can occur in small, non-traditional categories exclu­ 
ded from our product coverage. This might suggest that, considered over time, 
the gains or losses from trade preference changes might be substantially larger
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than indicated by static values alone. Any attempt to estimate, ex post, the 
wider gains and losses in this case founders on the lack of time series information. 
British accession to the Community took effect in 1973 and Commonwealth 
Preferences have been phased out over the 1973-78 period. The EEC GSP 
became effective only from July 1971. The latest date for which adequate trade 
data are available is 1975. Thus there is (at best) a three year time series to 
evaluate 'before/after' effects on an ex post basis.

Table 3.10 Annual Gains and Losses from UK Entry to the EEC ('000 ua) 
(1977 GSP, 1975 trade flows)

Loss of Adoption Liberalisation of Sum
PAKISTAN Commonwealth of GET EECGSPoimfn

Preferences by UK rate reduction

A GSP non-sensitive items
Shrimps -26 -15 +13 -28
Other crustaceans -3 -26 +292 +263
Dried mushrooms     +43 +43
Fish flour - - +36 +36
Sheep leather - - +37 +37
Others - - +4 +4

B Non-GSP items
Long grain rice (CAP item) -320 -512 - -832
Molasses (CAP item) - -424 - -424
Light oil - +246 - +246
Linseed oilcakes -126     -126
Tanned cow leather -13 _   -13

C GSP sensitive items
Tobacco -1740 -406 +367 -1701
Leather gloves - - +245 +245
Cotton yarn -2 +8 +123 +129
Cotton fabrics -442 +355 +290 +103
Carpets - - +2816 +2816
Women's undergarments -57 - +173 +116
Women's outer wear -137 +35 +116 +4
Men's/boys'undergarments -7 +61 +104 +158
Bedlinen -120 +89 +36 +5
Cotton sacks +28
Footwear . +183
Sports equipment -150° - 210

Total -2993 -589 +4545 +963
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Loss of Adoption Liberalisation of Sum
BANGLADESH Commonwealth ofCET EECGSPormfn

Preferences by UK rate reduction

A GSP non-sensitive items
Frogs' legs - - +22 +22 
Other offal - - +16 +16 
Shrimps -60 -4 +22 -42 
Jute products - - +1152 +1152

B Non-GSP items
Freshwater fish -10 - +8 -2 
Semi-tanned cow kips -5 -   -5

Total -75 -4 +1220 +1141

SRI LANKA

A GSP non-sensitive items
Coconuts - - +222 +222 
Coconut oil -29 -5 +117 +83 
Tea extracts - - +11 +11 
Essential oils - - +11 +11 
Light oil -56 - - -56

B Non-GSP items
Raw cocoa     +5+5 
Freshwater fish -10 -1 +8 -3 
Tea - +157 +157 
Light oil (other) - - +214 +214 
Calves' skins -36   - -36

C GSP sensitive items
Tobacco -276 -64 - -340

Total -407 -70 +745 +268
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INDIA
Loss of Adoption Liberalisation of Sum 

Commonwealth of GET EECGSPormfn 
Preferences by UK rate reduction

A GSP non sensitive items
Frogs' legs
Shrimps
Other crustaceans
Okra
Mangoes
Pepper
Castor oil
Vegetable oils
Saddlery
Electrical equipment
Dump trucks
Car parts & engines etc
Jute products & jute mats

B Non-GSP items
Walnuts
Coffee
Ginger/paprika
Rice
Groundnut & oil seed
Vegetable products (saps etc)
Linseed/castor oil
Oilcakes
Cow kips
Radio receivers
Imitation jewellery

C GSP sensitive items
Footwear
Cotton fabric
Silk shawls
Carpets
Women's undergarments
Women's outer wear
Men's/boys' underwear
Bedlinen
Embroidery /lace
Tobacco

—
-12
-58
-18

-287
—

-156
—
—
—
—
—
-

-69
-6
—

-166
-465
-44

-153
-448
-192

-1
-

—
-163
-181

—
-16

-2077
-97

-676
-161

-6809
- 12255

—
-19
-54

—
-29
-9

-94
-376

—
+3

+39
+29
-

-55
-40
-53

-266
—

-16
-77

—
—

-21
-91

_
+220

—
—
—

+83
+80

-108
—

-1589
-2443

+94
+43
+89

—
—

+240
+11

—
+33

—
—
—

+160

—
+111

—
—
—
—
—
—
—
—
-

+168
+264

—
+1202

+210
+262
+255
+105

—
+1112
+4359

+94
+12
-23
-18

-316
+231
-239
-376

+33
+3

+39
+29

+160

-124
+65
-53

-432
-465
-60

-230
-448
-192
-22
-91

+168
+221
-181

+1202
+194

-1732
+238
-679
-161

-7286
- 10339

Source: as per Table 3.5.
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Some insight might be gained from looking at overall growth figures for exports 
from South Asia to the EEC-6 and the UK. Indian exports to the EEC-6, for 
example, rose 23.3% in the period 1970-75 as against 4.6% in the period 1965- 
70 and 1.6% in 1955-65, and this could be regarded as an indication of improved 
market access under the GSP. It might, however, suggest one of two other things. 
The first is an increased market for all imports to the EEC, as a result either of 
improved access, or a general increase in EEC aggregate demand. This could be 
isolated by measuring India's share of EEC imports. There seems to have been 
an improvement in the Indian position, although its share of EEC-6 imports fell 
from 0.7% in 1955 to 0.4% in 1960,0.3% in 1965 and 0.2% in 1970, it stabilised 
thereafter at 0.2%. The second possibility could be that the rise in India's exports 
to the EEC reflects better export performance generally by the Indians. Indian 
exports overall grew by 16.3% in the 1970-75 period, as against 1.1% in 1965-70 
and 4% in 1955-65. This gives two possible competing hypotheses to explain 
better Indian performance in the EEC-6 market. If it were possible to separate 
the influences of general Indian export trends and general EEC import trends 
one might, for a given time period, be able to identify a residual which could 
indicate special market factors at work.

We try to do this for the period between 1971 and 1975 by comparing the effect 
of changing preferential arrangements in the UK and two of the EEC-6 markets 
(France and Germany). Since overall exports include a substantial amount of 
primary commodities, whose changes in value reflect price rather than quantity 
variations, and are anyway scarcely affected by preferences, we looked first at 
manufactures alone, excluding uncut gems and other unworked metals and 
minerals. Data problems were serious, especially in obtaining accurate 1975 data, 
and in combining Pakistan and Bangladesh data. In any event, a comparison of 
changes between two years is not particularly satisfactory, though the 1971-74 
period was used for a cross-check. So the results must be regarded as approxi­ 
mations. Following studies by Young22 and McQueen23 (who did not, however, 
separate manufactures) we calculated first, the ratio (rj) of South Asian export 
growth to France, Germany, and the UK relative to the growth of the rest of the 
world's exports to France, Germany, and the UK. Second, we calculated the ratio 
(r2) of South Asian export growth to the rest of the world relative to the rest of 
the world's total export growth. If rj is greater than r2 this is prima facie evidence 
of a positive preferential effect, whether as a result of trade creation or diversion; 
and vice versa. In order to correct for obvious misinterpretation we separated 
from the manufactured goods category items subject to quantitative restrictions 
(mainly textiles and clothing). Finally, in order to test for any time trend 
influences we calculated r t and r2 for the 1968-71 period as a base for com­ 
parison. McQueen carried out regression and time trend analysis to correct these 
influences but this seemed in the South Asian context, unnecessarily elaborate 
given the crudity of the data.

Two simple tests should establish prima facie evidence of a strong 'preference 
effect' in the period 1971-75 (or 1971-74)
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(a) r l > r2 for France and Germany; r2 > r^ for the UK

(b) (r, - r2 ) 1971-75 > (i t - r2 ) 1968-71 for France and Germany; 
(r, - r2 ) 1971-75 < (r, - r2 ) 1968-71 for Britain.

Table 3.11 summarises the results, which are not conclusive, but give support to 
the hypothesis of a positive preference effect especially for test (a) for manu­ 
factures as a whole. Of eighteen tests of (a) there were only two failures both by 
negligible amounts. Both France and Germany's manufactured imports from India 
and Pakistan/Bangladesh increased in the period 1971-75 and 1971-74 at a rate 
well above the growth of their total manufactured imports and the growth of 
South Asian manufactured exports. In the case of Britain the effect was predictably 
negative for Pakistan/Bangladesh exports. But Indian exports seemed unaffected 
one way or the other. If quantity restricted (QR) items are excluded, the picture 
is also broadly consistent with the hypotheses, the more so for Indian exports to 
the UK, except that there is no evidence of any influence on Indian exports to 
France. The upsurge of Indian garments exports between 1971 and 1975 influenced 
the overall figures for Anglo-Indian trade significantly. If a time trend is considered, 
however, the picture is confusing. A positive preference factor would seem to have 
been operating already for South Asian exports to France and Germany in this pre- 
GSP period, excepting only Franco-Pakistan trade in non-QR items, and a negative 
factor for Indian trade to the UK. Of the 24 possible tests of (b), the tests failed 
10 times. This suggests that the trade preference factor is not mechanically related 
to tariff changes but to a whole set of expectations about future trade oppor­ 
tunities. Thus the German 'preference' for Indian and Pakistan/Bangladesh goods, 
which the statistics show, reflects a growing interest by South Asian and German 
businessmen in mutual trade which actually preceded the GSP.

Too much should not be made of this exercise. Trade flows are small, and random 
occurrences could weigh heavily-as the sudden change in fashion which affected 
Indian handloom cloth garments in Europe in 1974/75. Breaking the analysis 
down to commodity level (as in Table 3.11) exposes us even more to the danger 
of generalisations based on very small trade flows, but gives a more detailed 
picture of what is happening. It indicates for the 1971-74 period 'above normal' 
growth in trade flows to Germany from India of chemicals, carpets, engineering 
goods, leather, clothes, and textiles, to France of clothes and chemicals, to 
Germany from Pakistan/Bangladesh of carpets, leather, textiles, and clothes, and 
to France of shoes, leather, and carpets. But many of these tendencies were 
already apparent before 1971, certainly for Indian clothing exports to both 
countries and leather and chemical exports to Germany. With regard to imports 
into the UK, the 1971-74 period represented a steady 'below normal' trend for 
everything except clothes and shoes, continuing broadly the pre-1971 patterns 
of trade flows.

To conclude, both exercises to evaluate the effect of GSP changes have been 
retrospective. They suggest that UK entry to the EEC has not had the damaging 
effect on South Asian trade feared at the time of UK accession. We now turn to 
more forward-looking work, in an examination of the residual tariff and non- 
tariff barriers to access in the enlarged EEC.
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4 The Importance of Residual Tariffs as an 
Access Barrier for South Asian Exports to the 
EEC

Introduction

The main effect of GSP liberalisation has been to reduce tariff barriers on Idc 
exports to the EEC of manufactures and some agricultural products. Since most 
other South Asian items enter duty-free as raw materials, it is reasonable to 
assume that in general tariffs are not a significant access barrier. The purpose 
of this chapter is fourfold. The first is to test the hypothesis and to examine 
those products where it does not hold true. The second objective is to evaluate 
the extent to which tariffs with a preferential element perform a function hi 
discriminating between alternative suppliers. South Asia 'gains' from this trade 
'diversion' from GSP but 'loses' from the more generous preferences given to 
Lome, EFTA, and Mediterranean competitors. The way in which these con­ 
flicting influences are resolved at product level is a matter of interest. Third, 
for some items, consideration of nominal, rather than effective, protection 
disguises the barrier which tariff escalation represents to raw material pro­ 
cessing by exporters. Thus, reduction of duties on both inputs and final output 
may leave effective protection unchanged. An attempt is made to investigate 
this. Finally, there is a review of the negotiating strategy being pursued by the 
South Asian governments in respect of tariff issues, and an assessment of some 
of the implications of further tariff liberalisation on products of interest to 
South Asia, both manufactured and agricultural.

Potential for Further Trade Liberalisation

Our first exercise was to estimate the overall significance of the common 
external tariff as an access barrier for South Asian exporters, taking into account 
existing concessions. The method employed is that based upon existing trade - 
values and what we know about price elasticities of import demand in the 
consuming markets. There are however, some basic problems with this approach 
which should be spelt out:

(1) The analysis is demand based. But long-term supply constraints such 
as a shortage of manufacturing capacity or agricultural land may act to 
diminish the trade achieved by stimulation of demand achieved through 
tariff cuts.

(2) Existing trade values in themselves reflect the tariff structure. High 
tariff items will tend to be under-represented in the existing weighting, 
or not present at all. Thus gains from tariff liberalisation on these items 
will be understated.
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(3) There are some cases, notably textiles, jute and CAP items (eg rice) 
where non-tariff barriers, such as quotas, voluntary export restraints 
(VERs), or levies are the effective restraint on trade expansion. In these 
cases the tariff performs little function as an access barrier, which raises 
the interesting issue of why the Community clings to it. Tariff liberali­ 
sation would not noticeably stimulate trade in these products whatever 
its other benefits.

(4) The effects of tariff escalation are ignored. Cuts in nominal tariffs on 
finished or intermediate goods may'over- or understate changes in the 
effective protection of processing.

(5) The use of disaggregated price elasticities of demand for imports 
raises a whole set of issues. In general the first three factors discussed 
above lead to a downward bias in elasticities derived'econometrically 
from past trade flows, the last to an upward bias. A recent compendium 
of econometric research revealed, even for what it called 'long run 
elasticities', large disparities in the estimates for each product, depending 
upon the importing country and time period chosen. 1 In this case we 
have the special problem that the degree of substitutability between 
South Asian imports and European products, eg carpets, may be rather 
less than between all imports and European products from which elasti­ 
cities were derived. For the purpose of this study, we use crude long-run 
estimates of-2.5 for the price elasticity of demand for imported manu­ 
factures, -1.5 for semi-manufactures and -1.0 for foodstuffs. This 
broadly corresponds with estimates derived from the above source and 
used in current major projection analyses (eg the recently published 
Brookings' analysis of Tokyo Round effects2 ). But the figures should be 
treated with caution. One recent major study, for Britain, used a long-run 
price elasticity of demand of -8.0 for manufactured imports in general3 , 
and another, analysing the effects of the Kennedy Round, obtained a 
figure of-3.5 for the tariff elasticity of Idc imports to the EEC (-10.0 
to -12.0 in the USA and Japan).4 The most recent estimates by the 
World Bank for agricultural items confirm that a range of 0 to -1.0 is 
usual, but there were two significant exceptions for EEC imports: -2.7 
for tobacco, and -4.5 for rice. 5 This conforms to common-sense pre­ 
diction since there are closely competing European producers for these 
products, whereas for most raw materials and foodstuffs, import 
elasticities are determined mainly by the price elasticity of demand for 
the product itself.

(6) The reduction in tariffs is assumed to result in trade creation only. 
If the liberalisation were to be achieved from mfn cuts on all items, then 
South Asian imports and European products, eg carpets, may be rather 
liberalisation were achieved through GSP, there would be an additional 
trade diversion gain. For the moment we disregard this factor on the
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grounds that trade diversion effects of preferences are likely to be small 
relative to those from trade creation, but we return to it later.

(7) A final problem arises with items classified as sensitive under GSP. 
Part of South Asia's exports of these items enter the EEC duty-free, up 
to the tariff quota or country butoir, whichever is exceeded first. The 
theory of the effects of tariff ceilings and tariff quotas has been set out 
elsewhere and the trade stimulating effect of preferential margins has been 
analysed in terms of a 'kinked supply curve';6 if a ceiling is interposed the 
supply curve becomes discontinuous and the price indeterminate within 
this discontinuity. Since we do not know what the equilibrium levels of 
trade actually would be it is extremely difficult to devise a practical 
measure of the extent to which GSP tariff quotas replacing mfn tariffs 
have been trade liberalising or not. For the sake of simplicity we assume 
that existing tariff quotas are very low in relation to actual amounts traded, 
and that no trade stimulation will have already taken place; therefore 
tariff elimination would be equivalent in its effects to elimination of 
tariffs on the whole amount currently traded.

Table 4.1 Static Value of Residual Tariffs (mua)

Sri Lanka Bangladesh India Pakistan
Food
(a) Tobacco - - 2.51 0.52
(b) Other CAP items - - 0.93 3.57
(c) Other food 0.30 0.06 1.33 0.22

Industrial semi-manufactures
(a) Textiles (MF A) - - 1.86 4.49
(b) Other - 0.56 0.90 0.63

Manufactures
(a) Textile products and

clothing (MFA) - - 10.80 0.60
(b) Other (including carpets) - - 4.90 2.20

Total static value 0.30 0.62 23.23 12.23

Weighted residual tariff (%) 0.3 1.3 3.2 7.0 

Weighted mfn tariff (%) 1.4 5.9 4.8 12.1

Note: excludes duties on jute, made tariff free in 1978.
Source: based on EEC, NIMEXE import statistics, 1975; EEC, Practical Guide, op cit; 

and EEC, OJ NoL289,14 November 1977.
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Knowing the static value of the residual tariffs, it is possible to work out the 
average weighted tariff faced by South Asian exports to the EEC after GSP 
tariff reductions (average weighted tariff = static value of residual tariffs T- 
total value of exports). Comparing this with the average weighted mfn tariff 
which, in the absence of the GSP, they would have to pay, it appears that the 
GSP has so far cleared about half the tariff access barriers facing both India 
and Pakistan (slightly more in the case of Pakistan). Sri Lanka and Bangladesh 
have fared even better their mfn tariff has been reduced by 3/4 to 4/5, leaving 
very little to remove.

Estimates of the additional annual trade resulting in the long term (ie by 1982/3) 
from complete tariff liberalisation are given in the following table. For food 
imports a price elasticity of demand of -1.0 is used, - 2.7 for tobacco, -1.5 for 
semi-manufactures, and - 3.0 for manufactures.

Table 4.2 Long Term Annual Trade Creation from Complete Tariff 
Liberalisation (mua, 1975 prices)

Dutiable; not quantity Sri Lanka Bangladesh India Pakistan Total 
restricted items

Food and tobacco
Semi-manufactures
Manufactures

0.15
_
 

0.03
0.82
 

7.40
1.35

14.70

4.00
0.95
6.60

11.60
3.15

21.30

Total 0.15 0.85 23.45 11.55 36.00

Dutiable; quantity restricted items
(largely textiles & clothing) 35 8.5 43.5

Source: as per Table 4.1.

The total annual gain would, excluding textile items, very roughly be equivalent 
to 3.5% of current (1975) South Asian exports to the EEC; 6% for Pakistan, 
3% for India, 1% for Bangladesh and virtually nothing for Sri Lanka. It is worth 
remembering that almost half the Indian gain is for carpets. If Indian claims are 
right that their carpets do not compete with European producers, then the 
elasticity factor, -2.5 to -3.5, is almost certainly too high. On the other hand 
the gains to Sri Lanka and Bangladesh are almost certainly under-estimated, 
given the very low starting base. Even if we doubled the elasticities to allow for 
downward bias, the magnitudes are clearly very small by comparison with the 
growth expected (to 1985) on the basis of an unchanged trend (a doubling) or 
on the basis of improved export policies (a possible quadrupling). It is also small 
by comparison with the likely gain from NTB liberalisation on textiles and 
clothing alone; and even less than the gains from complete tariff liberalisation 
on textiles (which of course would be ineffective without NTB liberalisation also).
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If the impact of complete tariff liberalisation is small for South Asia it is quite 
negligible for the EEC. A very crude attempt may be made to express the cost 
to the EEC in terms of employment. We take the marginal productivity in those 
European sectors affected by South Asian competition as represented by the 
average productivity of the least efficient industry, clothing, in one of the less 
efficient European member states, Britain, where average output per man is 
around 10,000 ua. On this basis the total number of workers displaced in the 
EEC as a result of complete tariff liberalisation for all South Asian imports is 
at most 3,250, and only after a period of years. Even if we triple the figure to 
allow for a possible underestimate of demand elasticities and indirect effects, 
we still have under 10,000. And this is almost certainly an overstatement; pro­ 
ductivity will rise anyway in the affected industries, thereby reducing the 
number of workers which can be hurt by imports, while expenditure of addi­ 
tional foreign exchange by South Asia will have a positive effect on EEC 
employment. This is a very small straw on a very large camel's back. It could 
be argued that these costs would have to be generalised to all mfn or GSP 
suppliers. But that would be a matter of political choice. If the Community 
were so minded it could confine tariff-free access provisions to South Asia by 
extending Lome trade provisions to them or by declaring that all msas are tariff 
exempt under GSP.

In practice tariff issues boil down to specific product disagreements (see Table 
4.3). For items worth over 1 mua in 1975, and excluding textiles, India faces 
duties of over 5% on crustaceans, ground pepper, tobacco, various vegetable 
oils (castor, linseed), several types of leather, and carpets; Pakistan, on crustaceans, 
tobacco, oils, leather, footwear, sports equipment, rice, and molasses (in addition 
to levies); Bangladesh, on leather; Sri Lanka on tobacco and solid coconut oil. 
In addition it should be remembered that the nominal tariff rate may well under­ 
estimate effective protection and that existing tariff concessions under GSP are 
both unbound and, with the system of ceilings, unpredictable.

Tariff Discrimination

Reduction of the nominal tariff facing all exporters to the EEC would have the 
effect of 'creating' trade in the sense used in customs union theory. Preferential 
tariff reductions, however, have a trade diverting as well as a trade creating effect. 
For the EEC, the complexity of preferential arrangements, both within the EEC, 
and with EFTA, the Mediterranean, Lome, and GSP countries, makes it difficult 
to assess for a particular supplier the direction let alone the magnitude of trade 
diversion arising from preferences. We shall not attempt to assess quantitatively 
the potential gain (or loss) from trade diversion resulting from preferential tariff 
changes. This is partly because the methodology is difficult (it hinges on measures 
of elasticity of substitution) and because we suspect that it is small relative to the 
already small potential trade creation benefits. Baldwin and Murray estimated 
the trade diversion benefits of GSP to be as little as 10% of the trade creation
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benefits. 7 Even if the elasticities of substitution between imports are two to 
three times those between Idc imports and EEC products the magnitudes in 
general are small. We confine ourselves therefore to looking at the direction of 
tariff discrimination under the existing structure.

This is done by attempting to measure trade discrimination following Tinbergen. 8 
The first step is to try to construct what for want of a better phrase we can 
call a 'functional tariff, the average import duty paid on a particular category 
of imports into the EEC, taking into account the different tariff structures 
facing different exporters. Unfortunately data on duties paid is not available, 
so one has to approach the question indirectly by weighting the relative impor­ 
tance of various suppliers. For example, suppose an item carries an mfn rate of 
20% and a GSP rate of 10%. ACP and EFTA imports enter individual EEC states 
duty free. Overall EEC imports consist of 20% from EFTA, 40% from ACP, 
15% from GSP sources, and 25% from other mfn sources. The average ad valorem 
duty paid on all imports, or the 'functional tariff, will be 6.5%. The difference 
between the 'functional tariff and the rate paid by GSP exporters (10%), -3.5%, 
gives us a measure of trade discrimination. One could also look at discrimination 
in terms of the effect of the GET in diverting trade from extra- to intra-EEC 
sources. Suppose, on the above example, intra-EEC imports equalled extra-EEC 
imports in value, then the 'functional tariff for individual EEC members would 
be 3.25% and the tariff discrimination between GSP and EEC suppliers would 
be -6.75%. Using this approach one can obtain some measure of the overall 
discriminatory effect of the EEC's tariff system on South Asia.

There are certain problems however. First, the origin of imports reflects tariff 
preferences and thus gives undue weighting to low duty sources of supply 
(according to the degree of substitutability with imports from other suppliers). 
The effect of this is to deflate the 'functional tariff. Second, practical problems 
are involved in the classification of Mediterranean goods (which were treated as 
comparable to GSP though in some cases treatment was more generous), agri­ 
cultural imports from EFTA (which were assumed to carry mfn duties), Comecon 
imports (which were assumed to carry mfn duties too, though Rumania pays 
GSP and others above-mfn rates). Fortunately none of these categories was par­ 
ticularly large. Third, a more serious problem is caused by ceilings and quotas. 
It is impossible to make any intelligent guess at the 'functional tariff paid by 
GSP suppliers of sensitive and semi-sensitive GSP items, given uncertainty over 
how much actually pays duty and the extent of discrimination as between various 
GSP suppliers. We assume therefore that in the case of garments, textiles and 
non-leather footwear the tariff quota has no trade stimulating effects, and in the 
case of tobacco that it is not fully used. Knotted carpets is a difficult case since 
almost all imports are from GSP sources and in practice discrimination has 
existed against some GSP sources (India) and in favour of others (Pakistan).

The following table gives estimates of tariff discrimination facing imports from 
South Asia and other GSP beneficiaries. A positive sign indicates discrimination 
in favour of these countries.



Table 4.3 Tariff Discrimination on Items of Importance to South Asia (%)

Product mfn 
rate

GSP
rate

A Non-GSP dutiable
Walnuts 
Coffee 
Linseed oil 
Industrial oil 
Tanned cow leather 
Tanned sheep leather 
Tanned goat leather

B GSP Non-sensitive 
Frogs' legs 
Shrimps 
Okra 
Mangoes 
Whole pepper 
Castor oil 
Vegetable oils 
Other crustaceans 
Dyestuffs 
Resin acids 
Saddlery 
Lamps etc 
Mica
Iron products 
Domestic goods 
Handtools 
Metal objects 
Engines & pumps 
Electrical equipment 
Transport equipment 
Jute woven & sacks 
Silk scarves

C GSP Sensitive (low tariff quotas)
Cotton yarn 
Cotton fabrics

'Functional Degree of Degree of 
tariff for tariff dis- tariff dis- 
extra-EEC crimination crimination 

imports (extra-EEC (including 
imports intra-EEC 

only) trade)

5
5
7
8
3
3.5

10
12
16
6
10
8
17
20
12*
5
9
7
5"
7"
la
6"
6.5°
6.5"

10.5°
13.5*
20
16

tas)
7
14

—
—
—
-~
—
—

0
6
0
5
5
6

11
6
0
0
0
0
0
0
0
0
0
0
0
0
0
0

7
14

8.0 
2.3 
5.0 
6.5 
6.7 
2.7 
2.6

4.2
4.8
0
2.7
4.0
6.0
9.5
9.5
2.5
3.3
2.9
3.1
1.0
3.1
2.8
2.2
2.9
4.2
6.2
8.9
1.5

10.0

7.0 
13.0

0
-2.7 
0

-0.5
-1.3
-0.3
-0.9

+4.2
-1.2 

0
-2.3
-1.0 

0
-1.5 
+3.5 
+2.5 
+3.3 
+2.9 
+3.1 
+1.0 
+3.1 
+2.8 
+2.2 
+2.9 
+4.2 
+6.2 
+8.9 
+1.5 

+10.0

0 
-1.0

-4.0
-2.7
-2.7
-3.5
-3.7
-2.5
-0.9

+4.2
-2.4 

0
-2.7
-1.0
-0.5

-10.0
0

+0.9 
+3.1 
+1.6 
+2.1 
+0.3 
+1.6 
+1.5 
+1.2 
+0.7 
+1.4 
+2.4 
+1.5
-0.5 
+3.2

-2.0
-5.5
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Product mfn 
rate

GSP
rate

'Functional 
tariff for 

extra-EEC 
imports

Degree of Degree of 
tariff dis- tariff dis­ 

crimination crimination 
(extra-EEC (including 
imports intra-EEC 

only) trade)
Bed linen

Garments (most 
relevant categories) 
Non-leather footwear

19

17

20.

19
(Ofor 

Pakistan)

17
8

20

19.0

16.5
6.5

16.2

0

-0.5
-1.5
-3.8

-7.0

-8.5
-6.1 

-15.2

D GSP Sensitive (high tariff quotas)
Knotted carpets

Tobacco (main
categories)

24 ? ?
(Ofor

Pakistan,
high for
India)

23 7 13.0
(almost

all)

0
(for GSP
as whole)

+6

-1.0

+6.0

Note: a indicates average of several rates.

Source: as per Table 4.1.

The table shows that, discounting intra-EEC trade, there is a considerable pre­ 
ference margin in favour of South Asian engineering goods and minimal discrimi­ 
nation against the main sensitive items, despite high GSP duties, since most extra- 
EEC imports come from GSP sources. Even for the products for which Lome 
suppliers enjoy preferences (coffee, vegetable oils, various fruits and nuts) negative 
discrimination is scarcely significant. Using these results it is possible to work out, 
by calculating the weighted average of the items listed, the overall tariff preference 
enjoyed by South Asian exporters over the average (non-GSP) extra-EEC supplier 
of the same products. For India this is almost zero the positive trade diversion 
effect of the GSP is cancelled out by the negative effect of special preferences to 
Lome' and EFTA; -0.4% for Pakistan; +0.7% for Bangladesh; and +0.6% for Sri 
Lanka. This suggests that complete tariff elimination would neither add to nor 
subtract from South Asian export flows to the EEC which arise from trade 
diversion. On the other hand, if intra-EEC trade is also considered, there is much 
more evidence of negative discrimination against South Asian products. In total 
the weighted rate of tariff discrimination is -1.35% for India, -2.40% for Pakistan,
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-0.15% for Sri Lanka and -0.42% for Bangladesh. This implies that across-the- 
board multilateral tariff cuts would more than compensate for what is lost 
through the removal of preference margins, by displacing intra-EEC trade.

Tariff Escalation and Effective Protection

There is one important sense in which nominal tariff barriers may understate 
the degree of protection, and in which the value of GSP concessions may there­ 
fore be understated. It is therefore necessary to look at the 'effective protection' 
given to raw material processing. Effective protection (EP) measures the extent 
to which value-added at domestic prices is greater, as a result of tariffs or non- 
tariff intervention, than it would have been under free trade. Effective pro­ 
tection can be expressed, following the above definition, as:

EP = Vd   Vw where Vd is the value-added at domestic 
y^ prices and Vw the value-added at world 

prices.

The concept can be applied to the tariff barriers facing South Asian exports. As 
can clearly be seen for each of the thirteen cases illustrated in Table 4.4 there is 
evidence of tariff escalation from low (usually zero) rated raw materials up to the 
final product. The resulting rate of effective protection will depend on the impor­ 
tance of raw material costs in the final output, and on the precise progression of 
the tariff at each stage of processing. In several cases where the value-added con­ 
tent in final output is low, there is a very high rate of effective protection, 
notably in the refining and processing of coconut oil and groundnut oil, rice 
milling and the manufacture of cigarettes. There are cases where a high duty on 
an intermediate input can reduce the rate of effective protection to a negative 
figure (chocolate), to below the nominal level (jute sacks), or to a level little 
higher than the nominal rate (leather, clothing).

What is the effect of the GSP? There are several particularly striking cases where 
the GSP has removed a large measure of effective protection for Idc suppliers, 
notably steel products, jute sacks, and coir matting. In the former case the 
effective protection is now almost certainly negative (as a result of minor inputs 
being dutiable). But in the case of jute and coir the gain is illusory since quantity 
restrictions act as an effective barrier.
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Table 4.4 Tariff Escalation and EEC Effective Tariff Protection on Items of 
Interest to South Asia

Nominal Tariff

A Not Quantity Restricted
coconut (copra)
coconut oil for

industrial use (crude)
coconut oil (crude)
coconut oil (refined)

leather (simply tanned)
leather (tanned)

sheep
goat
bovine

leather shoes
leather gloves

rice
milled rice

rice flakes

groundnut
groundnut oil (crude)
groundnut oil (refined)

tobacco
cigarettes

iron ore
steel ingots
engineering goods

cocoa
cocoa paste 
cocoa butter
chocolate

cocoa powder

mfn

2.5

5
10
15

0

3
3.5
8
8

10.5-13

12 (+L)
16 (+L)

23 (+L)

0
10
15

14-23
90

0
4
5-10

5.4a
15 
12
12-27
(+ads)
10

GSP

0

2.5
7

13

_

0
0
0
0
0

_
-

-

—
-
—

7
87

—
—
0

_

11 ) 
8 )

10
(+ads)

3

Effective Tariff
mfn

—

—
85.4

186.3

_

9.2
10.7
24.4
na
na

_
70.3 (+L)

105.9
-

—
92.5

179.5

_

150

—

1.1
19.5

_

76
-7

GSP

—

—
77

233

_

—
—
_

na
na

_

-

—
-
—

_
150-164

—

—

0 or negative

_

na
na
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wool (greasy)
carpets

silk (raw)
silk yarn
silk scarves

fresh mangoes
mango jam
tinned mangoes
mango juice

B Quantity Restricted

jute
jute yarn
woven jute
jute sacks
jute mats

cotton (raw)
cotton yarn
cotton fabric
clothes

coir fibre
coir yarn
coir mats

Nominal Tariff
mfn GSP

0 0
24 0

5 0
7 0

16 0

6 5
30 (+ads) 12 (+L)
22 (+ads) 8 (+L)
21 (+ads) 10

Effective
mfn

na
na

na
na

na
na
na

Tariff
GSP

na
na

na
na

na
na
na

(tariff only)

0
8 0

15-22 0
15-20 0
20 0

0
4-8 0

13-15 0
17 0

0
0 0

23 0

 
na
57.8
14.0
na

_
22.8
29.7
21.4

na
na

 
na
0 or negative
0 or negative
na

_
(indeterminate)

j»
»)

_
na
0 or negative

Notes: prior to 1977 offer of reduction to 3%. 
ads = additional duty on sugar. 
L = levy.

Sources of effective protection co-efficients: UNCTAD, The Kennedy Round: Estimated 
Effects on Trade Barriers, TD/G/Rev. 1, 1969, and Measures to Expand Processing of Primary 
Commodities in Developing Countries, TD/B/C/197. Also A.J. Yeats, 'Effective Protection 
in the EEC, Japan and the US', Quarterly Review of Economics and Business, Summer 1974.

Another consequence of the GSP is that even when nominal duties are reduced, 
at all levels of processing, this can have the result of retaining the level of effective 
protection or even increasing it, if input duties are reduced faster than output 
duties. One case which illustrates this well is coconut oil processing. Sri Lanka
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currently exports large quantities (worth some 30 mua) of coconuts and coco­ 
nut products to the EEC each year; half of that amount (by value) is raw coconut 
for refining as well as eating unprocessed, about one quarter is in semi-processed 
form (coir fibre, charcoal), and only one sixth is refined oil. As can be seen from 
the calculations in Table 4.5, the widening of the degree of escalation following 
GSP reductions, albeit by a few percentage points, increases the degree of effective 
protection of refining from 200% to 233%.

Table 4.5 Effective Rates of Tariff Protection facing Sri Lankan Coconut Oil 
Exports to the EEC ($)"

Value of Exports to duty 
EEC including duty

Value excluding % rate 
duty of duty

A Crude solid coconut oil

(i) mfn
input: coconut (copra) 1.025 
output: crude solid oil 1.210

value added 0.185

0.025
0.110

EP = 85%
(ii) GSP

input: coconut (copra) 1 
output: crude solid oil 1.177

value added 0.177

0
0.077

EP = 77% 

B Refined coconut oil

(i)mfn
input: crude oil 1.100 0.100 
output: refined oil 1.181 0.150

value added 0.081

EP = 200% 
(ii) GSP

input: crude oil 1.070 0.070 
output: refined oil 1.160 0.133

value added 0.090

1.000
1.100

0.100

1.000
1.100

0.100

1.000
1.027
0.027

1.000
1.027

0.027

2.5 
10.0

10
15

7
13

EP = 233%

Note: " The calculations are made on the basis of exports of coconuts (in case I) and 
crude oil (in case II) worth $1, excluding duty.
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Even these estimates give only a very partial picture of the significance of tariff 
escalation. One crucially important development in recent years is the extension 
of virtually duty-free access to Lome countries and, on many items, to the 
Mediterranean. Thus high effective protection has the function not only of 
assisting European processors, but also of stimulating processing in the Lome 
and Mediterranean regions.

There are however two factors working to offset tariff escalation. The first is 
the export subsidisation of processing by the exporter. Export duties on unpro­ 
cessed output by the exporter are equivalent to a tariff in the importing country; 
export subsidies to a negative tariff. This has been an important factor in attempts 
to encourage Asian exports of processed leather and tea (in packets/bags).

A second factor is transportation and insurance costs incurred differentially on 
goods at different stages of processing. If these costs are lower on the final pro­ 
duct this will tend to diminish effective protection in the importing country. 
There is only very indirect evidence of the importance of this factor, as much 
as can be gleaned from comparing cif and fob values for the same trade flows. 
Using this approach, work by Yeats on US imports from developing countries, 
gives some indication of the relative magnitudes. As Table 4.6 snows, it appears 
that the shipping costs are higher (in ad valorem terms) for processed products 
than for primary; this will strengthen the bias against South Asian processed 
exports caused by tariff escalation.
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Table 4.6 Escalation of Transport and Insurance Costs with Processing: 
% Increase in cif over fob Values

Vegetables

Fish products

Leather

Rubber

Wool

Cotton

Jute

Groundnuts
Copra

All countries 
India
All 
India
All 
India
All 
India
All 
India
All 
India
All 
India 
Bangladesh
All
All

Primary 
products

4.3 
15.9
6.8 

12.6
3.9 

10.1
9.9 

10.2
8.9 
9.6
4.3 
4.6

41.2 
36.0 
34.2

14.7
6.2

Final 
products

14.9 
23.2

5.6 
12.7
9.1 

21.1
15.6 
35.0

9.6 
13.9
8.5 
8.0

11.9 
20.0 
19.3
2.9
2.7

Ad valorem 
escalation

+10.6 
+ 7.3
- 1.2 
+ 0.1
+ 5.2 
+11.0
+ 5.7 
+24.8
+ 0.7 
+ 4.3
+ 4.2 
+ 3.4
-29.3 
-16.0 
-14.9
-11.8

- 3.5

Source: A.J. Yeats: 'Do International Transportation Costs Increase with Fabrication? 
Some Empirical Evidence', Oxford Economic Papers, November 1977, p465-6.

Tariff Negotiation Issues

There are essentially two approaches open to the South Asians in negotiating 
tariff issues with the EEC. One is through discussions on the GSP, the other 
through the multilateral trade negotiations (MTN). A third possibility is through 
special bilateral sectoral agreements, as has occurred with jute and coir, but this 
is likely to be of importance only when the South Asians are dominant suppliers, 
and where there are both NTBs and tariffs to be negotiated. Given the general 
commitment by dcs to help Ides through the MTN as well as through the GSP, 
there is a choice as to which would be the best approach for South Asia, both 
in general and for particular products. The South Asians have two sets of 
competing interests:

(1) The first is in enlarging or preserving preferential margins through the 
GSP. Clearly the preference margin is only worth preserving to the extent 
that there is competition, potential or actual, from mfn suppliers.
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(2) The second is in the reduction of mfn tariffs generally, where these 
act not only as a barrier to access but provide protection to other pre­ 
ferential suppliers Lome, the Mediterranean and EFTA.

Other things being equal there are obvious advantages in obtaining improvements 
in mfn access rather than in GSP access. In particular the benefits would be more 
certain than those obtainable under the GSP (see Chapter 3)-even for GSP items 
which are currently not sensitive, ceilings are a potential threat, while the GSP 
itself is not permanent.

The net aggregate effect of mfn tariff cuts on Idc trade is unclear without a 
detailed knowledge of the preferential tariff margins on particular items, volumes 
traded and elasticities of supply, demand, and substitution for each product. This 
information is simply not available. Attempts have been made, notably by Baldwin 
and Murray,9 to assess in general the benefits of seeking a deep mfn cut as 
opposed to the maintenance of preferential margins. They made various assump­ 
tions, of which the most important was that imports from Idc beneficiaries are 
imperfect substitutes for imports from dcs. They calculated that under a 50% mfn 
tariff reduction Ides would benefit in annual trade flows to the EEC to the tune 
of $45m from the absence of value limits on imports eligible for tariff cuts, offset 
by $9m loss in preference margins. Textiles and shoes were excluded from the 
analysis. This study has, however, been criticised on two main grounds. 10 First, 
it is claimed that Baldwin and Murray underestimated the elasticity of substitution 
between different imports; empirical evidence suggests that this is usually two to 
three times the extent of substitution with domestic products. Even if this were 
the case, however, mfn liberalisation would still have a net positive effect on Idc 
exports. Second, and more seriously, it is argued that while the analysis may be 
true in general, it is not necessarily true for particular products and particular 
countries, and so Ides would be best advised to opt for a selective product-by­ 
product approach, seeking to preserve margins where relevant and improving 
GSP treatment of sensitive items. This may be overoptimistic given the present 
condition of the world economy..

We have endeavoured to relate these arguments to specific items of importance 
to South Asia. In crude aggregate terms we showed earlier that the net discri­ 
minatory effect of preferences was very small, suggesting that across-the-board 
mfn tariff cuts would also be neutral in this sense. Therefore in general a mfn 
approach is preferred. The results are considered here in detail.

Manufactures

A very crude test is employed to measure the potential for trade diversion should 
the GSP-mfn tariff margin be reduced (see Table 4.7). If less than 20% of imports 
to the EEC from all non-EEC sources paid mfn duty, the preference margin is 
treated as of negligible importance (column I) and, if over 40%, it is allowed
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considerable importance (column II). Where 20-40% of the imports paid duty 
the importance of the margin is considered to be indeterminate (column III); 
and if the product was quantity restricted the margin is regarded as irrelevant 
(column IV). On this basis, less than 55 mua, or 10% by value, of South Asian 
manufactured exports to the, EEC in 1975 are found to have important tariff 
margins to preserve. Most of these are engineering goods, which can hardly 
escape mfn cuts if there is progress under the Tokyo Round; moreover the pre­ 
ference margins (6-10%) are small by comparison with current export subsidies, 
especially on Indian engineering exports. Of the major non-engineering items 
only sports goods and leather garments had margins sufficiently large (at 13.5% 
and 9.5% respectively) to suggest that they might suffer from trade diversion, 
although this, might be less so at a disaggregated level. The tariff margin of 8- 
20% may also be important for footwear, but the fact that only 20-40% of 
EEC imports pay duty, and that there are severe limits on the amount of foot­ 
wear imports which can benefit from the GSP, make this less likely.

Manufactured imports worth nearly 150 mua, or 30% of all EEC manufactured 
imports from South Asia, faced quantity restrictions such that little trade 
diversion (or trade creation) could be achieved by preferences. But there would 
be a loss if mfn rates were cut as the fiscal transfer under the GSP (p62) would 
be correspondingly lower.

Where trade is monopolised by GSP suppliers (column I), as in the import of 
knotted carpets, mfn cuts would not make any difference in terms of trade 
diversion to South Asian exports. There are only a few items, such as tanned 
goat leather and industrial oils, which would benefit from GSP rather than mfn 
treatment. But in practice either would bring trade creation gains though these 
would be marginal as the tariffs involved are small (3.5% and 7% respectively).
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Taking all things into consideration the threat of the erosion of GSP preference 
margins for manufactures as a result of the MTN does not appear a very serious 
one for South Asia. But to the extent that South Asia finds it more productive 
to pursue demands under the GSP, the following are the most important:

(1) Rectification of carpets; both in terms of the value of trade, the 
employment potential in South Asia, and the severity of the tariff barrier, 
knotted carpets, hand woven from wool and goat hair, constitute the most 
important item. The South Asians have jointly asked that the relevant 
categories (ie carpets with less than 500 knots per metre of warp) currently 
treated as sensitive, be moved into the same semi-sensitive category as 
carpets of above 500 knots per metre of warp and given more generous 
Community ceilings. They argue that there is no effective substitution 
with European machine-made carpets. As it happens the present method 
of protection, under national tariff quotas, largely restricts imports to 
Germany which is not seeking protection. On the other hand this system 
provides the threatened Belgian industry with a safe export market. If the 
threat to Belgian or other European interests were felt to be intolerable, 
for reasons presently obscure, their position could be safeguarded in large 
part by exempting msas from the tariff ceiling, while leaving it in place 
for the major supplier (Iran). Certainly, this is one product where restric­ 
tions on GSP use appear most damaging and unjustified.

(2) More generous treatment of sensitive items notably shoes (by redefining 
EEC national quotas, or by enlarging butoirs). Footwear (notably from 
Pakistan) has been particularly badly affected by the freezing of tariff 
quota limits in recent years. South Asian suppliers are minor in relation 
to Far Eastern producers and concentrated in particular areas, eg gym 
shoes, not central to the survival of the European industry. Yet tariffs 
for the items concerned, mainly in the BTN category 64-02B (shoes with 
non-leather uppers), are very high (20%) at the margin. And recently these 
have had to be paid by Pakistani imports from May each year. Again, the 
ideal solution would be a substantial raising of global tariff quotas and 
butoirs. But if this is impossible, an attempt to get exemption for msas 
would present few problems either for the industry or for competing 
exporters.

(3) Larger ceilings for semi-sensitive items, notably sports goods; the 
latter is the other main non-textile item affected, particularly for Pakistan, 
by ceiling limitations. Pakistan is one of the main suppliers of certain, 
somewhat specialised items (footballs, tennis rackets). Tanned goat and 
sheep leather is also restricted, though the issues surrounding leather 
processing are more complex and the tariffs are small. (A paper on South 
Asian exports of leather and leather products to the EEC is available 
from ODI upon request.)
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(4) Changes in the import regime governing textiles and clothing; many 
of these items are affected by sensitive product status. However tariff 
issues are subsidiary for textiles. Given quantity control under the MFA, 
there is little or no scope for trade creation or diversion except for a few 
items, eg embroidery, cotton sacks, and for items in which little at present 
is traded, notably for Pakistan and the two small suppliers. It is still useful 
to obtain tariff concessions for the fiscal benefit, and to help raise total 
European textile demand, especially for cottons. But there is little purpose 
in spending a great deal of negotiating time and diplomatic goodwill on 
something which cannot stimulate trade. It would probably benefit the 
South Asians to give up textile GSP entirely on MFA products in return 
for fiscal compensation or concessions on quantities. But more attention 
should be focused on the behaviour of the European lobbies, which have 
managed to persuade EEC governments to double-insure them against 
competition, at extra cost to consumers and to end users of fabrics, for 
no gain in terms of European employment.

Agriculture

The somewhat complex picture is set out in Table 4.8 The EEC has already 
made an offer of tariff reductions on certain tropical products under the 
MTN. It helps South Asia by cutting the Lome preference margin on coffee 
and cocoa but is otherwise largely worthless, as many of the mfn reductions 
are to a level above that conceded already under the GSP. The following are 
the main residual problem areas:

(1) Tobacco: this is overwhelmingly the most important item. The 
significant margin dictates a GSP approach. The main objectives are 
therefore first, a substantial raising of the tariff quota (100,000 tons 
has been suggested, from 60,000 tons) and second, a reduction in the 
7% GSP rate. Clearly there will be opposition from competing Lome 
and EEC suppliers, but all four countries of South Asia have a strong 
case based on their own competitiveness and on the potential for rural 
employment in their extremely poor economies.

(2) Other CAP items: rice, sugar and their products (rice extract, 
molasses, canned fruit) are currently outside the GSP. In each case the 
main barrier is the variable levy, but in addition there are tariffs, and 
tariff liberalisation could stimulate trade. The chances of improvement 
are not particularly bright, but given the magnitude of the tariffs, and 
the trade flows, notably from Pakistan, the gains are potentially large.

(3) Spices: concessions have already been obtained for most items but, 
except for cloves and ground pepper (neither of which is currently 
exported in any quantity from South Asia), they still face a 'nuisance' 
tariff of only 5% or less. The GSP has been the main avenue for achieving
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these improvements, as mfn concessions so far have been either nugatory 
or have diminished the value of the preference margin (eg cinnamon). 
The remaining tariff liberalisation will not be easy since there are impor­ 
tant Lome interests (Tanzania was overriden on cardamoms but Madagascar, 
a large exporter of pepper appears to have rather more muscle), and some 
European processing interests, which have tried to maintain the margin of 
effective protection-eg on ground cinnamon and nutmeg.

(4) Vegetable oils: nominal GSP tariffs are now low, but effective pro­ 
tection of processing is formidable. Unless the MTN can produce big cuts, 
GSP is the preferred approach. There are few competing interests outside 
Europe.

(5) Marine products: here the South Asians have an important preference 
margin, though the GSP tariff is in most cases still fairly high. There is 
competition in the main product area (shrimps and prawns) with EEC 
fishermen, though this is weakened by the considerable differences in 
taste and size between the EEC and the South Asian products. (See the 
paper on marine products available from ODI upon request.)

(6) Fruit and vegetables: given the considerable diversity of products 
involved, several of South Asia's interests could be met by redefinition 
of product categories, eg 'other fresh vegetables' which includes curry 
leaves and other Asian specialities. In some cases, such as dried garlic, 
there is still a high protective tariff designed to protect what appear to 
be minor interests in Europe.

GSP Reforms

We have sketched out in a piecemeal way the kind of products for which GSP 
improvements are a priority for South Asia, and where the preservation of GSP 
margins is important. However, the whole of the EEC's GSP is due to be re­ 
negotiated in the 1980-81 period and a few broader observations should be 
made. In general we are somewhat sceptical about some of the claims made for 
the GSF'. We certainly do hot share the view sometimes held that the GSP pro­ 
visions have stimulated South Asian exports to the EEC tremendously. They 
have probably promoted Indian and Pakistani trade modestly, or at least helped 
to offset their losses of trade from UK entry to the EEC, particularly in non- 
sensitive categories such as engineering goods. Sri Lanka and Bangladesh 
currently get virtually nothing out of the scheme, but they may benefit more 
in the next decade as they develop a manufacturing export capability. On the 
whole it would seem that the scheme is worth trying to preserve and enlarge. 
There are four main issues.



104

(1) Sensitive Products
We have already described how for most sensitive items the GSP works to 
award an unpredictable and windfall fiscal benefit to importers, while pro­ 
viding little stimulation to trade. Some ideas have been suggested for 
improving this situation and it is worth quoting them in full, since they are 
relevant to each of the four countries. 12

'(a) Setting up Indian importing houses to import sensitive and semi- 
sensitive items only, so that GSP concessions accrue to Indian interests 
representing exports, so that the benefits of the concessions can be used 
to improve their competitive position, either by reducing prices to the 
European consumers, investing more in promotion, or improving the 
exporters' profitability.

(b) Modifying the GSP system to offer no tariff concessions on sensitive 
items, but to pay the equivalent of the tariff concessions which would 
have been earned into a fund administered by the appropriate EPC 
(Export Promotion Council) which can only be used for trade promotion 
within the Community, and so to stimulate demand or to reduce prices.

(c) Modifying the GSP system so that instead of allowing the whole 
concession on a limited tariff quota, a proportionate concession is offered 
on all Community imports, the proportion being calculated so that the 
same lump sum of tariff concessions is offered in each case, eg if in 1977, 
the quota is 1,000 units at $100 each and the tariff concession is 10% 
and 2,000 units are imported, the total tariff concession is still 10% of 
$100,000 equals $10,000. This represents 5% of the total imports for 
that year, and this could be the concessional rate of duty applied to all 
imports in the following year. This would at least ensure that the EEC 
importer would know in advance what concessional duty might apply 
and he could set his pricing policy accordingly, thus benefiting the EEC 
consumer with lower prices and the exporter with higher volumes the 
objective of the GSP scheme.'

The first of these points seems eminently sensible but does not require the co­ 
operation of the EEC. We would suggest that it might help the South Asians to 
be taken seriously, as a group as well as achieve economies of scale especially in 
the smaller EEC markets, if they set up import houses jointly. The second and 
third points present alternative approaches. The second treats the GSP as pro­ 
ducing no more than a fiscal transfer rather than its declared objectives. This 
approach would be ideally suited to textiles where there is no potential for 
stimulating trade; simple tariff abolition for countries and products affected 
by MFA restraints would result only in a transfer of revenue. As EEC interests 
may not allow this to happen, a fall-back position is to scrap the GSP entirely 
and seek fiscal compensation for duty paid on all quantity restrained textile
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imports. Since the EEC would be unlikely to encourage the use of this for 
trade promotion of textiles, the sums involved around 12-15 mua annually 
for India, half of that for Pakistan would probably be an untied aid transfer. 
Whether this would be additional to existing aid is critical in determining the 
merits of this approach. The third suggestion would benefit products such as 
footwear and sports equipment from Pakistan and carpets from India, which 
currently meet tariffs half-way through the year, and replacing this system with 
reduced tariffs would add to certainty and stimulate trade. It would also do 
away with the cumbersome, confining, and largely unnecessary system of EEC 
national quotas. It would not, however, dispense with the need to treat the two 
most important items, tobacco and carpets, separately. The latter presents more 
of an issue of tariff category classification and should cease to be regarded as 
sensitive, while the main priority for tobacco is to raise the tariff quota.

(2) Margins on non-sensitive items
We have already explained how tariff cuts in the MTN will entail costs in 
respect of the substantial volume of trade which the GSP diverts to Ides. But it 
would almost certainly be counter productive and ineffective to seek to obstruct 
MTN cuts. Alternatively Ides, including the South Asians could seek compensa­ 
tion for loss of preference margins primarily through deeper than average mfn 
tariff cuts on products of interest to them not currently covered by the GSP 
(eg tanned leather and some agricultural products) and special concessions on 
special items (notably carpets and tobacco).

(3) Graduation procedures
With the GSP moving into a second decade, there are legitimate questions being 
raised in Europe as to why some of the more advanced and industrialised 
developing countries should be included. These countries present a particular 
problem for South Asian exporters, not so much because of 'crowding out' 
under tariff ceilings (it is difficult in fact to find examples where South Asian 
exporters hit ceilings or quotas without themselves being major suppliers; 
electrical components and cutlery are the only obvious cases), but because they 
provide a good excuse for the Community to resist further concessions in 
general under GSP. The present system of graduation which discriminates on 
the basis of performance in particular product categories hits poor industrialised 
countries like India and Pakistan particularly hard. It is possible that the 
obviously more developed countries could be excluded from the next phase 
of GSP, eg, Yugoslavia, Hong Kong, Singapore, South Korea, Brazil, but it is 
unlikely for political reasons. In this case (or even, in any event) the best 
solution for South Asia would be an extension of completely tariff-free access 
to all msas. This could be done following a general declaration, or in practice 
by exempting msas from butoir limitations. We have already shown that this 
would be of negligible consequence to the EEC in output and employment 
terms a case which needs to be forcefully publicised.
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(4) Rules of origin
Although there are administrative difficulties, there is no evidence that GSP 
rules of origin are currently a major barrier for the South Asians, but they 
could become so for Sri Lanka and Bangladesh, which lack the industrial base 
to supply most inputs domestically. The more obvious reforms likely to be 
useful are a reduction of the requirement of local value-added from 50% to 
30%, and the re-definition of 'cumulative origin' to allow for trade between 
the four countries, as with ASEAN and CACM, or ideally to allow for all inter- 
Idc trade; at the very least inputs purchased from the EEC should be given 
originating status.

Conclusions

This chapter has endeavoured to bring out the significance of tariffs as a barrier 
to trade. Very crudely, we estimate that tariff concessions already achieved 
under the GSP represent just under half of the static value of the weighted mfn 
tariff for India and Pakistan, and significantly more for Bangladesh and Sri 
Lanka. Our judgement is that, while they are worth negotiating, further tariff 
concessions are not only likely to be modest in their effect, but also minor by 
comparison with non-tariff barriers, to which we turn in the next chapter. 
Broadly speaking we do not expect that the benefits of complete trade libera­ 
lisation in respect of products of interest to South Asia would yield greater 
than the equivalent of 5% to 10% of current exports to the EEC for the 
potentially largest beneficiary, Pakistan, and 3% to 6% for the subcontinent 
as a whole. But for individual products the benefits are obviously greater. 
Moreover if we consider effective as well as nominal protection, particularly 
of agricultural processed items, there are further gains. But it is the very 
modesty of the costs to Europe which make a South Asian demand for tariff- 
free access for msas essentially realistic and reasonable.
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5 Non-Tariff Barriers

It is often argued that while import duties are a hindrance to the growth of Idc 
trade, other, non-tariff, barriers (NTBs) are perhaps more important. 1 Succes­ 
sive rounds of GATT negotiations have resulted in the reduction of import 
duties, but these may in turn have been replaced by NTBs. In the current Tokyo 
Round a special group on NTBs has therefore been set up to establish rules on 
their use. Similarly, under the four CCAs between the subcontinent and the 
EEC, the Joint Committees are required

'to study and devise ways and means of overcoming trade barriers and 
in particular existing non-tariff and quasi-tariff barriers in the various 
sectors of trade, taking into account the relevant work undertaken in 
this field by the international organisations concerned.' 2

This chapter therefore addresses the subject of NTBs and attempts to show how 
far they are a problem for South Asian exports to the EEC. The first part deals 
with definitions and surveys existing empirical work on the general use of NTBs 
by the EEC. This is followed by a more detailed examination of the specific 
NTBs faced by South Asian exports to the EEC and a set of proposals for 
dealing with them. Finally, there is a brief review of how NTBs are being 
treated at the international level and the implications for their treatment by 
the Joint Committees.

NTBs in the Community

There is no universally accepted definition of an NTB. At one extreme, NTBs 
have been widely defined as 'all private and governmental policies and practices 
(other than tariffs) that serve to restrict or distort the volume, commodity 
composition, or direction of international trade' 3 or 'any act of intervention 
in the economic process by which foreigners are consciously discriminated 
against'.4 But using either of these definitions means that any change in govern­ 
ment (or private) policy in an importing country which affects an exporter of 
goods to that country, would be classified as an NTB, even though its primary 
impact was outside the sphere of trade. GATT and UNCTAD have both adopted 
a more pragmatic approach to the problem. UNCTAD has identified a list of 
government measures which may be considered NTBs insofar as they are 
intended to have an impact on trade, either by quantitative restraint or by 
increasing the costs and prices of foreign goods on the domestic market. 5 
GATT has constructed and is steadily updating an inventory of NTBs based 
on some 800 complaints received since 1968 from members whose exports to 
other member countries have been affected. These complaints have been divided 
into five major types of NTBs: 6

(1) state trading, government monopoly practices
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(2) customs and administration procedures;
(3) standards (health, sanitary, labelling etc);
(4) import restrictions, licensing, export restraints;
(5) charges on imports (internal taxes, levies etc).

None of these methods is wholly satisfactory. First, the UNCTAD and GATT 
inventories focus on government policy and practice. This may be most relevant 
to inter-governmental negotiations, as in the Joint Committee meetings. But 
activities of the private sector, which are ultimately controlled by governments, 
may also discriminate against foreign trade. An example may be the barriers to 
tea being processed in South Asia before export, put up by the tea multinationals. 
Second, the GATT data are based on officially registered complaints. It has been 
argued that in addition to these 'visible' NTBs there may well be instances of 
NTBs which do not get recorded. For example many importers, when clearing 
their goods through customs, experience delays which often result in spoilage. 
The term NTBs will be used in this chapter to include any EEC government 
policies which fit into the five categories used by GATT. Reference will also 
be made to other government policies and practices of the private sector in the 
EEC which are said to restrict imports, including freight rates and other 
'invisible' NTBs.

Even when a number of NTBs, sufficient to be representative of the access 
difficulties, have been identified, there remains the problem of evaluation. 
Various writers have suggested that the GATT-UNCTAD material can be used 
to calculate the 'incidence' of NTBs. This has been defined as (1) the percentage 
of a country's total exports facing one or more NTBs on import to another 
country, and (2) the number of NTBs imposed on exports of a particular pro­ 
duct. But an NTB may affect different countries in different ways; South Asia 
may be less able than more advanced Ides such as Taiwan to meet rigorous 
technical standards on electric consumer goods. Similarly a product may be 
affected by different NTBs in different ways; it is difficult to say how far the 
imposition of a health regulation on potato imports already restricted by a QR 
will strengthen the barrier facing these imports. One study 7 has shown that 
there is no correlation between the frequency of NTBs facing products and 
the differential between domestic and international prices. Finally, some 
account must be taken of the possibility that there are NTBs which simply 
prevent any trade at all. With these qualifications in mind existing studies can 
be used to assess:

(1) how far the EEC countries use NTBs against imports from all 
countries, especially Ides;

(2) how far the use of NTBs varies within the EEC;

(3) which are the most common NTBs facing South Asian exports to 
the EEC (and elsewhere);
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(4) which products are most affected, and

(5) whether certain NTBs are directed specifically at South Asian 
exports to the EEC.

A series of interviews with importers in four EEC members: UK, Germany, 
France, and the Netherlands, was carried out to collect supplementary infor­ 
mation on 'invisible' NTBs and also to obtain alternative, though unquestion­ 
ably less objective, assessments of the barriers posed by NTBs.

In principle the EEC now forms a single customs union. The transitional period 
during which the nine member states set about harmonising their external 
tariffs and customs codes ended on 1 July 1977 and producers throughout the 
world were offered the world's largest market. But in practice many differences 
still exist between individual members' trade policies. First, although customs 
codes and the common external tariff have been established, it is still possible 
for these codes to be interpreted and applied differently under the different 
legal systems, until the customs procedures are simplified and harmonised. 
Second, without economic and monetary union and concomitant fiscal har- 
monisation, the flow of goods within the customs union will have to be con­ 
trolled at each frontier, to allow for the imposition of countervailing excise 
duties. Third, there remains the fact that each member has a different set of 
laws largely designed to protect the consumer, including health and sanitary 
regulations (HSR) and laws on labelling. As long as these vary between states 
there will be technical barriers to trade within the EEC.

The implications of these differences are twofold. First, the South Asian 
exporters do not face one large market but nine markets with differing access 
barriers. And second, the Joint Committees, set up under the CCAs, may not 
be the appropriate bodies to deal with those access problems which vary within 
the EEC.

However, some work has been done on NTBs at the EEC level. This is examined 
first. The evidence on NTBs in each member state is considered in a later 
section.
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Table 5.1 Value of Exports to the EEC Affected by NTBS2 ($m)

Country

Sri Lanka
Pakistan6
India
Brazil
Thailand

Total
Exports

91.8
220.8
546.1

1488.7
171.1

Exports Affected by:

QRs Licensing

0.1
3.7

11.5
7.5
2.5

0.1
8.3

16.1
8.8
0.6

HSRC

0
0.5
2.4

133.7
0.1

Levies

0.2
2.7
7.1

128.3
82.3

Exports Affected 
by NTBs as %

Total of Total Exports

0.4
11.5
37.1

278.3
85.5

1
5
7

19
50

Notes: a The data refer to EEC imports cif in 1972 and the assumption is made that all 
trade in a tariff line for which there was a reported NTB is in fact subject to 
the restraint. When an NTB is applied by one or more (but not all) of the 
member states the trade values have been approximated by using weights. 
Quantity restrictions

0 Health and Sanitary Regulations 
Sri Lanka includes Maldives

e Pakistan includes Bangladesh

Source: UNCTAD Research Division, Summary of Trade Barriers and Preferences Facing 
Individual Developing Countries in Major Developed Markets, Research 
Memorandum No 57, 10 May 1976.

From Table 5.1 it appears that the EEC's NTB policies do not pose serious 
problems for South Asia. Once duties had been paid, 94% of EEC imports from 
South Asia could enter the EEC market freely whereas nearly one-fifth of 
Brazilian exports faced barriers of some sort. It is interesting to note that the 
share of exports affected was higher for India than for Pakistan or Sri Lanka. 
As Indian exports contain a high proportion of manufactured goods this may 
suggest that NTBs in the EEC affected manufactured goods in particular. But 
in the case of Thailand, whose exports to the EEC are largely agricultural, the 
share of exports affected by NTBs was as high as 50%. Relative to other dcs the 
EEC policy on NTBs seemed moderate as far as the South Asians are concerned; 
The same piece of work shows that in the US the share of South Asian exports 
facing NTBs was 19% three times higher than in the EEC. On the other hand 
only 7% of Thailand's exports to the US faced NTBs. Other work, by Ingo 
Walter8 in 1971, produced similar conclusions. He found that in 1968 only 
3.9% of Idc imports to the EEC were covered by NTBs, a slightly higher share 
than the 3.0% of all extra-EEC imports to the EEC. His work also examined 
the incidence of NTBs by product, showing that while in the EEC NTBs were 
not a problem at the aggregate level, they affected certain products seriously. 
In particular, most imports to the EEC of processed foods, beverages, and 
tobacco faced NTBs whereas imports to the US of processed foods were NTB- 
free. These comparisons must be treated carefully, however, for the reasons 
stated above, until it can be shown that the impact of $ 1 worth of goods facing 
HSR, the major NTB in the US, is equal to $1 worth of goods facing licensing,
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quotas or levies in the EEC or, alternatively, that the impact of $ 1 worth of 
goods facing NTBs is the same for an Indian exporter as for a Thai. In addition 
it is necessary to remember that these data refer to conditions prior to British 
entry to the EEC and prior to the 1977 renegotiation of the Multi-Fibre 
Agreement.

Table 5.1 also suggests that of the various NTBs used by the EEC, licensing and 
QRs were more important for India and Pakistan-Bangladesh, while for Sri Lanka 
variable levies posed greater problems. Later work by the US Tariff Commission 
in 19749 shows that of all Idc complaints to GATT on the subject of trade with 
dcs, 40% were made with reference to QRs, 34% to non-tariff charges, and about 
11% to customs procedures. Standards were responsible for only 5% of com­ 
plaints. Further information on the most prevalent sorts of NTBs in use in the 
EEC is available as a result of the multilateral trade negotiations. A GATT docu­ 
ment, The Consolidated List of Requests for Concessions (MTN/TP/W11 Rev.2) 
on tropical products is useful; despite the concentration on one range of pro­ 
ducts it covers both primary and processed goods, eg jute manufactures and 
tanned leather. The table below shows the number, of products for which 
requests for tariff and non-tariff concessions were made by each of the South 
Asian countries to the EEC-9 (as a whole) and gives a breakdown of the type 
of NTB concessions requested.

Table 5.2 Concessions Requested at GATT (by number of products)

Tariffs NTBs of which - types:
(1) (2) (3) (4) (5) 

Bangladesh 
India 
Pakistan 
Sri Lanka

137 88 3 2 23 41 19

Notes: (1) state trading, government monopoly practices
(2) customs and administration procedures
(3) standards (health, labelling etc)
(4) import restrictions, licensing, export restraints
(5) charges on imports (other than tariffs)

Source: GATT, Multilateral Trade Negotiations, Tropical Products' group Request 
Lists, 1975.

Various studies of NTBs have been carried out which enable us to rank the 
import regimes of the EEC members, according to their degree of severity and 
in particular by the extent of their discrimination against Ides. Table 5.3 
summarises the results of the most recent of these studies and ranks the Nine 
on the basis of these results.

47
42
25
23

24
26
22
16

2
—

1
-

—
—
2
-

7
9
6
1

13
15
9
4

2
2
4

11
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Table 5.3 The Use of NTBs in the Nine Member States-various indicators

No. of NTBs No. of NTBs No. of NTBs Import Regimes tanked 
used against used against used against in oidei of severity 
Idc imports Idc imports all imports (1 = high, 8 = low) 

1972 1974 1974

France
Germany
Italy
Belgium-Luxembourg )
Netherlands )
UK
Denmark
Ireland

(1)

140
54
38

27

19
29
21

(2)

141
70
46

' T\\ A j

36
38
35

(3)

476
310
411
270
267
214
142
68

(1)

1
2
3

)
)

7
4
6

(2)

1
2
3

)
) '

5
4
6

(3)

1
3
2
4
5
6
7
8

Sources: 1. UNCTAD, Third Session, Santiago de Chile, volume II, p!48.

2. quoted in IIFT, Non-Tariff Barriers to International Trade, 1975, pl!8, 
original istudy by UNCTAD, TD/B/C.2/1 I/Rev 1, 1974.

3. World Bank, Annex E, Trade Liberalisation Study, 1977, based on US Tariff 
Commission, Trade Barriers, 1974, Ch VII, p!67.

Once again it is necessary to emphasise the problem of evaluating the impact of 
NTBs (whether having a large volume of imports affected by one NTB is a greater 
barrier than having a small volume affected by many NTBs). But the table can be 
used to make one or two comments. Most striking is the fact that France offered 
the least accessible market for all imports and, compared with the other EEC 
members, its treatment of Idc imports was particularly restrictive. In 1974, it 
used more than twice as many NTBs against Idc imports than any other EEC 
country. It is also interesting to note that Germany, reputedly a country in 
favour of free trade, had the most restricted market after France while the UK 
and the Netherlands were considerably more open to Idc imports. Finally, the 
table allows some comment on the use of NTBs over time. This increased for 
six of the nine countries, but only in the case of the UK did the increase appear 
significant with the number of NTBs used against Idc imports nearly doubling 
within two years.

An analysis of the submissions to the G ATT Inventory of NTBs (1968) produces 
a slightly different picture. Of the 20 complaints made by Pakistan and India 
(none were received from Sri Lanka, while Bangladesh did not exist at the time), 
the most (8) were against Italy, with 4 against France and 2 each against 
Germany, Holland, Belgium-Luxembourg, and the UK. The results of the more 
recent studies mentioned above, however, are borne out by the more general 
observations made by the Indian Institute of Foreign Trade (IIFT) and by our 
own interviews with importers in four EEC countries.
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The IIFT has produced two reports on NTBs with specific reference to Indian 
exports to the EEC, 10 written in 1975 and 1977. These present the problem of 
NTBs by country of destination as well as by commodity. From these reports 
it appears that certain EEC members, in particular France, Italy, and Germany, 
though theoretically following liberal commercial policies, in practice make 
extensive use of NTBs. In France a wide range of goods, if not actually banned, 
require special import certificates, while in Italy many imports of tropical pro­ 
ducts including coffee beans face internal taxes. In Germany there are said to 
be many restrictions on imports, especially QRs. On the other hand the UK, 
Belgium-Luxembourg, and the Netherlands appear relatively free.

Interviews with importers of South Asian goods in the UK, France, Germany, 
and the Netherlands confirmed these findings but with a few reservations. 
First, certain formalities exist which to the novice may resemble NTBs but 
once experienced may be considered routine trading procedures. Thus access 
to the French or German markets, which are new to the Indian exporter, may 
appear more difficult than access to the more familiar UK market, but this is 
not sufficient to justify claims by the exporter or the IIFT, that NTBs are at 
work. Second, the IIFT reports include NTBs on a wide variety of imports such 
as tulip bulbs which may not be considered important export products for 
India and this distorts the picture. Third, even if the IIFT comments were 
generally true in 1976, the treatment of imports is rapidly changing throughout 
the EEC. With growing unemployment in all nine countries, partly due to the 
falling domestic demand but also to the rise in imports, there are increasing 
pressures for controlling markets through the use of NTBs, such as QRs, 
countervailing duties, and customs delays. This is true not only for France but 
also for the UK, as became apparent in the recent MFA negotiations. The 
following section considers in greater detail how specific NTBs have affected 
South Asian imports to different EEC markets and the extent to which the 
situation is deteriorating.

EEC Barriers to South Asian Imports

(1) QRs and Surveillance Licensing
The NTBs which have been given the most prominence in the discussions of the 
Joint Committees, as well as at GATT, are those which explicitly restrict the 
volume of certain imports either at the port of entry (QRs) or at the port of 
export (VERs). This may be because they operate in a fairly simple manner 
and so the cost to the exporter can be easily worked out, for example, by com­ 
paring the growth in quotas for product to the growth of exports of that pro­ 
duct to other, non-restricted markets. More important in the EEC-South Asian 
case, is the fact that the South Asian exports affected include textiles, clothing, 
jute, and coir products which together account for over 20% of all South Asian 
exports to the EEC. The next chapter, Chapter 6, deals with the impact of these 
restrictions and in particular the way in which they are administered. (The
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arrangements covering imports of jute are examined separately in an Appendix 
available upon request from ODI.)

In the short term it is feared that this narrow product coverage will be extended 
further, probably on a bilateral basis as with the MFA, to include imports such » 
as steel products, leather shoes, and even certain engineering goods for which 
EEC producers are currently seeking 'sensitive' status, similar to that of the 
textile industry. While these goods do not yet figure largely in the basket of 
South Asian exports they are beginning to form part of the growth industries 
in the Indian export sector. Any extension of the use of QRs seems likely 
therefore to damage the growth of Indian exports in particular.

The problem of QRs does not end here. Other QRs exist which are often over­ 
looked precisely because they have prevented the development of export capa- 
 city in South Asia. For example both India and Bangladesh would export 
potatoes to the UK but for the fact that there is a ban in the UK on all imports 
of potatoes (except new potatoes). In 1976 this regulation was eased allowing 
imports to offset domestic shortages and both countries sent shipments. (In 
fact delays were experienced in the import licensing procedures with the result 
that several shipments deteriorated and were refused entry on health grounds!) 
The following year there was a glut of potatoes on the British market and the 
ban on imports was reimposed. Such uncertainty over access helps to explain 
why particular South Asian exports to the EEC have not been developed, and 
why particular QRs have been understated.

Other member states also continue to have national QRs on certain imports 
which may enter freely elsewhere in the EEC. In addition to the direct effect 
this has on trade, the ambiguity it creates for an exporter considering the EEC 
market is a problem. For example Bangladesh in its submissions to GATT has 
claimed that France restricts the volume of imported dried vegetables and 
canned pineapple, while India has experienced restrictions on French imports 
of coffee and Virginia flue-cured tobacco. There is no evidence however to 
support these claims; the contents of the GATT lists are themselves subject to 
negotiation. It is likely that there has been a confusion here between directly 
restricting QRs (ie QRs in the conventional sense) and other forms of NTB, 
such as discretionary licensing or tariff quotas, which interfere with the import 
mechanism and as a result indirectly affect the volume of imports. This con­ 
fusion may be deliberate to the extent that QRs are taken more seriously in 
international negotiations. Alternatively it may be the inadvertent result of 
misleading academic work which considers other NTBs ranging from discri­ 
minatory government procurement to tariff quotas and import licenses as 
QRs 'in the sense that they quantitatively restrict imports'. 11

Under the Common Market regulations, an EEC import licence (other than an 
open general licence) is necessary for certain imports such as rice and sugar 12  
to keep a check on the size of imports. This licence entitles the holder to
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import a stated amount of goods within a certain period. It is issued upon 
payment of a deposit, and if the goods are not imported within this period, the 
importer loses his deposit. 13 In addition to the market organisations of the 
European Communities there are still similar organisations at the national level 
which control the licensing of several imports, such as ethyl alcohol, mangoes 
in brine, preserved vegetables, and nuts. For example, in France all imports of 
vegetable oil must be cleared by the Societe Interprofessionelle des Oleagineux, 
an organisation of vegetable oil processing companies. In Germany, import 
licences for certain agricultural products must be obtained from the Federal 
Office for Food and Forestry. In sonic cases the licensing may be for statistical 
purposes only and so automatic, in others it may be discretionary, depending 
on the quality of the import or even the volume. This sort of system is open to 
abuse; frequently delays may be experienced in receiving licences, or their 
validity may be so short as to render them useless. While the overall effect may 
be to reduce the volume of imports, this may not have been the primary inten­ 
tion and so it seems best to keep the problems of surveillance licensing distinct 
from those of QRs. In particular it is extremely difficult to evaluate the effect 
of this NTS, given its uncertain nature. But two points can be made. First, the- 
volume of South Asian trade likely to be affected is small, as licences (EEC 
and national) are only necessary for a few, relatively unimportant products, 
though whether or not the number of licences necessary has decreased with 
the formation of the EEC is a moot point. Second, while licences may have a 
shortrun negative impact on imports the net effect may be positive as their use 
allows a country to keep its trade regime fairly flexible; administrative delays 
in the allocation of licences can be set in action and then stopped with greater 
ease than QRs, which may have to pass through the legislative machinery.

(2) Levies
The second most important NTBs for South Asia are levies, which raise the 
price of some South Asian imports to the EEC. In fact one study has found 
that for food, grains, beverages, and tobacco, nearly all the differential between 
French and world prices is explained by levies (the remainder being due to 
transportation charges). 14 Under the EEC's Common Agricultural Policy cer­ 
tain agricultural imports including rice and sugar, 15 and their first-stage products, 
face a system of variable levies in addition to the normal customs tariffs. This 
ensures that the price of imported rice, for example, is kept to the level of the 
target support price for rice produced within the EEC. The importer is charged 
the difference between the lowest cif price offered on world markets and the 
target price, less a small amount to cover the cost of transporting the rice from 
the port of entry to its final market (normally known as the threshold price). 
All exporters to the EEC face these levies though in the case of the ACP states 
(and the countries applying for EEC membership) they are cut by up to 50%. 
The target price for most products is set once a year at a meeting of the nine 
countries' agricultural ministers. The levies, however, vary on average once a 
week, but sometimes more frequently, to follow changes in world prices.
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In addition to the uncertainty inherent in such a system, 16 there are two major 
worries for the South Asian exporters of these products. First, where other 
competing exporters (such as the USA in the case of long grain rice) have much 
lower prices and it is on the basis of these lower prices that the levies are fixed- 
South Asian basmati rice has to pay a higher levy than is justified by the relation­ 
ship of its price level to that of EEC grown rice. For instance, if basmati rice is 
$700/1000 kg cif London and USA long grain milled rice is $500, and if the 
intervention price is $800, then (assuming the US price is the lowest world price) 
basmati rice will cost $1000/1000 kg (pre-duty) (while USA rice will only be 
$800) instead of $800/1000 kg if it were being treated separately. On the other 
hand, the ad valorem rate equivalent of the levy is lower for basmati than for 
USA rice on this basis, which may stimulate South Asian exports. In order to 
offset the high price caused by the levy, importers are said to mix basmati rice 
with inferior qualities of rice. While this may increase sales in the short run, it 
also spoils the reputation of basmati rice, and so threatens future sales prospects.

Second, where the major source of competition is EEC domestic production 
and processing, levies provide the EEC producer and processor with a higher 
degree of protection over and above the tariff. The'higher the EEC target price 
is above the world level, the higher the ad valorem tariff equivalent of the 
variable levy. Often this may be well above the mfn tariff on these goods. In 
the case of rice, as can be seen from the following table, the levy has in certain 
years provided up to 10 times as much protection as the nominal tariff.

Tariff 5.4 Tariffs and Levies on Rice Imports

Product tariff (%) tariff equivalent of levy (%) 
1970 " 1972 b 1977C

husked, long grain rice 12 34.5 107

bleached, milled long 
grain rice 16 n.a. 186

37 

33

Notes: n.a. — not available.
a G. Simpson and A. Yeats, op cit, pi04.

World Bank, Annex E, p20. 
c own calculations—based on levies in March 19 78.

The restrictive effect of levies operates on nearly all agricultural imports. In 
1970 only in the case of sugar and its products (SITC 06) was the incidence of 
the levies less than that of tariffs. 17 As far as South Asia is concerned the major 
agricultural exports which are affected by levies, other than rice, are honey and 
molasses, rice products such as cakes or bran, and products such as mango jam 
or canned mangoes, where a levy is charged on the sugar content. Sugar exports 
would also normally face levies but India is included in the EEC's sugar protocol
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with the ACP states, and this allows 20,000 tonnes of sugar from India to be 
imported to the EEC free of levies. As exports do not exceed this level, levies 
have not had to be paid. To sum up, in 1975 the only significant South Asian 
exports affected by levies were: for Pakistan, rice (worth 3.2 mua) and 
molasses (worth 4.7 mua), for India, rice (1.7 mua) and rice bran (2.7 mua)  
or less than 0.5% of India's exports to the EEC, and 3% of Pakistan's. Sri 
Lanka and Bangladesh were unaffected. However, these figures underestimate 
the cost of the CAP to South Asian exporters as they do not account for 
exports which may have occurred in the absence of the CAP, such as mango 
jam.

Of greater importance is the fact that levies rise with the degree of processing, 
as can be seen in the following table.

Table 5.5 Levies on Rice at Different Stages of Processing (1st March 1978)

(ua/tonne) 
Type of long grain rice Levies on South Asian imports Levies on ACP imports

paddy 71.5 32.8
husked 89.4 41.7
semi-milled 203.0 91.7
wholly milled 217.6 98.6

Source: OfflcialJournal ofthe European Community, 2nd March 1978.

The effective rate of protection on wholly milled rice from this system of 
increasing levies was calculated at 73% in 1970 as compared with effective pro­ 
tection of 32% from escalating tariffs. Similarly, effective protection from 
levies on a wide range of agricultural products averaged 134% or nearly two 
and a half times the effective tariff rate. 18 Competing ACP exporters, such as 
Madagascar, also face a bias against their processed agricultural exports, though 
the level of effective protection which they face is much lower. However, the 
importance of this differential treatment in the case of rice is limited, as the 
ACP states are only small rice exporters. The US and Argentina, which are 
major suppliers to the EEC, compete with the South Asians on equal terms. 
But the protection of the EEC milling industry has made basmati rice, which 
is exported from Pakistan and India wholly milled, a lot more expensive to the 
final consumer than the American long grain rice which is imported in the husk 
and processed within the EEC.

The chances of the EEC eliminating this particular NTS to South Asian exports 
are slim. Levies are an important element of the CAP; in addition to the pro­ 
tection of domestic agriculture and processing interests, they provide a substan­ 
tial source of revenue-estimated at 1686 mua in 1978 or the equivalent of 14% 
of EEC revenue in that year. 19 It is therefore unlikely that the EEC will consider
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seriously two alternative suggestions put forward by the South Asians: first, 
that the EEC treat basmati rice as a special product which is not directly sub- 
stitutable for the rice grown in the EEC, and which is of interest only to the 
Asian community resident in the EEC', or second, that the revenue collected 
by the EEC be transferred to the South Asian governments, to compensate for 
lower export earnings. Nonetheless the case for selective treatment of the South 
Asians at little cost to the EEC-is a strong one.

(3) Internal Taxes: Value Added Tax and Excise Duties
Within the EEC each member state has a system of indirect taxation, which 
presents South Asian exports with NTBs similar to levies in that they raise the 
price of exports above their cif, duty paid, level. However, the problems are not 
entirely the same. First, the levels of excise duties and value added tax (VAT) 
vary between members. This means that goods have to be stopped at the 
frontiers between different EEC states and countervailing duties imposed. 
Second, unlike levies, excise duties and VAT do not distinguish between goods 
imported into the EEC and those locally produced. Some products facing 
indirect taxes, such as tea and coffee, are wholly imported, however, and con­ 
sequently it can be argued that such taxes are discriminating against imports 
by reducing the demand for them.

Under the Treaty of Rome20 the European Commission is responsible for 
aligning these different rates (unlike direct taxation for which there is no pro­ 
vision in the Treaty). But as they form key components of sectoral policies, 
such as in agriculture, at the national level, harmonisation of indirect taxes will 
in turn depend on how far these national policies can be harmonised. In the 
case of VAT the need for a common policy is underlined by the fact that even­ 
tually the budget of the European Communities is to be financed by a percen­ 
tage of each member's VAT revenue. Various directives have been issued but 
with little result. After 1967 all six states adopted the VAT system, but from 
1969 to 1974 no action was taken to align the various rates, as the Council 
was unable to reach a decision on any of the proposals on tax harmonisation 
put to it by the Commission. The latest (Sixth) directive on VAT merely pro­ 
vides for a harmonised basis of assessment rather than for harmonised rates. 
In the meantime, rates vary by as much as 12% in the case of necessities and 
24% in the case of luxuries, as shown in Table 5.6. Generally food items are 
subject to lower rates (0-12%) and manufactured goods to higher rates 
(5-33 1/3%).
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Table 5.6 Rates of VAT in 1978 (as a % of prices before VAT)

Country

Belgium
Denmark
France
Ireland
Italy
Luxembourg
Netherlands
Germany

Standard
rate

16
20.25
17.6
20
14
10
18
12

Reduced
rate*

6
 
7
Oor 10
1,3, 6, 9 and 12
2 or 5
4
6

Increased
rate

25
 
33 1/3
35 or 40
18 or 35
-
16 or 17.5*
 

Notes: a Foodstuffs and other essential goods
Supplementary rate for private cars according to value.

Source: 'Three Part Guide to the European Communities', Trade and Industry, 
1 December 1978.

Proposals for common excise duties have been put forward by the Commission 
for tobacco, beer, wine, spirits, and mineral oils, of which only tobacco is of 
much concern to the South Asians. Progress has been very limited in this case. 
In 1972, there were two duty systems in the original six member states. Five 
countries had a wholly ad valorem duty on the retail price of cigarettes, while 
Germany, the sixth, had a specific duty per cigarette. In the UK, the structure 
was different again, with a specific duty charged on the weight of leaf tobacco 
entering a cigarette factory. Under the first stage of harmonisation (from 1972 
to 1975 and then postponed to mid-1978) the duty was to be changed until it 
was raised on the end-product, consisting of both a proportional (ad valorem) 
and a specific tax in the case of cigarettes. Under the second stage (from 
1/7/1978 to the end of 1980) the specific element falls to between 5% and 55% 
of total taxation on each cigarette. The final form of the tax is still uncertain, 
but it is likely to contain a high element of ad valorem tax, which will be to the 
benefit of exporters of cheap tobacco, such as India, as it will reduce the 
demand of American-type cigarette manufacturers for more expensive American 
tobacco. On the other hand it has been argued 21 that a predominantly ad 
valorem system would allow French and Italian cigarettes to be sold more 
cheaply than the higher quality American-type cigarettes, thereby reducing 
the overall market for Indian tobacco. Together the excise duty and VAT on 
cigarettes constitute a major restraint on the EEC market for South Asian 
tobacco. On average they account for 71% of the retail price of cigarettes, as 
shown in the following table. (In fact the total duty equivalent of the VAT, 
excise, and import, duties on unmanufactured tobacco is nearer 3000%.)22
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Table 5.7 Incidence of Excise Duty and VAT on a Pack of Cigarettes in 1976 
(as a % of the Retail Price)

Country
Belgium
Denmark
France
Germany
Ireland
Italy
Luxembourg
Netherlands
UK
Average

Excise Duty

61.5
71.0
69.3
62.5
63.6
60.3
59.2
55.1
60.3

62.5

VAT
5.7

13.0
6.1
9.9
6.4

15.3
2.0

12.3
3.2
8.2

Total
62.2
84.0
75.4
72.4
70.0
75.6
61.2
67.4
63.5

. 70.7

Source: IIFT, Implications of NTBs to India's Exports in EEC Countries and Japan, p47.

For some products such as tea and coffee, there are still no proposals on har- 
monisation for the Council to consider. This may be for two reasons. First, 
domestic production is small, and so there is little question of unfair compe­ 
tition between EEC producers, which has been the major driving force behind 
harmonisation in other areas. Second, only a few members have duties. These 
seem to be strong arguments for exporters affected by such instances to lobby 
the Commission themselves in an attempt to get the duty or tax removed. This 
has been done in the case of tea, which faces a substantial consumption tax in 
Germany of DM415 per 100kg,23 roughly equivalent to an ad valorem tax of 
130% in 1976.24 It is true that as the price of tea rose in 1976 the incidence of 
this tax fell but it is now returning to its original level. How far the demand for 
tea has been affected by the tax is subject to some debate. Using a price elasti­ 
city of demand of-0.73,25 it seems that the abolition of the consumption tax 
in 1976 could have resulted in a rise in German tea imports from all sources of 
some 95%. But it is necessary to consider the consumption of coffee which also 
carries a consumption tax. At DM360 per 100kg (for unroasted, undecaffeinated 
coffee) this is not only lower in absolute terms than the tax on tea but particu­ 
larly in ad valorem terms, at roughly 50%.26 Moreover, Germany is traditionally 
a coffee drinking nation. These factors suggest that the prospects for increasing 
tea consumption in Germany are poor and will remain so until the tax on tea is 
removed. Such action is unlikely to be favoured by the German government 
which argues that if the tax on tea were removed it would have to apply the 
same treatment to coffee, with the net effect of only a marginal increase in the 
consumption of tea.

Other South Asian exports also face excise duties of which the most important 
is sugar. This carries a duty in France, Germany, Belgium and the Netherlands
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ranging from DM6 per 1000 kg to Bfrs60 per 100 kg. But this has not constituted 
a major NTB to sugar imports as it represents only a very low ad valorem duty.

(4) Health, Sanitary and Labelling Regulations
A major set of NTBs exists in the laws designed primarily to protect the EEC 
consumer, including health and sanitary regulations (HSR), technical standards, 
and laws on labelling. There are several reaons why these should be considered 
as part of the general category of NTBs. First, to the extent that they are more 
severe than consumer laws in other markets, they raise the cost of exporting 
from South Asia to the EEC above the cost of exporting elsewhere. A certain 
ingredient may have to be replaced or new machinery used to bring the product 
up to EEC standards. Where such modification of the production process is not 
possible, export to the EEC may be absolutely restricted. Second, certain laws 
differ within the EEC, thereby fragmenting the market and so preventing the 
South Asian exporter from taking advantage of economies of scale. Additionally 
there are many standards set by non-governmental organisations such as the 
British Standards Institute which have assumed a quasi-legal status certainly 
products with the stamp of 'approval' are able to fetch higher prices and larger 
sales than those without. Third, these laws and standards are constantly being 
modified, increasing the uncertainty of the exporter as to whether his goods 
will find their way to a market.

Examples of HSR to which frequent reference is made by South Asian exporters, 
or their commercial representatives in the EEC, include rules on the pesticide 
residue in tobacco, the aflatoxin content of groundnuts and coconut, the 
bacteriological count in shellfish and the lead content of paint used on children's 
toys. The need to control poisons is accepted by both exporters and importers; 
they are not seeking differential HSR treatment for their products (as they are 
in the case of other NTBs). But certain measures could be taken by the EEC 
which would reduce the impact of this NTB on South Asian exports while 
maintaining the wellbeing of EEC consumers.

In the case of tobacco, stricter laws in Germany, in particular, mean tobacco 
growers will have to switch to new pesticides or simply face lower yields. 
Proposals have been put forward to the Indo-EEC JC for technical assistance, 
to be funded by the EEC, which could reduce the costs involved in such a 
change. At the same time there are moves within the EEC to rationalise the 
different laws on pesticide content.

The situation with aflatoxin is slightly more complicated. Aflatoxin is a fungal 
poison arising when a crop is harvested in humid conditions, which is common 
to all oilseeds but especially groundnuts. Rules on the maximum permissible 
amount vary within the EEC. In Germany and the Netherlands, it is one part 
per thousand, while in the UK and France there are no legal limits, although 
codes of practice have been set up by traders.27 In Belgium and Italy, according
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to one source,28 the level has been set so low that no Indian imports are 
possible. Furthermore, it is argued that the standards are unnecessarily restric­ 
tive. Groundnuts from India are normally imported in the form of oilcake to 
feed cattle. But the oilcake is first mixed with other ingredients to form a com­ 
pound feed and this process lowers the levels of toxicity. Indian exporters feel 
therefore that the HSR should distinguish between groundnut cake to be used 
as primary feed and their groundnut cake which is used in compound feeds, with 
a higher level of aflatoxin being permissible in the latter. One way of making this 
distinction would be for the importer to sign a guarantee on the use to be made 
of the oilcake.

In the case of processed foods for human consumption, the main problem is the 
cost of inspection (and the associated delay) to see the goods meet the EEC or 
national standards. A recent report on Indian marine exports29 found that few 
UK importers were aware of the Export Inspection Agency in Cochin, India, 
which can issue bacteriological certificates for exports. Instead goods are tested 
by sampling procedures either by the UK customs or by the importers them­ 
selves. Interviews with importers suggested that many factors including the poor 
refrigeration facilities on ships justify the double checking of seafood imports. 
A more serious matter arises when, as in the Netherlands and the UK, the 
government health authorities prefer to inspect the factory in the exporting 
country, than to sample each batch of imports. The UK insists that officers 
from the Ministry of Agriculture visit meat processing plants overseas before 
they can export their output to the UK.30 Prior to independence, both India 
and Pakistan exported sausage casings to the UK and they are currently export­ 
ing them to France and Germany. But as no visits by UK officers have yet been 
paid to Indian or Pakistani slaughterhouses since independence, neither country 
is able to sell casings to the UK. This problem could be solved simply by the 
Indian and Pakistani governments offering to finance the necessary visits but 
they do not feel it necessary that the UK authorities should question the 
standards of the slaughterhouses in the first place when they are acceptable to 
two other EEC members.31 An alternative solution would be for funds to be 
made available out of the EEC aid budget.

Technical standards, though often not legally binding, present similar problems. 
In order to obtain a certificate of approval from one of the standards institutes 
which maintain a virtual monopoly in their markets, an exporter (to Germany) 
may have to pay £1,000 and as standards are changing constantly frequent tests 
may be necessary. While the sums involved may not seem large the delays asso­ 
ciated with tests constitute a significant NTB. In some cases exporters may even 
have to alter their production process so that their products conform to the new 
standard. For example, in Germany the Technical Standards Institute recently 
declared that the burr which is formed when a steel pipe is electroresistantly 
welded is not 'allowed' with the result that India could no longer sell this sort 
of pipe in Germany.32 To overcome this barrier the Germans, under their
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technical aid programme, are giving Idc nationals training in German standards. 
The government is also contributing to the cost of technical tests. In addition, 
standards institutes could be set up or strengthened in exporting countries, but 
it will take some time before they earn the confidence of EEC importers and 
consumers. Standards institutes could also eliminate a problem which has 
emerged recently, namely the participation of many companies in the export 
of engineering goods. This is said to have lowered the standard of Indian exports 
and so undermined the image of Indian engineering goods abroad which larger 
companies like Kirloskar had taken so long to build up. Alternatively, South 
Asian exporters could concentrate on particular markets such as the do-it- 
yourself sector, where standards for all but the most expensive products are 
less exacting than in the original equipment manufactures sector. 33 Finally, 
production under a technical collaboration agreement with a company based 
in the EEC may help in getting the standards of an export approved, provided 
the collaboration agreement included no restrictive export clauses.

Common EEC rules on how goods should be labelled, and what information the 
labels should show, are in the process of harmonisation. Already the Council 
has adopted directives on the labelling of dangerous substances. However, it is 
unlikely that all of the Commission's recommendations on common labelling 
rules will be made binding. For example, the Commission has recommended 
that the nominal content of a good should appear on its label, while in the UK 
it is still the minimal content which is legally required. But in principle the rules 
on contents of labels are the same and should pose no difficulty. One problem 
which has been experienced by South Asian exporters who have traditionally 
dealt with the UK but who are now trying to break into other EEC markets is 
the requirement that labels must be in the local language. This presents an 
immediate cost but one which can be dealt with easily by technical assistance 
either from the exporting government or from the EEC.

A more serious barrier lies in the restrictions placed on the use of certain terms 
to describe the contents of a can. One example, causing the Indians some worry, 
concerns the name 'sardine' which is normally reserved for sardina pilchardus 
(produced by Spain and Portugal) or 'X' sardines where X is the name of a 
country, a geographical area, or the species or common name of the species. 
In the UK the law requires that only sardina pilchardus may be labelled 'sardine'. 
This means that fish which British Fish Canners of Fraserburgh, Scotland, mar­ 
ket elsewhere as 'Scottish sardines' must be sold in the UK as 'sild'. Similarly 
the Indian oil-sardine would have to be labelled 'sardinella', a name that it is 
feared is both unknown and sounds too close to salmonella to stimulate sales. 34 
However, this NTB may not be the constraining factor on sardine exports to 
the EEC. A large Dutch importer of seafoods argued that even where Indian 
sardines could be sold as such, they still did not sell well. In addition to the 
usual problems of unreliable suppliers and contaminated supplies, the price of 
Indian sardines was 50% higher (fob) than the price of Norwegian sardines.
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Furthermore, some Indian sardines were packed in groundnut oil whereas the 
European consumer preferred them in soya bean or olive oil.

(5) State Trading and Public Procurement Policies
Barriers to South Asian exports are also said to arise in the area of state trading 
and public procurement. There is no uniformity of these policies in the EEC as 
yet, although alignment is likely in the near future. At a hearing in 1976 at the 
European Court of Justice a judge ruled that

'national rules or practices which result in imports being channelled 
in such a way that only certain traders can effect these imports, 
whereas others are prevented from doing so, constitute a quantity 
restriction'. 35

This ruling went on to indicate that any state trading will be allowed only in 
exceptional circumstances, as is the case for QRs. But what effect it will have 
on the South Asian exports concerned, both actually-tobacco and 
potentially-ethyl alcohol, matches, and newsprint-is not clear. In particular 
it is argued that state tobacco agencies in France (SEITA) and Italy (Monital36 ) 
have caused low tobacco imports from Pakistan and India. However, there may 
be other explanations for this poor performance, such as high prices, low quality 
or slow delivery, relative to other suppliers. The South Asian case holds true 
only if other imports have been affected in the same way.37 Even so, SEITA 
spokesmen may claim it is the French consumers' preference for French 
tobacco rather than SEITA's own purchasing policies which determine the 
volume of Pakistani or Indian tobacco imports.

As for public procurement, no EEC government, nor any of its agencies, has a 
written policy of buying only from national industries. Certainly there are no 
rules explicitly against purchasing South Asian goods. Examples are often 
quoted to prove that there is no discrimination in favour of goods nationally 
produced; for instance, the Dutch state purchasing agency has bought goods in 
other European countries and also Japan. In France, Renault, a state concern, 
has used some profile parts (spares) and aluminium lining imported from India, 
while British Leyland uses some Indian cranks. It is even argued that increasingly 
tight budgets have induced some Dutch public organisations to import wherever 
imported goods are cheaper. However these may well be exceptions to more 
general policies of buying domestic, especially in times of economic recession. 
Rules or conditions may exist, written or not, which, though not discriminating 
a priori against imports (or even South Asian imports), may simply be too diffi­ 
cult or costly for the producer outside the EEC to satisfy. For example, it is 
said 38 that in the Netherlands a representative of the state purchasing agency 
must be able to examine the place of production before making any purchase. 
This means that South Asian goods must be highly competitive before the 
agency would consider the cost of an inspection trip. Similarly in Germany, to
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be considered a potential supplier to the Federal Post, Railways and Army, any 
producer-whether German or foreign- must be on an 'approved' list of suppliers, 
in addition to being able to meet the specifications of the goods required.39 To 
be 'approved' a supplying factory must have been inspected by a representative 
of the agency. Most of the suppliers registered therefore are German, with some 
in the rest of the EEC and none in South Asia. As a result few tenders are in fact 
made globally. Another constraint is the length of notice for the tender, which 
may be as little as twenty days. Even where such rules can be shown to have dis­ 
criminated against imports it is more difficult to prove that they were intended 
to do so. In particular they may be justified as insurance against the government 
placing large contracts with unreliable suppliers.

There is some doubt about the importance of this NTB, both in terms of the 
volume of goods publicly purchased and in terms of South Asia's capacity to 
supply these particular goods. In Germany the volume of state traded goods or 
government purchases may be less than in the UK or France where there are 
many state industries. In the UK the fact that the steel industry and most out­ 
lets are nationalised is said to make sales of Indian castings, for example, more 
difficult than in France, Germany, or Italy, where the industry is only semi- 
nationalised.40 In these countries the market is less concentrated both on the 
supply and the demand sides, so that India has even managed to sell steel pro­ 
ducts to the French Railways. In the UK, however, more marketing is necessary 
to sell Indian products in those areas not covered by the British Steel Corporation, 
such as textile machinery or handtools, where the buyers tend to be small.

There are many other products which the South Asians could supply competitively 
to the EEC government procurement agencies, ranging from engineering goods 
to jute door mats and military textiles and clothing. Various means of over­ 
coming this NTB which are currently being discussed at the Geneva trade talks 
should be considered, therefore, at the Joint Committee meetings. These include 
technical assistance in improving the dissemination of information on tenders 
and in bringing factories up to the required EEC standards; assistance in financing 
the visits of EEC inspectors and in the construction of warehouses in the EEC 
to improve delivery performance; and more lenient conditions such as longer 
tender periods. Alternatively, where such assistance is not forthcoming, it has 
been suggested that one way of circumventing restrictive policies would be for 
South Asian companies to do contract work for EEC companies. Or, the South 
Asian governments could encourage EEC companies to set up subsidiaries in 
South Asia, as this would help to insure that their output was of the quality 
appropriate for sale to EEC state purchasing agencies.

(6) 'Invisible' NTBs
In addition to the five categories already discussed, which have been formally 
recognised as NTBs by GATT, there are many other instances that are commonly 
classified as NTBs. The term NTB is being used increasingly whenever a product
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faces a problem at any stage of the export-import process. While this serves to 
broaden the understanding of barriers facing Idc imports beyond the narrow 
GATT perspective, there is a danger that giving the term such generality will 
render it meaningless and at the same time diminish the chances of negotiations 
on NTBs being constructive. For example, taste has occasionally been raised as 
an NTB on the grounds that it fragments the EEC.41 It is argued that as Germans 
are more conscious of quality than the British, they prefer shirts made in 
Germany to the cheaper Indian cheesecloth imports which are so popular in the 
UK. Similarly, the French prefer the larger Senegalese prawn to the Indian 
prawn. This may be true. But in the context of EEC-South Asian commercial 
relations it is more useful to confine the discussion of NTBs to problems over 
which the EEC governments may exert some influence. Four particular problems 
exist which merit examination: first, discriminatory shipping rates, second the 
uncertainty generated by EEC law, third, the friction experienced in customs 
procedures and fourth, the structure of the markets for various South Asian 
products.

(a) Shipping
There are four major types of sea freight available to South Asian exporters: 
(i) 'tramp' ships, chartered for single or multiple voyages at openly negotiated 
rates, (ii) 'conference' liners, which provide a regular and scheduled service at 
rates fixed under the operation of a market sharing agreement, (iii) Russian 
ships which undercut conference lines by 20-25%, and (iv) state-owned or 
privately-owned South Asian ships which form their own conference. Most of 
the Indian, Pakistani, and Bangladesh exports are carried by the India-Pakistan- 
Bangladesh and UK-Continent Shipping Conference, while in the case of Sri 
Lanka, over one-third of exports to the EEC are carried by the state-owned 
Ceylon Shipping Corporation and the rest by conference lines, though in recent 
years there has been increasing use of tramp ships and other non-conference 
lines.42 The development of independent South Asian conferences is still in its 
early stages and so they are unable to offer a real alternative to the other three 
types of freight.

There are two major grounds for complaint: first, the freight rates charged by 
the major conference lines are high, and second, the services provided are irre­ 
gular. These problems combine to restrict the growth of South Asian exports 
to the EEC. Recent work by Yeats and others has shown that freight rates on 
imports often provide domestic producers with greater protection than tariffs. 
Figures are not available for the EEC, but in the case of Indian exports to the 
US, the average ad valorem tariff was 7.5% while the ad valorem transport cost 
was 13.6%.43 The structure of freight rates is also thought to be biased against 
processed goods, offering even higher rates of effective protection to domestic 
producers. Yeats found that the average 'transportation factor' (ie the ad 
valorem incidence of transportation costs) increased with the stage of pro­ 
cessing; for Indian exports to the US the average transportation factor on pri­ 
mary goods was 16.8%, on intermediate goods 21.5%, and on final goods 28.2%.**
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(See also Table 4.6 in Chapter 4.) While some commodities may be bulkier when 
processed than when raw, there is evidence to suggest that conference lines use 
higher rates on processed goods to subsidise shipments of primary products.45 
From South Asia to the EEC, conference rates are higher per cubic metre on 
processed goods: 32% higher on cotton shirts than on cotton yarn, 12% in the 
case of jute sacks (jute yarn), and 48% for instant tea (bulk tea).46

Conference freight rates have been steadily rising. From 1974 to 1977 the basic 
freight rates on cargo carried from India to the UK rose by roughly 27%, to 
levels well above those charged by the Russians. As freight rates are highly com­ 
plex, it is difficult to establish how far these rates reflect the weak bargaining 
power of South Asian exporters, which are fairly insignificant beside large 
exporters like Singapore, rather than real costs. Only a part of liner operational 
costs is attributable directly to the products carried (known as the basic service 
rate). In addition, freight rates are based on many factors, including a currency 
adjustment factor, a bunker surcharge, an equipment handling charge, and a 
port congestion surcharge, with allowances being made for full containers or 
pallets, and a rebate for a long term contract with the conference. Certainly 
other conference rates have been rising at similar rates. Where there is a 
differential as in the case of shellac which costs twice as much to ship from 
Calcutta to Europe as from Bangkok47  this is less likely to be the result of 
deliberate discrimination against South Asian exports than the result of sur­ 
charges necessary to cover problems arising in South Asia such as port con­ 
gestion, half empty cargoes, dirty goods, or the lack of container facilities. For 
example, in 1977 several unloading points in the port of Colombo were blocked 
as a result of labour disputes which caused delays in the clearing of goods. 
Fourteen ships had to wait beyond the scheduled period to unload and demur­ 
rage charges became payable. Similarly in September 1977 a 15% congestion 
surcharge was imposed on Bombay cargo to cover the berthing delays of 20 
days on average. A recent report by the UN on the India-Pakistan-Bangladesh 
conference concludes that the increases in rates charged do not bear any 
relation to price increases in these countries.48

These factors in particular delay and low volume of trade may also explain 
the infrequent stops made by ships in South Asia, and their preference for 
business wijh the Far Eastern ports. In 1977 a major shipping line, which had 
carried as much as 49% of Sri Lankan exports to the UK in 1976, decided to 
strengthen its container services to the Far East and this meant cutting back 
the sailings from Sri Lanka to one every six weeks.49 Clearly there must be 
some trade-off between frequency and freight rates. But the South Asians 
argue that even when conference rates are fixed the service tends to decline.

Importers emphasise the major shipping problem as being the bottlenecks in 
South Asian ports.50 Many, in fast turnover trades such as clothing, prefer to 
rely instead on air freight despite the even higher costs. According to one study51 
India doubled its share (in volume) of German imports of leather footballs to
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27% from 1972 to 1974 by switching to air freight. This both removed the cost 
of expensive warehousing in Germany and ensured rapid as well as regular deli­ 
very to importers. Sea-freight rates per se did not seem a major disincentive to 
import from South Asia. But to the extent that they do present a barrier to 
exports, this could be minimised with improvements in port facilities and 
increased South Asian shipping capacity.

(b) Regulations
The uncertainty and risk involved in importing goods from South Asia have 
been made worse by the multiplicity of regulations affecting EEC trade. The 
sheer volume of EEC regulations, ever increasing, can work against the interests 
of South Asian exporters. For example, a West German food wholesaler would 
prefer to buy processed foods from German manufacturers, who are familiar 
with both German and EEC regulations, than from Indian markets. This prob­ 
lem will begin to disappear when laws within the EEC are harmonised. But even 
then EEC rules will change, following the tendency in dcs for consumer stan­ 
dards to continue to rise. This situation could be solved with the establishment 
of an EEC-based trade information centre, one of its tasks being to ensure that 
Idc exporters are aware of changes in regulations affecting their particular 
exports. But to date such a centre has not met with the support of all EEC 
members.

(c) Customs Procedures
The general handling of imports by customs authorities has been another subject 
of complaint by South Asian exporters. It is claimed that administrative friction 
is often used to restrict imports. Documentation procedures may be extended 
so that 'goods spend weeks if not months getting customs clearance. It not only 
serves as a neat unofficial protectionist device but also deters potential impor­ 
ters who don't want their stock and cash tied up for long periods on ... quay­ 
sides'.52 In France in 1977 some importers of Pakistani cotton yarn experienced 
8 to 12 weeks delay between the presentation of their import declaration forms 
and invoices and the receipt of surveillance licences necessary to clear their 
goods.53 Such delays affect the export of low cost items, where profit margins 
depend on high rates of turnover, with particular severity. Delays may even 
result in the total loss of a shipment where the good is perishable. It has been 
suggested that the French authorities follow a discriminatory policy of delaying 
imports of South Asian seafoods but not those from ACP states. But it is 
tempting to overstate the argument. A large French importer of seafoods felt 
that this may have been an attempt by the exporter to pass on the blame for 
goods being spoilt before reaching the importer. There are many other explana­ 
tions possible for the low volume of French imports of seafoods from South 
Asia, relative to imports from ACP countries, such as historical trading links, 
taste or supply problems.54 He also pointed out that other exporters, notably 
the Malaysians, have made the same claims about import delays, but in their 
case they claimed preference was given to South Asian seafoods! Importers
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have also noted that customs delays may be the result of exporters sending the 
wrong documents and of the time taken by banks in the importing country to 
deliver the documents to the importer. For example a French importer of foot­ 
balls from Pakistan, who prefers to use air freight than sea, which takes three to 
four months, must wait up to a fortnight when his goods arrive in France before 
receiving from his bank the import documents necessary to clear his goods 
through customs. (This is one of the drawbacks of payment by Letter of Credit 
which is often insisted upon by South Asian exporters.)

Customs authorities' interpretations of the EEC import regulations may also 
differ within the EEC. One particular problem which has arisen is the classifica­ 
tion of goods. Some EEC countries classify a good on the basis of which consti­ 
tuent is dominant by weight, others on whichever constituent pays the highest 
rate, and others on whichever constituent determines the nature of the product. 
Goods which are handmade present special difficulties. The distinction between 
these goods and those which are machine-made is important, as the EEC gives 
duty-free treatment for some imports of handicrafts or handmade goods (in 
BTN Chapters 42 to 97) from countries including Bangladesh, Sri Lanka, 
Pakistan, and India, up to a quota of 1,200,000 ua for each tariff heading or 
subheading. In order for their goods to qualify, importers must produce a cer­ 
tificate of manufacture issued by the relevant authorities in the exporting 
countries, which states that the goods have been handmade. The customs 
authorities must also accept the goods as having been handmade and it is here 
that a problem arises, as there is no official EEC definition of handicrafts. 55 In 
the UK the definition is fairly flexible. Even where a good has been produced 
partly by machine and partly by hand it will be accepted as a handicraft, pro­ 
vided its essential character is derived from its handmade characteristics. In 
other countries, however, if a machine has been used to sew on the buttons of 
a lady's shirt, it is no longer given artisan status, and the full duty of 17% is 
payable. Similar problems arise in the definition of handloom cloth, which also 
has a duty-free quota. But in this case the cloth can be tested scientifically. To 
avoid the uncertainty created by the variety of possible interpretations, the 
EEC should adopt a particular definition of 'handmade', preferably the one 
used by the UK authorities. Alternatively the EEC could copy the US practice 
of listing certain 'traditional' products which are given duty-free status regard­ 
less of how they are now made.

(d) Market Structure
A final problem often mentioned is the way a few companies dominate the 
markets for certain South Asian imports. For instance, they may buy a large 
share of imports. This weakens the bargaining strength of South Asian exporters 
in price negotiations and tends to depress the unit value of exports. As one 
study points out, 'the extent of importer concenfration can be an important 
determinant of the terms of trade and more particularly of the degree to which 
developing countries realise gains from the generalised system of preferences'. 56
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On the other hand, it has been argued that the emergence of multinational 
buying groups may offer more profitable export opportunities for Ides to the 
extent they cut out the middlemen in the import distribution system.57 Even 
so the preference of these groups to buy in bulk can be shown to work against 
the interests of the small exporter. For instance John Lewis, a large importer 
of readymade garments and textiles, has readily admitted that it will only buy 
from large Indian exporters as the smaller companies are unable to supply large 
volumes of goods of consistent quality with a fixed time schedule.

Unfortunately it was not possible in the context of this study to examine the 
concentration of importers in EEC-South Asian trade in any depth. But inter­ 
views with importers provided one or two examples where imports are becoming 
more concentrated. In Germany, France and, to a lesser extent, the Netherlands, 
it appears there is a growing tendency for small specialist importers of one pro­ 
duct to join together in organising a trade fair at which they place joint orders 
for imports, thereby ensuring lower prices. Alternatively, they may appoint 
firms to import on their collective behalf.58 In the German sportsgoods trade 
there are five firms which act as importers and wholesalers for the specialised 
retailers who account for 85% of sales in Germany (the balance being made up 
by the mail order and department stores59). On the other hand, in the UK most 
firms importing sportsgoods are small; the major department stores deal 
directly only in the cheaper, quick turnover items, preferring to use specialised 
importers for the more expensive goods.60 It would be dangerous to make any 
generalisations on the basis of these few examples, and even more difficult to 
suggest their implications for EEC-South Asian trade. Two options exist to 
soften the problem of concentration, such as it is. First, South Asian exporters 
could form themselves into export houses or co-operatives, thereby strengthening 
their position vis-a-vis importers. But this strategy has obvious limits. A second 
possibility is to bypass importers altogether and sell to the retailers through 
importing agents appointed by the South Asian exporters. But only large 
exporters will be able to justify this cost.

Another illustration of how market concentration may be a problem for South 
Asian exports is the control of .retail markets by a few domestic manufacturers. 
Whereas concentration in the import trade affects the unit value of some South 
Asian exports, concentration in the retail trade tends to restrict the total volume 
of some South Asian exports. The most commonly quoted example is that of 
the UK tea market. A recent report by the Price Commission showed that

'four major blenders account for about 85% of UK tea sales and 
two of them for over half. This is a highly concentrated trade. 
Advertising and other promotional expenditure has firmly 
established the brand names of the leading blenders. With the 
demand for tea in the UK little changed it is difficult for new 
businesses to set up as blenders and none has done so for many 
years.'61
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Such concentration exists in most of the nine member countries and has 
prevented Indian and Sri Lankan companies from developing a market in the 
EEC for their processed tea. Their sales have had to be restricted to high 
quality tea bags and packets, sold via Tea Centres with heavy promotion costs.

This particular problem has been discussed at Joint Committee meetings. One 
solution which has been suggested, and which has been tried out recently in the 
case of processed tea, is for the South Asian exporter to organise joint promo­ 
tion efforts with European retailers. The Indian Tea Board's European office 
arranged sales of Indian tea in retail packs, blended and packaged in India, from 
special stands in large department stores in Germany, Holland, Belgium, and 
Denmark. But even this type of exercise has costs of which South Asian expor­ 
ters will have to bear the larger part until EEC retailers can be assured of an 
adequate return on sales. Whether or not market concentration in general should 
be considered by the Joint Committees, as an NTB or otherwise, is questionable. 
In many cases the impact on South Asian exports to the EEC will be difficult 
to prove. But when such proof can be found, as in the case of tea, it seems there 
are two things which the JCs can do usefully. They can create a forum for dis­ 
cussion between the affected EEC and South Asian interests. If this fails to 
produce agreement, they can provide financial or technical assistance to the 
marketing operations of the South Asian exporter. Ultimately, however, this 
remains a problem more appropriate for a Monopolies Commission.

NTBs in the Future

While the question of NTBs is being handled on an ad hoc basis at the Joint 
Committee meetings, international negotiations are under way in the GATT 
Tokyo Round which aim to tackle NTBs systematically. Two steps have been 
taken. First, an inventory (mentioned above) has been drawn up to identify 
what constitutes a NTB. Second, in late 1976 five subgroups (on Government 
Procurement, Technical Barriers to Trade, Customs Matters, Quantitative 
Restrictions, and Subsidies and Countervailing Duties) were set up to draft 
Codes of Conduct on the use of these NTBs. To date, however, little progress 
has been made. One problem has been the request by developing countries for 
special and differential treatment. For instance, one concession which has been 
suggested is a special effort by developed countries, possibly under a technical 
assistance programme, to supply developing countries with information on dc 
government purchases. This request was opposed in principle by the EEC as a 
whole which was prepared to give preferential treatment only on a case-by-case 
basis rather than to all Ides. In 1976, when many developed countries intro­ 
duced safeguard measures restricting imports, in no case were developing 
countries given special treatment. Another problem has been whether or not 
to include agricultural products in the deliberations of the NTB subgroups, 
given the difficulties which agriculture has caused in discussions on tariffs. A 
lot of time was wasted in the Tokyo Round before it was suggested that NTBs
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on agriculture should be dealt with by the group on Agriculture and not by the 
five NTB subgroups. Finally, a difficulty which has emerged recently is a drift 
in the Tokyo Round towards increasingly bilateral negotiating techniques. There 
is a general feeling that if any of the South Asian countries wants to obtain con­ 
cessions on NTBs from the EEC it would be better to deal directly with the EEC 
rather than to negotiate in an international forum.

For these reasons NTBs will continue to feature largely in Joint Committee 
agendas. Even the establishment of codes under GATT, when it occurs, will not 
pre-empt NTBs from Joint Committee discussions. In some cases, such as 
government procurement, there is'no doubt that the codes will help, by clari­ 
fying what treatment South Asian imports to the EEC should be given. But it is 
likely that with the growing protectionism in the EEC there will be renewed 
instances of 'invisible' NTBs which demand consideration. While it is possible 
to overstate the importance of NTBs it seems likely that they will be a continuing 
problem in EEC-South Asian commercial relations.
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6 Quantity Controls Textiles

Introduction

The introduction by the EEC of a revised system of textile import restraints in 
1978 effectively means that import growth in volume terms for the next five 
years (to end-1982) will be confined for most items of importance to South 
Asia to the range 0.25% to 4% pa. Non-tariff restriction 1 of textiles however is 
not new, and as far as these countries are concerned, it has long been the most 
severe non-tariff barrier in the EEC. It therefore merits special treatment.

The share of cotton and man-made fibre, textiles, and clothing in the total 
exports of the four countries, varies from around 25% of all exports (Pakistan) 
and 15% (India) to a mere 2% for Sri Lanka and virtually nil for Bangladesh. 
Since these figures represent levels of export after restraint in the main con­ 
suming markets, and exclude important items, such as wool-based carpets, as 
well as jute products, the actual and potential importance of textiles for Pakistan 
and India is clearly understated. The EEC is the largest market taken as a whole 
for South Asian textile exports, accounting for one third of India's cotton 
textile exports (60% for garments). The figures for Pakistan are similar.

The South Asian countries have also come to be seen by European producers 
as a threat to their interests. India is regarded as one of the five 'dominant' Idc 
suppliers and faces specific ceilings on the level and growth of exports to the 
EEC of 14 items accounting for over 90% of the country's non-jute textile 
exports. Nonetheless, India accounted for only 7% of dc textile imports from 
Ides in 1975, as against Hong Kong's 34% and Korea's 25%. Pakistan and Sri 
Lanka are amongst the 20 countries also singled out for specific restrictions 
(on 9 and 5 categories respectively), accounting for almost all of their textile 
exports to the EEC.

This chapter endeavours to explain in detail the nature.of these access barriers 
and the possible implications for the EEC and the South Asian exporters of 
lowering or maintaining them. It focuses on those items restrained under the 
Multi-Fibre Agreement (MFA) cotton textiles and garments mainly of cotton 
but also of synthetics and mixtures. Woollen textile items not subject to MFA 
restraints are omitted, as are jute products.

Textile Exports and the Economies of South Asia

Before discussing trade patterns, it is useful to describe very briefly the role 
which the textile industry plays in the four economies and the importance of 
external trade to them. The differences are perhaps more obvious than the simi­ 
larities. The most obvious contrast is in the scale of the industries. The Indian 
one is vast, employing some 10 million people, mostly handloom weavers, but
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with 800,000 in the organised mill (non-clothing) sector. By contrast, the Sri 
Lankan industry employs only some 25,000, even after a rapid mushrooming 
of export oriented garment factories. India's yarn spinning capacity of 19.8m 
spindles is virtually the same as that of the USA, Japan or China. Pakistan's 3m 
spindle capacity ranks a little behind that of France; its cotton textile and gar­ 
ment industry employs about 500,000 people in total.

A second basic difference is in the degree of export orientation of the industry. 
Bangladesh is not a cotton textile exporter and is unlikely to become one in the 
foreseeable future. Its former Pakistani-owned mills have a mere tenth of 
Pakistan's own capacity and are unable to meet local needs. Sri Lanka has begun 
to export garments, but on a small scale using imported fabrics, and only achieved 
a positive trade balance in 1976/77. Pakistan, by contrast, has been, since the 
mid 1960s, a net exporter and now exports 60% of its textile production (28% 
of cotton yarn output, 81% of cotton piece goods, in 1975). India was, up to 
independence and for a while after, the leading Idc cotton textile exporter but 
thereafter industrial strategy was inward looking and reinforced by restrictions 
on cotton textile imports in its main markets. A loss in international competitive­ 
ness as well as an increase in clothing exports caused India's textile export per­ 
formance to decline to a point where in 1975 only 1% of yarn output was 
exported and 9% of mill-made cotton piece goods (including handloom piece 
goods the figure is lower). But in absolute terms India is still much the largest 
exporter in South Asia.

There are also important similarities between the four countries. One is the 
dominance of cotton over synthetics, though there is a trend towards the latter. 
In India for example the volume of cotton cloth currently produced is about 
five times greater than that from man-made fibres or blends; in 1975 it was ten 
times greater. This partly reflects the preference of the very poor for the cheaper, 
even if of poorer quality, cotton material, partly the local availability, in India 
and Pakistan, of cotton, and partly also, in the case of India, heavy import 
duties on synthetic fibres-though these have recently been cut.

Another important feature of both the Pakistani and Indian industry is the 
importance of the non-organised, non-factory sector. This is overwhelmingly 
the case for clothing manufacture. A recent Pakistani survey found that '90% 
of garments units are in the small scale sector... usually equipped with 4 to 10 
sewing machines and 1 or 2 electric irons'.2 The Pakistani mill sector is more 
mechanised than the Indian, but in both countries there is a substantial contri­ 
bution to production made by handloom fabric weavers, and intermediate sized 
power-loom weavers. In India there are incentives for the non-mill sector and a 
special obligation on it to supply a quantity of cloth (known as 'controlled 
cloth') at controlled loss-making prices. These measures have helped raise the 
share of non-mill production to 55% of the total (or 57% of domestic consump­ 
tion), as against 38% in 1961 and 21% in 1951. Handlooms alone accounted for
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30% of cloth output in 1976 and this share is expected to rise, as the Janata 
government wishes to reserve all production of domestically marketed cloth for 
the small scale sector. So, by implication, the mills will have to close or export 
all their output.

The third similarity is the state of crisis which currently grips the textile industry 
of all four countries, with production virtually stagnating. The export oriented 
industries of India, Pakistan, and Sri Lanka have been badly affected by Western 
protectionism and the fall in world demand in 1977, and now run considerably 
below capacity. In Pakistan's case this is aggravated by capacity originally 
installed to supply Bangladesh. The main problem however is not only the 
decline in external demand but also in the domestic market. Indians now con­ 
sume, per capita, 19% less textile material than they did a decade ago.3

In Pakistan and India home and foreign demand deficiency has been compounded 
by numerous other problems: low labour productivity (on average 1/3 of 
European levels), labour unrest and increases in labour costs, erratic power 
supplies, ancient and inefficient machinery. In India there were added diffi­ 
culties with the controlled cloth obligation (which is a form of price control), 
credit squeezes and cotton shortages. These have since been eased with the 
ending of the cloth obligation (replaced in October 1978 by a 10% levy on 
textile mills), increased credit and permission to import cotton. There is how­ 
ever no sign of an end to the 'prolonged agony' of the industry.4

The attractions of textile exports for South Asia can be listed as follows:

(1) Employment benefits from a generally labour intensive industry, 
overwhelmingly so for garments. It is possible to compare the importance 
of garment exports for employment in South Asia with the importance 
of the industry to employment in Europe, on the basis of calculations 
derived from average coefficients. In India it has been estimated that on 
average annual clothing exports of Rs50,000 (fob) provide employment 
for perhaps 16 people, 6 assembling the garments, 6 weaving the hand- 
loom fabric, and another 4 in ancillary and finishing trades. On the basis 
of these figures, current garment exports provide, directly and indirectly, 
750,000 jobs in India (less than one tenth of all employment in the small 
scale textile sector, but over half of that derived from garment manu­ 
facture). Rs50,000 of clothing exports correlates in cif terms with roughly 
Rs75,000 (ie £5,000) of imports in Europe. From UK import statistics 
relating to the main clothing items which India exports this represents 
approximately 0.4 ton of goods. The EEC has itself tried to produce 
employment equivalents of import tonnages, with the following results: 
every ton of clothing produced leads to the creation of 0.16 jobs in yarn 
spinning, 0.3 in fabrics, and 1.2 in clothing; 1.66 altogether. Thus 0.66 
jobs would be displaced by 0.4 ton of Indian imports; one job in Europe
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therefore is roughly equivalent, for the same product, to 20 to 24 in 
India. This is of course greatly over-simplified, and makes no attempt to 
separate margins from averages, or to disaggregate. In practice successful 
Indian exporters probably use rather more machinery to labour than the 
average, and unsuccessful European competitors rather less than average. 
But even if the ratio were 10 to 1, clothing manufacture would still have 
a much larger effect on employment in South Asia than in Europe, and 
there can be few other lines so labour intensive which are also inter­ 
nationally competitive.

(2) Foreign exchange earnings. Table 6.1 illustrates the earnings India 
and Pakistan derive from their positive trade balances in textiles and 
clothing and compares these with other major exporters' earnings. The 
trade balance needs, however, to be set against the need for imports of 
fibres, machinery and dyes; though India is generally self-sufficient and 
Pakistan is largely so for fabrics. Table 6.2 shows that textiles account 
for over three quarters of Pakistan's total manufactured exports and for 
half of India's.

Table 6.1 Net Trade in Textiles and Clothing ($m)

Textiles

EEC
USA
Japan
Switzerland

India
Pakistan
Hong Kong
Singapore
Korea

1970

+1445
-832

+1521
+90

+451
+310
-222
-211
-43

1975

+1658
+391

+2150
+247

+610*
+330
-374
-244
+395

Clothing
1970

+141
-1042

+371
-160

+36
+5

+653
+3

+213

1975

-2060
-2130
-208
-431

+163°
+31

+1929
+56

+1144

Total
1970

1586
-1874
+1892

-70

+487
+315
+431
-208
+ 170

1975

-402
-1739
+1942
-184

+773a
+361

+1555
-188

+1539

Note: "1974 figures.

Source: GATT, Com/Tex/W35, Add 1, 1976.
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Table 6.2 Share of Textiles and Clothing in Exports of Manufactures

All dcs
Ldcs

of which:
Pakistan
Egypt
Turkey
India
Hong Kong
Korea
Singapore
Yugoslavia

1970

7
28

77
70
56
47
47
46
20
16

1974

6
27

65
71
67
49
52
38
11
10

1975

5
26

73
na
na
na
56
44
11
12

Note: Developing Countries include in addition to those mentioned Spain, Israel, 
Rumania, but exclude non-MFA members (eg Taiwan).

Source: GATT, Com Tex W/35, 1976.

(3) Capacity utilisation. This is a crucial problem for India which faces a 
widening gap between production and consumption, as indicated by the 
following projections recently made for woven cloth production.

Table 6.3 Availability of Indian Cotton Cloth (m metres)

Home Production Surplus for Actual 
Consumption Export exports

1970 (actual)
1974 (actual)
1976
1977 (provisional)
1978 (projected)
1982-83 (plan projection)

7300
8555
8334
na

9660
12200

7849
8284
9443
9114

10900
13500

549
-271
1109
na

1240
1300

446
420
581
na
na
 

Source: compiled from a variety of sources.

But the problem is substantially more serious for Pakistan. Recent esti­ 
mates indicate that domestic consumption of cloth in 1980 may be 
around 1120m yds as against 2450m yds projected capacity (of which 
400m are currently being added in new investment by the more compe­ 
titive mills). This implies exports of 1330m yds, to utilise capacity fully 
as against 545m actually exported in 1975/76. Similarly for yarn
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production, capacity seems likely to rise in 1980 to 1200m Ib as against 
home demand of 650m Ib. The excess of 550m Ib is over twice the level 
actually exported in 1976. In both cases, significant export increases are 
implied in present plans for expansion.

In addition to these benefits it must be remembered that exports have resource 
costs; notably that cotton production has an opportunity cost in terms of food 
foregone. Furthermore once the existing excess capacity is fully used, additional 
exports will have an opportunity cost in terms of domestic consumption fore­ 
gone, while in order to achieve better export performance, investment to replace 
inefficient machinery will be needed.6 But exports would need to more than 
double, in India's case, before hitting a capacity problem.

EEC-South Asia Textile Trade

The broad outlines of trade in textiles and clothing can be gauged from Tables 
6.5 and 6.6. India has been a consistent net exporter to the EEC-6 and Britain. 
Through the 1960s and early 1970s, despite import restrictions in these coun­ 
tries, the trade surplus grew dramatically as clothing exports began to make a 
major impact. The value of EEC exports to India was only 2% of its imports 
from India in the early 1970s. In terms of volumes the imbalance is even more 
marked as a result of the very low average unit value of Indian exports to the 
EEC (about half the average unit value of Idc exports to the EEC).

Of the individual EEC markets for Indian exports it can be seen from Table 6.6 
that the UK predominates. More recently however there has been a rapid growth 
of exports to Germany, especially in 1976 and 1977.

The Pakistani trade balance with the Community is virtually identical to India's 
for textiles, rather smaller for clothing. This is remarkable: until the late 1960s 
Pakistan ran a trade deficit on textiles with the Community, while clothing 
trade was negligible. In the early 1960s Pakistan was struggling to establish a 
textile industry based on import substitution. Its excursion into net exporting 
is quite recent and-growth has been rapid, both in textiles and, more recently, 
clothing. Pakistan's share of textile imports from all sources to the Community 
and the UK increased continuously until British entry, but stagnated thereafter, 
reflecting supply constraints. Sri Lanka's present trade balance in clothing items 
with the Community is impossible to assess; most of the growth of its exports 
occurred in late 1976 and 1977 for which data are not available. Its total 
clothing exports were worth around $10m in 1976 and imports about half that.

It is possible to relate these trends in EEC-South Asian trade to the more general 
development of South Asian textile exports. Indian export performance until 
1970 has been meticulously analysed elsewhere, notably by Deepak Nayyar, in 
attempts to explain why'India, though the first major developing country textile 
exporter in the 1950s, persistently lagged behind other Ides in the 1960s.7 The



T
ab

le
 6

.5
 B

al
an

ce
 o

f T
ra

de
 in

 T
ex

ti
le

s 
an

d 
C

lo
th

in
g 

($
m

)

T
ex

til
es

E
xp

or
ts

 I
m

po
rt

s 
to

 
fr

om

EE
C

-6

EE
C

-9

19
63

19
66

19
69

19
72

19
73

19
74

19
75

In
di

a

7.
4

5.
4

1.
4

2.
0

3.
8

3.
0

4.
0

In
di

a 31
.6

30
.6

29
.8

40
.6

13
1.

6
12

7.
2

93
.1

EE
C

-I
nd

ia
C

lo
th

in
g 

T
ot

al
 

E
xp

or
ts

 I
m

po
rt

s 
B

al
an

ce
 

B
al

an
ce

 
to

 
fr

om
 

B
al

an
ce

-2
4.

2
-2

5.
2

-2
8.

4
-3

8.
6

-1
27

.8
-1

24
.2

-8
9.

1

In
di

a

0.
1

0.
1

 0.
1

0.
1

0.
2

0.
2

In
di

a

0.
3

0.
3

6.
1

9.
3

38
.5

57
.3

58
.9

-0
.2

-0
.2

-6
.1

-9
.2

-3
8.

4
-5

7.
1

-5
8.

7

-2
4.

4
-2

5.
4

-3
4.

5
-4

7.
8

-1
66

.2
-1

81
.3

-1
47

.8

EE
C

-P
ak

is
ta

n
T

ex
til

es
 

C
lo

th
in

g 
T

ot
al

 
E

xp
or

ts
 I

m
po

rt
s 

E
xp

or
ts

 I
m

po
rt

s 
B

al
an

ce
 

to
 

fr
om

 
B

al
an

ce
 

to
 

fr
om

 
B

al
an

ce
Pa

ki
st

an

3.
4

8.
3

3.
0

3.
9

10
.4

13
.9 6.
1

Pa
ki

st
an

 
Pa

ki
st

an

2.
7

4.
6

19
.2

31
.1

77
.2

99
.5

87
.9

+0
.7

+3
.7

-1
6.

2
-2

7.
2

-6
6.

8
-8

5.
6

-8
1.

8

_  0.
1

0.
2

0.
2

0.
3

0.
4

Pa
ki

st
an

0.
1

0.
1

0.
2

0.
3

10
.5

14
.4 9.
5

-0
.1

-0
.1

-0
.1

-0
.1

-1
0.

3
-1

4.
1

-9
.1

+0
.6

+3
.6

-1
6.

3
-2

7.
3

-7
7.

1
-9

9.
7

-9
0.

9

N
ot

e:
 

P
ak

is
ta

n 
in

cl
ud

es
 B

an
gl

ad
es

h 
be

fo
re

 1
97

2.
 

So
ur

ce
: 

C
om

ite
xt

il.

T
ab

le
 6

.6
 M

ar
ke

ts
 fo

r 
In

di
an

 T
ex

ti
le

 E
xp

or
ts

 in
 1

97
5 

('
00

0$
)

of
 

W
or

ld
 

EE
C

-9
 

w
hi

ch
: 

U
K

SI
TC

SI
TC

SI
TC

C
ot

to
n 

ya
rn

 6
5 

1-
3 

an
d 

4
C

ot
to

n 
cl

ot
h 

65
2-

2
C

lo
th

in
g 

84
2 

to
 8

44

11
,0

15
 

2,
15

2
16

0,
34

3 
29

,1
63

14
6,

61
6 

45
,5

76

1,
47

4
21

,1
72

15
,9

73

G
er

m
an

y

21
0

1,
42

2
11

,0
22

It
al

y
- 1,
49

1
5,

72
0

Fr
an

ce
- 3,
90

0
6,

73
9

N
et

he
r-

 
B

el
gi

um
 

la
nd

s 
L

ux
em

bo
ur

g 
D

en
m

ar
k

- 31
1

4,
44

0

38
8

- 62
7 

1,
20

9

So
ur

ce
: 

as
 p

er
 T

ab
le

 6
.5

.



145

volume of its yarn and cloth exports increased by only 2% between 1960 and 
1970 (89 to 91m kg) while Pakistan's almost tripled from 49.5 to 135.4m kg. 
The data available so far on the early 1970s, suggest that the growth of Indian 
exports continues to lag in value terms but more significantly, the growth of 
exports is slowing down at an even faster rate. However two supplementary 
points are worth noting. The first is improvement in India recently, culminating 
in a remarkable performance in 1976, when the value of textile and clothing 
exports doubled in one year from Rs2636m to Rs5130m. This was partly due 
to a boom in demand in Europe for cheesecloth and other 'ethnic' garments in 
the hot summer of 1976. Demand fell away in 1977 when there were also res- 
trictions to contend with, but it was significant that India had the capacity to 
meet the demand for garments and at the same time to double its exports of 
piece goods. The fact that this growth was not a 'one-year wonder' can be 
explained by the consistent ability of the textiles and clothing industries to 
exceed targets since 1974, by 32% in 1974/5, by 26% in 1975/6 and 41% in 
1976/7.

The second is that for both countries there has been a rapid and sustained 
growth in clothing exports, going back several years. These are however heavily 
concentrated in one or two items, mainly shirts and dresses using handloom 
fabric, and knitted shirts from Pakistan. Moreover, the growth of garments 
exports should not be interpreted as a straightforward move to higher value 
added textile products. Among fabric exports the movement is in the opposite 
direction. Grey cloth constituted 64% of 1976 exports, compared with 52% in 
1975. The continuing inability of the mills to supply adequately designed high 
quality fabrics explains this deficiency. Pakistan has benefited like India from 
rapid export growth in garments, but this is still at a low level and fails to com­ 
pensate for the performance of the mills, which has been poor, even by com­ 
parison with other Ides like Egypt which are also primarily in the business of 
exporting cotton cloth rather man synthetics. This expansion of clothing 
exports should not be allowed to disguise the fact that both countries are 
relatively small scale exporters of this category by comparison with Hong Kong 
or South Korea. India for example has less than I 1/a% of the world garment 
export market and little more than 4% of Ides' exports to dcs.

The remainder of this chapter is primarily concerned with market access con­ 
straints on export growth which recent history suggests are a major problem.

The EEC's Textile and Clothing Restrictions

The renegotiated quotas for access to the EEC market agreed at the end of 1977 
under the current MFA by the three South Asian exporters, ie excluding 
Bangladesh, and 18 other Ides (including Yugoslavia) are perhaps the most com­ 
prehensively severe that they have ever faced in Europe. Since similar, if gene­ 
rally less restrictive, arrangements have been worked out for other OECD markets,
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they effectively ensure that there will be very little growth in textile and clothing 
exports in the next five years for almost every item in which the three countries 
have developed a trading advantage. The EEC policy is the most crucial since it 
is, for historical reasons as well as market size, the largest market for South 
Asian exports.

The new arrangements represent a turning point in that there is no longer any 
attempt to pretend that the restraints are intended to aid restructuring in Europe 
or to make provision for a gradual regulated increase in the Idc market share. 
Rather the permitted growth rates, which are virtually zero for imports of 
'sensitive items', are designed to prevent any further import of precisely those 
items in which the EEC has least comparative advantage.

The 1977 renegotiation can only be understood properly in its historical con­ 
text, as the latest in a series of attempts to regulate the textile imports from 
Idcs to rich country markets.

(1) The Pre-M FA Period
As can be seen from Table 6.8 the share of developing countries' imports in 
total imports and in total consumption is extremely variable between different 
dc markets and this reflects different historical experience in textile import 
policy. Most European countries have a long history of textile restrictions. 
Moreover European integration contributed to a rapidly growing intra- 
community trade in textiles. This differentiated the EEC in the 1950s from the 
more open economies, Britain, the USA, and Scandinavia, which accepted 
largely unrestricted imports. The share of domestic consumption met by Idc 
imports of cotton textiles was around 5% in the EEC (9% for the highest, 
Germany, and 1% for France) against 36% for Britain and 23% for Sweden. 
Since then, first the United States, and more recently Britain, have sought to 
limit Idc access to their markets, while there has been limited liberalisation by 
the EEC. Following restrictions imposed by the USA and, in 1959, the 
'voluntary' restrictions on Commonwealth Asian cotton textile exports to UK, 
an international agreement the Long Term Agreement (LTA) was evolved 
under GATT for cotton products which, with extensions, lasted from 1962 to 
1973. It tried to reconcile two objectives: in the words of the Agreement to 
'secure (for developing countries) a substantial increase in their export earnings 
from textile products and to provide scope for a greater share for them in world 
trade'... and 'avoidance of disruptive effects in individual markets and on indi­ 
vidual lines of production'. Subject to a minimum annual growth rate for 
imports of 5%, import controls could be imposed or export restrictions agreed, 
for particular products from particular sources under bilateral agreements.

The main effects of the 1962-73 period for Idcs, and especially South Asia were, 
first, somewhat better access to the EEC-6. However both Germany and Italy 
resorted to additional controls, under 'safeguard' clauses. Further, Indian and
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Pakistani exports suffered from an EEC agreement under which grey cloth 
imported from the EEC could not be processed and re-exported to the EEC. 
The second trend was growing protection of the UK market with a global quota 
permitting 1% pa textile import growth (after 1966) as well as specific Indian 
and Hong Kong 'voluntary' quotas. After 1969 an even more severe system of 
import restrictions came into effect. However Pakistan managed to increase its 
share of the global quota and for India the UK quota did 'not appear to have 
been the operative constraint towards the end of the decade'. 8 Indeed there 
seems to be plenty of evidence that India's main concern was to preserve its 
quota as a protection against more competitive developing countries and from 
synthetics.9 Pakistan on the other hand regarded any impediment as having a 
harmful effect. Despite complaints, however, the exporters almost certainly 
regarded the situation as more acceptable than the most likely alternative of 
anarchic bilateral controls.

(2) The 1974 M FA
The first Multi-Fibre Agreement was negotiated multilaterally in 1974 under 
GATT auspices (though it went against the general principles of GATT). It tried, 
like the LTA, to reconcile the interests of dc domestic producers with the 
gradual expansion by Idcs of their share in dc markets. Liberalisation was stated 
to be the basic principle of the MFA but essentially it was a bargain struck over 
restricted but guaranteed access. In general the new Agreement had several 
features more attractive to India and Pakistan 10 than the old. The multi-fibre 
character of the agreement meant that cotton product exporters would no 
longer be competing with uncontrolled synthetic product suppliers. The 6% pa 
permitted growth in the volume of Idc imports under each of the bilateral 
agreements represented an improvement in some markets, and was considered 
too high by European producers. Finally, a Textile Surveillance Board (TSB) 
was set up, to oversee the implementation of the MFA and to review the new 
restraints multilaterally. Its findings however were not to be legally binding.

Within the general framework of the MFA, bilateral agreements were negotiated 
between individual suppliers and importers, the latter being represented in the 
case of the nine member states by the EEC. India and Pakistan were in 1975 
the first Idcs to reach such agreements. In addition to the positive features 
mentioned above there were certain drawbacks to the agreements, some of 
which only became apparent later.

First, there was a higher degree of specification of product restraint than under 
the LTA. Initially for Pakistan three and for India four categories were singled 
out for restraint (though these lists were later extended), whereas before they 
had been given the freedom to diversify within a global 'cotton textile' ceiling. 
While this had the effect of limiting diversification it was justified, particularly 
by the Germans, on the grounds that it cut the protective element in the MFA: 
protection would be confined precisely to those products where disturbance 
was concentrated and not aggregated into bigger global categories. 11
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Second, built into the EEC bilateral agreements were 'burden-sharing' arrange- 
. ments'designed to ensure that each importing country took a fairer'share and 

so a fairer 'burden' of imports of each product. Shares were allocated on the 
basis of GNP and this had the effect of redistributing a greater share of EEC 
textile imports away from Britain. This was essentially an internal EEC matter, 
but the effect of national as well as Community quotas was to restrict the 
possible effective utilisation of the Community quota.

The safeguard procedures presented the most serious problem. Under Article 3 
of the MFA when an importing country suffered 'disruption' it could ask for 
consultations with the exporter and, if agreement was not reached within 60 
days, it could impose restrictions for twelve months in the EEC, these could 
be either at national or Community level. Market 'disruption', as in many trade 
safeguard clauses, was vaguely defined and based upon the existence or the 
threat 'of serious damage' measured by 'a sharp and substantial or imminent 
(measurable) increase' in imports or prices 'substantially below' those of goods 
of comparable quality marketed in the importing country. In the case of the 
EEC-India agreement, the EEC undertook not to use Article 3, but to 'consult' 
on matters of friction. Within several months of the bilateral agreement being 
signed these 'consultations' led to self-limiting agreements (Voluntary export 
restraints') for four more products: T-shirts (to the UK), terry towelling (France), 
men's cotton shirts (UK), and cotton handkerchiefs (UK).

However the real difficulties arose in 1977. Under the bilateral agreements hand- 
loom cloth products had been exempted from controls altogether provided they 
were certificated as such by the Indian authorities. In 1976/77 large numbers of 
men's shirts, blouses and skirts arrived in Europe as 'handloom' products, some 
of whose cloth had clearly been produced on power looms and whose designation 
was aimed at bypassing the EEC import restrictions on mill-made items. As Indian 
sources acknowledged ... 'dishonest fab: weather exporters palmed off power- 
loom garments as handlooms'. 12 The Community sought in discussions to have 
this abuse stopped, but it became clear that there were differences with the 
Indian government over what actually constituted handlooms. 13 Apart from 
abuse, and negligent licensing procedures, there were genuine difficulties in 
identification. Within the 'cottage industry' sector there is inevitably some use 
of power driven equipment, though most cases involve limited amounts of 
machinery in primitive, non-factory, work-shops not easily distinguished from 
pure rural industries. A mission of Community experts led by Commissioner 
Haverkamp declared itself unable to accept that there could be a fooJ-proof 
system of checking at source or even at the point of disembarkation, reflecting 
both genuine bafflement on technical grounds and cynicism about Indian 
commitment to surveillance.

In April 1977 the EEC imposed quotas on Indian and Pakistani handloom gar­ 
ments as well as mill-made items (by incorporating both under the same quota). 
This move was made partly to preempt unilateral action by the UK government.
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The dispute centred on shirts, skirts and blouses, and ended with the Indian 
government taking the EEC to the TSB arguing that:

(a) handloom products were exempted from access restrictions under the 
bilateral agreement, and so the EEC was in breach of this agreement.
(b) the overall quota for blouses and skirts was too low given its great 
importance for employment in the Indian cottage and small-scale sectors. 
Given that the quota had already been exceeded by April the potential 
level of Indian exports to the EEC for the year was far greater than that 
represented by the quota. Indeed capacity had already been installed 
and cloth bought for larger exports.

(c) quota management should be left to India. Import quota management 
in Britain and France had led to serious disruption and delay, possibly 
deliberate.

The TSB upheld the complaint stating that the EEC's policy was 'illogical and 
illegal' but the Community ignored the recommendation. Its official spokesman 
(Mr. Tran van Thinh) commented:

'no doubt India has a very strong legal position. But for the Community 
it is not a legal situation. It is an unusual and non-rational situation 
arising out of the unemployment situation currently prevailing in the 
member countries of the EEC. The situation is likely to continue for 
another four to five years'.

The restrictions remained in force and were subsequently renewed in the re­ 
negotiated MFA. In addition, similar action was taken against imports of dresses 
and some categories of shirts not hitherto restricted from the mill sector, as 
Indian dress exports to the EEC had risen from 1m in 1975 to 6.7m in the first 
nine months of 1976.

In general, implementation of the MFA left a lot to be desired from the view­ 
point of Ides; dcs had taken unilateral action to restrict imports from Ides, 
without consultation or compensation, and there had been little effective multi­ 
lateral surveillance.

(3) The 1978 MFA
It was clear in the early part of 1977 that the EEC, notably the French and 
British, was heading for renegotiation of the MFA, due to expire on 31 
December, and was firmly committed to more restrictive conditions. The use 
of safeguard restrictions, on shirts for example, illustrated both the drift of 
EEC opinion in a period of recession and the weak bargaining position of the 
Ides. Voting in the Council of Ministers on precautionary restrictive measures 
in August 1977 showed only Germany and Denmark opposed to this trend. 
The renegotiation was to take place at two levels: one in Geneva on the basic 
agreement with all parties to the MFA; and the other in Brussels, in the case of
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the EEC, on the parameters for the bilateral agreements which would be 
operated under a new MFA. The latter was to prove the decisive forum; indeed 
the EEC made it clear that if it could not get prior agreement on detailed 
ceilings there it would not renew the MFA but resort to bilateral quotas alone. 
Of the Community's conditions for MFA renewal, the most central was the 
stabilisation of all imports, with a reduction in the rate of growth of imports 
for sensitive products. Special provision would be made for the 'poorest' 
developing countries. Initially Hong Kong, Singapore, South Korea, and Macao 
were identified as dominant suppliers whose exports would therefore be most 
severely restricted. But in the negotiations which followed India was also 
defined as a dominant supplier despite its being one of the poorest Ides while 
Pakistan and Sri Lanka were treated very firmly.

In September the guidelines were fleshed out to a precise negotiating mandate 
for the bilateral agreements, including minimal 'rates of penetration' (defined 
as the share of imports in EEC consumption) for eight sensitive products at 
between 1 and 2%, 6% for non-sensitive items and 4% for an intermediate group. 
Once imports reached these rates their growth would be severely limited. Since 
the base for calculating 1978 growth was to be 1976 import figures a further 
element of restriction would be built in. The other major objective apart from 
a reduction in import growth was to be the introduction of global quotas to 
deal with 'cumulative disruption' resulting from the influence of numerous 
small, rapidly growing suppliers, including those from Lome countries. How­ 
ever the EEC's concept of 'global' was somewhat restricted-it excluded the 
United States and other dcs such as Japan.

The central issue for the Community negotiators was the alleged role played by 
Idc imports in aggravating the effects of recession in an already declining indus­ 
try. At one extreme, textile lobbyists claimed that the 400,000 jobs lost in the 
European textile and clothing industry between 1973 and 1976 was over­ 
whelmingly the fault of 'low cost' imports. But as the Commission pointed out 
in its submission to the Council of Ministers it would be wrong to attribute the 
loss of employment entirely to increased imports. Substantial improvements in 
productivity have also contributed. Between 1972 and 1974,130,000 jobs were 
lost in textiles, despite the fact that yarn and cloth output both remained at 
substantially the same level. Furthermore, 1975 was a recession year and some 
jobs would certainly have been lost without any increase in imports. 14 An 
attempt to separate these relative effects for the UK suggests that between 1970 
and 1975 jobs displaced by Idc textile imports (not for this purpose including 
EEC candidate members or Comecon) accounted for between 20% and 40%, 
depending on the statistical source used, of jobs displaced by productivity 
improvements. 15 The proportion was much less for yarns and fabrics. Three 
other points should be noted. First, the main pressure for tougher restrictions 
came from France and Britain, not from Germany, although in absolute and 
relative terms it suffered by far the most serious decline in textile employment
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in the 1973-76 period. Second, the nadir of the trade cycle had passed in 1975. 
Indices of textile and clothing production, especially in France and Italy, were 
moving upward in late 1976 and 1977, sometimes sharply, despite competition 
from imports. Third, the UK balance of trade in textiles improved sharply in 
1977 under the ceilings of the former MFA falling to -£6m (clothing -£168m) 
from -£136m (clothing -£271m) in 1976. It was the alarming 1976 figure which 
helped convert doubters (the UK Treasury for example) to the tough approach. 
Unfortunately the 1977 figures were published too late to affect the negotiating 
positions.

Apart from arguments based on temporary difficulties in Europe, others were 
used by the Commission which in effect repudiated the concept of comparative 
advantage in trade. Mr. Jenkins, in his presentation of the Commission's view on 
April 26 1977, suggested that the Community should try to evolve a long term 
policy 'to make it possible to take investment decisions without the fear of con­ 
tinual modifications in conditions of competition', and to resist the 'natural 
advantage' of certain countries notably in the clothing sector characterised by 
'extreme labour intensity, little rationalisation and low technology'. Moreover 
the textile industry could not 'be cut down below a minimum level of produc­ 
tion'. The rationale for this view of the world was never elaborated, nor what 
this 'minimum' level should be in particular sub-sectors of the industry. Nor 
were the employment implications of trying to counter 'natural advantage' by 
'an important effort on the technological level' ever spelt out.

In this argument the crucial role was undoubtedly played by the British, both 
because Britain had effectively changed sides since joining the EEC in 1973, 
and because, in employment terms, it had the largest industry in Europe. It 
acted together with France, to fight off more liberal arguments to the effect 
that the MFA be preserved in its existing form from Germany and the smaller 
countries and, outside the EEC, from the USA. The reasons for the British shift 
are many and no doubt have a good deal to do with personalities at an official 
industry and political level but two factors stand out: first, a loss of confidence 
in the British economy's ability to adjust its industrial structure and the con­ 
sequent emergence of a conservative industrial policy; second, the effective 
lobbying of the marimade fibre multinationals, ICI and Courtaulds, who were 
in deep trouble on the fibres front and anxious to secure their downstream, 
clothing, outlets. They appeared to succeed in welding the very disparate 
clothing industry together and in presenting a joint case with the unions.

At the end of 1977, and after a fierce struggle for more liberal terms, India and 
Pakistan followed Sri Lanka in signing a bilateral agreement with the EEC, 
which incorporated specific quantitative limits. They implicitly accepted the 
situation recognising the dangers should the textile trade degenerate to unregu­ 
lated warfare. In their final form the revised agreements have several features 
all of which add to their restrictiveness: as the British minister chiefly responsible
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was frank enough to admit 'the new MFA is an historic turning point in the 
fortunes of the British textile industry' 16 and the Community negotiator 
observed, 'all this amounts to a degree of protection going far beyond anything 
the clothing and textile industries have enjoyed in the past. For almost all our 
negotiating objectives were achieved'. 17 The most significant of these features 
are:

(a) The overall rate of import growth has been reduced by fixing negligible 
growth levels between as little as 0.5% and 4% pa for the eight super- 
sensitive or Group I items: cotton yarn (0.5%), woven cotton fabrics 
(0.5%); woven synthetic fabrics (2.5%); knitted underwear (shirts and T- 
shirts) (4%); knitted outerwear (jerseys and pullovers) (3%); trousers 
(3.5%); ladies' knitted or woven shirts and blouses (1.5%); men's knitted 
or woven shirts (1%). These account for 70%, by volume, of UK 'low cost' 
imports (50% for the EEC) and a significantly higher percentage of UK 
imports (and EEC imports) from the subcontinent. For Group II, another 
significant lot of 23 items, accounting for 18% of UK imports, growth is 
held at 4% on average. From the subcontinent the items involved are 
dresses, coats, knitted pyjamas, woven women's underwear, bedlinen, and 
cotton towelling. For the four other Groups there are no predetermined 
limits but a mechanism has been set up which if 'triggered' ensures the 
introduction of controls and the overall average annual growth of imports 
in these Groups may not exceed 6%. In the meantime items in these cate­ 
gories will require export certification only.

(b) The scope for exporters to diversify into unrestricted categories is 
greatly reduced by the proliferation of restrained items from the previous 
60 to 127 (and a similar near-doubling of the number of South Asian 
items affected, of which some are still quite trivial, such as manmade 
fabrics). The mechanism adopted is a 'trigger clause' system. It will be 
two or three years before the effectiveness of this system is quite clear. 
But on paper it means the following. For Group I products restraint is 
automatically imposed on existing suppliers once they supply more than 
0.5% of EEC imports and for new suppliers, more than 0.2%. For Group 
II products, the limit is 1 to 1.5% of imports, and for the other Groups, 
3 to 5,%. The true purpose of these trigger clauses is revealed by the fact 
that the UK government has asked a leading textile company, Courtaulds, 
to carry out the monitoring on its behalf, using its greater expertise, its 
computer facilities, and, doubtless, its stronger self-interest. Further, the 
mechanism for introducing controls under the trigger clauses is to be 
tightened. If the exporter does not co-operate 'voluntarily', prompt action 
can be taken unilaterally with effect retrospectively from the date of 
complaint. The trigger mechanism is regarded with particular resentment 
by the exporters. It represents a new departure from the earlier MFA in 
that no evidence of market disruption or damage need be offered. What 
the EEC refused to accept was the heavy cost which this system would
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impose on small suppliers, like Sri Lanka, whose interests had been speci­ 
fically recognised under the 1974 MFA and who need high export growth 
rates in order to develop viable scale economies; some 50-100% pa in the 
case of Sri Lanka. 18

(c) Base levels for 1978 quotas have been fixed at 1976 trade levels for the 
most sensitive items from Hong Kong, South Korea, and Taiwan. India 
and Pakistan seem not to have been too seriously damaged by this mani­ 
pulation of base levels it is the only real concession they have obtained  
but other suppliers have. Table 6.9 demonstrates the relationship between 
1977 and 1978 quota levels on textile imports from South Asia and the 
major Idc suppliers. It shows there have been significant cuts for Hong 
Kong and South Korea on important clothing items.

Table 6.9 EEC Quotas on Textile Imports of Interest to South Asia

No. Item

noriTiD T

Majoi Exporting
Countries and
South Asia

Permitted
Annual
Growth

(to 1982)

1978 quota
(under new
MFA)

1977 quota
(under old
MFA)

1. Cotton Yam

2. Woven Fabrics 
of Cotton

4. Knitted Shirts 
and T-shirts

5. Knitted Jerseys 
and Outer 
Garments

6. Men's and
Women's Trousers

7. Women's and 
Girls' Blouses 
and Shirts 
(not knitted)

India

Pakistan 
Brazil
India
Pakistan
Brazil
Hong Kong (plus
manmade fabrics)
India

Pakistan 
Sri Lanka 
Hong Kong 
South Korea
Pakistan 
Sri Lanka 
Hong Kong 
South Korea
Sri Lanka 
Hong Kong
India 
Pakistan 
Sri Lanka 
Hong Kong 
South Korea

0.5%

0.5%

4.C

3.0%

3.5

1.5%

9,000 tons

7,000
26,900
40,000 tons 
20,000 
16,500 
23,000

6.72m units

6.32m 
1m 
23m 
10m
6.3m units 
0.7m 
25.3m 
24.7m
1.6m units 
50.4m
28m units
2.67m
2.75m
30m
8.3m

limit in UK and 
Ireland only 
no limit 
28,100 tons
40,000 tons 
20,500 
18,450 
17,850

limit in UK and 
France only 
UK limit only 
no limit 
24.5m units 
10m
no limit 
no limit 
32.3m units 
27.1m
no limit 
54.9m units
24.5m units 
no limit 
no limit 
25m 
7.4m
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No. Item Major Exporting Permitted 1978 quota 1977 quota 
Countries and Annual (under new (under old 
South Asia Growth MFA) MFA) 

(to 1982)
8. Men's and

Boys' Shirts

GROUP II

9. Cotton
Towelling

15b Women's
Raincoats

19. Handkerchiefs
and Woven
Fabrics

20. Household
Linens

24. Men's Pyjamas
and Nightwear

26. Women's and
Girls' Dresses

27. Skirts

29. Women's Suits

30b Women's Under
Garments
(excluding
Nightwear)

India
Pakistan
Sri Lanka
Hong Kong
South Korea

India
Pakistan
Brazil

India
Hong Kong
South Korea

India
Hong Kong
South Korea

India
Pakistan

Pakistan

India
Hong Kong

India 
Hong Kong

India
Hong Kong

India
Hong Kong

1.0%

5.0%

4.0%

4.0%

4.0%

5.0%

2.5%

2.5%

5.0%

5.0%

24.5m units
2.4m
3.1m
48.1m
28.0m

3,600 tons
870

3,400 (plus
2,100 for
No. 20)

0.67m units
6.0m
4.0m

64.0m units
68.9m
18.0m

10,505 tons
870

0.1 33m units

6.5m units
7.9m

4.3m units 
7.0m units

0.39m units
2.0m

1.6m units
7.8m (plus
5.6m for

men)

19.4m units
no limit
no limit
65.1m
31.8m

UK limit only
no limit
6,400 tons

no limit
2.7m units
4.3m (including

boys')

52.1m units
na
na

8,540 tons
2,000
no limit

)
) India 13.2m units
) (including shirts) 
) Hong Kong 13.2m

no limit
no limit

no limit
13.5m units

Source: EEC Commission documents.

(d) There has been a considerable reduction in flexibility. For example, 
underused 1977 quotas cannot be carried over into 1978, nor can expor­ 
ters transfer unused quotas from one product category to another. Under 
Article 7 of the original India-EEC Agreement a complex set of flexibility 
provisions permitted transfers of quotas between categories, carryovers, 
borrowing from a subsequent year, and adding up to 20% of ceilings (15% 
for women's shirts and blouses). These have been tightened up for the 
1977-1982 period. In addition the burden sharing formula, which divides
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quotas between EEC members, operates as before but more restrictively, 
so that when an importing country share has been exceeded it can intro­ 
duce import controls unilaterally even when the Community has not 
fixed an overall quota ceiling for that item.

(e) Countries not subject to bilateral agreements are still counted within 
global quotas and are subject to the trigger clause. This would affect 
Bangladesh if it ever develops an export capability. (It also affects poten­ 
tial supplier countries associated to the EEC under the Lome Convention 
if these are used for transshipment or become suppliers in their own right.)

(f) The main guarantee of the effectiveness of the new controls will be a 
more elaborate system of surveillance. This will be reinforced by a system 
of double-checking. Exporters will have to obtain (from their governments) 
an export licence and certificate of origin for products subject to specific 
quotas. These documents will then be used by importers to obtain import 
licences. The earlier agreements also had a double-checking procedure but 
for a much smaller number of items.

(g) Handloom shirts, skirts, blouses, and dresses continue to face quotas 
in the absence of any means of distinction from mill-made items (though 
other items will be exempted if properly certified, presumably as long as 
import growth remains slow). The Indian government may well try to use 
the composite quotas to increase exports of mill-made, higher cost items, 
reserving a greater share of handloom products for the home market.

The effects of the renegotiated agreements on the subcontinent depend in part 
on the degree of flexibility of the exporters in boosting supplies of less sensitive 
items. We suspect that this is-low and if it were higher, the EEC would move 
quickly to cut out the 'threat', using its trigger mechanism. The outcome will 
also depend on the prospects for economic growth generally in the EEC, since 
more dynamic growth might well lead to less rigid enforcement of the trigger 
clause. As it stands at present, however, the renegotiated MFA must be counted 
as one of the most successful actions ever carried out by the protectionist lobby, 
and by the textile industry in particular. Not only have exporters lost a lot of 
ground on textiles and clothing, but they have accepted a substantial de facto 
revision of the whole concept of protection 1>yxsafeguards, with the introduction 
of the notion that high 'import penetration' rather than 'injury' is a justifiable 
basis for differential rates of permitted access. 'Import penetration' is a highly 
dubious concept. It depends on an arbitrary level of product subdivision, and 
in this case on an arbitrary choice of countries to which the measure should be 
applied. Its most obvious flaw, however, is that it takes no account of exports 
from the importing country.

The formula used to incorporate this and other innovations was expressed in a 
form of words agreed between the main exporter and importer countries at the 
GATT Textile Committee in July 1977 which provides for 'jointly agreed
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reasonable departures' from the MFA. The Community agreed that these 
'reasonable departures' 'would be temporary and the EEC shall return in the 
shortest possible time to the framework of the MFA'. The exporters clearly 
fear that now that the precedent has been created it will be used by others, 
such as the USA and Scandinavia, and in future MFA negotiations in 1981 and 
after. Moreover, the Community has made it clear that the TSB is 'an organ of 
conciliation' and 'to be distinguished from arbitral or judicial bodies'. 19 Further 
it has said that it will not accept any action by the TSB which calls into question 
the bilateral agreements. On the other hand the EEC has undertaken not to use 
Article 19 of GATT again, as it did in 1977, breaking the terms of the MFA.

Are there any redeeming features? Some South Asian officials have been 
remarkably optimistic, for example: 'as a result of the efforts of the Minister, 
Sri Lanka was able to conclude an Agreement... very satisfactory for the 
Island's textile industry ... The quotas have greatly fortified its future'! ! 20 How 
the Sri Lankan government can reconcile this observation with restrictions to 
under 5m items for the main market of an export industry with capacity closer 
to 20m units is impossible to comprehend. India has been appeased by fixing 
quotas to make it the biggest textile (not clothing) supplier to the EEC, 
supplanting Hong Kong. The relatively high base levels for quotas (for India, 
and to a lesser extent Pakistan) at least mean that for sensitive items there is 
no actual cut in import levels and, after the rapid growth of 1976, this could 
be regarded as a consolation. There now seems little hope, however, of India 
reaching its export target of Rs7.5bn (circa Slbn) for garments in 1983. But 
there is scope for increasing the unit value of exports within the quotas, since 
these now effectively guarantee a market share, as well as prevent expansion of 
it. This could be done by improving quality or even by exporters using their 
control over quotas to obtain better prices from importers. What happened in 
1976 was a hectic expansion based on cut-throat competition amongst Indian 
exporters, resulting in very narrow profit margins and lower quality. With 
restraint, Indian government regulation, and some cartelisation amongst the 
exporters, prices could be raised substantially to be passed back in higher wages, 
profits and prices for handloom cloth. Early efforts in 1978 to operate an 
export licensing system to this end were, however, proving difficult to imple­ 
ment, resulting in a pile up of stocks and the danger of non-utilisation of EEC 
quotas.

There is a recognition also that the export structure achieved under the limited 
restraints of the earlier LTA and MFA is lopsided, with far too much reliance 
on a handful of products (shirts, blouses, skirts) and a narrow fabric base, 
heavily dependent on current fashion. The most severe restraints now are on 
cloth and yarn, low unit value products which India and Pakistan will ultimately 
want to remove from their export structure, though both countries suffer 
excess capacity now and need export outlets. Within the inevitable restrictions 
of trigger mechanisms, both countries are eager to expand their exports to the
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EEC of synthetic and blended fabrics, workmen's and defence clothing. In 
addition it is worth remembering that the concept of guaranteed growth, how­ 
ever low, insulates exporters from the highly cyclical character of the textile 
market. But this is to search for a silver lining in the cloud. There is no evidence 
so far that exporters have the bargaining power or organisation to turn the 
terms of trade in this way. The benefits described above are conjectural and 
have to be set beside the definite elimination of substantial real growth in a 
crucial market.

The Administration of VERs and QRs

The mechanism for textile trade regulation is currently a hybrid combination 
of 'voluntary' export restrictions (VERs) and import quotas. Under this system 
the exporter country organises the market by issuing export licences according 
to its own criteria but up to ceilings agreed with, usually imposed by, the 
importing country. Export licences are then used by the importer for obtaining 
an import licence. Over the last twenty years the EEC textile trade has had 
various administrative regimes, depending on the product and situation, between 
total reliance on unilateral import controls (eg France in 1977) and completely 
voluntary restraints. The hybrid, or double-check, arrangement now seems firmly 
established. But the experience of various types will now be analysed.

The major difference between QRs and VERs lies in their relative effectiveness, 
the latter being less draconian. VERs depend on a system of export licensing 
generally less strictly enforced, less comprehensive, more easily evaded (by trans­ 
shipment for example) and more flexible than import controls (QRs). In the 
case of textiles, part of the aim behind the tough negotiating position of the 
EEC has been to remove this asymmetry. The other major difference is in terms 
of distributional effects. Under QRs importers should be able to capture the 
scarcity premium. 'On the other hand, under quotas allocated to exporting 
countries or under VERs, even when the VERs are reinforced by QRs in the 
importing country, the exporting country organises the market and should be 
able to gain a predominant share of (the surplus)'.21 Exporting firms, which 
lose a volume of trade from restraint, can compensate themselves by being able 
to charge higher prices. An example of a deliberate attempt to use VERs to the 
advantage of the exporter country is a system of minimum prices supported by 
an export licensing system which involves giving licences to applicants with the 
highest sale price. The favourable manipulation of the terms of trade may also 
take the form of collusion between exporter and importer, collaborating on 
the invoicing of import/export prices to avoid taxation and exchange regulations.

Apart from the general issues of principle there are a good many practical 
problems in quota administration. The first relates to ensuring full quota utili­ 
sation. Import restricting governments have no incentive to do this. Under a full 
QR system, as operated in France in 1977, import licences may even be issued
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to manufacturers competing with imports whose only interest is to destroy 
them. Under a mixed QR/VER system, however, a precondition for obtaining 
an import licence is an export licence which leaves some discretion with the 
exporting government. At the export end there is no problem of motivation, 
rather one of efficiency. The system used in India in 1978 of allocating licences 
to exporters with the highest prices was extremely disorderly: buying procedures 
were disrupted as importers did not know at what price to bid in order to secure 
contracts. A further problem was that Indian exports of cloth in particular 
became more expensive (some 5 to 7%) than those from Pakistan, which did not 
allocate export licences in the same way, and so many Indian exporters had to 
wait until Pakistan had used up its EEC quota to receive orders from EEC 
importers. Finally, speculators used fake contracts showing artificially high 
prices to corner the supply of licences and by the end of the year a number 
remained unused though there were still bona fide exporters seeking permission 
to export. In recognition of these problems the Indian government introduced 
in 1979 a new system: some licences will be allocated on the basis of ready 
goods, some on the basis of firm contracts, and the remainder on the basis of 
highest price. Furthermore exporters will face penalties if they fail to use their 
licences within a certain period. A second set of practical problems is the time 
period between request for an import licence and its issue. Importing govern­ 
ments wishing to be difficult can prolong this procedure at the end of the year 
to ensure non-fulfilment of quotas. Our contacts in Germany and France said 
that they frequently experienced three-month delays. One minor advance under 
the revised MFA is that importers have been set a time limit of six weeks to 
utilise quotas. If not used by the end of this period the licences are allocated 
to other importers.

A third set of difficulties arises when there is a substantial discrepancy between 
the volumes licensed to exporters and to importers, for example by the exporter 
government trying to exceed its quota. In practice this problem has occurred 
more frequently when, due to emergency action in mid year, as may increasingly 
happen under the trigger clause, export goods are licensed, paid for and des­ 
patched but unable to obtain import licences as the quota has expired. This 
occurred in 1977 when shirts and T-shirts were subject to emergency action. 
The British and Germans took a liberal view in cases where letters of credit had 
been entered into, but the French required the goods to be held in bond until 
the next year, when fashion had changed, and importers lost heavily.

Fourth, where quantity import controls are imposed without voluntary restraints 
(as can happen under the MFA when export licensing has been disorganised as 
with Pakistan in 1978) then the importing country government has to devise a 
system of allocating licences amongst importers to replace the system under 
VERs where the importers are selected by the exporters. Essentially, there are 
two methods. One is the first come-first served principle. The second is based 
on historic market shares, as happened recently with shirts in the UK. This has



161

the advantages over the first of predictability, of permitting greater planning, 
of fairness, and of avoiding the costs of queueing. Disadvantages are the admini­ 
strative effort, therefore delays, required to compute shares, the tendency to 
contribute to trade in licences (which is not always stabilising) when some 
importers have no need for them and others are short, and finally the exclusion 
of new importers.

Fifth, there is abundant scope for varying interpretation of different product 
categories, which will be compounded now that 127 categories are involved. 
West German customs are regarded as particularly liberal in accepting the 
exporters' own classification. The French by contrast are reported to use a good 
deal of discretion to reclassify in a restrictive sense. This kind of issue presents 
itself when for example the quota for ladies' shirts is exhausted and exporters 
sew buttons on the 'wrong' side to get them under the men's category, though 
clearly they are designed for female body sizes. Similarly the quota on skirts 
has been circumvented by adding a simple waistcoat and calling the outfit a 
'suit'. The major problem has arisen over handlooms as already described. 
Various customs authorities differed in their interpretation, before a blanket 
quota was imposed; the UK for example accepted machine sewn buttons or 
embroidery but not France or Italy. Customs authorities have also varied in 
their enthusiasm for enforcing the Community requirement for handloom/ 
handicraft certificates, in five languages (presumably eight after enlargement)! 
Documentation, generally, is a prolific source of misunderstanding and delay 
(since rejected applications have to go through the procedure again).

In almost every respect the new MFA will make administrative difficulties 
worse, because of the proliferation of restrained categories, because of uncer­ 
tainties inherent in the trigger mechanism and also because, in addition to other 
requirements, exporters are now required to produce a certificate of origin to 
prevent trans-shipment.

Finally there is the connection, or lack of it, between VER/QR policy and the 
GSP, which results in a parallel and duplicate system of certificates and appro­ 
vals. As we explained in Chapter 3 the GSP on textiles is for most items of no 
benefit since, if a product is under QRs, tariff reductions cannot be used for 
expanding export volume, though the possibility of windfall gains and occa­ 
sionally cheaper prices might attract importers to buy from Ides in the few 
cases when QRs or VERs are underused. Also the tariff quotas for many items 
are so trivially small that they are often exhausted within a few hours of the 
new year, which is a possible small bonus for importers but of no real signifi­ 
cance for exporters since the importer has, in a climate of uncertainty, to fix 
his contracts to include duty. In general, tariff quotas for products under 
restraint are a totally unnecessary bureaucratic obstruction which contradict 
the basic understanding behind VERs that the exporters, however restrained, 
should at least be able to obtain maximum unit value. The sole reason for
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retaining tariffs for such products is psychological; producers fear that tariff 
removal will open the door to liberalisation and stimulate consumer awareness 
of the existence of 'cheap' imports.

A Way Forward?

The prospects for an improvement in the access of South Asian textile products 
to the EEC market are dim, at least in the short-term. Over the next few years 
South Asian and other producers are likely to be fighting a rearguard action to 
protect their already diminished access against promiscuous and restrictive use 
of the trigger clause on currently less sensitive items, and to utilise their quotas 
in the face of newly imposed bureaucratic impediments at both ends. Even the 
next renegotiation of the MFA seems a depressing prospect, since the European 
industry now has the trade tied up, and there are few if any precedents for 
spontaneous unilateral liberalisation. Moreover, the whole thrust of the 1977 
renegotiation was to create a framework of long-term security for the European 
industry, to facilitate new investment, not painless euthanasia. This was under­ 
lined by the exceptionally severe restraints placed on items such as mass pro­ 
duced men's shirts for which under no foreseeable circumstances will the 
European industry be able to develop technologies to compete with Ides. In 
these circumstances it is easy, but facile, to counsel despair and suggest that 
little or nothing can be done. After all, for Pakistan and India, clothing and 
textiles still account for over half of manufactured exports, and clothing exports 
represent one of the few areas where manufacturing exports promise really 
major employment gains. Moreover, unlike Korea, Singapore and Hong Kong, 
South Asian wages and factor endowments indicate that clothing is one area 
where comparative advantage is not changing to the subcontinent's disadvantage.

The first, rather obvious tactic is to seek to work within the MFA to exploit 
quotas to the full, to maximise unit value within them through quality improve­ 
ment and discipline amongst producers, and to develop whatever unrestrained 
lines of production offer possibilities. Further, the countries should keep textiles 
and clothing firmly at the top of the agenda in all talks with the Community 
members on economic co-operation or other matters. This might not always be 
immediately productive, but might ultimately produce some raising of quotas, 
if pushed hard enough.

The second approach is much bolder: in effect to offer the Community a reci­ 
procal deal on textiles. At present India and Pakistan maintain rigid protection 
of both their cotton and synthetic fibre, yarn, fabric, and textile machinery 
sectors, in none of which they have an obvious comparative advantage. It is at 
least possible that they could offer better access for European exporters in these 
areas in return for better access for Indian/Pakistani clothing exporters in the 
EEC. India is in a particularly good position to try this. It is attempting to 
liberalise imports generally, but has so far not dared to risk the wrath of its own
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competing producers in sensitive areas like textile machinery. Its adjustment 
problems in these areas could be presented as comparable to those of European 
producers facing Indian competition. At present, liberalisation proceeds by 
putting products on Open General Licence and there is no reason why procure­ 
ments of imports should be made in Europe. But the licensing system is such 
that European suppliers could be favoured if it were in India's or Pakistan's 
interest. Such a bilateral deal would normally go against the 'non-discrimination' 
rules of GATT and would therefore risk the retaliation of those trading partners 
who found themselves excluded from it. In the case of textiles, however, where 
international trade has degenerated, even if formally remaining under GATT 
rules, into a series of bilateral agreements dictated mainly by political interest, 
this type of arrangement may be one way for Pakistan and India to maximise 
their export earnings from textiles. It could not be narrowly reciprocal since 
the scope for Indian, let alone Pakistani, textile imports is not great, and much 
of its imports are in any event aid financed. But it would be a significant ges­ 
ture which would go some way to meet the interests of the European producers, 
especially the man-made fibre producers who, despite their multinational 
character, see little self-interest at present in accommodating trade with third 
world producers.

Third, there should perhaps be some consideration of relating textiles to wider 
issues of North-South bargaining. There is a striking contrast between the Idc 
Group of 77's energetic attempts to launch commodity agreements, from which 
Pakistan and India as net raw material importers have little to gain (and possibly 
something to lose, if the agreements are more successfully price raising for their 
raw material imports than exports), and an apparent lack of interest in issues of 
market access for products such as textiles. The particular interests of these two 
countries (and even Sri Lanka if its exports continue to diversify) might lie in 
concerted action with countries like Germany which appear to share their prio­ 
rities. It is not clear that North-South bargaining will produce much, if anything, 
but the textile exporters and dcs sensitive to consumer interests need at least to 
ensure that their current 'losses' in this field are not forgotten in any 'trade off 
that does materialise.

Fourth, there may be scope for concerted action with other textile exporters 
to try to turn the terms of trade and co-ordinate tactics. Hitherto the South 
Asians have tried to distance themselves from the Far Eastern producers, feeling 
that the sympathy which they earn as 'the poorest', in the OECD world, is of 
some tangible advantage; in the 1977 renegotiations, India in particular was able 
to obtain slightly better terms. This may however be an illusory gain, and the 
treatment of Sri Lanka suggests that sentiment plays small part in EEC thinking. 
In these circumstances, and faced with the effective elimination of much of the 
potential for price competition under a regime of fixed quotas, there may be 
scope for a concerted effort to raise prices of restrained categories in parallel 
through an association of textile exporters. More ambitiously, the countries
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concerned, the South Asian, ASEAN and Far Eastern groupings, plus Brazil and 
Egypt, could consider exploiting jointly their one major bargaining counter 
which is (collectively) an extremely large market for Western goods. For 
example they could use big public sector contracts to discriminate in favour of 
EEC countries, or others, pursuing a helpful line on textile access, and working 
together to back up individual members which find themselves as a result in 
conflict. This may seem at present somewhat unreal, but even the fact of con­ 
tingency planning being made would give pause for thought in Europe. More 
modestly, there is a great deal of scope for such an association working on con­ 
certed lobbying and publicity in the EEC, in preparation for what will almost 
certainly be a succession of difficult negotiations in the 1980s. In the last rounds 
the exporters' case and, indeed, the European consumers' case, went largely by 
default, except as special pleading by individual Ides. There is need now to pre­ 
pare the political ground for a campaign to make protection limited in time, 
and to phase out restrictions gradually. The main thrust of this campaign would 
be to establish a coalition with consumer interests. As Table 6.10 shows the 
inflation in costs in Europe as a result of protection is prodigious (though price 
disparities may well disguise quality differences).

Finally there may be scope for Ides, including the South Asians, to consolidate 
their position in European markets by having nationals or government organisa­ 
tions acquiring a part-or whole-ownership share in the clothing importing and 
retail business in Europe. It is likely that the value added here is greater than in 
the production process itself. Although India is beginning to consider small 
foreign investments, this is a more productive approach for countries like 
Singapore, or possible Singapore and the South Asians working together. Having 
an interest in distribution would also help in lobbying where exporters, having 
to act at arm's length and representing no local interest, are at a disadvantage.

On the EEC side it is important not to lose sight of the possible role of the 
Community in restructuring as well as protecting a problem industry in the 
manner of steel or shipbuilding. The original Commission submission to the 
Council stressed the need for the Community to make use of the social fund 
for retraining and the Community Research Programme for developing new 
technologies and new products.

Although it is necessary to refer to the total magnitude of the EEC 'adjustment 
problem', for textiles, the kind of changes which the four South Asian countries 
might reasonably expect to obtain would have a very small effect on EEC 
employment. Suppose, for example, that the EEC could be persuaded to allow 
special dispensation for the msas (the four South Asians plus Egypt are the only 
ones concerned in current textile arrangements) to the effect that they were to 
be allowed to retain 6% annual permitted growth in the seven highly sensitive 
categories. This is still not particularly generous to the small suppliers, notably 
Sri Lanka, and it also fails to tackle the issues of restrictive definition of skirts
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and dresses made largely if not exclusively of handloom fabric and by handicraft 
methods. But it is a minimal gesture which the Community could make to the 
msas in recognition of the fact that their relatively unsophisticated, non-factory, 
clothing producers are likely to be unable to diversify from 'sensitive' items. 
Acceptance of a 6% growth rate for categories 3-8 under the Community agree­ 
ment would mean (by 1982) an additional import from South Asia of 1.7m T- 
shirts, 135,000 knitted jerseys (from Pakistan alone), 160,000 women's trousers 
(Sri Lanka), 4m women's skirts and 3.6m men's shirts. Converting to tonnages 
at the agreed rate, this is an extra annual 1,800 tonnes of clothes by 1982 (India 
1,380, Pakistan 240, Sri Lanka 180). Using the Community's own estimates of 
current job equivalents,22 this is roughly equal to (directly and indirectly) a loss 
of 3,000 jobs spread through the Community.

The position for textile fabrics is a little more serious. A 6% growth rate would 
entail approximately 10,000 tons more from India by 1982, and 5,000 tons 
from Pakistan. Using the Community's own estimate of 1,000 tons of fabric 
requiring the employment of on average 460 persons, the static (current) job 
equivalent of the additional imports from South Asia is 7,000. 10,000 jobs lost 
suddenly in a concentrated locality could represent a human tragedy. But spread 
over five years and through the whole EEC, the figure pales to total insignificance 
by comparison with the likely turnover of labour, or those likely to be displaced 
by technical innovation. There would, of course, be gains, which are not calcu­ 
lated, in terms of additional European export orders from the subcontinent. 
The other side of the coin is the likely gain in employment in the subcontinent, 
remembering that with the current rural and small scale technologies labour 
productivity in clothing is inferior to average European levels by 20 or 25 to 1, 
perhaps 5 or 6 to 1 in the mills. Thus a very modest package of adjustments to 
the growth levels under the MFA still leaving comprehensive and, by comparison 
with other product areas, severe controls, could be worth 100,000 jobs to the 
subcontinent while causing little by way of an adjustment problem in Europe.
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7 Conclusions and Future Prospects

The authors have become increasingly conscious, working through the subject, 
of the dangers of an over simple approach to commercial policy issues between 
the EEC and South Asia. South Asian exports are often subject to a double or 
triple 'bind'. Tariff liberalisation may simply lead to the substitution of non- 
tariff barriers whose ad valorem tariff equivalent is greater than the original 
tariff. But then the elimination of the non-tariff access barriers could reveal 
fundamental inadequacies in supply or marketing. To attack the problem on 
one level only is likely to be unproductive. In terms of relative priority, tariffs 
were shown to be of modest importance overall and significant only for a small 
number of items. We estimated that complete tariff elimination in all dutiable 
items except textiles could raise South Asian annual earnings of exports to the 
EEC by approximately 3.5% over a period of several years with very little of 
this accruing to Bangladesh and Sri Lanka. But like all studies based on static 
analysis our findings may be too conservative. There is, in any case, no doubt 
that tariffs are potentially a significant barrier to the export of important 
products such as shoes, carpets, and tobacco, all of which are 'sensitive' in the 
GSP scheme. NTBs are, almost certainly, much more important as a deterrent 
to trade. This is mainly because of the effect of quantity restraints on the 
export of cotton textiles, garments, and jute. These are not only important 
exports to South Asia, and India and Pakistan in particular, but the tariff 
equivalent of the restraints is exceptionally high. It is however extremely diffi­ 
cult to put a figure on the magnitude of NTB restrictions. Some of these barriers 
are not intentionally trade restricting and probably justified (eg health checks); 
others are non-discriminatory (eg government procurement preference for home 
industries, excise duties on tea and tobacco); some imagined NTBs are the pro­ 
duct of simple inexperience or carelessness on the part of exporters. It is difficult 
to enumerate NTBs let alone to quantify their effect on trade.

Even if tariff barriers and NTBs could be stripped away, supply problems 
remain. Our study has been demand based but we are well aware of the magni­ 
tude of the difficulties involved in these countries taking advantage of market 
opportunities. One estimate, by the World Bank, is that South Asia would double 
its manufactured exports, currently about a quarter of all exports from the 
region, by 1985, if it adopted a package of improved export policies.

But this is not an argument for playing down the access issue. Access and supply 
are closely related. The four South Asian countries are currently moving towards 
policies which favour greater export growth, especially Bangladesh and Sri Lanka, 
while India's export policies and performance have already been transformed 
since the 1960s. But the effectiveness of these policies depends heavily on con­ 
fidence, notably on the willingness of domestic and foreign entrepreneurs to
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commit themselves to investment in export capacity, and on the ability of the 
South Asian governments to sustain a consensus amongst their own decision 
makers. An outburst of EEC protectionism along MFA lines, or conversely a 
firm move to liberalisation, could have a decisive effect on confidence at the 
present stage. It may be that because of this confidence factor we have ourselves 
underestimated the value of qualified advances already made on access, notably 
under the GSP, even though these are not binding. In addition, access barriers 
and their liberalisation tend to be subject to a 'domino effect' in the main OECD 
markets. For obvious reasons, importing countries do not like to give trade con­ 
cessions to third countries which are not matched by those of trade rivals. 
Conversely protectionist measures are quickly emulated. For example, following 
the recent EEC textile renegotiations the hitherto liberal Scandinavians demanded 
terms comparable to the EEC. As the world's main trading bloc, the EEC sets 
the tone not only for the rest of Europe but in part for the USA, Australasia 
and Japan. Finally, our general observations obscure the importance of access 
barriers for particular products of great importance to the economies covered. In 
the case of clothing, jute products, processed leather and tobacco, South Asian 
exports face significant barriers. All of these provide opportunities for labour 
intensive techniques of production, generating employment far in excess of 
comparable industries in Europe. In extreme cases, such as garments, perhaps 
twenty or more workers are employed in South Asia to produce the same 
tonnage as one worker in Europe.

South Asian National and Regional Interests

We have hitherto treated the South Asian countries as a group. It is easy to 
visualise the benefits which could flow from a better understanding in the sub­ 
continent over trade policy: a less fragmented and more coherent approach to 
jute marketing by India and Bangladesh, and to tea by India and Sri Lanka, 
greater intra-regional trade flows, as well as the effect of all this on reducing 
dangerous and costly political divisions. The collaboration of South Asian 
diplomats and politicians in Brussels notably over GSP is a small but very useful 
step in that direction. It also, has specific tactical advantages in dealing with the 
EEC. A smaller country such as Sri Lanka might otherwise have attracted little 
attention. For India (like Nigeria in the ACP group) there is political kudos to 
be derived from using its influence on behalf of smaller neighbours, and the 
practical advantage that for almost every product in which it has an interest 
one or other of the remaining three countries can give support. For Pakistan, 
whose access problems are most intractable (textiles and CAP products 
dominating), and which would achieve little or nothing in isolation, there may 
also be advantages in solidarity. Collaboration could be taken much further: 
by working together in the promotion of trade with the EEC; common use of 
warehousing and importing facuities to take advantage of the GSP; producing 
goods together which they could ask the EEC to treat as having common 
'origin' under the GSP rules of origin; closer co-ordination of the work of the
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Joint Commissions (eg, dealing with jute, leather, and marine products sub- 
regionally rather than nationally). 1 Nor is there any reason why co-operation 
should stop at these four countries. Smaller Asian countries, Afghanistan and 
Burma, for example, have negligible status, dealing in isolation with the EEC. 
The efforts of the South Asian and ASEAN countries could also be co-ordinated 
more closely.

There are of course political constraints, possibly overriding, which will cut 
across these efforts. And there are specific national interests which need to be 
spelt out.

Bangladesh has one major access problem and dispute with the EEC concerning 
jute. We believe that research has now removed any serious credibility in the 
case for continued protection of the European jute industry. The European jute 
industry no longer exists as such having adjusted, almost completely, to the pro­ 
duction of polypropylene substitutes, where this is economic. Although this 
substitution has not helped the European jute work-force it has provided an 
alternative future for the firms which employed them. To remove all remaining 
access barriers would at worse displace half of the remaining EEC jute pro­ 
cessing production, which is expected on present trends to provide jobs for no 
more than 3,000 to 4,000 in the whole of the EEC in 1980. For Bangladesh 
which exports raw jute as well as products, the issue of EEC protection of pro­ 
cessing is less clear than for India, though differences could be exaggerated since 
protection of jute processing in Europe has hastened substitution by synthetics, 
diminishing the market for raw jute also. Amongst other products which still 
face tariff barriers, Bangladesh is interested in expanding existing exports of 
tanned goat and bovine leather (not in the GSP), and fish and shrimps (tariff 
reduced under the GSP). Potential exports include paper, some fruit and 
vegetables, woollen carpets and cotton textiles all of which are dutiable or face 
NTBs. But, for Bangladesh, supply problems are very severe for all of these 
actual or potential exports most of which require new investment, technical 
advice, assistance with management, and more regular raw material supplies. 
In terms of bargaining with the EEC for better access, aid, or technical help, 
Bangladesh has two advantages over the other South Asians. First, it is the only 
one classified as 'least developed'. Second, it has already given the Community 
what the latter wants by way of reciprocal concessions-generous treatment of 
foreign investment and written agreement on certain forms of 'raw material 
access'.

Sri Lanka has ambitious plans to diversify its exports, but most actual or poten­ 
tial exports are non-dutiable and not affected by NTBs. Exceptions are coconut 
oil for which, despite GSP tariff cuts, effective protection of European refining 
has remained unchanged, tobacco (a sensitive GSP product), marine products 
(tariffs cut under the GSP) and several items which have benefited from tariff 
cuts under the GSP or MTN, but still face a preferential tariff handicap against 
Lome suppliers, notably cocoa beans and cinnamon. Tariffs exist on potential
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exports also, notably spices nutmeg and pepper (both reduced under the GSP), 
fruit juice, tinned fruit and footwear. But the real problem isgarments where, as 
a small but rapidly expanding supplier, it was dealt with harshly under the 1977 
MFA renegotiations. A priority is to get its 'sensitive' quotas raised to something 
corresponding more closely to its existing capacity. Like Bangladesh it needs 
capital and technical help to set up new export capacity, and has already taken 
significant steps to reform its own trade and foreign investment policies.

Pakistan is seriously affected by EEC access barriers, notably on textiles and 
clothing but especially millmade cotton fabrics. Since this is perhaps the most 
sensitive of a highly sensitive category of imports few concessions can be 
expected, and Pakistan might do better to concentrate on asking the EEC to 
liberalise its imports of garments which, as in India, are a major source of rural 
employment. Nor are there good prospects for removing tariff and levy barriers 
on molasses, basmati rice and rice extracts, though there is still a strong case for 
tariff liberalisation especially of the massive molasses tariff (65%) and of the 
tariff on basmati rice, which has a specialised demand. Other priorities for 
Pakistan are zero tariffs on fish products and leather, increasing the tariff quota 
on tobacco, and more generous treatment under the GSP of its exports of sen­ 
sitive items, such as sports goods and non-leather footwear. Finally, there is now 
a threat of high tariffs on its hand-made carpets, where the issue is more one of 
unfortunate classification of its specialities than the general principle of carpet 
tariffs. Pakistan has perhaps the most difficult problem in negotiating better 
access. Its main arguments in seeking special consideration are the serious balance 
of payments position which it shares with other msas, and its large trade deficit 
with the EEC.

India has a somewhat longer shopping list, but somewhat larger bargaining 
resources to secure it. In terms of priorities the major barriers are QRs on 
clothing and textiles, notably on the former. This is partly a question of ceilings 
and permitted growth rates, partly a question of the classification of handloom 
products. Next in importance is the need for increasing the tariff quota and 
reducing the GSP tariff on tobacco and increasing the tariff quota or reducing 
the high GET on knotted hand-made carpets which are probably wrongly classi­ 
fied. Other important and hitherto unresolved access issues for India are QRs 
on jute products, duties on tanned leather, duties on various vegetable oils 
notably castor oil, health regulations on oilcake, GSP duties on fish products 
and crustaceans, the same problems as Pakistan with CAP products, notably 
maize and rice extracts, duties on various spices, fruits and vegetables (eg 
pepper, mangoes, walnuts) and more generous treatment under GSP of various 
manufactured items such as sports goods and some electrical items and cutlery. 
India's claim for generous treatment stems primarily from its status, like the 
others, as a msa. The benefits which would accrue to large numbers of unskilled 
workers, many rural, from liberalisation of access for garments, carpets, tobacco, 
and leather is fully consistent with the type of development strategy western
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countries are encouraging Ides to adopt. It also commands attention for political 
reasons. India's geopolitical importance and its attraction to western democracies 
are compelling but it has been unable (at least in the last two years and perhaps 
for no fault of its own) to translate expressions of goodwill into specific and 
hard concessions in key issues. This is despite a large order for Harrier jets and 
other indications that India has a great deal to offer Western businessmen and 
governments. Apart from the general reluctance of the EEC countries to concede 
anything in trade terms in the present economic climate, specific reasons include 
India's satisfactory trade position (now deteriorating), its substantial trade sur­ 
plus with Britain, and its uncomprising stand in areas where the Community is 
looking for signs of reciprocity (raw material supplies or access for foreign 
investment).

Future Relationships
One general consideration facing all four countries is the extent to which they 
can secure advantages beyond those obtaining from general goodwill, by seeking 
to bargain away what they themselves have to offer by way of their own market 
access. As mentioned in Chapter 6 in the case of textiles this could be on a 
bilateral basis, but the argument applies more generally. For example India could 
improve access to its market for dc leather tanning and shoemaking machinery 
in return for concessions on Indian tanned leather and shoes. Regular supplies 
of raw materials and access to foreign investment could also be guaranteed. We 
have also heard, but this has yet to be confirmed, that India and Pakistan have 
secured concessions in principle at the MTN on one or two items (eg sports 
goods) in return for modest reciprocal offers. An increasing number of writers 
have sought to present North-South relations as a bargain or 'game' in which the 
South can strengthen its hand by acknowledging the merit of 'reciprocity'.2 
This would also correspond to present EEC official thinking. However South 
Asians might still be sceptical; there is no evidence so far that Bangladesh has 
benefited much from concessions already made in the terms of its formal co­ 
operation agreement, or Hong Kong and Singapore from the unrestricted access 
which they offer (though admittedly these concessions were not made as part 
of any bargain). Another illuminating experience was the recent set of EEC 
negotiations with Australia, a country which can offer the Community rather 
more (and'hurt it more) than the South Asian countries by the restriction of 
raw material supplies, notably of uranium, reciprocal trade measures and invest­ 
ment opportunities. Attempts by Australia to link these issues with its demands 
for better access for its agricultural exports to the EEC seem to have failed. 
Two lessons might be learned from that experience. One was the excessive 
dependence of Commonwealth countries on British patronage in the EEC. 
Britain's influence in the EEC on most matters which do not currently affect 
the interests of its own producers seems weak, and moreover it is going through 
a highly protectionist phase. The Indians have begun to acquire German allies 
but unless the South Asian countries acquire powerful friends in France, Italy,
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and Belgium, they will continue to be frustrated. A second lesson is that the 
Community is probably incapable, for institutional reasons, of making the 
pragmatic trade-offs required (eg uranium guarantees against access for mutton, 
access for capital goods against access for shirts, flexible treatment of German 
investors under Indian foreign exchange rules against access for tobacco). Such 
understandings are perhaps only possible if they are consistent with a written 
set of rules and obligations such as those of a structured and formal arrangement 
such as the Lome Convention. This raises the issue of what kind of institutional 
arrangement the South Asians can reasonably expect in future.

Lome Extension?

Most of South Asia's access difficulties would be simply resolved if the trade 
provisions of Lome were to be extended to them. The disabilities flowing from 
its exclusion are now becoming more obvious: the GSP has lost its dynamism 
and the CCAs are proving devoid of real content. Is there a case for accommo­ 
dating the South Asians in a renegotiated Convention?

In the first place, it is extremely unlikely that India would wish to be part of a 
Lome type of arrangement, and none of the four countries have in fact applied 
to join. Even if they did, strong objections would be raised to all except possibly 
Sri Lanka. The first objection from Lome members would be that the populous 
Asian countries would swallow up large chunks of the modest Lome aid budget 
(3.5bn ua over four years including Stabex contributions (350 mua) and aid to 
overseas territories (160 mua)). If existing levels of aid per capita were to be 
maintained another 9.5bn ua p.a. would have to be found. The second would be 
to question the logic of admitting four poor South Asian countries while 
excluding others in Asia (eg Burma), in Latin America (eg Honduras, Haiti) and 
elsewhere (North Yemen). The fact that Lome's present membership has little 
logic is now obscured by force of precedent. Finally, there is the fear that the 
Indians in particular, with an economy so much larger and more sophisticated 
than those of existing members, would simply monopolise the trade advantages 
of the group.

But the problem remains. If the Lome Convention is to perform the function 
originally intended, of a laboratory within which the Community can test its 
third world policies before implementing them globally, it will have to show 
signs of passing beyond the experimental phase, if not at this renegotiation 
then at the next. Some kind of bridging arrangement is required.

Special EEC Package for Low Income msas
The Community should, we believe, offer a special package of trade and aid 
measures to span the period of Lome II, covering those of the poorer Ides, not 
only in South Asia, currently excluded from it. We have deliberately suggested
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that the emphasis of the package should be on access rather than aid provisions. 
We have done so because in the long run a deeper economic relationship between 
the two groups of countries is only likely to emerge from an awareness of mutual   
self-interest. This is more likely to be generated through two-way trade than from 
an aid relationship. Also the governments of the four countries concerned naturally 
prefer to earn their way in the world without strings when the capacity exists for 
them to do so. This is most evident in the case of India, which has difficulty at 
present in absorbing the aid which it is offered and which has an explicit target 
of independence from aid. It is, perhaps, least true for Bangladesh.

(1) The centre piece of the policy which we might call the Colombo 
Convention would be parity in terms of access with Lome countries for 
manufactures and processed foodstuffs. In tariff terms this would mean 
lifting ceilings and tariff quota limitations under the GSP from Colombo 
products and reducing duties on currently dutiable items: tobacco, fish 
products etc. The Community might feel that this grossly compromised 
their 'sensitive' industries. If so, tariff ceilings and quotas on middle income 
suppliers might be adjusted accordingly. But the limited volume of com­ 
petitive trade which would be generated scarcely seems to justify this. 
For QR items, notably textiles and clothing, we expect that the Community 
would insist on retaining ceilings (as with Lome sugar and rum). But in 
principle Colombo countries would be treated more generously in terms 
of quota levels and growth rates even within existing global quotas for 
super-sensitive items.

(2) On aid, the Community has now conceded the principle of aid to non- 
associates going beyond food aid. The sums are still of miserly proportions 
(20 mua in 1976,45 mua in 1977,70 mua in 1978). But it would be 
reasonable to expect that Lome countries would look askance at a sub­ 
stantial increase of this aid, if the South Asian countries were also to share 
their trade preferences. A formula which might get over this would be to 
allocate an overwhelming proportion of non-associate aid to 'least 
developed' Ides within the Colombo group, ie, Bangladesh in South Asia. 
India and Pakistan should be sophisticated enough to realise that they 
would not lose much, since EDF aid is transferred in large part from 
national aid budgets, and that trade concessions are more important, even 
if of modest value, since they would be permanent and represent free 
foreign exchange.

(3) It is unlikely that Stabex would be extended to South Asia. It is an 
idea which the Community is trying to propagate in the belief that com­ 
pensatory finance is a superior device for dealing with commodity mai!.. 
instability than buffer stocks. But so far the Community is not willing to 
back its ideas with more money.

(4) The industrial co-operation provisions of Lom6, which amount to a 
combination of technical assistance and 'broking' for foreign investment
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could easily be generalised to a larger group. The objective is, primarily, 
to facilitate foreign investment by European companies. The Community 
might, therefore, wish to tie eligibility for use of the Centre for Industrial 
Development to Lome, and other, countries which give investment guaran­ 
tees. Sri Lanka and Bangladesh would probably wish to take advantage of 
such terms. Of more value to those countries, however, would be the long 
promised trade centre to help them pick their way through the various 
rules, regulations, and NTBs in the field of standards, certification, and 
customs valuation, and to help them with information to maximise gains 
from the GSP and other access provisions. Eligibility for this special package 
of measures could be drawn from (1) countries satisfying a low income 
criterion (taking the current World Bank level of less than $265 annual per 
capita income in 1975) and/or (2) msas. As Table 7.1 shows the groupings 
substantially overlap except that the former includes Indonesia but not the 
latter, while the latter includes Egypt but not the former. Political consi­ 
derations would dictate a wide or narrow definition of eligibility and also 
the position of the five (more or less) Communist states. There would be 
pressure from the more conservative Community members and interest 
groups to restrict such an offer to the 'least developed' non-associates, a 
definition so limited as to be of negligible value.

Table 7.1 Non-Lome Idcs Classification of the Poorest Countries

(1) Poorest (under $265 annual per (2) Msas
capita income) as under (1) less Indonesia (and

Afghanistan* Laos Timor)
Bangladesh* Maldives* Bhutan
Bhutan* Nepal* Maldives
Burma Pakistan Vietnam

Cambodia Sri Lanka plus Egypt
Haiti* Vietnam El Salvador
India N. Yemen* Guatemala
Indonesia (and Timor) S. Yemen* Honduras

Note: Asterisk indicates 'least developed' status.

The most serious criticism of such a package approach is that it further 
fragments the international trading system, moving away from general 
rules applicable to all countries, or at least all Ides. That would be a valid 
criticism but one which ignores the present reality of Lome, Mediterranean 
arrangements, and the labyrinthine complexity of the EEC's GSP. If the 
Community is to cling to these discriminatory arrangements, as it seems, 
wrong-headedly in our view, determined to do, there is a strong case for 
getting it to establish clear, equitable and developmentally sound criteria
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of eligibility. Nor is there much prospect that the MTNs are likely to 
produce much of value to the poorest developing countries. They will 
benefit indirectly from tariff cuts, but the tropical products' offer has so 
far been derisory and they, like other Ides, are threatened by the new, 
more selective, safeguard clause likely to emerge. This increases the 
attraction of trying to make progress with the EEC bilaterally.

Ad hoc Adaptation

If inertia or opposition rule out a bold approach to the problems of the low 
income non-associates they will have to make do with minor adaptations of 
existing arrangements. The two most important are the GSP and the MFA. We 
have already explained in Chapter 3 and Chapter 6 how we would like to see 
these improved. The most immediate priority however relates to the CCAs which 
are to be renegotiated soon, beginning in 1979 with the EEC-India CCA, followed 
in 1980 by the EEC-Sri Lanka CCA, and in 1981 the EEC-Pakistan and EEC- 
Bangladesh CCAs. It is worth recalling the kind of objectives which were envisaged, 
when the CCAs were being drafted, by two writers committed to a meaningful 
Indo-EEC agreement: 3

'(1) Initially, targets for total levels of India-EEC trade should be set, 
aiming at a balanced expansion with eased access to markets on both 
sides. A suitable target, given the low initial levels of trade and the size 
and prospects of the Indian and EEC economies, would be a tripling of 
the real 1973 value of trade in both directions by 1980.

(2) Within these overall targets, the products in which Indian exports to 
the Community and EEC exports to India should grow most rapidly should 
be identified as closely as possible on the basis of market demand and 
economic complementarity.

(3) Firms and workers which"lose"as a result of the creation of new trade 
should receive grants to adapt to new lines of production, along with other 
measures of "adjustment assistance" undertaken in both India and the 
EEC; this might be partly financed by domestic taxes on goods falling 
into the liberalised categories.

(4) Some aid funds should be devoted to helping India to set up the new 
capacity required to meet the expected EEC requirements under (2) above 
and, where necessary, to assisting Indian firms (public and private) and 
Industrial research and marketing organisations with the problems of 
marketing, delivery, and other aspects of expanding sales to the EEC 
market.'

Of these various tasks the Indian agreement has tackled (2), through a report by 
a team of consultants (A.S. Consultants Multinational Inc.), although Community 
commitment to its defined areas of 'economic complementarity' is not yet clear.
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The other three points have as yet been scarcely considered. Nor have any of 
the four been seriously tackled under the other South Asian CCAs. Let us con­ 
sider these various possible roles:

(1) Trade targets: the initial reaction of most businessmen to such an 
approach would probably be negative. They would argue that planning 
of trade within specified ceilings smacks of bureaucratic control, could 
be restrictive rather than expansionary, and generally suggests a form of 
East European barter alien to EEC practice and current intellectual fashion 
in South Asia. However purely indicative targets for the nine EEC states 
both as a whole and individually could be useful as a benchmark of per­ 
formance. They would also oblige Community members to make clear in 
what areas trade expansion would be welcomed rather than restricted. 
And they would force the South Asians, especially India, to think in terms 
of 'reciprocity' in market access, both in aggregate flows and specific 
sectors such as textiles. Such an approach could, in sensible hands, be 
practically useful rather than dogmatically dirigiste.

(2) 'Complementarity': the problem here is threefold. First the Community 
has to be persuaded to accept a concept of complementarity which is 
somewhat more sophisticated than the raw materials versus manufactures 
form of 'complementarity' which it finds most appealing. Second, it needs 
to recognise the dynamic nature of comparative advantage. South Asians 
would not wish and would not be welcome to concentrate exclusively on 
exporting products in competition with dying traditional industries. 
Third, the Community has to develop a common line on exports. European 
governments have been assiduous in defining 'sensitive' import competing 
sectors to be protected; less positive in defining export promotion areas 
in trade with Ides.

(3) Adjustment assistance: few current books on trade are complete 
without reference to the need for adjustment assistance as an alternative 
to protection.4 Yet with the possible exception of Holland, inactivity by 
EEC governments on trade adjustment has been almost total. One reason 
for this is, no doubt, confusion over what government intervention should 
be trying to accomplish; to slow down or speed up industrial change; to 
restructure existing industrial activities to make them more competitive, or 
to run them down; to tackle adjustment in all its aspects through, for 
example, general policies designed to raise labour mobility or to concen­ 
trate specifically on trade policies. There is certainly no argument for 
making the subject a matter for bilateral discussion. There might have 
been in the case of jute ten years ago but that adjustment is now virtually 
complete (without benefitting South Asia). Even so, some form of alter­ 
native or parallel measures to tariffs and import controls are needed to 
cater for producers whose interests are affected by trade-induced changes.
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In order to spell out the maximum possible damage to the EEC which 
might result from extending to South Asia the trade provisions of the 
package described above, we can put together various estimates made in 
earlier chapters of jobs threatened over a four to five year period both 
directly and in supplier industries.

Table 7.2 Effect of Changes in EEC Trade Policy towards South Asia on EEC 
Employment

Policy Change Jobs Displaced

Complete tariff elimination (excluding textiles) 2,000 to 6,000 
Jute quota elimination 2,000 to 3,000 
Restoration of growth of sensitive textile ceilings

to 6%: a) fabrics 10,000 
b) garments 3,000

17,000 to 22,000

These figures represent maximum rather than minimum figures though 
they exclude the effects of tariff liberalisation on tobacco and rice. 
Positive 'feedback' from South Asian spending on EEC is also ignored. 
Taken in aggregate the jobs likely to be lost are negligible in relation to 
other factors affecting EEC employment over this period. But for policy 
makers whose business it is to rearrange, delicately, the separate straws 
on the EEC camel's back, this may be less important than the fact that no 
adjustment problem at all would result from a minor manipulation of 
quotas or tariff ceilings facing other middle income or more developed 
suppliers.

(4) Funding: at present the work of the CCAs is frustrated by negligible 
funding. Use of non-associate aid for technological research on problems 
of quality and supply and for trade promotion would give them rather 
more substance. The mooted trade promotion centre for India and, if it 
ever materialises, the GSP information centre would help to overcome 
many marketing difficulties, to the extent that public policy can help at 
all. When Prime Minister Desai visited Brussels one matter discussed was 
the extension of the EEC-India CCA to cover 'industrial co-operation', 
presumably a reference to co-operation over industrial matters not 
relating to trade. But the crux of that issue is India's policy towards 
private foreign investment.
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Conclusion

Arising from discussion on the CCAs, we have tried to resist the temptation 
to make elaborate and costly recommendations. The CCAs are moderately 
useful and could be more so. However they have so far done little to expe­ 
dite improved access and the Community at least would not view them as 
having that function. There is a danger that the South Asian countries could 
be side-tracked into devoting too much time and effort to 'negotiating' the 
workings of formal agreements which have little substance. There are on the 
other hand many in Europe who could easily be persuaded that it is not only 
right, but in the Community's economic and political interests, that a generous 
across-the-board arrangement should be made on trade and related issues for 
four of the world's poorest countries, which are, as it happens, generally well 
disposed to Europe and, relative to most others, well run. The possible negative 
effects on industrial adjustment are very small. If the Community cannot 
appease the lobbies concerned, it is probably better that this should be widely 
proclaimed rather than obscured in well meaning, but vacuous, chatter by 
ministers, officials, and academics about the need for more 'co-operation' and 
'complementarity'.
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