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Abstract 

Neither the General Agreement on Tariffs and Trade (1947), nor its successor, 

World Trade Organization (1995), was primarily significant in pushing 

Pakistan towards global trade and economy. Indeed, it was the International 

Monetary Fund and World Banks’ Structural Adjustment Programs, in relation 

to their loans to Pakistan, which coerced the country to adopt extensive trade 

liberalization policies.  
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Introduction 

Pakistan is one of the pioneer developing country members of the General 

Agreement on Tariffs and Trade (GATT) 1947 and World Trade Organization 

(WTO). It is generally argued that both GATT 1947 and WTO have played a 

vital role in pushing member countries towards increased trade liberalization 

and globalized economy. Considering this proposition, the following article 

focuses on Pakistan’s experience under the GATT 1947, its accession to the 

WTO, the country’s approach towards international trade, and the prime reasons 

for the shift in its trade policy towards more trade liberalization and greater 

integration with the globalized economy.  
 

Early Engagement in the GATT 1947 

On 30 October 1947, 23 countries signed the Final Act of GATT that aimed to 

liberalize trade by gradually reducing tariff levels, since there were no priori 

limits on tariff levels (Robert, H., 1987). When the GATT came into force on 1 

January 1948, ten out of the 23 original GATT contracting parties were 

developing countries, including Pakistan. 
 

During the era of the International Trade Organization (ITO), the negotiations 

on the ITO Charter, which provided for the establishment of the ITO to regulate 

international trade, were successfully completed in the Havana Conference 

(1948). The Charter, however, was never ratified and it never entered into force, 

particularly due to the lack of approval from the US Congress. Although the 

ITO did not come into being, the effort to establish the ITO brought the interim 

GATT 1947 into existence, which continued as the basis on which world trade 

was regulated, until superseded by the WTO. The GATT rules of 1947, as 

subsequently amended, were nested inside the Marrakesh agreement of 1994 as 
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part of that single agreement. Hence, the spirit of the GATT — and, to some 

degree, that of the ITO — lives on in the WTO (Toye, R. 2003), and GATT 

accession negotiations, Pakistan (being a former part of British India) was a 

colony of Great Britain. It became an independent state on 14 August 1947. 

Furthermore, being a part of one British India (now Bangladesh, India and 

Pakistan) before independence, Pakistan could not have participated as an 

independent state in GATT’s negotiations on accession, a chance for a country 

to ‘spring clean’ and revise its trade administration system. Pakistan, thus, 

became a member of GATT without adequately participating in its accession 

negotiations, and with a low level of development. 
 

Pakistan, with its independence in August 1947, inherited a small number of 

infant domestic industries. Its industrial base was confined to only 34 industrial 

units, including a few textile mills, sugar mills and cement factories (Khan, A. 

et.al, 1998). As a result, the country decided to protect its nascent domestic 

industries against foreign imports (Khan, A. et.al, 1998). Like many other 

developing countries, Pakistan decided to focus on industrialization through 

import substitution in its development during the 1950s and 1960s. High tariff 

rates, quantitative trade restrictions, and the sale of licences for importation at 

official exchange rates were the main features of Pakistan’s trade policy during 

the 1950s. Like most other GATT developing countries, Pakistan also restricted 

imports for balance of payments reasons in the 1950s. 
 

During President Ayub’s incumbency (1958–69), Pakistan took some initiatives 

to promote its exports, such as: (1) introducing the Export Bonus Scheme (EBS) 

in 1959 to compensate exporters of selected manufactured products for the 

overvaluation of the Pakistani currency; (2) providing preferential access for 

selected exporters to foreign exchange; and (3) adopting the automatic renewal 

licence policy for imports, based on the satisfactory past performance of 

exporters. However, because of decline in foreign aid after June 1965 that 

financed 40% of total imports, the government was coerced to abandon its 

liberal import policy, and decided to re-impose a number of import control 

restrictions in order to discourage import liberalization. 
 

In the 1970s, Pakistan took three significant measures to liberalize trade. These 

measures included: devaluating its currency by around 57%, eliminating the 

EBS to provide a more uniform and effective exchange rate for exports, and 

ending import restrictive licensing requirements. The above measures, in 

addition to exporters’ efforts to expand their exports, did lead to an increase in 

Pakistan’s manufactured exports during the 1970s. However, an import 

substitution bias appeared to be relatively high during the 1970s, particularly 

because of the massive devaluation of the currency that resulted in high taxes on 

exports, and large increases in import costs in the wake of a drastic rise in oil 

prices, adding to the country’s balance of payments problems. Just as in the 

1950s, during the 1960s and the 1970s, Pakistan’s policy preference was for 

import substitution to promote development. To achieve this end, it continued 
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to adopt its import restriction programs under Article XVIII of the GATT, to 

monitor its continuing balance of payment difficulties in order to facilitate its 

economic development. 
 

During the GATT years, although some efforts were made by Pakistan to 

encourage exports, the country remained a closed economy with a strong focus 

on protecting its domestic market against imports. Little attention was shown to 

international trade, and few legal commitments were made under the GATT. 

Prior to June 1987, just seven years before the creation of the WTO, its 

maximum tariff rate was 225%. By 1988, Pakistan’s ‘customs duties remained 

one of the highest in the world and non-tariff barriers continued to be 

pervasive’, according to the GATT Secretariat Report (1994).
1
Consequently, 

the country’s ‘economy remained largely insulated from the competition of 

world markets, in a domestic environment that continued to favour import 

replacement to the detriment of exports’. 
 

Just like many other developing countries, Pakistan continued to complement 

the GATT regime with protective or other measures restricting imports under 

Article XVIII of the GATT, in order to monitor continually its unfriendly 

balance of payment situation. In this context, Hudec, a prominent international 

trade law scholar, wrote: As required by GATT law, balance-of-payments 

restrictions remained under periodic legal review. But … the developing 
country reviews became increasingly pro forma as their balance-of-payments 

problems remained drearily the same. 
 

Pakistan’s heavy reliance on import substitution policies and its limited focus 

on external markets during GATT’s regime understandably also contributed to 

the country’s limited recourse to the GATT 1947 dispute settlement process. In 

the GATT’s 47-year history, as a Complainant, Pakistan was involved in the 

GATT dispute resolution system only on two occasions. Pakistan filed its first 

GATT complaint in 1948 against India under GATT Article I:1, challenging 

India’s measure of not granting excise rebates on certain Indian goods exported 

to Pakistan. On 24 August 1948, the GATT Working Party ruled in favour of 

Pakistan, and recommended that India bring its inconsistent measure in 

conformity with GATT rules. Pakistan’s second and final case as a GATT 

complainant took place in 1992, when it challenged Turkish anti-dumping 

measures on cotton yarn imports from Pakistan. Subsequently, the matter was 

resolved through a mutually agreed solution, as Turkey decided to withdraw the 

disputed anti-dumping measures, and in June 1993, Pakistan reported to the 

GATT Council accordingly. 
 

3 1980s–90s Structural Adjustment Programs and Pakistan’s Accession to 

the WTO 
By the mid-1980s, the IMF had started to provide loans to low-income member 

countries under a three-year arrangement program. This includes a Structural 

Adjustment Program through the Structural Adjustment Facility (SAF), 

followed by an Enhanced Structural Adjustment Facility (ESAF) in December 



Journal of Law and Society 

Vol. XLVII, No. 68 

Law College University of 

Peshawar, Jan 2016 
 

54 

 

1987. These loans were soft, since they carried an interest rate of only 0.5% 

annually, with repayments in semi-annual instalments, beginning after 5½ years 

and ending after 10 years. However, the approval of the loans was made subject 

to the borrowing members committing to adjust their policies or implement 

certain macroeconomic policies in accordance with the IMF’s stringent 

conditions, in order to reduce fiscal imbalances, or to meet certain targets of 

economic stabilisation. These conditions refer to: 

…… All or most of the following measures: [1] Privatization of 

government owned enterprises and government-provided services. [2] 

Reduction in government spending. [3] Orientation of economies for the 

promotion of exports. [4] Liberalization of trade and reduction of tariffs for 

imports. [5] Increase in interest rates. [6] Elimination of state subsidies on 

consumer items such as foods, fuel and medications. [7] Taxation increase. 

[8] Currency devaluation and control of monetary supply (Bhutta, Z. A. 

2001). 

Simply put, the crux of the IMF’s structural adjustment programs was to coerce 

borrowing low-income countries to adopt a more market-oriented economic 

strategy (Gera, N., 2004). 
 

Pakistan’s weak fiscal balance, and the end of large-scale US official assistance, 

induced it to approach the IMF for new loans in 1986, immediately after the 

introduction of the SAF (Boughton, M. J. M. (2001). The negotiations for new 

borrowings lingered, as Pakistan decided to forgo the loans for the time being, 

since it considered the IMF and World Bank’s proposals or Policy Framework 

Papers (containing a plan for policy adjustment and reforms that could be 

supported by the SAF’s loan) too draconian (Boughton, M. J. M. (2001) 

However, as there was no improvement in the country’s balance of payment 

situation, it was left with no option but to again approach the IMF for loans, and 

the negotiations for financing resumed in the early months of 1988 (Boughton, 

M. J. M. (2001). Finally, after Benazir Bhutto’s newly elected government’s 

commitment to carry out a three-year structural adjustment program/plan 

(1988–91) — which was initially agreed to by the interim government, for trade 

liberalisation and fiscal reform to bring stability to the country’s economy — 

the Executive Directors approved the loan to Pakistan through the SAF on 28 

December 1988 (Boughton, M. J. M. (2001). The agreed structural adjustment 

plan included: 

…… Structural fiscal reforms, the maintenance of external competitiveness 
and the implementation of reforms to reduce anti-export bias of the trade 

regime, and a prudent monetary and fiscal policy stance for achieving 

reductions in budgetary and external current account deficits to viable 

levels by the end of the program period in FY91 … (World Bank Report 

1990) 

Pakistan did not fully achieve the targets of the program. In the 1990s, due to 

continuing fiscal and balance of payments deficits, it negotiated and 
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implemented two more IMF’s structural adjustment and stabilising programs, 

including reforms to liberalize trade, during 1993–96 and 1997–2000, 

respectively (Kemal, A. R. 2003). 
 

Pakistan started pursuing extensive trade liberalization towards the end of the 

1980s in response to the IMF’s conditions under the structural adjustment 

program (Noshab, F, 2006). During the 1990s, Pakistan introduced significant 

policy reforms to liberalize trade. The central bank was given autonomy, 

national banks were privatized, and some foreign banks were allowed to open 

branches in Pakistan, in order to increase the efficiency of the financial system 

and to encourage financial liberalisation (Noshab, F, 2006). A large number of 

state-owned companies (70 units by 1996) were privatized to transform 

Pakistan’s economic role as a participant in the global economy (Noshab, F, 

2006). In order to encourage foreign investment in its domestic industries, 

foreign investment in the industrial sector was accorded the same treatment as 

domestic investment in law and regulation (Noshab, F, 2006). Trade was 

liberalized by replacing all non-tariff barriers with tariffs, making 

comprehensive tariff reductions from 225%(in 1986–87) to 90% by 1993–94, 

decreasing tariff slabs from 17 to 10, and streamlining import licensing 

requirements (Noshab, F,  2006). 
 

Pakistan actively participated in the Uruguay Round of negotiations.
2
 As its 

comparative advantage lies in the agricultural and textile sectors, during the 

Uruguay Round, Pakistan primarily emphasized the comprehensive integration 

of the textile and clothing sector and agriculture under the ambit of global 

trading rules. Similarly, it also showed an interest in the provision of special 

and differential treatment (S&DT) to developing-country members. The 

Uruguay Round ended by producing more liberalized rules on agriculture (the 

Agreement on Agriculture) and the textile and clothing sector (the Agreement on 

Textiles & Clothing), including a gradual phasing out of the Multi-Fiber 

Arrangement (MFA). New issues that fell outside the scope of the GATT, such 

as the international trade in services, trade-related investment and intellectual 

property, were also brought under the ambit of global trade rules through the 

introduction of the agreements on Trade in Services (GATS), Trade-Related 

Investment Measures (TRIMs) and Trade-Related Aspects of Intellectual 

Property Rights (TRIPs), respectively.  

Pakistan showed some concern about the results of the Uruguay Round 

negotiations, such as the slow phasing out of the MFA, the absence of 

determined times for reforms to eliminate agricultural subsidies both for exports 

and production, and in services, virtual exclusion of substantial commitments 

by developed countries for movement of natural persons. However, it accepted 

the overall outcome of the Round negotiations, and became a founding member 

of the WTO. 

By joining the WTO, Pakistan bound itself to fulfil its WTO commitments in 

order to engage with a globalized economy. It made tariffs the main instrument 
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of trade policy, and dismantled completely an apparatus of quantitative 

restrictions. The average applied MFN tariff rate and maximum tariff on 

imports were reduced to 20.4% and 25%, respectively, by 2002. Similarly, in 

the 2000s (2002–08), according to Ms Karen Tan of Singapore, a discussant in 

the third Trade Policy Review of Pakistan (2008): 
…… Pakistan’s general trade policy objectives were [remained] focused 

on reduced protection, a more outward oriented trade regime, increased 

market access for exports, and greater global integration, aimed at 

increasing economic efficiency, competitiveness and export-led growth.
3
 

She lauded Pakistan’s commitment to fulfil its WTO obligations, and greater 

integration with the globalized economy. 
 

Conclusion 
To conclude, by joining the WTO, Pakistan bound itself to implement WTO 

commitments, opening its economy to the world. However, in reality, Pakistan had 

already started pursuing extensive trade liberalization and a greater global 

integration agenda before the emergence of the WTO, in response to the pressures 

that were imposed by the IMF and World Bank under structural adjustment 

programs. In fact, because of these programs, Pakistan did not feel many 

implementation obligations under WTO rules. Since liberalization under the WTO 

was a continuation of the reforms under SAP (Structural Adjustment Program), it is 

difficult to segregate the impact of the liberalization under the WTO from that of the 

former. 
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