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Empathizing with France and
Pakistan on Agricultural Subsidy
Issues in the Doha Round

Raj Bhala®

ABSTRACT

Among the most contentious issues (if not the most
contentious issue) in the Doha Round negotiations are
agricultural subsidies. Developed countries stand accused of
selfish adherence to domestic support and export subsidies that
impoverish farmers in developing countries. Developing
countries are blamed for self-inflicted wounds, caused by
stubborn adherence to protectionist policies, covering both
agricultural and industrial sectors. Agricultural subsidy cuts,
as well as increased market access, are politically impossible for
developed countries to concede without reciprocal access from
developing countries, not only on farm products, but also in
non-agricultural markets and service sectors.

There has been, and continues to be, plenty of dialogue
among the trade officials of WI'O Members. Is it a dialogue of
the deaf? Do developed countries appreciate that poor countries
face daunting challenges in reforming their trade regimes?
While the challenges must be faced sooner or later, do developed
countries understand the fine line in some developing countries
between aggressive trade liberalization urged by moderates and
descent into a failed statehood dominated by autarkic
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Harvard (1989); M.Sc., Oxford (1986); M.Sc., London School of Economics (1985); A.B.,
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Development Editor, Vanderbilt Journal of Transnational Law, for her assistance and
support.
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extremists? Conversely, do developing countries appreciate that
developed countries may have legitimate concerns about the
economic and non-economic functions of their farm sector? Do
they appreciate the progress made in reform to this sector?

This Article explores these questions in two steps. First,
Pakistan and France are case studies of the Group of 20 (G-20)
developing countries and the European Union (EU),
respectively. The problems faced in each country, in respect of
agriculture, are presented. For Pakistan, special attention is
paid to rural poverty in the context of overall economic reform
pushed forth by President Pervez Musharraf. For France,
emphasis is placed on how the EU Common Agricultural Policy
(CAP) works and has been altered since the 1992 MacSharry
Reform. Second, the G-20 and EU negotiating positions in the
Doha Round on agricultural subsidies are explained and
analyzed. These positions relate directly to the difficulties faced
by the likes of Pakistan and France in their agricultural sectors.

Empathy is the theme underlying this Article. Neither side
should demonize or be demonized by the other. Both sides have
legitimate concerns, not the least of which is food security, a
constant worry in front-line states on the “War on Terror,” and a
founding principle of the CAP.
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We recall the long-term objective referred to in the Agreement [on
Agriculture] to establish a fair and market-oriented trading system
through a program of fundamental reform encompassing strengthened
rules and specific commitments on support and protection in order to
correct and prevent restrictions and distortions in world agricultural
markets. We reconfirm our commitment to this program. Building on
the work carried out to date and without prejudging the outcome of the
negotiations we commit ourselves to comprehensive negotiations aimed
at: substantial improvements in market access,; reductions of, with a
view to phasing out, all forms of export subsidies; and substantial
reductions in trade-distorting domestic support. We agree that special
and differential treatment for developing countries shall be an integral
part of all elements of the negotiations and shall be embodied in the
Schedules of concessions and commitments and as appropriate in the
rules and disciplines to be negotiated, so as to be operationally effective
and to enable developing countries to effectively [sic] take account of
their development needs, including food security and rural
development. We take note of the non-trade concerns reflected in the
negotiating proposals submitted by Members and confirm that non-
trade concerns will be taken into account in the negotiations as provided
for in the Agreement on Agriculture.

WORLD TRADE ORGANIZATION, DOHA DECLARATIONS,
Ministerial Declaration Y 13 at 6 (adopted 14 November
2001) (emphasis added).

I. FROM THE FARM TO THE NEGOTIATING TABLE

The economic position of farmers in a country—coupled with
attitudes in the country about the social role agriculture should
play—shape, and even determine, proposals put forth by negotiators
from that country in world trade talks. That is the simple proposition
that this Article explores, with particular reference to agricultural
subsidies and the Doha Development Agenda (DDA, or Doha Round).
There ought not to be anything controversial about this proposition.
Countries negotiate out of perceived (or misperceived) self-interest on
agricultural trade, just as they do on matters of war and peace.
Surely, if trade officials are tabling offers on cutting “Amber Box”
subsidies, restricting overall outlays, or re-defining the “Blue Box,”
the details of those offers should be consistent with their national
agricultural interests.!

What if, however, countries do not really seem to understand the
aspirations and fears of other countries? If the economic position of
farmers and attitudes about the social role of farming are so
important, then why is the Doha Round foundering over agricultural

1. Familiarity with the WTO Agreement on Agriculture is assumed. For a
review of the key concepts, see RAJ BHALA, INTERNATIONAL TRADE LAW:
INTERDISCIPLINARY THEORY AND LEGAL PRACTICE chs. 45-46 (3d ed. forthcoming 2007—
08) (manuscript on file with author); Raj Bhala, World Agricultural Trade in
Purgatory: The Uruguay Round Agricultural Agreement and its Implications for the
Doha Round, 79 N.D. L. REV. 691, 691-830 (2003).
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subsidy (as well as market access) issues? After all, the positions and
attitudes of the principal cohorts (developing countries, coalesced by
the September 2003 Cancun Ministerial Conference into the Group of
20 (G-20);2 the European Union (EU); and the United States) are
readily observable, widely reported, and endlessly studied.® There
should be no surprises as to what impels bargaining positions on farm
subsidies; certainly, negotiators can expect what is coming to the
table and map out points at which proposals might intersect.

Manifestly, that has not been the case, nor has it been the case
ever since the DDA was launched in November 2001.4 Indeed,
contrary to what might be the conventional wisdom, it is questionable
whether the principal cohorts empathize with each other's economic
positions and social attitudes. That is not to suggest that
representatives of WTO Members are dullards; quite the opposite.
Regardless, exceptional intelligence does not always translate into
empathy, which, in turn, can lead to compromise. It is worth
inquiring whether economic positions of farmers, social attitudes
toward farming, and the linkages to negotiating proposals might be
better understood. That is also true for food security and multi-
functionality, which are important concepts animating these
positions, attitudes, and proposals.?

More specifically, Parts II-IV below discuss the G-20 developing
countries, the EU, and agricultural subsidy controversies in the Doha
Round. The point for debate is whether the offers are grounded in

2. The G-20, an outgrowth from the September 2003 Cancin Ministerial
Conference, includes Argentina, Bolivia, Brazil, Chile, China, Cuba, Egypt, Guatemala,
India, Indonesia, Mexico, Nigeria, Pakistan, Paraguay, Philippines, South Africa,
Tanzania, Thailand, Uruguay, Venezuela, and Zimbabwe. Kevin C. Kennedy, The
Incoherence of Agricultural, Trade, and Development Policy for Sub-Saharan Africa:
Sowing the Seeds of False Hope for Sub-Saharan Africa’s Cotton Farmers?, 14 KAN. J.L.
& PUB. PoL’Y 307, 367 n.115 (2005).

3. See, e.g., Kevin C. Kennedy, International Trade in Agriculture: Where
We've Been, Where We Are, And Where We're Headed, 10 MICH. ST. J. INT'L L. 1 (2001);
Sungjoon Cho, Doha’s Development, 25 BERKELEY J. INT'L L. 165 (2007).

4. See generally Cho, supra note 3, at 170 (discussing dead-locked negotiations in
the Doha Round).
5. Food security, of course, is a concept dependent in part on the country in

question. Often, it is thought of in terms of self-sufficiency, as in China, India, and
Pakistan. Arguably, the EU approach under the CAP is adequacy of essential food
supplies—but not complete independence from all foreign sources. For least -developed
countries, and net food-importing countries, food security is provided (if at all) by a
combination of aid and adequate supplies of basic food stuffs from external sources on
reasonable terms. Subsidized food (e.g., through export credits) actually is important to
such countries, and subsidy cuts by the likes of the EU can have adverse consequences
(reduced supplies at higher prices), as the WTO essentially recognizes in its discussions
of agricultural trade liberalization. See World Trade Organization, Ministerial Decision
on Measures Concerning the Possible Negative Effects of the Reform Program on
Least-Developed and Net Food-Importing Developing Countries (adopted Dec. 15, 1993
and Apr. 14, 1994), available at http://www.wto.org/english/docs_e/legal_e/35-
dag_e.htm.
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different economic status quos in the agricultural sectors of
developing and European countries, as well as contrasting attitudes
about the roles of agriculture in a modern society. Particular
attention is given to facts about Pakistan as a case study for the G-20
and data about France as a predicate for the Common Agricultural
Policy (CAP). In keeping with the opening proposition, it 1s suggested
that links between economic positions and social attitudes, on the one
hand, and subsidy proposals, on the other hand, do, indeed, exist.5

Put simply, as Part II explains, Pakistani farmers. cannot
compete in the long run with the European (or for that matter, U.S.)
treasury. Pakistan remains highly dependent on its agricultural
sector.” Food security matters to this front-line state in the War on
Terror.8  Pakistani society is largely agrarian, and rife with
divisions.? However, Pakistan aspires to be the first modern Islamic
industrialized country, and not to be outdone by its arch-rival, secular
India.’® Pakistan has had this aim ever since it was led to
independence from British colonial rule by the Quaid-I-Azam (great
leader), Mohammad Ali Jinnah, while Mahatma Gandhi and
Jawaharlal Nehru brought India through the turmoil of the Partition
of 15 August 1947.11

As Part III discusses, French—yes, French—farmers are
increasingly worse off, at a time when the European public demands
that agriculture play a multi-functional role in European society. The
demands of the public, coupled with the difficulties French farmers
face, are the latest chapter in the history of the CAP, which was
founded centrally on food security.!l? Much scorn has been heaped on
the CAP by developing and least-developed countries, as well as by
the United States. Yet, the founding purposes and actual operation—
as distinct from deleterious effects—of the CAP are not well
understood. Accordingly, Part III also offers an economic discussion
of the workings of the CAP.

6. The Author is not arguing these links are exclusive. As the Doha Round
negotiating record indicates, and as the United States position embodies, agricultural
subsidies and market access are part of a broader balance of concessions that involve
nomr-agricultural market access (NAMA). See BHALA, supra note 1, chs. 3—4.

7. PERVEZ MUSHARRAF, IN THE LINE OF FIRE 194 (2006).

8. See id. (discussing Pakistan’s efforts to increase the productivity of its
agriculture sector).

9. Id.

10. See id. at 181-96 (discussing Pakistan’s efforts to revive its economy).

11. There are many excellent treatments of this history, including LARRY

COLLINS & DOMINIQUE LAPIERRE, FREEDOM AT MIDNIGHT (lst ed. 1975); see also
AKBAR S. AHMED, JINNAH, PAKISTAN, AND ISLAMIC IDENTITY (1997) (discussing, inter
alia, the vision for Pakistan of its founder). On GATT, Pakistan, and India, see Raj
Bhala, The Forgotten Mercy: GATT Article XXIV:11 and Trade on the Subcontinent,
2002 N.Z. L. REV. 301, 301-37 (2002).

12, See infra Part III.
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The two sides—Pakistan and France, or more generally, the G-
20 and EU—have been talking past one another in the Doha Round.13
That is clear from the huge demands placed on the EU by the G-20
proposal for subsidy cuts and the comparably modest reductions
offered hesitatingly in the October 2005 EU Proposal. Special
attention in Part III is given to how the CAP operates.

Part IV turns to an analysis of the G-20 and EU proposals.1* An
explanation of the proposals highlights the realities of farming in
countries like Pakistan and France. Finally, Part V provides
concluding observations.

II. EcoNOMIC REFORM AND PAKISTANI FARMING
A. Diagnosis of Major Economic Problems

Perhaps no country has been at the front line of the War on
Terror, for a longer period of time and at greater cost, than Pakistan.
Perhaps no leader has led his country in this war at greater personal
physical risk than President Pervez Musharraf (he has survived no
fewer than nine assassination attempts).1® If there is a link between
income poverty specifically, or a sense of oppression generally, on the
one hand, and the conditions fertile for terrorism, on the other hand,
then President Musharraf—a General and Army Chief—undoubtedly
is aware of that link.1® Indeed, he writes about it in his important
autobiography, In the Line of Fire (2006).17

In Chapter 19 of his autobiography, “Kick-Starting the
Economy,” President Musharraf identifies the major economic
problems faced by Pakistan.!® To be sure, parts of his book are
excessively self-flattering. A reader might be temped to look at the
litany of Pakistan’s woes and infer that the President dates them
from October 1999, when he took power in a military coup d’etat.
One might even conclude that the President exacerbates those woes

13. See supra note 2. See generally BHALA, supra note 1. Pakistan is a member
of the G-20 negotiating block of developing countries in the Round. France is, of
course, a founding member of the EU.

14. Space does not permit a full analysis of the October 2005 Portman Proposal
from the United States. This Proposal is analyzed in BHALA, supra note 1.

15. See MUSHARRATF, supra note 7, 1-7.

16. See generally Quentin Peel, Malaysian PM urges battle against “roots of
terror,” not symptoms, FIN. TIMES, Jan. 29, 2007, at 7 (interview with Malaysian Prime
Minister Abdullah Badawi, who notes (inter alia): “People want their children to be
employed. People want schools. People want economic programmes to enable them to
get employment and earn some money. That is what they have in common.”) The term
“income poverty” is distinguished from other forms and measures of poverty, as Nobel
Prize winning economist Amartya Sen explains in DEVELOPMENT AS FREEDOM 87~92
(1999). The various concepts and measures are defined in RAJ BHALA, DICTIONARY OF
INTERNATIONAL TRADE (1st ed. forthcoming 2008) (manuscript on file with author).

17. See MUSHARRAF, supra note 7, at 1-7.

18. Id. at 181-96.
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so as to (1) justify his takeover and (2) show improvements under his
rule. That temptation should be resisted as Pakistan's problems are
objectively serious. Those problems include:

e Corruption
Rampant corruption and cronyism in public and private
enterprises, including commercial banks and other financial
institutions, has traditionally been a fact of everyday Pakistani
life.19

e Mismanagement

Public-sector enterprises have been grossly mismanaged.
Examples of mismanaged public sector enterprises include:
Cotton Export Corporation, Karachi Electric Supply Corporation,
Pakistan International Airlines, Pakistan National Shipping
Corporation, Pakistan Railway, Pakistan Steel Mills, Rice
Export Corporation of Pakistan, and Water and Power
Development Authority.2? These entities play a prominent role
in the economy, yet despite subsidies, have lost (as of 1999)
about U.S. $2 billion annually.21

e  Physical Infrastructure
The physical infrastructure on which agricultural, industrial,
and service-sector development is based is decrepit. For much of
the 1980s and 1990s, there was hardly any increase in Public
Sector Development Program (PSDP) funding (e.g., whereas
funding was 90 billion Pakistani rupees in 1988, it was just 110
billion rupees eleven years later in 1999).22

e Public Finance

Official coffers have long suffered from nearly stagnant tax
revenues. For example, there was an increase of just 50% across
the eleven year period 1988-1999, from 200 to 302 billion
Pakistani rupees.23 This problem stems partly from an inchoate,
corrupt income tax collection system, partly from high tax rates,
and partly from a proliferation of taxes, the last two of which
encourage tax evasion.2* The result has been large and
persistent fiscal deficits and growing public debt.25

e Investment
Decelerating investment rates and pathetically low levels of
foreign direct investment (FDI) have characterized Pakistan’s

19. Id. at 181.

20. Id.

21. Id. at 186.
22. Id. at 187.
23. Id.

24. Id. at 186-87.
25. 1d.
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economy.26 For example, the level in 1999 was $300 million;
while it was up 500% by 2005, the absolute amount that year
was still just $1.5 billion.27

Human Capital

The level of human capital—a key source of economic growth—is
low?® as measured by almost any benchmark, including
educational enrollment and attainment (with notable male-
female gaps), and health care quality and delivery.29

Foreign Exchange Rate

For most of its history, Pakistan’s foreign exchange rates have
been administratively determined.3® To cope with poor balance-
of-payments performances, the government has nearly
continuously devalued the Pakistani rupee, resulting in
instability and uncertainty for exporters, importers, and foreign
direct investors.31

Foreign Exchange Earnings

Stagnant exports and declining foreign exchange earnings for
many sustained periods have led to large and persistent current
account deficits in Pakistan (e.g., $5 billion in 1999).32 They also
have been associated with growing external debt (e.g., from $20
billion in 1988 to $39 billion in 1999).33 Pakistan has had to
spend 66% of its export revenues on debt servicing.34

Industrial Capacity and Tariffs

Idle capacity has plagued almost all of Pakistan’s industrial
sectors.3% In part, high tariffs on raw materials and industrial
machinery have caused this problem.3¢ High tariffs raise the
costs of manufacturing and make Pakistani products
uncompetitive internationally, which in turn exacerbate
problems with foreign exchange rate and earnings.

Energy Dependence

Heavy reliance on imports for petroleum and petroleum-related
goods, as well as edible oils and tea (the latter two of which are
staples for ©poor Pakistanis), creates two kinds of
vulnerabilities.3? First, these items are price inelastic, so the

26. Id. at 189.

27. Id.
28. Id. at 193.
29. 1d.
30. Id. at 183.
31. Id.

32.  Id. at 187.
33.  Id. at 181, 187-88, 191.

34. Id.
35. Id. at 183.
36. Id.

317. Id. at 188.
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country is susceptible to price shocks and related effects when
prices rise.38 Second, the country is susceptible to supply
disruptions, insofar as political or war risks become manifest
and adversely affect shipment from a supplying country.3?

The very diagnosis of Pakistan’s economic blight is scary.
Unfortunately, as anyone familiar with the country knows, it is spot
on.40

Given this diagnosis, President Musharraf dubs Pakistan—at
least as it stood when he took over in a military coup d’etat in October
1999—as a “one-tranche country.”¥! After the President’s coup, the
country would draw down on the first tranche of a loan from the
International Monetary Fund (IMF), but would abandon its economic
restructuring program, on which subsequent tranches were
conditioned, simply to avoid politically unpopular decisions and
appease preferred interest groups.4? Indeed, the President readily
admits that Pakistan nearly a “failed state,” a “defaulted state,” and
even a “terrorist state.”#3

B. Initial Treatments

How has Pakistan, at least under President Musharraf,
responded to the diagnosis? In brief, since 1999 the government has
taken a number of difficult measures designed to treat the
problems.4* They include:

e Accountability
The government strengthened mechanisms for accountability by
more rigorously prosecuting corruption cases (especially of high
level officials) and enforcing corruption laws, and through more
transparent, uniform procedures for drafting and implementing
regulations.45

38. Id.

39. Id.

40. The Author had the privilege of visiting Pakistan in March 2001 and
remains grateful for the many insights gained from that trip and subsequent contacts
and research, particularly to Mr. Muhammad Ali Nawazish Pirzada, Esq., a practicing
attorney and law school professor in Lahore.

41. MUSHARRAF, supra note 7, at 184. See generally id. at 120-34 (detailing
General Musharraf’s takeover in what he calls a “countercoup”).

42, See, e.g., JOHN HEAD, THE FUTURE OF THE GLOBAL ECONOMIC
ORGANIZATIONS 25 (2005) (on the subject of IMF conditionality).

43. MUSHARRAF, supra note 7, at 139, 191.

44, See id. at 181-96.

45. Id. at 185.
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De-regulation
The government fully or partially liberalized or privatized many
state-owned enterprises (SOEs).48

Physical Infrastructure

Pakistan embarked on a physical infrastructure development
program, funded by a 300% increase in the PSDP allocation
(from 110 billion Pakistani rupees in 1999 to 300 billion rupees
in 2006), which addresses the needs to (1) boost water reservoir
capacity; (2) line water courses (at a cost of $1 billion) to stop
leaking and spilling; (3) encourage water conservation; (4) laser-
level all agricultural land (i.e., calibrate precisely the level of
farm land) to avoid wasteful water runoff, (5) provide safe
drinking water; (6) enhance irrigation and drainage systems; (7)
improve road and highway networks and upgrade port and
terminal facilities; and (8) provide reliable electricity and gas
energy.4’

Technology

The government increased the number of Pakistani cities
connected to the Internet (from 39 cities in 1999 to 2,000 cities in
2006), addressing the technology gap within the country and
between Pakistan and other countries.48

Communication

By increasing tele-density (the number of phones as a percentage
of a population) from 2.9% in 2003 to 16% in 2006, increasing the
number of cell phones in the same period from 600,000 to over 30
million, and constructing a wireless local loop for rural areas, the
government enhanced communications services within the
country.49

Government Expenditures

The President froze the defense budget (despite continued
tension with India over Kashmir, as well as dangerous security
issues in Balochistan, Northwest Frontier Province, and
Waziristan) in order to reduce public sector deficits and debt.
This move led to a cut in the deficit from double digits in the
mid-1990s to under 4% by 2005. The government also enacted a
fiscal responsibility law, making it illegal for the public sector
debt of the central government to exceed 60% of gross domestic
product (GDP).50

46. Id. at 189.

47. Id. at 184, 187, 192, 194-95.
48. Id. at 195.

49. Id.

50. Id. at 187, 191.
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e Taxation

Pakistan cut its tax rates, as well as the number of taxes, and
rationalized the tax regime to increase fiscal revenues
(essentially, though not explicitly, based on a supply-side
macroeconomic model). This resulted in a 130% increase in
revenues from U.S. $5.1 billion in 1999 to $11.7 billion in 2005,
and more than doubled revenue from 302 billion Pakistani
rupees in 2000 to 700 billion rupees in 2006.51

e Human Capital
The government sought to enhance human capital creation by
building more and better quality schools, increasing enrollment
rates (especially of girls at primary, secondary, and tertiary
levels), and upgrading health care facilities.?2

e Foreign Exchange
By freeing the Pakistani rupee to float on world markets and
thereby avoiding the instability and uncertainty surrounding
administratively determined devaluations, the government
stabilized the currency at about 60 rupees per U.S. dollar during
2002-2005.53

e Foreign Debt

Pakistan renegotiated the entire stock of its bilateral external
debt through the Paris Club consortium. This renegotiation
secured favorable terms for the loans, such as: a repayment
period of thirty-eight years with a fifteen year grace period;
paying off the most expensive loan and foreign currency deposits
owed to foreign banks; obtaining both debt relief and new loans,
thereby reducing the debt stock by no less than 30%, reducing
the overall foreign debt from $39 billion to $36 billion, and
reducing the annual debt servicing liability from $5 billion to $2
billion. (Given the contemporaneous decline in overall foreign
debt and the rise in GDP, Pakistan’s debt-to-GDP ratio has
fallen from 101% in 1999 to 60% in 2005. However, this ratio is
still uncomfortably high.)54

e International Financing
The government raised capital directly on international financial
markets by issuing Islamic bonds (sukuk) in the Gulf States and
incurring dollar-denominated debt of ten- to thirty-year maturity
at interest rates as low as 2% above U.S. Treasury rates.5®

51. 1d. at 187, 192.
52. Id. at 193, 310-13.
53. Id. 183, 192.

54. Id. at 187-88, 191.
55. Id. at 193.
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e Financial Institutions
Pakistan improved the efficiency of its financial institutions,
especially of key commercial banking transactions like money
transmission.?$

e Tariff Reductions
The government slashed tariffs on raw materials and industrial
machinery, with a view to encouraging the use of idle production
capacity and stimulating indigenous industrial enterprises.?7

e Energy Resources

The government developed the country’s energy sources by
increased prospecting for oil and natural gas; constructing five
large dams for hydro-electricity generation; converting power
plants that burned imported furnace oil to ones that operate on
indigenous natural gas; and planning for transit fee revenues
and export possibilities in the event that oil and gas pipelines
are built in Pakistan to connect China (and possibly India) with
sources in Iran, Qatar, or Turkmenistan.58

While widespread, these initial treatments are not entirely
comprehensive. They do not, for instance, directly address the
problem of corruption at low and middle levels of administration. Nor
do they address long-term concerns about a return to democratically
elected civilian leadership in Pakistan. Accordingly, the above
measures are not final treatments; they will undoubtedly need future
adjustment and refinement.

C. Trade and Agriculture

What problems does Pakistan face with respect to international
trade, and specifically in relation to its agricultural sector?5® Simply
put:

e Poverty

“Poverty” is perhaps the one word answer to the question. By

any measure of income poverty, Pakistan remains a poor

country.®® In 2005, GDP equaled $125 billion, up from $65
billion in 1999.61 While GDP growth rates have picked up, from

3.1% in 1999 to 8.4% in 2005, such growth rates are necessary to

keep up with Pakistan’s growing population.62 GDP per capita

56. Id. at 183, 190.

57. Id. at 183, 188-90.

58. Id. at 192.

59. See id. at 194-95 (discussing problems with Pakistan’s agriculture sector
and efforts to rectify them).

60. See td. at 193-96 (discussing efforts to reduce this poverty).

61. Id. at 191.

62. Id.
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increased from $460 to $800 during this period, but that is still
only a bit more than double the absolute poverty line of $1 per
day — and tens of millions of Pakistanis live below that line. The
poverty rate also doubled from 18% in 1988 to 34% in 1999.63

e Agrarian Society

Closely related to its poverty is Pakistan’s population
distribution. Pakistan remains largely an agrarian society.54
Over 65% of Pakistanis live in rural areas.85 They eke out a low
level of sustenance through basic agricultural activities and
animal husbandry.®¢ Moreover, their loyalties remain bound by
tribe and clan, and divisions among Sunni and Shi'ite sects run
deep.%7

e Low Value-Added Agricultural Exports
Pakistan adds little value to what it makes and ships abroad.
For instance, Pakistan is the fifth largest producer of milk in the
world, but it makes almost no other dairy goods.68 Pakistan also
has fruits and vegetables of exquisite quality, but with little in
the way of food processing, the country adds minimal value to
them upon exportation.t9 The results of an agro-based industry
initiative have yet to be realized (including a white revolution to
establish special milk-collection and chiller-storage systems,
which will enable the production of butter, cheese, yogurt, and
milk powder).

e Diversity of Exports
Despite recent signs of industrial growth (e.g., 18.2% in 2004 and
14.6% in 2005), Pakistani exports are not diverse.?
Overwhelmingly, they consist of agricultural commodities, plus
textile and apparel.”? Pakistan cannot hope to stake its entire
economic future on adding value in the agricultural; textile, and
apparel sectors.’? Agricultural, textile, and apparel commodities
account for small percentages of the value of total world trade.

63. Id.; see also Asna Afzal, Pakistan, The WTO, and Labor Reform, 29 B.C.
INTL & ComP. L. REv. 107 (2006) (discussing growing poverty levels in Pakistan).
India, a fellow member of the G-20, faces a similar problem as Pakistan in respect of
mass rural poverty. The scale in India, of course, is vastly larger. There are 650 million
rural poor in India. See Daniel Pruzin, EU, U.S. Eye Possible Market Access Deal On
Key Farm Products to Revive Doha Talks, 24 INT'L TRADE REP. 119, 120 (2007).

64. MUSHARRAF, supra note 7, at 194,

65. Id.

66. Id.

67. See id. at 27583 (discussing the rise of religious extremism and terrorism).
68. Id. at 195.

69. Id.

70. Id. at 188-89.

71. Id.

72. See id. at 188 (stating that agriculture and textiles only account for 6-8% of
total world trade).
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In contrast, 61% of total world trade is in engineering, heavy
industry, and high technology products.?”® Thus, Pakistan has
small slices of modest markets in global trade.

e Foreign Exchange Position

With gains in exports (from $7.8 billion in 1999 to $17 billion in
2006), Pakistan’s foreign-exchange reserve position has
improved from the dangerous $300 million in 1999, which is two
weeks” worth of 1mports (well Dbelow economists’
recommendations of keeping at least three months on hand), to
$12.5 billion in 2005, equal to 10 months worth of imports.”
However, Pakistan’s import bill has grown remarkably, and
outstripped its rise in export earnings.” The higher import bill
results not only from imports of necessary capital goods (e.g.,
machinery used to build new industrial facilities and equipment
to modernize infrastructure), but also from increased imports of
oil and other energy items that are necessary to fuel Pakistan’s
industrial aspirations.’® Accordingly, Pakistan needs to consider
balancing its import payment obligations with increased foreign
exchange earnings—gain, through higher value-added exports
and a greater diversity of exports.

What policy responses are prudent to deal with poverty,
particularly in rural areas, and the lack of either high-value-added
exports or a diverse export base?

In brief, the treatments include:

e Agricultural Infrastructure

Pakistan is in the midst of major agricultural infrastructure
improvements, including: (1) boosting water reservoir capacity,
(2) lining water courses with bricks (at a cost of $1 billion) to
stop leaking and spilling, (3) encouraging water conservation,
and (4) laser-leveling all agricultural land (i.e., calibrating
precisely the level of farm land) to avoid wasteful water runoff.??
These improvements, if completed successfully, could expand
arable land in the country by 2.88 million acres.”®

e Agricultural Productivity
Pakistan is attempting yield-intensification schemes designed to
increase the output per acre of arable land, thereby increasing
the income of farmers. It is also working to ease credit access
and credit terms for farmers (e.g., increasing the pool of loanable

73. Id.

74. To be precise, foreign exchange reserves in the State Bank of Pakistan, at
one point in October 1999, stood at ten days worth of imports. See id. at 139, 191.

75. Id. at 191-92.

76. Id.

717. Id. at 194-95.

78. Id.
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funds, and creating a three year revolving credit system for
farmers that eliminates the middlemen to whom farmers must
sell crops in order to repay loans).”?

e Industrial-Led Growth

Pakistani exports grew roughly 125% between 2002 and 2006,
yet the country has not built an export-led industrial sector (in
obvious contrast to Hong Kong, Korea, Singapore, and Taiwan,
the “East Asian Tigers” in the post-World War II era).8¢ In order
to do so, Pakistan must not only continue with tariff and non-
tariff barrier reforms, and encourage foreign direct investment
(FDI), but it must also aggressively market its products around
the world, in part though the Export Promotion Bureau (EPB).

o  Debt Servicing

Pakistan’s ratio of debt-to-foreign-exchange earnings has
improved considerably since the late nineties. In 1999, its ratio
of 347% compared unfavorably even against highly indebted poor
countries (HIPCs), which have a 250% or greater debt-to-foreign
exchange earnings ratio.8! Nonetheless, Pakistan’s debt-to-
foreign-exchange earnings ratio remains unacceptably high, at
137% in 2005.82 The country still needs to devote lower levels of
earnings to debt service.

Are 