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Pak- India Trade: A Case Study of Fan and Bicycle Industries

1. Introduction

Free Trade Agreements (FTAs) constitute an important dimension of this fast
changing globalizing world. Both the developed and the developing countries are entering or
are in the process of entering into regional and bilateral free trade agreements in order to
promote trade and economic growth. The experience of the European Union (EU), North
American Free Trade Association (NAFTA), clearly indicates tl\af" there is a strong
correlation between regional trade and economic growth. Encourag‘ed by @ success of this
global trend, Pakistan and India have also started explorlné Qhé posswty of lsronﬁotlng free
trade in the region and are working closely toward es{abhshmg a Souﬂq}\sm\Pb‘e‘}erentlal
Trade Area (SAPTA) aimed at reviving regional tr@ée angl\ ggbwth in the reglq,n

Though the volume of the regional tl:age n SA@RC has.;i‘ﬁbrease&onmderably in the
1990s (but compared with other regmﬁQf‘\Blocs)‘ﬂ} COH{(W%S agyery small component of
international trade." The low Volume of re 1(’}nal tradé’in S C is.atbarrier to economic
growth. Bilateral trade betwee.mln}ha aqd ijISth waliltﬁ ﬁr@%ﬁgo million, constitutes
less than one percent of&helr glg‘b;T tradéC‘Accordﬁlg to @‘,‘pe ‘estimate, by the late 1940s
nearly 60 percent oghlgaklsta_gi- ?xports Went tq&ndla aqd a third of Pakistani imports came
from India. Bugsmce tl{dtﬂ)11ate§ai”tradqté‘latlonghave been adversely affected by a host of
factors, l&@mg tl@hvolume?ﬁf tradqb%tweegwﬂlie two countries at low ebb with each passing

& }Q H\-@ 1@-

There is a.‘r‘éahzat{xﬁl on @:‘pm of the pohcy makers and economic mangers that

2
year. S

services through larger b@ﬁ'-teral and multilateral trade. This calls for the separation of politics
from trade relations ‘émong countries and exploiting each other’s economic potential.
Regional cooperation is in fact a key to promotion of regional economic integration which
enables countries to reap the benefits of the global trading flows arising from free investment
and transfer of technology. The rationale behind this regional trade is that major economic

and social factors---close proximity, lower freight cost, short delivery time, low inventory

! See International Trade Statistics Yearbook, 1991 and 2001, United Nations; Analysis: IDF

2 See South Asia Monitor (2003)



cost, and no language barrier in addition to the cultural affinities ensure smooth availability
of good and services at cheaper rates for the people, leading to smooth and sustained
economic development.

1.1 Objectives of the Study:

The main objectives of the study are as follows:

e To study the size and structure of the light engineering sector of India and

Pakistan, trends of the trade, and key policy issues related to this sector in the
-

-2

W&

e  To study the trends of trade in the two countries @‘Selecte@}ndus‘mes of the

two countries.

light engineering sector like fans and the blcy{:lgs w1t}{11l1(t}iem\an§,w1t£ 1"vthe rest
of the world. {#"H \\ @L‘L s

o Analyze the tariff and tax structure awith rqgir\d to the‘}‘ans qq,d blcycles and
explore the possibility of tradq«creatlor@&f Verskq‘:n 1n thg\hght of the pricing
practices and trends pr@sa\lmg {ﬂ* the t,\yo coungties and determine the
appropriate unit Valu@\"Whlch ‘mlght Qe\hpprogm’ri%e for. ,p§e for India Pakistan
trade. T}S’ & ‘&. a"'? \_;}

o To 1dent1fX..1he ben.gﬁts whm@k}nght qca'ue to t& ‘producers, consumers and the

goverqiﬁénts o(u‘Bbth thq;eguntrleé'ﬁ}l the ,fgﬂs and bicycles industries by making
\c%mparlsv'h of thQ*r"étalls eﬁﬁie tW(}products in each other’s countries.

.QS} To Qll@gest sul%ible ,&dﬁcy 1m§’&cat10ns for the government and the business

obmmum:@' of the*ivvo 1ndqs.frles in the light of the findings of the study.

Desplte &potenuﬂ{beneﬁ{s \:ocm -economic integration has been miserably slow in
the South A51an re&b‘n The&%untrles of South Asia have a long history of inward-looking
trade policies. Until g]élfq‘%arly 1990s, with the exception of Sri Lanka, very few countries
recognized that trade could serve as an engine of growth and poverty reduction. Figure 2.1
highlights the comparison of the average tariffs prevailing in South Asia with other regions

of the world. It shows that the South Asia had the highest level of 60% tariffs vis-a-vis these

geographical entities.



Figure 1
South Asia Tariff Structure in 1998
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Trade liberalization in Ind@*ﬁ‘tarted i }he earlﬁ\l 990sa¢t'}nder qqﬁlde pressures which

originated in the Uruguay\R'e‘t’tnd thg“l‘arge gqmber Q@,@‘Rs th@t}fndla retained to protect
consumer good produiqré werg p'hased oﬁ durl{lgﬁhls E.e:hod Substantial tariff reforms
picked up momen&uﬁl after\,g“decadq w1th th,@?educt&h of the general maximum customs
duty from 35\;'ﬂercent &}EO p@c‘e;;[ 1n)¢ﬁe 200&:0} budget, to 25 percent in the 2003-04
budget, @(} to %&‘bercent@bn Janua}y 8, 2&)4 when another protective import tax (the
Special Ad{@enal Dut?) wasaTSo abqusmed But agriculture was excluded from this new
liberalizing 1n1t1qt;1ve stata@"'tradlng}ﬁ;}port monopolies are being maintained over the major
food grains, and agrgb\tural tqﬁ‘ffs have been going up even as the average level of industrial
tariffs has been dechmngnlndla s un-weighted average agricultural tariff in February 2004
(including tariffs on processed foods) exceeded the latest available estimates of average
agricultural tariffs in all but three (Turkey, South Korea and Morocco) of 124 developed and
developing countries.

On the other hand, the liberalization drive in Pakistan which kicked off in the 1980s
continued slowly but without serious interruptions until 1996-97. A new and comprehensive
trade liberalization program commenced in that year and continued until 2002/03, when the

general maximum customs duty was reduced to 25%. Actual protection rates are bit higher



than customs duties owing to differences in the incidence of an income withholding tax
which is applied to imports and domestic transactions. High protection accorded to selected
industries has encouraged illegal imports via Afghanistan and from India, which adversely
affects the trading patterns and industrial pricing structure.

2. Overview of the Light Engineering Sector of India and Pakistan:

2.1 Light Engineering Sector of India:

Among the third world countries, India is a major exporter of hgh@ngmeermg goods
producing a wide range of items. The light engineering industry in In\d& 18 qulte diverse with
a number of distinctive sectors and sub sectors. This sector 1@udes\1gw tech 1tems like
castings, forgings and fasteners to the highly SOphlStlcatidZmlCI‘O_ \pc'bcesso{\'based Process
control equipment and diagnostic medical 1nstrument"s‘:':’l"hls ,c.\g@"'up alsgﬁ'i'ncludis Industries
like bearings, steel pipes and tubes etc. Smgé“"the Q}ﬁﬁucts ﬁ(:(3'Vered xﬁnder the light
engineering industry are largely used as 11%@;\ to th@a‘apltal ,s@%ds mQu‘Stry, the demand of
this sector depends on the demand of thg\:‘;pltal gbods md‘u'sktry >

It has competitive labor co\t}‘and mgst of th\ ﬁ'w matpﬁals arq@%allable locally. Over
2500 companies of this sectm* “have IS@ 900Q¢bert1ﬁqgf%n Inthet s large domestic market
size, allows it to reap the-%ene(t& of thp\ A}onongegbf scalb Its diversified industrial base
with supporting angi?ﬂ'ary I;.bnq-u‘%trles q@d strateg?t} locauﬁn{enables India to export to near and
far countries. 0\1 \ Q& Qﬁ‘t "-.:

Q}élze a\rﬁ‘Comp(i}ltlor\”o‘ ‘&i ?

The {uﬂlan eng;heermg-l‘ndustr;qu% worth around Rs 1,165.0 billion. Out of this 80%
of the consum,gﬁg}l bx‘\"Value @-ﬁs under heavy engineering while light engineering
contributes to the re@}hmmg %ﬂ% It contributes to the 20% of the net engineering production
and employs over 4 mﬂﬁon skilled and semi-skilled workers. During the period April
December, 2003- 2004 the exports of the engineering goods amounted to Rs. 32980 crores,
as against Rs. 26356 crores during the corresponding period last year showing an impressive
growth of 25.1%. Some of the specific types of the products produced by the light
engineering sector of India are given below:

e Seamless Steel Pipes & Tubes

e Welded Steel Pipes & Tubes

e Stainless Steel Welded Pipes & Tubes



e Process Control Instrument

e Medical & Surgical Equipments
e Industrial Fasteners

¢ Industrial Gears

e Antifriction Roller Bearing

e Sewing Machine

e Plain Paper Copier n‘:b-
e Ferrous Castings b\‘f‘} <
o -
e Typewriters i\ﬁx o> oY o
e Steel Forgings ﬂ\‘"‘t . -.'@é _S.}é Q»‘:t
e Bicycle and Parts {n‘b x\t ,,J'} Q

o =
2.3 SSI Reservation Policy: The Slgn\ﬁCance qiﬁhe Ins{»ﬂutwn{&ﬁctors

The small-scale industry (SSI) cciﬁ's\tltuteswﬁh 1mp0r,'ﬁnt coﬁ’l;?onent of the Indian
economy. The phenomenal growth ({ﬁlndustr@s in the\Sﬁtsec‘ggr has bgen a striking feature
in the economic development Qf\the cQuhtry fqr-:‘the lasgmany Qeérs It has significantly
contributed to the overall g‘{owth of the Groiq‘Domes{&'”Prodgctﬁ(\’GDP) as well as in terms of
employment generatlo@and exp?ﬂts. ‘C" ~¢f‘ «;‘{\

The ove{w*helmmgkzons;@tlori )‘pr\reseﬂqft’ion of an item is its suitability and
feas1b111ty elnérhade u{.;bhe S Qll -scale @ée‘tor without compromising quality aspects.
Imtlallyh'ﬂr\7 1ten:p\Nere rg@e’rved 1@"4‘567 v@"ch went up to 873 in 1984.

Tabﬁ 2 belqﬁ} show§ the blcx’Qexparts tricycles and perambulators which fall under
the category of:ﬁhe rese(’v‘htlon ltgt}m India.

& & Table 1

\'\.

’*Q,Bicycle Parts, Tricycles and Perambulators

SL No. SL. (As per PRODUCT CODE NAME OF PRODUCT
gazette
notification)
1 2 3 4
716 684 3766102 Cycle frames-Except for captive
consumption
717 685 37680101 B.B. Axles except through cold forging
process



718
719
720
721
722

723
724
725

726
727
728
729
730
731

732
733
734
735
736
737
738
739
740
741
742
723
744
745
746
747
748

686
687
688
689
690

691
692
694

695
696
697
698
699
700

701
703
704

{705

706

1707

708
1709
710
711
712
713
714
715
716
717
718

376802
376803
376804
376805
376807

376811
376812
37681401

376815
376816
376817
376818
376819
37682001

i

376822

376824
376825
(376826
376827
376828
376832
(376836
376838
376839
376840
376842
376843
376844
376847
376848
376850

B.B. Cups

B.B. Shells
Bicycles tube valves
Handles bicycles

Bolts & Studs and screws- All types-
Bicycles

Bells-Bicycles
Carrier-Bicycles

Chain wheels and Adjusters-bicycles
except chain wheels, and adjusters for
light weight bicycles

Lamps-Bicycle

{Chain covers

Cones-Hub cpries—Bicycle

:Cotter pins-Cycle

Crank shafts-Cycle
Cranks except cold forged cranks
including single piece cranks-cycle

.Crown outer cover-Cycle

4

Denuts-Cycle

Eye bolt cups-Cycle

Fork blade crown cover-Cycle
Fork handles-Cycle

Frame collars-Cycle
Guide pins-Cycle

Handle bar grips

Hub oil clips-Bicycle

Hub axle nuts-Bicycle
Lock nuts & rings-Bicycle
Lugs all types-Bicycle
Mudguards-Bicycle

Lamp brackets-Bicycle
Pedal assembly-cycle
Saddle-Cycle

Shackle rivets-Cycle



749 719 376852 Stands-Cycle
750 720 376852 Spokes & nipples Cycle

751 721 37685801 Hubs and cups-bicycles along with
components except single piece hub-
shell and flange for light weight bicycle

752 722 376860 Rims-Cycle (Except for captive
consumption)
753 723 37689901 Other cycle parts and accessories, except

free wheels chains ; single piece hub-
shell and flange for light weight bicycle ;
B.B. Axles through cold forging process
; chain wheels adjusters for light-weight
bicycles; cold for including single piece
cold forged cranks an items allowed for
'manufacture for captive use

754 724 376901 Trlcycles

755 725 376903 7 _ nTrlcycles l;arts and accessories

756 726 376904  Perambulator

757 727 376§65 ) _ ;I‘Jéram_bul‘:;tor parts and accessories
Fé:}'-' q’b' ~¢- q}‘ \'?‘

Whereas the blcygib mdustry is hemzﬂy pro’@%ted {gns sector does not fall in this
category. The 1nf0rma?£10n collé'cted froih dlffe(ﬁlt sou;;cés shows no part of the fans in the
reservation llsgi[*he adve.;g‘k of free.:-l?ade b\epw;én ‘@é“two countries will have a strong bearing
on this Sil*s%ctor Q@Ihdm v@@ich pro,yﬁdes strqng protectlon to some industries in the garb of
the SSI* secton;a‘nce 1t WE]] ha\(‘e&\o revnq\b thls policy after the implementation of the free

'\ \.
trade area. \‘ x

o {}a\

24 ngﬁ”t El:gtbeerlng@ector in Pakistan:

Pakistan’s Hght eug}heermg sector has acquired repute for quality products, reliability
and performance. It cbntrlbutes US $ 2 billion to the GDP of Pakistan. The size of the total
investment in this sector has gone up to 200-250 billion approximately in recent years. It
provides employment to more than 600,000 individuals and saves US $ 3.75 billion per
annum through import substitution.

It is regarded as one of the important sectors which promotes cross-sect oral linkages

and drives the industrial growth in the country. The size of the total imports and exports in



the year 2001-2002 are Rs 78 billion and Rs. 6 billion respectively. The light engineering
sector of Pakistan constitutes the following:

a. Metal Products:

b. Electrical Equipment:

c. Mechanical Equipment:

d. Base Metal:

e. Electronics:

'FR-
f. Non Metals: ..:,"‘—‘L _
» &
g. Other Products: 40 .\\ o
{.{Q '\ﬂ. \.‘&
3. Theoretical Framework 2 & A

The theoretical framework developed for th],é.,‘g%udy dﬁa?‘.ws fron’r the Wo rld Bank
research conducted to analyze the potential trade gﬁ@cts bqfﬁ'een Ban@ladesh.iand India.’

The methodology chosen for this study prov@é‘s appl;@e"fnatloxgs\at industry level of
the potential economic welfare conseq@ibnces {)& free tréae agréement between India and
Pakistan. At present the trade poll\pﬁs of India anc{Pﬂhstary@i‘e n(‘){ cp'ﬁmstent with the free
trade regime. The suggeiied'*meth\gﬂ'ogy @‘gener?@hn prmpi‘ple but product specific
modifications have been...fhade $ s and whq._n\ﬁecesgar} T‘}gls,%ethodology is used to analyze
the trends of trade Qéﬁveen Qte two C{;Luntrles Q‘ ,‘\\

To s1rgﬂ}lfy the p;ésenta(mn andléﬁlplrlizflyestlmatlon of welfare changes, we use the
linear @and anS%upply ﬁnchq@s‘ The @del which we employ, assumes competitive
behaV10r fc{n\‘tﬁe salg_e- of s1mpl101ty,@t not perfect competition. We will be using the
comparative stage\franLéWork ful‘,l%/ taking into account that the simulated results for
individual 1ndustr1@,\'would Qéed to be modified if general equilibrium including macro
economic repercu551ongaTe con51dered This simplistic version of the model is based on the
rationale that market structures in India and Pakistan are found to be less competitive, but the

approximation will be useful to look at the outcomes on the assumption that the firms behave

under competitive environment. This criterion will be useful as it provides the benchmark to

3 See Pursell (2004) for more details.
* See the assumptions below made for this study



allow for various forms of imperfect markets in simulation to explain the probable outcomes
of the free trade regime’.

4. Assumptions

This study makes the following assumptions for analyzing fans and bicycles sector in
the two countries.

1. The free trade area would involve minimum tariffs of zero percent (no tariff) and

no quantity restrictions on all trade between India and Pakistan. Hvaever the present

external Most Favored Nation (MFN) tariffs would not changqq, ¢ 4
% I

2. Based on data and analysis of the industry in PaklstaQ"and Inq.pa the slope of the
fan demand function in Pakistan is assumed to be\ﬁormal Qp\‘t‘he ba»sfh; of a .zmarket
price and willingness to pay survey. The aver%gb prlce@hstlmtg“d% abmq %8 or -1.

The slope of the fan supply function in P.ﬁ?lstan\lsﬁassumed\’to be {t;latlvely elastic
o & ‘\V ,5\

\‘% \}& 0‘\ &

a. Producers are nearly pgbducmg\%out i@‘% of théir capacity so a small

because

increase in price is Q&bectedm ’Brmg\a‘brge chﬂ'ﬁge n qu'ﬁntlty supplied.

b. The long run Sl:xpply fg\}gs'ﬁon en{eﬂs congﬁt retufns‘ to scale.
3. The level and.,'s;lope Q~f~fﬁe Ind@n}an e{po\‘t sup@& curve to Pakistan is relatively
inelastic bqoa?lse as,ﬁhe 1m§1@1xest1mquxs of. .phce differentials between India and
Paklst@m fans suggests Q\T;rger ﬁfl’ce cha‘hge in Indian fans will cause a relatively
s&a\er cl{aﬁ%e in qua}ltlty\s;g)?)hed c{ebendmg on the market conditions.
4. 'j;hépreseqﬂevel of-b?:ﬂes ta:{e'é in Pakistan is 15% and India 12% will remain as
such and\qn\l Il not Ghange e‘s@’ﬁ after establishment of free trade area.
5. The don@s‘tlc trarks;;brtatlon cost is assumed to be 1.5 % of the whole sale price. It
is rationale estur;are Wthh has been based on the survey of information collected
from the retailer and distributors.
6. The production cost and export supply conditions and other factors affecting the
market structure are assumed to be constant
4.1 Hypothesis Development and Decision Criterion
If the Indian actual export price or potential export supply price is less than the

Pakistan tax free ex factory price that product could potentially be exported to Pakistan It

> See Pursell (2004) for more details.
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needs to allow for border costs at FOB Stage.® If the Indian actual export price or potential
export supply price is greater than the Pakistan tax free ex factory price then the product
could potentially not be exported to Pakistan. For example Pakistani exports to Indian fan
markets are possible only if CIF is less than ex factory price in India. By the same token, this

argument holds true in the case of bicycle industry.

T
\E?}
W <
ﬂ“ﬁ s>
{
N o &
VS s

% See Pursell (2004)
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B. An Analysis of the Fans Sector

1. An Overview of the Fan Industry of Pakistan

Pakistan is a manufacturer of good quality fans. All the fan-manufacturing units have
been set up in the private sector. The fan industry is mainly clustered in the two major cities
namely, Gujrat, Gujranwala, whereas some units are also operating in Lahore and Karachi.

This cluster meets the entire need of the country producing fans with extended product types,
A\
X

models, designs, and colors. \‘7':'
'IL

o
o

Fan industry contributes Rs 1.5 billion to the GDP Qf‘the cagi’Rry Tl}g\total capital
investment in this sector is Rs 3-3.5 billion. The 1ndu§ftry has,@n 1nstalleﬁ ca ac'i%/ of 5-6

1.1 Size and Composition ,;.,

million fans per year. The current capacity utlhzaﬁon 1s a@und 50% At Qgesent total fan

production stood at 2.5-3 million fans per ye@;\The quﬁne of e.)&’jorts h@'g‘reached around $4
Ny &
million US in recent years. The 1ndustny genera;ees aan@F empl%wnent for around 25,000

workers. Pakistan is also one of thss.."major Qg(borters Q\f\fans @ﬁntema{tbnal market. Table 3

N
shows the average price of sus-‘kéy plaxqi's of th%P\klstag@n mdQsiry
& & mme v

4..., b=

D
Ave,Eage Prlge of SlX T'bp K%\Players‘d‘n the Fans Industry

K\\x Cqﬁlpanx-ﬁ' Q.,\'T* . "..h ) = Average Price (Rs)
MRS Ahadf“ans & N 1975
» ;\ﬂi{\ pﬁk Fansa> ¥ _\i\‘*:}k 1470
' Ror@-fFans {}‘t A 1563
m,;y«;‘(‘ounil:~ kns 1512
Pz{mﬁz fans 1391
GFC Fans 1282
Average Price 1584

Global fan trade is classified on the basis of energy consumption. The fans that
consume less than 125 watts of energy (SITC 74341) are generally referred to as domestic

fans and the fans that that consume over 125 watts (SITC 74343) are classified as industrial

12



fans. Pakistan has earned $ 3.896 mn. from exports of domestic fans whereas it has earned $
0.104 Mn. from exports of industrial fans.’

In the local market as well as in the international trade of Pakistan domestic fans are
larger component so it is reasonable to assume that whatever happens to this particular
category after MFN or Free Trade with India is applicable to whole of the fan industry.

Pakistan exports fans to Bangladesh, Saudi Arabia, United Arab Emirates (UAE) and
some EU countries. About 80% of Pakistan domestic fans exports are concentrated in these
countries. While some companies are also exploring the p0s51b1ht1*e\s\o‘f" exports to US but
main restriction of quality standard of UL is creating problems bknt‘*some ﬁ;ﬁls are preparing
to enter into that market. Compared with the trade of the regt\bf the world, qga‘klstantnelther
exports fans to India nor import this product fromxln‘dla O{@- reason.,xf%r th{s ";}o trade
situation is that both Pakistan and India are sclf sufﬁc@lt in fai'n and gompete in the
international market rather than exploring qu,brospe@s of tradé*creathhkwnhln each other.
On the other hand, India exports fans to cher co@'t;;es V{Lﬂf the bulk of the share now going
to European Markets. {\\“ ﬂ*«; "‘“\ \- Q"\ \“Q

2. An Overview oﬁthe Fan}lndugry in {nﬁla W >

Electric fan is th.e'- second-most \y@h‘ted cqnghmer dihable item after the bicycle in
India. The retail pqﬁetof In@fﬁn dOI{@Sth fatqi'sxestungted to be around Rs 810. Indian fan

\-
industry is cq.jxﬁonted wi‘th the (Ie"’w chaﬂ'&lge du‘e to “the imposition of the excise duty. It is

o

)

felt tha‘g’tbe hlgl\lﬁeldence%f ex;‘&@ duty 1§\hkely to affect manufacturers in the organized
sector and ks;‘hikely t@‘encourﬁge hlg]@'i‘ imports from neighboring countries, particularly
from China and gaklstan,\x X {}‘ﬁ

Major prod@;s'rs and e;x})orters of the Indian fan industry are Bajaj Electricals, Orient
Fans, Kedia Fans, Crom‘pton Greeves, Impex Trading, Kathran fans among others.

3. Estlmatlons Results and Estimations of the Fans Industry

This section analyses the results obtained by calculating the f.o.b and c.i.f prices of
the fans produced in both the Indian and Pakistani market with and without free trade.

Figure 5 below compares the ex-factory price of the fan produced in Pakistan and cif
price of the Indian fan. It is taken as the world price without tariffs. The ex-factory price of

the Pakistani fan is around Rs 1000. According to the decision criterion which is being used

"SMEDA, Fans Sector Brief, July 2002.
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for this study, the cif price of Indian fans which is Rs 1260 should be less than this ex-factory
price. In our case, when the Indian fan is imported into Pakistan, it becomes more expensive
and thus is less likely to attract the attention of the consumers. So on the basis of cif:ex-
factory criterion Indian fan cannot be imported to Pakistan.

Figure 5

Comparison of the Ex-factory
of the Pakistani Fan and CIF price &
the Indian Fan i

&
1400 Y ;
i \\3
1200 3
O Ex-factory price k%, Sl o
Prices 1000 ‘5\ Q\v\’
[y
800 . o
600 B CIF at OER of ) ‘}(':,.
400 Indlgn Fanin S&,
Pakistan
200
0

Ex factory price and CIF
price

'l-"' \ i\._

On the other l@nd cif p‘hce of @b Paklgﬁm fan, .{gvless than ex-factory price of the
Indian fan. Thqk_ex fac‘:?r@.})rlce Q}‘The Inglhl fan\ﬁ“Rs 800 whereas the cif price of the
Pakistani fq}n-when iths exp\(&nt%d to {na'la R%mo There is a margin of Rs 100, which is
likely t"é‘béttrac@!he Ind\;gen con%}her tow@% Pakistani fan. As a result the Pakistani fan
market, wif}" beneﬁ;(\enorq‘),ously asqﬂdla offers a good window of opportunity to the
Pakistani manmf&étureg&"‘and \\vmh’d go a long way to enable them to utilize the excess
capacity. The ﬁgu&\belowqh’ighhghts this situation.

"k

‘\t_.
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Figure 6

A comparison of the exfactory price
of the Indian fan and cif price of the
Pakistan fan

820

800
780
Pricesr60 @ CIF of the
Pakistan Fan at
740 4 the OER
720 - M Ex factory Price .e-_b'
700 E" .
680 ‘;-.:
660 N i‘.\ h\i
640 0 8 O
8¢
Ex factory price and cif i“k Q"
prices =y 'i.“s
OF \*D‘ A . S
‘{'ﬁ"" {‘\{ . {Q’

The analysis also coincides with tb;q:mew pqiﬁt of tl@'{fmajor fa-h manufacturers who
believe that the opening up of the tridé‘\mth L{Rﬁa w{lwbe a bl% \?indow of opportunity for
the Pakistan business commur}i‘t}y\‘;engaged‘hl fans:_gp}bducu,ph It \Q}E\prowde access to the
huge Indian market and ena{)le them (&}ltlhze{ﬁé excegs?(:apacuy\of the fans industry.

The following t@‘bll'e glv,eg'The tare,ﬂf and ta;x ;‘?ruc@éxvlth regard to the fans in both
India and Paklsta‘rr\ﬁ"he M; calcqlaflons h&e be@\ﬂ‘one in the light of this tax and tariff
system and @\6% Wl.tf'l‘holdmgk'f'ax whfgh is le;yvlked by Pakistan on the all imports. In India
the rates-‘,é‘f the W‘és and‘_ta;?ffs @ﬁes acr%sﬁ‘dlfferent states. We have taken the case of the
Punjab and: @“eﬁhl w@j’c’h are cfbse to 4;’& border and would promote trade through road and

rail route, when.:free tradp\mll bQ}rewtable

.\
d‘# & Table 3
ok
qyf-'“' GST and Duty Structures
Country GST on Fans | Import Duty on Fans
Pakistan 15% 25%
India 12% 12%

4. Conclusions:
This study has been conducted in order to find out the factual market position of the

strengths and weaknesses of the fan industry which constitutes an important component of
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the light engineering sector of Pakistan if it is exposed to free trade environment. The need to
make such an assessment stems from the fact that both the countries have been recently
engaged in a process which will culminate in the establishment of a South Asia Free Trade
Area (SAFTA) in 2013. Its main purpose is to equip the policy makers as well as the
industries to take timely steps in this changing situation to get to grips with the challenges of
the new era.

The evidence obtained suggests that the fan market will no{ only be further
strengthened, it will also have the possibility of making inroads 1n{o"the Indian markets
benefiting both the producers and consumer of the region. Paklst\m‘n fan m,,a'hufaciurers have
higher prospects of gaining by exporting their product to hgtherto ugéxplorsd markets like
India and thus achieving a higher level of proﬁtsxaqi‘well Qg-mcreag«n‘g the;‘\h}lume of

production. This benefit will accrue because of shorter drst@ce less‘branspoﬁgtatlon cost, and
\‘tﬂ \-{\- ‘:"\{ \lc}
On the other hand, the Paklstanuproduce;g,‘wﬂl n\o.p‘}ose anyrthing, should there be a

big size of the market that India offers.

free trade based on reduced tarlffs.\‘é"mce tkle consurﬁérs wrl@hot be qﬁtracted to the Indian
fans because of its higher prige*both 1r\ﬂre evem\d\f free.,,is well«e}s%’vlthout free trade, it will
provide Pakistani firms an“‘h'oppormn}ty to Mher ccﬁsohda*sb and diversify themselves and
achieving a more c@ngetltrvgﬁ}?lace in, T‘he w%ﬁ’ fan I‘Qarf‘(et The figures obtained highlight
not only the oQ&sumers\g}un 1n\tpi‘ms of\ﬂtdrw prrqg ‘;‘vhrch falls from Rs 960 to 804 in India
with the (érnovqi@f tarlffi\“lt w1lL$'r1ng a.;hlgmﬁcant producer surplus to the Pakistani
producers as (ﬁey wrlﬁbe gn;e'n the Q})}Jortumty to operate the fan industry at optimal

\.
w 2 e,\

capacity. h Q'h- {;\-. \:}

This producg’gts‘tlrplus\mll depend on the volume of exports which will be created
from trade with Indla Bp'i'—"m order to further explore the effects of this trade on consumer
surplus, producers’ SI}pluS, and government revenue in Indian Market Analysis is required
which is out of the scope of this study. It might be noticed that currently the major exporting
countries of the Pakistan’s fans are Bangladesh, and some of the Middle Eastern countries.
The advent of free trade with India, will allow Pakistan to take advantage of this large
consumer market, where fan is second largest consumer product after the bicycles.

At present there is no trade between the two countries in this product, the revenue of

the government will not come down as no loss in custom duty revenue is expected and the
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locally manufactured fan becomes more competitive that the Indian fan. The availability of
the large fan market will be available to fan producers, consequently earning higher foreign

exchange earnings and catering to the needs of the large population.
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C. An Analysis of the Bicycle Industry

1. An Overview of the Indian Bicycle Industry:

The bicycle industry of India is one of the most established industries with an annual
turnover of more than 12 million bicycles. India is the second largest bicycle producer of the
world next only to China. Most bicycle components and bicycle spare parts in India, except
for free wheels and single piece bicycle hubs, are manufactured by the §mall Scale Sector
(SSIs). The large scale units are permitted to manufacture bicycle fra@s chalgs and rims for

"

{‘;?Vlthll’l the purv1ew of the

captive consumption. Manufacture of complete bicycles falls

" O o
< &
organized sector. ot . “s“‘x a\\w o
Tabled S S
\\\ '\\" .,'-L .Q;‘\
Total Number of Units Produ\ilng B\oﬂles m Iiidia o
SN
Total No. of Units in Bicycle
4125
and parts o . N
No. of Units in Organized 674
sector o o o B
No. of Units in Small Scale 13451
sector

Concentrations of Units in India Most of the factories manufacturing
‘bicycles and parts are located in Punjab
and Tamil Nadu. Major companies in
thlS industry are Hero Honda, Tube
'Investment of India, Atlas Cycles

N Hamilton Industries, R M 1 Cycles,
> _ _ Natlonal Bicycle Corp of India
XS 3 A" L < _:.} Source: Ministry of Commerce, India

Import Qf'blcyclp-ﬁlnd bL}cle parts are allowed freely. All these items are falling
under HS code 8712}\3713 &7:1491 to 871494.

2. An OverVQew of the Bicycle Sector of Pakistan:

Pakistani bicycle market is struggling to establish itself due to smuggled bicycles
coming from China and high raw material prices. There is very low export presence of
Pakistan in this sector and one player dominates with 82% share in the the local market. For a
new manufacturer to establish itself in this sector, they would need to concentrate on the
fancy bicycle segment and may flourish if they enter into a Joint Venture agreement with

some internationally reputed firm. If bicycle imports from India are allowed, then it will be
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difficult for the local bicycle industry to compete on the basis of price competition —whereas
quality differences and sales network may become strategically important.

2.1 Size and Composition of Bicycle Sector in Pakistan

A total 629,695 number of bicycles were produced in 2002-03 and 681,448 were
produced in 2003-04 thus showing the growth rate of 8.22%. In 1998-99, US$11,000 worth
of bicycles were exported from Pakistan for the first time but there remains an untapped
potential of US$ 3-4 million because of low capacity utilization in the bicyﬁle industry.

According to different published sources, there are 300 blcyC]QL\?end(*)Is in Pakistan,
employing 3000 workers. These vendors buy raw material wo,g(h Rs49\mllhori and after
value addition sell it on to the manufacturers for Rs98 mllhqn\ The 3@9 Vendags supply to 7
big Original Equipment Manufacturers (OEMs) and 20‘unorg‘@126d OE@[ (%ﬂ!}l firms).
OEMs employ a total of 5000 workers. The OEB/ts‘v;lpply@furtherb‘f Rsl @2 ‘1)11110n worth
of new bicycles and Rs100 million Wort@'}epl Q@%nt p‘i{t} of bg&cles to the retail
assemblers/dealers/puncture shops. The ge'fallers qce supg\{i’,'d spargyparts (including tires and
tubes) through some 175 componsh} maanécturer, %‘mploy{ng 400(kﬁvorkers in a market
worth Rs230 million as nekup‘ﬁr;: and.QRsl 62\b;ﬁ10n q)i\"the re,Eisf:ement market bicycles.
There are some 3000 rqﬁﬂers/assﬁr%ler :Ginplo 1@ 9000~19e0p1e and cater to the Rs1.71
billion new b1cycles;_demand_gr1?1 Rs2,78‘~61111%\?ep1ace{ﬂen\; bicycle market.

The m@ket pI'lQS&SxOf sogn‘e of @tmaqub}cycle producers are given in the table

- 9
below. ‘Q\ \Q} N ,2'\ ‘;‘Sﬁ \
\1\ '\Q ¢Q "Sl"able
h Mfﬁ\ket P,gfces okﬂiﬁerent Bicycles Produced in Pakistan
Ak & Eompany Prices in Pak. Rs

o ‘\}F'\ Sohrab 3250

<& 2| Sony 3300

4 | Lords 3000

5 | Falcon 2800

The preceding information reflects that the situation is not encouraging for Pakistan
vis-a-vis India who is considered to be a major player in the international bicycle market.
Whereas India exports a significant quantity of the bicycle, Pakistan is still trying to meet the

domestic demand.
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3. Estimation Result of the Bicycle Sub-Sector

Pakistan’s bicycle industry is dominated by one key player, Sohrab which constitutes
more than 80% share of the whole industry whereas the rest of the production is shared by 6
other bicycle manufacturers. It produced 532139 units of the bicycle in the year 2003-04.
Based on the information collected through various published sources and survey conducted,
the average whole sale price for the bicycles is estimated to be Rs. 2425, whereas the average
market price is Rs. 3085. A

Based upon the simulation under the assumption of free tradq‘@h‘czi without free trade,
'\

the following table shows the basic calculations of the gains a@llossesﬂand netxeffects on
=8
- &\1’:\' S\\\ : \\l’?_
Table 6 -\?:‘ o o> A .
«» D o o
Surpluses Arising from F,(&‘T radg‘ih Bch@las Ll

\;\-
Bq\(qre Free@?‘ade .ﬁﬂ

Producers Surpl.u%:.;,L o . 1{“1’15 2{3“503 1\@
Q o
Custom Revénue & .R‘s 13 1\@2 Mn
ey ) 4 \"1
h' . i"'t t'\}'
T ':‘- '-:'"‘
-~ RN Aft,gr\l"ree 'Eraﬁe

different economic entities. \,wz

‘\_‘
&S

Ht\ At »N & ad
A ~Produ,(;@% Su q@ *RsA3'85 Mn
x ﬂ\é rpL :Q\\t ‘.E‘"
W
* .
R N ..Qonsum@\é“ Surph‘i& & Rs. 525.82 Mn
" {k{ \\ {t ;\*’
AL C%@toms Révenue ,’}3 0
R
> A ¢ Table 7
N \Q}
Q Net Effects of the Free Trade
-\.‘.L
N Pakistan India Pakistan+India
Consumers Surplus 525.82 0 525.82
Producers Surplus -233.653 30.91 -202.743
Customs Revenue -131.22 0 -131.22
Net Welfare 160.947 30.91 191.857
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It can be seen that the net effect of the free trade in bicycle will cause an increase in
Net Welfare gains worth Rs. 191.857 Mn but after trade the Pakistani bicycle producers will
be threatened to lose a significant portion of their protected market. The loss in Producers
surplus is calculated to be around Rs. 233.653 Mn.

The following figure 10 compares the ex-factory price of the Pakistani bicycle and cif
price of the Indian bicycle. The ex-factory price of the Pakistani bicycle is Rs 2000. The cif
price of the Indian bicycle when it is imported into the Pakistani market is Rs 2112. This is

greater than the ex-factory price of the Pakistani bicycle, and thq& é‘dﬁs to_go along our
-~

o . .. . L““ .

criterion of decision-making. e RN )

. ﬂ_{‘\ {;q,.L o>
Figure 7 . & -\\é" .

LN
5 q;\ \-F‘ i o
\‘5
A comparison of the ex-factory price &

of the Pakistan bicycle and cif price of
the Indian Bicvcle in Pakistan

2140
2120
2100 A .
2080 - O Ex factory price
Prices 5060 - of the Pakistani
2040 - Bicycle
4 | B CIF of Indian
2020
. ﬂ\"‘* 2000 Bicycle at the
Q}ﬂx{ 1980 OER in Pakistan
.\
> A 1960
& |
A 1940
. B
-

Ex-Factory price and
CIF price

Y’_.
When we make a comparison of the ex-factory price of the Indian bicycle and cif
price of the Indian bicycle, we again confront the similar situation of no trade. The ex-factory

price of the Indian bicycle is Rs 1340. The cif price of the Pakistani bicycle is Rs 1400.
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Figure 8

Prices

A comparison of the ex-factory
price of the Inidan bicycle and cif
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It seems that the Pakistani bic c}} mar 1s h1 ro cted with high level of
)Q P {S g

import duties. Both the government 4 Q"nd prod&ers W;,\u\‘rose agsdresult @f free trade whereas

the consumer stands to gain sig;ﬁﬁcan@ly Th]ﬁkﬁuatm@tﬁowe{@s not very different in

India as well. The whole cﬁ“the Ind.ra blcyckfindustqgls protg‘l:ted under the SSI reservation

policy. Almost all g;& parts u@%d 1n th'é manuﬁlctur @f%lcycles are protected under this
N

\
policy. The fres:trade s@\a‘[lon al& dem\qﬁds fo&;t‘he creation of an enabling environment

without a,qyﬁ)rotec{?phlst pgl,ﬂ:les Tbis sHuat@n mlght change drastically if these items are

removed fI‘OIn\_ﬂlbé rese@atlon ]‘1‘331l Th1s \sp‘perhaps one factor, which shows that the cost of

production T m Indla‘i’s veryd low and.{a'q)aklstan it is very high.

Table 1% glvigmﬁformatkon about the tax and tariffs system in India and Pakistan. In

Pakistan when protTucts al;g_'ﬁmported the government levies, 6% of the withholding tax, and

in India it varies acros}sk'dlfferent states.

Table 8
Tax and Tariff Structure in Pakistan and India
Country Import Tariff on Bicycles | Sales Tax on the bicycles
Pakistan 30% 15%
India 20.4% 4%

22



As regards bicycles, however, the situation is not very encouraging for the domestic
bicycle producers. India has an edge in this product as it makes available its bicycle in
Pakistan with free trade at a cheaper price than does Pakistan bicycle producers do in India.
Compared with the size of the Indian bicycle Industry, Pakistan’s domestic industry is very
small. There is apprehension in the domestic bicycle industry, that if bicycle imports from
India are allowed, it will seriously endanger this sub sector, and might put its survival at risk.

The average market price of Pakistani bicycle is Rs 3085 which Ris higher than the
free trade price of the Indian bicycle in Pakistan estimated to be Rs. 2@8’0 TI}‘? difference is
considerable and given the sheer size, and economies of scale;.,bvhlch the Indlan bicycle
industry enjoys, it will further come down with the pos51b111ty ’(’Sf opsmﬁg up a\.gﬁw market at
a shorter distance. {.}*H \\\-\ _U}F' % "S'”

The study also points out some 1nterest1n3- conclt@l'ons Slﬂsce 1t h@s analyzed the
product as a whole rather that the parts, whlgh\are uﬂs\q{ﬁn the nﬁnufacqﬁing of the product,
the results might differ to a great extent Lf 'an analqims of Qm‘parts 1@done on individual basis.
Besides providing an even stron&eﬁmlcroqcbnomlc@oundaqoh it v&qﬂ further enlarge the
group of stakeholders to be behe}ted .ft’om th%ﬁrée tra@\snuatko‘ir\'m both the countries. It
calls for a separate analysm‘”as thls.i'shbeyon@;‘tﬁe scep‘& of the@u-rrent study.

Another 1mpo%tant ‘ggefor vihl_é‘h W1Lb\aeterm@e the likely impact of free trade
env1ronment 1ﬂgghlnese\§}cess tq\both Rﬁx\}&stan& Qh‘a'lndlan markets. Both the countries are
already gfferln% .ftom the.;?ému g}pﬁ% of l@v cost products from China. It is not only
endangermg\ﬂ&&r dOl’I}Q&lC maﬁk‘ets but\bé‘ﬂs for restructuring of the prevailing trade regime
in the region. Th& c’i‘uestm@ﬁs Wha\t}is going to happen to the domestic market under similar
trade regime w1th thq\éhlna @s}s a serious policy issue which the policy makers need to look

into to prevent the growﬁi}of informal trade which is hampering the domestic industries of

the two countries.
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