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Abstract
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The EU’s beneficial trade scheme for vulnerable, low-income countries, the GSP+

framework, is currently under review. Meant to aid developing countries’ efforts of lifting

their most deprived parts of society out of poverty, it is supposed to incentivise social and

environmental conditions in countries such as Pakistan. Yet, there is plenty of criticism

revolving around transparency, objectivity and effectiveness of the framework. This EIAS

Policy Brief examines areas of potential improvement of the scheme along the case of

Pakistan.

Policy Briefs published by the European Institute for Asian Studies express the views of the

author(s) and not of the European Institute for Asian Studies.
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First introduced in 1971, following the first and second UNCTAD[1] conferences, the

European Union’s General Scheme of Preferences (GSP) aimed to reduce poverty by

supporting developing countries’ integration into the global market. The EU’s GSP

framework has undergone considerable change and has continuously been amended over the

years. As of today, it is composed of 3 distinct schemes, which apply to different groups of

countries mostly based on their development status as assessed by the World Bank.

Those schemes are:[2]

1. The standard GSP for low and lower-middle income countries, which entails a partial

removal of customs duties on two thirds of tariff lines,

2. The GSP+ programme, which reduces tariffs on those products to 0% for vulnerable low

and lower-middle income countries on the basis that they implement 27 international

conventions intended to foster social, environmental and political sustainability,

3. The Everything But Arms (EBA) scheme, which provides least developed countries with

duty-free and quota-free access to the European market for all products except arms and

ammunition.

The EU is in the process of reviewing its GSP, GSP+ and EBA schemes for 2024-2034 as the

current framework expires at the end of 2023. This EIAS Policy Brief will provide an overview

of the GSP+ programme by using the case of Pakistan, which is one of the 6 current GSP+

beneficiaries in Asia, along with Sri Lanka, Kyrgyzstan, Mongolia, the Philippines and

Uzbekistan. The GSP+ scheme is a special trading arrangement that provides developing

countries with preferential access to the European markets to increase exports. GSP+

beneficiaries are required to ratify 27 prerequisite conventions related to human rights,

labour rights, good governance and environmental protection.

Pakistan is a major beneficiary of the trading opportunities offered by GSP+.[3] Since 1

January 2014, Pakistan has been benefiting from generous tariff preferences (mostly zero

duties on two thirds of all product categories) under the GSP+ arrangement aiming to

support sustainable development and good governance. As a result of its GSP+ status, more

than 78% of Pakistan's exports enter the EU at preferential rates. As things stand, the

European Commission has decided to retain Pakistan’s GSP+ status.[4]

While initially set up to incentivise developing nations to improve human rights, the scheme

is often perceived as being unilaterally imposed by the EU, given that in contrast to bilateral

free trade agreements, the contents of the scheme are not subject to negotiations. It is carried

out in such a way that it is more beneficial to importers in the EU,[5] as it sets up GSP+

beneficiary countries against one another. This is done by creating a fierce competition, often

leading to the eventual undoing of potential benefits of the GSP+ programme. Ultimately, the

core purpose of the GSP+ arrangement is to have a positive impact on the labour conditions

for the most vulnerable groups in Pakistan’s society. Yet, this message is still not reaching the

top levels and is not enforced enough to Pakistan’s industry stakeholders. In fact, much of the

advantages of the EU’s preferential trade scheme in Pakistan are pocketed by the business

elite and modern Zamindars (feudal landlords), with little positive impact on the poorest

levels of society as envisioned by the GSP+ framework.
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The implementation of GSP+ presents a considerable dilemma for beneficiary countries. The

scheme is aimed to benefit those countries with the most socially deprived populations,

mainly consisting of unskilled, cheap labour forces employed in highly labour-intensive

industries. For beneficiary countries it is thus important to maintain their GSP+ status as a

means of providing job growth to spur socio-economic development. In fact, no beneficiary

can afford to lose GSP+ privileges, as exports would decrease and the country would fall

behind its regional competitors.[6] On the other hand, while a country may wish to further

develop its economy and high-end innovative sectors, it may risk evolving into a

middle-income level country and losing its GSP+ status by doing so. Therefore, GSP+

contradicts its original intention, as the scheme incentivizes countries to remain poor and

slow down innovation, in order to retain existing trade privileges. In the case of Pakistan, this

encourages the continuation of a feudal system of exploitation[7] of the poorest levels of

society, which directly benefits the (feudal) landlords and business elites.[8] Hence, the EU’s

present GSP+ approach serves as an incentive to beneficiary countries to remain poor or to

declare themselves poor while syphoning the benefits of the scheme to offshore bank

accounts.[9]

Furthermore, instead of focusing on a limited number of conventions which beneficiaries can

easily comply with (and which would facilitate simpler and more effective monitoring on

behalf of the EU), the EU is frequently adding new conventions to the GSP+ status. By adding

even more conventions, the EU dilutes the value of each convention to the point where

beneficiaries struggle to comply and monitoring becomes difficult and unrealistic.

This creates fierce competition between GSP+ beneficiary countries in the same region, who

operate within the same sectors, as is the case in South Asia with Pakistan and Sri Lanka

being awarded GSP+ status and Bangladesh (EBA) listed as a Least Developed Country

(LDC). These countries are struggling with similar unskilled labour endowments across

similar labour-intensive industries (such as garment, leather, carpet, aquaculture and food

processing, construction and kilns industries, etc.). The EU is putting these countries in

jeopardy by forcing them to comply with the aforementioned conventions in order to be

granted or to maintain their GSP+ status. This competition is so fierce that industry and

companies have to squeeze on wages, labour conditions and environmental constraints to

remain competitive.[10] It is thus important to examine these perverse side-effects of the EU’s

current iteration of GSP+ in its present reviewing process.

Local NGOs, academics, trade unions and civil society groups in Pakistan continue to be very

critical of how far Pakistan is complying in reality with the basic principles on which the

GSP+ status has been granted by the EU.[11] On paper, a number of laws and regulations

already exist or have been introduced by the Pakistani government to comply with the

aforementioned conventions. Yet, Pakistan has been failing to comply with some of the most

basic elements of these conventions, and both control mechanisms and enforcement

procedures are still seemingly lacking.

Against the findings of the EU’s monitoring missions,[12] it can be observed that labour

conditions and the protection of children and women’s rights have not been improving

sufficiently in Pakistan. In fact, despite being officially outlawed for years, bonded labour

arrangements (debt slavery; the most common form of modern slavery) continue to be

widespread. These arrangements are particularly concentrated in rural areas, where there are
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few opportunities for education and employment. Many of Pakistan’s estimated 60 million

illiterate people[13] live in rural areas and have no other option but to sell their workforce for

minuscule wages to local landlords, who charge the workers and their families for living on

their properties. Trapped in a downward spiral of rising debt, with little to no prospect of

change, an estimated 3 million people in Pakistan effectively live as indentured servants.[14]

Furthermore, child labour[15] is commonplace in those areas, given that children often have

no choice but to support their families, thus being unable to attend school and obtain a

formal education. There are currently more than 2 million child labourers in Pakistan.[16]

Overall, women and children are part of the most vulnerable groups in society and are often

being exploited, subjected to human trafficking[17] and forced to work under inhumane and

bonded labour conditions, putting them at great risk of experiencing sexual violence. Law

enforcement in this regard remains rather weak, particularly outside of the densely populated

Punjab province, which accounts for a disproportionate 98% of convictions[18] of human

traffickers in the country.

Therefore, there exists a large gap between Pakistan’s pledge to implement core international

conventions, as required under the GSP+ framework, and actual compliance. However, EU

monitoring practices remain rather elusive and lack transparency,[19] even though the EU

began to publish biennial monitoring reports on individual countries in 2014. Besides

receiving data for example from the International Labour Organisation (ILO), the European

Commission conducts its monitoring process through external consultants whose ability to

access relevant information and remote areas[20] in the respective countries can be

questioned. Also civil society actors are excluded from the monitoring process.[21]

The Pakistan Workers Confederation (PWC) reported a “state of near

non-implementation”[22] with regard to many of the ILO’s core labour conventions.

According to its reports, serious deficiencies prevail in terms of adherence to safety

standards, the right to unionise,[23] or equal treatment of women. However, such deficiencies

do not merely apply to rural areas, as the Punjabi city of Sialkot exemplifies. Being a global

hub for the production of surgical instruments and sports equipment (about 70% of global

football manufacturing[24] takes place in Sialkot), many multinational companies operate

factories in the city. Yet, as the PWC reports,[25] many workers in Sialkot earn below the

minimum wage. Moreover, even though the GSP+ conditionalities require all workers receive

social security cards, so far barely 10% of the workforce have actually received them,

according to the workers rights group Labour Qaumi Movement.[26] Meanwhile, Salman

Shah, a former finance minister and current adviser to Punjab province's chief minister on

economic affairs stated that, "only 2.5% of GDP is being spent on providing social safety to

the working class; it should be 10% at least,”[27] adding that, “we want to increase it but

International Monetary Fund's conditions don't allow us to do that."[28] Generally, progress

on workers rights and conditions has been slow since gaining GSP+ beneficiary status in

2014,[29] and Pakistan has yet to ratify inter alia the ILO’s 1970 Minimum Wage Fixing

Convention.[30]

Despite the lack of compliance, the EU has not suspended Pakistan’s GSP+ benefits, which

highlights a major point of criticism voiced against the scheme: there is no uniform definition

with regard to the effective implementation of GSP+ conditionalities. Thus far, only four

countries (Myanmar, Belarus, Sri Lanka and Cambodia) have ever been sanctioned with the
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withdrawal of their varying GSP statuses by the European Commission, for different reasons,

with Sri Lanka being the only GSP+ beneficiary ever to have its status revoked. There is a

great lack of clarity and an apparent need for a transparent, standardised procedure that

clearly outlines which milestones need to be achieved to retain GSP+ status and under what

conditions it must be revoked. Otherwise, the EU subjects itself to accusations of favouring

those countries that it deems to be useful [31] for its geopolitical and geo-economic agenda.

So far, core weaknesses of the current GSP+ programme persist. Overall, GSP+ needs to be

overhauled, as it should not function as a support scheme of an enduring feudal system of

exploitation as is the case in Pakistan. The EU should push Pakistan to address its existing

deficiencies in-depth in order to maintain its GSP+ status. This could potentially be achieved

by setting a time limit for beneficiary countries to comply with the necessary conventions, as

the lack of a road map for implementation and the corresponding absence of clear target

dates, create no incentives for countries to comply rapidly, as there is presently a lack of

urgency to do so. Instead, failing to comply (respectively failing to reach certain milestones)

within a given period (such as 5 years) should lead to the suspension or even withdrawal of

the GSP+ status. It would also show the EU’s commitment to upholding its own principles

and values and help to avoid unfair competition between GSP+ beneficiaries. In this regard,

having a well-defined road map would also help to compare progress among countries in the

same region, respectively among those who rely on similar sectors, such as Pakistan and Sri

Lanka, with greater objectivity. This would make the scheme much more transparent and

could potentially compel beneficiaries to use their GSP+ advantages more effectively.

Beyond that, businesses in countries such as Pakistan would greatly benefit from the

implementation of necessary reforms and from the ensuing compliance with required

conventions, particularly those related to labour rights and conditions. Empirical studies

have found that improved working conditions directly translate to increased productivity.[32]

In fact, evidence suggests that, “factories experience a 5.9% boost in profitability when

workers perceive improvements in working conditions traditionally associated with

‘sweatshops’ including improvements in their sense of physical security and assurance in

wage payments. Similarly, profitability is 7.6% higher where workers experience a

comfortable environment and trusting workplace.”[33] Therefore, there is a direct correlation

between the well-being of workers and the output of their respective factories. Hence it

follows that with few investments in improved working conditions, as a consequence of a

more formalised and objective GSP+ conditionality mechanism, it would be possible for

beneficiaries to substantially increase profits both in the short- and long term, as

maltreatment of workers immediately decreases workers’ productivity and factories’

profitability.

In addition, the EU should evaluate whether the awarding of the 3 different GSP statuses

purely based on the World Bank’s assessment of countries’ respective income levels is the

best way to go forward, considering that it incentivizes beneficiary countries to remain below

a certain poverty threshold, thus ultimately inhibiting innovation and economic

development. While the development of innovative industries can greatly impact a country's

economic output and increase overall income levels, those industries are often less

labour-intensive. Therefore, the overwhelming majority of unskilled workers will experience

little to no raise of income levels, despite the country surpassing a certain threshold, as more

than 70% of the workforce in Pakistan is employed in the informal sector, which is
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characterised by unskilled labour.[34] Yet, a corresponding withdrawal of GSP+ benefits due

to few well-performing “lighthouse” industries within a country, would mainly affect

unskilled workers in labour-intensive industries, as those industries make up the largest

share of exports to the EU, thus profiting most from the scheme.

Furthermore, the EU should stop adding new conventions to the GSP+ framework for the

time being. While the Commission’s latest proposal even suggested adding another 5

conventions on top of the 27 existing ones,[35] both the EU and the beneficiary countries are

already struggling with the current ones. On the one hand, as previously mentioned, adding

more conventions will only dilute the value of the already existing ones and will put more

pressure on the countries, while effectively minimising the chances of the actual

implementation of any of them. On the other hand, the EU is already unable to monitor

compliance with the current conventions; adding additional ones would thus merely serve to

diminish its own credibility and increase unnecessary bureaucracy. Instead, the EU should

attempt to decrease the level of bureaucracy related to the scheme and rather focus on a

number of core conventions with a more realistic implementation, which may actually be

credibly monitored.

In light of the ongoing GSP, GSP+ and EBA review process, it would be crucial to develop a

concise, critical and comprehensive evaluation and feedback mechanism, so as to effectively

assess the extent to which Pakistan is complying with the standards set by the EU. A main

focus should be centred on the assessment of labour rights, especially those concerning slave

labour and the protection of children’s and women’s rights in the different sectors of

Pakistan’s economy, as the risks of exploitation remain significant. Furthermore, special

attention should be given to the EU’s monitoring process and the implementation by

Pakistan of its GSP+ status.

Increased attention should also be given to informing EU consumers on the conditions under

which goods for the EU markets are manufactured and produced in Pakistan, in view of its

compliance with GSP+ standards. At present, public awareness on these issues is still lacking

among the wider EU population as well as among relevant stakeholders at the institutional,

academic and civil society level.
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