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       Foreword

 Over the past few years signifi cant progress has been achieved in economic 
engagement between India and Pakistan. Notably there is an air of expectation that 
development will receive more attention from the democratically elected leaders at 
the helm, heralding a new era of much needed cooperation. 

 This book brings together research studies conducted under the aegis of 
ICRIER’s project on  Strengthening Research and Promoting Multi-level Dialogue 
for Trade Normalisation between India and Pakistan . The project seeks to foster 
policy oriented research on several aspects of India-Pakistan trade and investment 
relations and to promote multi-level dialogue platforms between the two countries. 
Carefully crafted evidence based on rigorous research, including from primary 
sources, along with regular dialogue can play an instrumental role in removing 
misconceptions and apprehensions. With this objective, ICRIER is collaborating 
extensively with academic institutions, think-tanks and business chambers on both 
sides of the border. 

 It is my sincere belief that this book will be a valuable addition to the existing 
literature on India-Pakistan economic relations as well as appeal to readers with a 
general interest in the overall relationship between the two countries. Besides, the 
recent warming of Indo-Pak relations also makes publication of the book timely and 
opportune. 

 The book focuses on a number of aspects of bilateral economic relations. In 
addition to the familiar themes of bilateral trade in goods and services, it pro-
vides new insights into the potential for bilateral trade and the challenges faced 
in realizing it. A notable aspect is contributions from both India and Pakistan that 
for the fi rst time examine the current trends and identify possible sectors for 
bilateral FDI fl ows that could help build deeper economic ties. The book also 
includes hitherto under-researched subjects such as estimating the levels of 
informal trade, and analysis of a trade perception survey conducted by ICRIER 
in the two countries. 

 It is a challenging task to assemble experts and scholars from both countries to 
dispassionately and objectively assess India-Pakistan trade normalization and 
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 provide suggestions for policymakers. I congratulate Professor Nisha Taneja for 
leading this effort from the front and express deep gratitude to all the scholars for 
their contributions and compliment all those associated with the production of this 
book. I am sure you will enjoy reading this book as much as we did in putting it 
together. 

    ICRIER ,  New Delhi, India    Rajat     Kathuria   

Foreword
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 Over the last decade, India and Pakistan, the two largest economies of South Asia, 
have succeeded in more than doubling their per capita income. Both economies 
have also managed to sustain a growth trajectory by implementing signifi cant 
economic reforms that have opened up their economies and brought about rapid 
growth, more than doubling the size of each economy in the last 10 years. Yet, 
bilateral trade hovers at a paltry 1 % of the total trade of these two countries. By 
choosing to take the lead in liberalizing their import regimes, India and Pakistan 
could set an example for other countries in South Asia. Unoffi cial trade between 
India and Pakistan is estimated at approximately US$2 billion per year. This does 
not include trade via Dubai in which the product’s port of origin is often relabeled. 
Better trade relations between the two countries can directly improve the economic 
and political environment of the whole South Asian region. 

 In the last 2 years there has been some progress in normalizing trade between 
India and Pakistan. In February 2013, Pakistan abolished the more restrictive posi-
tive list and replaced it with a negative list which covers only 15 % of the tradable 
items that cannot be imported from India. It is expected that this list will also be 
phased out soon and Pakistan will grant Non Discriminatory Market access to 
India. The two countries also signed agreements addressing three key issues that 
have long plagued business in the region: standards and testing, custom clearance 
and dispute resolution. India has removed the restrictions on Indians investing in 
Pakistan and vice versa. An integrated border check post between Attari and Wagah 
was inaugurated with modern facilities that will allow many more trucks to cross the 
border daily. India has reduced the number of items that are prohibited for import 
from Pakistan by 30 %. 

 These encouraging developments need to be reinforced by other measures that 
can help strengthen relations between our two countries. 

 While the discussion on normalizing economic relations between India and 
Pakistan has focused on trade liberalization, the potential for business initiatives 
extends far beyond trade. Quantum change will come when investments begin to 
fl ow between the two countries. Cross-border investments could result in joint 
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ventures accompanied by an exchange of workers and managers. Bilateral relations 
could then become literally “cemented”, as each country makes capital commitments 
in the other. There remains much more that can be done. Efforts can be made to 
substitute more neutral policies for the current domestic tax, tariff and subsidy policies 
that distort incentives for production and trade in both countries. Basic changes 
that can expedite border crossings, allow more trade through land routes, open new 
border points for trade and open banking branches in both nations are long overdue. 
The longstanding shared cultural ethos offers other varied opportunities for viable 
and revenue generating exchange in the areas of fi lm, entertainment and fashion. 

 The election of two pro business, development oriented, and reform minded 
leaders in India and Pakistan offers an excellent opportunity not only to liberalize 
the domestic economies but also the bilateral economic relations between the two 
countries. 

       IBA ,   Karachi ,  Pakistan        Ishrat     Husain    

        

Message
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Strengthening Economic Relations, DOI 10.1007/978-81-322-1949-1_1,
© Indian Council for Research on International Economic Relations (ICRIER) 2015

        The past two decades have witnessed a perceptible shift toward increased economic 
integration across the globe. Economies have adopted several unilateral measures 
toward this end, such as the deregulation of domestic markets and greater commit-
ment to trade and investment agreements. A crucial feature of this enhanced integra-
tion has been its regional focus due to the failure of multilateral negotiations under 
the WTO, as can be seen from the movement among European nations toward 
becoming a single economic entity, as well as from the multifaceted economic 
agreements among members of the MERCOSUR, ASEAN, and GCC regions. The 
nature of regional economic arrangements has also progressed to encompass not 
only conventional clauses regarding trade and investment but also the freer fl ow of 
technology and information, the harmonization of regulatory regimes, the coordina-
tion of cross-border policies, as well as, in a few cases, the cross-border mobility of 
people. Thus, regional integration and cooperation have deepened over recent years. 

 South Asia stands in stark contrast to this worldwide trend. While individual 
South Asian nations show every inclination toward being integrated into the world 
economy by entering into FTAs/PTAs with their principal trading partners, regional 
cooperation among these countries remains abysmally low. Although the South 
Asian Association for Regional Cooperation (SAARC) was founded in 1985, the 
core issues of trade and investment were only brought into the ambit of regional 
integration following the establishment of the SAARC Preferential Trading 
Arrangement in 1991. Member countries of this arrangement envisioned the 
creation of a South Asian Free Trade Area (SAFTA) by 2001—and fi nally succeeded 
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in making SAFTA operational in January 1, 2006. While the formation of a free 
trade area was a historic step toward the economic integration of the South Asian 
nation states, liberalization remained limited and was unable to match the pace of 
expanding trade and investment in other regions of the world. The fundamental 
reason for this has been the limited trade and economic engagement against a politi-
cally sensitive backdrop between the two largest South Asian economies, namely, 
India and Pakistan. 

 Trade between India and Pakistan has always been inextricably linked to the 
political relations between the two countries, rather than being governed merely by 
economic factors. Following independence and partition in 1947, India-Pakistan 
trade fell drastically and came to a standstill for almost 9 years in the aftermath of 
the war in 1965. A protocol on resuming trade relations was signed in 1974 on a list 
of mutually agreed items. In 1996, India accorded Most Favored Nation (MFN) 
status to Pakistan, thereby offering Pakistan the same trading regime that it offers to 
any other country in the world. Pakistan, on the other hand, continued to allow 
imports of a limited number of items from India, collectively known as the positive 
list, although the number of items on the list has increased gradually; Pakistan 
linked the granting of MFN status to resolution on the Kashmir issue. Following the 
attack on the Indian parliament in December 2001, India halted trade via the air and 
land routes between 2001 and 2004. In 2013, cross-border trade was completely 
halted after incidents of cross-border fi ring, but trade resumed within a few days. 
There have been restrictions on trade on other counts as well, with the major ones 
being (a) a restrictive maritime protocol until 2005 that allowed only Indian- and 
Pakistani-fl agged vessels to carry cargo between the two countries and did not per-
mit these vessels to carry consignments to a third country from the ports of either 
country, (b) the presence of only one rail route for cargo movement between the two 
countries, and (c) the absence of a road-based trade route until 2005. This restrictive 
trade environment resulted in large informal trade fl ows between India and Pakistan, 
with most of the trade taking place via third-country ports such as Dubai. 

 The process of trade normalization was set in motion in 2004 during talks at 
the Commerce Secretary level on commercial and economic cooperation 
between India and Pakistan. In this comprehensive dialogue, trade negotiations 
were discussed along with other issues. This was the fi rst step toward delinking 
trade negotiations from political issues. Since 2004, any major political event 
between India and Pakistan has neither had any major impact on trade relations 
nor led to the imposition of a ban on trade. Rather, bilateral trade has been rising 
over the years (Fig.  1.1 ).

   In 2004, India and Pakistan, both members of SAARC, signed the South Asian 
Free Trade Agreement. The members of this agreement include four least developed 
countries (LDCs), Nepal, Bhutan, the Maldives, and Bangladesh, and three non- 
least developed countries (NLDCs), India, Pakistan, and Sri Lanka. As with all 
other regional agreements under the WTO, this agreement also required members to 
offer MFN treatment to each other. However, even after its ratifi cation in 2006, 
Pakistan did not accord MFN status to India and continued to trade on the positive 
list, allowing imports of only 137 items from India via road, thereby making the 
route more restrictive. Thus, with the two largest SAARC countries not trading 
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under MFN rules, SAFTA has failed to help normalize trade relations between India 
and Pakistan. 

 The bilateral trade dialogue that started in 2004 continued for four more rounds 
of talks until 2007 and resulted in three major outcomes—the expansion of the posi-
tive list, the opening of the road route in 2005, and an amendment of the restrictive 
maritime protocol. As part of the confi dence building measures, in October 2008, 
the two governments permitted trade and travel across the Line of Control (LoC) 
along Jammu and Kashmir. 

 Following the Mumbai attacks in November 2008, the composite dialogue stalled 
and resumed after a hiatus of 3 years. However, during these 3 years, no proactive 
measures were taken to block trade such as those initiated in response to the parlia-
ment attack in 2001. 

 The fi fth round of talks in April 2011 laid down the blueprint for normalizing 
trade between India and Pakistan. Perhaps what set the tone for the talks was the 
recognition of a need to promote bilateral trade to “build confi dence, dispel misun-
derstandings, and allay misapprehensions.” While the agenda was very detailed 
(covering, inter alia, the MFN issue, nontariff barriers, border infrastructure, cus-
toms liaison, harmonization of customs procedures, trade in electricity and petro-
leum products, cooperation in information technology, visas, bilateral investments, 
and opening of bank branches), the two negotiating points revolved around Pakistan 
granting MFN status to India and India addressing nontariff barriers faced by 
Pakistan in accessing the Indian market. 

 The Joint Statement issued in November 2011 laid down the sequence and 
timelines for full phasing in of MFN status for India. In the fi rst phase, Pakistan 
would graduate from the positive list to a small negative list that specifi ed banned 
rather than permitted items. In the second stage, the negative list would be phased 
out—overall, as well as for the road route on which trade takes place for only a frac-
tion of the items on the positive list. These changes would usher in the full phasing 
in of MFN that forms an essential part of the trade normalization process. 
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  Fig. 1.1    Impact of political relations between India and Pakistan on trade       
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 Adhering to the Joint Statement, in March 2012, Pakistan made a transition from 
the positive list approach to a small negative list of 1,209 items; however, it contin-
ued to restrict road trade by allowing only 137 items to be imported from India via 
road. India addressed Pakistan’s concerns by taking several steps to address nontar-
iff barriers (NTBs). Since then, trade negotiations on MFN have changed stance one 
more time. During the 7th round of talks held in September 2012, India and Pakistan 
agreed to further deepen the preferential arrangements under SAFTA, with India 
offering concessions to Pakistan in exchange for Pakistan granting MFN status to 
India. In a major step, India pruned its sensitive list to 614 items (from 884 items). 
As of July 2013, the status is that India would bring down its SAFTA sensitive list 
to 100 tariff lines; simultaneously, Pakistan would grant MFN status to India, phase 
out the negative lists, and remove restrictions on items traded by road. 

 In the context of this rapid progress in the economic relations of India and 
Pakistan, this book analyzes multiple facets of the economic relations between the 
two countries in order to provide recommendations for policymakers, academics, 
and industries. The book encompasses three broad areas. Part I (Chaps.   1    ,   2    ,   3    , 
and   4    ) quantifi es the potential for trade in goods between India and Pakistan. This 
section uses primary and secondary sources to assess current trends and opportu-
nities in the formal and informal sectors of India and Pakistan. Part II (Chaps.   5    , 
  6    , and   7    ) expands the analysis to include trade in services between the two coun-
tries, as well as bilateral investment fl ows. Chapter   5     investigates current trends in 
the services sectors of both economies, identifi es avenues where there is potential 
for further trade, and provides recommendations for removing the current con-
straints to trade in services. Chapters   6     and   7     are complementary chapters that 
analyze cross-border investment fl ows between India and Pakistan. Finally, Part 
III (Chaps.   8    ,   9    ,   10    , and   11    ) provides analyses of specifi c sectors—health, sports 
goods, and energy—in India and Pakistan. These chapters refl ect the disparity 
between the current levels of trade and cooperation in the selected industries ver-
sus their potential. Chapter   12     concludes the book and presents policy lessons as 
well as possibilities for the way forward. 

  Chapter     2     , “Normalizing India-Pakistan Trade,” examines the trade potential 
between India and Pakistan using two different approaches—the Trade Possibility 
Approach and the Revealed Comparative Advantage (RCA) Approach. The analy-
sis reveals that potential largely lies in sectors where trade is currently limited due 
to the existing restrictive bilateral trade policies between India and Pakistan. Within 
this realm, this chapter examines issues surrounding nontariff barriers, the visa 
regime, foreign direct investment fl ows, and transport and transit routes. Due to the 
restrictions imposed by these factors, trade between India and Pakistan has been 
taking place via different informal channels. Therefore, along with simplifying and 
normalizing trade procedures, one major task in furthering India-Pakistan trade is to 
shift informal trade to formal channels. 

 The study estimates an overall bilateral trade potential of US$10.9 billion. Of 
this, export potential accounts for US$7.9 billion and import potential US$3 billion. 
The estimated potential values will apply when there is a free fl ow of goods between 
India and Pakistan. However, along with a large number of items on the sensitive 
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lists of India and Pakistan under the SAFTA agreement, Pakistan also maintains a 
negative list of 1,209 items that cannot be imported from India. A substantial pro-
portion of India’s export potential (56 %) is found to lie in products that are on 
Pakistan’s negative list for India or on Pakistan’s sensitive list under SAFTA. Similarly, 
22 % of India’s import potential from Pakistan is found to lie in items on the sensi-
tive list for Pakistan under SAFTA. The authors fi nd that the textiles sector is highly 
protected according to the sensitive lists issued by both India and Pakistan, and the 
largest number of items in the negative list belongs to the automobile sector. 

 Similarity in culture, language, and traditions makes trade in services a lucrative 
opportunity especially in the entertainment industry including fi lms, television, and 
music. Trade possibilities in fi elds such as information technology, business process 
outsourcing, and healthcare also hold enormous gains for India and Pakistan consid-
ering that the services sector accounts for the largest proportion of their respective 
gross domestic products (GDPs). Along with a holistic analysis of trade potential 
calculations and identifying trade possibilities in different sectors, this chapter 
delves into the physical and regulatory impediments that must be addressed to help 
achieve trade levels commensurate with their potential. 

 In  Chap.     3     , “Informal Flow of Merchandise from India: The Case of Pakistan,” 
Vaqar Ahmed, Abdul Wahab, Abid Q. Suleri, and Asif Javed provide an assessment 
of the volume and composition of the informal fl ow of goods from India to Pakistan. 
The numerous tariff and nontariff barriers constraining the cross-border exchange 
of goods between India and Pakistan have restricted the current level of trade to 
US$1.9 billion, which is far below its potential of US$15–20 billion. Given that 
bilateral exchanges do not meet their economic optimality, traders on both sides 
have identifi ed the need to circumvent these regulatory constraints, resulting in the 
use of multiple informal mechanisms of trade. This chapter examines the product- 
specifi c characteristics, nature of transit, and customs issues with regard to such 
trade. Since informal exchanges are largely undocumented, the authors primarily 
rely on a comprehensive survey of targeted importers, exporters, wholesale retail-
ers, transporters, customs clearing agents, smugglers, Khepias, and frequent family 
travelers for their analysis. The survey was canvassed in leading markets in 
Pakistan’s key cities and undertakes a product-based assessment to estimate the 
total volume of informal exports from India to Pakistan and its components. 

 Based on the survey, the commodities traded informally between India and 
Pakistan include textiles, pharmaceuticals, spices and herbs, tobacco items, automo-
bile parts, tires, cosmetics, jewelry, and herbal products. Aggregating across the 
survey’s estimates of informal trade in each of these sectors, it is estimated that the 
current infl ow of informally traded goods from India to Pakistan amounts to US$4.2 
billion annually. The survey results further show that textiles constituted the major-
ity (87.5 %) of the informal imports into Pakistan from India, followed by tires 
(4 %), automobile parts (2.3 %), and pharmaceuticals (1.4 %). Among textile items, 
raw silk, cotton, Banarasi saris, muslin, and ready-made bridal dresses are extremely 
popular in Pakistan, while commodities such as fancy Indian suits are gaining a 
market owing to the infl uence of the Indian media. These items are often exported 
directly to Pakistan through visitors, travelers, and Khepias, although the Afghan 
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Transit Trade Channel is also a common route for these items. On the other hand, in 
the automobile industry, major vehicle engine parts are imported through China, 
while gearboxes are often imported through the Attari-Wagah border. Close to 30 % 
of the defi ciency in the Pakistani market is met by Indian auto parts—especially in 
the case of gears, differentials, tires, and windscreens. With respect to pharmaceuti-
cals, medicines of Indian origin are often locally available in Pakistani markets 
because of their lower prices. However, since a large number of these drugs are on 
Pakistan’s negative list, these informal pharmaceutical imports are often not ade-
quately tested in laboratories or packaged according to prescribed standards. The 
survey respondents were of the view that the best view to deal with this gray market 
would be to formalize pharmaceutical imports from India. Having examined infor-
mal trade in the identifi ed sectors, the authors elaborate on the transit routes used for 
informal imports from India into Pakistan. 

  Chapter     4     , “India-Pakistan: Trade Perception Survey,” by Sanjib Pohit, Nisha 
Taneja, Mishita Mehra, and Prithvijit Mukherjee, analyzes the perceptions of trad-
ers and businessmen from India and Pakistan about the policies and procedures 
involved in India-Pakistan trade. Traders were asked to rank their perceptions on 
various indicators such as awareness of India-Pakistan trade policies, product qual-
ity standards, market access, business facilitation, customs and documentation, and 
infrastructure at ports. The average level of awareness on specifi c India-Pakistan 
trade policies was found to be signifi cantly higher among Indian respondents than 
Pakistani respondents, with awareness on MFN status and the presence of a negative 
list for imports from India being the highest in both countries. The authors found 
that the traders surveyed lacked awareness of SAFTA concessions and the permit-
ted items for trade via the road route. To maintain the quality of imports, both India 
and Pakistan impose standards for the import of agricultural/food items (Sanitary 
and Phytosanitary [SPS] standards) and manufactured commodities (Technical 
Barriers to Trade [TBT] standards). Though no diffi culty was found between traders 
from India and Pakistan in meeting TBT requirements, the latter expressed greater 
diffi culty in meeting the SPS standards set by Indian authorities. 

 On a positive note, the respondents generally perceived trade relations to be 
delinked from the political events between India and Pakistan, with any negative 
impact felt only momentarily. Made in India-Pakistan labels, too, were perceived to 
have a negligible impact on market access, which indicates increasing acceptability 
of Indian/Pakistani goods produced across the border. With the visa regime still 
being restrictive, very few traders found it easy to obtain visas, but Indian traders 
found the process simpler than Pakistani traders. 

 The infrastructure at ports and customs procedures is instrumental in facilitating 
trade. The survey results show that the land ports for rail and road that are specifi c to 
trade between India and Pakistan are more backward than the sea- and airports that are 
also used for trade with other countries in the world. Customs procedures, too, are 
perceived to be more effective at the sea- and airports than at the land ports. Not only 
do the road and rail ports face higher levels of congestion, delays in testing, and lack 
of warehousing, but they are also expected to suffer from higher congestion in the 
coming years until reforms are introduced. Making an adequate number of wagons 
available for exports from India to Pakistan also needs immediate attention. 
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 On the perception results, India-Pakistan trade is expected to exceed the average 
annual growth of exports and imports of the past 3 years, with a large proportion of 
traders expressing an expectation of a 25 % rise in trade levels in the coming year. 
Port infrastructure capacity would need to be built in proportion, because an equiva-
lent rise in trade volumes is expected in all modes of transport. 

 In  Chap.     5     , “India-Pakistan Trade Liberalization: A CGE Modeling Approach,” 
Sanjib Pohit and Radhika Saini use a computable general equilibrium model to 
quantify the benefi ts to India and Pakistan under simulations of multiple trade liber-
alization scenarios. At present, the abysmally low economic engagement among the 
South Asian countries stands out as an anomaly in the setting of an extremely glo-
balized and integrated world economy, and at the heart of this regional problem lie 
the weak economic relations between India and Pakistan. While it is intuitive that 
trade liberalization between India and Pakistan would bring economic benefi ts to 
these two countries, the study estimates the magnitude of this welfare for the two 
nations, as well as assesses the impact on other South Asian economies. This chap-
ter contextualizes its endeavor to identify bilateral trade potential by providing a 
backdrop of trade policy in both India and Pakistan. The authors begin with a dis-
cussion on the numerous bilateral and multilateral trade agreements among the 
South Asian economies, thus throwing light on areas where these agreements need 
to be made more comprehensive. They contrast India’s slowly liberalizing trade 
regime with the more restrictive one in Pakistan and deliver an assessment of the 
policies in both countries that hinder their economic engagement. Most signifi -
cantly, this expansive view of the status of formal and informal trade between India 
and Pakistan highlights the ineffi ciencies in the existing logistical and infrastruc-
tural arrangements for trade between the two nations. This sets the stage for the 
general equilibrium analysis undertaken in the rest of this chapter. 

 The economic impact of bilateral trade liberalization between India and Pakistan 
has been examined under three different policy simulations: (1) full liberalization, (2) 
full liberalization as well as 50 % productivity improvements in all modes of transpor-
tation, and (3) full liberalization, 50 % productivity improvements in all modes of 
transportation, as well as full liberalization in FTA (in force) signed by India and 
Pakistan. While India and Pakistan both see a substantial welfare gain of US$282 mil-
lion and US$41 million, respectively, under the fi rst simulation, there is a signifi cantly 
larger jump in gains for both countries under the second simulation that includes 
productivity changes in the modes of transportation. In this scenario, India’s welfare 
increases US$1.5 billion, while that of Pakistan’s goes up to US$271 million. When 
one also incorporates the effect of other PTAs/FTAs that India or Pakistan has signed 
with their trading partners on top of mutual liberalization, the authors fi nd that many 
ASEAN members gain signifi cantly. Some countries benefi t substantially—Malaysia 
(US$708 million), Singapore (US$347 million), Nepal (US$150 million), and China 
(US$80 million)—but there are some marginal losses to Sri Lanka (US$4 million) as 
well as some other South Asian countries. Given these fi ndings, this chapter concludes 
that not only is there potential for signifi cant mutual gains between India and Pakistan 
but also that these benefi ts could extend to several other countries. However, the 
realization of these benefi ts hinges primarily on improvement in transportation and 
infrastructure for trade between both countries. 
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  Chapter     6     , “Trade in Services Between India and Pakistan,” by Rupa Chanda, 
examines bilateral exchanges between the services sectors of India and Pakistan, 
with an emphasis on the IT, health, and tourism industries. The services sector has 
driven South Asia’s GDP in recent years and is an especially important propeller of 
growth in India and Pakistan. However, despite its exceptional performance, growth 
across the sector has not been uniform or equitable. Through the course of this chap-
ter, the author provides an assessment of the spheres where India and Pakistan’s 
tertiary sector has truly grown as well as identifi es areas where proactive policy 
change and investment are still required for development. The study analyzes the 
existing bilateral trade and cooperation in this sector, highlighting the possibilities 
for furthering collaborative initiatives. While this chapter identifi es the innate ben-
efi ts of enhancing trade in the services sectors, the author sets the study in the wider 
context of the positive impact this trade would have on the cross-border exchange of 
goods, mobility of people, infrastructure, information fl ows, and regional integra-
tion. While both India and Pakistan have witnessed rapid growth in the services 
sector over the past two decades, it has been stronger and more consistent in India 
than in Pakistan. At present, India stands as the chief driver of the service trade in 
South Asia and is especially competitive in computer and information services as 
well as other business services. In contrast, over half of Pakistan’s service exports 
were revealed to be in government services—indicating no signifi cant areas of com-
mercial competitiveness. Given this large difference in the relative nature and sizes 
of the corresponding sectors in India and Pakistan, there appears to be tremendous 
scope for trade between the two countries. However, currently, India accounts for 
less than 0.5 % of Pakistan’s commercial service exports—with a lower share than 
the UK, the USA, the UAE, EU, and several smaller Asian economies. Moreover, 
the author observes that the services being primarily traded are incongruous with the 
comparative advantages of the two countries, suggesting signifi cant barriers to trade 
in the services sectors of India and Pakistan. 

 The author goes on to examine the opportunities and constraints faced by the 
IT-BPO, tourism, and health industries in the two countries. The IT sector has devel-
oped rapidly in both India and Pakistan owing to their large pool of English-speaking 
graduates. Given the common export orientation toward the UK and the USA, there 
is some competition between the two countries in this sector. However, this overlap 
implies a similarity in the challenges faced by both countries and could encourage 
tie-ups and joint initiatives. Similarly, in the health sector, both countries share com-
mon problems of low quality, lack of equitable access to healthcare, as well as 
under-allocation of resources, which indicate potential for collaboration in spheres 
such as medical tourism and improved telemedicine links. The author then contrasts 
the slowly expanding tourism sector in India with the relatively stagnant corre-
sponding industry in Pakistan and observes that despite important facilitating fac-
tors such as language, culture, social and family ties, as well as geographical 
proximity, the extent of bilateral tourism fl ows between the two countries is very 
low due to political factors. The author recommends a proactive role by the public 
and private sectors to overcome these challenges. 
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  Chapter     7     , “FDI in India: Prospects for Pakistan,” by Vaqar Ahmed, Abid 
Q. Suleri, and Muhammed Adnan, brings forward the opportunities and concerns 
faced by Pakistani investors in India. In August 2012, India revisited its FDI 
 consolidated policy and permitted investment from Pakistan, but only through the 
government route. With this recent change in the FDI regime, this chapter identifi es 
key sectors for investment in India and compares these with Pakistan’s investment 
potential. The study assesses sector-specifi c barriers to FDI in India, the willingness 
of Pakistani investors to venture into the Indian markets, and the level of coopera-
tion between the corresponding government bodies in both countries. Another 
important component of this chapter is the analysis of the policy measures that 
would facilitate bilateral FDI and, in turn, strengthen engagement between the two 
countries. Set against a brief history of policies, talks, and agreements regarding the 
investment regime in both countries, this chapter is a unique addition to the existing 
literature regarding India and Pakistan’s economic engagement, which has so far 
been primarily focused on trade in goods and services. 

 FDI infl ows to India have increased rapidly from US$9 billion in 2005–2006 to 
their highest ever level of US$46.6 billion in 2011–2012. In 2011–2012, India’s 
chemical sector received the maximum FDI, contributing 19.9 % of the overall 
investment fl ows to India. Other sectors that attracted FDI were services, housing, 
real estate, construction, and drugs and pharmaceuticals. The authors identify viable 
sectors for investment in India through a survey of Pakistani investors and relevant 
entities and then compare them with current trends in Pakistan’s outward invest-
ment. The survey estimated that the total annual potential investment from Pakistan 
to India stands at US$1.6 billion. It identifi es the textile sector as having the highest 
potential (US$760 million), comprising 47 % of the overall estimated FDI outfl ow, 
followed by the cement, auto, and food processing industries in manufacturing and 
hotel-related services, banking, and insurance in the services sector. While the sur-
vey indicates that large investors are attracted to India as an investment destination, 
medium-size investors feel that India presents little reward compared to the high 
risk for Pakistani capital in India, due to the absence of any mechanism to provide 
security of assets and the likely risk to profi ts in times of uncertain bilateral political 
relations. This chapter concludes with sector-specifi c recommendations for remov-
ing the bottlenecks that would lead then to more Pakistani investment in India. 

 In  Chap.     8     , “FDI in Pakistan: Prospects for India,” Palakh Jain and Samridhi 
Bimal examine the potential for Indian investment in Pakistan. The analysis is set 
against the backdrop of the growing importance of FDI for emerging markets. In 
line with the trends seen across other developing countries, South Asian economies 
have also experienced a surge of capital infl ows over the past decade. India has now 
emerged as one of the leading overseas investors across the world, while Pakistan 
has one of the most liberal investment policies in South Asia. These two fundamen-
tal features of the South Asian investment regime brought forth by the authors sug-
gest tremendous potential for complementarity between the two nations. It is in this 
context that the authors set the stage for exploring possible avenues for India’s 
investment in Pakistan. 
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 There are enormous prospects for investment in Pakistan especially on account 
of its geographical location, liberal foreign investment policy, conducive business 
environment, and an abundance of skilled workers. The similarity between the 
products that India and Pakistan export to the rest of the world would allow the two 
countries to take advantage of the possible complementarities between them. Based 
on industry consultations, interactions with policy makers, and reviews of research 
reports, the study identifi es sectors for possible collaboration. This chapter then 
examines the regulatory regime governing investment fl ows between India and 
Pakistan, the existing barriers to investment in Pakistan, and the need for banking 
channels to facilitate investment fl ows between the two countries. 

 An examination of the policy environment reveals that although India and 
Pakistan have made considerable progress in liberalizing their FDI regimes, inade-
quate implementation continues to affect investment fl ows. The governments on 
both sides need to address regulatory and administrative challenges faced by 
Pakistan in attracting investment from India. The authors conclude by proposing 
policy recommendations that would help increase investment from India to Pakistan 
in a phased manner. 

 In  Chap.     9     , “Pakistan-India Bilateral Trade in Sports Goods Sector,” Farah 
Shahid Hassan and Kiran Javaid examine the possibilities for furthering trade 
between the sports industries of India and Pakistan. The sports industries in both 
countries have their roots in Sialkot, setting this study against a unique backdrop. 
The authors begin their analysis by highlighting the signifi cance of the sports indus-
try to India and Pakistan’s export and employment bases, thus throwing light on the 
importance of taking advantage of any complementarities between the two coun-
tries. As a fi rst step in identifying possibilities for trade and cooperation between the 
two countries in this sector, this chapter contrasts the historically dominant sports 
industry in Pakistan with the faster developing one in India. While the Pakistani 
sports industry relies on the availability of skilled, cheap labor, the sports sector in 
India is characterized by high labor productivity and rapid technological advance-
ments; this gives each industry a separate niche. The identifi cation of these contrast-
ing strengths provides the backdrop against which the synergies between the 
corresponding sectors in India and Pakistan are further examined. 

 Pakistan’s absolute value of exports in the sports sector far exceeds India’s, 
though India’s exports in sports footwear are higher. The two countries have com-
parative advantages in similar product categories, barring India’s added competi-
tiveness in sports footwear. India’s exports to Pakistan are driven by one chief 
product—infl atable balls—and all other items form a very small proportion of 
exports. Although India has a comparative advantage in this product, there are 12 
other product lines in which India is even more competitive, including golfi ng 
equipment, water sports equipment, tracksuits, and sports footwear. On the other 
hand, Pakistan’s exports to India are more diversifi ed, with the major exports com-
prising outdoor sports equipment, infl atable balls, and sports gloves. Having identi-
fi ed the commodities in which the two sectors are competitive, this chapter 
recommends that the two countries trade more in them. This is especially true of 
India’s edge in sporting footwear, for which trade between the two countries is 
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 negligible. Another observation of the study is that since only a few products  dominate 
bilateral trade and both countries produce differentiated products, there is large 
scope for intra-industry trade. At present, bilateral trade exhibits both inter- and 
intra-industry elements. 

 The authors have estimated an augmented gravity model to identify the factors 
responsible for sports sector trade and to quantify its trade potential. The fi ndings 
indicate that India and Pakistan trade is at least 249 % less than what it should be. 
This could, in part, be attributed to the presence of numerous nontariff barriers to 
trade. Overall, the authors conclude that there is great potential for trade between 
these two countries and both should try to increase trade, based on their respective 
comparative advantages. 

 In  Chap.     10     , titled “Pakistan-India Trade: An Analysis of the Health Sector,” 
Hadia Majid and Nadia Mukhtar provide an assessment of the synergies between 
the health sectors of India and Pakistan. The authors point out that there is tremen-
dous scope for bilateral engagement in this industry, where Pakistan’s dire health 
services could gain from India’s high-quality treatment and medical personnel, and 
India could take advantage of Pakistan’s edge in manufacturing of health commodi-
ties. The study delves into the intricacies of trade in goods and services between the 
health industries of the two countries, and in doing so, it touches upon a wide array 
of issues pertinent to this industry, such as medical tourism, informal bilateral 
exchanges, cross-border price differentials, and collaborative medical initiatives. 
The analysis is made even more holistic with an examination of inter- and intra- 
industry trade in the health sector, as well as the inclusion of a trade intensity index. 
This in-depth research brings out many of the existing complementarities between 
the health industries of India and Pakistan and carves the path for further trade and 
cooperation opportunities. Also, this chapter identifi es the obstacles to successful 
trade between the health sectors in India and Pakistan and addresses them through 
policy recommendations. 

 At present, protectionist domestic policy, nontariff barriers, weak intellectual 
property rights, and the lack of a concerted effort on the part of India and Pakistan’s 
health sectors keep bilateral trade in health goods at an almost negligible level. To 
further analyze trade, the authors categorize health commodities into surgical instru-
ments, pharmaceutical products, and medical equipment. It was observed that over 
2003–2011, Pakistan’s exports of surgical goods to India far outweighed the exports 
of the other two segments, while imports of pharmaceutical products from India 
were signifi cantly higher than imports of surgical goods and medical equipment. 
The study fi nds that, currently, restrictive SPS requirements, domestic lobbying, 
and weak intellectual property rights force cheaper Indian medicines to be illegally 
imported through Afghanistan into Khyber Pakhtunkhwa along the Pak-Afghan 
border. These unregulated, informal imports along with the shortages, higher prices, 
and overall inequity in access to drugs in Pakistan require the issue of the low exist-
ing pharmaceutical trade between the two countries to be addressed. It is further 
observed that trade in surgical goods is limited to a few products, while that in 
medical equipment is nominal. Bilateral trade is predominantly interindustry, with 
intra- industry trade lying below 1 % in all three categories. This fi nding indicates 
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that both countries could benefi t by taking advantage of the intra-industry trade 
available to them. 

 On the whole, the authors fi nd that Pakistan imports commodities from the world 
that are India’s leading exports to other countries. This is true of Pakistan as well, as 
least in the surgical and manufacturing sectors. These observations suggest numer-
ous possibilities for furthering economic engagement, and the authors conclude 
with a set of recommendations to tap this potential. 

 In  Chap.     11     , “India Pakistan Energy Cooperation: Rethinking Opportunities and 
Newer Approaches,” Mahendra P. Lama proposes regional cooperation and integra-
tion as a possible solution to the protracted energy defi cit in the two South Asian 
economies. This chapter draws on lessons from other regional power agreements as 
well as existing bilateral mechanisms for exchange of energy and proposes that 
these should be applied in the context of India and Pakistan. This analysis is set 
against the backdrop of the slow evolution of the power sector from an elephantine 
state monopoly to a more competitive, effi cient sector in both India and Pakistan. 
However, despite the continued efforts toward enhancing competitiveness in this 
sector, both countries are plagued by problems of infrequent power supply, long 
hours of load shedding, and low per capita consumption of energy that consequently 
affect human life and national security. In the face of insuffi cient energy supply and 
an ever-growing consumer base in India and Pakistan, it becomes imperative to 
develop interlinkages for the supply and dissemination of power among the South 
Asian economies. 

 To take care of the mismatch between demand and supply, this chapter draws on 
the experiences of Nord Pool and the South African Power Pool to show the benefi ts 
of cross-border energy trade to natural resources, supply reliability, capital savings, 
and operating costs. 

 A possible way forward could be limited exchanges of power between India and 
Pakistan through bilateral power trade, pool-based exchanges, and a wheeling 
facility. The author uses the example of successful agreements between India and 
Bhutan, as well as the initiatives taken for India-Bangladesh cooperation. For pool- 
based mechanisms, the study proposes that surplus power from individual plants 
could be pooled and then transported to defi cit areas using a coordinated exchange 
mechanism. Alternatively, Pakistan could import power from Nepal and Bhutan, 
and India could play a critical role by providing an exclusive wheeling facility. It is 
signifi cant that there is already a complete network for transmission of energy on 
both the Indian and Pakistani sides, but key issues such as cost of transmission lines, 
sharing mechanisms, power tariff, payment mechanism, and power sustainability 
need to be addressed. Some progress has been made with the commencement of the 
5th round of Secretary-level talks in April 2011, but much remains to be done. With 
this in mind, the author concludes with a set of policy recommendations that urge 
both governments toward proactive action.   

N. Taneja et al.
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2.1  Context of the Study

Even though positive measures have been taken in the past, the series of credible 
steps taken since November 2011 are likely to lead to a quantum jump in trade 
between India and Pakistan. As the two countries move toward normalizing their 
bilateral trading regimes, there will be new trading opportunities for both of them. 
It is important to quantify the trade potential and identify sectors with the largest 
potential. The negative and sensitive lists operational in Pakistan against India and 
the sensitive lists maintained by India for Pakistan indicate sectors in which the two 
countries want to protect their domestic industries from each other’s imports; the 
lists indicate the corresponding gains to the protected exporters of both countries. 
The trade potential for these sensitive items would indicate the extent to which 
possible losers and gainers in different industries are being affected. While trade 
negotiations have focused largely on the goods sector, there are trade possibilities in 
the service sector as well. Assessing these possibilities would help equip businessmen 
in India and Pakistan with relevant information on services trade.

The extent to which trade potential can be realized between India and Pakistan 
depends on several factors. Identifying impediments to trade can help policymakers 
take relevant measures. Identifying nontariff barriers can also help improve market 
access for both countries. Foreign direct investments can help deepen trade linkages 
and sustain trade gains. Cross-border transportation at low costs can provide large 
gains to traders on both sides. It is also important to assess the impact of the 
trade normalization process on informal trade flows. For several years, India and 
Pakistan have followed a very strict visa regime that restricts the movement of people 
across the border. It is important to understand the nature of these restrictions, 
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assess the steps taken so far, and suggest improvements. More importantly, greater 
 people-to- people contact will erase misconceptions and help them engage fearlessly 
with each other. The success of the trade normalization process will also be 
determined by the role of institutions involved in this process at the center, state, 
and border levels, business and trade associations, nongovernment organizations, 
and the media.

Against this backdrop, our study focuses on the following questions:

 (I) What is the trade potential between India and Pakistan?

• What are the total bilateral trade potential and the items with the largest 
potential?

• What is the trade potential of items on the negative and sensitive lists and 
which sectors in these categories have the largest trade potential?

• What items on the negative and sensitive lists are prone to competition?
• What are the trade possibilities in the service sector?

 (II) How can the trade potential between India and Pakistan be realized?

• What are the transport and transit impediments, and how can the transaction 
costs of trading be reduced?

• What are the nontariff barriers and how can these be addressed?
• What is the magnitude of informal trade and how can it be shifted to formal 

channels?
• What are the impediments related to visas?
• How can investment flows deepen trade linkages?
• What is the role of institutions in enhancing trade?

2.2  Methodology

The study uses mixed methods that are based on primary information collected 
through field surveys and secondary sources. The secondary sources are published 
papers, data, and government policies, agreements, regulations, and protocols.

Primary surveys were conducted to understand the impediments to trade normal-
ization, while secondary data was used to prepare estimates of trade potential 
between India and Pakistan. The primary survey was conducted during 2005–2008 
and in 2012 in India, Pakistan, and Dubai. Face-to-face interviews, focus group 
discussions, and stakeholder consultations were held formally and informally using 
semi-structured, open-ended questionnaires with importers, exporters, manufacturers, 
freight forwarders, clearing agents, government officials at the state and central 
levels, and academics on the trade-related issues raised in this study.

Several methods have been used to predict the trade potential between India and 
Pakistan. The most popular econometric method is the use of gravity models in 
which bilateral trade is explained as being directly proportional to the product of the 
Gross National Product (GNP) of the trading partners and inversely related to the 
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distance between them. Gravity model estimates range between 0.5 times and 27 
times of actual trade (Batra 2004; Rahman et al. 2006). While these estimates are 
useful, the model has some weaknesses, particularly for geographically contiguous 
countries such as India and Pakistan, where despite lower intercountry distances, 
transport and other transaction costs of trading are very high. Moreover, any 
econometric model would be limited in its use when existing bilateral trade is 
limited to the positive list.

This chapter uses a simple yet intuitive method to compute the trade potential 
between India and Pakistan that yields more realistic results. A two-step approach 
was used to calculate trade potential. In the first stage, products with trade potential 
were identified as those that had (a) adequate demand in the receiving country and 
(b) adequate supply capabilities in the source country. In the second stage, of the 
identified products, only items that were globally competitive were retained to 
arrive at estimates of trade potential.

Thus, in Step 1, trade potential for any commodity is given by Min (SE, MI)–ET, 
where SE, MI, and ET are supplier’s global exports, receiver’s global imports, and 
existing trade between the supplier and the receiver.

In Step 2, the revealed comparative advantage (RCA) for all items identified in 
Step 1 was computed, and only those which with an RCA greater than unity were 
included. Thus, India’s export potential to Pakistan was arrived at by first calculating 
the trade potential for all commodities and then retaining only those in which 
India has a comparative advantage to export to the world. A similar exercise was 
conducted to estimate India’s import potential from Pakistan.

The RCA index is a ratio of the share of a given product in a country’s exports 
relative to the product’s share in world exports (Balassa 1965). The RCA was 
computed using the following formula:
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where Xij represents country i’s export of commodity j, Xwj represents world exports 
of commodity j, XI represents the total exports of country i, and XW represents total 
world exports. The RCA index was computed by averaging the item-wise RCA for 
the years 2010 and 2011. The problem with such a measure of RCA is that its theo-
retical concept is based upon pre-trade relative prices in a world where markets 
function without distortions, but there will always be a gap between a country’s 
comparative advantage inferred from post-trade observable data and its actual compara-
tive advantage. However, Balassa (1965) argues that comparative advantage can be 
revealed through an examination of country/commodity trade patterns, because 
actual exchanges reflect relative costs as well as differences in non-price factors.

The estimates of trade potential have to be treated with caution, as they merely 
indicate the untapped trade possibilities. The estimate of trade potential is the 
maximum possible trade that two countries can have if they sourced from each other 
all items that they sourced from the rest of the world. Though this can never be the 
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case, this exercise gives ballpark figures on trade possibilities at a disaggregated 
level. The estimates also vary depending on the year of reference. In this exercise, 
the calculations are based on trade data for 2011.

Secondary data on India’s trade with Pakistan was collected from the Directorate 
General of Foreign Trade (DGFT), Ministry of Commerce, and the United Nations 
International Trade Center’s (UN ITC) World Integrated Trade Systems (WITS) 
Database published by the World Bank.

2.3  Trade Potential and Possibilities

In this section we examine current trade trends, assess the trade potential for India and 
Pakistan, examine the composition of the negative and sensitive lists, and assess the 
extent of trade potential accounted for by these items. Protected sectors with the high-
est trade potential are identified, and the implications of opening up these sectors are 
discussed. The sectors that are likely to face competition from imports once the nega-
tive and sensitive lists are further liberalized have also been identified. Trade possibili-
ties and potential in the important service sectors have been examined as well.

2.3.1  Trends in Bilateral Trade

Bilateral trade between India and Pakistan increased by more than nine times 
between the years 2000 and 2011.1 Total trade between the two countries was 
US$1.97 billion in 2011, of which India’s exports to Pakistan were US$1.66 billion 
and imports US$313 million. Despite exporting only on the positive list, India has 
always had a trade surplus with Pakistan, with the trade balance as a proportion of 
its total trade with Pakistan increasing from 55 to 68 % between 2000 and 2011 
(Table 2.1). However, from 2009 to 2012, the average annual rate of growth of 
imports from Pakistan was 23 %, while that of exports was just 9 %, signaling some 
reversals in the trend.

In 2011, India’s top three exports to Pakistan at the HS-21 level of classification 
of items included chemicals, textiles, and vegetable products and accounted for 
68 % of total exports to Pakistan.2 India’s top three imports included mineral 
 products, vegetable products, and textiles, accounting for 59 % of total imports 
(Appendix Table 2.3).

At the disaggregated level (HS 6-digit classification), the top commodities 
exported from India to Pakistan that year included cotton, oil cake, xylene, toma-
toes, woven fabrics, chickpeas, polypropylene, rubber tires, tea, fruits, and iron and 
steel containers. Cotton alone accounted for 16 % of exports (Appendix Table 2.4). 

1 Excluding mineral fuels.
2 HS refers to Harmonized System of classification.
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Dates were the most important item imported from Pakistan, accounting for 19.8 % 
of total imports in 2011. Other items included cement, gold, light petroleum, lead, 
copper, petroleum oil, cotton yarn, disodium carbonate, gypsum, terephthalic salts, 
and vinyl chloride (Appendix Table 2.5).

2.3.2  Trade Potential in Goods

The trade potential between India and Pakistan was calculated using the methodology 
outlined in Sect. 2.2. The results show that the total trade potential, excluding mineral 
fuels, is US$10.9 billion, with the export potential accounting for US$7.9 billion 
and import potential accounting for US$3 billion. The trade potential from mineral 
fuels stands at US$10.4 billion (Table 2.2).

The same methodology was used to calculate the export and import potential for 
Pakistan’s negative and sensitive list and for India’s sensitive list. India’s export 
potential for the items on Pakistan’s negative list accounts for 43 % of its total 
export potential; and items on Pakistan’s sensitive list under SAFTA account for 
33 % of India’s total export potential (Appendix Table 2.6). The export potential of 
items that are either on Pakistan’s negative list or on the SAFTA sensitive list 
accounts for 56 % of India’s total export potential (Fig. 2.1, Appendix Table 2.6).

India’s import potential from Pakistan for items on India’s sensitive list under 
SAFTA accounts for 22 % of India’s total import potential (Fig. 2.2, Appendix 
Table 2.7). Thus, a substantial proportion of India’s export potential is in products 

Table 2.2 India’s trade potential with Pakistan

Trade potential (year 
2011)

US$ million (excluding 
mineral fuels)

US$ million 
(mineral fuels)

US$ million (including 
mineral fuels)

(1) (2) (3) = (1) + (2)

Export potential 7,874 9,062 16,936
Import potential 3,019 1,289 4,308
Trade potential 10,893 10,351 21,244

Source: UN ITC-WITS database
Note: Calculations based on trade data for 2011

Table 2.1 India’s trade with Pakistan (US$ million)

US$ million (excluding 
mineral fuels)

US$ million  
(mineral fuels)

US$ million 
(including mineral 
fuels)

(1) (2) (3) = (1) + (2)

Trade 2000 2011 2000 2011 2000 2011

Exports 162 1,659 0 19 162 1,678
Imports 47 313 22 39 69 352
Total trade 209 1,972 22 58 231 2,030

Source: UN ITC-WITS database
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that are either on Pakistan’s negative list for India or on the sensitive list under 
SAFTA. Similarly, a significant proportion of India’s import potential is in items on 
the sensitive list for non-LDCs under SAFTA. Thus, even if trade is normalized, the 
two countries are likely to have limited preferential access to each other’s markets.

The three categories (of HS-21 sectors) with the largest export potential from 
India to Pakistan are textiles, chemicals, and machinery, mechanical appliances and 
electrical equipment, which account for 55 % of the total export potential (Appendix 
Table 2.8, Columns 3 and 4). At the disaggregated level, the largest potential 
items include petroleum oils, light petroleum oils, cellular phones, cotton, vehicle 
components, polypropylene, xylene, tea, textured yarn, synthetic fiber, and 
 medicaments (Appendix Table 2.9). However, 13 of the top 25 products with the 
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highest potential are currently on Pakistan’s negative or sensitive lists or on both, 
making it difficult to realize the potential from these items.

The three categories with the largest import potential are textiles, jewelry and 
precious metals, and base metals, which account for 52 % of the total import potential 
(Appendix Table 2.10, Columns 3 and 4). At the disaggregated level, the items with 
the largest import potential are petroleum oils, jewelry, medical instruments and 
appliances, cotton, tubes and pipes of iron and steel, polyethylene, copper waste and 
scrap, structures and parts of structures, terephthalic acid and its salts, and sports 
equipment (Appendix Table 2.11). Again 6 of the 25 products with the highest 
import potential are on India’s sensitive list for non-LDCs under SAFTA.

India has a huge export potential in mineral fuels largely accounted for by  petroleum 
oil and light petroleum oil. The potential for the former is US$7.7 billion and the latter 
is US$1.3 billion (Appendix Table 2.9). India’s import potential from Pakistan in petro-
leum oils is US$1.3 billion (Appendix Table 2.11). Although both countries have export 
potential in petroleum oils, analysis at a more disaggregated 8-digit level reveals that 
Pakistan’s major petroleum oil export is base oil, while India’s comparative advantage 
is in high-speed diesel, aviation turbine fuel, fuel oil, and lubricating oil.

2.3.3  Negative and Sensitive Sectors

Pakistan’s negative list of 1,209 items is specified at the 8-digit level of classification 
followed by Pakistan Custom’s Office. This classification differs from the Indian 
classification at the same level of disaggregation. An analysis of the 1,209 items 
indicates that auto components account for 32 % of the items, followed by steel and 
paper products that account for 11 % and 8 %, respectively (Fig. 2.3).

To assess the potential in these items, the codes were collapsed to the HS 6-digit 
level and then reclassified according to Pakistan’s customs classification. However, 
in the process of aggregation, some products that were not on the negative list at the 
8-digit level got included. Hence, at the HS 6-digit level, there were 788 items on 
Pakistan’s negative list. Five categories, namely, automobiles, electrical machinery, 
textiles, steel, and pharmaceuticals, accounted for almost 90 % of the export poten-
tial on the negative list (Appendix Table 2.12, Column 2); within this, auto alone 
accounted for around 30 % of the export potential on the negative list. In addition, 
India’s export potential in items that are included in Pakistan’s negative list is the 
largest in automobiles (included largely in the category of vehicles, aircraft, vessels, 
and transport), which accounts for 12 % of India’s total export potential to Pakistan 
(Appendix Table 2.8, Column 6).

To identify specific commodities on Pakistan’s negative list that are “vulnerable” 
to competition from imports, paired RCAs were computed for every item traded 
between India and Pakistan. Vulnerable items identified through this exercise were 
those in which India had RCA > 1, but Pakistan had RCA < 1 (Taneja et al. 2011b). 
Thus, in the automobile sector, which accounted for the highest export potential on 
the negative list, of a total of 167 items at the 6-digit level, only 35 were vulnerable, 
as these were items in which India is globally competitive, but Pakistan is not. 
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Similarly, in textiles, of the 74 items on the negative list, Pakistan is vulnerable in 
only 25 or 34 % of the items (Appendix Table 2.12, Columns 3, 5, and 6).

India’s export potential in items that are included in Pakistan’s sensitive list under 
SAFTA is the largest in automobiles (included largely in the category vehicles, air-
craft, vessels, and transport) accounting for 37 % of the export potential of sensitive 
list items (Appendix Table 2.13, Column 2) and 12 % of India’s total export potential 
(Appendix Table 2.8, Column 8). However, of the 70 items on the sensitive list in this 
category, Pakistan is vulnerable in only 19 items (Appendix Table 2.13, Columns 3 
and 5). In terms of number of items, the textile sector was the largest, accounting for 
24 % of the total number of items on the sensitive list (Appendix Table 2.13, Column 
4). But these accounted for only 4 % of India’s export potential for items on Pakistan’s 
sensitive list under SAFTA (Appendix Table 2.13, Column 2). Moreover, of the total 
224 textile items on the sensitive list, Pakistan is likely to face competition in only 41 
or 18 % of the items (Appendix Table 2.13, Columns 3, 5, and 6).

India’s sensitive list under SAFTA has the largest number of items in the textile 
sector, which accounted for 30 % of the total number of items on the sensitive list 
(Appendix Table 2.14, Column 4), while accounting for 62 % of India’s import 
potential for items on the sensitive list (Appendix Table 2.14, Columns 2 and 4), and 
14 % of India’s total import potential from Pakistan (Appendix Table 2.10, Column 
6). Further, of a total of 182 textile items on the sensitive list, India is vulnerable in 
only 45 items, i.e., 25 % of the items (Appendix Table 2.14, Columns 3, 5, and 6).

It can, hence, be inferred that while Pakistan considers its automobile sector 
most susceptible to competition, India fears competition in the textile sector. 
However, the tendency for both countries has been to protect several tariff lines in 
which neither partner is competitive.

In Pakistan the automobile sector is highly protected. The automobile industry 
was set up initially by Japanese, European, and Korean manufacturers. These 
assemblers are supported by auto component manufacturers or vendors. Some of 
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the assemblers have joint ventures with the component manufacturers, while others 
are independent. During 1985–2006, the industry adopted a “Deletion Program” 
that mandated compulsory localization of components over a period of time to pro-
vide protection to the local vendor industry (USAID and Government of Pakistan 
2006). To comply with the WTO on trade and investment, the Deletion Program was 
abandoned, but the sector continued to be protected by high tariffs. Pakistan 
currently imports completely knocked down kits (CKDs) and semi-knocked down 
kits (SKDs) from Japan and parts from Thailand at higher prices than those from 
India. Opening up trade with India will make cheaper parts available to the industry 
(Trade Development Authority of Pakistan 2012). India’s automobile vendor 
 industry had a similar protected regime including an equivalent of Pakistan’s 
Deletion Program for automobile manufacturers. With continuous liberalization, 
India has become a global R&D and small-car manufacturing hub (IBEF 2012). 
Indian auto component manufacturers, on the other hand, are moving up the value 
chain and delivering complex products although largely for the domestic market 
(IBEF n.d.). The government’s Automotive Mission Plan (AMP) 2006–2016 visual-
izes India moving up the value chain and entering into R&D, design, and  manufacture 
of automobiles and auto components (National Manufacturing Competitiveness 
Council 2011). Pakistan can learn from India’s experience of opening up the auto-
mobile and auto component industry. Moreover, one of the major factors for the 
significant performance improvement in Pakistan’s motorcycle industry is attrib-
uted to the opening up of Pakistan’s market to imported Chinese components 
(Pursell et al. 2011). Thus, there is a case for Pakistan to further liberalize its auto 
sector. Currently, there is hardly any direct trade in auto components between India 
and Pakistan, and most of the trade is routed via Dubai, according to the Automotive 
Component Manufacturers Association of India.

India’s textile and clothing sector has been one of the most protected sectors in 
India. Until 2005, readymade garments were reserved for exclusive manufacture by 
small-scale firms, and large firms were not permitted to manufacture these items. To 
protect the domestic industry, textiles and readymade garments were also subject to 
high import duties and specific duties that were applied in quantitative terms and not 
on ad valorem basis. In fact, some of the ad valorem rates exceeded 300 % (USTR 
2012). In 2005, readymade garment items were removed from the reserved list, 
thereby allowing large firms to enter manufacturing. However, these items continued 
to be on the sensitive lists of India’s free trade agreements even though the rationale 
for protecting the industry was no longer there (Taneja et al. 2011b). It was only 
in 2008 that India removed 164 textile items from the sensitive list for LDCs under 
SAFTA and offered duty-free access. In 2011, all textile items were allowed duty-
free access from LDCs. Sri Lanka was offered duty-free access to 215 textile items 
under the India-Sri Lanka Free Trade Agreement in 2008. Similarly, a complex 
system of subsidies and taxes oriented the mill sector (spinning and yarn) powerfully 
toward the small-scale weaving sector that used power looms, which in turn was 
oriented primarily toward domestic consumption (Tewari 2005). In 2011–2012, the 
mill sector accounted for only 5 % of the total cloth produced by the mill and 
power loom sectors (India Economic Survey 2011–2012). However, there is a distinct 
difference in the fabric produced by the two sectors. While the mill sector produces 
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high-quality and high-value fabric, the fabric produced by the power looms is of low 
quality and commands a lower price (US International Trade Commission 2001). 
Pakistan, on the other hand, has a strong yarn and fabric manufacturing industry, 
and India fears that imports from Pakistan would hurt its small- and medium-scale 
sector. Fabric imports from Pakistan are more likely to compete with the mill sector 
in India than the power loom sector, thus providing no justification for India to 
protect large firms from imports. Also, as noted above, India does not face much 
threat by opening up the Indian market to Pakistan’s textile sector, as only 25 % of 
the textile items on India’s sensitive list fall in the “vulnerable” category.

However, it is agriculture that is the main point of contention in the ongoing trade 
talks. Even though farmers in Pakistan are raising concerns over unfair competition 
from Indian imports of agricultural products while they enjoy various subsidies, the 
negative list has very few agriculture items. India’s export potential in tobacco items 
that are on the negative list is less than 1 % of the total export potential of items on 
the negative list (Appendix Table 2.12, Column 2). All the remaining agricultural 
items have been removed from the negative list. However, farmers fear that if the 
land route is opened to agricultural imports, they would not be able to compete with 
Indian products (Bhutta 2012).

Pakistan has always been concerned that due to high subsidies, the prices of 
agricultural commodities are lower in India, and, therefore, opening up trade would 
have a negative impact on domestic producers. While India does offer subsidies, its 
non-product-specific subsidies are below 10 % of the value of agricultural output, 
abiding by the WTO rules (Hoda and Gulati 2013).

Further, prior to 1996 when trade between the two countries was limited to a 
handful of items on the positive list, agriculture was part of this positive list, as it 
was not only an important means of overcoming short-term fluctuations but was 
also important for maintaining domestic price stability. When Pakistan’s positive 
list expanded to 1,963 items, 156 agricultural commodities formed part of this list.

While Pakistan may have genuine concerns regarding any adverse impact on its 
agriculture sector due to a surge in agricultural imports from India, the solution 
should be to seek safeguards within the WTO system and under SAFTA, rather than 
imposing a total ban on agricultural commodities from India.

2.3.4  Trade Possibilities in Services

There are additional trade possibilities in the service sector that are becoming 
increasingly important in the economies of India and Pakistan. In 2011–2012, this 
sector accounted for 59 % of India’s GDP and 54 % of Pakistan’s GDP. Three 
sectors where there is potential are information technology and Business Process 
Outsourcing (BPO), health services, and entertainment services.

India’s IT and BPO sector revenue was US$87.6 billion in 2011–2012. Software 
exports in 2011–2012 were US$69 billion compared to US$59 billion in 2010–2011. 
Exports dominate the industry and constitute about 78.4 % of total industry revenue. 
Indian IT service offerings have evolved from application development and 
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 maintenance to emerge as full service players that provide testing and infrastructure 
services, consulting, and system integration (India Economic Survey  2011–2012). The 
BPO sector, which initially offered only low-value services, is now characterized by 
greater breadth and depth of services. Although the IT industry in Pakistan is in its 
infancy, it is growing at a rapid pace. IT exports in 2011 were US$4403 million, up 
from US$432 million in the previous year, indicating that this area holds a lot more 
potential. India and Pakistan can establish joint ventures. While Pakistan could 
provide professionals at lower wages, Indian companies could help procure interna-
tional contracts (Husain 2011). Pakistan is emerging as an exporter of specialized 
software services, such as gaming and animation, financial services, and healthcare, 
which Indian companies could import. The two countries could also gain if India sets 
up training institutes in Pakistan, or if professionals from Pakistan come to India for 
professional training. The BPO segment in Pakistan is also growing. Government 
incentives to the international outsourcing community include 100 % equity owner-
ship, 100 % repatriation of capital and dividends, and income tax exemption for IT 
companies until 2016 (Pakistan Software Export Board n.d.). India could collaborate 
with BPO firms in Pakistan to offer more value- added services in this segment.

Healthcare service is another area in which there are opportunities for both coun-
tries. India has emerged as an important destination for the provision of medical 
services due to the affordable cost of treatment and advances in the field of medi-
cine. Several Pakistani patients have visited India for medical treatment such as 
liver and kidney transplants and open heart surgery (Ahmad 2012). Other specialty 
treatment is also offered to Pakistani patients. For instance, the Mumbai Obstetric 
and Gynaecological Society provides treatment for infertility to Pakistani couples 
(Mid-Day 2012). In February 2012, a group of Indian and Pakistani doctors 
jointly performed a complicated liver transplant procedure in a Lahore hospital, 
thereby opening new avenues for cooperation in the area of healthcare services 
(Times of India 2011).

There are trade possibilities in the entertainment industry as well. India and 
Pakistan share a common language and culture, thus providing scope for trade and 
cooperation in the film industry. India is the second largest producer of movies in 
the world, while Pakistan produces very few movies. Pakistan imposed a ban on the 
screening of Indian films in 1965 following the Indo-Pakistan war (Chi n.d.), mainly 
to protect the domestic film industry. Despite the ban, the Pakistani film industry has 
not done well (The Express Tribune 2012). The ban was lifted in 2008, but since 
then there has been uncertainty in the policy as several ad hoc steps have been taken 
to ban Indian movies on a case-by-case basis. Through the years, the ban has been 
practically ineffective as the demand for Indian movies in Pakistan is met through 
pirated DVDs and satellite cable broadcasts of Indian films.

There is an interest in India and Pakistan in each other’s music, both audio and 
visual. There is also an interest in Pakistan for Indian television serials and in India 
for Pakistani plays. However, Pakistani entertainment channels are not broadcast on 
Indian channels, whereas several Indian channels are broadcast in Pakistan.

3 Balance of Payment Statistics, IMF.
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The trade potential in the entertainment industry, particularly in films, television, and 
music, can be tapped by encouraging joint productions. Removing the ban on screening 
movies would benefit both countries. Exchanging broadcast rights to telecast each 
other’s programs on television is yet another trade opportunity for India and Pakistan.

2.4  Realizing Trade Potential

For trade potential to be realized, the two countries would have to take measures in 
several areas. It is important to examine the regulatory regimes related to transport, 
nontariff barriers, and visas and assess how these regimes operate. The effectiveness 
of these policies will also determine the extent to which informal trade flows will be 
steered toward formal channels. The policies related to the liberalization of foreign 
direct investment also need to be examined, as the realization of cross-border investment 
will lead to deeper trade linkages. It is also important to assess the visa regime and 
the extent to which it is likely to get liberalized. The role of institutions in supporting 
the trade liberalization process also needs to be assessed, as they would play a key 
role in helping realize the untapped trade potential between India and Pakistan.

2.4.1  Transport and Transit

Most discussions and studies on the transport issue have focused on impediments to 
the land route. While the sea route has always been operational, it went unnoticed 
due to the restrictive maritime protocol. This protocol allowed only Indian and 
Pakistani flagships to carry cargo between India and Pakistan. This arrangement 
restricted competition from foreign vessels and resulted in high sea freight rates 
being charged by Indian and Pakistani vessels. The amendment of this protocol in 
2005 brought sea trade between the two countries under global maritime arrange-
ments, leading to greater competition and, therefore, to a considerable reduction in 
costs for sea-based trade between Mumbai and Karachi.

It is not surprising that when the road route was closed in 1995–1996, trade by rail 
accounted for 63 %, while trade by sea accounted for 33 % of the total trade between 
India and Pakistan (Fig. 2.4). By 2011–2012, the share of different modes in total 
trade between the two countries changed substantially due to the opening of the road 
route and the liberalization of sea trade. The share of trade by rail fell to 15 %, while 
that by sea increased to 60 %. The share of trade by road increased from zero percent 
in 1995–1996 to 17 % in 2011–2012. What is striking is that for both exports and 
imports, apart from a few commodities such as dry dates and cement, most of the top 
commodities are traded via a single mode of transport—road, rail, sea, or air.

The opening of the road route between India and Pakistan after 58 years was a 
historic move. Its significance can be understood when compared with the cross- 
border transport protocols that India has with Nepal. India and Nepal have a very 
liberal transport protocol that permits trucks from the two countries to move into each 
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other’s territory. However, in practice, goods from the trucks of one country are 
offloaded and loaded onto the other country’s trucks at the border, because the local 
mafia extorts money from foreign trucks at the border. Thus, transshipment continues 
because these informal payments are higher than the cost of transshipment, which 
calls for effective implementation of policies. On the other hand, the opening of the 
road route between India and Pakistan has met with relatively little opposition. In fact, 
the institutional framework supporting trade between the two countries is strong 
enough to counter lobbyists and interest groups that may have resisted such a change. 
This raises immense hopes for successful implementation of further trade-facilitat-
ing measures at the 2,912 km land border between India and Pakistan.

Amritsar and Lahore are the two major cities on either side of the border and are 
separated by a distance of only 54 km. Hence, the cost for goods moved via the land 
route between northern India and northern Pakistan could be substantially lower than 
the sea route. Recognizing the importance of the land route, India opened an Integrated 
Check Post (ICP) at Attari in April 2012, with new facilities including a trade gate that 
would house all trade activities under one unit including warehousing and other facili-
ties. The timings for trade were increased to 12 h every day for all days of the week. 
The two most important facilities that are being set up are automated systems for 
electronic filing of customs documents through the Electronic Data Interchange (EDI) 
facility and the installation of truck scanners. This is a marked change from the past 
when there was only one gate for trade and for passengers, trade timings were limited 
to 7 h a day, and no warehousing facilities were offered.4

In a short span of just 6 months—between April and October 2012—the ware-
house has reached full capacity,5 which limits the entry of trucks from across the 

4 Interviews with traders and officials in Amritsar in 2012.
5 Ibid.
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border. The question is whether these facilities will be able to bear additional cargo 
load that is likely to occur due to two factors: Pakistan’s move to normalize trade on 
the road route by allowing all items to be imported from India via road, instead of 
the existing list of only 137 items, and a likely shift in trade from the sea route to the 
cheaper road route. When the Indian government designed the ICP, it clearly did not 
envisage such a paradigm change in trade between the two countries, and trade will 
increase even further if the two governments agree to move containerized cargo by 
road, which would reduce transaction costs further. The two governments are con-
sidering opening up new road routes; the option of opening the Munabao-Khokhrapar 
road route was discussed in the seventh round of talks between the two governments.

For several years the rail route was the dominant land transport mode for India- 
Pakistan trade, but its importance has declined because its reach continues to be 
limited. Goods are transported by 6–10 parcel wagons attached to the Samjhauta 
Express passenger train that runs twice a week or by the goods train, often referred 
to as “interchange train.” Since the capacity of the Samjhauta Express is limited, 
most of the rail cargo is carried by the interchange train. Taneja (2006) pointed out 
that a single rail route through the Attari/Wagah border, the poor quality of the 
rolling stock, and restrictions on the type of wagons are some of the problems that 
traders faced. Also, traders in Kolkata, located in eastern India, find it difficult to 
trade through the Attari/Wagah land border because of lack of information on how 
to trade by the rail route. Therefore, they send consignments by sea to Colombo that 
are then transshipped to Karachi (Taneja 2007).

Since 2007, the services of the interchange train have deteriorated. Goods by the 
interchange train move only between Amritsar and Lahore through Attari station, with 
only the Pakistani wagons plying this route, unlike earlier when Indian wagons also 
plied the rail route. Cargo for export either comes in Indian wagons up to Amritsar 
where it is unloaded and then loaded onto Pakistani wagons, or it is loaded onto trucks 
to be sent through Wagah. Transshipment of cargo from Indian to Pakistani wagons or 
onto trucks adds considerable time and cost to transporting goods.

Even though infrastructure has improved with the ICP, these facilities do not 
extend to rail cargo movement, because the railway line is about 3 km from the 
ICP. The agenda for improving rail transport remains largely unaddressed. While 
the seventh round of talks agreed to increase the number of interchanges to 3–4 in a 
day and allow high-capacity wagons to ply, the discussions have only covered the 
immediate needs of facilitating rail transport.

So far, the ongoing bilateral dialogue between India and Pakistan has not 
addressed the issue of transit. India has not allowed Pakistan to access Nepal, 
Bangladesh, and Bhutan through its territory, and Pakistan has not given India any 
transit rights to access Afghanistan for its exports. However, in 1948 Pakistan had 
offered transit rights to Afghanistan’s exports through its territory to reach the 
Indian market. In July 2010, Afghanistan and Pakistan signed an amended transit 
trade agreement, the Afghanistan-Pakistan Transit-Trade Agreement (APTTA) that 
provides for an increased number of transport routes for trucks from Afghanistan 
and Pakistan. However, the APTTA does not allow India’s exports to Afghanistan 
through Pakistan via the land route. To increase their gains from the trade normal-
ization process, India and Pakistan must put this transit issue on their dialogue 
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agenda. This would also have huge implications for reviving the Afghan economy. 
Afghanistan can gain little through trade given its limited export capability, but it 
can take advantage of its geographical location by converting into a logistics hub 
and offering a range of logistics services that could help transport goods between 
South and Central Asia. It follows that India should also allow transit facility to 
Pakistani goods to access the Nepal and Bangladesh markets.

There is a need to develop a long-term vision and plan for road and rail cargo 
movement. It is not enough to limit the opening of the land route to the land border. 
Freight costs are often determined by the freight trade balance between two coun-
tries. Since India has a trade surplus with Pakistan, India’s cargo trucks/wagons 
moving back from Pakistan will not be fully loaded, and the empty wagons would 
add considerably to transaction costs. However, if the trucks/wagons are allowed 
cross-border movement and multimodal transportation is permitted, cargo balanc-
ing could be achieved by linking the seaports of Mumbai and Karachi through the 
land route, with the seaports largely connecting the rest of the world. Similarly, 
transit through Pakistan can link Indian seaports with Afghanistan and to the rest of 
Central Asia through Pakistan.

2.4.2  Nontariff Barriers

For several years, the Pakistan government has argued that its businessmen face 
nontariff barriers in accessing the Indian market (Taneja 2007; Taneja et al. 2008, 
2011a). During talks, both countries recognized that there were no Pakistan- 
specific barriers but a general lack of awareness among Pakistani businessmen on 
the regulatory regimes in India. A study conducted in 2008 for the Task Force on 
Nontariff Measures (NTMs) found that while these NTMs were not discrimina-
tory, the procedures relating to product standards were cumbersome, some regu-
lations lacked transparency, and there were problems related to recognition of 
standards (Taneja et al. 2008). The two governments, however, felt that it was 
important to address the perceived barriers as well. In September 2011, the 
Indian government arranged interactive sessions between Indian regulators and 
Pakistani businessmen in New Delhi to help increase awareness among the lat-
ter on India’s regulatory policies. A similar session was subsequently held in 
Pakistan in January 2012.

This government-to-business interaction is an innovative and effective method of 
addressing information gaps on the regulatory environment of India and Pakistan. 
Recently, the Trade Development Authority of Pakistan supported experts to 
 undertake a study that identified potential products for exports to India, including 
tariff and nontariff barriers, which Pakistani businessmen faced. The findings of the 
study were disseminated across 10 cities in Pakistan to inform businesses on 
India’s regulatory regimes. Some of the reported barriers included overvaluation of 
goods, tedious packaging and labeling requirements, access to a limited number of 
ports for some products, lack of testing facilities at ports, inadequate infrastruc-
ture, mishandling of goods, and theft of cargo at ports. Businesses were also 
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 educated on the use of WTO-compliant trade defense instruments and how they are 
used to restrict imports that could hurt the domestic industry. Such a government-
supported awareness initiative, if done on a sustained basis every few years, could 
have a long-term impact on dispelling misconceptions about barriers among busi-
nessmen who want to access the Indian market. It would also help raise awareness 
about genuine nontariff barriers and equip businesses to deal with expanded imports 
if they hurt their domestic industry.

In another initiative to address nontariff barriers, the governments of India and 
Pakistan signed three agreements in September 2012: a customs cooperation agree-
ment to help avoid arbitrary stoppage of goods at each other’s ports, a bilateral 
cooperation agreement on mutual recognition between the Pakistan Standard and 
Quality Control Authority (PSQCA) and the Bureau of Indian Standards (BIS), and 
an agreement on redressal of trade grievances between Pakistan and India. Taneja 
(2006, 2007) identified nontariff barriers of a different nature. The studies found 
that Pakistani consignments were subjected to excessive checks—usually due to 
security concerns—that caused harassment to genuine traders. Marketing and label-
ing issues that relate to the perceived “image” of Pakistani goods have also been 
pointed out; for instance, the label on Pakistani bed linen was changed to European 
and Indian labels for sale in the Indian market (Trade Development Authority of 
Pakistan 2012). Holding exhibitions, such as the Pakistan Mega Lifestyle Exhibition 
in Delhi in April 2012 and the Made in Pakistan Expo in August 2012 in Mumbai, 
could aid the acceptance of Pakistani goods in India. In September 2012, the 
Pakistan Fashion Design Council6 opened an outlet in an upmarket shopping 
complex in New Delhi. Such steps will certainly raise awareness among Indian 
consumers about Pakistani products.

Indian products, too, face a labeling issue, with their Pakistani counterparts 
advising them to drop the “Made in India” label to increase sales in Pakistan.7 
However, newer products such as sweets and snacks manufactured by a large Indian 
firm have made a successful entry in the Pakistani market under the Indian label.8

Though measures have been taken to mitigate NTBs, addressing them is not a 
one-time effort. India and Pakistan need to identify, deal with, and address new 
NTBs on a continuous basis, as and when they are raised.

2.4.3  Informal Trade

The restrictive trade environment has led to large informal trade flows between India 
and Pakistan that are estimated to range between US$250 million and US$3 billion. 
The most detailed study on Indo-Pakistan informal trade estimated its value at around 

6 A leading design store that brings together more than 60 designers from all over Pakistan.
7 Interviews with Indian manufacturers who are trying to enter the Pakistani market after their 
products were included in the positive list.
8 Interview with an exporter of packaged sweets and snacks to Pakistan under the Indian label.
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US$545 million in 2005 (Khan et al. 2007). Of this, Pakistan’s imports from India are 
estimated to be around US$535 million and exports to India US$10.4 million. The 
main import items from India, via informal channels, are cloth, tires, pharmaceuticals, 
textile machinery, cosmetics, livestock, and medicines, which account for roughly 
80 % of the total informal import value. Pakistan’s informal exports mainly consist of 
textiles, which account for approximately 90 % of the total informal trade.

The modalities of India-Pakistan informal trade are interesting, with most of the 
trade flowing via a third country. Khan et al. (2007) estimate trade via the Mumbai-
Dubai- Karachi route to be around 88 % of total informal trade and the remainder as 
cross-border informal trade through the Amritsar-Lahore and Sind-Rajasthan 
border routes. However, almost 51 % of informal trade taking place via Dubai does 
not reach Karachi directly and is shipped to Bandar Abbas in Iran and then moved 
by land across Afghanistan to finally reach Pakistan.

While these estimates are dated, they provide useful insights into the functioning 
of informal trade markets. It is reasonable to assume that individuals trading through 
the informal channels have devised parallel institutional mechanisms for contract 
enforcement and dispute settlement. Also, the smooth functioning of such markets 
shows that traders have developed efficient mechanisms for obtaining information 
on quantities and commodities to be traded and mitigating risks that might arise in 
the unofficial transacting environment (Taneja 2004).

The move toward trade normalization and a parallel reduction in tariffs and nontar-
iff barriers would certainly lower informal trade flows between India and Pakistan.9 
Trade through Dubai is likely to decrease sooner if there are active channels of 
information that would bring buyers and suppliers on either side together in order to 
conduct trade directly with each other rather than through third parties. Elimination 
of the negative list would also allow the export of several items that are routed via 
Dubai and other informal trade channels. Until all such measures are fully implemented, 
informal trade and formal trade between India and Pakistan are likely to coexist.

2.4.4  Visas

A lot needs to be done to simplify the visa regime between India and Pakistan. 
Aspiring traders get limited market access because there are delays in granting 
visas, they are granted only city-specific visas, and they are required to report to the 
police on arrival and before departure Taneja (2006).

Consulates in both countries have exercised tremendous discretionary power in 
granting visas and waiving visa requirements, along with allowing some traders to 
be exempted from scrutiny by the Ministry of Home Affairs in India and Ministry 
of Interior Affairs in Pakistan. They have also allowed extended periods of stay, 
exempted traders from police reporting, and removed restrictions on the number of 
cities that can be visited. Traders who are beneficiaries of such largesse can make 

9 Interviews with traders in Dubai in 2012.
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repeated visits and enhance their Pakistan-specific trade information, which 
remains inaccessible for other aspiring traders due to restricted market access, lack 
of transparency, market imperfections, and information asymmetries. However, 
Indian officials argue that, for the sake of security, rigorous screening of visas is 
essential. While it is true that no compromise can be made on national security 
issues, it needs to be recognized that genuine traders often become victims of a 
strict visa regime.

A new visa agreement was signed between India and Pakistan in September 
2012. The agreement introduces measures to ease travel of tourists, pilgrims, the 
elderly, and children to facilitate people-to-people contact between the two countries. 
The business visa has also been made more liberal, allowing 1-year multiple entry 
visas for up to 10 places with exemption from police reporting for those who report 
a turnover of at least Rs. 30 million or equivalent in Pakistani currency.10

The new visa regime is a step toward easing the channels for information 
exchange on trade-related matters between India and Pakistan. As a next step, the 
countries could consider the use of electronic systems that would help in setting up 
adequate and effective security systems and at the same time would allow genuine 
traders to trade across borders.

2.4.5  Foreign Direct Investment

Investment flows play an important role in deepening trade linkages and raising 
market access between the countries involved. For several years India did not 
permit FDI inflows from Pakistan. In a move to normalize economic ties between 
the two countries, in August 2012 the Department of Industrial Policy and 
Promotion (DIPP) in India announced changes in the Consolidated FDI Policy to 
allow investment from Pakistani firms and individuals in all sectors (except 
defense, space, and atomic energy) through the government route. Following 
this, India recently removed Pakistan from the negative list under the Foreign 
Exchange Management Act (FEMA), paving the way for investment from 
Pakistan. The FEMA regulations have also been amended to allow Indians to 
invest in Pakistan.

In 2011, Pakistan’s total outward FDI flow was only US$62 million. While a 
country-wise and sector-wise breakup of FDI outflow from Pakistan is not available, 
data from the Board of Investment in Bangladesh indicates that Pakistan has invested 
in textile firms there. Pakistan has also invested in Sri Lanka in the food processing 
and construction sectors (Vaqar 2012). In the Indian context, the sectors that could 
attract FDI are textiles and cement (Mishra 2012). A bilateral investment treaty 
between India and Pakistan in the near future would help boost both the safety of 
investments and investor confidence (Taneja and Bimal 2012). Given that due to 
inhibitions business interest may not be forthcoming immediately, an interesting 

10 For businessmen whose turnover is Pakistani Rs. 3 million or equivalent, a 1-year visa will be 
permitted that allows visits to five places, for up to four entries.
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solution offered by businessmen has been to set up joint ventures between India and 
Pakistan without physically locating in each other’s countries. Investment ventures 
set up in this  manner could pave the way for raising investor confidence. During our 
consultations with industry, the sectors with potential for investment were identified 
as agriculture, fertilizers, drip irrigation, tissue culture, seeds, herbal extracts, bio-
technology, mining and mining equipment, dairy and livestock, tourism and tourism 
infrastructure, textile machinery, heavy engineering and earthmoving machinery, 
and entertainment.11

2.4.6  Institutions Engaged in Trade Normalization

Trade normalization efforts have been driven at multiple levels on both sides. In 
India, the Ministry of External Affairs spearheads all bilateral talks, and the other 
important government departments involved are the Ministry of Commerce, which 
is leading the trade negotiating agenda, and the Ministry of Home Affairs, which 
has the primary responsibility for maintaining security. In the context of trade, the 
Home Ministry handles issuance of visas and border management, and as part of its 
border management functions, the Land Ports Authority of India (LPAI) was set up 
in April 2012 to provide cohesive management of cross-border movement of people 
and goods. On the Pakistan side, the road port is managed by the National Logistics 
Cell that comes under the Ministry of Defense.

With respect to their bilateral visa regimes, Ministry of Home Affairs in India 
and Pakistan has taken progressive steps. Even though the issue of cross-border 
terrorism often comes up in bilateral talks, so far there has been no attempt to link 
it to the trade agenda. The Indian and Pakistani military forces are not seen as adver-
saries in the trade normalization process, and the involvement of nongovernment 
organizations (NGOs) is quite limited.

The business communities in both countries have been actively engaged in pur-
suing the trade liberalization agenda through the Chambers of Commerce for sev-
eral years. In India, the Federation of Indian Chambers of Commerce and Industry 
(FICCI), the Confederation of Indian Industry (CII), the Associate Chambers of 
Commerce (ASSOCHAM), and the Punjab, Haryana, and Delhi Chambers of 
Commerce and Industry (PHDCCI) have taken the initiative to facilitate cross- 
border interactions between business delegations and communities to assess trade 
possibilities. Since the initiation of the trade normalization process, such cross- 
border interactions have increased manifold.

Academic discourse in India has largely focused on the political issues between 
India and Pakistan that have implications for trade normalization between the two 
countries. Until recently, the print and visual media were engaged in “negative” 
reporting, as there was a tendency to report conflict rather than any peace initiatives 
taken by the two sides. Even the proposed grant of MFN status did not make 
headlines in any of the major news dailies. There is, however, an evident shift 

11 Summary of Proceedings, Regional Chambers of Commerce Roundtable, Lahore, January 10, 2013.
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toward positive reporting in the media on peace initiatives and trade cooperation 
that can have an enormous impact on the perceptions of civil society toward the 
relations shared by India and Pakistan.

2.5  Conclusion

The trade normalization process will unleash trade opportunities for both India and 
Pakistan. Even though the automotive sector in Pakistan and the textile sector in 
India have resisted trade liberalization, there is no rationale for holding back a process 
that will inevitably benefit both countries.

India and Pakistan need to work together in several areas to be able to realize the 
untapped trade potential. So far, the two governments are only considering incremental 
steps to improve cross-border movement of goods. A comprehensive and integrated 
international land transport policy needs to be put in place not only to provide rail 
and road services connecting the two countries but also to link sea ports through 
land borders to enable connectivity with the rest of the world.

India should continue to lower its nontariff barriers as part of its ongoing reform 
process. In addition, a more concerted effort is required to help businessmen over-
come their apprehensions about entering each other’s market and fearlessly selling 
their products along with their country labels across the border. The unprecedented 
number of exhibitions and fairs held in India and Pakistan that display each other’s 
products has received an overwhelming response from consumers, providing support 
for such efforts to continue.

While the removal of restrictions on FDI flows has opened up new investment oppor-
tunities, businessmen from India and Pakistan are reluctant to invest due to fears of a 
possible disruptive political event. Investors also fear in becoming easy targets for those 
who oppose their presence. Businessmen willing to invest could enter into joint ventures 
without physically locating in each other’s territory as the first step to entry until legal 
systems are set up to safeguard investments and investor confidence improves.

For a liberal visa regime to be in place, electronic “smart systems” should be 
used to screen visa applications and track the physical movement of people, while 
avoiding unnecessary harassment of genuine traders. Telecommunication channels 
also need to be opened to foster people-to-people contact and reduce business costs. 
The existing communication system between India and Pakistan does not permit 
travelers to use their mobile phones in the other country. Buying local SIM cards is 
not easy, as it involves a lot of documentation; as a result, visitors and businessmen 
have developed informal mechanisms to procure local SIM cards through friends 
and relatives. The issue of improving telecommunications between the two coun-
tries was raised in the seventh round of talks and is expected to be part of the trade 
normalization process.

India and Pakistan need to constantly engage with one another to understand 
each other’s regulatory regimes. As new businessmen enter into trading relations, it 
is important to have forums that bring buyers and sellers together. Guaranteed 
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payments are essential for building new and lasting business partnerships, for which 
banking channels need to be improved. An innovative dispute resolution system 
should also be put in place. For several years, Dubai has acted as a facilitator for 
trade and guaranteed payments between India and Pakistan. Thus, a third country 
that is trusted by both India and Pakistan could provide an effective dispute resolution 
mechanism. Moreover, it is important for business communities to create multilevel 
channels of communication that can reduce misconceptions, bridge information 
gaps, and generate a significant change in the business environment of the two 
countries. All such holistic measures could help in realizing the untapped trade 
potential between India and Pakistan.

 Appendix

Table 2.3 India’s exports to and imports from Pakistan (2011)

Product description

Exports 
(US$ 
million)

Share of 
sector in 
exports (%)

Imports 
(US$ 
million)

Share of 
sector in 
imports (%)

Animal or vegetable oils and fats 0.6 0.0 2.2 0.6
Arms and ammunition – – – –
Stone, plaster cement, glass, ceramic, etc. 7.1 0.4 1.1 0.3
Base metals and articles 89.4 5.3 33.4 9.5
Footwear, headgear, umbrellas, walking 

sticks, etc.
0.5 0.0 0.3 0.1

Live animals and animal products 15.9 0.9 1.3 0.4
Machinery and mechanical appliances, 

electrical equipment, electronics  
and parts

27.4 1.6 10.4 3.0

Mineral products 23.0 1.4 85 24.2
Miscellaneous manufactured articles 8.2 0.5 0.9 0.3
Pearls, precious stones and metals, 

imitation jewelry
0.1 0.0 32.7 9.3

Optical, measuring, precision, medical  
or surgical instruments, etc.

2.0 0.1 5.5 1.6

Plastics and rubber 140.1 8.4 12.2 3.5
Prepared foodstuffs, beverage and 

tobacco products
213.8 12.7 2.1 0.6

Chemical and allied products 419.3 25.0 30.1 8.6
Pulp of wood and paper products 5.2 0.3 1.0 0.3
Raw hides and skins and leather products 0.5 0.0 10.3 2.9
Textile and textile products 393.8 23.5 39.1 11.1
Vegetable products 330.5 19.7 82.1 23.3
Vehicles, aircraft, vessels,  

and associated transport equipment
0.2 0.0 1.3 0.4

Wood and wood products 0.2 0.0 0.5 0.1
Works of art 0.0 0.0 0.0 0.0
Total 1,678 100.0 352 100.0
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Table 2.5 India’s top 25 imports from Pakistan at HS-6 (2011)

Code Product description

Imports 
(US$ 
million)

Share of the 
product in 
imports (%)

On India’s 
sensitive list

080410 Dates, fresh/dried 69.6 19.8
252329 Portland cement (excl. white cement) 36.8 10.4
710812 Gold (incl. gold plated with platinum) 32.5 9.2
271011 Light petroleum oils and preparations 29.6 8.4
780199 Unwrought lead other than refined 13.7 3.9
740400 Copper waste and scrap 10.0 2.8
271019 Petroleum oils 9.0 2.6
520531 Cotton yarn, mult./cab. (excl. sewing thread) 7.1 2.0

Table 2.4 India’s top 25 exports to Pakistan at HS-6 (2011)

Code Product description

Exports 
(US$ 
million)

Share of the 
product in 
exports (%)

On Pakistan’s 
sensitive list

520100 Cotton, not carded/combed 272.8 16.3
230400 Oil cake and other solid residues 168.3 10.0
290243 p-Xylene 120.1 7.2
070200 Tomatoes, fresh/chilled 65.2 3.9
540710 Woven fabrics 50.8 3.0
071320 Chickpeas (garbanzos) 41.8 2.5
390210 Polypropylene 41.8 2.5
290242 m-Xylene 41.3 2.5
401120 New pneumatic tires, of rubber 40.3 2.4 Yes
090240 Tea, black (fermented) 35.1 2.1 Yes
090420 Fruits of the genera Capsicum 34.0 2.0 Yes
731100 Containers for compressed/liquefied gas 32.4 1.9
170199 Cane/beet sugar and chemically pure 

sucrose
27.4 1.6 Yes

294200 Organic comps. n.e.s. in Ch. 29 26.2 1.6
550410 Artificial staple fibers 21.0 1.3
381700 Mixed alkylbenzenes and mixed 

alkylnaphthalenes
19.4 1.2

290241 o-Xylene 19.0 1.1
121190 Plants and parts of plants 16.5 1.0
320416 Reactive dyes and preparations based 

thereon
16.2 1.0 Yes

100190 Wheat other than durum wheat, meslin 14.1 0.8 Yes
270400 Coke and semicoke of coal/lignite/peat 13.8 0.8
080119 Coconuts, other than desiccated 13.6 0.8
720230 Ferro-silicomanganese 13.2 0.8
070310 Onions and shallots, fresh/chilled 12.5 0.7
120991 Vegetable seeds, of a kind used for 

sowing
11.9 0.7

(continued)

N. Taneja et al.



35

Table 2.6 India’s exports and export potential with Pakistan (2011)

Exports
Value (US$ 
million)

Share in total export 
potential (%)

India’s exports to Pakistan 1,678.1
Total export potential of Pakistan’s sensitive list items 2,556.4 32.5
Export potential of negative list items 3,362.5 42.7
Export potential of sensitive/negative list items 4,375.7 55.6
Export potential 7,874.1

Table 2.7 India’s imports and import potential with Pakistan (2011)

Import
Value (US$ 
million) Share in total import potential (%)

India’s imports from Pakistan 352.0 –
Import potential of sensitive list items 676 22.4
Import potential 3,019

Code Product description

Imports 
(US$ 
million)

Share of the 
product in 
imports (%)

On India’s 
sensitive list

283620 Disodium carbonate 6.9 2.0
252010 Gypsum, anhydrite 6.5 1.8
291736 Terephthalic acid and its salts 6.0 1.7
390421 Poly(vinyl chloride) 4.6 1.3
290315 1,2-dichloroethane (ethylene dichloride) 4.1 1.2
510129 Wool, not carded/combed 3.9 1.1
851712 Telephones for cellular networks/other 

wireless networks
3.5 1.0

720421 Waste and scrap of stainless steel 2.9 0.8
392321 Sacks and bags (incl. cones), of polymers of 

ethylene
2.8 0.8 Yes

901890 Instruments and appliances used in medical/
surgical/veterinary sciences

2.8 0.8

520932 Woven fabrics of cotton 2.7 0.8
121190 Plants and parts of plants, incl. seeds and fruits 2.7 0.8
281410 Anhydrous ammonia 2.6 0.7
410449 Tanned/crust hides and skins of bovine 2.6 0.7
520511 Cotton yarn, single (excl. sewing thread), of 

uncombed fibers
2.4 0.7 Yes

520622 Cotton yarn, single (excl. sewing thread), of 
combed fibers

2.3 0.7

284700 Hydrogen peroxide 2.2 0.6

Table 2.5 (continued)

2 Normalizing India-Pakistan Trade
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Table 2.9 India’s export potential with Pakistan at HS-6, top 25 items (2011)

Product 
code Product description

Export 
potential 
(US$ 
million)

India’s  
exports  
to Pakistan  
(US$ million)

On Pakistan’s 
negative list

On Pakistan’s 
sensitive list

271019 Petroleum oils 7,718.4 1.7
271011 Light petroleum oils  

and preparations
1,253.2 0.0

851712 Telephones for cellular 
networks/other 
wireless networks

629.6 0.0 Yes

520100 Cotton, not carded/
combed

532.8 272.8

870322 Vehicles (excl. of 87.02  
and 8703.10)

361.9 0.0 Yes Yes

390210 Polypropylene, in primary 
forms

356.7 41.8

290243 p-Xylene 308.0 120.1
90240 Tea, black (fermented) 304.2 35.1 Yes
540233 Textured yarn other than  

sewing thread
277.0 0.5 Yes

870321 Vehicles (excl. of 87.02  
and 8703.10)

263.0 0.0 Yes Yes

550320 Synthetic staple fibers 255.1 0.0 Yes
300490 Medicaments 213.4 10.9 Yes Yes
721049 Flat-rolled products of 

iron/non-alloy steel
193.1 0.1 Yes

401120 New pneumatic tires, of 
rubber

157.7 40.3 Yes

550410 Artificial staple fibers 154.6 21.0
071320 Chickpeas (garbanzos) 138.5 41.8
871120 Motorcycles (incl. 

mopeds)  
and cycles

84.8 0.0 Yes Yes

890510 Dredgers 81.9 0.0
871419 Parts and accessories  

of motorcycles
79.1 0.0 Yes Yes

740311 Cathodes and sections  
of cathodes

75.4 0.0

630900 Worn clothing and other  
worn articles

71.8 0.4

711319 Articles of jewelry  
and parts thereof

69.1 0.1 Yes

380891 Insecticides 68.2 10.1
294190 Antibiotics and their 

derivatives
63.8 5.4 Yes Yes

780110 Unwrought lead, refined 63.3 0.2

N. Taneja et al.



39
Ta

bl
e 

2.
10

 
In

di
a’

s 
im

po
rt

 p
ot

en
tia

l w
ith

 P
ak

is
ta

n 
(2

01
1) 1

2
3

4
5

6

Pr
od

uc
t d

es
cr

ip
tio

n

Im
po

rt
s 

(U
S$

 
m

ill
io

n)

Sh
ar

e 
of

 s
ec

to
r 

in
 to

ta
l i

m
po

rt
s 

(%
)

Im
po

rt
 p

ot
en

tia
l 

(U
S$

 m
ill

io
n)

Sh
ar

e 
of

  
se

ct
or

 in
 to

ta
l  

im
po

rt
  

po
te

nt
ia

l (
%

)

Im
po

rt
 p

ot
en

tia
l 

of
 it

em
s 

in
 

se
ns

iti
ve

 li
st

 
(U

S$
 m

ill
io

n)

Sh
ar

e 
of

 s
en

si
tiv

e 
lis

t i
te

m
s 

in
 to

ta
l 

im
po

rt
 p

ot
en

tia
l 

(%
)

Te
xt

ile
 a

nd
 te

xt
ile

 p
ro

du
ct

s
39

12
75

7
25

41
6.

1
13

.8
Pe

ar
ls

, p
re

ci
ou

s 
st

on
es

 a
nd

 m
et

al
s,

 im
ita

tio
n 

je
w

el
ry

33
10

44
7.

2
15

–
B

as
e 

m
et

al
s 

an
d 

ar
tic

le
s

33
11

36
7.

3
12

12
.5

0.
4

O
pt

ic
al

, m
ea

su
ri

ng
, p

re
ci

si
on

, m
ed

ic
al

 o
r 

su
rg

ic
al

 
in

st
ru

m
en

ts
, e

tc
.

6
2

29
0.

1
10

1.
1

0.
0

Pl
as

tic
s 

an
d 

ru
bb

er
12

4
22

8.
0

8
96

.8
3.

2
M

ac
hi

ne
ry

 a
nd

 m
ec

ha
ni

ca
l a

pp
lia

nc
es

, e
le

ct
ri

ca
l 

eq
ui

pm
en

t, 
el

ec
tr

on
ic

s 
an

d 
pa

rt
s

10
3

18
8.

2
6

45
.8

1.
5

C
he

m
ic

al
 a

nd
 a

lli
ed

 p
ro

du
ct

s
30

10
14

9.
8

5
12

.9
0.

4
Pr

ep
ar

ed
 f

oo
ds

tu
ff

s,
 b

ev
er

ag
e 

an
d 

to
ba

cc
o 

pr
od

uc
ts

2
1

12
1.

5
4

13
.3

0.
4

M
in

er
al

 p
ro

du
ct

s
46

.5
15

10
1.

4
3

35
.0

1.
2

R
aw

 h
id

es
 a

nd
 s

ki
ns

 a
nd

 le
at

he
r 

pr
od

uc
ts

10
3

83
.2

3
–

M
is

ce
lla

ne
ou

s 
m

an
uf

ac
tu

re
d 

ar
tic

le
s

1
0

80
.7

3
0.

2
0.

0
V

eg
et

ab
le

 p
ro

du
ct

s
82

26
52

.2
2

6.
7

0.
2

Fo
ot

w
ea

r, 
he

ad
ge

ar
, u

m
br

el
la

s,
 w

al
ki

ng
 s

tic
ks

, e
tc

.
0

0
47

.3
2

29
.5

1.
0

St
on

e,
 p

la
st

er
 c

em
en

t, 
gl

as
s,

 c
er

am
ic

, e
tc

.
1

0
29

.9
1

3.
4

0.
1

V
eh

ic
le

s,
 a

ir
cr

af
t, 

ve
ss

el
s,

 a
nd

 a
ss

oc
ia

te
d 

tr
an

sp
or

t 
eq

ui
pm

en
t

1
0

17
.7

1
–

L
iv

e 
an

im
al

s 
an

d 
an

im
al

 p
ro

du
ct

s
1

0
15

.0
0

1.
9

0.
1

A
ni

m
al

 o
r 

ve
ge

ta
bl

e 
oi

ls
 a

nd
 f

at
s

2
1

12
.3

0
–

W
or

ks
 o

f 
ar

t
0

0
11

.5
0

–
W

oo
d 

an
d 

w
oo

d 
pr

od
uc

ts
0

0
9.

5
0

–
Pu

lp
 o

f 
w

oo
d 

an
d 

pa
pe

r 
pr

od
uc

ts
1

0
7.

9
0

1.
2

0.
0

A
rm

s 
an

d 
am

m
un

iti
on

–
–

1.
3

0
–

To
ta

l
31

3
10

0
3,

01
9

10
0

67
6

22
.4

2 Normalizing India-Pakistan Trade



40

Table 2.11 India’s import potential with Pakistan at HS-6, top 25 items (2011)

Product 
code Product description

Import potential 
(US$ million)

India’s imports 
from Pakistan 
(US$ million)

On India’s 
sensitive list

271019 Petroleum oils 1,288.5 9.0
711319 Articles of jewelry and parts 

thereof
440.9 0.0

901890 Instruments and appliances used 
in medical/surgical/
veterinary sciences

268.9 2.8

520100 Cotton, not carded/combed 180.8 0.2 Yes
730690 Tubes, pipes, and hollow 

profiles of iron/steel
105.3 0.0

390760 Poly(ethylene terephthalate) 81.4 0.0
740400 Copper waste and scrap 75.5 10.0
730890 Structures and parts of 

structures
60.0 0.0

291736 Terephthalic acid and its salts 57.6 6.0
950699 Articles and equip. for sports, 

n.e.s
44.8 0.4

391590 Waste, parings, and scrap, of 
plastics

41.2 0.0 Yes

220720 Ethyl alcohol and other spirits, 
denatured

38.5 0.3

840710 Spark-ignition reciprocating/
rotary internal combustion 
piston engines for aircraft

36.4 0.0

841451 Fan with a self-contained 
electric motor

35.6 0.0 Yes

620342 Men’s/boys’ trousers, bib and 
brace overalls, of cotton

35.3 0.1 Yes

251512 Marble and travertine 34.6 0.2 Yes
520832 Woven fabrics of cotton, dyed, 

plain weave
34.3 0.4

261000 Chromium ores and 
concentrates

31.6 0.0

520942 Woven fabrics of cotton, denim 29.4 2.1
630419 Bedspreads other than knitted/

crocheted
29.2 0.0 Yes

410719 Leather further prepared after 
tanning/crusting

28.8 1.4

761519 Household articles and parts 
thereof

27.6 0.0

390799 Polyesters (excl. of 3907.10–
3907.91), in primary forms

26.5 0.1

252329 Portland cement (excl. white 
cement)

21.8 36.8

390319 Polystyrene other than 
expansible

21.0 0.0

N. Taneja et al.
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Table 2.12 Pakistan’s negative list (Aggregated to HS-6 from Pakistan’s customs classification)a 
(2011)

1 2 3 4 5 6

Sector

Export 
potential 
of 
negative 
list 
items—
RCA 
approach 
(US$ 
million)

Share of 
sector in 
total 
export 
potential 
of 
negative 
list (%)

Total 
number 
of items 
on 
negative 
list

Share  
of total 
items in 
negative 
list (%)

Number  
of 
vulnerable 
items in 
negative 
list

Sector-wise 
share of 
vulnerable 
items in total 
items on 
negative  
list (%)

Auto 1,008.1 30.0 167 21.2 35 21.0
Elect. machinery 667.9 19.9 43 5.5 9 20.9
Textile 625.7 18.6 74 9.4 25 33.8
Steel 368.1 10.9 90 11.4 33 36.7
Pharmaceutical 338.8 10.1 30 3.8 15 50.0
Plastics 93.4 2.8 67 8.5 9 13.4
Gems and jewelry 71.8 2.1 3 0.4 1 33.3
Machinery 46.2 1.4 20 2.5 5 25.0
Chemical 29.0 0.9 25 3.2 8 32.0
Misc. manfd. 

articles
25.0 0.7 19 2.4 7 36.8

Meters 20.8 0.6 6 0.8 3 50.0
Agri. (mainly 

tobacco)
17.3 0.5 15 1.9 2 13.3

Paper and board 15.8 0.5 80 10.2 11 13.8
Leather 13.2 0.4 14 1.8 3 21.4
Ceramics 7.2 0.2 16 2.0 4 25.0
Rubber 5.2 0.2 10 1.3 3 30.0
Furniture 3.5 0.1 14 1.8 2 14.3
Optical fiber 2.0 0.1 2 0.3 1 50.0
Sports 1.8 0.1 8 1.0 0 0.0
Cutlery 1.3 0.0 19 2.4 6 31.6
Glass 0.4 0.0 21 2.7 2 9.5
Stone and marble 0.2 0.0 5 0.6 2 40.0
Metal products 0.1 0.0 5 0.6 1 20.0
Footwear 0.1 0.0 7 0.9 1 14.3
Aluminum 0.0 0.0 10 1.3 0 0.0
Elect. appliances 0.0 0.0 3 0.4 0 0.0
Prefabricated 

buildings
0.0 0.0 1 0.1 0 0.0

Soap and toiletries 0.0 0.0 5 0.6 0 0.0
Surgical 0.0 0.0 6 0.8 0 0.0
Wood 0.0 0.0 3 0.4 0 0.0
Total 3,362.5 100.0 788 100.0 188 23.9
aNegative list of 1,209 items provided by the Ministry of Commerce, Pakistan at the 8-digit level 
has been compressed to 788 items at the 6-digit level, with the associated classification of sectors

2 Normalizing India-Pakistan Trade
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3.1            Introduction 

 Prior to 1947, key South Asian countries including Pakistan, India, and Bangladesh 
constituted a single entity and intraregional trade was substantial. Even after inde-
pendence, half of Pakistan’s imports continued to come from India and two-thirds 
of exports went to India. Over time, due to the disputes over Kashmir, currency 
valuation, and water distribution, political relations between India and Pakistan led 
to a decline in bilateral trade volumes (USAID  2005 ). In fact, formal trade between 
India and Pakistan stood at around US$1.9 billion in the year 2012, which is far 
below its potential of US$15–20 billion (Husain  2011 ; PILDAT  2012 ; Qamar  2005 ). 
However, trade that takes place between families residing on both sides of the bor-
der continued and translated into informal channels of exchange. Such informal 
trade results in revenue losses to the governments on both sides in the form of lost 
tariff revenues, as well as high transit costs to traders in the form of indirect routes 
and speed money paid at borders for the clearance of goods. 

 While trade restrictions between the two countries have curtailed formal trade, 
the rising consumer appetite for the variety of goods available across the border 
implies substantial increases in informal mechanisms through which trade takes 
place. Chatterjee and George ( 2012 ) indicate that about 70 % of product categories 
included in the sensitive list of both countries would save about 60 % of import 
expenditure if sourced from each other at preferential rates (instead of being 
imported from distant destinations). Rising consumer demand and the economic 
effi ciency of cross-border exchanges have contributed to the large volume of infor-
mal trade between India and Pakistan. Such informal exchanges between the two 
countries are not a new phenomenon; Khan et al. ( 2007 ) estimated the value of 
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informal trade between India and Pakistan through various routes at US$545  million 
for the year 2005. 

 However, this estimate of informal trade between India and Pakistan is rela-
tively outdated and is unable to account for recent changes in the bilateral relations 
of the two economies. Therefore, the primary aim of this study is to update the 
estimates of informal trade between India and Pakistan. Second, this study exam-
ines the routes and modalities for the commodities being exchanged between the 
two nations via informal mechanisms. Another important aspect of informal 
exchange analyzed in this chapter is the implications of informal trade for the for-
mal sectors of both countries. Our research highlights the concerns of the formal 
business communities and the challenges they face from informal cross-border 
fl ows. Fourth, this chapter delves into the possible reasons for trade of this nature, 
with special emphasis on the complex structure of duties and customs procedures. 
Finally, this study examines how the ongoing trade normalization process between 
India and Pakistan would provide an opportunity to formalize the informal 
exchanges between the two countries. 

 The next section provides a brief literature review on this subject covering prior 
work on informal trade particularly in regions with confl ict-ridden borders in Africa 
and South Asia. Section  3.3  discusses the methodology used to estimate the infor-
mal fl ow of goods from India to Pakistan, followed by a section that examines the 
customs procedures and hurdles associated with formal trade between India and 
Pakistan. Section  3.5  discusses the sector-wise and product-wise characteristics of 
informally traded goods. The next three sections provide sector-specifi c character-
istics of traded items, transit costs of informal traders, and the limitations of our 
methodology. Our policy message in the end calls for measures that can formalize 
the current informal fl ows.  

3.2     Literature Review 

 We observe across the literature that researchers have adopted various techniques to 
estimate the size of informal trade, including border observation, the latent structure 
approach, and physical stock-taking (Ackello-Ogutu  1996 ; Lesser and Moise- 
Leeman  2009 ; Minde and Nakhumwa  1998 ), comparison of partner country trade 
data (Nkendah  2010 ), as well as the use of secondary data and primary surveys 
(Afrika and Ajumbo  2012 ; Macamo  1999 ; Pohit and Taneja  2000 ; Taneja  1999 ; 
Taneja et al.  2005 ). 

 The literature on informal trade estimation also reveals that such trade 
depends upon substantial trust among the dealing parties. Financial transactions 
for informal trade take place in barter arrangements or through informal ways of 
money transfer (i.e.,  hawala  and  hundi ). The movement of tradable items usu-
ally occurs at the borders in informal ways and, even if they come through for-
mally designated routes, the items are under-invoiced to avoid taxes and customs 
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duties. These characteristics of informal trade also make it diffi cult to quantify 
the volume and value of such trade. 1  

 As regards the motivation for informal trade, we know from the relatively large 
literature on the African case that lack of trade facilities, poor access to fi nancial 
resources, and corruption levels have induced such forms of trade (Nkendah  2010 ). 
In Africa a major part of informal trade comprises agricultural products such as 
maize, wheat fl our, sugar, and rice (Ackello-Ogutu  1996 ; Lesser and Moise-Leeman 
 2009 ). In Kenya, informal trade of food items with Uganda is an important factor 
for ensuring food security (Ackello-Ogutu  1997 ). 2  Informal trade, however, involves 
implicit costs for the entire society via channels of increased corruption and at times 
dumping of poor quality goods that, in turn, harm the country’s domestic production 
(Nkendah  2010 ). 

 It has also been found that unrecorded exchange of goods with neighboring 
countries is usually carried out by people who live in border areas (see trade between 
Cameron and CEMAC subregion by Nkendah  2010  and trade between Mozambique 
and the neighboring countries by Macamo  1999 ). As far as the economic value of 
informal trade is concerned, Lesser and Moise-Leeman ( 2009 ) suggest that it con-
tributes 43 % of the GDP in Africa. Estimating the loss to the government from 
informal trade, Minde and Nakhumwa ( 1998 ) observe that 81 % of the formal rev-
enue remains untapped. 

 The dynamics of informal trade in South Asia are slightly different from those in 
Africa, but one can fi nd certain similarities (Sattar and Pursell  2006 ). A signifi cant 
difference is that unlike in Africa, agricultural products are not the major commodi-
ties under informal trade for the South Asian economies. On the other hand, the 
primary similarity in both regions is that cross-border trade restrictions among 
nation states have given rise to a substantial volume of informal trade in South Asia 
as well as in Africa. In South Asia, Pohit and Taneja ( 2000 ) analyzed the informal 
trade patterns between India, Bangladesh, and Nepal. Their survey of 200 traders 
found that the informal fl ow is from India to Bangladesh, which consists of food 
items, textile, and machinery, whereas in the case of India and Nepal, it is a two-way 
fl ow. They also found that traders from India and Bangladesh accept each other’s 
currency for ease of fi nancial transactions. 

 Taneja et al ( 2002 ) conducted a survey to analyze the informal trade between 
India-Sri Lanka and India-Nepal. The fi ndings show that the estimated informal 
trade value between India and Sri Lanka is around US$208 million, but the trade 
value between India and Nepal is estimated at US$396–408 million. 

 Despite the availability of literature that looks at the various facets of informal 
trade in South Asia, there is an increasing need to provide empirical evidence to 

1   In this study and as per our defi nition, we have not regarded under-invoicing as informal trade. 
2   It is also observed that at least 46 % of trade was based on informal channels between Uganda and 
its neighbor countries in 2006. In the same year, agricultural products worth US$113 million were 
informally traded between Uganda and its neighboring countries. The whole trade process is sig-
nifi cant for wholesale retailers and small and medium enterprises. 
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governments regarding the revenue gains associated with formalizing current 
informal trade. There are also high non-tariff barriers that prevent the formaliza-
tion of informal or quasi-formal fl ows of merchandise. 

 A consumer focus is also missing from the informal trade literature. We under-
stand from trade theory that once NTBs are removed and processes allow the 
 formalization of trade, there are consumer surplus gains as well as savings to pro-
ducers who may be able to import raw material and intermediate inputs at lower 
costs (since rents by middlemen involved in informal trade are eliminated). With 
advances in theory as well as computation methods, these gaps in the literature are 
soon likely to be addressed.  

3.3      Methodology 

 Pakistan shares its border in the east with India (2,912 km), and due to the volatile 
situation at various border checkpoints, we cannot solely rely on border monitoring 
techniques (see Lesser and Moise-Leeman  2009 ) to estimate informal trade. For 
example, while such monitoring techniques may be applied with relative ease at the 
Wagah-Attari border, it is a different case at other points such as Munabao, Ganda 
Singh Wala, and Chakothi. 

 The data on stocktaking and its comparisons with partner country trade suggest 
that this is not a viable option to estimate the magnitude of informal trade in the 
context of India and Pakistan, because traders under-invoice the products. Further, 
part of the trade between India and Pakistan takes place through a third country, for 
instance, the UAE or Singapore, which is quasi-formal trade. 

 In our study the term  informality  of trade refers to any movement of goods 
between borders that have no offi cial record (see Taneja  1999 ). For this study we 
used a structured survey approach. The survey was designed to capture the modali-
ties and characteristics as well as to estimate the volume of informal trade between 
India and Pakistan. The enumerators were carefully trained to probe these ques-
tions. If a respondent was reluctant to answer a specifi c question, the enumerators 
would either infer the response or leave it as missing information if it was diffi cult 
to judge. 

 Our survey conducted in January 2013 targeted importers, exporters, wholesal-
ers, retailers, transporters, customs clearing agents,  Khepias , 3  and frequent family 
travelers. The responses by traders regarding the routes, commodities, and estimates 
of informal trade were also validated through our interviews with trade and customs 
offi cials. Most of the trade sector respondents were involved in informal ways of 
business and, while it was not possible for a specifi c respondent to give an estimate 
of the overall volume of products imported from India, they did provide estimates 

3   Khepia is a local term used for business people who buy products in wholesale quantities from a 
country and sell them in their own country. Mostly this happens in gray market products, i.e., 
markets where goods are bought and sold at prices lower than the offi cial price set by regulatory 
agencies. 
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about their daily turnover of Indian products inside Pakistan, on the basis of which 
annual estimates were calculated. 

 To select the measures, we took our lead from Khan et al. ( 2007 ), which men-
tions items that were available in Pakistan during an exercise conducted in 2005. 
Second, we took into account the now liberalized sensitive list of goods for Pakistan 
from India. Third, we developed a list of informally traded items identifi ed during 
Key Informant Interviews (KIIs) conducted by the Sustainable Development Policy 
Institute (SDPI) as part of the identifi cation of non-tariff barriers in December 2012. 
Our KIIs with traders and customs clearing agents dealing in Indian tradable items 
also helped make this list comprehensive. The key markets where these products are 
sold were identifi ed and selected for the survey. Table  3.1  lists these markets. It is 
important to note that these markets are not dedicated to dealing with informally 
traded products. Therefore, the proportion of formal and informal stock available 
with the retailers was determined through the respondents’ own judgment.

   A detailed breakup of our respondents is given in Table  3.2 .

3.4        Sectoral Estimates of Informal Trade 

 To estimate the volume of informal trade between India and Pakistan, we could not 
depend on observing the stock available with wholesalers and retailers because they 
were hesitant to talk about their inventories due to fear of confi scation. Therefore, we 
calculated the volume (or quantity) by seeking information about daily sales of 
Indian items that did not arrive through formal channels and their average prices. The 
annual quantity of informally traded products was then extrapolated using these esti-
mates of the daily turnover in the various informal markets. In order to avoid ghost 

   Table 3.1    Markets with presence of informally traded items   

 Sector  Primary market  City  Primary market  City 

 Textiles  Bolton market  Karachi  Eshra, Azam, and 
Shahalam market 

 Lahore 

 Tobacco  Nanakwara  Karachi  Paanmandi  Lahore 
 Kharadar  (Anarkali) 

 Livestock  Yazman  Bahawalpur 
 Rohri 

 Auto parts  Ranchor Line  Karachi     Badami Bagh  Lahore 
 Al-Noor market 

 Auto parts  Peerwadhai  Rawalpindi 
 Pharmaceuticals  Bara  Peshawar  Shahalam market  Lahore 
 Pharmaceuticals  Bohar Bazar  Rawalpindi 
 Cosmetics  Bolton market  Karachi  Anarkali  Lahore 
 Cosmetics  Karkhano Bazar  Peshawar 
 Jewelry  Bolton market  Karachi  Anarkali  Lahore 
 Spices and herbs  Shahalam market  Lahore 

   Source : SDPI Survey Unit (2013)  
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   Table 3.2    Breakup of survey respondents   

 City 
 No. of 
responses 

 Breakup by type of respondent 

 Importer  Exporters 
 Retailers/
wholesalers  Transporters 

 Customs/
clearing 
agents 

 Rangers/
security 
persons 

 Karachi  47  5  5  35  2 
 Lahore  48  10  5  30  3 
 Rawalpindi  20  5  3  10  2 
 Bahawalpur  5  5 
 Peshawar  15  5  10 
  Total    135   30  13  85  2  2  3 

   Source : SDPI Survey Unit (2013)  

fi gures, their sales and business volume were revalidated from their competitors in 
the same market who dealt in the same or similar product categories from India. The 
list of items that did not arrive through formal channels was validated through busi-
ness associations and customs offi cials. Some of the sector-wise assumptions given 
below were developed by using information from trader associations and clearance 
agents and published information by government sources. 

3.4.1     Fruit and Vegetables 

•     There are four trading days at Chakothi border per week during which around 30 
trucks pass through the line of control.  

•   On average, a single truck contains 750 cartons of fruit.  
•   At least 15 % of the cartons have no offi cial record. 4   
•   Calculation for fruit and vegetables: The price of a single carton upon entry into 

the fi rst Pakistani market is in the range of US$5.8–9.5. Our calculations reveal 
that 22,500 cartons are traded informally during a single week. Multiplying this 
by the number of weeks in a year, i.e., 52 and with the average cost per carton 
provides an annual estimate of US$5.4 million.     

3.4.2     Textiles 

•     In the wholesale market in Karachi, Lahore, and Rawalpindi, around 400 shops 
deal in Indian cloth, fancy suiting, and bridal wear. Apart from these shops, there 
are roadside vendors not included in our calculation.  

4   We understand that trading over the LoC in barter terms or otherwise should not be categorized 
under informal trade. Therefore, we take only that portion of LoC trade that has no record in for-
mally recorded documentation. 
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•   On average, the sale of each trader ranged from 20 to 40 dresses depending on 
whether the trader is a wholesaler or retailer. Sales also depend on the season in 
which turnover is being considered. Each respondent was asked about various 
types of dresses sold in terms of quantity. The key dresses that had value-added 
content included  saris  and fancy suiting, including bridal wear.  

•   The price of a  sari  ranged from US$50 to 90, and for the purpose of our estima-
tion, we considered a value of US$70 per piece.  

•   The price of an Indian bridal dress ranged from US$800 to 1,600, and for the 
purpose of our estimation, we considered a value of US$1,200 per piece.  

•   Calculation for  saris : 400 shops on average sell 20 pieces each on a daily basis. 
This implies that the annual sale is around 2.92 million pieces. We multiply this 
with an average price per suit (US$70) to arrive at the annually informally traded 
value of US$204.4 million.  

•   Calculation for fancy suiting (including bridal wear): Like  saris,  it is assumed 
that 400 shops on average sell 20 pieces each on a daily basis. The wedding sea-
son is assumed for four months in spring and winter. This implies that the 
4-monthly sale stands at 960,000 pieces. If the average price per unit is assumed 
at US$1,200, we have our annual value of informally traded fancy suiting at 
US$1,152 million. 5      

3.4.3     Pharmaceuticals 

•     The daily turnover in informally exchanged Indian medicines reported in Khyber 
Pakhtunkhwa province and tribal areas (specifi cally, the border region of 
Afghanistan and Pakistan) is US$0.15 million.  

•   The daily turnover in Indian medicines reported in Lahore is US$15,000.  
•   Calculation of pharmaceuticals: We add the turnover of Khyber Pakhtunkhwa 

and Lahore to arrive at the daily turnover of US$165,000. We multiply this with 
360 annual trading days to arrive at US$59.4 million. In 2012, fi ve trading days 
were reportedly lost due to stoppages in receipt of informal medicines from the 
Afghanistan route.     

3.4.4     Herbs and Spices 

•     Monthly turnover in spices is reported at US$0.7 million.  
•   Monthly turnover in Indian black tea coming through Afghanistan is calculated 

at US$0.1 million.  
•   There are wide variations in the daily values and therefore we have considered a 

month-on-month average.     

5   The justifi cation for the 4-month peak sale during the wedding season comes from our discussion 
with the All Pakistan Textile Mills Association (APTMA). 
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3.4.5     Tobacco 

•     The price of Indian betel leaf in the Pakistani market through informal channels 
is US$11 per kilogram.  

•   On average, the monthly consumption of betel leaf is reported at 0.3 million 
kilogram in Lahore only.  

•   The monthly turnover in banned items like  gutka  and  pan parag  is reported at 
US$0.40 million.     

3.4.6     Automobiles 

•     Calculation for auto parts: There are around 50 shops (Karachi, Lahore, and 
Rawalpindi had 18, 22, and 10 shops, respectively) that deal in informally 
exchanged Indian auto parts throughout Pakistan and their monthly sales in 
Indian auto parts are estimated at US$0.47 million. This is the turnover reported 
by respondents. Sales take place throughout the year and, therefore, monthly 
sales are multiplied by 365 trading days to arrive at an annual fi gure of US$5.64 
million.  

•   Calculation for tires: The sum of responses received from these cities as well as 
Peshawar in Khyber Pakhtunkhwa province reveals a daily turnover of US$0.46 
million. Assuming 365 trading days, the annual fi gure is US$170 million.     

3.4.7     Cosmetics 

•     Cosmetics made in India were found in most of the markets mentioned in the 
methodology section.  

•   Calculation for cosmetics: A total daily turnover value of US$0.15 million was 
seen in Karachi, Peshawar, and Lahore (from where it is also distributed to other 
parts of central Punjab). Assuming that this supply is available for 365 trading 
days, the annual value of informally traded cosmetics stands at US$48 million.     

3.4.8     Jewelry 

•     There are 150 shops in Karachi, Lahore, and Rawalpindi that deal in Indian 
jewelry.  

•   The daily sale on average is 2 bridal sets, 15–20 bangle sets, and 60 lockets.  
•   These items are priced very close to locally made items in order to remain com-

petitive in the market.  
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•   There was no evidence of seasonal variation in the sales reported above.  
•   Calculation for bridal sets: There are 150 shops selling on average two sets each 

per day. The average unit price of a bridal set is US$250 in the Pakistani market. 
This implies a daily sale of US$75,000. Assuming 365 trading days, the annual 
value stands at US$27.4 million.  

•   Calculation for bangles: There are 150 shops selling on average 15 bangle sets 
each per day. The average unit price of bangles is US$20 in the Pakistani market. 
This implies a daily sale of US$45,000. Assuming 365 trading days, the annual 
value stands at US$16.4 million.  

•   Calculation for lockets: There are 150 shops, each selling on average 60 sets per 
day. The average unit price of lockets is US$10 in the Pakistani market. This 
implies a daily sale of US$90,000. Assuming 365 trading days, the annual value 
stands at US$32.9 million.     

3.4.9     Herbal Products 

•     The average price of key items varied across markets. In our calculations the 
average unit price of black asphaltum is US$2.5, Ispaghol US$3.5, Chyawanprash 
US$4.5, feminine creams US$2.2, hair oil US$1.8, beauty creams US$2.2, and 
herbal soaps US$0.7.  

•   Calculation for herbal products: There are around 41 shops that deal in Indian 
cosmetic products. The sum of daily reported turnover stands at US$4,164. 
Assuming 365 days, the annual turnover stands at US$1.52 million.   

The overall estimates of Indian goods fl owing into Pakistan through informal 
channels are given in Table  3.3 . We understand that these estimations are only based 
on the markets visited by our survey team. A further limitation is that despite the 
subjective validation of our qualitative responses, these estimates remain the respon-
dent’s own judgment.

3.5          Reasons for Informal Trade 

 A variety of factors have given rise to informal trade between India and Pakistan. 
The high tariffs on certain commodities, non-tariff barriers to trade, and the inade-
quacies of transportation and infrastructure for formal trade encourage traders to 
fi nd informal routes of bilateral exchange. Both policy and institutional factors give 
an impetus to informal trade between India and Pakistan. This section brings out the 
signifi cant transaction costs associated with the customs procedures and clearances 
associated with formal trade, as well as the structure of duties on certain commonly 
traded items between India and Pakistan. 
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 Of the entire list of items traded informally, some are banned while others either 
face high duties or transaction costs. Table  3.4  shows the existing customs duties 
and taxes on the goods coming into Pakistan from India if they were to come through 
formal channels. The structure of customs duty is based on the nature of the com-
modity, while the sales tax and withholding tax are fi xed for each good at 16 and 
5 %, respectively. The customs duty on cosmetics items is 30 %, and 5–10 % duty 
is levied on jewelry. 6 

6   The published rates are prior to Pakistan’s federal budget 2013–2014. 

  Table 3.3    Informal fl ow of 
goods from India to Pakistan  

 Items  Total (US$ million) 

  Fruits and vegetables   5.40 
  Textiles  
 Saris  204.40 
 Fancy dresses (incl. bridal wear)  1,152.00 
  Pharmaceuticals   59.40 
  Spices and herbs  
 Spices (cardamom, cinnamon, 

 jaiphal , and  javitri ) 
 8.40 

 Tea  1.20 
  Tobacco items  
 Gutka  4.80 
 Betel leaves  39.60 
  Automobile sector  
 Spare parts  5.70 
 Tires  170.0 
  Cosmetics  
 Soap, cream, shampoo, hair oil, etc.  48.0 
  Jewelry items  
 Bridal sets  27.38 
 Bangles  16.43 
 Lockets  32.85 
  Low-grade artifi cial jewelry  
 Lockets  2.19 
 Bangles  9.13 
  Herbal products  
 Black asphaltum  0.22 
 Ispaghol  0.31 
 Chyawanprash  0.39 
 Feminine creams  0.19 
 Hair oil  0.16 
 Herbal beauty creams  0.19 
 Herbal soaps  0.06 
  Other  
 Paper  0.30 
 Crockery  0.20 
  Total    1,788.89  

   Source : SDPI Survey Unit (2013)  
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   Goods included in the fruit and vegetable sector have customs duties in the range 
of 0–30 %, with most fruits having a duty of 30 %. Wholesalers in  Sabzi Mandi  
Rawalpindi indicated that the majority of fruits and vegetable goods from India are 
through the Chakothi border (Kashmir) where most of the transactions are barter 
arrangements. 

 Among medicines, drugs such as aspirin, eye drops, and paracetamol are included 
in the negative list, with a customs duty range of 20–25 %; however, a customs duty 
of 10 % is charged on homeopathic products. In the textiles sector, customs duty of 
25 % is levied on apparel and clothing as well as on carpets. On tobacco items, 
 gutka  is banned for import into Pakistan, while the tax rate on betel leaves is 
Rs. 200 per kg. 

   Table 3.4    Duty structure on key informally traded items if they were to be traded formally a    

 Items  Duty (%)  Sales tax (%)  Withholding tax (%) 

  Fruits and vegetables   0–30  16  5 
  Textiles  
 Saris  25  16  5 
 Fancy clothes (incl. bridal wear)  25  16  5 
  Pharmaceuticals   5–25  16  5 
  Spices and herbs  
 Spices  5–15  16  5 
 Tea  10  16  5 
  Tobacco items  
 Gutka  Banned  Banned  Banned 
 Betel leaves  200/kg  16  5 
  Auto parts (gears, windscreens, pumps)   Banned  Banned  Banned 
  Tires   5–25  16  5 
  Cosmetics   30  16  5 
  Jewelry items  
 Bridal sets  5  16  5 
 Bangles  5  16  5 
 Lockets  5  16  5 
  Low-grade artifi cial jewelry  
 Lockets  10  16  5 
 Bangles  10  16  5 
  Herbal products  
 Ispaghol  5  16  5 
 Chyawanprash  10  16  5 
 Feminine creams  30  16  5 
 Hair oil  30  16  5 
 Herbal beauty creams  10  16  5 
 Herbal soaps  30  16  5 
  Other  
 Paper  5–25  16  5 
 Crockery  30  16  5 

   Source : Federal Board of Revenue (2013) 
  a From India to Pakistan  
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 Customs duty on black tea is 10 % and a 5 % duty is levied on cardamom and 
cinnamon. However, other spices such as red chillies and crushed/ground pepper 
have a duty of 15 %. The auto sector bears the highest customs duty among the sec-
tors that we studied. Auto gears, windscreens, and pumps are included in the nega-
tive list along with the imposition of customs duty of 35 %. Used tires fall under 
three categories of customs duties; there is a duty of 25 % on motorcar tires and 5 % 
on bus/truck tires, and for tractors the duty is 20 %. A substantial level of indirect 
trade in the auto sector is also quasi-formal, i.e., via Dubai. 

 Traders claim that there are unnecessary delays in the customs process, which 
involves clearance in shipment and the documentation process. Currently, a trader 
has to fi le an entry for clearance and after that he/she is solely dependent on the 
customs collector for further procedures. The customs collector creates hurdles for 
traders and their decision cannot be challenged. Hence, customs collectors always 
raise needless points in the clearing process so that traders are forced to pay some 
form of gift money. This makes informal trade a cheaper option even for items that 
are formally allowed to be imported into Pakistan from India under the negative 
list- based trade regime. 

 In addition, the lengthy procedure of clearance (through product standards and 
safety checks) is troublesome for traders, as the increased time increases the trans-
actions cost for the forward supply chain. The signifi cant discretionary powers with 
the offi cials have resulted in instances of illegal payments for clearance processes. 
During inspection, goods may get damaged or lost, but customs offi cials do not take 
responsibility and insurance companies do not provide comprehensive cover. 
According to some traders, the “informal insurance” and strong trust in Khepias 
result in greater certainty of consignments reaching safely and on time.  

3.6     Limitations of the Study 

 Several items could not be included in this study. During the survey, we found that 
livestock from India is also brought into Pakistan. It was reported that in the past the 
cattle entered from the border areas near Bahawalpur (Rohi); now, due to the fenc-
ing of the border, the movement has been restricted to some extent but smuggling of 
livestock is still reported. However, it was diffi cult for the respondents to estimate 
the value of informal trade in livestock. We also found that Indian alcoholic prod-
ucts come into Pakistan through informal channels and are available in Karachi and 
Lahore. Respondents were unable to identify the quantity and routes through which 
they enter Pakistan. There were reports that such alcoholic products entered through 
Gwadar, but this information could not be verifi ed. 

 Future exercises that aim to refi ne this work should move away from perception- 
based responses. More discrete methods should be adopted to gather data on daily 
product-wise transactions; the frequency with which a market operates in a month 
or week; subsidiary markets, if any, for products that have greater demand at the 
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household level; and the characteristics of traders involved in the informal trade of 
various products. 

 Equally important for any future study will be to provide a cost and price buildup 
that allows government offi cials to see the loss being incurred by distortive trade 
policies, gaps in border-related trade infrastructure, and the lack of accountability in 
institutions responsible for trade promotion. Such a buildup analysis should specifi -
cally identify for each product the origin price in India, transport costs, payments 
toward bribes or in-kind, the markup at various stages in Pakistan, and the fi nal price 
charged to the consumer.  

3.7     Sector-Specifi c Characteristics of Informal Trade 

3.7.1     Automobile Sector 

 In order to assess the informal trade between India and Pakistan in the automobile 
sector, auto markets situated in Karachi, Rawalpindi, and Lahore were visited. It 
was found that the Dubai channel and the Afghan Transit Trade (ATT) are the main 
sources of supply to the domestic market. Leakages from transit containers also 
play a role in informal trade, as these containers sometimes go up to Afghanistan 
and come back to Pakistan, or commodities are leaked at Karachi en route to 
Afghanistan. Indian tires are primarily supplied via the ATT route. 

 According to respondents, informal trade with India in the automobile sector is a 
recent phenomenon and started only about a year ago. The majority of vehicle 
engine parts in Pakistan are imported from China, whereas from India traders 
mainly import gearboxes. Most of these parts are channeled through the Wagah- 
Attari border. In Lahore, traders reported that they are shifting from Chinese to 
Indian parts because of higher cost-effectiveness, better quality, and ease of net-
working with Indian suppliers. 

 For some other items, the demand for Indian auto parts is low compared to parts 
from Japan, Malaysia, and Taiwan. However, even for these, Indian auto parts are 
considered as the major source to bridge the gap between demand and supply in the 
local market. It was observed that almost 30 % of the defi ciency in the Pakistani 
market is covered by Indian auto parts, especially in the case of gears, differentials, 
tires, and windscreens. Some traders reported that after 10 months of active infor-
mal trading, their retail clients were ready to submit orders in advance to procure 
Indian auto parts. 

 The demand for Indian tires in the local market has surged and they cover a 
signifi cant market share. Both new and refurbished tires are available in the mar-
ket. Apollo, MRF, and JK Tyres are the key Indian brands available. There is also 
evidence of wrong declarations, as the actual import value is higher than the 
declared value. 
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 Traders have expanded their businesses by diversifying the product range, as 
they now have Chinese, Indian, and other brands to sell in the market as per the 
demand of customers. Small-scale traders are now able to scale up operations by 
stocking relatively low-cost Indian parts. On average, such shops employ 3–4 work-
ers, and the traders frequently visit India and Dubai to establish networks that now 
run the entire chain smoothly. These traders suggested that formalizing this trade by 
removing some distorting barriers could further increase the fl ow of Indian auto 
parts into Pakistan.  

3.7.2     Tobacco Products 

 To estimate the informal trade in tobacco and allied items, we visited the Pan Mandi, 
Nanakwara, in Karachi and Anarkali in Lahore. The major items identifi ed were 
betel leaves, areca nuts, tobacco, and  gutka . One of the routes identifi ed for trade in 
betel leaves is the Mumbai-Dubai-Lahore route. Areca nuts and other pan ingredi-
ents are imported from Bangladesh and Sri Lanka. 

 In the southern region of Pakistan, betel leaves are mainly imported from Sri 
Lanka and Bangladesh, whereas 60 % of the market demand is met by the locally 
produced betel leaves in coastal areas of Sind including Babio, Keti Bandar, Sakro, 
Somara Dan, Gujjo Mor Chanddi, and Sakhrand areas. Due to the popularity of 
Indian betel leaf, even local leaves are sold at some places under the tag of an Indian 
variety. In the case of gutka, 5–7 Indian varieties are available in the market. Gutka 
is a banned item and it arrives in Pakistan through Mumbai-based sea route ferries 
and Khepias. Despite the adverse effects of gutka on human health and its ban in 
India and Pakistan, traders claim that there is a substantial demand for Indian gutka 
in local markets. 

 Most of the sales in tobacco items take place in the gray market, comprising small 
hawkers and  khokhas , who are not registered with any government authority. Their 
stock depends on the supply of products coming in through informal channels.  

3.7.3     Textiles 

 To estimate the volume of informal trade between India and Pakistan in textiles, 
various markets were visited, including Ranchore Line, Eidgah, market at Karachi; 
Eshra, Azam, Shahalam, and Anarkali markets in Lahore; and Bara market and 
China market at Rawalpindi. It was found that the supplies of Indian textile items 
come to Pakistan through the Afghan Transit Trade (ATT) channel. Sometimes, 
containers coming to Karachi port under the ATT are unloaded without crossing 
the Afghan border. In several cases goods are smuggled back to Pakistan after 
reaching Afghanistan. This can be clearly seen in several markets across Khyber 
Pakhtunkhwa province. Some vendors also import Indian cloth through Dubai and 
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Singapore. In this case, the Indian cloth that goes to Dubai or Singapore is not 
stamped for its origin. 

 The main textile items found in the informal markets are Indian raw silk, cotton, 
Banarasi saris, muslin, and ready-made bridal dresses. The increase in demand for 
ethnic Indian garments is mainly attributed to the infl uence of media. The demand 
for ethnic ladies’ suits increases signifi cantly during the peak wedding season 
(after August). 

 Table  3.5  shows the prices of Indian clothes available in the Pakistani market. 
As can be seen, the cost of informally imported saris in Pakistan is more than four 
times the price in India, while the price of bridal suits is more than twice that at 
origin. The substantial price difference is partly due to the high transit cost and 
related barriers.

   It was found that these products come through people who visit India for per-
sonal and family reasons. This is a regular practice for people who have relatives in 
India and it is much easier for them to arrange bulk quantities. At the same time, 
several frequent travelers have personal clients for whom they cater on demand. The 
product is sold without having to go through any formal or informal market setting. 
Khepias are also involved in facilitating this process; however, they only sell the 
product to wholesalers. Gurdaspur (India) and Ajmer (India) are the major supply 
points for Indian textiles to Pakistan.  

3.7.4     Cosmetics 

 Informal trade in cosmetics was estimated by collecting data from Bolton market in 
Karachi, Paan Mandi, in Lahore and Bara market in Rawalpindi. Indian cosmetics 
are smuggled into Pakistan through Afghanistan, as Afghan traders have established 
networks for this supply. Khepias are another important channel and are responsible 
for the bulk of the supply. People visiting India on family visas also carry cosmetics 
with them. 

 Indian soap, shampoo, beauty cream, hair gel, face wash, hand wash, and makeup 
kits are in great demand in the Pakistani market. Although their market share is 
smaller than for Pakistani products, demand for these products has shown an 
increasing trend, mainly due to the infl uence of electronic and print media. There is 
wide variation in the quality of Indian cosmetics available in Pakistan. Low-quality 
products are mainly traded in the small stores and hawker stalls. Although the prices 

  Table 3.5    Price comparison 
of Indian cloth in Pakistani 
market (average in US$)  

 Item 
 Wholesale 
price in India a  

 Price upon 
reaching Pakistan 

 Sari (per unit)  14.1  60.6 
 Bridal suits (per unit)  323.2  808.1 

   Source : SDPI Survey Unit (2013) 
  a These are market averages as quoted by our respondents  
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of these items are higher than local Pakistani products, there is a demand for foreign 
products mainly due to the perception that they are of better quality. 

 Table  3.6  indicates the price difference of cosmetics items of Indian origin in 
Pakistani markets. (See Annex I    for sector-wise product description.) The brands 
available in the Pakistani market are international but are manufactured in India; 
these include Ponds, Johnson, Godrej, and Dabur.

   The restricted movement of Khepias directly affects the supply line of local trad-
ers. Any delay in the visa process makes it diffi cult for traders to meet the demand 
in the local market. Delays and various restrictions also occur during confl icts at the 
line of control. At Lahore and Rawalpindi, most of the vendors reported that they 
are unaware of the channels through which Indian cosmetic products enter the mar-
ket, but whenever there is demand, it is met by Afghan traders who are accessible 
even at short notice.  

3.7.5     Jewelry 

 The major selling points for jewelry items of Indian origin are Bolton and Ranchor 
Line markets in Karachi, Shahalam and Anarkali markets in Lahore, and Bara and 
China markets in Rawalpindi. According to our respondents, Indian jewelry items 
enter Pakistan through the sea route (from Mumbai), Khepias, frequent family trav-
elers, and the ATT. 

 The items of artifi cial Indian jewelry that have the highest demand in Pakistan 
are bridal jewelry sets, lockets, bracelets, and earrings. Customers prefer Indian 
artifi cial jewelry because of its relatively fi ner fi nish, giving it a closer resemblance 
to gold items. The demand for Indian jewelry has increased because of the increase 
in gold prices in the international market. 

 Table  3.7  shows the prices of Indian artifi cial jewelry available in the Pakistani 
market. Apart from the markup, the major cost is that of transit.

   Whenever the movement of Khepias is disturbed, the supply to the local mar-
ket is affected and some price increase is also observed. This factor disturbs the 
business relatively more in larger markets such as those in Karachi. Most custom-
ers were found to be well aware that these products come to Pakistan through 
informal channels.  

  Table 3.6    Average price of 
Indian cosmetics in Pakistani 
markets (in US$)  

 Items 
 Wholesale 
price in India 

 Price upon 
reaching Pakistan 

 Soap  0.25  0.45 
 Shampoo  1.31  2.32 
 Hair oil  0.71  1.82 
 Beauty cream  1.21  2.22 

   Source : SDPI Survey Unit (2013)  
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3.7.6     Pharmaceuticals 

 Pharmaceutical products of Indian origin were seen in Shahalam market in Lahore 
and Bohar Bazar in Rawalpindi. It was found that Indian medicine products are eas-
ily accessible in the Khyber Pakhtunkhwa province, especially near the Afghanistan 
border. In Peshawar several patients were reported to have doctors’ prescriptions for 
medicines from India, which enter tribal areas of Pakistan from Afghanistan. 

 Medicines such as aspirin, amoxicillin, ampicillin, cimetidine, famotidine, 
cotrimoxazole, ciprofl oxacin, lexotanil, and ranitidine    manufactured by Indian 
companies (Liv. 52, Serpina, Mentat, Herb-Lax) are available in the local Pakistani 
market. Even though drugs such as aspirin and paracetamol are included in the 
negative list and cannot be traded, they are easily available in local markets, and 
there is a substantial demand for medicines of Indian origin due to their cheap 
prices. Painkillers such as Vasograin and pramipexole dihydrochloride were in 
high demand and are usually brought by frequent travelers in their personal 
baggage. In some cases, doctors in Lahore prescribe Indian medicines, informing 
patients of their better quality and lower costs. It was also found that Chinese 
buyers in Pakistan purchase Indian medicines in bulk from local chemist shops; 
these medicines are then taken to China in personal baggage. 

 Indian lifesaving drugs were termed substantially cheaper than the lifesaving 
drugs in Pakistani markets. In Pakistan, multinational companies (MNCs) import 
raw material from their country of origin (usually Western countries), whereas in 
India MNCs are bound to use local inputs in the production process. This practice 
has increased the cost of the fi nal product in Pakistan. 

 As per the law, medicines are required to be registered with the Health Department 
before they can be sold in Pakistan. However, unregistered Indian medicines are 
being sold in Pakistan. Indian medicines available in Pakistan are not tested in any 
laboratory and the medicines are not packed properly. Some of them do not contain 
any drug information literature. Our respondents from the chemist trader commu-
nity were of the view that the best way to deal with this gray market is to allow 

   Table 3.7    Average price of Indian jewelry in Pakistani markets a    

 Items 
 Wholesale price 
in India (US$) 

 Price upon reaching 
Pakistan (US$) 

 High-grade artifi cial jewelry 
 Bridal sets  121.2  252.5 
 Bangles  12.1  20.2 
 Lockets  6.06  10.1 
 Low-grade artifi cial jewelry 
 Lockets  0.08  0.2 
 Bangles  0.2  1.01 

   Source : SDPI Survey Unit (2013) 
  a These are rates of comparable make and brand as reported by the retailers  
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pharmaceutical items from India to enter Pakistan through formal channels. In this 
way, the drugs entering Pakistan are more likely to be examined by the concerned 
authorities. To facilitate patients, especially users of lifesaving drugs, the govern-
ment can encourage the import of raw material and related inputs of these drugs 
from India.  

3.7.7     Herbal Products 

 There is no specifi c market for Indian herbal products in Pakistan as the trading 
activity takes place at a micro-level. Dabur Hajmola, feminine products, Chyawanprash, 
Dabur Shilajit, and Dabur Vatika hair oil are the main products of Indian origin 
available in the smaller retail stores. 

 It is found that these products come via both formal and informal routes. The sea 
route via Dubai is the major channel used for supply of these products. Khepias and 
some frequent family travelers also supply herbal products to the market; they carry 
products in their personal luggage, thereby avoiding customs duty. The occasional 
vigilance at customs ports was reported to disturb the supply for traders in Pakistan. 
Under-invoicing is also observed for trade of herbal products, as the actual value of 
imported stock is higher than the value and volume offi cially declared. 

 Pakistani herbal products remain dominant in the market and have the maximum 
market share. Shops dealing in herbal products prefer Pakistani inputs for their fi nal 
product and expressed the view that the ingredients of Indian products are unknown 
to them. However, Indian herbal products are also available in their shops. 

 Advertisements for Indian herbal products on Pakistani cable channels encour-
age customers to demand these products without prior consultation with any herbal 
practitioner or traditional medicine expert. Traders dealing in Indian products 
indicated that informal imports are expected to increase, as the credibility of the 
products is increasing and  word of mouth  has helped to increase demand. They also 
said that some items produced by traditional healers in India were unregistered even 
in India and could be harmful for users if they are not inspected at the entry point 
in Pakistan.  

3.7.8     Spices and Herbs 

 Jodiah Bazar in Karachi, Shahalam market in Lahore, and Bohar Bazar in Rawalpindi 
were visited to assess the volume and value of informal imports of Indian spices and 
herbs into Pakistan. The markets represent wholesalers who cater to bulk supply. It was 
observed that the informal channel for imports of spices and herbs in Pakistan is through 
the India-Kandahar (Afghanistan) route, entering Pakistan at the Chaman border, and 
fi nally reaching Karachi. Another route is the India-Kabul (Afghanistan) channel, from 
where it is forwarded to Peshawar and later distributed to Lahore and Rawalpindi. 
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 Black tea, cardamom, cinnamon,  jaiphal , and  javitri  are the products identifi ed 
during the visit that come informally from India and are traded in the local market. 
Most of this business is at a small-scale level. Pakistan currently imports black tea 
primarily from Sri Lanka and Kenya, whereas the corresponding Indian product is 
creating its market gradually. Indian tea is now starting to cover a signifi cant portion 
of the total market share of black tea in the domestic market. Indian black tea comes 
into the Pakistani market through the ATT route. There were also complaints by 
some Sri Lankan traders that tea of Sri Lankan origin, available in India, makes its 
way into Pakistan through informal routes in Kashmir. This, to them, was a viola-
tion of the terms of trade under the Pakistan-Sri Lanka free trade agreement (FTA). 

 Traders said that due to the substantial import-stage taxes in Pakistan (customs 
duty and general sales tax), informal means of supply continue to fl ourish. The 
consumption of tea is rising with the increase in population, and the majority of the 
demand is met through imports. In this scenario, trade with India can signifi cantly 
increase the supply of tea and possibly bring down prices in the local markets. 
However, some traders also reported that Indian tea is adulterated when it enters 
Afghanistan. As a result, they often get tea of poor quality.  

3.7.9     Fruits and Vegetables 

 The  Sabzi Mandi  (fruit and vegetable market) in Rawalpindi was visited to assess 
informal trade in Indian fruits and vegetables. This  mandi  is the hub for the distribu-
tion of fruits and vegetables to the twin cities of Rawalpindi and Islamabad. As per 
wholesalers, the main informal activity through barter takes place at the Chakothi 
border. Kashmir-based traders are involved in this informal trade as they have net-
works on both sides of the border. 

 Wholesalers claim that the quality of Indian fruit is better than that of the local 
produce and has a longer shelf life. Even in formal trade, one observes that for the 
past few months, the supply of Indian bananas has reduced the market share of 
local bananas. Trade through the Kashmir border is badly affected when tension 
between India and Pakistan escalates. Bad weather also creates hurdles, when 
snowfall occasionally closes the road channels. Since these items are perishable, 
they cannot be stored for long periods and the informal sector does not have cold-
storage facilities. 

 Traders suggested that trade in these items should be expanded through the 
Wagah and Chakothi borders. The existing formal trade fl ow at the Wagah border is 
below the potential, forcing traders to resort to informal channels. Pakistan offers 
the best quality mangoes, but the production time for oranges is less than that in 
India, which gives Pakistan an edge. The same is true of India’s bananas and toma-
toes. If border-related infrastructure is expanded and standards-related non-tariff 
barriers are brought down, Pakistan and India can boost their bilateral trade in fruits 
and vegetables. Items such as onions, tomatoes, and bananas can be made available 
in a timely manner in the market when there is short supply in Pakistan.   
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3.8     Transit Routes, Costs, and Informal Transactions 

 Goods coming through informal channels are substantially more expensive than the 
same items in the Indian market. In the case of cosmetics, jewelry, and bridal suits, 
retailers charge 60–100 % more than the prices at origin in India. Respondents revealed 
that in the case of jewelry and cloth items, prices surge because of the high transit costs 
(via informal routes), whereas in the case of cosmetics, prices are related to the falling 
value of the Pakistani rupee vis-à-vis the Indian rupee. Tables  3.8  and  3.9  provide the 
transit costs for Khepias and pilgrims going from Karachi and Lahore, respectively.

    The Samjhauta Express train service is used to take passengers from Lahore to 
Attari (India). Once the train enters India, passengers are shifted onto Indian Railways. 
The cost of religious trips given in Table  3.9  does not include passenger documenta-
tion charges of US$10. The bus ticket from Lahore to Delhi is around US$20. 

 It was found that the travelers on the Samjhauta Express can easily avoid cus-
toms offi cials by paying small bribes. According to travelers, on average a trip costs 
them around US$950 per family member. The items they bring from India are sold 
to known clients, friends, and wholesalers.  

3.9     Conclusion and Policy Recommendations 

 Based on our survey of informally traded goods in key Pakistani cities, the infl ow of 
such goods from India to Pakistan has been estimated at US$1.79 billion in 2012–
2013, which is very close to the US$1.9 billion of formal trade between the two 

   Table 3.8    Transit cost for Khepias from Karachi   

 Type of cost 
 Long-term visa 
holder (US$) 

 Short-term visa
holder (US$) 

 Taxi charges in Karachi (up to 10 km)  5  5 
 Taxi charges in Dubai (up to 10 km)  5.5  5.5 
 Return ticket  365  290 
 Visa fee  300 (90 days)  100 (30 days) 
 Hotel charges  50/day  50/day 
 Food  30/day  30/day 

   Source : SDPI Survey Unit (2013) 
  Note : Average rates were obtained from travel and tour agents and by requesting actual quotations  

    Table 3.9    Transit cost for pilgrims from Lahore   

 Departure  Destination  Approximate cost (US$)  Mode of travel 

 Lahore  Delhi  140 (including hotel charges)  By train 
 Lahore  Ajmer  72  By train 
 Lahore  Delhi  20  By bus 

   Source : Ministry of Religious Affairs and Interfaith Harmony, Government of Pakistan (2012)  
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countries in the same year. While informally traded items bring several benefi ts of 
lower costs and higher quality to consumers and traders, these exchanges adversely 
impact the government revenues of both countries because they bypass customs. 
Moreover, producers represented by the Pakistan Business Council felt that this 
informal trade, particularly in sectors such as auto parts, was crippling local indus-
try and lowering the capacity of local producers to pay their taxes. Consequently, 
the government suffers a double loss of revenue. Formalization of even part of the 
trade discussed in this chapter could hold tremendous benefi ts for national revenue, 
and in that context, this section brings out the policy implications of the fi ndings 
discussed in this chapter. 

 Textiles emerge as the single largest commodity being informally imported into 
Pakistan from India, constituting 75 % of the total estimates of informal infl ows. 
This is followed by imports of auto parts and tires (9.8 %), jewelry items (4.9 %), 
and pharmaceuticals (3.3 %). This composition of informal trade is readily explained 
by the high customs duties/bans on Indian commodities in Pakistan. Wearing 
apparel is levied a customs duty of 25 % in addition to the 16 % sales tax and 5 % 
withholding tax imposed on all items. Given the consumer demand in Pakistan for 
Indian ethnic wear, these excessive duties encourage traders and consumers to 
bypass offi cial channels. Similarly, popular auto parts such as gears, pumps, and 
differentials are on Pakistan’s negative list, while tires are levied duties as high as 
25 %. Most fruits, cosmetics, crockery, and herbal products carry very high duties 
in the range of 20–30 %, and many commonly imported pharmaceutical commodi-
ties are also on the negative list. Other than the high tariff costs, the complicated 
customs procedures also induce traders to use informal channels of exchange for 
commodities such as spices and jewelry. 

 With the rising demand for Indian goods in Pakistan, the fl ow of informal 
imports from India is set to increase in the coming months, especially if the Federal 
Board of Revenue (FBR) and the Ministry of Commerce do not move toward for-
malizing these exchanges. This process of trade normalization must start with 
Pakistan granting India MFN status and ensuring that the tariff and non-tariff bar-
riers on both sides fall to a level where formal trade becomes more attractive. It is 
important to understand that there are safeguards that can be used even if MFN is 
granted to India. 

 Further, the analysis of informal fl ows of merchandise should be discussed at the 
government level. A joint working group comprising offi cials from the Ministry of 
Finance, FBR, Ministry of Commerce, and the central bank should discuss policy 
measures that could incentivize the formalization of the current informal infl ows 
from India to Pakistan in a way that does not prohibit economic growth or hamper 
formal trade between the countries. Since the causes for informal trade do not 
remain stagnant, it would be useful for the proposed working group to report regu-
larly on the causes of informal trade with neighboring countries to the National 
Economic Council. The FBR should also report annual revenue losses due to infor-
mal trade to the government as part of the Economic Survey of Pakistan published 
by the Ministry of Finance. 
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 Important steps toward trade expansion with India would also include increasing 
the number of items allowed through the Wagah-Attari border, opening up the 
remaining nine land routes between India and Pakistan, allowing containerization 
via railways given that the current trucking facility is unable to meet the demand on 
both sides, increasing the presence of plant department offi cials (for agricultural and 
related items), and signing the pending trucking agreement between the two coun-
tries. Another extremely important aspect of the normalization process is the 
absence of essential cellular facilities and courier services between India and 
Pakistan. This peer-to-peer connectivity is important to facilitate both trade and 
investment between the two countries. It is worth mentioning here that both coun-
tries had announced a relatively liberal bilateral visa policy in 2012, but neither side 
has implemented this policy. 

 While these policy measures are imperative to reduce the transaction costs and 
procedural diffi culties of formal trade between India and Pakistan, addressing the high 
tariff rates and the banned items on Pakistan’s negative list are equally important in 
bringing about the formalization of imports from India to Pakistan. A combined effort 
toward removing the high tariffs on imports, as well as tackling the procedural diffi -
culties of formal trade, would result in substantial benefi ts to the farming and manu-
facturing community, consumers, and traders, as well as to government revenue.      

    Annexure I: Product Description by Sector 

 Sector  Product  Indian brands in Pakistani markets 

 Auto parts  Windscreens 
 Gear parts 
 Differential parts 
 Pumps 
 Nozzles 
 Tires  Apollo, JK, MRF 

 Jewelry  Artifi cial jewelry 
 Bridal sets 
 Bangles 
 Lockets 

 Cosmetics  Makeup kits  Ponds, Johnson 
 Beauty creams  Garnier, Liril, Godrej 
 Soaps 

 Medicines  Aspirin  Liv. 52, Serpina, Mentat, Herb-Lax 
 Amoxicillin 
 Ampicillin 
 Cimetidine 
 Lexotanil 
 Cotrimoxazole, famotidine 
 Ciprofl oxacin 
 Ranitidine 

(continued)
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 Sector  Product  Indian brands in Pakistani markets 

 Tobacco  Betel leaf 
  Gutka   Rajguru 
 Areca nuts 
 Beri 

 Herbal products  Ispaghol  Dabur 
 Chyawanprash  Vatika 
 Feminine creams 
 Hair oils 

 Spices and herbs  Black tea 
 Cardamom 
 Cinnamon 
  Jaiphal  
  Javitri  

 Textiles  Saris  Banarasi sari 
 Bridal dress 
 Fancy suits  Raw silk, muslin 

   Source : SDPI Survey Unit (2013) 
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4.1            Key Questions, Survey Design, and Sampling 

 The trade policy governing the India-Pakistan trade has been undergoing rapid 
changes and continues to be very complex. Thus, awareness of these policies would 
help in realizing the trade potential. Based on earlier surveys and consultations by 
the authors, there was reason to believe that overall awareness of trade policies is 
higher in India than in Pakistan. Also, it was thought that while traders are aware 
about Pakistan granting Most Favored Nation (MFN) status to India, traders would 
be less aware about the specifi c policies related to the positive and negative lists and 
about the South Asian Free Trade Agreement (SAFTA) concessions. 

 For several years, Pakistan has been extremely concerned about the nontariff 
barriers (NTBs) that it faces in accessing the Indian market (Husain  2011 ; Taneja 
 2006 ,  2007 ; TDAP  2012 ). Even though standards applied by India to manufactured 
goods under the Agreement on Technical Barriers to Trade (TBT) and to agricul-
tural products under the Sanitary and Phytosanitary Measures (SPS) Agreement are 
nondiscriminatory, they have been perceived as being trade restrictive by Pakistani 
businesses and policymakers. In our survey questionnaire, we attempted to assess 
whether Pakistani traders perceive TBT and SPS standards as more onerous than 
Indian traders. 

 The survey also elicited responses on market access for imports and exports. 
This was done to assess whether there is any signifi cant difference in the perception 
of traders on both sides of the border. Businessmen in both countries have often 
opined that they are reluctant to use their country labels when accessing each other’s 
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market, because they think these labels impede market access. The question posed 
in the survey was to evaluate whether respondents perceived a negative impact of 
country labels on bilateral trade. 

 India and Pakistan have a history of unfavorable political events. However, in 
recent years neither country has taken measures to stop trade after such incidents 
(Taneja et al.  2011 ). A question was posed to assess if political incidents had a 
negative impact on market access. 

 Several studies have pointed out that business between the two countries is 
affected by the restrictive visa regime, lack of communication networks, and 
poor services offered by logistics operators (Khan  2009 ; Taneja  2007 ; TDAP  2012 ). 
The question posed was whether the diffi culty in obtaining visas and diffi culty in 
communication was higher for Pakistani businessmen than for Indian businessmen. 

 Logistics service providers are intrinsic to vibrant trade growth. Our survey 
solicited information from large and small logistics service providers to assess 
whether the services of the former are better than those of the latter. 

 Customs authorities play an important role in facilitating trade. Land Customs 
Stations (LCSs) are located at road, rail, sea, and air ports. Earlier studies seemed to 
suggest that the most ineffi cient was the rail customs station. Information was 
obtained through the survey to understand which mode has the fewest or the most 
impediments. 

 Inadequate and ineffi cient infrastructure at ports can be a major impediment to 
trade between the two countries. This could vary across road, rail, sea, and air ports. 
The question posed was whether there was any difference in the effi ciency and 
availability of infrastructure at LCSs located at ports for different transport modes. 

4.1.1     Questionnaire Design 

 To assess the number and intensity of impediments faced by businesses engaged in 
India-Pakistan trade, this Trade Perception Survey was undertaken using a structured 
questionnaire. While it is possible to consider a wide range of indicators to identify 
impediments, the questionnaire would become too long and lead to a poor response 
rate. Thus, one has to select the indicators carefully, keeping in mind the length of 
the questionnaire. The indicators for this study are based on existing studies and 
consultations and focus group discussions held by the authors during 2005–2008 
and in 2012 in India, Pakistan, and Dubai. 

 For the design of the questionnaire, we adapted the framework used in constructing 
global indices such as the Enabling Trade Index (World Economic Forum  2012 ) and 
Logistics Performance Index (World Bank  2012 ) to make it relevant to the specifi cs 
of India-Pakistan trade and business environment. For instance, in the rapidly 
changing policy environment for India-Pakistan trade, it is important to assess traders’ 
awareness of these policies. Several of these policies are applicable exclusively to 
India-Pakistan trade. If traders are not aware of recent policy shifts, they would be 
unable to take advantage of the changed scenario, and the trade potential would 
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remain untapped. Moreover, given the sensitive political relations between the two 
countries, specifi c questions on the impact of political events, impact of Made in 
India/Pakistan labels, ease of obtaining visas, and ease of communication were 
included. Keeping in mind all these factors, six broad indicators were included in 
the survey:

    1.      Awareness of Trade Policy . This indicator includes key developments in trade 
and transport policies such as the following:

    (a)    Pakistan allows the import of all items from India except a negative list of 
1,209 items.   

   (b)    Pakistan is in the process of granting MFN status to India.   
   (c)    India permits the import of all items from Pakistan.   
   (d)    Concessional duty rates can be availed for imports under the SAFTA agree-

ment by both countries.   
   (e)    India has removed specifi c duties on all items except those on the sensitive list.   
   (f)    Pakistan allows the import of only 137 items from India via the road route.   
   (g)    India allows the import of all items from Pakistan via the road route.   
   (h)    Neither country has restrictions for trade via the rail route.   
   (i)    New facilities are offered at the Integrated Check Post (ICP) at Attari.    

      2.     Meeting Standards . This indicator captures the ease/diffi culty in meeting 
Sanitary and Phytosanitary (SPS) standards for agricultural products and 
Technical Barriers to Trade (TBT) standards for manufactured commodities.   

   3.     Market Access . This indicator captures the perception of traders on overall 
increase in market access, whether Made in India/Pakistan labels reduce market 
access and whether India-Pakistan political events hamper trade.   

   4.     Business Facilitation . This indicator captures the availability of “soft infrastructure” 
required to facilitate trade, including ease of obtaining visas, ease of communica-
tion with traders across the border, and competence of logistics industry.   

   5.     Customs and Documentation . This indicator identifi es barriers in customs 
trade procedures. The sub-indicators include time taken by customs to process 
documents, time taken for lab testing of imports, and excessive checks due to 
security measures.   

   6.     Infrastructure at Ports . This indicator identifi es infrastructural bottlenecks at the 
road, rail, sea, and air ports. The sub-indicators include congestion at LCS/port 
gate, availability of warehousing, and availability of wagons (for rail).    

  For each sub-indicator, respondents were asked to rank their perceptions on the 
current scenario, which referred to the time of the survey, and on the expected 
change next year, on a scale of 1 to 5. 

 The survey also captured the perception of respondents about:

•    The extent of increase in India-Pakistan bilateral trade  
•   Which products are likely to witness the highest percentage increase in trade  
•   How much the capacity at border points needs to be increased in order to make 

mode-wise policy recommendations     
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4.1.2     Sampling Frame 

 Our total sample of 400 fi rms included fi rms that are engaged in trading with 
India/Pakistan, with 200 fi rms surveyed in each of the two countries. 1  Several cities 
in India and Pakistan were covered in order to incorporate the geographical 
diversity of commodities traded. In India, fi rms covered in the sample were spread 
across Delhi, Amritsar, Mumbai, Chennai, Kolkata, Hyderabad, and Ahmedabad. 
In Pakistan, fi rms were surveyed in Karachi, Lahore, Islamabad, Rawalpindi, Sialkot, 
Faisalabad, Multan, and Peshawar (Table  4.1 ). 2 

   To determine sectors from which sample fi rms had to be drawn, sectors that met 
the twin criteria of high current trade and high trade potential were selected. The trade 
potential was calculated for 21 sectors 3  classifi ed on the basis of the Harmonized 
System (HS) classifi cation using trade data for 2011 from the WITS (World Integrated 
Trade Solution) database. Export potential for any commodity is given by the minimum 
of the supplier’s global exports and receiver’s global imports minus the existing trade 
between the supplier and receiver (Taneja and Kalita  2011 ). The exercise was con-
ducted by fi rst using India as a supplier, followed by Pakistan. Using the twin criteria, 
seven sectors were selected for drawing the export sample in India and import sample 
in Pakistan, namely, machinery, chemicals, textiles, plastics and rubber, vegetable 
products, prepared foodstuff, and base metal articles. Using the same methodology for 
India’s imports from Pakistan and Pakistan’s exports to India, the sectors identifi ed 
were machinery, chemicals, textiles, plastics and rubber, vegetable products, prepared 
foodstuff, optical, photographic, and surgical instruments, and base metal articles. 
However, the actual sample surveyed did not completely match the sample selected, 
as fi rms involved in India-Pakistan trade are scattered, making it diffi cult to identify 
traders of all the commodities that were originally targeted (Table  4.2 ).

1   Note that the sample size is not representative of the population due to time and resource 
constraints. The results obtained in our survey are only indicative. 
2   ICRIER conducted the survey in collaboration with Dun and Bradstreet. 
3   Sectors of the Harmonized System (HS) of classifi cation, aggregated to the 2-digit level. 

   Table 4.1    City-wise distribution of fi rms   

 India  Pakistan 

 City  No. of fi rms  Percent  City  No. of fi rms  Percent 

 Ahmedabad  21  10.5  Faisalabad  7  3.5 
 Amritsar  33  16.5  Islamabad  3  1.5 
 Chennai  20  10.0  Karachi  107  53.5 
 Coimbatore  2  1.0  Lahore  60  30.0 
 Delhi  34  17.0  Multan  3  1.5 
 Hyderabad  17  8.5  Peshawar  1  .5 
 Kolkata  12  6.0  Rawalpindi  3  1.5 
 Mumbai  61  30.5  Sialkot  16  8.0 
  Total    200    100.0    Total    200    100.0  

   Source : ICRIER survey (January–March 2013)  
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   A major shortcoming of the actual sample was that Indian importers did not have 
adequate representation in the sample, because India has no directory for importers. 
Another shortcoming of the sampling frame was that it included very few freight 
forwarders and clearing house agents (Table  4.3 ).

   Given that trade between India and Pakistan can be carried out via sea, air, rail, 
and road routes, we attempted to capture all modes of trading routes in our sample 
(Table  4.4 ). As this table shows, there is a larger representation of sea as a trading 
route, which refl ects the fact that the sea route has become the dominant trading 
route between India and Pakistan in recent years.

   Table 4.4    Mode-wise distribution of fi rms   

 Trading route 

 India  Pakistan 

 Exporter  Importer  Exporter  Importer 

 No.  Percent  No.  Percent  No.  Percent  No.  Percent 

 Sea  104  69.8  9  18.0  60  45  48  58 
 Air  36  24.2  11  22.0  25  19  10  12 
 Rail  31  20.8  20  40.0  25  19  6  7 
 Road  39  26.2  39  78.0  74  55  39  47 
  Total    150    50    134    83  

   Source : ICRIER survey (January–March 2013) 
  Note : A respondent (an exporter/importer) may be trading via more than one trading route  

   Table 4.2    Sector-wise distribution of respondents   

 Sector 

 India  Pakistan 

 Exporters  Importers  Exporters  Importers 

 No.  Percent  No.  Percent  No.  Percent  No.  Percent 

 Agriculture  34  21  22  39  30  23  15  19 
 Chemicals  29  18  1  2  11  9  38  48 
 Textiles  36  22  2  4  36  28  6  8 
 Pharmaceuticals  18  11  8  14  6  8 
 Engineering/machinery  14  9 
 Surgical items  7  12  13  10 
 Cement  10  18  9  7 
 Gypsum  13  10 
 Others  31  19  7  12  17  13  15  19 
  Total    162    57    129    80  

   Source : ICRIER survey (January–March 2013) 
  Note : A respondent may be trading in more than one commodity belonging to different sectors  

   Table 4.3    Distribution of fi rms by type of activity   

 Activity 

 India  Pakistan 

 No.  Percent  No.  Percent 

 Exporter/manufacturer  149  69.3  146  61.9 
 Importer  50  23.3  88  37.3 
 Freight forwarder/clearing agent  16  7.4  2  0.8 

   Source : ICRIER survey (January–March 2013) 
  Note : A respondent may be involved in more than one trade-related activity  
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4.1.3        Methodology for Analysis 

 Respondents were asked to evaluate their responses on a Likert scale of 1 to 5. The 
categories used were as follows:

  Current scenario   Very high  High  Average  Low  Very low 
  Expected changes   Signifi cantly increase  Increase  No change  Reduce  Drastically reduce 

   The survey responses were analyzed by examining the distribution of responses 
among exporters/importers from both India and Pakistan. The response distributions 
are represented by bar diagrams or in tabular form to understand the differences in 
sample characteristics of any indicator under study. Further, we used the standard 
chi-square test or z-test to check whether there was a statistically signifi cant 
difference in responses between the two countries for a particular indicator 
under study.   

4.2     Awareness of Trade Policy 

 Awareness of recent developments in trade policy is of paramount importance in 
increasing bilateral trade. For instance, during the survey it was noted that many 
traders who had always traded in a single commodity diversifi ed their business after 
realizing that the new trade regime allows trade in several commodities that were 
previously restricted. However, several traders continue to be unaware of the policy 
changes. Therefore, to bolster bilateral trade and tap trade potential, it is important to 
disseminate trade-related information to traders in a manner that is comprehensive 
and easily accessible. 

 In this survey, binary responses were obtained on whether or not the respondents 
were aware of the various policy measures taken by the Indian and Pakistani 
governments. The nine sub-indicators were as follows:

    1.    Pakistan allows the import of all items from India except a negative list of 1,209 
items.   

   2.    Pakistan is in the process of granting MFN status to India.   
   3.    India permits the import of all items from Pakistan.   
   4.    Concessional duty rates can be availed for imports under the SAFTA 

agreement.   
   5.    India has removed specifi c duties on all items except for items on the sensi-

tive list.   
   6.    Pakistan allows the import of only 137 items from India via the road route.   
   7.    India allows the import of all items from Pakistan via the road route.   
   8.    Neither country has restrictions for trade via the rail route.   
   9.    New facilities are offered at the Integrated Check Post at Attari.     
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 In this chapter, we compare the awareness level of respondents using various 
criteria. To be specifi c, the following questions were posed:

    1.    Does awareness level in each of the nine sub-indicators vary between India and 
Pakistan?   

   2.    Is overall awareness signifi cantly higher in India than in Pakistan?   
   3.    Are traders who use different modes of transport equally aware about trade 

policies?     

4.2.1     Awareness of Sub-indicators 

 Of the nine sub-indicators, the level of awareness among traders in India and 
Pakistan is the highest in two sub-indicators, namely, Pakistan’s move to grant MFN 
status to India and its shift from a positive list to a negative list of 1,209 items. 
However, the awareness of traders about other sub-indicators is low in both 
countries (Fig.  4.1 ).

   The low degree of awareness about policy measures has crucial implications for 
bilateral trade between India and Pakistan. The fact that only 22 % of the Pakistani 
respondents are aware that India allows the import of all items from Pakistan 
indicates that traders in Pakistan are not exploiting the full export potential to 
India. There is also relatively low awareness of the concessional duty rates being 
offered for imports under SAFTA and on the removal of specifi c duties by India for 
all items other than those on the sensitive list. This implies that traders perceive 
tariffs to be higher than what they actually are and bilateral trade would be much 
larger if traders were more aware of these concessions (Fig.  4.1 ). When asked 
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  Fig. 4.1    Awareness sub-indicators (percent of traders aware of trade policy) ( Source : ICRIER 
survey (January–March 2013))       
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whether they availed of SAFTA concessions for imports, only 42 % of importers in 
Pakistan and 70 % of importers in India claimed that they did. This shows that a 
larger proportion of traders in India are aware of these concessions than traders in 
Pakistan. 

 There is also low level of awareness about policies related to trade via the road 
and rail routes. A large proportion of traders in India and Pakistan are not aware that 
only 137 items are allowed to be imported by Pakistan via the road route. However, 
the level of awareness is also low on policies that impose no such restrictions, such 
as the fact that India allows the import of all items from Pakistan via the road route 
and that neither country imposes any restriction on commodities that can be traded 
via the rail route. Awareness about these policies needs to be increased among 
traders to ensure that the trade potential can be realized.  

4.2.2     Overall Awareness 

 Overall awareness was calculated by summing the responses of traders across all 
awareness sub-indicators. As Fig.  4.1  indicates, in 3 of the 9 sub-indicators, the 
awareness level of Indian respondents is lower than that of Pakistani respondents. 
This is in agreement with earlier studies and our focus group interviews with key 
stakeholders. A statistical test of whether awareness level of Pakistani traders is 
lower than that of Indian ones confi rmed our research question (Hypothesis 1, 
Table  4.8  in the Appendix). In India, 57 % of the respondents were aware of trade 
policy measures, while in Pakistan only 44 % of the respondents were aware of 
these policies.  

4.2.3     Awareness of Policies Related to the Land Route 
Among Users of Different Transport Modes 

 Several policies are applicable to products traded by the land route. But are traders 
who use the four different modes of transport aware of policies related to the 
rail and road routes? During our interaction with respondents in India, it was 
observed that traders are largely aware of the policies related to the routes they use 
(Table  4.5 ).

   In India, the overall awareness of traders using rail and road as a mode of 
transport was found to be signifi cantly higher than traders using the sea and air 
modes. However, in Pakistan, awareness of traders using the air route was found to 
be signifi cantly higher than those using the road mode. Additionally, traders trading 
via sea were found to have a lower level of awareness than those trading via road 
(Hypothesis 2, Table  4.8 ).   
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4.3     Meeting Product Standards 

 All WTO members maintain product standards to ensure safety and to protect 
plant, human, and animal life. The Agreement on Technical Barriers to 
Trade (TBT) and the Agreement on Sanitary and Phytosanitary (SPS) measures 
lay down the guidelines that should be followed in this regard. India and 
Pakistan have taken the initiative to implement all WTO-compatible procedures 
related to standards, testing, labelling, and certifi cation requirements. The TBT 
Agreement applies to manufactured items and requires these measures to be 
applied in a manner that does not restrict international trade. The SPS Agreement 
applies to agricultural items. Members use these measures only to the extent 
necessary, based on scientifi c principles and with suffi cient scientifi c evidence. 
In India, the Bureau of Indian Standards (BIS), under the Ministry of Food 
and Consumer Affairs, is the main standards-setting body, while in Pakistan 
the only standards-setting body is the Pakistan Standards and Quality Control 
Authority (PSQCA). 

 The national accreditation bodies for testing and inspection in India and Pakistan 
are members of the International Laboratory Accreditation Cooperation (ILAC). 
The ILAC arrangement is a global network of accredited testing and calibration 
laboratories and inspection bodies that are assessed and recognized as being compe-
tent. Pakistan became a full member of ILAC in 2009. Thus, awareness of recogni-
tion of accreditation bodies in both countries by ILAC can help in meeting the set 
standard requirements. 

 The survey responses on the diffi culty in meeting SPS and TBT standards laid 
down by the two partner countries were analyzed. Based on earlier studies, we 
expected Pakistani exporters to fi nd it more diffi cult to meet standards than Indian 
exporters. Since both countries are trying to improve the enabling environment so 
as to meet each other’s standards, we also sought responses on the expected change 
in the ease of meeting standards in the coming year. 

   Table 4.5    Mode-wise awareness of policies related to road and rail routes (percent of respondents 
trading via different modes)   

 Mode 

 Only 137 items 
are allowed 
to be exported to 
Pakistan by road 

 All items are 
allowed to be 
imported from 
Pakistan by road 

 There are no 
restrictions on 
commodities 
to be traded by rail 

 New facilities 
are offered at the 
Integrated Check 
Post at Attari 

 India  Pakistan  India  Pakistan  India  Pakistan  India  Pakistan 

 Sea  39  3  28  36  33  55  46  60 
 Air  30  6  30  34  34  71  28  63 
 Rail  69  3  59  29  87  55  85  87 
 Road  68  5  66  28  61  47  93  75 

   Source : ICRIER survey (January–March 2013)  

4 India-Pakistan: Trade Perception Survey



80

4.3.1     Meeting SPS Standards: Current Scenario 

 It is evident from Fig.  4.2  that only 40 % of exporters in Pakistan fi nd it easy/very 
easy to comply with SPS requirements, compared with 80 % of Indian exporters 
who fi nd it easy to comply with SPS standards set by the authorities in Pakistan. As 
expected, the statistical test of this indicator suggests that exporters from Pakistan 
trading in agricultural commodities fi nd it signifi cantly harder to comply with SPS 
standard requirements than Indian exporters who trade in agricultural commodities 
(Hypothesis 3, Table  4.8 ).

4.3.2        Meeting TBT Standards: Current Scenario 

 For fi rms engaged in the export of manufactured commodities, no signifi cant differ-
ence was found in the ease of meeting TBT standards between Indian and Pakistani 
exporters (Hypothesis 3, Table  4.8 ). It can be observed from Fig.  4.3  that 66 % of 
exporters from Pakistan fi nd it easy/very easy to comply with TBT requirements, 
with a similar proportion of exporters on the Indian side (70 %) fi nding no diffi culty 
in meeting these requirements.
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  Fig. 4.2    Ease of meeting SPS standards for exporters ( Source : ICRIER survey (January–March 
2013))       
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   It can be inferred that exporters from Pakistan fi nd it harder to comply with just 
the SPS standards compared to Indian exporters, with there being no signifi cant 
difference in the ease of fulfi lling TBT standards for manufactured commodity 
exports between exporters from India and Pakistan.  

4.3.3     Expected Change in Meeting SPS and TBT Standards 

 The largest proportion of traders from India (83 %) and Pakistan (75 %) perceive 
that there will be no change in the ease of meeting SPS standards next year 
(Fig.  4.4 ), with 17 % of Pakistani exporters optimistically expecting the SPS 
standards to reduce. On complying with TBT requirements, while 58–59 % of 
exporters from both India and Pakistan perceive that there will be no change next 
year, 39 % of exporters from India feel that the requirements for complying with 
standards for manufacturing commodities will increase next year and 40 % of 
exporters from Pakistan expect the TBT standards for exporting to India to 
reduce (Fig.  4.5 ).

2%
15%

75%
83%

8% 17%

0%

50%

100%

Pakistan India

Expected Changes

Drastically Reduced Reduced No Change

Increased Significantly Increased

  Fig. 4.4    Ease of meeting SPS standards for exporters ( Source : ICRIER survey (January–March 
2013))       
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4.4          Market Access 

 For trade expansion between India and Pakistan, it is important for traders in both 
countries to perceive high market access in the other country in terms of being able 
to export their products easily and being able to import them as well. 

 In the survey, perception about market access was sought in terms of whether 
trade expansion has been good. Here, a comparison of perceptions of Indian 
exporters and Pakistani importers was made to assess whether there is any signifi -
cant difference in the perception of traders about market access on both sides of 
the border for the commodities exported from India to Pakistan. Similarly, a com-
parison was made of perceptions about market access for Indian importers and 
Pakistani exporters. The key questions asked were as follows: (1) Do Indian 
importers have a perception of higher market access than Pakistani exporters? 
(2) Do Indian exporters have a perception of higher market access than Pakistani 
importers? 

 A concern that is often raised by businesses in both countries is that the Made in 
India/Pakistan label affects market access negatively. Businesses are not sure about 
the acceptability of their products in each other’s market due to the hostility between 
the two countries. Respondents were asked to what extent country labels affected 
trade, and how they expected market access to be affected by these labels in the fol-
lowing year. 

 Political events between India and Pakistan are key factors that govern the trading 
environment between the two countries. Events at the Line of Control (LOC) and 
subsequent public statements by the two governments could create uncertainty for 
traders. The survey was designed to capture perceptions regarding the effect of such 
incidents on trade. Respondents were also asked whether they expected the impact 
of such incidents on trade to change in the following year. Incidentally, such political 
events also took place during the survey. 

4.4.1     Market Access in India and Pakistan 

 Are the perceptions of Indian importers and Pakistani exporters about market 
access signifi cantly different? In the current scenario, only 16 % of Pakistan’s 
exporters feel that access to the Indian market is high, while 58 % of Indian 
importers feel that the market access of goods from Pakistan is high (Fig.  4.6 ). 
Survey results indicate that Indian importers have a signifi cantly higher percep-
tion of market access than Pakistani exporters (Hypothesis 4, Table  4.8 ). Moreover, 
Pakistani exporters are less optimistic about a future increase in market access, as 
only 17 % feel that it would increase next year compared with 32 % of Indian 
importers (Fig.  4.6 ).
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   If Pakistani exporters perceive lower market access than Indian importers, it 
could be inferred that Pakistani exporters are not exploiting the full market poten-
tial in India. Pakistani exporters pointed out that they are unable to expand the 
number of buyers in India due to lack of information on potential partners. Market 
access is also restricted due to lack of information on the commodities demanded 
and supplied by each country. Moreover, visa restrictions, especially city-based 
visas, inhibit Pakistani exporters from visiting India to conduct market assess-
ments for their products. To address this concern, many traders suggested that a 
web portal should be developed so that traders on both sides can contact potential 
buyers/sellers across the border. 

 Are the perceptions of Indian exporters and Pakistani importers about market 
access signifi cantly different? The proportion of Pakistani importers who feel that 
market access is high stands at 43 %, which is similar to the proportion of Indian 
exporters (47 %) (Fig.  4.7 ). However, Pakistani importers perceive signifi cantly 
higher market access than Indian exporters (Hypothesis 5, Table  4.8 ). On percep-
tions about the future, both Pakistani importers and Indian exporters are optimistic 
about increased market access.

   Overall, the majority of Pakistani exporters surveyed have a poor perception 
of market access in India, which can partially be attributed to their lower awareness 
of trade policies (in particular the policy that allows India to import all items from 
Pakistan). Even though trade data shows that over the past 3 years (2009–2012), 
the average annual rate of growth of imports from Pakistan has been 23 % 4  

4   This is more than double the average annual rate of growth of India’s exports to Pakistan 
(which stood at just 9 % in the same period). 
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(UNCOMTRADE WITS database), there is scope for further expansion. This requires 
addressing the problems perceived by Pakistani exporters so that they are able to 
export with greater ease.  

4.4.2     Made in Pakistan/Made in India Labels 

 One may expect products with a “Made in Pakistan” label and products with a “Made 
in India” label to reduce market access in India and Pakistan, respectively. However, 
the majority of respondents in India and Pakistan perceived a low/very low impact of 
country labels on demand for their products, with 95 % of Pakistani exporters and 
96 % of Indian importers perceiving little impact of the “Made in Pakistan” label in 
India and 100 % of Pakistani importers and 97 % of Indian exporters perceiving a 
negligible impact of the “Made in India” label in Pakistan. Further, traders in both 
countries did not expect the low impact of Indian/Pakistani labels to change next year 
(Figs.  4.8  and  4.9 ). In fact, during the survey, several traders felt that there is high 
demand in India for certain Pakistani products, such as dates and textiles. Respondents 
also stated that acceptance of Pakistani textiles in the Indian market is relatively recent 
and is largely the result of exhibitions of Pakistani textiles in several Indian cities. 
Similarly, respondents in Pakistan said that there was a huge demand for Indian 
jewelry in the Pakistani market; in fact, some Pakistan-made jewelry was sold under 
the “Made in India” label due to the high demand for Indian jewelry in Pakistan.

4.4.3         Political Events 

 Unfavorable political events tend to create uncertainties for traders trading between 
India and Pakistan. However, in recent years, the two governments have made an 
effort to delink adoption of trade-restrictive measures from political events. It was 
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expected that the survey would indicate that political incidents do not have a high 
negative impact on trade, even though the survey for this study was conducted when 
there were untoward incidents at the LoC. 

 Survey results indicate that 70 % of traders in Pakistan felt political events have 
a low/very low impact on trade. Pakistani traders were very optimistic about trade 
continuing, even if there are political tensions between India and Pakistan. On the 
other hand, Indian traders had a mixed response, as about 35 % of traders felt that 
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  Fig. 4.8    Impact of Pakistani label on market access in India – Indian importers and Pakistani 
exporters ( Source : ICRIER survey (January–March 2013))       
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political events have a high impact, while 45 % felt that political events do not 
hamper trade at all (Fig.  4.10 ). Discussions with respondents revealed that they 
considered any negative impact to be transitory and not permanent. Additionally, 
none of the respondents interviewed stated that they had altogether stopped trading 
with Pakistan because of such political events. The survey results on future expec-
tations revealed that 81 % of Indian traders did not expect any change from the 
current scenario, while 69 % of Pakistani traders expected that the negative impact 
of political events on trade would diminish (Fig.  4.10 ).

4.5         Business Facilitation 

 Business facilitation covers various aspects. For this survey, business facilitation 
included ease in obtaining visas, ease of communication, and effi ciency of logistics 
operators. 

4.5.1     Ease in Obtaining Visas 

 Travel to potential markets crucially depends on the ease of obtaining visas. However, 
for several decades, India and Pakistan have had a very restrictive bilateral visa 
regime. Based on earlier studies it was expected that Indian businessmen fi nd it 
easier to obtain visas than their Pakistani counterparts. The survey indicated that 
only 8 % of traders from India and 3 % of traders from Pakistan found it easy to 
obtain visas, with Indian traders fi nding it signifi cantly easier to obtain visas than 
their Pakistani counterparts (Hypothesis 6, Table  4.8 ). 
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  Fig. 4.10    Impact of political events on trade – Indian and Pakistani traders ( Source : ICRIER 
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 There is greater optimism among Indian businessmen than among Pakistani 
businessmen on expected improvements in the visa regime. As Fig.  4.11  indicates, 
60 % of respondents from India and 45 % of respondents from Pakistan expect the 
visa regime to become more liberal in the coming year.

4.5.2        Ease of Communication 

 The advent of the Internet and mobile phones has greatly eased communication 
across the border, although roaming facilities for mobile phones from Pakistan and 
India and messaging facilities for Indians in Pakistan are still not available. The 
survey indicated that 66 % of Indian traders perceive communication with their 
Pakistani traders as easy, while only 12 % of traders in Pakistan shared the same 
perception for communicating with traders in India (Fig.  4.12 ). It was found that 
Indian traders fi nd it signifi cantly easier to communicate with their counterparts in 
Pakistan compared with the ease of communication for Pakistani traders with Indian 
traders (Hypothesis 7, Table  4.8 ).

   With regard to the future scenario, both Indian and Pakistani traders are optimistic 
that communication will improve (Fig.  4.12 ). 

 For India and Pakistan, most of the traders have a handful of distributors in the 
partner country with whom they are in touch on a regular basis. During the survey, 
traders on both sides stated that they fi nd it diffi cult to establish new contacts and 
to be in direct contact with consumers to assess demand patterns. Hence, further 
expansion of trade between India and Pakistan would require easier access to com-
munication facilities.  
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4.5.3     Competence of the Logistics Industry 

 The logistics industry is an integral part of facilitating trade and business among 
trading partners. The industry provides a range of services that includes customs 
clearance, transportation, and freight forwarding. Large logistics fi rms provide end-
to- end logistics chain management. A competent logistics industry can help expand 
trade through better supply chain management, both while delivering goods to the 
end-consumer and in procuring intermediate products for industries. In India and 
Pakistan, respondents stated that large logistics operators operate only on the sea 
and air routes. The rail and road routes specifi cally used for India-Pakistan trade are 
dominated by small/medium logistics operators or subcontracted agents of large 
operators. 

 In India, 56 % of traders perceived the competence of small/medium operators 
to be high, while the perception was average among 73 % of Pakistani traders 
(Fig.  4.13 ). For large operators, 77 % of Indian respondents perceived their 
competence to be high, while the perception was average among 87 % of the 
Pakistani traders (Fig.  4.14 ). In Pakistan, large logistics operators were perceived 
to be better than small/medium logistics operators, while there was no statistical 
difference between small/medium and large logistics operators in India (Hypothesis 
8, Table  4.8 ).

    Regarding future expectations, 47 % of the traders from India and 51 % of 
traders from Pakistan felt that the effi ciency of small/medium operators would 
increase in the future. For large logistics operators, 80 % of Pakistani traders and 
77 % of Indian traders expected that their competence would increase in the 
coming year (Figs.  4.13  and  4.14 ). Respondents in India stated that trade is 
expected to expand considerably with new commodities entering the market, 
which would require more and improved logistics services in the future. These 
could be met more effi ciently by large logistics service providers. Pakistani 
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 traders said that currently, only the National Logistics Cell was operating in 
Pakistan and they felt that the presence of private operators would increase com-
petition and improve logistics services.   

4.6     Customs and Documentation 

 There has been increasing recognition of the importance of improving regulatory 
processes at the border to facilitate trade. To assess the effi ciency of customs at 
different trading ports, we analyzed responses on sub-indicators such as the time 
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taken by customs to process documents, time taken for lab testing, and whether 
there were excessive checks due to security measures at the ports. Along with a 
mode-wise assessment for each sub-indicator, the overall effi ciency of customs was 
also calculated by collating all the responses for individual sub-indicators. 

4.6.1     Overall Effi ciency of Customs 

 The overall effi ciency of customs was calculated by summing responses across all 
the sub-indicators. We found that both Indian exporters and importers perceived the 
overall effi ciency of customs to be signifi cantly worse on the rail route than on the 
road, sea, and air routes (Hypothesis 9, Table  4.8 ). This is because the rail port 
continues to use manual procedures and the infrastructure available to custom 
offi cials at the rail port is far worse than the infrastructure available at other ports. 
For Pakistani exporters and importers, the data was insuffi cient to test customs 
effi ciency across ports for trade through different modes of transport.  

4.6.2     Time Taken by Customs to Process Documents 

 The time taken by customs to process documents is the average time between the 
arrival of documents (either manually or electronically) and their release after 
processing. The major documents that they process are an invoice, packing list, 
waybill, quality control certifi cate, and bill of export/import; these documents are 
the same for trade with all countries. 

 For Indian exporters, the processing time for documents by customs is signifi cantly 
higher at sea ports than at road and air ports, with no signifi cant difference between 
sea ports and rail ports (Hypothesis 10, Table  4.8 ). However, this is not a problem 
faced exclusively by traders trading with Pakistan (Fig.  4.15 ). On the other hand, 
there is no signifi cant difference in the perception of processing time of documents by 
customs for Indian importers across all modes (Hypothesis 10, Table  4.8 ). However, 
half the Indian importers (50 %) trading via the sea route perceived the processing 
time to be relatively high (Fig.  4.16 ).

    For Pakistani exporters, the processing time for documents at the road port is 
signifi cantly higher than at rail, sea, and air custom stations (Hypothesis 10, Table  4.8 ). 
The major problem on the road route is that there is only one window for processing 
exports and imports at the customs station, which increases processing time. For 
Pakistani importers, too, processing time is signifi cantly higher on the road route 
than the sea route (Hypothesis 10, Table  4.8 ). 

 On perceptions about the future, a large proportion of traders in India and 
Pakistan expect processing time to reduce for all modes next year. The exceptions 
were Indian and Pakistani exporters trading via the air route and Indian importers 
using the rail mode (Figs.  4.17  and  4.18 ). Facilities in both countries are well 
developed for the air mode since it caters to high-value cargo to the rest of the 
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world. Hence, traders by and large do not expect any improvement at the air port. 
In contrast, facilities in India for import by rail are so bad that respondents are 
overly pessimistic about the possibility of improvement in the coming years.

4.6.3         Time Taken for Lab Testing 

 Lab testing is a customs clearance procedure applicable usually to imported goods. 
It is carried out for two reasons: to determine whether imported goods meet compliance 
standards and to assess the product specifi cations to determine the applicable duty. 
In India, the time taken for lab testing is the highest for imports coming in through the 
rail route, with 60 % of importers perceiving the testing time to be high (Fig.  4.19 ).

   In Pakistan, the time taken for lab testing was perceived to be average for all 
modes by the majority of importers. Some importers said that standards are not 
strictly enforced for imports into Pakistan and, hence, lab testing does not cause any 
delays. In fact, some traders felt that standards should be enforced, and even though 
there are no testing facilities at the customs stations, imported samples should be 
sent for testing to large laboratories in Pakistan. 

 On perceptions about the future, the majority of traders in India and Pakistan do 
not expect any change in the time taken for lab testing of imports (Fig.  4.20 ).

4.6.4        Excessive Checks Due to Security Measures 

 Given the political tensions and the ensuing security issues between India and 
Pakistan, the expectation is that excessively high checks of consignments by customs 
may act as a barrier to trade between the two countries. Excessive security checks 
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are more relevant for imports, since there are fewer security checks for 
export consignments. On the rail and road route, the majority of Indian importers 
do not perceive checks to be high, even though 100 % checks on consignments are 
done at the land borders (Fig.  4.21 ). However, traders complained that security 
checks at the border are not executed effi ciently. Manual security checking is time- 
consuming and should be replaced by a more effi cient electronic process using better 
technology, such as scanners. Security arrangements in the case of rail mode are not 
only more ineffi cient, but the facilities are also inadequate.

   For Indian importers, 84 % of respondents who use the sea mode perceived security 
checks to be high/very high (Fig.  4.21 ). Even though there are 100 % checks on 
consignments at all ports for goods imported from Pakistan and Bangladesh, the 
perception of excessive customs security checks is higher at sea ports. According to 
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traders, though the process is effi cient at the sea port as consignments are checked 
through scanners, such a rigorous check on 100 % of the consignment is not carried 
out for goods from any other country. 

 In Pakistan, on the other hand, most respondents across all modes of trade feel that the 
intensity of excessive checks due to security measures is not high (or is average). While 
checks on goods traded through the sea and air routes are standardized for imports from 
all countries, even at the road and rail ports (which are exclusively used for trading with 
India), scanners have been installed to check all consignments, but there are no special 
rules imposed for extra security checks on commodities imported from India. Given the 
India-Pakistan political setup, the majority of traders in India and Pakistan do not expect 
a change in security checks across all modes in the future (Fig.  4.22 ).
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  Fig. 4.21    Excessive checks due to security measures for importers (current scenario) ( Source : 
ICRIER survey (January–March 2013))       
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4.7         Infrastructure at Ports 

 Port infrastructure is critical for facilitating and enhancing trade between India and 
Pakistan. The lack of proper and effi cient infrastructure could raise the transaction 
costs of trading. While the infrastructure at sea and air ports caters to traders trading 
with all countries, the infrastructure at land ports affects only those trading between 
the two contiguous countries. 

 For this analysis, three infrastructure parameters, namely, congestion at the Land 
Customs Station (LCS)/port gate, availability of warehousing at the LCS/port, and 
the availability of wagons (for rail), were considered. 

 Since trade transaction across the border implies the use of infrastructure on both 
sides, the perceptions of traders on infrastructure sub-parameters were considered 
for exporters and importers for a particular mode. Survey data shows that sea ports 
are perceived to be signifi cantly worse by both Indian and Pakistani traders, while 
air ports are perceived to be the best (Hypotheses 11 and 12, Table  4.8 ). 

 During the survey, we observed that the problem is not the lack of availability of 
infrastructure at ports but the shortfall in operational capacity to handle the current 
volume of trade. Port authorities allow consignments to enter the port only according 
to the port’s operating capacity, which leads to congestion outside the port gate. In our 
survey, the sub-indicator “Congestion at LCS/port gate” captures the congestion 
that traders face before entering the LCS/port. 

4.7.1     Congestion at LCS/Port Gate 

 The largest proportion of Indian exporters and importers perceive that congestion at 
the LCS/port gate is high at road, rail, and sea ports and low at airports (Fig.  4.23 ). 
Respondents using the road route felt that even though improved facilities were 
available at the Integrated Check Post (ICP), shortfalls in capacity inside the ICP are 
evident; at times there are more than 600 trucks waiting to enter the ICP. For Indian 
exporters, congestion was perceived to be signifi cantly higher at the road and sea 
ports (Hypothesis 13, Table  4.8 ).

   On the other hand, apart from 54 % of Pakistani exporters using the road route 
who felt that congestion on the road route was high, the highest proportion of all other 
Pakistani respondents felt that congestion was average across all modes (Fig.  4.24 ). 
Congestion was perceived to be signifi cantly higher at the road LCS for Pakistani 
exporters; however, our analysis did not identify any signifi cant difference for Pakistani 
exporters and importers for any other transport modes (Hypothesis 14, Table  4.8 ).

   One common constraint faced by traders from both India and Pakistan is the 
limited number of hours of operation. Even though the border at the road land port 
is open from 7 am to 7 pm, trade normally stops at 4 pm because trucks that have 
crossed the border have to return to their respective countries, since the permit 
issued to drivers is for only 1 day. This further causes congestion at the border. 

 The highest proportion of both Pakistani and Indian exporters expects congestion 
at the LCS/port gate to reduce next year (Figs.  4.25  and  4.26 ). The majority of 
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Pakistani importers expect congestion to reduce at the road, rail, and sea ports, 
while they expect it to remain the same for the airports. 5  The majority of Indian 
importers, on the other hand, expect congestion to reduce only at the sea ports, 
while at the road, rail, and airports they expect it to remain the same next year 
(Figs.  4.25  and  4.26 ).

5   Perception of no change in congestion levels for air mode is not unlikely, given that the overall 
effi ciency level of this mode is already high. 
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  Fig. 4.24    Congestion at LCS/port gate for Pakistani exporters and importers (current scenario) 
( Source : ICRIER survey (January–March 2013))       
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  Fig. 4.23    Congestion at LCS/port gate for Indian exporters and importers (current scenario) 
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4.7.2         Availability of Warehouses/Holding Areas 

 Warehouses and holding areas are important for facilitating both imports and 
exports. The availability of safe and secure warehouses and holding areas is impor-
tant to protect goods against pilferage and damage. The availability of warehousing 
for trade by road was perceived to be low by both Indian exporters and importers 
(Hypothesis 15, Table  4.8 ), with 64 % of exporters and 70 % of importers perceiving 
warehousing availability at the road port to be low (Fig.  4.27 ). Discussions during 
the survey revealed that warehouses were operating at full capacity and were not 
equipped to handle the existing trade volumes.
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  Fig. 4.25    Congestion at LCS/port gate for Indian exporters and importers (expected changes) 
( Source : ICRIER survey (January–March 2013))       
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   In Pakistan, the majority of both exporters and importers trading via the sea and air 
modes felt that the availability of warehousing facilities was average. However, a high 
proportion of both Pakistani exporters and importers who use the rail and road route 
felt that the availability of warehousing services was low (Fig.  4.28 ). During the sur-
vey, we noticed that although warehousing facilities at the railways in Lahore were 
suffi cient, it was the lack of regular rail services that led to a biased view of the ser-
vices at the rail port. Respondents pointed out that there were hardly any warehousing 
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  Fig. 4.27    Availability of warehouses/holding areas at Indian ports (current scenario) ( Source : 
ICRIER survey (January–March 2013))       

3%

67%

35%

4%

44% 50%

2%

25%

30%

61%

96%

80%

39% 33%

93%

75%

4%
20% 17% 17%

5%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Road Rail Sea Air Road Rail Sea Air

Exporter Importer

Current Scenario

Very Low Low Average High Very High

  Fig. 4.28    Availability of warehouses/holding areas at Pakistani ports (current scenario) ( Source : 
ICRIER survey (January–March 2013))       
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facilities available at the road port and that the goods were stored inside trucks. 
This, in turn, led to higher costs due to the long waiting time to enter the port.

   The highest proportion of both Pakistani and Indian exporters and importers felt 
that the availability of warehousing facilities for all modes of transport would 
improve or signifi cantly improve next year (Figs.  4.29  and  4.30 ).

4.7.3         Availability of Wagons 

 All the Indian exporters surveyed (100 %) felt that the availability of rail wagons is 
low/very low (Fig.  4.31 ). At the time of the survey, only Pakistani wagons plied the 
Amritsar-Lahore rail route. These wagons are sent to India only after they have been 
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  Fig. 4.29    Availability of warehouses/holding areas at Indian ports (expected changes) ( Source : 
ICRIER survey (January–March 2013))       
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loaded with Pakistan’s export goods. The number of wagons is thus determined by 
Pakistani exporters’ demand for wagons. On the Indian side, exporters are dependent 
on the arrival of Pakistani wagons, and often, the demand for wagons by Indian 
exporters is much larger than the number of wagons sent by Pakistan. The problem is 
perceived to be less severe on the Pakistani side as only 23 % of Pakistani exporters 
felt that the availability of wagons is low (Fig.  4.31 ). The perception of Pakistani 
exporters is positive because the number of wagons is determined by the demand for 
exports to India. Discussions during the survey also revealed that after the seizure of 
heroin in a cement consignment carried by rail at Amritsar railway station in July 
2012, the demand for rail wagons has come down. In fact, exports of two major 
Pakistani items – dates and cement – have shifted to the road route. Therefore, the 
demand for rail wagons by Pakistani exporters has reduced, resulting in a shortage 
in the availability of wagons for Indian exporters.

   The problem of nonavailability of wagons needs to be addressed, as not all 
goods are allowed to be traded via the road route; Pakistan allows only 137 items to 
be imported from India via the road route. Therefore, traders close to land ports are 
compelled to use the rail route for exporting certain commodities. Moreover, the 
unavailability of wagons could hurt trade between the two countries. Indian exporters 
are affected more than Indian importers because Pakistani exporters can shift to the 
road route, since India allows all items to be imported by the road route, but Indian 
exporters cannot do so. However, the major proportions of traders on both sides 
expect the availability of wagons to increase in the future (Fig.  4.31 ).  

4.7.4     Expected Capacity Expansion at Ports/LCS 

 Based on traders’ perception of the existing infrastructure capacity shortfalls and 
their expectations of an increase in the volume of trade in the coming year, respon-
dents were asked to give their perceptions on the percentage by which capacity at 
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  Fig. 4.31    Availability of wagons for exporters (current and future perceptions) ( Source : ICRIER 
survey (January–March 2013))       
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border points needs to be expanded. The majority of Indian respondents felt that 
capacity at the sea, rail, and road ports should be increased by 26–50 %, with a 
higher proportion of traders expecting the capacity at the airport to increase up to 
25 % (Fig.  4.32 ).

   On the other hand, in Pakistan the highest need for capacity expansion was 
felt at the road and air ports, with the major proportion of traders who trade via 
these routes perceiving that the capacity at these ports should be increased by 
more than 50 %. On the rail route, the majority of traders felt that capacity needs 
to be increased by 26–50 %, while Pakistani traders trading via the sea route had 
mixed responses – 47 % felt that capacity at the port needs to be expanded up to 
25 %, while the others believed that it should be expanded by more than 25 % 
(Fig.  4.32 ).   

4.8     Expected Trends 

 One of the major results of the Trade Perception Survey is that there is general 
optimism about improvement in key indicators that will enhance trade next year. 
Based on expectations of improvements in key indicators such as market access, 
business facilitation, and customs and infrastructure reforms, respondents were 
asked to give their views on:

•    The extent of increase in trade  
•   Commodities in which trade is expected to increase and by how much  
•   The extent of increase in capacity at ports required to handle additional trade 
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  Fig. 4.32    Capacity expansion: Indian and Pakistani ports ( Source : ICRIER survey (January–
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4.8.1     Expected Increase in Trade 

 The highest proportion of respondents in both India and Pakistan felt that exports 
and imports would increase by up to 25 %, which is greater than the average annual 
growth of bilateral trade between India and Pakistan in the past few years (Fig.  4.33 ). 
The average annual growth of Indian exports to Pakistan in the past 3 years has been 
9 %, and the average annual growth of Indian imports from Pakistan during the 
same period has been 23 % (UNCOMTRADE WITS database).

4.8.2        Expected Demand for Commodities 
to Be Traded 

 The majority of Indian exporters expect exports to grow by more than 10 % for 
agricultural commodities such as vegetables, pulses, spices and sugar, and agricul-
tural chemicals; processed food items including biscuits; cotton; engineering and 
mechanical goods; glass; metal alloys; paper; pharmaceutical items; textile items, 
including yarn and fabric; and tires. The majority of Pakistani importers expect 
Pakistan’s imports from India, which mirror Indian exports to Pakistan, to increase 
by more than 10 % for chemicals, pharmaceuticals, jewelry, machinery, fabric and 
yarn, cotton (raw), and tea. For the remaining items, export growth was expected to 
be less than 10 % next year (Table  4.6 ).

   On the other hand, the highest proportion of Indian importers expected imports 
from Pakistan to increase by more than 20 % for dry fruits and sugar. For Pakistani 
exports to India, which again refl ect Indian imports from Pakistan, the majority of 
Pakistani exporters expected a more than 20 % increase in exports of dates, sacks, 
and gemstones. Import of other items was expected to be less than 20 % by the larg-
est proportion of traders in both countries (Table  4.7 ).
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  Fig. 4.33    Expected increase in exports and imports ( Source : ICRIER survey (January–March 
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4.8.3        Expected Increase in Trade Through Different 
Transport Modes  

 To identify which modes of transport would need the largest increase in investments 
to increase trade capacity at these ports, respondents were asked about their expec-
tations of the modes of transport through which bilateral trade would increase the 

   Table 4.6    Expected growth in traded commodities for export from India to Pakistan (percent of 
respondents)   

 Indian exporters  Pakistani importers 

 Commodities  Up to 10 %  More than 10 %  Up to 10 %  More than 10 % 

 Agricultural products  8 %  92 %  67 %  33 % 
 Agro chemicals  0 %  100 % 
 Auto parts  0 %  100 % 
 Biscuits  0 %  100 % 
 Chemicals  52 %  48 %  15 %  85 % 
 Clutch blocks  0 %  100 % 
 Cotton  25 %  75 % 
 Cotton (raw)  0 %  100 % 
 Engineering goods  33 %  67 % 
 Fabrics  0 %  100 % 
 Glass  0 %  100 % 
 Industry supplies  0 %  100 % 
 Jewelry  25 %  75 % 
 Leather  75 %  25 % 
 Machinery  0 %  100 % 
 Mechanical goods  20 %  80 % 
 Metals  50 %  50 % 
 Metals alloys  33 %  67 % 
 Oil  0 %  100 % 
 Paper  0 %  100 % 
 Pharmaceuticals  37.50 %  62.50 %  20 %  80 % 
 Plastics products  50 %  50 % 
 Processed foods  0.00 %  100 % 
 Pulses  0 %  100 % 
 Rubber products  50 %  50 % 
 Shoe  100 %  0 % 
 Spices  0 %  100 % 
 Steel scrap  0 %  100 % 
 Stone  100 %  0 % 
 Sugar  0 %  100 % 
 Tea  100 %  0 %  0 %  100 % 
 Textiles  36 %  64 % 
 Tires  0 %  100 % 
 Yarn and polypropylene  0 %  100 % 
 Vegetables  0 %  100 % 
 Other  0 %  100 % 

   Source : ICRIER survey (January–March 2013)  
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   Table 4.7    Expected growth in traded commodities for imports to India from Pakistan (percent of 
respondents)   

 Indian importers  Pakistani exporters 

 Commodities  Up to 20 %  More than 20 %  Up to 20 %  More than 20 % 

 Agricultural products  100 %  0 %  75 %  25 % 
 Bed linen  100 %  0 % 
 Cement  60 %  40 %  78 %  22 % 
 Chemicals  67 %  33 % 
 Cotton/cotton yarn  100 %  0 %  100 %  0 % 
 Cotton (raw)  100 %  0 % 
 Dates  11 %  89 % 
 Dry fruits  20 %  80 % 
 Fabrics  82 %  18 % 
 Gemstones  0 %  100 % 
 Glass  100 %  0 % 
 Gypsum  86 %  14 % 
 Leather  100 %  0 %  75 %  25 % 
 Marble blocks  100 %  0 % 
 Metal products  100 %  0 % 
 Pharmaceuticals  100 %  0 % 
 Processed foods  100 %  0 % 
 Rock salt  75 %  25 % 
 Sacks  0 %  100 % 
 Salt products, lamps, and crafts  100 %  0 % 
 Shoes  100 %  0 % 
 Soda ash  50 %  50 % 
 Spices  56 %  44 % 
 Stainless steel scrap  100 %  0 % 
 Sugar  0 %  100 % 
 Surgical instruments  67 %  33 %  55 %  45 % 
 Terry towels  100 %  0 % 
 Textile  67 %  33 % 
 Wood products/wood  100 %  0 %  80 %  20 % 

   Source : ICRIER survey (January–March 2013)  

most. The majority of Indian exporters and importers expected the trade increase to 
be up to 25 % for all modes except through the road port for Indian exports, which 
is expected to witness a 26–50 % growth in trade (Fig.  4.34 ) On the other hand, the 
majority of Pakistani exporters and importers expected a more than 51 % growth in 
trade through the sea and road ports (Fig.  4.35 ).

4.9          Summary and Policy Recommendations 

 India and Pakistan are in the midst of a process of trade normalization. This Trade 
Perception Survey was undertaken to gather the perception of stakeholders engaged 
in India-Pakistan trade regarding the extent of impediments they face in realizing 
the trade potential. The analysis is based on information collected on six indicators: 
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awareness of trade policy, ease in meeting standards, market access, business 
facilitation, customs and documentation, and infrastructure at ports. Statistical tests 
conducted on the data collected bring out some interesting fi ndings on the basis of 
which policy recommendations can be made. 
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  Fig. 4.34    Expected increase in trade through different modes of transport (percent of Indian 
respondents) ( Source : ICRIER survey (January–March 2013))       
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 A major fi nding of the survey was that awareness of trade policies was much 
lower in Pakistan than in India. An even more important fi nding was that awareness 
in Pakistan was much lower about the fact that all items were permissible for 
import into India. This could have a huge impact on the potential for Pakistan’s 
exports to India. 

 Meeting standards is not a major problem for manufactured goods either by 
Pakistani businessmen or by Indians. However, Pakistani traders fi nd it diffi cult to 
meet standards laid down by Indian authorities on agricultural products. Respondents 
in both countries do not expect any change in the next year. 

 Pakistani traders perceive that they have low market access into the Indian 
market, indicating that there is large untapped potential. Pakistani respondents are 
also not optimistic about better market access in the future. Interestingly, neither 
country perceived country labels to have any negative impact on trade fl ows. 
However, the perception about the negative impact of political events on trade was 
to some extent perceived by Indian respondents but not by Pakistani traders. 

 Obtaining visas and communicating with counterparts is far more diffi cult for 
Pakistani businessmen than for Indian respondents. There is less optimism among 
Pakistani respondents than among Indian respondents on improvements in the visa 
regime in the coming year. Customs effi ciency in terms of the time taken to process 
documents, time taken for lab testing, and checks for security was seen to be the worst 
at the rail Land Customs Station (LCS) compared to the road, sea, and air ports in India. 
In India, even though a 100 % security check is conducted on all consignments from 
Pakistan, the checks were perceived as being excessive at sea ports, as they were con-
ducted only on Pakistani consignments and not on consignments from other countries. 

 Overall infrastructure at sea ports was perceived to be the worst compared to 
other ports in both India and Pakistan. Congestion at the port gate was signifi cantly 
higher at the road and sea ports for Indian traders, but there was no signifi cant dif-
ference between different modes for Pakistani respondents. Warehousing at the road 
LCS was found to be more of a problem for Indian traders trading by 
the road route compared to other modes of trade. Pakistani respondents found 
warehousing a problem largely at the rail and road LCS. Availability of rail 
wagons was perceived to be a problem on the Indian side but not as much on the 
Pakistan side. 

 Overall, the highest proportion of respondents in both India and Pakistan felt that 
bilateral trade will increase by up to 25 %, with the growth of exports from India to 
Pakistan expected to be greater than 10 % for agricultural commodities, chemicals, 
pharmaceuticals, processed food items including biscuits, cotton, engineering and 
mechanical goods, glass, jewelry, metal alloys, machinery, paper, pharmaceutical 
items, tea, textile items including yarn and fabric, and tires. On the other hand, 
imports from Pakistan are expected to increase by more than 20 % for dates, dry 
fruits, gemstones, and sugar. 

 The largest trade expansion is expected on the road route in India, while in 
Pakistan, traders expected that the largest increase would be through the sea and 
road ports. With an expected increase in trade on the road route, businessmen in 
both countries felt that with larger volumes and new commodities in the future, 
better logistics services would be required. 

S. Pohit et al.
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4.9.1     Policy Recommendations 

•     The negative list of 1,209 items should be removed, and Pakistan should allow 
import of all items from India via the road route.  

•   The Chambers of Commerce and the governments should disseminate policies gov-
erning India-Pakistan trade, particularly those related to road and rail transport.  

•   The government bodies should ensure that revisions or changes in policy reach 
traders in an easily accessible and timely manner. A dedicated web portal should 
be designed for India-Pakistan trade that would provide the latest changes in 
trade policy.  

•   As traders in both countries fi nd it diffi cult to identify new trading partners, 
encouraging interaction of traders via a web portal could benefi t both 
countries.  

•   Information on regulatory regimes related to meeting product standards 
should be made easily available to traders. For key commodities, fl ow charts 
exhibiting the import and export process covering procedures and documents, 
regulatory requirements, and the relevant authorities should be displayed on the 
web portal.  

•   As India and Pakistan are members of the International Laboratory 
Accreditation Cooperation (ILAC), efforts should be made to set up mecha-
nisms whereby there is acceptance of each country’s test certifi cates. This has 
been done successfully in the case of textiles and should be extended to other 
commodities.  

•   An increase in the number of exhibitions as well as participation in them could 
encourage new entrants and entrepreneurs to enter the trade market.  

•   The visa regime needs to be improved. Measures are needed to do away 
with city-specifi c visas and police reporting and provide multiple entry visit visas.  

•   Improvement of communication channels is a necessity. In particular, the use of 
mobile phones in each other’s territory needs to be facilitated.  

•   Since expanding trade requires more specialized logistics services, large logistics 
service providers with the requisite expertise, particularly from the private sector, 
should be encouraged.  

•   Electronic submission of bills of entry/shipping bills at land customs stations 
will reduce the time taken for processing documents on both sides of the 
border.  

•   Random security checks should be carried out on import consignments coming 
into India. A system of according authorized trader status could be introduced to 
reduce security checks at sea and land ports.  

•   Increasing the number of gates on the road LCS will reduce port congestion. 
Increasing operating times of customs from 12 to 24 h throughout the week 
would also help relieve congestion.  

•   The availability of rail wagons needs to be improved.  
•   Allowing movement of containerized cargo by road and rail will improve the 

effi ciency of surface transportation.  
•   Increase in infrastructure capacity is required at sea, road, and rail customs 

stations.          
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                    Table 4.8    Hypothesis test results   

 Hypothesis No  Research question  Ho: null hypothesis 

 1  Is awareness of trade policy among 
traders from Pakistan lower than 
awareness of traders 
in India? 

 Awareness of trade policy among 
traders is independent of the 
country to which the traders 
belong 

 2  Are traders across different modes 
equally aware about trade policy 
changes? 

 Indian traders using sea and air 
modes are equally aware about 
trade policy changes 

 Indian traders using sea and rail 
modes are equally aware about 
trade policy changes 

 Indian traders using sea and road 
modes are equally aware about 
trade policy changes 

 Indian traders using air and rail 
modes are equally aware about 
trade policy changes 

 Indian traders using air and road 
modes are equally aware about 
trade policy changes 

 Indian traders using rail and road 
modes are equally aware about 
trade policy changes 

 Pakistani traders using sea and air 
modes are equally aware about 
trade policy changes 

 Pakistani traders using sea and rail 
modes are equally aware about 
trade policy changes 

 Pakistani traders using sea 
and road modes are equally 
aware about trade policy 
changes 

    Appendix 

S. Pohit et al.



109

 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 Awareness of trade policy 
among traders is not 
independent of the 
country to which the 
traders belong 

 48.5  0.00  Reject null  Pakistani traders are less 
aware than Indian 
traders 

 Trade policy awareness 
of Indian traders is not 
independent of the mode 
they use 

 4.11  0.77  Do not reject 
null 

 No signifi cant difference 
is observed 

 Trade policy awareness 
of Indian traders is not 
independent of the mode 
they use 

 22.74  0.00  Reject null  Indian traders using rail 
mode are more aware 
than traders using sea 
mode 

 Trade policy awareness 
of Indian traders is not 
independent of the mode 
they use 

 22.32  0.00  Reject null  Indian traders using road 
mode are more aware 
than traders using sea 
mode 

 Trade policy awareness 
of Indian traders is not 
independent of the mode 
they use 

 16.93  0.02  Reject null  Indian traders using rail 
mode are more aware 
than traders using air 
mode 

 Trade policy awareness 
of Indian traders is not 
independent of the mode 
they use 

 19.66  0.01  Reject null  Indian traders using road 
mode are more aware 
than traders using air 
mode 

 Trade policy awareness 
of Indian traders is not 
independent of the mode 
they use 

 5.52  0.60  Do not reject 
null 

 No signifi cant difference 
is observed 

 Trade policy awareness 
of Pakistani traders is not 
independent of the mode 
they use 

 3.37  0.85  Do not reject 
null 

 No signifi cant difference 
is observed 

 Trade policy awareness 
of Pakistani traders is not 
independent of the mode 
they use 

 6.33  0.50  Do not reject 
null 

 No signifi cant difference 
is observed 

 Trade policy awareness of 
Pakistani traders is not 
independent of the mode 
they use 

 17.19  0.02  Reject null  Pakistani traders using 
road mode are more 
aware than traders 
using sea mode 

(continued)
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 Hypothesis No  Research question  Ho: null hypothesis 

     Pakistani traders using air and rail 
modes are equally aware about 
trade policy changes 

 Pakistani traders using air and road 
modes are equally aware about 
trade policy changes 

 Pakistani traders using rail and road 
modes are equally aware about 
trade policy changes 

 3  Are SPS and TBT standards harder 
to meet for Pakistani exporters 
than Indian exporters? 

 Ease of meeting SPS standards is 
independent of the country from 
which the goods are exported 

 Ease of meeting TBT standards for 
is independent of the country 
from which the goods are 
exported 

 4  Do Indian importers have a perception 
of higher market access than 
Pakistani exporters? 

 There is no statistical difference 
in perception of market access 
between Pakistani exporters 
and Indian importers 

 5  Do Indian exporters have a perception 
of higher market access than 
Pakistani importers? 

 There is no statistical difference 
in perception of market access 
between Indian exporters 
and Pakistan importers 

 6  Do Pakistani traders fi nd it harder 
to obtain visas compared to Indian 
traders? 

 Ease of obtaining visas is independent 
of the country to which the traders 
belong 

 7  Do Indian traders fi nd it easier 
to communicate with their 
counterparts in Pakistan 
than Pakistani traders do 
with India? 

 Perception about ease of 
communication with 
counterparts is independent 
of the country to which the 
traders belong 

Table 4.8 (continued)
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 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 Trade policy awareness of 
Pakistani traders is not 
independent of the mode 
they use 

 10.05  0.19  Do not reject 
null 

 No signifi cant difference 
is observed 

 Trade policy awareness 
of Pakistani traders is not 
independent of the mode 
they use 

 25.93  0.00  Reject null  Pakistani traders using air 
mode are more aware 
than traders using road 
mode 

 Trade policy awareness 
of Pakistani traders is not 
independent of the mode 
they use 

 9.95  0.19  Do not reject 
null 

 No signifi cant difference 
is observed 

 There is a statistical 
difference in ease of 
meeting SPS standards 
between Indian and 
Pakistani exporters 

 31.34  0.00  Reject null  It is easier for Indian 
exporters to meet 
SPS standards than 
Pakistani exporters 

 There is a statistical 
difference in ease of 
meeting TBT standards 
between Indian and 
Pakistani exporters 

 6.69  0.24  Do not reject 
null 

 No signifi cant difference 
has been found in the 
ease of meeting TBT 
standards among 
Indian and Pakistani 
exporters 

 There is a statistical 
difference in perception 
of market access between 
Pakistani exporters and 
Indian importers 

 −4.16  0.00  Reject null  Indian importers perceive 
a signifi cantly higher 
market access than 
Pakistani exporters 

 There is a statistical 
difference in perception 
of market access between 
Indian exporters and 
Pakistan importers 

 −3.04  0.00  Reject null  Pakistani importers 
perceive a signifi cantly 
higher market access 
than Indian exporters 

 Ease of obtaining visas 
is not independent 
of the country to which 
the traders belong 

 −2.47  0.01  Reject null  Pakistani traders fi nd it 
harder to obtain visas 
than Indian traders 

 There is a statistical 
difference in the ease 
of communication 
between traders from 
Pakistan and India 

 −10.66  Reject null  Indian traders 
fi nding it easier to 
communicate with 
their counterparts in 
Pakistan 

(continued)
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 Hypothesis No  Research question  Ho: null hypothesis 

 8  Are large logistics operators perceived 
to be better than small/medium 
operators? 

 Effi ciency of logistics operator 
is independent of the size 
of the fi rm in India 

 Effi ciency of logistics operator 
is independent of the size 
of the fi rm in Pakistan 

 9  Is effi ciency of customs worst at rail 
compared to road and sea ports 
for both India and Pakistan? 

 For Indian importers, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using 
road and rail modes 

 For Indian importers, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using 
road and sea modes 

 For Indian importers, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using 
road and air modes 

 For Indian importers, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using rail 
and sea modes 

 For Indian importers, there 
is no statistical difference 
between the effi ciency of 
customs perceived by 
traders using rail and air 
modes 

Table 4.8 (continued)
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 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 There is a statistical 
difference between 
small/medium and large 
logistics operators in India 

 −0.12  Do not reject 
null 

 No signifi cant difference 
has been found 
between the effi ciencies 
of small/medium 
and large logistics 
operators in India 

 There is a statistical 
difference between 
small/medium and large 
logistics operators 
in Pakistan 

 −4.02  Reject null  Large logistics operators 
are found to be 
more effi cient 
than small/medium 
operators in Pakistan 

 For Indian importers, there 
is a statistical difference 
between the effi ciency 
of customs perceived 
by traders using different 
modes 

 17.61  0.01  Reject null  Signifi cant difference has 
been found between 
all pairs of modes 
for Indian importers 
with effi ciency of 
customs being highest 
at the airport followed 
by road, sea and rail 
ports; implying that 
customs effi ciency 
is the worst at the 
rail port. 

 For Indian importers, there 
is a statistical difference 
between the effi ciency 
of customs perceived 
by traders using different 
modes 

 78.37  0.00  Reject null 

 For Indian importers, there 
is a statistical difference 
between the effi ciency 
of customs perceived by 
traders using different 
modes 

 46.21  0.00  Reject null 

 For Indian importers, there 
is a statistical difference 
between the effi ciency 
of customs perceived by 
traders using different 
modes 

 65.57  0.00  Reject null 

 For Indian importers, there 
is a statistical difference 
between the effi ciency 
of customs perceived 
by traders using different 
modes 

 67.73  0.00  Reject null 

(continued)
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 Hypothesis No  Research question  Ho: null hypothesis 

     For Indian importers, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using 
sea and air modes 

 For Indian exporters, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using 
road and rail modes 

 For Indian exporters, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using 
road and sea modes 

 For Indian exporters, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using 
road and air modes 

 For Indian exporters, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using rail 
and sea modes 

 For Indian exporters, there is no 
statistical difference between 
the effi ciency of customs 
perceived by traders using rail 
and air modes 

 For Indian exporters, there 
is no statistical difference 
between the effi ciency of 
customs perceived by 
traders using sea and air 
modes 

Table 4.8 (continued)
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 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 For Indian importers, there 
is a statistical difference 
between the effi ciency 
of customs perceived 
by traders using different 
modes 

 51.87  0.00  Reject null 

 For Indian exporters, there 
is a statistical difference 
between the effi ciency 
of customs perceived by 
traders using different 
modes 

 5.13  0.40  Do not reject 
null 

 Signifi cant difference 
has been found for 
Indian exporters with 
effi ciency of customs 
being the highest at 
the airport followed 
by road, sea and rail 
ports. Perception 
of effi ciency is 
worst at the rail port, 
however no signifi cant 
difference has been 
found in the effi ciency 
of customs between 
the road and rail ports 

 For Indian exporters, there 
is a statistical difference 
between the effi ciency 
of customs perceived by 
traders using different 
modes 

 35.75  0.00  Reject null 

 For Indian exporters, there 
is a statistical difference 
between the effi ciency 
of customs perceived by 
traders using different 
modes 

 79.23  0.00  Reject null 

 For Indian exporters, there 
is a statistical difference 
between the effi ciency 
of customs perceived by 
traders using different 
modes 

 28.53  0.00  Reject null 

 For Indian exporters, there 
is a statistical difference 
between the effi ciency 
of customs perceived by 
traders using different 
modes 

 81.88  0.00  Reject null 

 For Indian exporters, there 
is a statistical difference 
between the effi ciency 
of customs perceived by 
traders using different 
modes 

 26.30  0.00  Reject null 

(continued)
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 Hypothesis No  Research question  Ho: null hypothesis 

 10  Which mode has the highest 
processing time for customs 
documentation in India and 
Pakistan? 

 Processing time at customs is 
independent of whether Indian 
exporters use road or rail mode 

 Processing time at customs is 
independent of whether Indian 
exporters use road or sea mode 

 Processing time at customs is 
independent of whether Indian 
exporters use road or air mode 

 Processing time at customs is 
independent of whether Indian 
exporters use rail or sea mode 

 Processing time at customs is 
independent of whether Indian 
exporters use rail or air mode 

 Processing time at customs is 
independent of whether Indian 
exporters use sea or air mode 

 Processing time at customs is 
independent of whether Indian 
importers use road or rail mode 

 Processing time at customs is 
independent of whether Indian 
importers use road or sea mode 

 Processing time at customs is 
independent of whether Indian 
importers use road or air mode 

 Processing time at customs is 
independent of whether Indian 
importers use rail or sea mode 

 Processing time at customs is 
independent of whether Indian 
importers use rail or air mode 

 Processing time at customs is 
independent of whether Indian 
importers use sea or air mode 

 Processing time at customs is 
independent of whether 
Pakistani exporters use road 
or rail mode 

Table 4.8 (continued)
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 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 Processing time across these 
two modes differs 

 −0.74  0.46  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 −2.82  0.00  Reject null  Processing time at sea 
port is higher than 
at road port for Indian 
exporters 

 Processing time across these 
two modes differ 

 0.27  0.79  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 −1.87  0.06  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 0.97  0.33  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 2.94  0.00  Reject null  Processing time at sea 
ports is higher than 
at air ports for Indian 
exporters 

 Processing time across these 
two modes differs 

 0.45  0.65  Do not reject 
null 

 Processing time 
for customs 
documentation 
is independent 
of modes used by 
Indian importers 

 Processing time across these 
two modes differs 

 −1.49  0.14  Do not reject 
null 

 Processing time across these 
two modes differs 

 0.22  0.82  Do not reject 
null 

 Processing time across these 
two modes differs 

 −1.59  0.11  Do not reject 
null 

 Processing time across these 
two modes differs 

 −0.18  0.86  Do not reject 
null 

 Processing time across these 
two modes differs 

 1.38  0.17  Do not reject 
null 

 Processing time across these 
two modes differs 

 1.98  0.04  Reject null  Processing time at road 
port is higher than at 
rail port for Pakistani 
exporters 

(continued)
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 Hypothesis No  Research question  Ho: null hypothesis 

 Processing time at customs is 
independent of whether Pakistani 
exporters use road or sea mode 

 Processing time at customs is 
independent of whether Pakistani 
exporters use road or air mode 

 Processing time at customs is 
independent of whether Pakistani 
exporters use rail or sea mode 

 Processing time at customs is 
independent of whether Pakistani 
exporters use rail or air mode 

 Processing time at customs is 
independent of whether Pakistani 
exporters use sea or air mode 

 Processing time at customs is 
independent of whether Pakistani 
importers use road or rail mode 

 Processing time at customs is 
independent of whether Pakistani 
importers use road or sea mode 

 Processing time at customs is 
independent of whether Pakistani 
importers use road or air mode 

 Processing time at customs is 
independent of whether Pakistani 
importers use rail or sea mode 

 Processing time at customs is 
independent of whether Pakistani 
importers use rail or air mode 

 Processing time at customs is 
independent of whether Pakistani 
importers use sea or air mode 

Table 4.8 (continued)
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 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 Processing time across these 
two modes differs 

 3.28  0.00  Reject null  Processing time at road 
port is higher than at 
sea ports for Pakistani 
exporters 

 Processing time across these 
two modes differs 

 3.61  0.00  Reject null  Processing time at road 
port is higher than at 
air ports for Pakistani 
exporters 

 Processing time across these 
two modes differs 

 0.5  0.62  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 2.24  0.02  Reject null  Processing time is higher 
at rail port than at air 
ports for Pakistani 
exporters 

 Processing time across these 
two modes differs 

 2.06  0.03  Reject null  Processing time is higher 
at sea ports than air 
ports for Pakistani 
exporters 

 Processing time across these 
two modes differs 

 0.00  1.00  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 2.52  0.01  Reject null  Processing time at road 
port is found to be 
higher than at sea 
port for Pakistani 
importers 

 Processing time across these 
two modes differs 

 0.96  0.34  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 −1.59  0.11  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 −0.18  0.86  Do not reject 
null 

 No signifi cant difference 
is observed 

 Processing time across these 
two modes differs 

 0.34  0.73  Do not reject 
null 

 No signifi cant 
difference is 
observed 

(continued)
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 Hypothesis No  Research question  Ho: null hypothesis 

 11  Across all infrastructure indicators, 
which mode is worst for (1) Indian 
importers (2) Indian exporters? 

 Across all infrastructure indicators, 
there is no statistical difference 
between different modes for 
Indian importers 

 Across all infrastructure indicators, 
there is no statistical difference 
between different modes for 
Indian exporters 

 12  Across all infrastructure indicators, 
which mode is worst for (1) 
Pakistani importers (2) Pakistani 
exporters? 

 Across all infrastructure indicators, 
there is no statistical difference 
between different modes for 
Pakistani importers 

 Across all infrastructure indicators, 
there is no statistical difference 
between different modes 
for Pakistani exporters 

 13  Does congestion at port gate depend 
on the modes used by Indian 
traders? 

 Congestion at ports is independent 
of whether Indian exporters use 
road or rail mode 

 Congestion at ports is independent 
of whether Indian exporters use 
road or sea mode 

 Congestion at ports is independent 
of whether Indian exporters use 
road or air mode 

Table 4.8 (continued)
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 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 Across all infrastructure 
indicators, there is a 
statistical difference 
between different modes 
for Indian importers 

 217.8  0.00  Reject null  Signifi cant difference 
has been found with 
infrastructure at sea 
ports being the worst. 
Infrastructure at air 
ports is found to be 
the best, followed by 
road and rail ports 

 Across all infrastructure 
indicators, there is a 
statistical difference 
between different modes 
for Indian exporters 

 87.6  0.00  Reject null  Signifi cant difference has 
been found with 
infrastructure at sea 
ports being the worst. 
Infrastructure at air 
ports is found to be 
the best, followed by 
road and rail ports 

 Across all infrastructure 
indicators, there is a 
statistical difference 
between different modes 
for Pakistani importers 

 120.3  0.00  Reject null  Signifi cant difference has 
been found with 
infrastructure at sea 
ports being the worst. 
Infrastructure at air 
ports is found to be 
the best, followed by 
road and rail ports 

 Across all infrastructure 
indicators, there is a 
statistical difference 
between different modes 
for Pakistani exporters 

 8.4  0.08  Reject null  Difference has been found 
with infrastructure 
at sea ports being the 
worst. Infrastructure 
at air ports is found to 
be the best, followed 
by rail port 

 Congestion across these two 
modes differs for Indian 
exporters 

 −4.54  0.00  Reject null  Congestion is higher 
at road port than 
at rail port for Indian 
exporters 

 Congestion across these two 
modes differs for Indian 
exporters 

 −6.97  0.00  Reject null  Congestion is higher 
at road port than 
at sea ports for Indian 
exporters 

 Congestion across these two 
modes differs for Indian 
exporters 

 −0.16  0.87  Do not reject 
null 

 No signifi cant difference 
is observed 

(continued)
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 Hypothesis No  Research question  Ho: null hypothesis 

 Congestion at ports is independent 
of whether Indian exporters use 
rail or sea mode 

 Congestion at ports is independent 
of whether Indian exporters use 
rail or air mode 

 Congestion at ports is independent 
of whether Indian exporters use 
sea or air mode 

 Congestion at ports is independent 
of whether Indian importers use 
road or rail mode 

 Congestion at ports is independent 
of whether Indian importers use 
road or sea mode 

 Congestion at ports is independent 
of whether Indian importers use 
road or air mode 

 Congestion at ports is independent 
of whether Indian importers use 
rail or sea mode 

 Congestion at ports is independent 
of whether Indian importers use 
rail or air mode 

 Congestion at ports is independent 
of whether Indian importers use 
sea or air mode 

 14  Does congestion at port gate depend 
on the mode used by Pakistani 
traders? 

 Congestion at ports is independent 
of whether Pakistani exporters 
use road or rail mode 

 Congestion at ports is independent 
of whether Pakistani exporters 
use road or sea mode 

 Congestion at ports is 
independent of whether 
Pakistani exporters use road 
or air mode 

Table 4.8 (continued)
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 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 Congestion across these two 
modes differs for Indian 
exporters 

 −1.36  0.17  Do not reject 
null 

 No signifi cant difference 
is observed 

 Congestion across these two 
modes differs for Indian 
exporters 

 4.26  0.00  Reject null  Congestion is higher at 
rail port than at air 
ports for Indian 
exporters 

 Congestion across these two 
modes differs for Indian 
exporters 

 6.59  0.00  Reject null  Congestion is higher at 
sea ports than at air 
ports for Indian 
exporters 

 Congestion across these two 
modes differs for Indian 
importers 

 −0.85  0.39  Do not reject 
null 

 No signifi cant difference 
is observed 

 Congestion across these two 
modes differs for Indian 
importers 

 0.3  0.76  Do not reject 
null 

 No signifi cant difference 
is observed 

 Congestion across these two 
modes differs for Indian 
importers 

 3.69  0.00  Reject null  Congestion is higher at 
road port than at air 
ports for Indian 
importers 

 Congestion across these two 
modes differs for Indian 
importers 

 0.89  0.37  Do not reject 
null 

 No signifi cant difference 
is observed 

 Congestion across these two 
modes differs for Indian 
importers 

 3.69  0.00  Reject null  Congestion is higher at 
rail port than at air 
ports for Indian 
importers 

 Congestion across these two 
modes differs for Indian 
importers 

 2.49  0.01  Reject null  Congestion is higher at 
sea ports than at air 
ports for Indian 
importers 

 Congestion across these two 
modes differs for 
Pakistani exporters 

 2.16  0.03  Reject null  Congestion is higher at 
road port than at rail 
port for Pakistani 
exporters 

 Congestion across these two 
modes differs for 
Pakistani exporters 

 5.02  0.00  Reject null  Congestion is higher at 
road port than at sea 
ports for Pakistani 
exporters 

 Congestion across these two 
modes differs for 
Pakistani exporters 

 3.18  0.00  Reject null  Congestion is higher at 
road port than at air 
ports for Pakistani 
exporters 

(continued)
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 Hypothesis No  Research question  Ho: null hypothesis 

 Congestion at ports is independent 
of whether Pakistani exporters 
use rail or sea mode 

 Congestion at ports is independent 
of whether Pakistani exporters 
use rail or air mode 

 Congestion at ports is independent 
of whether Pakistani exporters 
use sea or air mode 

 Congestion at ports is independent 
of whether Pakistani importers 
use road or rail mode 

 Congestion at ports is independent 
of whether Pakistani importers 
use road or sea mode 

 Congestion at ports is independent 
of whether Pakistani importers 
use road or air mode 

 Congestion at ports is independent 
of whether Pakistani importers 
use rail or sea mode 

 Congestion at ports is independent 
of whether Pakistani importers 
use rail or air mode 

 Congestion at ports is independent 
of whether Pakistani importers 
use sea or air mode 

 15  Which mode has the worst 
warehousing facilities in India? 

 There is no difference in state 
of warehousing facilities 
between road and rail ports 

 There is no difference in state 
of warehousing facilities 
between road and sea ports 

 There is no difference 
in state of 
warehousing facilities 
between rail and sea 
ports 

Table 4.8 (continued)
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 H1: alternative 
hypothesis 

 Chi-square 
test/ z -test 
score (as 
applicable)   p -value  Decision  Remarks 

 Congestion across these 
two modes differs 
for Pakistani exporters 

 1.95  0.05  Do not reject 
null 

 No signifi cant difference 
is observed 

 Congestion across these 
two modes differs 
for Pakistani exporters 

 1.83  0.07  Do not reject 
null 

 No signifi cant difference 
is observed 

 Congestion across these 
two modes differs 
for Pakistani exporters 

 1.02  0.30  Do not reject 
null 

 No signifi cant difference 
is observed 

 Congestion across these 
two modes differs 
for Pakistani importers 

 −0.18  0.85  Do not reject 
null 

 Congestion at port gate 
is independent of 
the mode used by 
Pakistani importers  Congestion across these 

two modes differs 
for Pakistani importers 

 1.77  0.08  Do not reject 
null 

 Congestion across these 
two modes differs 
for Pakistani importers 

 1.27  0.20  Do not reject 
null 

 Congestion across these 
two modes differs 
for Pakistani importers 

 1.11  0.27  Do not reject 
null 

 Congestion across these 
two modes differs 
for Pakistani importers 

 1.26  0.20  Do not reject 
null 

 Congestion across these 
two modes differs 
for Pakistani importers 

 0.82  0.41  Do not reject 
null 

 Warehousing facilities vary 
across the two modes 

 0.10  Do not reject 
null 

 No signifi cant difference 
in warehousing 
facilities is observed 
between road and rail 
ports in India 

 Warehousing facilities vary 
across the two modes 

 −1.89  Reject null  Difference has been found 
with warehousing 
facilities at road port 
being worse than at 
sea ports in India 

 Warehousing facilities vary 
across the two modes 

 −1.65  Do not reject 
null 

 No signifi cant difference 
in warehousing 
facilities is observed 
between rail and sea 
ports in India 
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5.1           Introduction 

 Over the past two decades, economies across the world have witnessed greater 
regional and economic integration as a result of rapid globalization. Independent 
nation-states, such as those in Europe, have given way to economic communities, 
while in other countries regional agreements on trade, investment, and the mobility 
of people have greatly reduced the barriers to cross-border economic engagement. 
The picture in South Asia stands in stark contrast to this worldwide trend. Economic 
relations between the two largest economic powers in South Asia—India and 
Pakistan—are dictated by past wars, political disputes, and border skirmishes. 
Consequently, intra-regional trade in South Asia is abysmally low, standing at about 
5 % of the total trade of the South Asian economies. In contrast, intra-regional trade 
accounts for roughly 65 % of the European Union’s (EU) total trade, 51 % in the 
North American Free Trade Agreement (NAFTA) area, 25 % in the Association of 
South East Asian Nations (ASEAN), and 16 % in the Latin American trade bloc. 

 The South Asian Free Trade Area (SAFTA) became operational on January 1, 
2006; however, India had already signed a Free Trade Agreement (FTA) with Sri 
Lanka. The pace and quantum of liberalization under SAFTA were slow due to 
India and Pakistan’s inability to reach a consensus regarding numerous points 
of negotiation. India is now pursuing trade liberalization policies with other 
neighboring countries such as Bangladesh and Myanmar under BIMSTEC.

    Chapter 5   
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Further, under the Look East Policy, India has signed FTAs or Economic Integrated 
Agreements (EIA) with individual ASEAN members such as Thailand and 
Singapore and fi nally with the ASEAN region as a whole in 2010 (Table  5.1 ). India 
has also entered into Preferential System of Arrangements (PSAs) with several 
Latin American countries. Along the same lines, Pakistan has embarked (albeit on 
a more limited scale) toward economic integration through regional and bilateral 
arrangements. As represented in Table  5.1 , Pakistan has signed FTAs with Sri 
Lanka, Malaysia, and China.

   Table  5.2  reports the status of various FTAs being pursued by India and Pakistan. 
It is clear that FTAs are very much within the purview of both India and Pakistan’s 
trade policy.

   Recent initiatives to normalize trade between India and Pakistan augur well 
for the economies of both nations. Pakistan’s decision to grant India MFN 
status, reciprocating India’s grant of a similar status in 1996, has given way to 
multiple avenues for economic engagement between the two countries. The Joint 
Statement issued in November 2011 indicated that Pakistan would fi rst graduate 
from the positive list of items to be traded with India to a small negative list of 
items, and eventually the negative list would also be phased out. It was also 
decided that a similar phased approach would be undertaken for the road route on 
which the number of permitted items is currently only a fraction of the total items 
on the positive list. 

 Against this backdrop of recent trade normalization initiatives, the study attempts 
to assess the impact of bilateral trade liberalization on India and Pakistan, as well as 
on the remaining South Asian economies. 

 Since other studies have analyzed the economic impact of trade liberalization, in 
the next section we discuss how this chapter builds on the existing literature (Husain 
 2011 ; Rahman et al.  2006 ; Raihan and Razzaque  2007 ; Sikdar  2011 ; Taneja  2006 , 
 2013 ; Taneja et al.  2011 ). Section  5.2  provides a brief review of the trade regimes of 
India and Pakistan and an overview of studies that quantify the gains from India and 
Pakistan’s trade liberalization, and it provides an assessment of issues that pertain to 
transit, transportation, and infrastructure that hamper trade relations between India 
and Pakistan. Section  5.3  describes our modeling framework as well as the sectoral 
and regional aggregation scheme of the model. Section  5.4  discusses the rationale 
for our proposed simulations and their economic impact, and Sect.  5.5  provides 
concluding remarks.  

5.2       Background of the Study 

 Over the years, India’s trade regime has become fairly liberal. Quantitative restric-
tions on imports have given way to tariffs, and for the most part the liberalization in 
tariff cuts has been unidirectional (in the sense that reduced tariffs have not been 
increased in case of economic diffi culties). However, there have been a few instances 
where export restrictions have been imposed on select agricultural products (e.g., 
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onions) to arrest domestic price rise. Average nonagricultural tariffs have fallen 
below 15 %, while agricultural tariffs average 30–40 %. Overall, the simple average 
Most Favored Nation (MFN) tariff rate in India declined to 12 % in 2010–2011 from 
15.1 % in 2006–2007 (WTO  2013 ). Foreign investment norms have also been 
relaxed for a number of sectors. One area in which India has been extremely 
proactive has been the imposition of antidumping duties. In fact, India accounts for 
nearly 17 % of all antidumping duties, which was the highest among all importing 
countries between 1995 and 2006. 

 India has continued to streamline customs procedures and implement trade 
facilitation measures. An electronic system for customs clearance has been intro-
duced, and a risk management system is in place to selectively screen high- and 
medium- risk cargo for customs examination. Despite the implementation of these 
measures, India’s import regime remains complex, especially with respect to the 
tariff structure, which has multiple exemptions and rates that vary in accordance 
with the product, user, or specifi c export promotion program. Moreover, owing to 
the multiplicity of RTAs in place, all with varying rates and partners, transaction 
costs have increased. 

 In contrast to India’s movement toward trade liberalization, Pakistan’s trade 
regime is more restrictive and similar to India’s policy structure 10 years ago. While 
Pakistan’s simple average applied MFN rate stood at about 14 % in 2010 (as per the 
trade profi le statistics of WTO), this hides the complexities of Pakistan’s trade 

   Table 5.2    FTA status of India and Pakistan, 2013   

 Country  Proposed 

 Under negotiation 

 Signed 
but not 
in effect 

 Signed 
and in 
effect  Total 

 Framework 
agreement signed/
under negotiation 

 Under 
negotiation 

 Bangladesh  0  2  1  1  2  6 
 India  7  4  10  0  13  34 
 Nepal  1  1  0  0  2  4 
 Pakistan  11  4  3  3  6  27 
 Sri Lanka  2  1  0  1  4  8 

   Source : Asia Regional Integration Center (  www.adb.org    ) 
 Notes: 
  Proposed : Parties consider an FTA, with the governments or relevant ministries issuing a joint 
statement on its desirability or establishment of a joint study group/joint task force for the conduct 
of feasibility studies 
  Framework agreement signed : The parties initially negotiate the contents of a framework agreement 
(FA), which serves as a framework for future negotiations 
  Negotiations launched : The parties, through the relevant ministries, declare the offi cial launch of 
negotiations or set the date for such or start the fi rst round of negotiations 
  Signed but not yet in effect : Parties sign the agreement after negotiations have been completed. 
However, the agreement has yet to be implemented 
  Signed and in effect : Provisions of FTA come into force, after legislative or executive ratifi cation  
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regime. According to Pursell et al. ( 2011 ), the principal black spots in Pakistan’s 
trade policy are the following:

    (a)    Reversal of duty liberalization in certain cases, notably sugar, fertilizers, etc.   
   (b)    High tariffs in the auto industry, along with repeated interventions by the 

Engineering Development Board.   
   (c)    Use of WTO-compatible tools, such as TBT and SPS, and antidumping duties 

to restrict imports.   
   (d)    The introduction of a number of Regulatory Duties since August 2008.   
   (e)    The expanded use of the Statutory Regulatory Order (SRO) since 2006. 

For instance, more than half (54 %) the total number of tariff lines in 2010–
2011 were subject to at least one special condition announced in an SRO. Most 
of these are exemptions for inputs and are confi ned to specifi ed fi rms or groups 
of fi rms. They are not available to other importers, in particular commercial 
importers. Their administration is a de facto import licensing system run by 
ministries in conjunction with the customs service.   

   (f)    Trading with India on the basis of a positive list.    

  Both the inadequate physical infrastructure and the positive list are major imped-
iments to trade between India and Pakistan. With regard to infrastructure, the trans-
port protocols for land routes need to be modifi ed to allow for the movement of 
containerized cargo (without transshipment) in each other’s nations. The number of 
commodities currently included under the road-based positive list is very small, 
while the capacity of rail-bound cargo is limited given the absence of a dedicated 
cargo train on a regular basis. At present, bilateral exchanges rely on the Samjhauta 
Express that runs twice a week, with only 6–8 attached freight cars. Given the dif-
fi culties of trading through road and rail routes, the amendment of the Maritime 
Protocol in 2005 has boosted sea-borne trade between the two nations (Taneja 
 2013 ). As Taneja ( 2013 ) points out, nearly 60 % of India’s trade with Pakistan was 
carried out by sea in 2011–2012. 

 As expected, the restrictive trade environment between India and Pakistan has 
given way to a large volume of informal trade. However, heightened security mea-
sures in the border area are an impediment to land-based informal trade. The best- 
documented route for informal trade is the Mumbai-Dubai-Karachi route that caters 
to nearly 88 % of total informal trade (Khan et al.  2007 ). The rest is moved through 
the Amritsar-Lahore and Sindh-Rajasthan cross-border routes. 

 A few researchers have adopted a CGE framework to understand the welfare 
implications of trade liberalization in South Asia. Notable among them is the work 
of Raihan and Razzaque ( 2007 ). Their study focuses on Bangladesh, using the 
GTAP model and an earlier version of the GTAP database to understand the gains 
from SAFTA. Pakistan is not modeled as a separate entity and, consequently, this 
chapter could not throw light on the gains from bilateral trade liberalization between 
India and Pakistan. In a similar study, Sikdar ( 2011 ) adopted the GTAP modeling 
framework to understand the gains from India-Sri Lanka trade liberalization. 
While this chapter models Pakistan as a separate entity, the study does not undertake 
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any simulation on India-Pakistan trade liberalization, nor does it highlight the welfare 
impact on Pakistan as a result of the India-Sri Lanka trade liberalization. 

 On the other hand, De et al. ( 2013 ) attempt to understand the possible gains 
from bilateral trade liberalization between India and Pakistan if Pakistan were to 
grant Most Favored Nation (MFN) status to India and analyze whether the gain is 
magnifi ed when accompanied by improvements in trade facilitation measures. 
The comparative state experiments used a GTAP modeling framework and Version 
8 of the GTAP database. The study found that both countries enjoy large eco-
nomic gains only when liberalization is accompanied by trade facilitation mea-
sures. Our study, while similar to previous studies in its approach, builds on the 
existing literature in this area. Our study differs from De et al. ( 2013 ) in several 
aspects. First, we have used the latest available database, GTAP Version 8.1, that 
incorporates more recent protection coeffi cients for different countries; this vari-
able is usually shocked in a CGE model and is the channel through which eco-
nomic effects are transmitted in the world. Second, we hypothesized that the 
economic impact of bilateral trade liberalization on other South Asian economies 
would be greater than that on just India and Pakistan. Hence, we attempted to 
analyze whether this regional impact would negate the positive effects of bilateral 
trade liberalization. Third, we have incorporated the effects of trade facilitation 
measures on economic welfare. While the study by De et al. ( 2013 ) incorporated 
the measure by reducing import prices, we have assumed a fall in transportation 
costs, because we hypothesized that the direct effect of trade facilitation measures 
would be on lowering the cost of transportation between India and Pakistan, 
whereas import prices would fall only indirectly.  

5.3      Modeling Framework and Aggregation Scheme 

 A complete analysis of trade and trade-related issues requires an analytical framework 
that takes into account a holistic view of economies across the world. There are not 
only interlinkages between various sectors of an economy, but different sectors in 
an economy are also linked to the rest of the world through exports and imports of 
fi nal products, intermediate goods, capital goods, etc. Thus, linkages are present at 
the national, regional, and global levels both in products and in the input markets. 
Of course, policy instruments such as tariffs, subsidies, and supply and demand 
elasticity infl uence how consumers and sectors in the economy respond to any pol-
icy-induced or market-related shock. To take complete account of these interlink-
ages and the role of policy instruments, we chose a global computable general 
equilibrium (CGE) modeling framework as the analytical tool. We have adopted the 
well-established Global Trade Analysis Project (GTAP) model to analyze ex ante 
the economic consequences of mutual trade liberalization by India and Pakistan. 

 The GTAP model is a multiregional applied general equilibrium (AGE) model 
that captures world economic activity in 57 different industries of 129 regions 
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(version 8 of the database). To keep the analysis in manageable form, we used an 
aggregated version of this database with 20 sectors and 16 regions. 

 The theory underlying the GTAP model is similar to that of other standard, 
multiregional AGE models. 1  The underlying equation system of GTAP includes two 
different kinds of equations. One part covers the accounting relationships, which 
ensures that receipts and expenditures of every agent in our model economy are 
balanced. The other part of the equation system consists of behavioral equations 
that are based on microeconomic theory. These equations specify the behavior of 
optimizing agents in the economy, such as demand functions. 

 There are fi ve principal factors of production in the GTAP model, namely, 
skilled labor, unskilled labor, capital, natural resources, and land. Of these, the 
fi rst three are considered to be perfectly mobile across sectors. These factors earn 
the same market return regardless of where they are employed. In the case of 
immobile or sluggish endowment commodities, returns in equilibrium may differ 
across sectors. 

 In standard models of international trade, it makes no economic sense to engage 
in trade in both directions in the same product. Nonetheless, a characteristic of real 
world trading patterns is that countries often simultaneously import and export 
goods in the same product category. In the applied CGE model, this phenomenon 
can be accommodated by the “love for variety” approach, i.e., consumers are 
assumed to have a “love for variety” that generates demand for both domestic and 
foreign-produced products within a product category, which is called the Armington 
specifi cation. The GTAP model assumes this Armington specifi cation in the trading 
sector, which allows for the possibility of distinguishing imports by their origin and 
explaining intra-industry trade of similar products. 

 Thus, imported commodities are assumed to be separable from domestically 
produced goods and are combined in an additional nest in the production tree. 
The elasticity of substitution in this input nest is equal across all uses. Under these 
circumstances, fi rms decide fi rst on the sourcing of their imports. Given the com-
posite import prices and domestic prices, they then determine the mix of imported 
and domestic goods that minimize the cost of production. 

 The market structure in all sectors of the standard GTAP model is assumed to be 
perfect competition. Commodity supplies are based on single-output production 
functions. Substitution between inputs is modeled with two-level nested production 
functions. Demands for land, labor, and capital are based on constant elasticity of 
substitution (CES) functions. International trade clears commodity markets, with 
each commodity being differentiated by its place of origin. Trade policies operate 
as ad valorem distortions that, in addition to transportation costs, form a wedge 
between domestic and world prices. 

 Households maximize utility derived from market goods (i.e., consumption and 
savings) subject to regional income, which consists of primary factor payments 
and net tax collections. Regional production of new capital goods is fi nanced by 

1   A detailed description of the model, equations, and the fl owchart of the model is given in 
Hertel ( 1997 ). 
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domestic savings and net capital infl ows. The price index for international capital is 
the numeraire. The model is implemented and solved using GEMPACK. 

 For the present analysis, we used the GTAP model Version 6.2 comprising 20 
sectors, 16 countries/regions, and 4 factors of production. The latest version of the 
GTAP database (release 8.1) for the calendar year 2007 was used to create an aggre-
gated database for our CGE model. The aggregation scheme for sectors and regions 
is shown in Table  5.3 .

   The regional aggregation scheme is based on two criteria. One, the major trading 
partners of India and Pakistan are modeled as individual entities. Second, countries 
that have entered into FTA/PTA agreements with India and Pakistan are modeled as 
individual nations. Since India has signed PTAs with Chile and MERCOSUR, we 
included them as individual entities. In fact, barring the EU-25, NAFTA, and the rest of 
the world, all the countries/regions have an existing FTA with India and/or Pakistan. 

 We attempted to model sectors in as disaggregated a manner as possible. The 
different modes of transport services are modeled separately to incorporate produc-
tivity shocks in our simulations. This is relevant, because several studies on India- 
Pakistan trade have stressed the ineffi ciency of trading routes (De et al.  2013 ; Pursell 
et al.  2011 ; Taneja  2006 ,  2013 ). While the manufacturing sectors have been mod-
eled in as disaggregated a manner as possible, we did not do this for the service 
sectors, because the GTAP database does not include any trade barriers for India 
and Pakistan in the service sectors. Thus, we are not in a position to give any trade- 
related policy shocks in the service sectors of India and Pakistan and there would be 
no gain from decomposing the service sectors further. 

 The structure of India-Pakistan trade in the base year, namely, 2007, is shown 
in Table  5.4 . This ex post trade is subject to existing trade barriers including the 

   Table 5.3    Aggregation scheme for sectors and regions   

 Sectors  Regions 

 Grains and crops  Mineral products  India 
 Meat products and livestock  Motor vehicles and parts  Pakistan 
 Extraction  Transport equipment  Nepal 
 Processed food  Electronic equipment  Sri Lanka 
 Textiles  Machinery  Rest of South Asia 
 Wearing apparel  Trade and communication  Malaysia 
 Leather products  Sea transport  Singapore 
 Light manufacture  Air transport  Rest of ASEAN 
 Heavy manufacture  Other transport  Chile 
 Chemicals, rubber, etc.  Other services  China 
 Factors of production  European Union (EU-25) 
 Skilled labor (mobile)  Japan 
 Unskilled labor (mobile)  Korea 
 Capital (mobile)  MERCOSUR 
 Land and natural resource aggregate (fi xed)  NAFTA 

 Rest of the world 
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commodities covered under Pakistan’s list of positive items and other nontariff 
barriers that both countries impose on each other.

   The relative importance of India and Pakistan’s various trading partners is shown 
in Table  5.5 . As Column 3 in Table  5.5  indicates, the EU is the most important 
trading partner for Pakistan, followed by China; Pakistan sourced nearly 14 % of its 
imports from China in 2007. India also sourced most of its imports from the EU, 
followed by NAFTA and China. India seems to be a source country for imports into 
Sri Lanka. In 2007, Pakistan sourced nearly 5 % of its imports from India, while 
India sourced only 0.1 % of its imports from Pakistan.

5.4          Policy Simulations and Results 

 To understand the economic impact of India-Pakistan bilateral liberalization, we 
undertook three basic policy simulations:

•    Simulation 1: Full liberalization. India and Pakistan remove all tariffs and barriers 
against each other on all goods.  

   Table 5.4    Overview of trade linkages in base year   

 Sectors 

 Exports: India to Pakistan  Exports: Pakistan to India 

 Value (US$ million)  Share (%)  Value (US$ million)  Share (%) 

 Grains and crops  409.9  21.7  65.7  20.7 
 Meat products and livestock  21.9  1.2  1.1  0.3 
 Extraction  64.1  3.4  5  1.6 
 Processed food  170.2  9.0  5.5  1.7 
 Textiles  28.7  1.5  57.9  18.3 
 Wearing apparel  0.3  0.0  1.3  0.4 
 Leather products  7.9  0.4  14  4.4 
 Light manufacture  29.1  1.5  2  0.6 
 Heaving manufacture  363.2  19.2  88.1  27.8 
 Chemicals, rubber, etc.  599.1  31.8  14.8  4.7 
 Mineral products  5.0  0.3  11.7  3.7 
 Motor vehicles and parts  0.4  0.0  0.4  0.1 
 Transport equipment  1.2  0.1  0  0.0 
 Electronic equipment  0.3  0.0  0  0.0 
 Machinery  29.3  1.6  5.4  1.7 
 Trade and communications  5.4  0.3  2.2  0.7 
 Sea transport  1.2  0.1  4  1.3 
 Air transport  1.9  0.1  12.7  4.0 
 Other transport  13.8  0.7  1.8  0.6 
 Other services  134.0  7.1  23.2  7.3 
 Total  1886.9  100.0  316.9  100.0 

   Source : Authors’ estimates based on GTAP 8.1 database  
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•   Simulation 2: Full liberalization + 50 % productivity improvements in all modes 
of transport services (i.e., land, sea, and air) between India and Pakistan.  

•   Simulation 3: Simulation 2 + full liberalization in FTA (in force) signed by India 
and Pakistan.    

 In all three simulations, we abolished tariffs on goods even though some of the 
FTAs in force encompass services. This was done because the trade protection coef-
fi cients of the service sectors between India and Pakistan are absent in the GTAP 
database/model. 

 Scenario 1 simulates the impact of signing a hypothetical FTA between India and 
Pakistan. This helps us understand whether there are any gains in bilateral trade 
liberalization and, if so, by how much and what sectors would benefi t in terms of 
output and exports and identify sectors that would contract. We recognize that trade 
liberalization between India and Pakistan will move at a slow pace. However, we 
study the hypothetical impact of complete liberalization since this quantifi es the 
upper limit of gains from trade liberalization. 

 A literature review of the existing work on India-Pakistan economic engagement 
suggests that transportation is a serious bottleneck to cross-border exchanges 
between the two countries. Apart from the ineffi ciency of trade services in India and 
Pakistan, various policy-induced bottlenecks, namely, certain goods can only be 
carried only by road, the need for transshipment, excessive security checks, and the 
absence of regular containerized trains, further reduce effi ciency and raise the cost 
of transportation between the two neighbors. In this simulation, we assume that both 
countries undertake measures to facilitate trade. As a result, there is a 50 % improve-
ment in productivity in all modes of transport services that operate between India 
and Pakistan. In Simulation 2, we attempt to quantify the gains of trade liberalization 

   Table 5.5    Share of country/
region’s import in total in 
base year (%)  

 India  Pakistan 

 India  4.9 
 Pakistan  0.1 
 Nepal  0.2  0.0 
 Sri Lanka  0.2  0.2 
 Rest of South Asia  0.3  0.5 
 Malaysia  2.4  3.3 
 Singapore  3.6  1.5 
 Rest of ASEAN  3.4  4.5 
 European Union  20.2  18.9 
 Korea  2.2  1.9 
 Japan  2.9  4.3 
 Chile  1.6  0.0 
 China  9.2  13.2 
 MERCOSUR  0.9  0.9 
 NAFTA  10.8  8.8 
 Rest of the world  41.8  37.1 

   Source : Authors’ estimates based on GTAP 8.1 database  

S. Pohit and R. Saini



137

under Simulation 1 if productivity improvement were to occur in different modes of 
transport services used in trade between India and Pakistan. 

 Since both India and Pakistan have recently undertaken multiple initiatives 
toward improving South Asian trade relations, these FTAs would have an impact on 
other South Asian nations. We carry out this analysis under Simulation 3. We have 
assumed that there are zero tariffs in trade between India and the following coun-
tries: ASEAN members, Sri Lanka, Nepal, Pakistan, the rest of South Asia, Japan, 
and Korea. Similarly, we assume that there are zero tariffs in trade between Pakistan 
and the following countries: Malaysia, China, Sri Lanka, Nepal, India, and the rest 
of South Asia. 

 India has also signed two PSAs with Chile and MERCOSUR. Since the tariff 
liberalization in these two cases is minimal, we reduced the tariffs imposed by India 
and Chile on each other’s imports based on the trade agreement. A similar approach 
was taken toward the import tariffs between India and MERCOSUR where the tariff 
preferences are based on the trade agreement. 2  

 Most of the FTAs to which India or Pakistan are party have been signed and have 
been in force since 2007. However, the base year for the global GTAP model is 
2007. Our simulations on trade liberalization remove the tariff distortions over the 
base year value, i.e., 2007. In this context, our model results abstract from reality. In 
economic terms, what is their implication? Between 2007 and 2011, both India and 
Pakistan have undertaken unilateral as well as multilateral liberalization. Thus, if 
we are able to move the base year to a more recent period, the extent of trade-related 
distortions and policy shocks in simulations would be much lower. Generally, in any 
CGE model, the deeper the policy shock, the greater the welfare gains. 3  Thus, we 
may assume that an earlier base year (2007) instead of a more recent base probably 
overestimates the economic gains. 

5.4.1     Welfare Implications of Trade Liberalization 
on India and Pakistan 

 At the outset, regional household behavior in the GTAP modeling framework is 
governed by an aggregate utility function specifi ed over per capita private house-
hold consumption, per capita government spending, and per capita savings. 
Economic welfare is represented as being derived from the allocation of national 
income among these three variables (private consumption, government consump-
tion, and savings). This recognizes that households gain from their own current 
household consumption expenditure. They also benefi t from current net national 
saving, since this increases their future household consumption. Finally, they ben-
efi t from the government’s provision of public goods and services, as indicated by 

2   Generally, the tariff preferences are about 10–20 %. 
3   See Sect.  5.4  on interaction of the policy shock in our GTAP model. 
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current government expenditure. Any distortion in the model has an effect on 
consumption, savings, and even on future consumption. The welfare change vari-
able makes an estimate of the change of utility due to any distortion. The percentage 
change in the aggregate per capita utility for a region is the welfare change variable 
that is computed in a standard GTAP model during simulations. The model also 
computes a money metric equivalent of this utility change in US$ million, which is 
referred to in the CGE literature as equivalent variation (EV). The regional house-
hold’s EV is given by the difference between the expenditure required to obtain the 
post-simulation level of utility at initial prices and that available initially. One can 
decompose EV into different components, each of which relates to a quantity 
change interacting with a distortion in the model. Broadly, the sources of change in 
real income arising in the policy simulation are the following: change in income due 
to change in endowments net of depreciation (this is normally zero in a comparative 
static situation), tax on output of any good, tax on the use of any endowment in any 
industry, tax on the use of intermediate input in any industry, tax on private house-
hold consumption and government consumption of any good, trade taxes (export 
and import) on any good, changes in regional terms of trade (ToT), and changes in 
the relative prices of savings and investment (investment saving effect) (Huff and 
Hertel  2000 ). If one also introduces technology change arising due to productivity 
improvement as a policy shock, this would be another source of welfare change. 

 In this context, when trade-related distortions between India and Pakistan are 
abolished under Simulation 1, resources will be reallocated to maximize welfare in 
the respective countries to take into account the changes in equilibrium prices aris-
ing from changes in import tariffs. 4  When there is improvement in productivity of 
bilateral transport services between India and Pakistan, in addition to trade liberal-
ization as in Simulation 2, there will be further resource reallocation. Since the 
equilibrium import prices of Pakistani goods would become lower, Pakistani goods 
may cost less for Indian consumers/fi rms/government relative to goods imported 
from other trading partners. In that case, there may be an effect of trade diversion from 
other trading partners toward Pakistan. A similar transmission channel can be expected 
for the Pakistani economy. The policy simulation would quantify the net impact in 
terms of economic welfare. 

 In Simulation 3, we remove further trade distortions as part of the commitments 
undertaken by India and Pakistan due to FTAs with some of their trading partners. 
A further round of resource reallocation would take place to arrive at a new level of 
equilibrium prices, quantities, and macroeconomic variables. This would give us an 
insight into the economic impact of regionalism vis-à-vis bilateral liberalization. 

 Table  5.6  shows the welfare numbers for the three simulations. As Table  5.6  
shows, welfare improves in both India and Pakistan under the full liberalization 
scenario (Simulation 1). India’s welfare rises by US$281 million in Simulation 1, 
whereas Pakistan’s welfare increases by US$41 million. When we introduce pro-
ductivity change in modes of transport services in trade between these two coun-
tries, both countries gain signifi cantly in welfare; India’s welfare rises to US$1.5 

4   In Simulation 1, there is zero import tariff on goods traded between India and Pakistan. 
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billion, and that of Pakistan goes up to US$270 million. Further, when we consider 
the effect of the FTA in force between India and Pakistan as in Simulation 3, India’s 
welfare increases by four times over Simulation 2, but Pakistan’s welfare falls rela-
tive to Simulation 2.

   The principal sources of welfare gains are shown in Table  5.6 . The table shows 
that the gain from the allocative effi ciency effect is the principal source of gain in 
Simulation 1. When India and Pakistan abolish barriers to trade on each other’s 
goods, resources in these two countries are reallocated so that both countries pro-
duce goods/service in which they possess a comparative advantage. Of the total 
welfare gains, allocative effi ciency effects account for income gains that arise from 
resource reallocation. The large size of this gain indicates that there is a high degree 
of distortion in the trade relations between India and Pakistan. 

 As expected, when one country removes tariffs on the other country’s goods, its 
export prices in relation to import prices improve. 5  The gains arising from this 
source is accounted for by terms of trade effects. If tariff barriers are removed, 
import prices would change in India and Pakistan. Their high value (reported in 
Table  5.6 ) implies the presence of signifi cant distortions in India-Pakistan trade. 

 Technical change emerges as the principal source of gain in Simulation 2 in both 
countries. In addition to tariff liberalization in Simulation 1, we have assumed in 
Simulation 2 that there is a 50 % improvement in effi ciency in all modes of transport 
service (land, water, and air) between India and Pakistan, irrespective of whether it 
is operated by Indian or Pakistani fi rms. The technical effi ciency effects quantify 
these productivity effects in terms of income gains in Simulation 2. The relative size 
of this component signals the ineffi ciency of the present regime that arises from 
various distortions that transport operators now face (see Section  2 ). 

5   Since India and Pakistan are not changing import (export) tariffs on any goods imported (exported) 
from (to) any other trading partner, changes in trading prices would arise from movement in India/
Pakistan’s trading prices. 

        Table 5.6    Sources of welfare gains   

 Variables 

 Simulation 1  Simulation 2  Simulation 3 

 India  Pakistan  India  Pakistan  India  Pakistan 

 Equivalent variation (US$ million)  280.9  40.2  1558.6  269.8  7226.4  117.1 
 Allocative effi ciency effects  163.6  19.6  303.4  45.4  6630.6  254.1 
 Terms of trade effects  96.3  10.2  107.5  15.0  −375.7  −137.7 
 Technical change effects  1124.9  187.9  1124.9  187.9 
 Investment saving effect  21.0  10.4  22.9  21.5  −153.4  −187.1 
 Real return to factors (%) 
 Land  0.02  0.31  0.15  0.27  −0.32  0.97 
 Unskilled labor  0.02  0.15  0.12  0.34  0.92  0.74 
 Skilled labor  0.02  0.14  0.12  0.35  1.08  0.77 
 Capital  0.02  0.13  0.12  0.33  1  0.67 

   Source : Authors’ estimates  
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 India and Pakistan have signed or are in the process of signing several RTAs (FTAs 
or PSAs) with their major trade partners. Under Simulation 3 we analyze the impact 
on the Indian and Pakistani economies if, in addition to the previously discussed 
policy shocks, the various trade agreements become fully functional. As Table  5.6  
shows, India’s welfare increases by more than four times, whereas Pakistan’s welfare 
falls by 50 % compared to that under Simulation 2. Even though the terms of trade 
effect worsens in both countries, the larger gain from the allocative effi ciency effect in 
India more than compensates for this loss. The primary reason for this disparity is that 
India’s liberalization process is deeper than Pakistan’s under Simulation 3, because India 
has signed FTAs with several trade partners. As Table  5.6  shows, the investment saving 
effect that measures the changes in the relative prices of saving and investment is nega-
tive in both countries. Since the size of this effect in Pakistan is almost equal to the 
technical change effects and the terms of trade effect (negative) in Pakistan is about 
50 % of the allocative effi ciency effect, welfare in Pakistan, though positive, falls in 
Simulation 3 relative to that under Simulation 2. 

 On returns to factors of production, we fi nd positive returns on all factors, barring 
the returns on land for India in Simulation 3. Note that for Pakistan land earns the 
maximum returns in Simulation 3, whereas labor earns the maximum returns in 
Simulation 2. It was also found that skilled labor earns the maximum returns in India 
under Simulation 3.  

5.4.2     Impact on Selected Trade and Other Variables 
of India and Pakistan 

 Table  5.7  indicates that GDP improves in all three simulations. India’s volume of 
exports rises by 0.13 % in Simulation 1, 0.23 % in Simulation 2, and 4.33 % in 
Simulation 3. In contrast, Pakistan’s exports increase by 1.1 % in Simulation 1, 
1.3 % in Simulation 2, and 7.2 % in Simulation 3. In terms of imports, India 
(Pakistan) registers a rise of 0.27 % (1.2 %) in Simulation 2 and 3.71 % (7.27 %) in 
Simulation 3. The trade balance declines in both countries under all three simula-
tions. As expected, the decline is sharpest under Simulation 3 for both India and 
Pakistan. The decline in the trade balance exceeds US$1.07 billion for India, 
because India has removed its high levels of trade (import) distortions with FTA 
partners, such as ASEAN, Japan, and Korea, all of which have fairly liberal trade 
regimes in the base year.

   Bilateral trade liberalization fosters bilateral export growth in the respective 
countries. Pakistan’s exports to India surge by 89 % in Simulation 1,110 % in 
Simulation 2, and 104 % in Simulation 3. On the other hand, India’s exports to 
Pakistan rise by 42 % in Simulation 1, about 58 % in Simulation 2, and 52 % in 
Simulation 3. It must be remembered that the increase in exports in percentage 
terms is large, due to the small exports in base years as shown in Table  5.7 . 

 What sectors gain in exports? The data is shown in Table  5.8 . We focus on 
Simulation 2 and Simulation 3 only, since the results in Simulation 1 mimic those 
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of Simulation 2, with an additional magnifi cation effect. As this table shows, the 
largest export growth from India to Pakistan in percentage terms occurs in sectors 
such as motor vehicles and parts, leather products, wearing apparel, and transport 
equipment in Simulation 2. However, some of the sectors exhibit a large increase in 
exports due to the small base problem. As Table  5.8  shows, the largest increases in 
exports in absolute terms are in the sectors of heavy machinery (US$286 million); 
chemicals, rubber, etc. (US$322 million); and grains and crops (US$180 million). 
When both India and Pakistan remove their trade barriers with other countries as in 
Simulation 3, we fi nd that these three sectors do well on India’s export front. Thus, 
the trade diversion effect is minimal in this case.

   Coming to Pakistan’s exports to India, the maximum increase (in percentage 
terms) in sectoral exports in Simulation 2 is registered in sectors such as extraction, 
grains and crops, transport equipment, light manufacture, and wearing apparel. 
However, since exports of these products in the base year are minimal, the  percentage 
values give a false impression. If we compute the change in exports in absolute 
terms, we fi nd that the sectors of grains and crops (US$124 million), processed food 
(US$80 million), textiles (US$68 million), and heavy manufacture (US$80 million) 
gain signifi cantly. This is also true in Simulation 3, indicating that the trade diver-
sion effect is minimal due to the existing FTAs by these countries. 

 In the aftermath of tariff liberalization, economies are expected to align as per 
their comparative advantages. However, since India and Pakistan are weakly linked 
in our base year (weak trade partnership between them), not much is expected as 
part of sectoral output changes in Simulation 2. The effect would be more pro-
nounced in Simulation 3, as we are able to capture important partners of India and 
Pakistan in this simulation. The relevant data is shown in Table  5.9 . The contracting 
sectors in Simulation 2 for India are textiles, wearing apparel, leather products, 
electronic equipment, and sea transport service; the remaining sectors are expanding. 
The largest increases are in sectors that register large export increases, namely, 

    Table 5.7    Changes in macroeconomic variables   

 Variables 

 Simulation 1  Simulation 2  Simulation 3 

 India  Pakistan  India  Pakistan  India  Pakistan 

 Change in GDP (%)  0.01  0.01  0.11  0.12  0.63  0.27 
 Change in volume 

of exports (%) 
 0.13  1.10  0.23  1.31  4.33  7.24 

 Change in volume 
of imports (%) 

 0.15  0.75  0.27  1.20  3.71  3.94 

 Change in trade balance 
(US$ million) 

 −36.66  −65.77  −115.33  −144.06  −1067.13  −184.02 

 Change in terms of trade  0.04  0.05  0.05  0.21  −0.16  −0.52 
 Increase in Pakistan’s 

export to India (%) 
 89  110  104 

 Increase in India’s exports 
to Pakistan (%) 

 41.7  58.0  52.3 

   Source : Authors’ estimates  
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chemicals, processed food, and heavy manufacture. On the Pakistan side, a large 
increase in output occurs in sectors such as textiles and machinery, but the following 
sectors seem to contract: extraction, processed food, leather products, light manu-
facture, and chemical, rubber, etc. The chemical, rubber, etc. sector also exhibits the 
largest fall in output at 1.53 %.

   In Simulation 3, sectoral effects are marginally different for both India and 
Pakistan. In this simulation, the grains and crops sector contracts in India but 
expands in Pakistan. Textiles, wearing apparel, and leather products register signifi -
cant increases in output in Pakistan as well as in India. The processed food sector 
contracts in both countries. The chemicals and rubber sector expands marginally in 
India, but contracts signifi cantly in Pakistan. The machinery sector seems to expand 
signifi cantly in Pakistan, while the motor vehicles sector seems to contract in both 
countries. 

 What is the impact on other countries as a result of the policy shocks? In a global 
CGE model, countries that do not reduce tariffs suffer welfare losses. The same hap-
pens in our model. However, several countries that reduce tariffs in Simulation 3 
gain in welfare (Table  5.10 ). The rest of South Asia and Sri Lanka do not suffer 
signifi cantly due to India-Pakistan trade liberalization, but Japan, Korea, and 
ASEAN members gain signifi cantly in this simulation.

   Table 5.9    Growth in sectoral output (%)   

 Sectors 

 India  Pakistan 

 Simulation 2  Simulation 3  Simulation 2  Simulation 3 

 Grains and crops  0.11  −0.29  0.12  0.33 
 Meat products and livestock  0.12  0.43  0.13  0.02 
 Extraction  0.04  −0.38  −0.39  −0.17 
 Processed food  0.16  −4.24  −0.16  −1.95 
 Textiles  −0.04  0.96  0.34  2.7 
 Wearing apparel  −0.11  1.48  −0.29  2.68 
 Leather products  −0.01  1.35  −0.03  2.4 
 Light manufacture  0.04  0.12  −0.51  −3.69 
 Heavy manufacture  0.17  0.89  0.1  −0.42 
 Chemicals, rubber, etc.  0.31  0.45  −1.53  −3.18 
 Mineral products  0.04  0.13  0.25  −1.06 
 Motor vehicles and parts  0.06  −1.72  0.33  −2.17 
 Transport equipment  0  0.23  0.33  −0.51 
 Electronic equipment  −0.01  0.27  0.1  −4.16 
 Machinery  0.04  −1.62  0.89  6.41 
 Trade and communication  0.12  0.22  0.08  −0.08 
 Sea transport  −0.02  0.39  −0.19  0.48 
 Air transport  0.03  0.3  0.08  0.76 
 Other transport  0.1  0.31  0.19  0.19 
 Other services  0.1  0.33  0.13  0.22 

   Source : Authors’ estimates  
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5.5          Concluding Remarks 

 While it is intuitive that bilateral trade liberalization would benefi t India and 
Pakistan, this study was able to estimate the extent of this welfare under multiple 
trade liberalization scenarios. Our results indicate that there are signifi cant gains 
from mutual trade liberalization between the two countries. However, these gains 
are fully realized only when complemented by productivity improvements in the 
modes of transport services for trade between the two countries. This is expected, 
given the infrastructure and logistical obstacles to trade between India and Pakistan. 
The model indicates that India and Pakistan would gain under both the fi rst and 
second simulations of trade liberalization and productivity changes in the modes of 
transportation used in trade services between the two countries. On the other hand, 
under Simulation 3 where all regional FTAs are in force, India’s welfare increases 
fourfold over that in Simulation 2, while Pakistan’s welfare is seen to fall. 

 The primary source of gains in the fi rst simulation is the allocative effi ciency 
effect, while that in the second simulation is the technical change effect. The signifi -
cant magnitude of the gains from the reallocation of trade, production, and transpor-
tation between India and Pakistan represents the present distortions in the economic 
relations of the two countries. For both India and Pakistan, the GDP increases and 
the trade balance falls under all three simulations. Disaggregating these benefi ts at 
a sectoral level allows us to identify the true benefi ciaries under the various simula-
tions of trade liberalization. With respect to India’s exports to Pakistan, the largest 
increases (in absolute terms) are seen in the heavy machinery, chemicals, and grains 
and crops sectors. The largest exports from Pakistan to India are expected to be in 
the grains and crops, processed food, textiles, and heavy manufacturing sectors. 

 To make this study more holistic, the analysis was extended to include the impact 
on other economies under the various simulated scenarios. This allowed us to gauge 
the effects of bilateral and multilateral liberalization on individual economies as 
well as regional economic integration on the whole. We found that in the fi rst two 
scenarios of bilateral liberalization between India and Pakistan, other countries do 
suffer some welfare losses. However, in a multilateral liberalization scenario (as in 
Simulation 3), several countries enjoy gains from liberalization. Malaysia, Singapore, 
Japan, Korea, and Nepal are some of the countries that would see a positive impact 
under this simulation, while losses can be expected in Sri Lanka, Chile, China, the 
EU, NAFTA, and the MERCOSUR region. However, the gains from liberalization 
far outweigh the losses.     
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6.1            Introduction 

 To date, regional integration efforts have had little impact on trading patterns in 
South Asia. Regional trade agreements such as SAFTA and SAPTA have been criticized 
for their large negative lists, back-loaded approach to tariff liberalization, restrictive 
rules of origin, and failure to address nontariff barriers. The volume of intra-regional 
trade among SAARC countries is only around 5 % of total trade compared to over 
20 % for ASEAN. Trade intensity for the SAARC region has increased only marginally 
over the past two decades (Kumar and Singh  2009 ). Regional liberalization under 
SAFTA has been shallow and limited in coverage. Most studies suggest that the region 
does not meet many of the conditions required for a successful RTA. There are also 
challenges to achieving deeper economic integration in South Asia that include the 
strained political relations between India and Pakistan, the lack of complementarity in their 
trade baskets, the modalities of the negotiating process, the small regional market, and 
asymmetries among the economies in this region. 

 Regional integration in South Asia has been affected by bilateral relations between 
India and Pakistan. The general view is that without political will at the highest level 
and without improvement in bilateral relations between these two countries, wider 
integration efforts in the region cannot progress. Thus, the recent initiatives to boost 
bilateral trade fl ows through initiatives at the Wagah border, Pakistan’s decision to 
grant MFN status to India, and the decisions to relax visa requirements for select cate-
gories of visitors between the two countries and to remove the prohibition on bilateral 
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investment have been hailed widely as much- needed confi dence-building measures. 
However, bilateral relations remain fragile and susceptible to adverse events. 

 In light of these recent developments and given the signifi cance of this bilateral 
relationship for longer-term integration prospects in South Asia, this chapter examines the 
scope for expanding trade between India and Pakistan in the area of services. To date, 
most of the discussion on India-Pakistan trade has centered on issues of trade facilita-
tion for goods, customs procedures, MFN status, and informal trade. There has been 
little or no focus on bilateral relations in services, although improved trade relations 
in services can yield direct and indirect benefi ts. Enhanced bilateral relations in ser-
vices can help diversify the trade basket; build confi dence through people mobility, 
investments, and information fl ows; and facilitate merchandise trade through cooperation 
in transport, logistics, telecommunications, and other infrastructure services by foster-
ing people-to-people ties. This chapter assesses the feasibility of developing trade 
and investment relations between the two countries in services and places this within the 
larger framework of improving overall bilateral relations and enabling progress on 
regional integration in services. 

 Section  6.1  provides a brief overview of trends in services performance in terms of 
output in the two countries. Section  6.2  presents the trends in services exports and 
imports as well as FDI in services for the two countries at the aggregate and subsectoral 
levels to highlight areas of strength and weakness in the two countries, the complemen-
tarities and overlaps, and, thus, potential opportunity segments. Section  6.3  discusses 
three specifi c services, namely, information technology, healthcare, and tourism. It 
briefl y outlines the status of their exports in the two countries, the evidence on bilat-
eral relations in these segments, and the trade possibilities and market access barriers 
in these subsectors based on secondary and primary sources. Section  6.4  outlines the 
broader challenges to regional integration in South Asia and concludes by suggesting 
the way forward.  

6.2      Trends in Services Performance 

 Services have been an important driver of overall economic growth in South Asia 
since the 1990s, helping to pull up overall economic growth in the region and compen-
sating for volatility in other sectors. The services sector’s strong performance over the 
previous decades has also led to its growing contribution to South Asia’s GDP and to its 
trade and investment fl ows. These trends refl ect the role of deregulation and policy 
reforms in services and the role of rising incomes and domestic demand in driving 
growth in segments such as trade and distribution services and growth in export oppor-
tunities due to technological advances and increased outsourcing of activities in seg-
ments such as information technology (IT), IT-enabled services, and various business 
services. South Asia is also an important source region for labor exports at various skill 
levels. 

R. Chanda
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6.2.1     Services Output 

 India dominates the region in services growth and has exhibited more dynamism in this 
sector than Pakistan. The regional picture largely refl ects India’s performance in ser-
vices. Table  6.1  summarizes the growth trends over the 1991–2010 period across all 
three sectors of the economy for the region as well as for India and Pakistan. The data 
indicate that India has exhibited consistently higher growth rates in services than 
Pakistan. In both countries, services growth has tended to be higher during the 2000s 
than in the 1990s.

   Services have grown in importance in both India and Pakistan, as measured by their 
contribution to overall GDP. In both countries, services occupy over half of GDP. This 
increased share has been directly at the expense of agriculture in the case of India, 
where the contribution of services has risen sharply from 52 % to nearly 60 % between 
2000 and 2010, compared to a more gradual increase in the case of Pakistan (Table  6.2 ).

   Across subsectors, India has exhibited higher growth than Pakistan, with all sub-
sectors growing at 8 % or more over the past decade compared to 6 % or less in the case 
of Pakistan. Trade and distribution services constitute the largest share within services 
in both countries (Table  6.3 ).

   The subsectoral data suggest that in Pakistan, services growth has been greater in 
miscellaneous, non-tradable services (e.g., personal, household, government services) than 
in business services, while in India segments such as communication services have 
exhibited better performance. Hence, the subsectoral pattern of India’s services 
growth is more likely to have had positive ramifi cations for trade. 

 An important characteristic of services growth in both countries is the much higher 
contribution of services to output as opposed to employment. While services account 

   Table 6.1    Growth in real GDP by sector for South Asia, India, and Pakistan, 1991–2010 (2005 
prices, US$)   

 Average annual growth rate of GDP by sector (%) 
 CAGR of GDP by sector 
(%) 

 1991–1995  1996–2000  2001–2005  2006–2010  1991–2000  2001–2010 

 South Asia  GDP  5.18  4.79  7.03  6.79  5.16  7.05 
 Primary  3.43  1.37  2.59  2.97  3.01  2.90 
 Secondary  6.43  4.12  8.29  5.52  5.58  7.35 
 Tertiary  6.00  6.57  8.11  7.75  6.23  8.05 

 India  GDP  6.37  5.41  7.44  8.17  6.05  7.95 
 Primary  3.47  0.88  1.95  2.90  2.93  2.51 
 Secondary  9.19  3.82  7.63  6.85  6.68  7.86 
 Tertiary  7.08  8.26  9.21  9.25  7.52  9.34 

 Pakistan  GDP  4.54  2.87  5.78  3.75  3.82  4.91 
 Primary  4.00  3.17  3.29  2.44  4.38  3.22 
 Secondary  4.30  3.19  9.78  4.03  3.81  6.66 
 Tertiary  5.03  3.38  5.77  4.52  4.24  5.28 

   Source : Calculated using National Accounts Main Aggregates Database.   http://unstats.un.org/
unsd/snaama/dnlList.asp    . Accessed 5 Dec 2012  
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for more than half of GDP in both India and Pakistan, their share in the labor force is 
only around one-third. Hence, services growth has not been very employment intensive 
in these countries. The high-growth services in India have relied more on productivity 
and effi ciency gains, thus not contributing to employment in the same measure.  

   Table 6.2    GDP value and share by sector (US$ million and %)   

 2000  2005  2010 

 South Asia  GDP  914,211.57  100.0  1,250,800.11  100.0  1,760,677.10  100.0 
 Primary  179,533.69  19.64  206,666.80  16.52  242,296.32  13.76 
 Secondary  329,565.71  36.05  469,238.39  37.52  646,573.89  36.72 
 Tertiary  476,496.69  52.12  690,504.06  55.20  1,014,919.52  57.64 

 India  GDP  597,743.59  100.0  837,298.66  100.0  1,251,602.85  100.0 
 Primary  127,915.10  21.40  146,063.78  17.44  170,335.74  13.61 
 Secondary  203,627.94  34.07  282,208.01  33.70  415,831.21  33.22 
 Tertiary  312,120.34  52.22  475,448.23  56.78  746,494.88  59.64 

 Pakistan  GDP  85,596.15  100.0  109,213.46  100.0  134,328.00  100.0 
 Primary  19,851.69  23.19  22,082.59  20.22  25,834.13  19.23 
 Secondary  28,845.80  33.70  44,402.41  40.66  54,886.31  40.86 
 Tertiary  43,032.85  50.27  55,488.72  50.81  70,473.53  52.46 

   Source : Calculated using National Accounts Main Aggregates Database.   http://unstats.un.org/
unsd/snaama/dnlList.asp    . Accessed 5 Dec 2012  

   Table 6.3    Share of services subsectors and CAGRs by subsector (%)   

 2000  2010  CAGR 

 South Asia  Construction  10.5  9.5  33.1 
 Wholesale, retail trade, restaurants, and hotels  25.6  21.2  31.9 
 Transport, storage, and communication (ISIC I)  13.2  11.6  32.7 
 Other activities  50.6  57.7  36.2 
 Total services  100.0  100.0  34.4 

 India  Construction  11.9  12.2  9.3 
 Wholesale, retail trade, restaurants, and hotels  26.5  25.8  8.8 
 Transport, storage, and communication (ISIC I)  11.1  15.5  12.8 
 Other activities  50.5  46.6  8.2 
 Total services  100.0  100.0  9.1 

 Pakistan  Construction  5.3  5.4  5.2 
 Wholesale, retail trade, restaurants, and hotels  30.9  29.2  4.5 
 Transport, storage, and communication (ISIC I)  24.9  21.8  3.7 
 Other activities  38.8  43.6  6.3 
 Total services  100.0  100.0  5.1 

   Source : Calculated using National Accounts Main Aggregates Database.   http://unstats.un.org/
unsd/snaama/dnlList.asp    . Accessed 5 Dec 2012  
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6.2.2     Services Trade 

 Trends in services output are also refl ected in the services trade fl ows of the two coun-
tries. Data on aggregate and subsectoral trade fl ows for both countries and associated 
measures of competitiveness and signifi cance in world markets indicate that India has 
been the driver of services trade in South Asia. It has exhibited much higher and more 
consistent growth rates for services exports and imports than Pakistan. The role of 
global economic conditions and the domestic economy have clearly had a bearing on 
services trade fl ows for both countries. Annual trade data indicate a signifi cant drop in 
both services exports and imports in 2009 and 2010 following the global economic 
crisis (Fig.  6.1 ).

   Given India’s stronger trade performance in services, the relative contribution of 
services to the country’s total export basket is much higher than for Pakistan. Services 
constitute a little over 30 % of India’s total export basket (peaking at around 36 % in 
2009) compared with less than 20 % for Pakistan. The same pattern emerges for the 
relative contribution of services within imports. Services contributed over 20 % of India’s 
total imports, which is greater than for Pakistan (Fig.  6.2 ).

   Services, thus, play a bigger role in the Indian economy with respect to output and 
trade compared with Pakistan or the rest of South Asia. This is also evident from India’s 
consistently growing share in world services exports and imports over the past decade. 
India’s share in world services exports has risen from a little over 1 % in 2000 to 
around 3.2 % in 2011, and its share in world services imports has increased from 
1.2 to 3 % over this same period. Pakistan’s shares in both world services exports and 
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  Fig. 6.1    Average annual growth rates of services exports and imports for India, Pakistan, and 
South Asia, 2001–2005 and 2006–2011 (%) ( Source : Calculated using UNCTAD stats: 
International trade in services report.   http://unctadstat.unctad.org/ReportFolders/reportFolders.
aspx    . Accessed 4 Dec 2012)       
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imports, on the other hand, were below 0.5 % throughout 2000–2011 and have declined. 
Thus, India’s services sector has been more trade oriented (Fig.  6.3 ).

6.2.2.1       Subsectoral Trends 

 Trends at the subsectoral level highlight the areas of strength and weakness within the 
services sector. Although several segments have witnessed signifi cant growth in India’s 
services exports, ICT services exports have risen tenfold in the past decade, and their 
share in the services export basket rose from 28 % to nearly 50 % in the 2000–2010 
period. There has been a shift from traditional services such as transport and travel 
services toward emerging segments, especially computer and information services and 
other business services. 1  The growth momentum has been dominated by IT services 
(Table  6.4 ).

1   Since government services account for a very small part of India’s services trade, excluding this 
segment does not change the composition of India’s services export basket much. 
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   India’s services import basket has diversifi ed over the past decade, with a growing 
contribution by emerging segments such as other business services and fi nancial ser-
vices. The import pattern refl ects the liberalization of the economy and the role of ser-
vices imports in supporting business activity. Overall, India’s services trade balance has 
moved from a slight defi cit to a reasonably large surplus over the past decade, but this 
improvement is mainly on account of computer and information services (Table  6.5 ).

   In the case of Pakistan, the services export basket is more diffi cult to assess due to the 
predominance of government services (n.i.e.) that constitute over half of Pakistan’s ser-
vices exports, followed by transport services. In absolute value terms, several services 
segments, such as other business services, computer and information services, insurance, 
and transport, show a consistent and reasonable increase in export value over the 2003–
2010 period, but these are signifi cantly smaller in value and share than government ser-
vices. In order to gauge the tradability of Pakistan’s services sector and performance 
trends in the commercial services segment, one needs to consider services exports net of 
government services, as captured in Table  6.6 .

   When we exclude government services, Pakistan’s main commercial services as 
exports are transportation, other business, computer and information, and communica-
tion services. IT and other business services have registered the largest increase in rela-
tive shares within the country’s services export basket. Although traditional services 

   Table 6.4    Value and share of India’s exports in different service subsectors (US$ thousand and %)   

 2000  2007  2010 

 Value  Share  Value  Share  Value  Share 

 Total services  16,685,100  100.0  86,927,000  100.0  116,454,000  100.0 
 Travel  3,459,880  20.7  10,729,000  12.3  14,160,000  12.2 
 Transportation  1,978,710  11.9  9,036,000  10.4  13,248,000  11.4 
 Other business 

services 
 4,149,150  24.9  20,695,000  23.8  21,667,000  18.6 

 Financial services  276,010  1.7  3,379,000  3.9  5,834,000  5.0 
 Royalties and license 

fees 
 82,550  0.5  163,000  0.2  128,000  0.1 

 Computer and 
information 
services 

 4,727,390  28.3  37,491,000  43.1  56,878,000  48.8 

 Construction services  501,940  3.0  753,000  0.9  525,000  0.5 
 Communications 

services 
 598,800  3.6  2,348,000  2.7  1,412,000  1.2 

 Insurance services  256,980  1.5  1,506,000  1.7  1,782,000  1.5 
 Personal, cultural, 

and recreational 
services 

 0.0  510,000  0.6  335,000  0.3 

 Government services, 
n.i.e. 

 653,680  3.9  317,000  0.4  485,000  0.4 

   Source : Calculated using ITC stats.   http://www.trademap.org/tm_light/Service_SelService_
TS.aspx    . Accessed 4 Dec 2012  
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such as transport account for the bulk of services exports, there has been a gradual shift 
toward modern services. 

 Pakistan’s commercial services imports are concentrated in three segments: trans-
port, travel, and other business services. Across almost all commercial services, with the 
exception of computer and information services and communication services, 
Pakistan has had a trade defi cit (Table  6.7 ).

   The picture that emerges is one of the relatively concentrated strengths in com-
puter and information services for India and has no signifi cant areas of commercial 
competitiveness in the case of Pakistan, although computer and information services, 

   Table 6.5    Value and share of India’s imports in different service subsectors (US$ thousand and %)   

 2000  2007  2010 

 Service label  Value  Share  Value  Share  Value  Share 

 Total commercial services  18,897,580  100.0  47,364,000  100.0  67,171,000  100.0 
 Transportation  8,703,160  46.1  10,119,000  21.4  14,212,000  21.2 
 Travel  2,690,360  14.2  8,220,000  17.4  10,636,000  15.8 
 Other business services  4,322,670  22.9  18,303,000  38.6  26,490,000  39.4 
 Financial services  1,277,190  6.8  3,237,000  6.8  6,787,000  10.1 
 Royalties and license fees  282,460  1.5  1,160,000  2.4  2,438,000  3.6 
 Computer and information 

services 
 576,780  3.1  3,583,000  7.6  2,531,000  3.8 

 Construction services  127,090  0.7  728,000  1.5  991,000  1.5 
 Communications services  104,790  0.6  862,000  1.8  1,194,000  1.8 
 Insurance services  813,080  4.3  887,000  1.9  1,425,000  2.1 
 Personal, cultural, and 

recreational services 
 0.0  265,000  0.6  467,000  0.7 

   Source : Calculated using ITC stats from   http://www.trademap.org/tm_light/Service_SelService_
TS.aspx    . Accessed 4 Dec 2012  

   Table 6.6    Value and share of Pakistan’s commercial services exports by subsector (US$ million 
and %)   

 2003  2007  2010 

 Value  Share  Value  Share  Value  Share 

 Total commercial services  1,476  100  2,224  100  2,793  100 
 Travel  122  8.3  276  12.4  304  10.9 
 Transportation  836  56.6  1,067  48.0  1,334  47.8 
 Other business services  247  16.7  419  18.8  599  21.4 
 Financial services  12  0.8  67  3.0  50  1.8 
 Royalties and license fees  8  0.5  37  1.7  3  0.1 
 Computer and information services  34  2.3  126  5.7  193  6.9 
 Construction services  4  0.3  66  3.0  20  0.7 
 Communications services  190  12.9  128  5.8  242  8.7 
 Insurance services  22  1.5  36  1.6  44  1.6 
 Personal, cultural, and recreational services  1  0.1  2  0.1  4  0.1 

   Source : Calculated using ITC stats.   http://www.trademap.org/tm_light/Service_SelService_
TS.aspx    . Accessed 4 Dec 2012  
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communication services, and other business services show promise. This is confi rmed 
by trends in these countries’ subsectoral shares in world exports. India’s signifi -
cance in the world market for computer and information services and as a result for 
total services exports has risen considerably over the past decade, though its share 
in other services segments remains low. Pakistan’s contribution to world services 
exports is negligible for all commercial services segments (Fig.  6.4 ).

   Revealed comparative advantage (RCA) indices confi rm India’s relative competitive-
ness in services as opposed to goods, especially in computer and information services. 
Figure  6.5  shows the aggregate goods and services RCAs for India, Pakistan, and 
South Asia followed by Table  6.8 , which provides the subsectoral RCAs for both 
countries.
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  Fig. 6.4    Share in world services exports by subsector, India and Pakistan, 2000 and 2011 (%) 
( Source : Calculated using ITC stats.   http://www.trademap.org/tm_light/Service_SelService_TS.
aspx    . Accessed 4 Dec 2012)       

   Table 6.7    Value and share of Pakistan’s commercial services imports by subsector (US$ thousand 
and %)   

 2003  2007  2010 

 Service label  Value  Share  Value  Share  Value  Share 

 Total commercial services  3,102,000  100.0  8,435,000  100.0  6,467,000  100.0 
 Transportation  1,585,000  51.1  3,278,000  38.9  3,756,000  58.1 
 Travel  925,000  29.8  1,593,000  18.9  925,000  14.3 
 Other business services  347,000  11.2  2,924,000  34.7  1,049,000  16.2 
 Financial services  73,000  2.4  125,000  1.5  102,000  1.6 
 Royalties and license fees  36,000  1.2  107,000  1.3  124,000  1.9 
 Computer and information 

services 
 6,000  0.2  122,000  1.4  168,000  2.6 

 Construction services  12,000  0.4  43,000  0.5  29,000  0.4 
 Communications services  45,000  1.5  101,000  1.2  158,000  2.4 
 Insurance services  73,000  2.4  141,000  1.7  143,000  2.2 
 Personal, cultural, and 

recreational services 
 0.0  1,000  0.0  13,000  0.2 

   Source : Calculated using ITC stats.   http://www.trademap.org/tm_light/Service_SelService_TS.aspx    . 
Accessed 4 Dec 2012  
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    The RCA estimates (excluding government services) highlight that both countries 
have potential in computer and information services. India’s RCAs in segments such as 
other business services and communication services have declined. Pakistan’s RCA esti-
mates indicate potential in communication and transport  services, in addition to IT ser-
vices. The high RCAs in transport services are noteworthy and require further examination 
to determine the source of this competitiveness and its implications. 

 Overall, some inferences can be drawn about the likely areas of  complementarity, 
collaboration, and commercial relations between India and Pakistan in services based 
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  Fig. 6.5    RCA indices for India, Pakistan, and South Asia, 2000, 2005, 2011 ( Source : Calculated 
using UNCTAD stats: International trade in goods and services report.   http://unctadstat.unctad.
org/ReportFolders/reportFolders.aspx    . Accessed 4 Dec 2012)       

   Table 6.8    Subsectoral RCA indices for India and Pakistan, 2000, 2005, 2010   

 India  Pakistan 

 2000  2005 a   2010  2000  2005  2010 

 Total commercial services  1.42  1.74  1.78  0.67  0.55  0.53 
 Travel  0.67  0.68  0.48  0.20  0.32  0.43 
 Transportation  0.54  0.64  0.54  2.85  2.30  2.25 
 Other business services  1.15  1.45  0.75  0.47  0.66  0.86 
 Financial services  0.26  0.43  0.69  0.12  0.34  0.25 
 Royalties and license fees  0.09  0.09  0.02  0.00  0.12  0.02 
 Computer and information services  10.15  13.02  8.14  0.59  0.68  1.15 
 Construction services  1.55  0.38  0.18  0.00  0.38  0.28 
 Communications services  1.72  1.68  0.44  6.80  5.90  3.16 
 Insurance services  0.86  1.23  0.71  0.21  0.81  0.73 
 Personal, cultural, and recreational services  0.00  0.25  0.36  0.00  0.09  0.18 

   Source : Calculated using ITC stats.   http://www.trademap.org/tm_light/Service_SelService_TS.aspx    . 
Accessed 4 Dec 2012 
  a As 2005 data for other business services is not available for India, the RCA estimate for this category 
is for 2007, which is the closest year available  
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on growth performance, RCA indices, and contribution to the export basket. Some 
potential areas appear to be computer and information services, communication ser-
vices, and other business services. Travel and transportation services are also poten-
tial areas for strengthening relations in view of their signifi cance in the export basket 
and their implications for commercial and noncommercial ties between the two 
countries. The trends indicate that there is scope for complementarity and collabora-
tion as opposed to competition between the two countries, given the large difference 
in the size of their services sectors and exports. Further, the nature of these services 
would warrant engagement through all four GATS modes of supply.  

6.2.2.2     Bilateral Services Trade 

 Bilateral services trade data provided by the State Bank of Pakistan highlights the lim-
ited engagement between the two countries. 2  India accounts for less than 0.5 % of 
Pakistan’s commercial services exports to the world, and this share has barely increased 
over the years. Pakistan’s main export markets for services are the USA, the UK, and 
the rest of the EU followed by the UAE. The growing importance of the UAE and 
Singapore is noteworthy (Table  6.9 ).

   On the import side, Pakistan’s main markets are the EU, the USA, the UAE, China, 
Saudi Arabia, and the UK. Singapore and Malaysia have increased in importance. India’s 
share, on the other hand, remains below 2 % (Table  6.10 ).

   Hence, India is not an important services trade partner for Pakistan, even compared to 
other Asian countries that are smaller players in the global services market. An 

2   Similar bilateral services trade data for India is not publicly available. 

   Table 6.9    Value and share of Pakistan’s commercial services exports to select partner countries 
(US$ thousand and %), 2011 and 2007   

 2011  2007 

 Value  Share  Value  Share 

 Total commercial services exports to world  3,374,586  100.00  2,286,401  100.00 
 India  10,305  0.31  3,371  0.15 
 USA  974,515  28.88  807,379  35.31 
 UK  311,878  9.24  219,526  9.60 
 UAE  410,502  12.16  229,986  10.06 
 China  61,753  1.83  28,111  1.23 
 Canada  11,287  0.33  9,955  0.44 
 Singapore  269,128  7.98  75,935  3.32 
 Afghanistan  30,004  0.89  3,755  0.16 
 Malaysia  15,827  0.47  12,239  0.54 
 Sri Lanka  5,064  0.15  1,134  0.05 
 EU  840,624  24.91  561,676  24.57 
 Saudi Arabia  212,060  6.28  176,898  7.74 

   Source : Calculated using ITC stats.   http://www.trademap.org/tm_light/Service_SelService_TS.aspx    . 
Accessed 4 Dec 2012  
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analysis of the subsectoral pattern of services trade reveals that Pakistan’s bilateral 
services trade is highly concentrated in a few areas (Tables  6.11  and  6.12 ).

    Pakistan’s services exports to India mainly consist of communication and other 
business services that together constitute close to 80 % of all commercial services 
exports to India. On the import side, transport services make up the bulk of Pakistan’s 

   Table 6.10    Value and share of Pakistan’s commercial services imports from select partner countries 
(US$ thousand and %), 2011 and 2007   

 2011  2007 

 Partner country  Value  Share  Value  Share 

 India  118,865  1.7  107,740  1.3 
 USA  918,862  13.0  803,018  10.1 
 UK  471,436  6.7  516,996  6.5 
 UAE  912,489  12.9  784,150  9.8 
 China  614,362  8.7  833,387  10.4 
 Canada  69,475  1.0  114,836  1.4 
 Singapore  328,393  4.6  291,901  3.7 
 Afghanistan  8,305  0.1  1,009  0.0 
 Malaysia  172,844  2.4  123,205  1.5 
 Sri Lanka  18,418  0.3  17,267  0.2 
 EU  1,076,806  15.2  1,291,269  16.2 
 Saudi Arabia  582,096  8.2  498,533  6.2 

   Source : Calculated using State Bank of Pakistan Publication on Imports of Goods and Services. 
  http://www.sbp.org.pk/index.asp    . Accessed 12 Feb 2013  

   Table 6.11    Pakistan’s services exports to India, values (US$ thousand) and shares (%), 
2007–2011   

 2011  2010  2009  2008  2007 

 Service category  Value  Share  Value  Share  Value  Share  Value  Share  Value  Share 

 Total commercial services 
(excl. government 
services) 

 10,305  100  8,257  100  6,274  100  3,743  100  3,371  100 

 Transportation  443  4.3  415  5.0  19  0.3  726  19.4  354  10.5 
 Travel  36  0.3  44  0.5  74  1.2  463  12.4  614  18.2 
 Communication services  5,374  52.1  341  4.1  5  0.1  10  0.3  1  0.0 
 Construction services  1,083  10.5  6  0.1  0  0.0  1  0.0  0  0.0 
 Insurance services  6  0.1  905  11.0  67  1.1  40  1.1  3  0.1 
 Financial services  301  2.9  281  3.4  324  5.2  459  12.3  319  9.5 
 Computer and information 

services 
 242  2.3  41  0.5  90  1.4  114  3.0  44  1.3 

 Royalties and license fees  54  0.5  12  0.1  45  0.7  53  1.4  27  0.8 
 Other business services  2,731  26.5  6,176  74.8  5,614  89.5  1,821  48.7  2,007  59.5 
 Personal, cultural, and 

recreational services 
 35  0.3  36  0.4  36  0.6  56  1.5  2  0.1 

   Source : Calculated using State Bank of Pakistan Publication on Exports of Goods and Services. 
  http://www.sbp.org.pk/index.asp    . Accessed 12 Feb 2013  
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services imports from India. Most of the other services are insignifi cant (less than 
1 %), though there is considerable variation in the relative shares of some segments 
due to the low base of services trade between the two countries and possibly problems 
in capturing the true extent of services trade in some segments. 

 It is also worth noting that the pattern of services trade between India and 
Pakistan is different from the composition of Pakistan’s overall services exports and 
imports. Exports of both communication and other business services occupy a larger 
share in Pakistan’s trade with India than in its overall services trade basket with the 
world; on the other hand, other segments such as transport, which are important in 
its overall services exports to the world, occupy a very small share in Pakistan’s 
exports to India but constitute a disproportionate share in its services imports from 
India. This trade pattern does not correspond well with the relative competitiveness 
pattern indicated by the subsectoral RCAs for the two countries. Subsectors where 
Pakistan has much higher RCAs than India (such as transportation services) do not 
feature importantly in its exports to India, and, conversely, subsectors where India 
is more competitive (computer and information services) do not feature signifi -
cantly in Pakistan’s imports from India. These differences between the aggregate 
and the bilateral patterns of the services trade basket suggest that (a) there are 
barriers to services trade between India and Pakistan that adversely affect the potential 
for services fl ows; (b) there is scope to expand trade relations in services to leverage 
areas where the two countries are competitive; (c) there are likely to be competing 
interests in some subsectors where collaboration and tie-ups rather than trade may 
be benefi cial; and (d) there may be lack of interest in each other’s market in areas 
where the two countries are competitive. 

 These inferences are roughly confi rmed by data on Pakistan’s bilateral services 
exports and imports across select developed and developing countries. A few impor-
tant points emerge. Pakistan’s services trade is more diversifi ed with developed 
country partners than with developing country partners such as India and China. 
Its imports of transportation services constitute a much higher share of its services 
import basket in the case of developing countries. Its trade pattern with India differs 
considerably from that with other countries, both developed and developing, in four 
subsectors, namely, transportation, computer and information, communications, 
and other business services. Transportation services account for a particularly low 
as a share of Pakistan’s services exports to India, whereas it is particularly high 
for Pakistan’s services imports from India compared with that for its other partners 
(a feature that may be explained by the lack of diversifi cation of the rest of the 
basket and some other logistics and trade facilitation-related reasons). Likewise, the 
share for computer and information services exports with respect to India is much 
lower than for Pakistan’s exports to countries such as the USA, the UK, and even 
China, which could indicate scope for expanding commercial relations in this segment 
with India. On the other hand, the share of communication services is very high 
in Pakistan’s services exports to India compared with its exports to other partners, 
while the share of other business services imports is very low in the case of India 
compared to that for other partner countries (Tables  6.13  and  6.14 ).
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    Two broad inferences can be drawn. The fi rst is that the services trade basket 
between India and Pakistan is narrower than it is with other countries, and so there 
is scope for expanding this basket. The second is that cross-border supply or Mode 
1 trade in services seem to be performing better than other modes (communication 
and transport services being primarily provided through Mode 1); this indicates that 
without the facilitation of people, capital, and service provider mobility, the pros-
pects for services trade will remain limited (which is refl ected by the lower shares 
for computer and information services, travel services, and other business services 
in the case of India relative to other partners). Overall, India can potentially be a 
more important services trade partner for Pakistan. The overlap in terms of growing 
signifi cance of certain regional markets such as Singapore and the UAE suggests the 
potential for exploiting commercial opportunities through third countries (via joint 
ventures and establishments in third markets with whom both countries have 
substantial trade interests in services) if direct trade linkages in services between the 
two countries prove diffi cult to establish.   

6.2.3     Services Investment 

 As services transactions require the presence of establishments, it is important to 
examine FDI trends in the two countries and the role of services within overall FDI 
fl ows. The source and sectoral profi le of FDI fl ows for the two countries indicates 
the prospects for bilateral investment relations in services if existing investment 
restrictions are removed. 

 Net FDI infl ows into Pakistan have been important across a variety of services 
such as communications, fi nancial, construction, and energy services. Although 
there has been some volatility in these trends, most of the FDI has been in services. 
The USA, the UK, and some countries in the Middle East are the main sources of 
FDI in Pakistan (Table  6.15 ).

   Likewise, services account for over 60 % of net FDI infl ows into India. Chief 
among these services are construction, fi nancial, communications, and business 
services. If we exclude Mauritius, the important source countries are the USA, the 
UK, the UAE, and Singapore. Large FDI fl ows from certain countries may refl ect 
tax treaty arrangements that make it attractive for investors to route their investment 
through these countries to take advantage of preferential provisions such as exemption 
from capital gains tax (Table  6.16 ).

   An important development is the growing outward investment by Indian companies, 
including in the services sector. Outward FDI fl ows from India have grown from 
US$678 million in 2000–2001 to US$16.8 billion in 2010–2011, most of this in the 
form of equity and mainly in business (including IT) services (Table  6.17 ).

   Data on the country destination for FDI indicates the signifi cance of bilateral tax 
treaties in driving Indian outward investment. Several of these destination countries, 
such as Singapore and Mauritius, are also important source countries of FDI, which 
suggests round-tripping of some of India’s FDI fl ows. 

6 Trade in Services Between India and Pakistan
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   Table 6.15    Net FDI infl ows into Pakistan by sector, values (US$ million), and shares (%)   

 2001–2002  2005–2006  2011–2012 

 Value  Share  Value  Share  Value  Share 

 Oil and gas  268.2  55.3  312.7  8.9  612.8  75.4 
 Financial business  3.6  0.7  329.2  9.3  56.4  6.9 
 Textiles  18.5  3.8  47  1.3  30.3  3.7 
 Trade  34.2  7.1  118  3.4  25.3  3.1 
 Construction  12.8  2.6  89.5  2.5  71.8  8.8 
 Power  36.4  7.5  320.6  9.1  −84.9  −10.4 
 Chemical  10.6  2.2  62.9  1.8  96.3  11.9 
 Transport  21.4  4.4  18.4  0.5  17.4  2.1 
 Communication (IT and 

telecommunications) 
 12.8  2.6  1,937.70  55.0  −315.3  −38.8 

 Others  66.2  13.7  285  8.1  302.5  37.2 
 Total (including privatization 

proceeds) 
 484.7  100  3,521.00  100.0  812.6  100.0 

   Source : Board of Investment, Govt. of Pakistan.   http://www.pakboi.gov.pk/index.php?option=com_
content&view=article&id=180&Itemid=137    . Accessed 4 Dec  2012   

   Table 6.16    Net FDI infl ows into India by sector, values (US$ million), and shares (%)   

 2007–2008  2009–2010  2011–2012 

 Source/industry  Value  Share  Value  P   Share  Value  P   Share 

 Total FDI  19,425  100.0  22,461  100.0  23,473  100.0 
 Manufacture  3,726  19.2  5,143  22.9  9,337  39.8 
 Construction  2,551  13.1  3,516  15.7  2,634  11.2 
 Financial services  3,850  19.8  2,206  9.8  2,603  11.1 
 Real estate activities  1,336  6.9  2,191  9.8  340  1.4 
 Electricity and other energy generation, 

distribution, and transmission 
 829  4.3  1,877  8.4  1,395  5.9 

 Communication services  66  0.3  1,852  8.2  1,458  6.2 
 Business services  1,158  6.0  1,554  6.9  1,590  6.8 
 Miscellaneous services  1,901  9.8  888  4.0  801  3.4 
 Computer services  1,035  5.3  866  3.9  736  3.1 
 Restaurants and hotels  280  1.4  671  3.0  870  3.7 
 Retail and wholesale trade  200  1.0  536  2.4  567  2.4 
 Mining  461  2.4  268  1.2  204  0.9 
 Transport  816  4.2  220  1.0  410  1.7 
 Trading  176  0.9  198  0.9  6  0.0 
 Education, research, and development  156  0.8  91  0.4  103  0.4 
 Others  884  4.6  384  1.7  419  1.8 

   Source : RBI Annual Report ( 2012 ) Appendix Table 19.   http://rbi.org.in/scripts/AnnualReport
Publications.aspx?Id=1070    . Accessed 21 Dec 2012 
  Note :  P  provisional 
 Only FDI through SIA/FIPB and RBI routes  
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 There is considerable overlap in the sectoral composition of FDI infl ows and the 
source countries for FDI. This suggests commonality in sectoral interests as well as 
potential to attract investment in services from select regions and countries. What 
makes these trends pertinent to assessing prospective bilateral relations is the growth 
in outward FDI by Indian companies in countries that are also sources of investment 
for both India and Pakistan. Thus, there is potential for the two countries to collaborate 
on FDI fl ows, especially in IT, other business, and energy services, through estab-
lishments based in third countries if direct investment between the two countries is 
diffi cult. In addition, since some of these investment partner countries are also 
important services trade partners for the two countries, trade and investment fl ows 
in services between India and Pakistan could be linked through third countries. The 
evidence also indicates the signifi cance of bilateral tax treaties in shaping outward 
and inward FDI fl ows in India, since some of the main destination and source 
countries have tax treaties with India. This suggests the potential for stimulating 
investment fl ows between India and Pakistan through bilateral arrangements such as 
investment or tax treaty. 3    

6.3      Opportunities and Constraints in Select Services 

 An examination of specifi c services captures the prospects and challenges for 
expanding bilateral services trade and investment between the two countries. The 
following discussion examines three services, namely, IT-BPO, tourism, and health 
services. For each service, it outlines its characteristics and describes recent trends 

3   India, until recently, did not permit Pakistani citizens or entities incorporated in Pakistan to invest 
in India. 

   Table 6.17    Major sector-wise overseas investments by Indian companies (US$ billion)   

 Sector 
 2008–
2009 

 2009–
2010 

 2010–
2011 

 2011–
2012 a   Total 

 Manufacturing  10.18  5.35  5.04  2.74  23.31 
 Financial insurance, real estate business, and 

business services 
 3.55  4.41  6.53  2.53  17.03 

 Wholesale, retail trade, restaurants, and hotels  1.17  1.13  1.89  1  5.19 
 Agriculture and allied activities  2.38  0.95  1.21  0.41  4.94 
 Transport, communication, and storage services  0.31  0.38  0.82  1.34  2.85 
 Construction  0.35  0.36  0.38  0.37  1.46 
 Community, social, and personal services  0.39  0.18  0.7  0.18  1.45 
 Electricity, gas, and water  0.14  0.84  0.1  0.04  1.19 
 Miscellaneous  0.12  0.11  0.18  0.1  0.51 
 Total  18.58  13.71  16.84  8.73  57.86 

   Source : Extracted from Khan ( 2012 ) Table 1.   http://rbi.org.in/scripts/BS_SpeechesView.
aspx?Id=674    . Accessed 6 Dec 2012 
  a April 2011 to February 22, 2012  
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in the two countries using secondary sources. It also presents the views of industry 
experts and academics on the potential to expand bilateral relations in these services. 

6.3.1     IT-BPO Services 

 An important growth segment in both India and Pakistan has been information 
technology and business process outsourcing services. The contribution of this 
sector to exports has grown in both countries, driven by common factors such as the 
pool of skilled and English-speaking labor force, low costs, and improvements in 
telecommunications infrastructure. However, there are problems with quality, data 
protection, rising costs, and growing competition from third countries that are likely 
to affect future growth. 

6.3.1.1     India 

 Within the services sector, the IT-BPO segment has been the fastest growing subsector 
in India’s exports, registering double-digit annual growth rates for exports in the 
past decade. India’s IT and BPO services exports have risen from a mere US$754 
million in 1995–1996 to US$9.6 billion in 2002–2003 and then to $47.5 billion in 
2009, with the industry’s total turnover reaching $101 billion or 8 % of GDP in 
2012. Exports amounted to $69 billion (or over two-thirds of total industry turnover). 
As a result, the IT sector’s share in India’s total export basket has increased from 
less than 4 % in 1998 to around 25 % in 2012. Within the industry, IT services alone 
is accounted for $56 billion (56 %) in 2012, BPO services for another 21 %, and 
engineering services and software products for another 18 % of export earnings in 
this industry (   NASSCOM Strategic Review  2013 , p. 4). 

 These exports cover a variety of verticals, including the banking and fi nancial 
services industry (BFSI), telecommunications, manufacturing, retail, healthcare, 
and travel and tourism. There has also been a gradual movement up the value chain, 
with a growing number of offshore R&D centers being established in India and a 
shift toward higher-end services, such as business analytics, equity research, and 
market research. Multinational fi rms operating in the Indian market through captive 
subsidiaries and offshore development centers as well as large-, small-, and medium- 
sized Indian fi rms are engaged in IT-BPO services exports. The main export markets 
for India’s IT-BPO industry are the USA followed by the UK, with the two together 
accounting for almost 80 % of total exports. There has been little diversifi cation 
beyond these two English-speaking countries to the Asia-Pacifi c region or the rest 
of the world (Figs.  6.6  and  6.7 ).

    India’s IT-BPO services exports take the form of onsite delivery through the 
temporary movement of software professionals to other markets and offshore delivery 
through data, voice, and information fl ows over the Internet and phone. There has 
been a gradual shift from a predominantly onsite to an offshore mode of delivery 
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over the past decade. The onsite-offshore mix declined from 57 and 43 %, respectively, 
in 2000 to 30 and 70 %, respectively, in 2005 and stands at 85:15 today (Hindu 
Business Line  2010 ). Mode 1 exports accounted for 69 % of IT services exports in 
2011–2012, followed by Mode 3 and Mode 4 at 15.4 % and 15.1 %, respectively. 4  
According to the AT Kearney Offshore Location Attractiveness Index, India has 
consistently ranked the highest among offshore destinations, due to the combination 
of its skill availability, favorable business environment, and low cost (Kearney 
 2011 ). Today, India accounts for 58 % of the offshore IT-BPO market, and India-
based delivery is estimated to account for 60–70 % of the delivery capabilities of the 

4   RBI ( 2013 )  http://rbidocs.rbi.org.in/rdocs/PressRelease/PDFs/IEPR42SUR0713.pdf 
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  Fig. 6.6    Indian IT-BPO industry by verticals, 2011 ( Source : NASSCOM strategic review ( 2013 ), p. 73)       
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leading multinational IT-BPO players, despite emerging competition from other 
developing countries and regions (NASSCOM  2013 , p. 43). Growth in outsourcing 
and the establishment of offshore development centers in India have had important 
spillover effects on the Indian economy in terms of the sector’s contribution to 
GDP and to direct and indirect employment (NASSCOM  2013 ). However, there are 
challenges, including the need to ensure adequate quality manpower to address 
rising wage costs, to move up the value chain in verticals and products, to diversify 
export markets including the Asian market, and to spread into second- and third-tier 
cities to address rising establishment costs and serve the domestic market.  

6.3.1.2     Pakistan 5  

 The IT industry in Pakistan has witnessed high growth in exports. According to the 
Central Bank’s statistics, IT exports amounted to US$187.9 million in 2009–2010, 
although the WTO places the fi gure four times higher at US$ 490.4 million. According 
to estimates of software developers, exports were close to $1 billion. The BPO 
industry has registered double-digit export growth in recent years. The industry 
provides contact centers and offshore back-offi ce services such as fi nance functions, 
software development, data processing, IT support, administrative support, and 
marketing services. Experts estimate an annual average growth rate of 33 %, with 
export revenues crossing US$10 billion over the next 5 years (Pakistan Software 
Export website). The main verticals are government, fi nancial, telecommunications, 
and energy. There is also a gradual shift in revenue sources from exports toward 
the domestic market, with the split changing from 40:60 to 52:48 more recently 
(Figs.  6.8  and  6.9 ).

    Like India, Pakistan’s cost advantage stems from its large untapped pool of 
English-speaking graduates whose wages are around 60 % of those of their US coun-
terparts. Employment has grown rapidly, increasing by 41 and 27 % in 2007–2008 
and 2006–2007, respectively, according to a study commissioned by P@SHA. A 
2007 Annual Review of the country’s IT-BPO industry put the number of full-time 
IT professionals at 12,232, up from 4,619 in 2004, with 20 % being foreign qualifi ed 
professionals. In 2008, over 24,000 IT professionals were engaged in export-oriented 
activities such as software development, call centers, and technical support services. 
The total number of IT professionals in the country was estimated at around 
125,000 in 2008 (Pakistan Software Export website). Given the large number of IT 
graduates produced each year and that several universities offer IT and computer sci-
ence programs, Pakistan has a steady supply of professionals for the industry. There 
are also infrastructure advantages due to high-speed connectivity at competitive rates 
in all major cities; infrastructure investment in telecommunications; the establish-
ment of IT parks proactive measures by the government to develop the industry, such 
as tax exemptions until 2016; and liberal foreign investment policies. 

5   The discussion in this section is based on P@SHA ( 2013 )  http://pasha.org.pk/ict-industry/facts- 
fi gures/  and the Pakistan Software Export website,  http://www.pseb.org.pk/item/industry_overview . 
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 There has been impressive growth in this industry. The number of companies has 
grown signifi cantly (from just 4 in 1994 to around 400 today). The largest  companies 
today earn around US$15–25 million in revenues, and some of the leading MNCs 
account for much larger revenues. The industry as a whole earns over $2 billion in 
revenues, up from less than a billion dollars a few years ago. Most of this growth has 
been from foreign software and high-end services projects. MNCs such as IBM, 
Cisco, Microsoft, and Oracle have in recent years expanded their operations in 
Pakistan, and start-ups backed by venture capitalists have also emerged. The leading 
8–10 MNCs have been growing at 25–30 % per year on average. At current growth 
rates, the industry is expected to cross US$11 billion in the next 5 years. Today, the 
in-house operations of the major MNCs, banks, and government bodies constitute 
an important part of the customer base for Pakistan’s IT-BPO industry, and in-house 
development contributes signifi cantly to the IT market in the country. 

 However, there are several areas of concern connected with the continued 
availability of skilled manpower, quality, and physical infrastructure. There is over-
dependence on a few clients for exports, and there is a need to diversify and focus on 
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international marketing and business development. The P@SHA    study found that the 
average share of company revenue derived from the top fi ve clients rose from 72.5 % 
in 2004 to 83 % in 2007. Pakistani fi rms also face growing competition from fi rms in 
other countries (which has partially contributed to the shift in revenues from the 
export market toward the domestic market) and are confronted by problems of nega-
tive image and publicity arising from geopolitical problems. There is also an overde-
pendence on the USA and the UK for investment in this industry. Over 20 % of 
software and BPO companies in Pakistan have their parent entities in the USA, fol-
lowed by the UK, with the subsequent dominance of these markets for Pakistan’s 
IT-BPO exports. 

 Overall, Pakistan fares moderately in recent studies on its relative attractiveness 
for IT-BPO services exports. It scores reasonably well on costs and availability of 
manpower, but not so well on infrastructure, standards and certifi cation, and geopo-
litical stability. In relation to India, it fares better in labor costs and overall costs for 
setting up and managing IT operations. In recent years, global outsourcing country 
rankings have included Pakistan among the list of “potential players.” The main 
negative factor is rising labor and infrastructure costs.  

6.3.1.3     Bilateral Prospects 

 Both India and Pakistan derive their comparative advantage in this sector from their 
large manpower base and low labor costs compared to developed and other developing 
countries. There are clearly elements of competition in terms of their export orientation 
toward markets such as the USA and the UK and the dominance of verticals such as 
banking, fi nancial, and telecommunications services. However, they face common 
challenges, though Pakistan’s industry not only is much smaller but also has to 
overcome barriers of perception about quality and political stability. From a bilateral 
perspective, there is scope to approach this sector strategically by encouraging 
collaboration and tie-ups between Indian and Pakistani fi rms, which help address 
Pakistan’s constraints with regard to scale, reputation, marketing, and diversifi cation 
and which help address India’s emerging challenges on wages, quality manpower, 
growing competition from lower-cost countries, and the need for diversifi cation. 

 Pakistan’s trade in computer and information services with India is very small 
but growing. The trade balance is in favor of India. Imports from India have grown 
more than exports to India, though not signifi cantly (Table  6.18 ).

   Bilateral trade in communications services, which includes call center services 
(in addition to telecommunications services and courier and postal services based 
on the State Bank of Pakistan’s classifi cation of this subsector), is larger than for 
computer and information services and is in favor of Pakistan. Recent monthly data 
on Pakistan’s services exports suggests that about 10–20 % of overall communications 
services exports are accounted for by call services (Table  6.19 ).

   There seems to be scope for increasing trade in computer and information 
services and BPO services with India when we compare trade trends for India with 
the trends for other developing countries such as Singapore, Malaysia, and China 
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(Yasir  2011 ). The very low volume of IT and BPO services trade with India  indicates 
various barriers to trade between India and Pakistan. Some of the larger IT compa-
nies in both countries work together; the Pakistani company Netsol has provided 
fi nancial services applications to Indian companies, Ten Pearl has signed a deal with 
an Indian company to create mobile applications, and Pakistan’s System Limited 
has worked with Indian companies through its sister organization in the 
USA. However, experts fi nd that there are several restrictions on sharing mutual 
expertise and IT-based applications. These include the absence of MFN status by 
Pakistan’s government to India; restrictions on investment by Indian IT companies 
in Pakistan; lack of a supportive visa policy, which constrains the mobility of IT 

   Table 6.18    Pakistan’s exports and imports of computer and information services, 2009–2011 
(US$ thousand)   

 Exports  Imports 

 Country  FY11  FY10  FY09  FY11  FY10  FY09 

 India  242  41  90  1620  928  504 
 USA  104,953  94,827  115,749  17,873  16,276  27,034 
 UK  17,946  28,183  17,180  19,808  22,132  19,169 
 UAE  19,856  14,288  13,899  18,692  21,648  11,670 
 China  8,506  5,135  1,394  600  823  1,029 
 Canada  4,028  2,270  1,714  588  1,155  57 
 Singapore  5,463  2,426  2,090  38,491  27,742  19,135 
 Malaysia  602  135  103  7,753  10,174  6,719 
 EU  36,628  40,684  26,500  56,104  56,428  31,105 
 Sri Lanka  38  6  4  147  209  215 
 Saudi Arabia  6,373  3,861  2,768  53  0  0 

   Source : Publication on Exports and Imports of Goods and Services from State Bank of Pakistan. 
  http://www.sbp.org.pk/index.asp    . Accessed 12 Feb 2013  

   Table 6.19    Pakistan’s exports and imports of communication services, 2009–2011 (US$ thousand)   

 Exports  Imports 

 FY11  FY10  FY09  FY08  FY07  FY06 

 India  5,374  341  5  460  184  144 
 USA  153,935  157,828  138,777  13,617  14,150  12,041 
 UK  11,247  33,965  13,197  14,205  16,660  23,234 
 UAE  17,425  15,582  4,559  69,986  71,715  66,965 
 China  423  548  311  497  977  1,503 
 Canada  1,014  595  313  21  1,759  252 
 Singapore  977  1,796  295  7,931  10,591  7,776 
 Afghanistan  1,181  1,118  27  6,287  87  1,746 
 Sri Lanka  3,423  22  81  23  112  6 
 EU  27,609  41,560  32,734  44,923  35,365  41,228 
 Saudi Arabia  816  1,528  74  779  785  906 
 Malaysia  2,204  2,502  346  10,718  1,776  1,736 

   Source : Publication on Exports and Imports of Goods and Services from State Bank of Pakistan. 
  http://www.sbp.org.pk/index.asp    . Accessed 12 Feb 2013  
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professionals; and corporate regulations. Pakistani and Indian companies have not 
been able to invest in each other’s countries, merge to form larger companies, or 
enter into partnerships. But as the former chairman of P@SHA noted in an inter-
view, there is a lot of potential for Indian companies to invest in Pakistan’s IT sector, 
especially since the large Indian IT companies are looking to outsource their BPO 
businesses to countries such as the Philippines. Pakistan could be a potential partner. 
According to a newspaper source, Pakistan and India can boost their mutual trade in 
the IT sector to as much as $5 billion through joint ventures, investment, and 
exchange of expertise (Yasir  2012 ). 

 Secondary sources indicate the potential to complement each other given their 
mutual strengths. For instance, Pakistani industry has gained a reputation in gaming 
and animation that could be combined with Indian industry’s strength in IT-enabled 
services. Investment fl ows and movement of service providers are central to boosting 
bilateral relations in the ICT sector. 

 Discussions with industry experts confi rm these possibilities. According to one 
Pakistani expert, Pakistan is better placed than some parts of India for the call center 
business because of its neutral accent. It also has good bandwidth and compares 
well with India on telecommunications costs and connectivity. Companies in both 
countries could set up offi ces in a third, neutral country, such as Dubai or Singapore, 
through joint ventures and provide services from these offshore offi ces to other 
markets. This approach would circumvent the investment and visa restrictions that 
make it diffi cult to do direct business between the two countries. It is also possible 
for Indian companies to strategically engage with Pakistani companies to tap 
markets in the Middle East, Central Asia, and North Africa. Other potential areas of 
engagement are exports of Indian software products to Pakistani banks and vice 
versa and using Indian expertise to execute the contracts of Pakistani IT fi rms in 
third countries. According to a recent study commissioned by P@SHA, Pakistan 
could provide a strategic offshore base for Indian companies to service Western and 
Central Asia, while Indian investments in Pakistan would benefi t the latter through 
increased access to technology and markets. Although there is the possibility 
that increased trade in this sector with India could come at the expense of domestic 
providers, little concern has been voiced in this regard and the emphasis is on mutual 
complementarities and possibilities for collaboration. 

 However, the general view about bilateral prospects in this sector is not too 
optimistic, especially on the Indian side. Discussions indicate that given the current 
regulatory environment, it would be very diffi cult for companies in the two 
countries to work together due to diffi culties in obtaining visas and setting up 
offi ces. As people mobility and working in teams are essential for collaboration in 
this industry, a roadmap would be required for facilitating visas for IT service 
providers. Moreover, given the negative perceptions about Pakistan due to issues of 
terrorism and fundamentalism, Indian companies are unlikely to consider Pakistan 
for investment in the immediate future. It was noted that there is no particular reason 
why Indian IT companies would be very interested in the Pakistani market or in 
Pakistani fi rms since (a) Pakistan is still much lower in the rankings than other 
potential markets where Indian fi rms could invest, (b) its scale of engineering talent 
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and manpower is not very large, and (c) there are concerns about safety and stability 
in that market. According to some Indian industry experts, there is nothing specifi c 
that the Pakistani industry can add to the portfolio of Indian IT companies in terms 
of service offerings, lower costs, vertical specialization, or quality for serving 
Western markets. Instead, the Philippines, Eastern Europe, and East Africa provide 
better options in terms of availability of specialized skills and talent. Pakistan lacks 
suffi cient scale, quality, and expertise and is not an attractive market for investment 
and offshoring for the Indian IT-BPO industry. 

 Experts suggested that to promote bilateral ties in ICT services, the two governments 
need to take several steps. These would include signing an agreement to cooperate 
in IT-BPO services so as to provide offi cial sanction to business initiatives in the IT 
sector; promoting travel between companies through an easy visa for companies 
and service providers who meet specifi ed entry conditions; promoting more trade in 
products, including IT products; removing investment restrictions; and enabling the 
exchange of students, interns, executives, and contractual service providers to boost 
confi dence. Overall, while there is potential for trade, investment, collaboration, 
and leveraging complementarities and synergies, realizing this potential will require 
both governments to create a facilitative regulatory environment and confi dence-
building measures on visas and investment rules.   

6.3.2     Health Services 

 Healthcare is a sector where the potential for regional integration and cooperation 
has been well recognized. Both Pakistan and India have poor health indicators. 
Public expenditure on healthcare accounts for less than 1 % of their GDP, and out-of- 
pocket spending constitutes the main source of health fi nancing in both countries. 
The countries share common challenges in terms of the lack of universal and reliable 
health coverage, lack of equitable access, under-allocation of resources, lack of quality, 
and lack of institutional capacity. The private sector plays an important and growing 
role in meeting the growing demand for health services in both countries. 

6.3.2.1     India in the Regional Market 

 Regional initiatives and developments, particularly in the private sector, highlight 
some of the regional opportunity segments. One promising segment is medical tourism. 
India attracts international patients from over 50 countries, including all the South 
Asian countries. The country’s medical tourism industry is estimated at $1 billion 
and has been projected to touch $2 billion by 2015 (Dey  2013a ). International patients, 
on average, account for 10–20 % of total patients in major corporate hospitals (Dey 
 2013b ). The regional South Asian market and in particular medical value travelers 
from Pakistan, Bangladesh, Nepal, and the Maldives have been identifi ed as one of the 
four strategic segments for promoting medical tourism exports by Indian hospitals, 
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given the underdeveloped facilities and unavailability of specialized treatments in 
these markets. Such patients fi nd medical care in India attractive due to considerations 
of cost, quality, cultural, and geographic proximity. Manipal Hospital in Bangalore 
receives patients from more than 30 countries, including Sri Lanka, Bangladesh, 
Nepal, and Pakistan among the SAARC nations. Pakistan is seen as a potential 
source market for patients seeking high-end treatments at a reasonable cost. 

 The government of India has taken steps in recent years to promote medical tourism. 
It has introduced M-visas for health tourists that are valid for 1 year and allows up to 
three entries; they can be extended for another year by the state government or 
Foreigner Regional Registration Offi ces (FRROs) subject to a medical certifi cate or 
advice from reputed or recognized hospitals in the country. 6  Attendants or family 
members are granted MX-visas that are co-terminus with the M-visa. In addition, as of 
2007, the Ministry of Health and Family Welfare has allowed medical practitioners 
from several countries such as the USA, the UK, Canada, and Australia to work in Indian 
hospitals to enable knowledge sharing and upgrading of capabilities (IBEF  2011 ). 

 Another potential area is cross-border investment in hospitals. Several leading 
Indian hospitals have entered other markets in the region through joint ventures with 
a local partner, wholly owned subsidiaries, or management contracts. There are also 
telemedicine links between major hospitals in India and establishments in other 
South Asian countries, mainly for teleconsultation and telediagnostic services. 

 Numerous challenges at the government and private sector levels have, however, 
constrained regional integration in health services. Investments in other countries in 
the region have been affected by political instability and regulatory constraints. 
Telemedicine services have been constrained by the high cost of bandwidth, poor 
quality of images, lack of home devices, problems of data security, and potential 
breach of patient confi dentiality. The shortage of trained specialists to serve the 
local market in countries like India has made it diffi cult for their telemedicine 
providers to focus on the regional market. There have been diffi culties with the 
regional mobility of professionals, which has affected the staffi ng of overseas 
investment ventures in the region and organizing regional seminars and conferences 
to exchange expertise and build capacity in the region. A major limitation has been 
the lack of recognition of qualifi cations, as there is no formal mechanism for recog-
nizing medical professionals’ qualifi cations across SAARC countries. 7  Medical 
tourism has been constrained by delays in getting visas, the lack of processes for 
obtaining expedited medical visas, poor airline connectivity, and inadequate local 
support infrastructure in the receiving country, which also affect tourism in general 
(   Rahman  2000 ). The lack of insurance portability and any regional insurance 
products is another constraint. There is also no proactive policy at the national or 

6   Foreigners coming on an M-visa have to register within 14 days of their arrival with the local 
FRRO. 
7   The Indian Medical Council Act notifi es medical degrees from Bangladesh, Nepal, Sri Lanka, and 
Pakistan under the reciprocal arrangement provision. This means that these countries recognize 
medical qualifi cations from notifi ed Indian colleges and universities. 
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intergovernment level to facilitate medical tourism within the region and no efforts 
to develop joint medical tourism products at the regional level.  

6.3.2.2     Pakistan’s Prospects 

 According to a recent PITAD study, Pakistan has the potential to trade health services 
through all four modes of supply. At the lower end, it exports outsourced health 
services such as medical transcription and billing to large hospitals in the West. 
Telehealth services have also taken off in Pakistan in areas such as dermatology 
and radiology and are being used to train doctors and to run telehealth clinics and 
hospitals in remote areas. Pakistan also has the potential to trade health services 
through Mode 2, i.e., mobility of patients in and out of Pakistan. Patients from 
SAARC countries such as Bangladesh and Afghanistan come to Pakistan for treatment. 
A limited number of scholarships are also provided to SAARC students to study in 
Pakistani medical colleges. Over the past decade, Pakistan has opened up its medical 
education system to private players and has permitted private investment in state-of-
the-art hospitals and diagnostic laboratories. The Aga Khan Medical Complex 
Karachi, Shifa Hospital Islamabad, Maroof Hospital Islamabad, Doctors Hospital 
Lahore, and Hearts International are some high-end hospitals that are capable of 
providing healthcare services to patients from other countries, such as Afghanistan. 
Liberalization of the insurance sector has helped support the provision of healthcare 
to foreign patients. 

 Media articles cite the positive outlook of Pakistani medical practitioners and 
industry bodies regarding medical tourism. The cost of treatment for conditions 
such as fertility can be in the range of Rs. 0.2 million compared to Rs. 2.5–3 million 
abroad (Siddiqui  2012 ). The low costs combined with good doctors and private 
sector hospitals are seen as placing Pakistan in a competitive position to attract 
international patients who lack insurance cover. The Pakistan Medical Association 
has noted the huge potential for Pakistan to become a hub for medical tourism. 
Pakistan already receives patients from the Middle East, the UK, and the USA, 
mostly of Pakistani origin, for treatments such as cardiac surgery, infertility treatments, 
and cosmetic surgery (liposuction and hair transplant). Earlier, international patients 
also came for kidney transplants, but this number has come down due to legislation 
regulating the illegal trade in kidneys. The main constraints are security and politi-
cal instability, which have not only affected the infl ow of foreign patients but also 
caused many Pakistani doctors to leave the country. 

 Until recently, there was no coordinated strategy and individual hospitals and 
agencies were acting on their own. But in 2010 the government made medical tour-
ism a key element of the country’s new National Tourism Policy, 2010. It set up a task 
force to develop medical, health, spiritual, and wellness tourism in Pakistan after con-
sulting the local provincial governments. This policy aims to provide fi scal incentives 
and soft loans to local and foreign investors to develop tourism infrastructure. The 
Punjab government is planning to develop a 150-bed hospital for kidney transplants 
and heart surgery as specialties to target medical tourists (Eturbonews  2010 ). 
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 Pakistan also has the potential to attract foreign investment in the health sector. 
It exports midwives, nurses, physiotherapists, and paramedics mainly to the Gulf 
countries. Its medical specialists and doctors practice in the West, Southeast Asia, 
and the Gulf countries, while foreign medical doctors are also allowed to practice if 
they are registered with the Pakistan Medical and Dental Council.  

6.3.2.3     Bilateral Prospects 

 There are numerous news articles in Pakistani and Indian papers about the potential 
for medical tourism trade between the two countries. Hospital chains such as 
Apollo, Max, Medanta, and Ganga Ram attract Pakistani patients, mostly for organ 
transplants (liver and kidney), oncology-related treatments, and cardiac and ortho-
pedic surgeries. On average, Apollo receives around 50–60 patients from Pakistan 
every month, who account for around 3 % of its total revenues from international 
patients (which constitute around 20–25 % of its total revenues). The hospital 
performed 130 liver transplants on Pakistani patients in 2012. Ganga Ram Hospital 
gets around 30–40 Pakistani patients per month, and Medanta receives 8–10 patients 
per month (Dey  2013a ). Pakistani patients account for 15–20 % of total international 
patient infl ows to India. 

 There are also numerous media accounts of Pakistani patients who have received 
treatment at renowned Indian hospitals. One Pakistani woman with a liver cirrhosis 
condition underwent a successful life-saving liver transplant operation at Ganga Ram 
Hospital in New Delhi in August 2012. A team of 21 Indian doctors conducted the 
operation over 16 h at a cost of Rs. 1,775 lakh (The Hindu  2012 ). There is also the case 
of Baby Noor Fatima who underwent open heart surgery at Narayana Hrudayalaya in 
Bangalore in 2003. As one article notes, in India pediatric cardiac surgery costs around 
Rs. 200,000 to Rs. 300,000, while the same procedure costs Rs. 2.5 million in devel-
oped countries. Likewise, liver transplants in India costs Rs. 1.5 million compared to 
Rs. 10 million in the West (Husain  2012 ). Experts note the potential for medical tour-
ism from Pakistan in pediatric cardiac surgery and liver transplants. Such experiences 
have helped spread goodwill between the two countries and led to more patients 
traveling from Lahore and Karachi to Delhi, Mumbai, and Bangalore. The recent 
easing of visa restrictions can enhance such patient mobility. 

 Another potential area is fertility treatment. One newspaper report put it pro-
vocatively as “Pakistani children could soon be ‘made in Mumbai’” (NDTV  2012 ). 
The Mumbai Obstetric Gynecological Society is planning to collaborate with 
Pakistani doctors to help Pakistani couples with cutting-edge fertility treatments, 
thus expanding beyond the usual areas of cardiovascular, pediatric, and orthopedic 
treatment. The idea is to collaborate with doctors in Pakistan, in which the latter 
would handle patients in the earlier stages of in vitro fertilization procedures and 
patients can come to India for the next phase of treatment. Mumbai can provide 
cost-effective infertility treatment to Pakistani couples. Such collaboration can help 
provide preimplantation genetic diagnosis by Pakistani doctors and subsequent 
treatment in India. The cost of conception is around Rs. 80,000 to Rs. 1 lakh compared 
to Rs. 12 lakh in the USA (NDTV  2012 ). 
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 There are also commercial initiatives to promote medical tourism between the 
two countries. Asia Health, which is a health tourism service provider in India, puts 
together a wide-ranging list of Indian medical providers to inform Pakistani patients 
about their specialties and services. Recently, Pakistan’s government has mooted 
the idea of developing doctor-to-doctor contacts between the two countries. A liver 
care forum has been created for the people of both countries to help subsidize 
treatment for liver transplants (Pakistan Today  2012 ). 

 There is also potential to expand telemedicine services exports between India 
and Pakistan. The Apollo Group exports telemedicine throughout the SAARC 
region, and its telemedicine arm, ATNF, has set up over 120 telemedicine centers, 
of which seven are outside India, including in Pakistan, Sri Lanka, Oman, Maldives, 
and Nepal (South Asia Centre for Policy Studies  2011 ). In October 2004, the Apollo 
Group set up a telemedicine link between its Indraprastha Apollo Hospital in Delhi 
and the Apollo Information Centre in Lahore; medical programs are provided 
through videoconferencing as continuing medical education to upgrade the skills of 
local doctors in Lahore. Telemedicine holds the most promise as it is the least 
affected by political instability and does not require people mobility. 

 There are, however, several constraints. The prospects for telemedicine trade are 
constrained by technology, telecommunications infrastructure, and privacy concerns. 
It is still not cost-effective, given the high cost of equipment. Prospects for medical 
tourism are affected by the lack of health-fi nancing arrangements and regional insur-
ance products, poor airline connectivity, lack of supporting infrastructure for patients 
and their families, and diffi culties with pre- and post-consultations. Although many 
Pakistani patients come to India because it is a cheaper option than going to the USA, 
disruption in transport services (such as when the bus service was stopped) requires 
them to come through other routes, such as via the Middle East. Political relations 
between the two countries are also a major constraint to expanding medical tourism 
trade. For instance, although the recent proposals to ease visas would benefi t this 
trade, hospitals and industry experts fear that recent border tensions and resulting 
visa hurdles could affect the fl ow of patients from Pakistan to India. Leading Indian 
hospitals have cited a fall in the number of patients soon after the border confl ict. The 
number of patients at Ganga Ram Hospital is said to have fallen from around 4–5 
patients per day to 1–2 patients per day. Continued tensions are expected to hurt the 
visa issuance process, although government offi cials have stated that medical tourism 
would be treated as a special case and there would be no discrimination between 
countries in issuing medical visas. Doctors and hospital representatives in India, 
however, believe that this will have an adverse effect on patient fl ows, not only due 
to fewer visas being issued but also because Pakistani patients will choose not to 
come to India in light of the political tensions (Dey  2013a ). 

 Until recently, investment relations have been constrained by the restrictions 
imposed by India. It remains to be seen whether removing these restrictions will 
result in FDI fl ows by major Indian hospitals into Pakistan, or investment between 
the two countries in setting up telemedicine or diagnostic clinics. Finally, cross- 
border mobility of health professionals will remain constrained unless the current 
strict visa policies that affect even attendance at seminars and conferences in the 
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other country are eased. Mobility of health professionals for managing establishments, 
providing specialized skills and expertise, and attending seminars and conferences 
in the other country would need to be eased. 

 Discussions with some experts confi rmed these problems. There are perceived 
opportunities for Indian patients to get treatment in areas such as nephrology and 
oncology in Pakistan. There are informal referrals in place and links among medical 
professionals from the two countries due to their training in countries such as the 
UK. There is scope to provide health services on a charitable basis across the two 
countries through establishments such as the Aga Khan Hospital. Telemedicine is 
another area where there is scope and the existing mobility restrictions and safety 
concerns can be overcome. Companies such as GE are present in these countries 
and are manufacturing telemedicine equipment. They could provide telehealth 
services between the two countries. 

 Simple factors such as the inability to register for an Indian SIM as a Pakistani 
national or the requirement to register with the FRRO are impediments to medical 
tourists from Pakistan. A leading corporate hospital stated that while they had con-
sidered opportunities in the rest of South Asia, they had decided not to invest in 
Pakistan even if investment were liberalized given the country’s political instability. 
Indian medical professionals and management would not be interested in residing 
in Pakistan which would constrain investments in healthcare in that market. But 
they noted that there is scope for building strategic relations in this sector and creating 
goodwill. Three areas need to be targeted: medical tourism to facilitate bilateral 
mobility of patients between the two countries, cross-border investments in hospitals 
and telemedicine centers, and capacity building and regulatory cooperation by 
initiating joint efforts in research, training, and capacity building through education 
and research tie-ups between select centers and establishments. 

 In the context of medical tourism, a regional insurance product could be developed 
that includes an overseas package for treatment in other countries. As international 
insurance premiums are high, an insurance policy initiated within the region but 
with an understanding among the countries for treatment in the region could 
help promote medical tourism. 8  Pilot schemes could be introduced for specialized 
elective treatments and procedures that are not be available in the home country of 
the patient. 9  Thus, it would be useful for governments, insurance companies, and 
hospitals in these countries to explore the possibility of cross-border insurance 
arrangements, common insurance products with agreed rates for treatment within 
the region, and supplementary fi nancial arrangements through formal channels. 
Other areas such as visas, transport, supporting logistics, and follow-up services 

8   According to a leading Indian practitioner, there is scope to institute a regional Medicare system 
where reimbursements are scheduled transparently and rates are fi xed for different procedures and 
treatments for each country in the region. Medical tourism would also get a boost in the region if 
regional insurance players recognize payments in each other’s markets and there are bank-to-bank 
guarantees in the region. 
9   Some potential segments would be transplant surgery, infertility medicine, joint replacements, 
and treatments for cardiac, eye, dental, urological, and gastrointestinal problems. 
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would also need to be addressed. In the context of cross-border investment in 
hospitals and telemedicine establishments, private sector investment initiatives must 
be supported by government measures on visas, licensing, registration, repatriation 
of income and profi ts, and provision of a stable, investor-friendly environment. 

 With regard to capacity building, intergovernment dialogue is required. There is 
scope for research and development with multicenter and multicountry studies that 
focus on common diseases that affl ict the region, public health issues, and emerging 
areas of health research and delivery. Data could be shared and validated. There is 
scope for joint initiatives in public health for education, research, training, and 
awareness-raising purposes, by identifying public and private centers of excellence. 
Steps could be taken to increase interaction among members of the medical com-
munity in both countries through the exchange of health professionals and students 
across identifi ed research centers and training institutions, sharing of knowledge 
and best practices, and capacity building in specifi c domains. Education and research 
institutions could also be linked through government and private sector scholarships 
to promote medical studies in the region. Joint training could take place in areas 
such as nursing and paramedical services. There is also a need for regulatory coop-
eration on recognizing degrees, standards, and accreditation of medical establishments, 
which would, in turn, facilitate medical tourism. Thus, promotion of health services 
trade would require cooperation at various levels, among professional associations, 
private players, and regulatory bodies in the two countries. 

 The two governments could cooperate on the promotion of ICT for healthcare 
delivery, through telemedicine arrangements between establishments in the two 
countries. Another potential area is clinical trials. Given the racial diversity and the 
common diseases and affl ictions in the region, the large population base in South 
Asia provides opportunities for carrying out stage 3 and 4 clinical trials. Existing 
intergovernment initiatives at the regional level on disease control, joint research 
and training, promotion of traditional systems of medicine, and exchange of health 
professionals and academics could provide the basis for bilateral initiatives between 
India and Pakistan.   

6.3.3     Tourism Services 

 This is a sector where the two countries have much in common with respect to language, 
culture, history, religion, and geography, thus providing an excellent basis for bilateral 
trade and cooperation. 

6.3.3.1    Key Features of India’s Tourism Industry 

 The tourism sector has grown considerably in India over the past few years. The 
number of foreign tourists into the country increased from 5.11 million in 2009 to 
around 6 million in 2011. The CAGR of the tourism sector in India between 2001 
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and 2010 was around 8 %. Tourism is also signifi cant for the economy, accounting 
for 2.5 % of GDP, and is the third largest foreign exchange earner. However, India 
does not feature among the top 20 destinations for international tourists or the top 
10 destinations in the Asia-Pacifi c region and ranks 40th in the United Nations 
World Tourism Organization rankings for tourism arrivals (WTTC  2012a ). 

 Although there has been growth in value, employment, investment, and arrivals, 
the pace of this growth has been moderate, even though India has many attractive 
tourist spots. This failure to capitalize on its tourism potential is due to the lack of 
management, marketing, infrastructure, hygiene, and sanitation and the absence of 
a focused strategy to promote tourism. However, WTTC projections place India as 
one of the top tourism spots in the next decade, with several emerging segments 
such as ecotourism, medical tourism, and sports tourism. There is scope to expand 
tourist infl ows, as foreign visitor spending currently accounts for only round 17.8 % 
of total spending compared with more than 80 % for domestic visitor spending 
(with leisure spending contributing to around three-fourths of total revenues). It is 
expected that by 2020 India will be the leading tourism destination in South Asia 
with about 8.9 million arrivals (though still far less than what many smaller devel-
oping countries receive) and, according to the WTTC, the industry has the potential 
to create around 40 million jobs by 2019. But this will require huge investments in 
room capacity, skill development, better connectivity to tourist sites, and reduced 
tax burden in this sector. More recently, the Indian government has made concerted 
efforts to promote the sector, such as through its “Incredible India” campaign.  

6.3.3.2    Key Features of Pakistan’s Tourism Industry 

 Pakistan’s tourism industry was estimated at about PKR 500 billion in 2011 and 
2012, and its contribution to GDP remains stagnant at about 7 %. Pakistan attracts 
a little over 1 million foreign tourists per year and revenues from foreign tourist 
spending account for only 10 % of total tourism revenues. The domestic segment 
dominates. Business visitor spending accounts for around 18 % of tourism revenues, 
and the bulk is constituted by leisure tourism (WTTC  2012b ). Foreign visitor exports 
and arrivals have declined or stagnated in recent years, as has capital investment, which 
most likely refl ects the unstable political environment and concerns over safety and 
security. Projected estimates by the WTTC for investment, employment, value 
added, and tourist arrivals suggest sluggish growth.  

6.3.3.3    Bilateral Prospects 

 In the context of SAARC, the possibilities for expanding intra-regional tourism 
have been discussed, and the potential spin-off benefi ts for infrastructure development, 
employment creation, and improvement in bilateral relations are well recognized. 
There are prospects in segments such as religious and cultural tourism, sports and 
recreational tourism, adventure tourism, ecotourism, and medical tourism. In the 
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India-Pakistan context, the extent of bilateral tourism fl ows is very small. Despite 
facilitating factors such as a common language, culture, religion, and history, close 
social and family ties, and geographic proximity, neither country features among the 
top source markets for foreign tourist arrivals for the other (Tables  6.20  and  6.21 ).

    For India, the main tourism source countries are the USA and the UK. Bangladesh 
is the third most important source country, accounting for around 6 % of all foreign 
tourist arrivals. While many of the factors such as family ties, historical links from 
pre-partition days, or medical tourism are driving infl ows from Bangladesh, the same 
does not hold for Pakistan, indicating the political, visa, and security challenges 
specifi c to this bilateral relationship. 

   Table 6.20    Top ten source countries for foreign tourist arrivals in India, 2011   

 S. No.  Source country  FTAs (in million)  % share 

 1  USA  1.004  15.97 
 2  UK  0.791  12.57 
 3  Bangladesh  0.399  6.34 
 4  Sri Lanka  0.305  4.85 
 5  Canada  0.255  4.05 
 6  Germany  0.253  4.02 
 7  France  0.237  3.76 
 8  Malaysia  0.218  3.46 
 9  Japan  0.199  3.01 
 10  Australia  0.186  2.96 

 Total of top ten countries  3.837  60.98 
 Others  2.453  39.02 
 All countries  6.29  100.00 

   Source : Ministry of Tourism, Government of India ( 2011 )  

   Table 6.21    Tourist arrivals into Pakistan by nationality, 2000–2008 (‘000s)   

 Nationality  2000  2001  2002  2003  2004  2005  2006  2007  2008  2009 

 1  UK  179.7  144.4  151.3  131.1  196.3  248.6  275.1  275.5  285.7  275.4 
 2  USA  71.5  69.1  69  72.4  87.3  121.6  126.2  121.9  114.1  117.5 
 3  Afghanistan  28.2  47.1  98.5  119.9  117.6  77.6  84.9  80.5  66.4  96.6 
 4  Canada  13  11.8  18.2  13  15  23  30.8  36.5  39.9  43 
 5  India  66.1  58.4  2.6  7.1  119.7  59.6  70.2  48.2  54.1  42.7 
 6  China  6.2  5.7  8.9  10.3  17.2  29.6  36.4  30.4  30.1  30.1 
 7  Iran  5.4  6.4  6.4  8.1  8.2  9.1  11.4  7.4  14.2  26.6 
 8  Germany  14.1  9.1  12.2  13.7  18.9  24.7  27.3  23.9  22.4  21.4 
 9  Philippines  2.2  1.7  2.1  1.7  2.5  3  4  4.4  3.6  15.6 
 10  Australia  7.7  7.4  5.7  6.1  7.3  9.6  11.4  12  12.2  13.2 

 Total of top ten 
countries 

 394.1  361.1  374.9  383.4  590  606.4  677.7  640.7  642.7  682.1 

 Others  162.7  138.6  123.2  117.5  58  191.9  219.9  198.8  180.1  172.8 
 Total  556.8  499.7  498.1  500.9  648  798.3  897.6  839.5  822.8  854.9 

   Source : Pakistan Bureau of Statistics ( 2011 )   http://www.pbs.gov.pk/content/pakistan-statistical- 
year-book-2011    . Accessed 12 Feb 2013  
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 The infl ows into Pakistan from India clearly refl ect the impact of political 
 relations. The number of Indian tourists entering Pakistan declined from around 
98,000 in 2000 to 42,000 in 2009, peaking at around 120,000 in 2004. The numbers 
refl ect the ups and downs in political relations, with the sharpest declines corre-
sponding to years when political tensions peaked (Kargil) and the sharpest increases 
corresponding to years when relations were improving and steps were taken to facil-
itate transport (surface) connectivity between the two countries. The main mode 
of tourist arrivals into Pakistan, at present, is air, with land arrivals accounting for 
only around 10 % of the total, indicating that geographic proximity has not been 
an important contributor to date in Pakistan’s tourism industry. This is also evident 
from the following tables that give Pakistan’s travel services (business, leisure, 
medical, etc.) exports to select countries. India’s insignifi cant contribution to Pakistan’s 
travel services exports is striking, though the trends are similar for other Asian 
countries such as China, Sri Lanka, and Singapore, and the overall level of export 
earnings is also quite small (at around US$300 million), refl ecting Pakistan’s 
general lack of competitiveness in tourism services. On the import side as well, 
India is not an important market for Pakistani tourists and is less signifi cant than 
other countries in Asia such as Singapore, Sri Lanka, and China. In both imports and 
exports of travel services, a downward trend is visible for India over 2007–11, 
which also holds for several other countries over this period. Thus, there appears to 
be a general sluggish trend in this sector (Table  6.22 ).

   Although bilateral tourism fl ows are insignifi cant, the scope to expand such trade 
exists. Both countries can leverage their cultural, historical, religious, and linguistic 
ties to expand tourism services trade. This can be part of a larger tourism diversifi cation 
strategy where both countries can focus on new markets, especially in South Asia, 
and can be an ideal way to build goodwill among the people of the two countries. 
Diversifi cation is particularly important for Pakistan to counter the fall in tourism 

   Table 6.22    Exports and imports of travel services by Pakistan with select countries, 2009–2011 
(US$ thousand)   

 Exports  Imports 

 FY11  FY10  FY09  FY11  FY10  FY09 

 India  36  44  74  303  72  183 
 USA  301,447  239,675  200,591  154,017  97,380  47,552 
 UK  1,351  1,490  6,229  70,954  47,384  44,927 
 UAE  3,597  862  2,420  5,986  3,509  4,954 
 China  15  4  81  2,369  2,367  5,370 
 Canada  44  120  212  8,170  7,883  6,453 
 Singapore  1,483  1,962  556  1,706  1,336  1,472 
 Afghanistan  171  244  1,013  88  12  11 
 Sri Lanka  3  36  64  2,163  40  41 
 EU  2,311  2,801  8,724  96,086  73,224  79,840 
 Saudi Arabia  2,525  1,518  4,652  24,658  14,307  30,685 

   Source : State Bank of Pakistan, Publication on Exports of Goods and Services.   http://www.sbp.
org.pk/index.asp    . Accessed 12 Feb 2013  
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infl ows from the West due to fears related to terrorism and fundamentalism. One 
potential segment is religious and cultural tourism. From Pakistan’s perspective, 
there are two groups of interest in this segment—Sikh pilgrims and Hindu pilgrims 
from India. From India’s perspective, the groups of interest are Muslim pilgrims 
from Pakistan to famous Sufi  shrines in India and monuments such as the Taj Mahal 
and also minority Hindus from Pakistan to religious places in India. A large number 
of Indian tourists currently visit Pakistan for religious purposes; many also go to see 
their place of birth or to visit relatives. Sikh pilgrimage tourism is increasingly being 
seen as an important potential source of foreign exchange earnings for Pakistan. 
One newspaper reports that in 2011 over 8,000 Sikh pilgrims from India and other 
countries visited Pakistan to celebrate the birthday of their founding guru, Guru Nanak, 
at Nankana Sahib. Sikh pilgrims also visit religious sites in Pakistan on other 
occasions. Sikh yatris, in addition to ethnic Pakistanis from overseas, are among the 
largest groups of tourists visiting Pakistan. 

 The Pakistan Tourism Development Corporation has identifi ed 32 temples, 
 gurdwaras , and Sufi  shrines that could be of interest to pilgrim groups from 
India. In the recent past, it has renovated important Sikh shrines and is improving 
accommodation facilities at these places. It has built a 200-room complex to provide 
accommodation to Sikh and Hindu pilgrims at Gurdwara Panja Sahib in Hasan 
Abdal at an estimated cost of US$236,000 (Jamal  2011 ). In Lahore, large-capacity 
guesthouses are being built at the Gurdwara Janam Asthan Nankana Sahib and 
Gurdwara Dera Sahib. The government has also renovated the Hindu shrine of 
Katasraj. The Pakistan Tourism and Resorts Development Department (TRDD) 
plans to build hotels to provide standard and affordable accommodation facilities in 
order to promote religious tourism in Punjab, in light of the growing number of 
religious pilgrims visiting gurdwaras, Sufi  shrines, and Hindu temples. There is also 
a plan to build the Baba Guru Nanak International University in Pakistan, which 
would award degrees in Sikhism. One media account states that the Prime Minister 
and President of Pakistan have given specifi c orders to the TRDD to develop Sikh 
religious places and to promote them for religious tourism    (Jamal  2011 ). There 
are statements by Pakistani tourism authorities indicating their plans to promote 
tourism sites for their historical and architectural interest through annual festivals 
where other tourists can join pilgrim tourists. There is also potential to expand 
historical and cultural tourism in other areas of Pakistan, such as Sindh and 
Balochistan, where there are a large number of Buddhist stupas and monasteries 
that could be of interest to Indian tourists. 

 Apart from religious tourism, other opportunity segments are sports tourism 
around cricket and family tourism. But two fundamental challenges remain. One is 
visas and the other is connectivity and transport facilities by rail and bus.

    (i)     Visa and Security Issues  
 Pakistan has expressed an interest in increasing the number of visas for Indian 
tourists to promote religious tourism. The Indian government has been criti-
cized for restricting the number of visas and requiring Pakistani tourists who 
visit religious sites to report to an FRRO, which is not required of Indian 
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 religious tourists in Pakistan. After the Mumbai incident, these requirements 
have become more stringent. 

 Another constraint is the need to travel long distances to get a visa; often, the 
consulate is further than the distance to the destination. For instance, the 
Amritsar-Nankana Sahib Bus Service that was launched in 2006 failed within a 
year, since traveling from Amritsar to Delhi (500 km) to get a visa was longer 
than traveling from Amritsar to Lahore (50 km) or to Nankana Sahib (75 km). 
Even for short distances such as 51 km from Dera Baba Nanak in Indian Punjab 
to the Gurdwara of Darbar Sahib in Kartarpur in Pakistan, Sikh pilgrims have 
to travel to Delhi to get a visa. Proposals have been made to open more Pakistani 
consulates in towns such as Jodhpur and Amritsar and to increase the number 
of Indian consulates in Pakistan or to issue visas with higher frequency in the 
smaller towns where there is suffi cient demand to help tourists, businessmen, 
and traders living in Punjab, Rajasthan, Sind, and the two Kashmirs. But to date, 
there is little progress on this front. 

 There have also been transport-related problems. Travel services have failed 
due to security concerns. There has been no progress in establishing a religious 
corridor between shrines that are located very close together in the two countries, 
despite demands from pilgrims and politicians in both sides of Punjab. 

 The recent steps to ease visa restrictions on select categories of travelers 
between the two countries are an important step in promoting bilateral tourism 
services trade. Under the new visa policy between India and Pakistan, there will 
be a single entry visitor visa for up to 6 months and for fi ve places (up from 3 
places at present) to visit relatives and friends, for business, and other legitimate 
purposes. The visa can be issued for up to a year if needed, depending on the 
nature of work or business. In addition, a visitor visa for a maximum of 5 specifi ed 
places may be issued for up to 2 years with multiple entries in the case of senior 
citizens (65+), the spouse of a national of one country married to a national of 
the other country, and children below 12 years accompanying their parents. 
Transit visas will now be issued within 36 h as opposed to 72 h. Another important 
development is the separation of the business visa from the visitor visa. 10  There 
are also ongoing discussions to allow people to cross the Line of Control (LoC) 
for pilgrimage and cultural reasons. However, the fragility of these measures is 
evident from the fact that all cross-border trade and travel services between the 
two were suspended following border clashes in early 2013. The visa on arrival 
facility for senior citizens was put on hold due to the perceived unequal treatment 
of Indians who want to visit Pakistan; the criticism was that while the Indian 
side wanted Pakistani nationals to produce only their national identity card and 
a utility bill to issue a visa, the Pakistani side wanted several documents including 
a sponsorship letter from Pakistan. As the reciprocity principle was not maintained, 
India put the agreement on hold.   

10   For more details on visa regulations, see High Commission of India in Islamabad  http://www.
india.org.pk/ . 
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   (ii)     Transport Links  
 Poor transport connectivity and infrastructure and restrictive bilateral air 
 services agreements (BASAs) are a major challenge to expanding tourism 
fl ows between India and Pakistan. The absence of an integrated transport 
infrastructure in South Asia in terms of cross-border road and rail links, poor 
air connectivity, and lack of transit facilities within the region are a major 
constraint to developing intra-regional tourism. Road links have not been 
successful due to security challenges. Rail links have run into problems of 
attacks and disruption of services (e.g., the Samjhauta Express). Air links are 
limited. Connectivity between major cities in the two countries and the capital 
cities of the two countries is very poor. 

 Air services liberalization indices that capture the key features    of BASAs 
indicate that the South Asian countries have very restrictive ASAs, with scores 
of 10 or below out of a maximum score of 50 and scores that are much lower 
than the world average. The ASAs between South Asian countries are more 
restrictive than their BASAs with countries outside the region. Faster, effi cient, 
and affordable air connectivity is an absolute necessity for promoting tourism 
among these countries. Improvements in air connectivity would, in turn, require 
reducing operational costs of the airlines, simplifying transit visa regimes, 
increased investment in airline-related infrastructure, fl eet, and airport capacity. 

 Overall, due to the variety of political, regulatory, and infrastructural chal-
lenges affecting tourism trade between India and Pakistan, both sector-specifi c 
and crosscutting measures have to be taken to promote bilateral tourism. These 
include lowering travel costs between the two countries, improving transport 
connectivity for surface and air, and streamlining visa procedures along with 
providing longer duration and more fl exible visa arrangements for cross-border 
travel. There is also scope to consider joint marketing and developing tourism 
projects around selected themes such as religion, heritage, nature, and geogra-
phy. If investment fl ows between the countries are eased, this could be another 
area for expanding relations as Indian hospitality groups (Leela, Taj, and Oberoi) 
are present in other SAARC countries. The two countries could also build on 
existing intergovernment initiatives in the region (such as the SAARC Working 
Group on Tourism) and frame bilateral agreements in this sector to promote 
the joint development of hospitality projects, increase fl ight frequency, and 
enable cross-border cooperation between travel agents. The intangible benefi ts 
in terms of goodwill and confi dence building could be large and could provide the 
stepping stones for further liberalization of trade, investment, and people mobility 
between the two countries.        

6.4      The Way Forward 

 It is evident that there are several sectors where opportunities exist for expanding 
trade and investment relations between India and Pakistan. However, there are 
broader challenges to exploiting these opportunities due to the overall regulatory 
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and business environment in the two countries. Notwithstanding considerable FDI 
liberalization in services, many “behind the border” barriers remain. Segments have 
been carved out and remain restricted. The absence of a competitive market 
environment in many services and the presence of state-owned enterprises in certain 
services (such as electricity and ports) continue to undermine liberalization that has 
been undertaken in terms of allowing foreign fi rms to enter the market. Some stra-
tegic sectors such as ports, airports, and electricity transmission and distribution are 
dominated by public sector enterprises that operate under monopolistic market 
structures and impede the entry of foreign investors. Some segments of India’s 
transport sector, such as freight transport, not only are dominated by public monopolies 
but also are closed to foreign equity participation. In Pakistan, while manufacturing 
and the primary industries are fully open to foreign equity ownership, there are several 
ownership restrictions in certain services, in the form of residency and nationality 
requirements, government approval requirements, restrictive FDI ceilings, and minimum 
investment requirements. 

 These “behind the border” challenges to liberalization of services in South 
Asia are captured in the low scores on a range of business environment indicators 
for both India and Pakistan. Hence, increased market access in services between 
the two countries must be complemented by stronger regulatory frameworks, 
improved institutional capacity, and pro-competitive market conditions   . 11  Recent 
World Bank estimates of Trade Policy Restrictiveness Indices that capture both 
FDI and domestic regulatory restrictions for various services highlight the scope 
for further unilateral liberalization of services in both India and Pakistan and 
the challenges to bilateral cooperation. The restrictiveness indices for GATS 
commitments likewise refl ect the scope for both countries to bind in additional 
liberalization and to also align their commitments closer to their unilateral policies 
(see Appendix Tables  6.23  and  6.24 ). Unless such inadequacies in the business 
environment are addressed and unless these countries are willing to unilaterally 
liberalize further, it would be diffi cult to undertake any bilateral initiatives to 
improve India-Pakistan business relations in services or to promote regional ser-
vices integration under SATIS. 

 This restrictive approach is also evident in their regional offers under SATIS, 12  
which remain quite minimal and subject to conditions such as foreign equity ceilings, 

11   The WTO’s Trade Policy review for Pakistan notes that the major remaining investment limitations 
include the following: poor coordination and collaboration between relevant regulatory bodies, 
duplication of requisite permissions, inadequate implementation of incentives and their non-com-
petitiveness compared to those offered by regional governments, an improper domestic arbitration 
framework to resolve commercial disputes, and lengthy and time-consuming judicial procedures. 
There have been several cases of foreign investors having diffi culties enforcing contracts with 
domestic partners. Investors also remain discouraged by political instability, sectarian violence, 
weak infrastructure, high crime rates, and corruption. See, WTO ( 2008 ) and WTO ( 2011 ). 
12   SATIS was signed at the 16th SAARC Summit in 2010. Its architecture resembles that of GATS 
in terms of its provisions, carve-outs, and scheduling modalities. The objective is progressive 
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minimum capital requirements, preferential treatment of domestic service providers, 
economic needs tests, sectoral carve-outs, and various requirements. Mode 4 
conditions ensure that access is restricted for forms other than intracorporate 
transferees. There is unwillingness to liberalize mobility of natural persons in 
categories such as independent professionals and contractual service suppliers. 
Considerations surrounding foreign investment also seem to be important, in terms 
of restricting the degree of foreign versus local participation, regulation of these 
providers, and stressing the role of state operators in some infrastructure services. 
The lack of meaningful market access offered under SATIS, even from India which 
is the most competitive country in services and dominates the region in services 
exports and FDI, indicates the lack of preparedness and lack of willingness to 
liberalize regionally, a feature that is also likely to characterize any bilateral initiatives 
to liberalize services. 

6.4.1     Some Proposals 13  

 Two important points emerge from the preceding discussion. First, while initiatives 
may be undertaken at the bilateral level to promote relations, these will not bear fruit 
unless constraints related to the regulatory and business environment within the 
countries are addressed. For instance, investment is one of the most important 
ways in which bilateral relations can be expanded. But as long as the business 
environment within the countries remains diffi cult due to the lack of infrastructure 
in basic areas, such as transport and power, and labor productivity problems, cross-
border investment is unlikely to take off even if it is liberalized. 

 Second, it is evident that though opportunities exist in specifi c sectors, many of 
the challenges are crosscutting and have far-reaching implications across goods and 
services. For example, supply-side constraints in the transport and logistics sector 
due to the inadequate availability of vessels and manpower in the case of maritime 
transport infrastructure, capacity constraints with respect to the availability of airports, 
parkways, cargo facilities, security, and baggage handling in the context of air transport 
services, and problems with customs clearance, warehousing, banking multimodal 
transport, and other supporting facilities adversely affect the bilateral fl ow of goods 
and services, investments, and people. Lack of trade facilitation measures and missing 
infrastructural linkages between the countries (such as in transport services) make 
it diffi cult to undertake subregional projects. These constraints make the overall 
environment for bilateral relations diffi cult and also unattractive from a cost-benefi t 
point of view. Thus, it is important to address the “behind the border” measures as 
these can undermine bilateral initiatives to promote relations. 

liberalization of services, with a positive list approach and request-offer negotiations, in line with 
national policy objectives, the level of development, and the size of the economies. 
13   The discussion in this section is based on Chanda ( 2011 ), Chapter 10. 
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 What is required is an approach that relies on confi dence-building measures, 
incremental steps, and demonstrable outcomes. Two players are critical in this process. 
The fi rst is the private sector, which can provide an impetus by highlighting 
opportunities, building production networks and supply chains in the region, pushing 
for the removal of many nontariff and regulatory barriers that plague the region, and 
building confi dence through initiatives and outcomes. The second are the govern-
ments on both sides. Confi dence and goodwill measures will be needed through 
political leadership and vision at the highest level as no progress can be achieved 
without reducing mistrust. 

 The way forward requires a progressive approach, such as setting up working 
groups on issues and services of common interest and gradually expanding the 
ambit of liberalization to cover more services and launching pilot projects, while 
simultaneously addressing crosscutting issues of investment, regulatory harmonization, 
labor mobility, and connectivity. Industry in the region will need to play a greater 
role by highlighting the benefi ts of cooperation and the costs of noncooperation, 
while political leaders at the highest level in the region have to show commitment 
and will. But as highlighted earlier, these negotiating frameworks and initiatives can 
only succeed if they are backed by adequate regulatory, institutional, infrastructural, 
and human resource capacity, by a business-friendly environment, and by a favorable 
policy orientation and mindset at the individual country level. 

 Bilateral discussions will need to focus on specifi c issues, namely, investment 
and people mobility. Without progress on these fronts, improvement in bilateral 
services relations will not be possible. 

6.4.1.1    Investments 

 Bilateral discussions could focus on faster clearances and approval procedures in 
general, fast track procedures, fast track clearances in identifi ed services that are 
largely commercial and where there are fewer sensitivities, provision of regular and 
updated information on the regulatory framework governing investment in different 
services through government websites and reports, and information on bidding pro-
cesses and award of contracts. It would also be useful to consider a bilateral invest-
ment treaty and double taxation treaties between the countries. This framework 
would need to address issues of investment facilitation, investor protection, dispute 
settlement, and contract enforcement so as to ensure greater ease, transparency, and 
commitment in bilateral investments. A common investment framework would help 
in developing investment policies and associated regulations in a coordinated man-
ner and enable harmonization of rules and procedures and mutual recognition of 
standards and technical specifi cations in services.  
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6.4.1.2    People Mobility 

 Bilateral efforts will also need to focus on facilitating cross-country mobility of 
persons for service delivery and services consumption. Visa procedures and requirements 
for select categories of persons need to be streamlined, as is already underway. If 
investments are indeed critical to services integration between the two countries, 
then mobility of people relating to investment fl ows must be given priority in any 
people mobility discussions. Efforts could be oriented toward simplifying visa 
procedures and expediting visa approvals for categories such as business visitors, 
intracorporate transferees, and professionals and academics against bona fi de approved 
or prospective investment projects, institutional tie-ups, and exchange arrangements. 
Likewise, streamlined processes and speedier approvals could be introduced for 
special categories of services consumers, such as medical tourists, students, leisure 
travelers, and transit travelers. There are no doubt security concerns in relaxing 
visa regulations between some of the countries. But even in these cases, mobility 
restrictions could be streamlined for a limited set of persons, those associated with 
commercial presence, or where other regulatory approval processes are also 
involved. Similarly, mobility restrictions could be streamlined for services that have 
been identifi ed as high-priority sectors. Related issues such as transport connectivity 
will also need to be addressed, by identifying selected bilateral and subregional 
projects to develop road and rail transport links and joint investments in these 
projects, signing open skies agreements between countries in the region, and develop-
ing transit hubs in the region (Asian Development Bank  2007 ).   

6.4.2     Concluding Thoughts 

 Hence, a multipronged approach is required, where bilateral efforts are comple-
mented by national efforts, the key issues of investment and people mobility are 
prioritized, and related institutional efforts are undertaken at various levels. 
Discussions are required between the governments, regulators, professional asso-
ciations, industry associations, research institutions, and civil society in the two 
countries to share information, exchange best practices, collect data, conduct joint 
feasibility and impact analysis studies, identify priority areas for a services agree-
ment, develop soft skills, and create templates for investment or immigration-related 
initiatives. The aim should be to deliver tangible outcomes, even if in a limited set 
of services, which could have positive demonstration effects in other areas and, 
thus, provide the impetus for launching more bilateral initiatives in services.        
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    Appendix      

   Table 6.23    Services trade restrictiveness indices in India and Pakistan   

 Country  Label  Overall  Mode 1  Mode 3  Mode 4 

 India  Overall  65.7  70.75  69.34 
 India  Financial  48.1  53.23  50 
 India  Telecommunications  50  50 
 India  Retail  75  75 
 India  Transportation  62.4  50  65.28 
 India  Professional  87.5  100  100  70 
 Pakistan  Overall  28.3  38.54  26.68 
 Pakistan  Financial  48.7  59.69  50 
 Pakistan  Telecommunications  12.5  12.5 
 Pakistan  Retail  0  0 
 Pakistan  Transportation  25.3  50  19.44 
 Pakistan  Professional  48  8.33  45  55 

   Source : World Bank ( 2010a )   http://iresearch.worldbank.org/servicestrade/    . Accessed 7 Feb 2013  

   Table 6.24    GATS commitments restrictiveness index   

 Indicators  India  Pakistan  South Asia 

 Time period 
 2005–
2008 

 2006–
2009 
Latest 

 2005–
2008 

 2006–
2009 
Latest 

 2006–2009 
Latest 

 Services policy 
 All services sectors  6.69  6.69  8.97  8.97  10.06 
 Market access  5.46  5.46  8.90  8.90  8.78 
 National treatment  7.91  7.91  9.05  9.05  11.33 
 Business services  2.52  2.52  7.32  7.32  8.03 
 Communication services  12.08  12.08  16.42  16.42  12.84 
 Construction/engineering services  4.02  4.02  4.02  4.02  3.80 
 Distribution services  0.00  0.00  0.00  0.00  9.08 
 Educational services  0.00  0.00  0.00  0.00  6.79 
 Environmental services  0.00  0.00  0.00  0.00  11.46 
 Financial services  6.19  6.19  6.57  6.57  12.88 
 Health/social services  6.38  6.38  14.89  14.89  7.80 
 Tourism/travel services  18.20  18.20  24.26  24.26  30.15 
 Recreational/cultural services  0.00  0.00  0.00  0.00  4.78 
 Transport services  0.00  0.00  0.00  0.00  2.21 
 Other services  0.00  0.00  0.00  0.00  0.00 
 Ease of doing business—rank  126  133  79.50  85  117.3 

   Source : World Bank ( 2010b )   http://info.worldbank.org/etools/wti/3a.asp    . Accessed 7 Feb 2013 
  Note : A higher value indicates greater restrictiveness for both the above tables  
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7.1           Introduction and Background 

    Despite the usual political frictions, the trade normalization process between India and 
Pakistan has progressed at an encouraging pace in the recent past. The Foreign and 
Commerce Ministers and secretaries from both sides have met several times to facili-
tate the process. The government of India, through an executive order, allowed foreign 
direct investment (FDI) from Pakistan in August 2012. Earlier, neither a Pakistani 
national nor an entity incorporated in Pakistan could make investments in India   . 1  

 The government of India revisited its FDI consolidated policy    in August 2012 
and decided to permit a citizen of Pakistan or an entity incorporated in Pakistan to 
make investments in India under the government route. The amended paragraph 
3.1.1 of the policy now reads: “A non-resident entity can invest in India, subject to 
the FDI policy. A citizen of Pakistan or an entity incorporated in Pakistan can invest, 
only under the Government route, in sectors/activities other than defence, space and 
atomic energy.” 2  

1   This was clearly mentioned in the government of India’s FDI consolidated policy effective from 
April 10, 2012, in Section 3.1.1 under the heading  Who Can Invest in India : “A non-resident entity 
(other than a citizen of Pakistan or an entity incorporated in Pakistan) can invest in India, subject 
to the FDI policy” (Government of India  2012a : p. 13). 
2   Government of India ( 2012a ). Press Note No. 3 (2012 Series) (FC-I Section); also attached as 
Annexure. 
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 This study aims to highlight Pakistan-specifi c investment opportunities in India 
against the backdrop of Pakistani investors’ concerns regarding FDI in India. It also 
focuses on the preparedness of Pakistan’s private sector to take benefi t of this 
opportunity. We have taken a sectoral approach whereby we inquire from the 
business community already engaged in outward investments in the leather, sports, 
surgical, engineering, auto, education, textiles, and steel sectors about their willingness 
to invest in India. 

 We divided our research exercise into the following key questions:

•    What are the key sectors available to Pakistani investors in India?  
•   Willingness of Pakistani investors toward investment opportunities in India.  
•   How well the key sectors offered by India compare with the potential of Pakistani 

investors.  
•   The general barriers regarding investment in India.  
•   The extent of an investment-specifi c dispute resolution mechanism that is needed.  
•   The level of cooperation between government investment bodies in India and 

Pakistan toward investment cooperation.  
•   How the liberalized trade between India and Pakistan will help improve FDI 

prospects.    

 While one fi nds some recent robust work on India-Pakistan trade potential and 
opportunities, there is very little on the investment potential that both countries offer 
for each other. 

 Comparing FDI infl ows to India with its neighboring country China, Agrawal 
and Khan ( 2011 ) examined the effects of FDI on economic growth of India and 
China and estimated that 1 % increase in FDI would result in 0.02 % increase in 
India’s GDP and 0.07 % in China’s GDP. About investment opportunities, the study 
found that foreign investors give preference to China over India mainly because 
China has a larger market, greater policy certainty, and developed infrastructure. 
A similar analysis can be seen in Sinha et al. ( 2007 ). 

 Devajit ( 2012 ) considers FDI in India to be an important ingredient if the country 
is to sustain economic growth and keep pace with the rest of the BRICS countries. 
His focus on FDI as a creator of employment in India, particularly through services 
sectors such as education and healthcare, is important. Ranga and Ansari ( 2010 ) 
acknowledge that while central and state governments have been making efforts to 
better their investment climate, India’s competitors have done a lot more and India 
needs to learn from them on an expedient basis. 

 At the South Asian level, Alam and Aowrangazab ( 2006 ) talk about deeper 
reforms if intra-regional FDI in South Asia has to be promoted. They hint at harmo-
nization of fi scal policies, investment policies, and tax and customs laws. They 
believe that this is possible by the strengthened implementation of already agreed 
upon articles under the South Asia Free Trade Agreement (SAFTA). 

 Regarding India’s decision to allow FDI from Pakistan, Malik ( 2012 ) believes 
that Pakistani investors have done well in other regional countries such as Bangladesh 
and Sri Lanka. It will be an opportunity to reap the benefi ts of proximity if both 
countries liberalize their investment regime. He, however, is of the view that bilateral 
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investment fl ows will be in favor of India given its larger market size and sectoral 
diversifi cation. Ahmed ( 2012 ) considers it a long-awaited decision from India, since 
Pakistan has allowed this from its fi rst investment policy. He also identifi es four key 
steps for the future that can strengthen investment cooperation between the two 
countries. First, the cooperation for liberalizing the visa regime at the level of Home/
Interior Ministries of both countries should include (a) non-reporting multiple visas 
for the business community, (b) extending the jurisdiction of visas to multiple cities, 
and (c) allowing longer duration visas (for enabling the physical presence of an 
investor). Second, mutual recognition of product standards will be important if both 
countries intend to bring their raw material and related inputs for production 
processes across the border. Third, both countries need to make gradual progress 
toward a bilateral investment treaty so that foreign investment is treated at par with 
foreign investors and, fi nally, in the short term, there may be a need to think about a 
sovereign guarantees framework, whereby investors from both countries know that 
any political upheaval will not impact the security of their assets and profi ts. 

 Shukla ( 2012 ) reports on Pakistan’s keen interest in investing in India, as the 
leading businessman of Pakistan, Mian Muhammad Mansha, is interested in 
opening a branch of the Muslim Commercial Bank (MCB) in India and his wife in 
the textile business also wants to open stores in Ludhiana, Amritsar, Delhi, and 
Mumbai. A similar intent by SEFAM, a private limited company, as well as Lucky 
Cement is cited in Ministry of Commerce ( 2013 ). Both entities have done substantial 
homework in their sectors and see a wider market in their neighborhood. 

 The next section undertakes a descriptive analysis of FDI trends in India. This is 
followed by a discussion on the Pakistan-specifi c investment regime in India. We 
elaborate the processes under FDI via the government route as required for Pakistani 
investors wishing to enter Indian markets. Using a perception-based methodology 
and through key informant interviews, we try to provide sector-specifi c estimates of 
potential FDI fl ows from Pakistan to India. This is supplemented with a qualitative 
analysis of sector-specifi c barriers to FDI in India. Finally, we provide some 
policy recommendations to take the process of investment cooperation forward at 
the bilateral and SAARC levels.  

7.2     FDI Trends in India 

 India’s liberalization of its FDI regulations has attracted foreign investors, and this 
step is now transforming India into one of the fastest growing destinations for global 
FDI infl ows. Owing to the relatively large amount of red tape involved, particularly 
at the state level, a larger proportion of foreign investors fi rst prefer to enter into a 
joint venture and their preferred sectors are telecommunications, software, tourism, 
and manufacturing goods, including chemicals, pharmaceuticals, transportation 
equipment, and food processing (Bloodgood  2007 ). According to the A. T. Kearney 
Foreign Direct Investment Confi dence Index 2012, India has been ranked the 
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second most attractive destination for FDI. In the 2010 Index, India was ranked the 
third most attractive destination. 3  

 According to Ernst and Young ( 2012 ), India remained very attractive for foreign 
investors in 2011. In the same year, FDI projects were increased by 20 % and the 
new 932 projects resulted in the creation of 255,416 jobs in the country during 2011. 

 The Government of India has been welcoming FDI in all the permitted sectors 
especially for development of infrastructure, including rail, road, aviation and 
ports development. FDI in technological up-gradation of Indian industry through 
‘Greenfi eld’ investments is also being welcomed (Government of India  2012b ).  

7.3     FDI Policy of India: Some Key Features 

 India fi rst allowed FDI in 1991 through an Industrial Policy Statement. The main 
purpose of the policy was to develop the capital market, increase industrial competi-
tiveness, and dismantle the regulatory systems. The policy framework evolved and 
expanded according to the appropriate requirement of reforms and the requirements 
of domestic economy (Kanungo  2012 ). The FDI consolidated policy 2012 has been 
termed by the government transparent, predictable, and easily comprehensible 
(Government of India  2012a ). 

 According to the FDI consolidated policy 2012, inward investment up to 100 % 
is allowed, under the automatic route, in almost all sectors except retail trade, lotteries, 
casinos, Nidhi companies, transferable development rights, real estate, construction 
of farm houses, manufacture of tobacco products, railways, and atomic energy. 4  
Other than these sectors, FDI in the form of licensing for trademark, brand name, 
and management contract is also completely prohibited.  

7.4     Entry Routes for Investment in India 

 India has allowed FDI through two routes: (1) automatic route and (2) government 
route. According to the FDI consolidated policy 2012, nonresident Indians (NRIs) 
can make investments in the equity shares/fully, compulsorily, and mandatorily con-
vertible debentures/fully, compulsorily, and mandatorily convertible preference 
shares of an Indian company through the automatic route or the government route. 
To make investments under the automatic route, an NRI or the Indian company does 
not require any approval from the government of India. However, prior approval of 
the government is required under the government route. Proposals for foreign 
investment under the government route are considered by the Foreign Investment 
Promotion Board (FIPB).  

3   http://www.indiainbusiness.nic.in/investment/for_dir_investment.htm 
4   Pakistan is not allowed under the automatic route. 
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7.5     FDI in India: Statistical Overview 

 In 2005–2006, the total infl ow of FDI 5  in India was US$9 billion, which increased 
to US$22.8 billion in the year 2006–2007, and in the year 2007–2008, it further 
increased to US$34.8 billion. 6  This increasing trend continued in 2008–2009 and 
the FDI infl ow was US$41.9 billion. However, in the year 2009–2010 (following the 
tremors of the global fi nancial crisis), it decreased to US$37.7 billion and again 
decreased to US$34.8 billion the next year. There was recovery in 2011–2012 and 
infl ows were recorded at US$46.6 billion, the highest ever in the history of India. In 
the fi scal year 2012–2013, FDI infl ows stood at US$36.9 billion (Fig.  7.1 ).

7.6        Sector-Wise Breakup of FDI 

 There are various sectors in which foreign investors are exhibiting interest, and 
among them, services, hotel and tourism, automobile, metallurgical industries, 
housing, real estate and construction, and drugs and pharmaceuticals seem to top 
the list. In 2012–2013, foreign investors made a substantial investment in the 
services sector, contributing 21.78 % of overall FDI infl ows to India. The hotel 
and tourism sector is the second largest FDI destination. It contributed 14.53 % of 
total FDI in 2012–2013. The third largest sector, which attracted 6.85 % FDI in 

5   FDI includes the FIPB route/RBIs automatic route/acquisition route + equity capital of unincorporated 
bodies + reinvest earnings + other capital. 
6   India’s fi scal year starts on April 1 and ends on March 31 the following calendar year. 
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  Fig. 7.1    FDI in India (US$ billion) (*Provisional,  Source : Department of Industrial Policy & 
Promotion (DIPP), Ministry of Commerce & Industry, Government of India)       
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the same fi scal year, is the automobile sector. The metallurgical industries sector 
attracted 6.54 % of total FDI (Fig.  7.2 ).

7.7        FDI Equity Infl ows by Country 

 According to data from the Department of Industrial Policy and Promotion (DIPP), 
India, Mauritius made 42.35 % of total FDI equity infl ows in India for the year 
2012–2013. After Mauritius, Singapore is the second largest FDI country in India. 
Singapore has contributed 10.29 % of the total FDI. Japan is the third largest 
contributor to India’s FDI infl ows with 9.98 % share of the total FDI (Fig.  7.3 ). The 
cumulative position is given in  Annex II .

7.8        Recipient Regions in India 

 During 2012–2013, Mumbai was the largest recipient city for FDI infl ows in India, 
and it received an amount of US$8.72 billion, according to data provided by the 
Department of Industrial Policy and Promotion. New Delhi is the second largest 
FDI recipient city and it received US$3.22 billion, while the third largest FDI recipient 
was Chennai at US$2.8 billion during 2012–2013. 
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  Fig. 7.2    Percentage share of FDI by sector (2012–2013) ( Source : Department of Industrial Policy 
& Promotion (DIPP), Ministry of Commerce & Industry, Government of India)       
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 In terms of cumulative FDI equity infl ows to India from April 2000 to March 
2013, Mumbai was the largest recipient with an amount of US$63.33 billion during 
this period and contributed to 33 % of overall FDI equity infl ows. New Delhi 
remained the second largest recipient at US$36.3 billion with a share of 19 % of 
total FDI equity infl ows (Table  7.1  and Fig.  7.4 ).

    Among the Indian cities neighboring Pakistan, Chandigarh and Rajasthan present 
strong potential for future returns. In 2012–2013 they received FDI amounting to 
US$47 million and US$132 million, respectively. (For a detailed discussion on key 
sectors in India that are currently attracting FDI, see  Annex I .) Most of these sectors 
also have strong horizontal and vertical linkages with Pakistan’s industrial sector. 
Later, it was proposed that sector-specifi c studies should be conducted in order to 
explore such supply chain linkages at more micro and meso levels.  

7.9     Pakistan-Specifi c Investment Regime in India 

 India has allowed FDI through the government route (and not the automatic route) 
from Pakistan in all sectors except defense, space, and atomic energy. It is important 
to discuss here the various steps involved in investment from Pakistan to India via the 
government route. The process starts with an investor submitting an FDI proposal to 
the Foreign Investment Promotion Board (FIPB) in India. The FIPB secretariat, 
upon fulfi llment of the requirements toward proposal documentation, is required to 
submit the fi le to senior members of the board within 15 days. However, within 

42.35%

10.29% 9.98%
8.28%

4.82% 3.84%
2.48%

17.96%

  Fig. 7.3    FDI equity infl ows by country 2012–2013 (% share) ( Source : Department of Industrial 
Policy & Promotion (DIPP), Ministry of Commerce & Industry, Government of India)       
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   Table 7.1    City-wise FDI infl ows across India (US$ million)   

 S. No. 
 RBI’s regional 
offi ce  State covered 

 2010–
2011 
(April–
March) 

 2011–
2012 
(April–
March) 

 2012–
2013 
(April–
March) 

 Cumulative 
infl ows (April 
2000–March 
2013) 

 % of 
total 
infl ows 

 1  Mumbai  Maharashtra, 
Dadra and 
Nagar Haveli, 
Daman and Diu 

 6,097  9,553  8,716  63,337  33 

 2  New Delhi  Delhi, part of UP 
and Haryana 

 2,677  7,983  3,222  36,294  19 

 3  Bangalore  Karnataka  1,332  1,533  1,023  10,784  6 
 4  Chennai  Tamil Nadu, 

Pondicherry 
 1,352  1,422  2,807  11,081  6 

 5  Ahmedabad  Gujarat  724  1,001  493  8,650  4 
 6  Hyderabad  Andhra Pradesh  1,262  848  1,159  7,968  4 
 7  Kolkata  West Bengal, 

Sikkim, 
Andaman and 
Nicobar Islands 

 95  394  424  2,306  1 

 8  Chandigarh  Chandigarh, 
Punjab, 
Haryana, 
Himachal 
Pradesh 

 416  130  47  1,201  1 

 9  Bhopal  Madhya Pradesh, 
Chhattisgarh 

 37  471  72  911  1 0.5 

 10  Kochi  Kerala, 
Lakshadweep 

 451  123  220  997  1 0.5 

 11  Panaji  Goa  302  38  9  771  0.4 
 12  Jaipur  Rajasthan  51  33  132  685  0.4 
 13  Bhubaneswar  Orissa  112  140  31  341 347  0.2 
 14  Kanpur  Uttar Pradesh, 

Uttaranchal 
 15  28  52  341  0.2 

 15  Guwahati  Assam, Arunachal 
Pradesh, 
Manipur, 
Meghalaya, 
Mizoram, 
Nagaland, 
Tripura 

 8  1  5  78  0 

 16  Patna  Bihar, Jharkhand  5  24  8  37  0 

 17  Region not indicated  6,447  11,399  4,004  47,494  24.6 

  Total    21,383    35,121    22,423    193,403    100  

   Source : Department of Industrial Policy & Promotion (DIPP), Ministry of Commerce & Industry, 
Government of India  
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these 15 days, the FIPB secretariat is supposed to seek comments on the proposal 
from related ministries. The choice of ministries from where comments should be 
sought depends upon the sector of investment. 

 The board is then required to study these proposals keeping in view that the fi nal 
decision has to reach the interested party within 30 days. The key issues that are 
examined while considering a proposal include (a) any licensing requirements of 
the sector in which the investor is interested and whether such a license should be 
obtained at current or later stages, (b) any export orientation of the proposal and, if 
any, then consideration of items of exports and their destinations, and (c) any 
defense-related or strategic considerations. 

 The board’s guidelines also direct its members to prioritize investment and prefer 
proposals that fall in the infrastructure sector, areas where employment may be 
generated, particularly in rural areas, export-oriented ventures, agrobusiness and the 
farm sector, social sector (including projects such as hospitals, vocational training, 
life-saving equipment, and medicine), and sectors that require the induction of 
technology. 

 During the scrutiny of proposals, several policy-related factors are evaluated. This 
examination starts while looking into the extent of foreign equity proposed and if 
there are any sector-specifi c caps. Another important issue is to see how this foreign 
equity would be formalized, i.e., in the form of a holding company, wholly owned 
subsidiary, joint venture, etc. Similarly, in terms of capital enhancement, if this equity 
is used to set up a new project, it will lead to enlargement of existing foreign equity 
or induction of equity in an Indian company. In the case of enlargement of equity in 
an existing foreign or Indian entity, the approval of the Board of Directors and share-
holders’ agreement will be required. The modality of enlargement of equity will also 
be studied, and it will be checked whether such an enlargement takes the shape of 
paid-up capital, authorized capital, shares transfer, or rights issue. The issue of 
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  Fig. 7.4    Top 5 FDI recipient cities FY 2012–2013 (US$ million) ( Source : Department of Industrial 
Policy & Promotion (DIPP), Ministry of Commerce & Industry, Government of India)       
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transfer and pricing of shares will follow the guidelines of the Securities and 
Exchange Board of India (SEBI) and the Reserve Bank of India (RBI). 

 At a sectoral level, the FIPB is responsible for checking whether the foreign 
origin’s activity in India has any restrictions with respect to the sector or micro and 
small enterprises. Further, it is seen whether the activity involves import of items 
into India that may be hazardous, banned, or detrimental to environment. Further 
details can be seen in the Ministry of Commerce ( 2013 ). 

 Once Pakistani investors succeed in obtaining approval from the FIPB, they are 
allowed to establish their presence in India in the form of liaison, branch, and project 
offi ces. A wholly owned subsidiary is also allowed, subject to conditions mentioned later. 

 The opening of a liaison offi ce requires approval from the Reserve Bank of India 
(RBI) and can perform several functions on behalf of the parent company. These 
functions include representing the parent company in India, facilitating cross- border 
trade, facilitating technical and fi nancial collaboration, and coordinating communi-
cations between Indian companies and the parent company. The RBI usually grants 
permission to open such an offi ce initially for 3 years, but this can be extended 
subject to fulfi llment of conditions. The expenses for running such an offi ce can 
only be met through remittance from the head offi ce of the parent company. 

 Similarly, opening a branch offi ce requires approval from the RBI; however, it 
also requires a certifi cate of establishing a place in India from the Registrar of 
Companies (RoC). Such offi ces can undertake cross-border trade, professional and 
consultancy services, research work, IT services, and technical and fi nancial col-
laboration in India. Currently, there are no Pakistani banks in India; therefore, the 
application has to be routed through a nominated banking entity. 

 The project offi ce does not require approval from the RBI in standard cases 
(except in the case of Pakistan). Such an offi ce is required to be funded through 
inward remittance from the parent company’s head offi ce, or a bilateral/multilateral 
funding body. The project offi ce requires clearance by the FIPB. The taxation rules 
treat a project offi ce as an extension of a foreign entity and apply the taxation 
structure relevant to a foreign company. 

 The most fl exible method of doing business in India for a foreign entity is to 
register as a wholly owned subsidiary. In this case, funding can be arranged for the 
subsidiary in the form of equity or debt or both. Repatriation of profi ts is allowed 
without approvals (except in the case of Pakistan). In the case of a joint venture with 
an Indian partner, the laws governing local companies will apply.  

7.10     Estimating Potential Pakistani Investment in India 

7.10.1     Methodology 

 In this section, we briefl y describe the methodology we used to estimate the potential 
fl ow of Pakistani investment to India. Our starting point was to examine the current 
level of outward FDI fl ows (and stocks) from Pakistan. For Pakistani investors, the 
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UAE, Malaysia, Bangladesh, Afghanistan, and Sri Lanka have been important 
destinations. Studies that document the motivation of outfl ows from Pakistan fi nd 
that this varies across the region and sectors. For example, the investment going 
to Bangladesh is largely from the textile sector of Pakistan that wanted to benefi t 
from the generalized system of preferences allowed for Bangladesh by the EU and 
the USA. There is also evidence that some outfl ows can be termed “capital fl ight” 
due to law and order disturbances in Karachi and Khyber Pakhtunkhwa (Khan and 
Ahmed  2012 ). 

 Many such fl ows do not get refl ected in Pakistan’s offi cial statistics due to a large 
informal economy and the existence of nonoffi cial channels of transfer. We, therefore, 
relied on estimates of destination countries. The following are some recent outfl ows 
based on data from the destination country:

•    Pakistan to the UAE: US$670 million (FY 2012) 7   
•   Pakistan to Afghanistan: <US$700 million (FY 2011–2012) 8   
•   Pakistan to Malaysia: <US$600 million (FY 2011–2012)  
•   Pakistan to Bangladesh: <US$30 million (since 2008–2009)  
•   Pakistan to Sri Lanka: >US$0.15 million (July–January FY13)    

 In the next step, we identifi ed the key sectors in which India is attractive for 
Pakistani investors. We developed this ranking through our questionnaire-based 
inquiry. A total of 27 resident Pakistani investors/entities were interviewed at two 
different points in India-Pakistan relations between September 2011 and June 2012. 
These 27 respondents were willing to answer our questions from a total of more than 
45 who have invested abroad in the recent past. Another condition was that these 27 
had to be members of either local chambers of commerce or the Pakistan Business 
Council. All 27 interviewees have a presence at multiple places in Pakistan. 

 The fi rst phase of the interview was immediately after the meeting of two 
Commerce Ministers (when the aspirations of the business community were fairly 
upbeat). The second phase of interview was immediately after the exchange of fi ring 
across the Line of Control (when all of a sudden there was a feeling that the normaliza-
tion process may get curtailed). The perception-based estimates provided by these 
business entities greatly varied between the two periods. We, therefore, provided a 
mean average of the two periods in the next subsection. The top-ranked sectors 
included (in order) textiles, cement, hotels and restaurants, auto sector, sugar and 
wheat products, banking, and insurance. Some other sectors were identifi ed, mainly 
in services, but they were not a majority response. 

7   Source: Abu Dhabi Investment Authority  http://www.adia.ae/En/News/media_news_1.aspx , 
Afghanistan Investment Support Agency  http://www.aisa.org.af/reports/annual_report_english.
pdf , Malaysia Investment Development Authority  http://www.mida.gov.my/env3/index.
php?page = download , Bangladesh and Sri Lanka information obtained from the Board of 
Investment in Pakistan and validated through sectoral manufacturing associations. 
8   Greater than and less than signs represent approximations around 10 % less or greater. The vari-
ance is common, as data on foreign investments is consolidated after substantial time lags. 
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 For each sector we then identifi ed/inquired from respondents the minimum 
amount of annual investment outfl ow that had taken place during any of the past 3    
years (2010–2012) in the countries listed above. 9  Taking the minimum gives us a 
conservative estimate of potential investment. There could be more optimistic sce-
narios given that India could soon become more attractive vis-à-vis the economies 
listed above due to proximity, agglomeration, and similarities in tastes and preferences, 
which in turn can spur a clustering effect in the region. 

 We also conducted focus group discussions to (a) validate our estimates for each 
sector and (b) collect information on sector-specifi c barriers faced by Pakistani 
investors in India.  

7.10.2     Sector-Wise Estimates 

 According to our estimates shown in Table  7.2 , the total annual potential investment 
from the Pakistan side to India stands at US$1.6 billion. This is under the assumption 
that both the government and automatic routes are open to Pakistani enterprises/
investors. The textile sector heads the list with potential annual direct investment of 
US$760 million. This sector has a 47 % share in overall estimated FDI outfl ow. 
Textile sector is followed by cement, the auto sector, and food processing on the 
industrial side and hotel-related services, banking, and insurance on the services 
side. Two Pakistani banks have already applied for licenses in India to initiate 
operations. In the textile and cement sectors, two fi rms, namely, SEFAM and Lucky 
Cement, have reportedly approached the FIPB with investment proposals (Ministry 
of Commerce  2013 ).

9   The reason for taking the past 3 years is to avoid any slump that might have occurred before 2010 
on the account of the global fi nancial crisis. 

   Table 7.2    Potential annual outfl ows by sector   

 Sector  Amount (US$ million)  Percentage 

 Textiles  760  48.6 
 Cement  205  13.1 
 Hotel and restaurant services  171  10.9 
 Auto sector  122  7.8 
 Sugar, wheat products, and beverages  82  5.2 
 Banking and insurance  63  4.0 
 Other  163  10.4 
 Total  1,563  100 

   Source : Authors’ calculations 
 Livestock processing, dairy and milk products, fi sheries, communications, shipping, and construction 
engineering  

V. Ahmed et al.



205

   Given that we have used a static (time-specifi c) methodology, it is not possible to 
capture two dynamic effects of the quantum of FDI. First is the possibility of  investment 
creating trade , whereby Pakistani investors who have their production processes 
in India will import raw material and intermediate goods from Pakistan (thus ben-
efi ting from customs-free input availability). Second, we do not account for the 
reverse, i.e.,  trade creating investment , whereby trade agreements between the two 
countries can have in-built clauses that partially represent investment cooperation 
(but is not a full-fl edged bilateral investment treaty). 

 Some justifi cation is required here to explain the perception-based estimates 
given above. Pakistan’s textile sector becomes a leading player with the potential of 
FDI in India. The textile sector contributes 9 % to Pakistan’s GDP and provides 
employment to over 15 million workers. It is the leading sector in Pakistan’s export 
basket and rides on the strong back of Pakistan’s cotton sector (Pakistan is the 4th 
largest producer of cotton). This sector enjoys vertical as well as horizontal linkages 
with the Indian textile sector, and the possibility of joint ventures as well as wholly 
owned subsidiaries by Pakistani investors remains strong. Pakistani investors, 
 however, need to be mindful that textiles in India is a sunset sector. 10  This argument 
can also imply some overestimation in our perception-based exercise. 

 With the establishment of an integrated checkpost at the Wagah-Attari border, 
the exports of Pakistani cement to India witnessed a substantial jump. However, our 
interviews in the cement sector reveal that transporting such a huge quantity across 
the border may be less lucrative if one is allowed to set up production facility in 
neighboring cities of India. DG Khan Cement and Lucky Cement have already been 
reported to have evaluated this option and are forming alliances with the Indian 
business community to undertake production ventures inside India.  

7.10.3     Sector-Specifi c Barriers to Investment 

 This section presents qualitative responses from our in-depth interviews with potential 
investors. We split our sector-specifi c results into two levels. The fi rst is the high-
end production units in Pakistan whose owners have already invested elsewhere 
in the world apart from their establishments in Pakistan. For them, India is a 
destination whose advantages they weigh vis-à-vis other global options they might 
have. They do, however, believe that in some sectors India presents a unique oppor-
tunity given its large population and growing middle class. This class of businesses 
seemed ready for ventures in India. 

 The medium-end businesses whose risk-worthiness is not mature felt that India 
presents little reward compared to the high risk for Pakistani capital in a country that 
traditionally does not enjoy good foreign relations. The reasons for their unease 
included laxness on the part of governments on both sides in addressing their fears 

10   A phenomenon used to describe sectors losing their competitive advantage due to a fast- changing 
global landscape in technology and innovation. 
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regarding security of assets and profi ts in the event of political upheavals. This 
stream of businesses felt content with their current success, whereby the trade lists 
on both sides have been rationalized and there are greater export opportunities for 
such entrepreneurs. 

 At a sectoral level, when leather sector producers were asked about their willingness 
to invest in India, they were apprehensive of fi nding the right labor at an appropriate 
wage. There are major gaps in the availability of information in this sector. They felt 
that handmade leather products in which Pakistan had a global niche require decades 
of training and expertise, which is hard to fi nd elsewhere. They, however, felt that if 
bilateral relations between the two countries remained normal, then they could, as a 
local partner, think about introducing the technology being practiced in Sialkot 
across the border to Indian Punjab. This may imply additional investment in the 
accompanying vocational education specifi c to the leather sector. However, one 
respondent said that they were considering a joint venture in the tannery subsector. 

 In engineering, and particularly the auto sector, Pakistani producers said that 
Pakistan already has substantial import demand of raw material (scrap, semifi nished 
steel, and components) from India. If they were allowed to open subsidies in India, 
this could eventually lead to greater producer surplus. However, for this to happen, 
they expect that once they start operations in India, they should also have access to 
local subsidies. Given that initial setup costs are high and there is increased expo-
sure to sunk costs, producers in this sector want to access local fi nance, particularly 
for working capital purposes. They also expect a high level of investment-led trade 
fl ows (importing goods and services from country of origin); therefore, they want 
the screening processes to be eased and mutual recognition of standards needed to 
be carried out on an expedient basis. This sector has had some sour experiences and 
the respondents quoted anecdotal evidence about the excessive red tape (particularly 
at the state level) that ArcelorMittal faced in entering India’s steel sector. 

 In the surgical and sport goods sectors, the need to strengthen competition policies 
in both countries in order to prevent imperfectly competitive practices was urged. 
Respondents noted that the price differential between India and Pakistan is very 
narrow in this sector; therefore, practices such as price wars need to be checked. 11  

 This sector was also apprehensive about the weak implementation of intellectual 
property rules in India. Respondents said that Pakistan supplies surgical and sport 
goods to China, but no producer has yet physically invested due to fears of intellectual 
property breach. They felt that once the Chinese had a clear idea of their production 
and technological processes, they could easily reverse engineer the product. 

 In the food processing sector, a huge demand in India was reported. If Pakistani 
investors enter this sector, particularly in areas with close geographical proximity, 
they would consider importing intermediate inputs from the country of origin. Since 
the integrated checkposts on the land routes have reached full capacity, the current 
trucking mode will not suffi ce, and containerization via rail is needed. For mass 
cargo, open roof containers should be allowed between the two countries. This sector’s 
fl ow of intermediate goods and raw materials will require the enhanced presence of 

11   In the international market, Pakistan sells soccer balls for US$2.50 versus India at US$2.48. 
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plant department offi cials on both sides unless mutual recognition of product standards 
is allowed. There were also fears that state-specifi c and city-specifi c restrictions in 
India could curtail the food processing supply chain. 

 The Karachi-based producers of  halal  food chains reported that Pakistan’s certi-
fi cation, particularly in  halal  meat, is well respected across the globe. Given the 
large Muslim population in India, they were contemplating investing in this sector 
across the border. 

 In the services sector, respondents in the banking sector had a fair idea that they 
would need to follow the licensing route allowed by the RBI. However, other 
services subsectors were still waiting for information on precise rules for FDI in 
India. Pakistan has a vibrant core and noncore social services sector. One example 
is the education services portfolio in the private sector that has branches in China, 
the UAE, and Saudi Arabia. For them, it makes economic sense to open up in India, 
but certain operational barriers hinder such a decision. First, registration with 
national and local educational authorities is still not allowed for Pakistan. 12  The 
bilateral e-commerce facility is not possible given the lack of cooperation in the 
fi ber-optic framework. The cellular services of the two countries do not respond 
across the border, thus negating the chances for holding online conferencing. Direct 
courier services are missing, which increases the number of days required for legal 
documentation. Finally, the visa policy for Pakistani faculty and students is city 
specifi c, and it is not possible for Pakistani students and teachers in India to open 
personal bank accounts. 

 Health service providers in Pakistan made similar observations. They said that 
given the increased potential of health tourism in India, it made sense for them to 
branch out to India either independently or through a joint venture. However, they 
had no guarantee for expedient visas required by patients in an emergency. Further, 
they said that if both countries were serious about liberalizing health tourism, 
special private fl ights should be allowed for health sector stakeholders (including 
patients and doctors). Secure direct conferencing protocols should be ensured so 
that delicate medical operations could be virtually handled across the border. 

 There was a general concern about the bilateral investment treaties that India 
currently maintains with some countries. There has been a rise in the number of 
arbitration cases by foreigners who have invested in India. There is now a need to 
review these agreements with respect to favorable treatment to foreigners vis-à-vis 
locals, the obligations of the Indian government toward the protection of foreign 
investment, and the treatment of intellectual property rights (Dhar et al.  2012 ). It is 
important to note that currently India has 82 treaties. Despite some resentment that 
arouse out of the government’s delay in facilitating arbitration, India is keen to 
pursue such treaties with the USA and Canada, but both these countries have 
questioned the strength of India’s arbitration mechanisms. Finally, at the South Asia 
level, it remains to be seen how successful India’s treaties with Sri Lanka and 
Bangladesh have been. 

12   This may be the same for all countries; however, our respondents felt that such measures are 
applied more strictly to Pakistan. 
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 During this study we had an opportunity to interview respondents from SAARC 
institutions and the SAARC Chamber of Commerce and Industries. At the South 
Asia level, SAFTA provides provisions for the smooth fl ow of investments between 
countries and emphasizes the removal of barriers to intra-SAARC investments. To 
strengthen the resolve toward SAARC trade and investment proposals, a SAARC 
Arbitration Council was established in 2007. Like other SAARC institutions, this 
council faced substantial delays in getting its fi rst director general appointed in 
2010. By the end of 2013, only three meetings of this council had been held. 

 The business community noted that after the duration allowed under the SAARC 
sticker visa was shortened, it has become very cumbersome for the business 
community to keep their passports and travel documentations tied up at embassies 
for long periods. It is discouraging to note that the duration allowed under this 
sticker is now 3 months. 

 The business community also made some observations on the provisions under 
India’s FDI consolidated policy, effective from April 2012. They felt that if India at 
some point allows investment by Pakistanis through the automatic route, it would 
be necessary to amend this policy document. The revisions would then relax the 
various clearances required by Pakistan from the offi ces of the FIPB, the RBI, and 
state- level institutions. 

 There are caps in India for investing in sectors such as banking and insurance, 
broadcasting, print media, and telecommunications. Several services sector respon-
dents were of the view that some South Asian countries, including Pakistan, are best 
placed to invest in these sectors given the sophistication that Pakistan has exhibited 
in telecommunications and the robustness of its banking sector proven after the 
global fi nancial crisis. India may allow Pakistan’s services sector without sector 
caps in the interests of promoting competition and effi ciency. 

 In Chapter 6 of this policy, the sector-specifi c conditions on FDI were termed 
harsh. For example, it was felt that the agricultural activities allowed under 6.2.1 
were fairly narrow. Pakistan’s entrepreneurs in livestock have already indicated 
their interest in setting up milk processing plants for which there are laws that either 
place a sectoral cap or completely prohibit such activity. 

 Under 6.2.16.4, 100 % investment is allowed in single-brand product retail 
trade; however, for proposals beyond 51 % foreign investment, there is a manda-
tory sourcing of 30 % for the product’s value from Indian small industries. The 
point of concern here is that the defi nition of small industries terms an entity small 
if total investment in plant and machinery does not exceed US$1 million. Such 
defi nitions give rise to arbitrary valuation by government departments (in turn, 
allowing them space for rent seeking) and can pose problems when such ventures 
are evaluated at a later stage. 

 In Chapter 7 Clause 7.1.2, the repatriation of dividends is termed “taking place 
freely.” However, in the case of Pakistan, this is not possible unless Pakistani banks 
are allowed to open branches in India. If this does not happen and profi ts to Pakistan 
are routed through third-party banking arrangements, this could give rise to double 
taxation as well as overseas transaction tax.   
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7.11     Summary and Policy Recommendations 

 This study estimated the potential investment that can go from Pakistan to India at 
US$1.6 billion annually, if both the government and automatic routes are allowed. 
Textiles, cement, hotel services, and the auto parts sectors head the list of potential 
investments. From the discussion, a few broad recommendations need to be pursued. 
First, investment diplomacy is required whereby Pakistan should be allowed 
to invest in India through the automatic route (besides the currently allowed government 
route). It has to be recognized that a large part of FDI in the world is undertaken 
through the automatic route. Foreign investors usually cite increased transaction 
costs wherever compliance with government regulations is a prescribed condition. 
In this regard, a starting point can be a joint working group between the Pakistan’s 
Board of Investment and India’s FIPB. 

 Second, as in the case of most investment-friendly countries, the business 
community seeks a privileged visa facility so that access to their investments in 
foreign lands is certain. Currently, the visa regime between India and Pakistan suffers 
from (a) interference by security institutions, (b) arbitrariness in deciding on award-
ing visas, and (c) cumbersome documentation to obtain internal clearance from the 
Ministry of Interior in Pakistan/Home Ministry in India. It is again recommended 
that a joint working group comprising these two counterparts should meet every 
quarter. This will also act toward enhancing investors’ confi dence. 

 Given that Pakistani investors have cited the availability of their labor in close 
proximity to India as a key factor that can facilitate their investment decisions 
particularly in neighboring regions such as Indian Punjab, it is important that work 
visas should be liberalized between the two countries. Initially, this may be done on 
an investment-specifi c basis, i.e., only allowed for Pakistani-origin businesses in 
India. This recommendation could be carried forward by the working group of the 
Interior/Home Ministries proposed above. 

 Third, both India and Pakistan have experience in the arbitration of investment- 
related disputes at the international level; however, potential investors from Pakistan 
felt that investment-specifi c dispute resolution between these two countries needs to 
be more transparent and detailed. This would allow additional assurances for inves-
tors from both sides in order to guarantee security of assets and profi ts. This should 
at least be done in the short term as a confi dence-building measure. Examples of this 
arrangement can be seen across ASEAN countries. 

 Fourth, if proximity is a key reason to invest across the border, then the availability 
of integrated transport and warehousing infrastructure cannot be undermined. The 
two key requirements in the short term will be containerization via rail and increasing 
the capacity of customs houses and storage facilities across the land routes. There 
already is a working group at the level of the customs departments of the two 
countries. This group needs to be broadened to include offi cials from the ministries 
of transport and communications from both countries. We have included the 
Communications Ministry because courier services and mobile phone roaming 
facility between the two countries are currently nonexistent. 
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 Fifth, three fi nancial sector initiatives may be required. Pakistani investors, for 
example, want to be able to access the fi nancial markets for their working capital 
needs in the same manner as domestic Indian fi rms do. The double taxation issue 
will have to be taken up by the fi nance ministries on both sides. As banks on both 
sides are being issued licenses and if they end up fi nancing government ventures 
(including public-private partnerships), then currency swap agreements between 
both countries may be pursued by the State Bank of Pakistan and the Reserve Bank 
of India. There have already been meetings between the governors of the central 
banks; however, the frequency of these meetings needs to be increased. 

 Finally, and even if in the short term both countries do not embark on a bilateral 
investment treaty, there needs to be some legal cover for foreign investors’ fi xed assets 
and intellectual property. There are examples from ASEAN countries that can be used. 

 A more concrete question to pose here is about the implementation mode for these 
policy proposals. While we understand that in the trade sphere the Ministry of 
Commerce on both sides is now in close liaison, for the promotion of cross-border 
investments, a more devolved approach is required. The process should start with the 
Board of Investment in Pakistan and the Foreign Investment Promotion Board in India 
working on the possibility of opening up the automatic route. This phase should also 
see the ministries of industries on both sides initiating discussions on advanced recog-
nition of standards/inputs in the production processes. Several Pakistani investors have 
shown keenness to import textile raw material from Pakistan if they end up operating 
in India (in order to gain from customs-free imports through the country of origin). 

 The Home/Interior Ministries on both sides will be required not just to facilitate 
expedient visas for investors but also to synchronize visa policy with fl ow of merchan-
dise and natural persons (work visas). In one of our discussions with a steel manufac-
turer in Islamabad, we learned that while textile machinery had been imported from 
India months ago, the Indian engineer who was supposed to install the machinery had 
still not been given a visa. Here, the role of the ministry of foreign/external affairs also 
becomes important. While individual ministries will do their part, it is this ministry 
that has to coordinate the process of trade and investment diplomacy. 

 Moreover, it is the responsibility of India and Pakistan to strengthen the overall 
investment cooperation process under SAARC. In its current state, SAARC inter-
ventions to promote FDI are grounded in the overall framework for regional trade, 
which is not correct for practical reasons (Moazzem  2013 ). Investment cooperation 
must be carried forward as an independent agenda. There is a vast literature that 
explains how investment creation in a regional market can substitute for trade 
diversion in the region (Blomstrom and Kokko  1997 ). 

 There has been an effort under SAARC to draft the agreement on promotion and 
protection of investment. This draft has been waiting for approval since 2007 despite 
the 17th SAARC Summit that demanded fast tracking of regional investment coop-
eration and the creation of regional production chains. Following Moazzem ( 2013 ), 
this chapter also proposes that a separate body in SAARC needs to be formed to 
deal with issues that fall within the ambit of regional investment cooperation. Such 
an institutional arrangement will also speed up the progress on SAARC initiatives 
that are underway, such as the establishment of a SAARC Arbitration Council and 
the SAARC Agreement on Avoidance of Double Taxation. 
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 SAARC can also learn from the existing mechanism at the ASEAN level. There 
are three main instruments in ASEAN member states that allow for investment 
integration. These are the ASEAN Investment Area (AIA), ASEAN Free Trade Area 
(AFTA), and ASEAN Industrial Cooperation (AICO). Such arrangements can address 
many of the bottlenecks identifi ed in FICCI ( 2010 ), such as policies on excluded 
sectors, restrictions on equity, lack of protection for foreign investors’ assets and 
profi ts, and underutilization of bilateral investment treaties.      

     Annex I: Select Areas of FDI in India 

    Automobile 

 One of the major sectors of India’s economy is the automobile industry, which con-
tributes 22 % of the country’s manufacturing GDP. Among all the FDI infl ows into 
India, the automobile sector contributes 4 %. Data from DIPP shows that FDI infl ow 
in the automobile sector during 2011–2012 was US$923 million. The government 
of India has allowed 100 % FDI in the automobile sector under the automatic route 
(except from Pakistan). The automobile industry is fully de-licensed and investors 
are also allowed free imports of automotive components. Further, there are no minimum 
investment criteria for investment in this sector. 13   

    Biotechnology 

 India is among the top 12 biotech destinations in the world and ranks second in 
Asia, after China. DIPP data shows that between April 2011 and January 2012, FDI 
infl ow in the drugs and pharmaceuticals sector was around US$3 billion. FDI up to 
100 % is allowed in this sector only through the automatic route (except for Pakistan) 
in the manufacture of drugs and pharmaceuticals. Given the importance of this sector, 
India aims to offer grants and tax incentives and is formulating sector-specifi c 
investment-friendly regulations.  

    Cement 

 After China, India is the second largest cement manufacturer in the world. The 
demand for cement in India originates from four segments: housing 67 %, infra-
structure 13 %, commercial construction 11 %, and the industrial sector 9 %. The 
government of India is promoting this sector to attract more FDI, and in the budget 

13   http://www.investindia.gov.in/?q = automobile-sector 
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2012–2013, the government has exempted customs duty on noncoking coal (earlier 
it was at 5 %). Given the increasing demand for cement in India and abroad, foreign 
investors are establishing and expanding their plants in India. The world’s top 10 
cement companies have investments in India, and these companies have almost 
50 % of the total market size.  

    Chemicals 

 In terms of volume of chemical production, India is the 3rd largest producer in Asia 
after China and Japan. This sector produces about 5 % of India’s total GDP. Between 
April 2000 and April 2011, India received infl ows of US$3 billion. For this sector, 
100 % FDI is allowed without license of production. This liberal policy applies to 
organic, inorganic, dyestuff, and pesticides. Foreign investors are making substantial 
investments that, in turn, have resulted in making the chemical sector’s contribution 
to Indian exports a little over 13 %.  

    Civil Aviation 

 This sector, while retaining its strategic importance for India, has led to substantial 
job creation. India has become the fastest growing aviation market and expects to 
become the 4th largest by 2020. This sector is open and 100 % FDI is allowed under 
the automatic route, but those who want to make investments beyond 74 % in the 
existing airports are required to get approval from the Foreign Investment Promotion 
Board (FIPB). There are 136 airports in India, and the government is encouraging 
private investments in airlines and airport infrastructure.  

    Education 

 The 2011 census shows that the literacy rate in India is 74 %. The male literacy rate is 
82.14 % and female literacy rate is 65.46 %. About 546 million people are under 25 
years of age, which offers huge potential in the education sector for foreign investors. 

 There are two segments of education in India: core and noncore. Primary, 
secondary, and higher education are in the core segment, whereas preschools, 
coaching institutes, and vocational training come under the noncore segment. In 
2010, the education sector’s total worth was around US$25 billion. A report by 
Grant Thornton entitled “Education in India: Securing the Demographic Dividend” 
fi nds that the vocational segment is emerging as a substantial market and it grew 
rapidly to US$3.6 billion in 2012. 
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 Currently, the percentage of students who go in for higher education is 12.4 %. 
The Ministry of Education aims to increase this ratio to 30 % by 2020. By reaching 
this goal, according to the Ministry of Education, India will need 800 more universi-
ties and 35,000 colleges. This requires an investment of US$150 billion during the 
next 10 years in the higher education sector. DIPP data shows that the total FDI 
infl ows into the education sector from April 2000 to April 2011 remained at US$410 
million. The current policy allows 100 % FDI in the education sector, and the 
 government is promoting public-private partnership for maximum enrolment of 
students and the provision of quality education.  

    Food Processing 

 The food processing industry in India contributes 32 % of value added in India’s 
total food sector. Being one of the largest industries of India, it is worth US$121 
billion with an annual growth of 10 % and is expected to reach US$194 billion 
by 2015. It also contributes about 14 % of the manufacturing sector’s GDP, 13 % of 
India’s exports, and 6 % of industrial investment. India’s potential in food processing 
also originates from its natural endowments. The country is the largest producer of 
wheat and rice and also contributes about 10 % of global fruit production. Further, 
17 % of the country’s total expenditure on food goes to milk and milk-related 
products. For producing agriproducts, meat products, marine, and milk and milk 
products, 100 % FDI is allowed under the automatic route. There is no import duty 
on capital goods and raw material for 100 % export-oriented units. The earnings 
from these exports are exempt from corporate tax, and also 100 % tax exemption for 
5 years is allowed. The government has allowed mega food parks to be set up across 
the country. Numerous foreign investors already have investments in India, either 
directly or in partnership with Indian businessmen.  

    Gems and Jewelry 

 India is the largest consumer of gold and currently consumes more than 20 % of world’s 
total gold. It is also the world’s largest polishing and cutting center for diamonds. In 
2011, the market size of the gems and jewelry sector was US$30 billion (as noted 
by the Gems and Jewellery Export Promotion Department) and is expected to reach 
US$45 billion by 2015. Currently, the sector provides employment to 1.8 million 
people and aims to increase jobs to a further 1.1 million people in the next 5 years. 
The total FDI infl ows in this sector between April 2000 and April 2011, as per data 
from the DIPP, remained at US$302 million. For the promotion of investment in this 
sector, Gems and Jewellery Special Economic Zones (SEZs) have been set up.  
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    Healthcare 

 Indian health sector consists of subsectors, including hospitals, medical infrastructure, 
medical devices, health insurance, clinical trials, telemedicine, outsourcing, and 
medical equipment. In 2010, the healthcare industry was worth US$40 billion and 
is expected to grow to US$100 billion by 2015 and to US$276 billion by 2020. 
DIPP data shows that between April 2000 and April 2011, total FDI infl ows in this 
sector were US$1 billion. The government is facilitating foreign investors by reducing 
import duties on medical equipment to 7.5 % and introducing a number of other tax 
incentives. The government has also reduced the customs duty to 5 % from 25 % on 
life-saving medical equipment. 14   

    Information Technology 

 India is one of the biggest destinations for global IT and ITeS outsourcing and 
contributes about 55 % of the global sourcing market. India is the preferred destination 
for companies that are seeking to offshore IT and back-offi ce functions. India is also 
known for its successful export-led software industry. The IT sector is the biggest 
employment generation sector in the country. Between April 2000 and March 2011, 
the IT sector inclusive of computer hardware and software received total FDI of 
US$10.7 billion. The government has created Special Economic Zones (SEZs) and 
Software Technology Parks (STPs). Numerous benefi ts have been provided to these 
STPs, including exemptions from excise duty, service tax, and rebate for payment 
of Central Sales Tax (CST).  

    Media and Entertainment 

 India has one of the largest media and entertainment sectors, which comprises the 
fi lm industry, print, music, and radio. In terms of volume, India is the biggest fi lm 
producer in the world, as it produces more than 1,000 fi lms in all languages every 
year. Currently, a large part of investment is desired to upgrade the equipment being 
used in various subsectors. Investment is also required in capacity building of the 
support staff working in the media and entertainment industry.  

14   http://indiabudget.nic.in/budget2012-2013 
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    Mining 

 The mining and quarrying sector contributes about 2.5 % of India’s GDP. India 
produces 87 minerals and the total value of mineral production was estimated at 
US$41.8 billion during 2010–2011. Major investments in this sector have come 
from Canada and the USA, followed by Australia, the UK, and South Africa. Given 
the growth in the construction sector, it is expected that mining activity will expand.  

    Pharmaceuticals 

 The pharmaceutical industry of India, which is technologically strong and self- 
reliant, is the 3rd largest in the world. The industry is growing at about 10–11 % per 
year. DIPP data shows that this sector attracted FDI worth US$1.9 billion between 
April 2000 and March 2011. The government is encouraging greater investment 
toward research and development in pharmaceuticals. Further, more capital injection 
is required for testing laboratories.  

    Telecommunications 

 The telecommunications sector is the second highest recipient of FDI and attracted 
8.5 % of the total infl ows into India between April 2000 and July 2011 (with an 
amount of US$12.3 billion). Currently, 74 % to 100 % FDI is allowed for various 
telecommunications services. With this, up to 100 % FDI is allowed under the auto-
matic route for the manufacture of telecommunication equipment. With a young 
population, India is yet to have complete access to telecommunications across the 
length and breadth of India.  

    Textiles 

 The textile sector at present contributes almost 14 % to industrial production, 4 % 
to GDP, and 17 % to the exports of India. After agriculture, the textile sector of India 
is the second largest employment generation sector, providing direct employment to 
more than 35 million people. From April 2000 to April 2011, the total FDI infl ow 
into this sector was US$959 million. A dedicated Ministry of Textiles has been set 
up, and the FDI cell at the Economic Division of India also attaches importance to 
this sector through supplementary policies.   
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     Annex II: Sectors and Origin of FDI in India 

    Table 7.3    FDI sectors in India (April 2000 to March 2013)   

 US$ million 

 S. No.  Sector 
 Amount of 
FDI infl ows 

 Percentage with 
total share FDI 
infl ows 

 1  Services sector (fi nancial, banking, insurance, 
non-fi n/business, outsourcing, R&D, courier, 
tech. testing and analysis, etc.) 

 37,235  19.26 

 2  Construction development: townships, housing, 
built-up infrastructure and construction- 
development projects 

 22,080  11.42 

 3  Telecommunications  12,856  6.65 
 4  Computer software and hardware  11,691  6.05 
 5  Drugs and pharmaceuticals  10,318  5.34 
 6  Chemicals (other than fertilizers)  8,881  4.59 
 7  Power  7,834  4.05 
 8  Automobile industry  8,295  4.29 
 9  Metallurgical industries  7,507  3.88 
 10  Hotel and tourism  6,631  3.43 
 11  Petroleum and natural gas  5,381  2.78 
 12  Trading  3,956  2.05 
 13  Information and broadcasting (including print media)  3,284  1.70 
 14  Electrical equipment  3,183  1.65 
 15  Cement and gypsum products  2,626  1.36 
 16  Miscellaneous mechanical and engineering industries  2,319  1.20 
 17  Industrial machinery  2,302  1.19 
 18  Consultancy services  2,095  1.08 
 19  Construction (infrastructure) activities  2,090  1.08 
 20  Nonconventional energy  2,591  1.34 
 21  Food processing industries  1,811  0.94 
 22  Ports  1,635  0.85 
 23  Hospital and diagnostic centers  1,597  0.83 
 24  Agriculture services  1,609  0.83 
 25  Textiles (including dyed, printed)  1,226  0.63 
 26  Electronics  1,198  0.62 
 27  Sea transport  1,195  0.62 
 28  Fermentation industries  1,135  0.59 
 29  Rubber goods  1,134  0.59 
 30  Mining  998  0.52 
 31  Paper and pulp (including paper products)  866  0.45 
 32  Prime mover (other than electrical generators)  849  0.44 
 33  Education  684  0.35 
 34  Machine tools  623  0.32 
 35  Medical and surgical appliances  604  0.31 
 36  Soaps, cosmetics, and toilet preparations  632  0.33 

(continued)
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 US$ million 

 S. No.  Sector 
 Amount of 
FDI infl ows 

 Percentage with 
total share FDI 
infl ows 

 37  Ceramics  508  0.26 
 38  Air transport (including air freight)  449  0.23 
 39  Vegetable oils and vanaspati  385  0.20 
 40  Diamond, gold ornaments  391  0.20 
 41  Glass  389  0.20 
 42  Fertilizers  298  0.15 
 43  Printing of books (including litho printing industry)  272  0.14 
 44  Railway-related components  270  0.14 
 45  Commercial, offi ce, and household equipment  255  0.13 
 46  Agricultural machinery  296  0.15 
 47  Earth-moving machinery  175  0.09 
 48  Leather, leather goods and pickers  107  0.06 
 49  Tea and coffee (processing and warehousing coffee 

and rubber) 
 101  0.05 

 50  Scientifi c instruments  94  0.05 
 51  Timber products  79  0.04 
 52  Photographic raw fi lm and paper  67  0.03 
 53  Industrial instruments  67  0.03 
 54  Boilers and steam-generating plants  62  0.03 
 55  Sugar  52  0.03 
 56  Retail trading (single brand)  95  0.05 
 57  Coal production  25  0.01 
 58  Dyestuffs  20  0.01 
 59  Glue and gelatin  15  0.01 
 60  Mathematical, surveying, and drawing instruments  8  0.00 
 61  Defense industries  4  0.00 
 62  Coir  2  0.00 
 63  Miscellaneous industries  7,844  4.10 

  Total    193,281    100  

   Source : Department of Industrial Policy & Promotion (DIPP), Ministry of Commerce & Industry, 
Government of India (  http://dipp.nic.in/English/Publications/FDI_Statistics/2013/india_FDI_
March2013.pdf    ) 

Table 7.3 (continued)

  Table 7.4    Top 20 countries’ FDI in India (April 2000 to March 2013)   

 US$ million 

 S. No  Country  Amount of FDI equity infl ows  Percentage with total FDI infl ows 

 1  Mauritius  73,666  38.11 
 2  Singapore  19,460  10.07 
 3  UK  17,549  9.08 
 4  Japan  14,550  7.53 
 5  USA  11,121  5.75 

(continued)
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 US$ million 

 S. No  Country  Amount of FDI equity infl ows  Percentage with total FDI infl ows 

 6  Netherlands  8,965  4.64 
 7  Cyprus  6,889  3.56 
 8  Germany  5,480  2.84 
 9  France  3,573  1.85 
 10  UAE  2,422  1.25 
 11  Switzerland  2,367  1.22 
 12  Spain  1,463  0.76 
 13  South Korea  1,232  0.64 
 14  Italy  1,169  0.61 
 15  Hong Kong  1,028  0.53 
 16  Sweden  982  0.51 
 17  Cayman Islands  878  0.45 
 18  British Virginia  796  0.41 
 19  Indonesia  610  0.32 
 20  Poland  569  0.29 

  Cumulative total    174,769    90.42  

   Source : Department of Industrial Policy & Promotion (DIPP), Ministry of Commerce & Industry, 
Government of India (  http://dipp.nic.in/English/Publications/FDI_Statistics/2013/india_FDI_
March2013.pdf    )  
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8.1            Introduction 

 Over the past two decades, foreign direct investment (FDI) has been one of the 
defi ning characteristics of the world economy. Global FDI has increased substan-
tially since the 1980s and is now among the largest forms of cross-border capital 
fl ows. This boom has been especially pronounced in developing countries where 
FDI has become the primary source of private sector fi nance (Mold  2004 ; UNCTAD 
 2005 ). Given the potential role FDI can play in terms of injection of capital, technol-
ogy, and knowledge as well as in accelerating growth and economic transformation, 
the attitude of developing countries toward FDI has changed with dramatic improve-
ments in their FDI policy regimes (UNCTAD  2005 ). As a result, developing coun-
tries have become an important source and destination for foreign investment. For 
the fi rst time, in 2012 developing economies absorbed more FDI than developed 
economies. They accounted for a record 52 % of global FDI infl ows, exceeding 
fl ows to developed economies for the fi rst time by US$142 billion. The global ranks 
of the largest recipients of FDI also refl ect the increasing importance of developing 
economies and the changing patterns of investment fl ows: nine of the 20 largest 
recipients were developing countries (UNCTAD  2013 ). Even in terms of FDI out-
fl ows, developing economies generated about one-third of global outfl ows. 

 Like many other developing countries, South Asian nations have been experienc-
ing increased FDI infl ows over the past decade (Table  8.1 ). Compared to total 
infl ows, intra- regional fl ows of FDI seem to be increasing, but still accounted for 
only about 5 % of total cumulative FDI in the past three decades (Athukorala  2013 ). 
India accounts for over 90 % of these FDI fl ows in South Asia   .

   South Asian economies have great potential to attract FDI. Several policy and 
regulatory measures have been taken to improve the investment climate and attract 
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foreign investment in most South Asian countries. However, with the exception of 
India, all countries attract low amounts of FDI. Many believe that the major invest-
ment barriers in South Asia are widespread corruption, poor governance, and weak 
political and institutional structures (Asian Development Bank  2009 ; Raihan and 
De  2013 ). These factors create a gap between policies and their implementation 
and, thus, impede investment infl ows. 

 In South Asia, Pakistan has the most liberal investment policy. 1  It ranks 2nd in 
ease of doing business. The investor-friendly regime followed by Pakistan is the 
result of policy reforms and liberalization measures taken since the 1980s and a 
realization by the Pakistan government of the benefi ts that the Pakistan economy 
can reap from FDI infl ows. For investors looking at Pakistan, economic prospects 
get dimmed because of political factors (see political instability index in Table  8.2 ). 
Thus, Pakistan’s attractiveness as an investment destination falls despite its favor-
able policy regime.

   Given the importance of FDI as a source of economic development and growth 
for developing countries like Pakistan, and against the background of investment 
trends and the importance of India as a source destination for foreign investment 
in South Asia, there is great potential for Pakistan to attract FDI from India. 
In this case, FDI can serve the twin objective of contributing to overall economic 
development of both countries and strengthening long-term bilateral relations. 
The  normalization of economic relations between the two South Asian giants is also 
crucial for the economic integration of the South Asian region. 

1   Board of Investment, Pakistan. 

   Table 8.1    FDI fl ows for South Asia (US$ billion)   

 2007  2008  2009  2010  2011  2012 

 FDI infl ows  34.5  56.6  42.4  28.7  44.2  33.5 
 FDI outfl ows  17.7  21.6  16.5  16.4  12.9   9.2 

  S ource : UNCTAD, FDI-TNC-GVC Information System, FDI database (  www.unctad.org/
fdistatistics    )  

     Table 8.2    Ranks of South Asian countries (2013)   

 India  Pakistan  Nepal  Sri Lanka  Bangladesh  Afghanistan  Bhutan 

 Ease of doing 
business index 

 132  107  108  81  129  168  148 

 Starting business  173  98  105  33  95  28  94 
 Protecting investors  49  29  114  169  97  94  71 
 Political instability 

index* 
 135  7  19  31  19  7  108 

   Source : World Bank Indicators; Economist Intelligence Unit 
 *Political instability index is for the year 2009–2010. A lower rank indicates higher risk  
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 This chapter examines the potential for Indian investment in Pakistan. The scope 
of FDI from India into Pakistan is not limited to the business options arising from 
India’s comparative advantage. As India and Pakistan compete to sell their goods in 
the global market, there are several areas where the two countries can complement 
each other’s needs and, hence, produce cost-effective quality goods. This can be 
done through joint ventures to cater to the markets of developed nations. In the 
process, both nations can learn from each other. 

 This chapter attempts to understand the investment environment in Pakistan 
for Indian investors and recommends a three-stage approach to create a mutually 
benefi cial business environment for India and Pakistan. The following research 
questions are addressed in this chapter:

 –    What are the prospects for Indian investment in Pakistan?  
 –   What are the potential sectors for Indian investment in Pakistan?  
 –   What is the current policy regime governing FDI fl ows between India and 

Pakistan?  
 –   What are the barriers to investment in Pakistan?  
 –   What policy recommendations can be adopted to foster India-Pakistan FDI fl ows?    

 The analysis is based on secondary data and primary information collected 
through a survey of fi rms based in Delhi and Mumbai. Twenty fi rms were interviewed 
during May–June 2013 for this study; the authors also interacted with government 
offi cials and researchers from both nations.  

8.2     Prospects for Indian Investment in Pakistan 

 Pakistan’s geographical location, liberal foreign investment policy, conducive 
business environment, and a young skilled workforce make it an investor-friendly 
destination. Strategically located in South Asia, Pakistan is at the crossroads of 
China, the Central Asian Republics (CAR), and the Gulf States. Pakistan’s large 
market offers huge opportunities to investors from India in terms of the easy access 
it can provide to markets in Iran, Afghanistan, the Middle East, and CAR. 

 Pakistan’s foreign investment policy has been designed as a comprehensive 
framework to create a conducive business environment to attract FDI. The invest-
ment policy offers foreign investors several incentives with respect to tax and to 
regulations on repatriation of capital and profi t. Pakistan has enacted the Law of 
Special Economic Zones 2  that allows the creation of industrial clusters and offers 
liberal incentives, infrastructure, and investor facilitation services to enhance 
 productivity and reduce the cost of doing business. An added advantage is its large 
trained and skilled English-speaking labor force. The consumer market in Pakistan 

2   The Special Economic Zones Act 2012 was published as Act XX of 2012 vide Gazette Notifi cation 
No. F. 22(7)/2012. 

8 FDI in Pakistan: Prospects for India



224

is also growing at a rapid pace, and the potential to tap market opportunities provides 
strong grounds for FDI fl ows from India into Pakistan. 

 Indian investment in Pakistan can benefi t from several country-specifi c advantages. 
The common culture and language between the two countries can immensely 
facilitate business cooperation. The language spoken is the same in the two 
Punjabs; in the two main cities of the two countries, Karachi and Mumbai, Sindhi 
is spoken. There is a certain sense of connection with people across the border. 
Smooth communication channels help in business interactions by reducing entry 
and transaction costs. 

 Given the enormous benefi ts of FDI, increased investment fl ows between India 
and Pakistan could be mutually benefi cial for both countries. However, the benefi ts 
of FDI seem to be larger for Pakistan than for India, as investment can boost eco-
nomic growth and help Pakistan overcome the domestic challenges to its economy. 
Overall, an improvement in the FDI scenario between India and Pakistan will help 
strengthen bilateral ties. 

 Against the background of prospects for Indian investment in Pakistan, the 
following subsections analyze the growing importance of India as an overseas 
investor and Pakistan as an investment destination. 

8.2.1     India as a Source Country 

 In recent years, emerging market economies like India have become an important 
source of FDI outfl ows. The liberalization of government policies and removal of 
restrictions on outward FDI have led to a rise in overseas Indian investment. Apart 
from the liberalized policy environment for overseas investment, India has gained 
ground as an important overseas investor on the back of rapid economic growth, 
easy access to fi nancial resources, and strong motivation to acquire resources and 
strategic assets abroad. 

 Indian companies are acquiring international fi rms to obtain resources that are 
not available in India or are cheaper in the foreign country and to obtain greater 
access to the global market. Such investments increase the competitiveness of the 
fi rms and catalyze the growth of exports and transfer of technology.

   Between 2005 and 2012, outward FDI from India peaked in 2008 at US$21.1 
billion. Since then, annual outfl ows have been falling gradually. In 2012, Indian FDI 
outfl ow stood at US$8.6 billion (Table  8.3 ).  

   Table 8.3    FDI outfl ows by India (2005–2012) (US$ billion)   

 2005  2006  2007  2008  2009  2010  2011  2012 

 2.9  14.3  17.2  21.1  16  15.9  12.4  8.6 

   Source : UNCTAD Statistics  
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8.2.2     Pakistan as a Destination Country 

 Pakistan’s large domestic market and liberal policy environment are attractive for 
foreign investment. The policy regime in Pakistan is investor friendly, and doing 
business in Pakistan is easier than in any of its South Asian neighbors (Table  8.2 ). 
Further, the World Bank ( 2013 ) confi rms that Pakistan ranks ahead of Russia, 
Indonesia, Brazil, and the Philippines. 

 In the early years after independence, Pakistan received much more FDI than its 
larger neighboring countries. Due to inconsistent investment policies, the fl ow of 
FDI remained insignifi cant until 1991 but gradually increased after liberalization 
and showed an upward trend. FDI infl ow peaked at US$5.6 billion in 2007. Table  8.4  
shows that since 2008, FDI infl ows have declined sharply and stood at only US$0.8 
billion in 2012.

   Since investment decisions are linked with socioeconomic, political, and cultural 
factors in the host economy, these factors signifi cantly affect the fl ows of FDI to 
developing countries. The low rate of GDP, political instability, and energy crises 
are a few more possible reasons for low FDI in Pakistan (Jaffri et al.  2012 ; Khalid 
et al.  2012 ). However, in terms of attracting FDI, Pakistan has performed well com-
pared with similar economies like Iran and Peru (Hamdani  2011 ), and there is scope 
for a reversal of this downfall given the tremendous business opportunities com-
bined with the political will of the new government.   

8.3     Potential Areas for Indian Investment in Pakistan 

 As India and Pakistan compete to sell their products in the international market, 
there are areas in which the two countries can complement each other’s needs. There 
is general interest among businessmen on both sides to invest in the other’s country. 
There is greater interest from the Pakistan side to invest in India in sectors such as 
cement, hotels, and textiles. There is a general expression of interest by large Indian 
business houses such as the Tatas and Godrej to invest in Pakistan. Companies such 
as Dabur already operate via Dubai to cater to the Pakistani market. 

 In September 2013, the fi rst India-Pakistan joint venture took place. A furniture- 
making fi rm in Lahore, IWM Interwood Mobel Private Ltd. and Noble Translinks 
Private Ltd. of Amritsar jointly set up a fi rm called IWM Interwood Mobel Private 
Ltd. (The News International  2013 ). The stage has been set for investment by these 
two companies, and this precedent should be followed with more such investments. 

   Table 8.4    FDI infl ows into Pakistan (US$ billion)   

 2005  2006  2007  2008  2009  2010  2011  2012 

 2.2  2.3  5.6  5.4  2.3  2  1.3  0.8 

   Source : UNCTAD Statistics  
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 During the course of our industry consultations, interaction with policymakers, 
and review of research reports, we identifi ed sectors for possible collaboration 
within three broad categories. 

8.3.1     Primary Sector 

 India and Pakistan are both principally agrarian economies with agriculture contrib-
uting 13.7 % and 21.4 % to GDP, respectively, in the two countries in 2012–2013 
(Government of India  2013 ; Government of Pakistan  2013 ). Agriculture, with its 
allied sectors, is unquestionably the largest livelihood provider in both countries. 
Most industries also depend on this sector for their raw materials. There are consid-
erable opportunities for investment in agriculture and processed foods. Within agri-
culture, there is tremendous scope for investments/joint ventures in inputs such as 
seeds, agricultural equipment, and technology (Husain  2013 ). 

 Further, the mining sector offers scope for investment. Based on available infor-
mation, more than 600,000 sq. km of outcrop potentially holds metallic/nonmetallic 
mineral deposits in Pakistan (Board of Investment, Pakistan  n.d. ). Except for oil, 
gas, and nuclear minerals regulated at the federal level, minerals are regulated at the 
provincial level. The Federal and Provincial governments jointly set out Pakistan’s 
Mineral Policy in 1995 (Board of Investment, Pakistan  1995 ), providing the appro-
priate institutional and regulatory framework and an equitable and internationally 
competitive fi scal framework. The enforcement of the Mineral Policy has paved the 
way to expand mining sector activities and attract international investment in this 
sector. Although the opportunity for Indian investment in the mining and mineral 
sector is good, past experience may deter investors from investing here. In December 
2009, the authorities in Balochistan Province passed a motion and threatened to 
terminate the exploration mining license of the Reko Diq copper and gold mine held 
by Canadian Barrick Gold Corporation and a Chilean copper mining company. The 
threat to cancel the license was reportedly on the grounds that the mining lease 
application was incomplete and not legally compliant with mining laws (Wall Street 
Journal  2011 ). However, according to Asia Times ( 2010 ), the Balochistan govern-
ment called the move a step toward getting control over provincial resources. 
Despite timely intervention by Pakistan’s federal government, the dispute sends a 
negative image of the otherwise lucrative and welcoming attitude of the government 
toward FDI and may deter Indian investment in this sector.  

8.3.2     Secondary Sector 

 Pharmaceuticals, textiles, transport, and energy are a few sectors that offer invest-
ment potential to Indian investors in the secondary sector. In the pharmaceuticals 
sector, there is scope for collaboration in bulk drugs and expansion of formulation 
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and health products. Indian pharmaceutical products are cheaper than Pakistani 
pharmaceutical products, and Pakistan’s pharmaceutical regime is not strictly 
regulated for domestic production. There is scope for setting up JVs in Pakistan 
for sharing technical know-how in this sector. The Indian pharmaceutical industry 
can provide the necessary support and assistance to Pakistan to expand its indus-
try. Further, this will have a positive impact on Pakistan’s industrial growth and 
help meet the challenge of providing cheaper drugs to Pakistani citizens. The 
major Indian pharmaceutical player, Biocon, has licensed BIOMAb-EGFR to 
enter the Pakistan market through a licensing arrangement with Ferozsons 
Laboratories, Pakistan (Biocon  2007 ). There is scope for further FDI in the phar-
maceutical sector. 

 With energy demand rising in Pakistan, the greatest benefi t could accrue in the 
sphere of energy cooperation, which could act as the single most effective confi dence- 
building measure. It could result in wider participation from stakeholders and pro-
mote market integration in energy-related trade. Several projects involving 
cross-border trade in coal, hydroelectric power, petroleum products, thermal energy, 
renewable energy, and bilateral and regional grid interconnection have the potential 
to be economically viable (Kaul  2013 ). Cross-border “power trade” could be done 
via bilateral power trade, pool-based exchange, or a wheeling facility. Overall, there 
is high potential for energy trade between the two countries, for which talks are 
ongoing (Lama  2013 ). India and Pakistan are considering the option of electricity 
trading. The fi rst meeting of the Joint Group of Experts to examine the feasibility of 
trade in electricity was held on October 20, 2011 at New Delhi. The Central Electricity 
Authority and Power Grid Corporation of India Limited/Power System Operation 
Corporation Ltd. were designated as the nodal technical agencies from the Indian 
side. They are interacting with the National Transmission and Dispatch Company 
Ltd. of Pakistan to work out optimal technical solutions for grid connectivity between 
the two countries. A broad understanding has been reached on possible grid connec-
tivity between Amritsar and Lahore to enable trade of up to 500 MW of power. As of 
January 2014, the Federal Cabinet in Pakistan approved the signing of a Memorandum 
of Understanding between the two countries (Business Recorder  2014 ). Given the 
importance of electricity for Pakistan’s domestic economy, the electricity sector can 
be seen as one of the most important sectors for investment. 

 Pakistan has been trying to make the energy sector lucrative for Indian investors 
by offering incentives such as customs and sales tax exemption in Special Economic 
Zones, zero import duty on machinery for energy plants, etc. There is a need to pass 
this information to Indian investors. India is one of the most rapidly growing energy 
markets in the world and will be able to absorb new sources of supply as they mate-
rialize in the region. Pakistan can be a potential transit route for energy from Iran 
and Central Asia through the construction of pipelines. This will require major capi-
tal investment. The Iran-Pakistan-India (IPI) pipeline and the Turkmenistan-
Afghanistan- Pakistan-India (TAPI) pipeline are two such ambitious projects, for 
which negotiations are underway. A huge transit fee and a share in gas supply on a 
daily basis is the direct benefi t that will accrue to Pakistan in such cases. 
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 Energy cooperation between India and Pakistan would have an overall stabilizing 
effect on the region, and such ventures can be explored in other areas of energy. For 
example, India can invest in Pakistan’s power sector, on which the backbone of the 
economy – the textile sector – is also dependent. Pakistan experiences major power cuts 
that adversely affect its industries. FDI in this sector will have twin benefi ts. First, it will 
rectify power problems in the domestic economy. Second, it will contribute to attracting 
more MNCs to Pakistan. Further, investment in such crucial sectors can ensure better 
safety of investment and promote economic development in the country. For the long-
term strategic benefi t of the country, proposals for acquisition of overseas assets in the 
energy sector through PSUs or a special purpose fund are being discussed. 

 Textiles is one sector in which Pakistan has a comparative advantage. However, 
the textiles sector in Pakistan is not technologically advanced. There is a case for 
India and Pakistan to leverage each other’s comparative advantage by complement-
ing each other. Initially, the opening of trade with India can help Pakistan acquire 
high-tech machinery at lower prices than the ones it currently acquires from 
Germany. Further, JVs can help combine the strengths of Pakistan’s designs and 
fabric with Indian marketing skills. This sector offers scope for technology sharing. 
Pakistan and India are competing for the same international markets. The two coun-
tries can jointly cater to international markets, such as Europe, by producing high- 
quality and cost-effective textile products. In other words, instead of acting as 
competitors, both countries can collaborate by focusing on value addition and joint 
marketing for European and ASEAN countries. 

 Pakistan’s performance on most logistics indicators, including quality of trade and 
transport infrastructure, is lower than for most Asian countries, particularly India (World 
Bank  2012 ). The transport sector in Pakistan suffers from low quality, long travel times, 
and poor reliability that hinder the economic growth of the country. In this regard, India 
can offer logistics support to meet increased transportation requirements in Pakistan. 
India can invest in infrastructure projects similar to its successful home projects like the 
Delhi Metro. Investments in trade corridors should also be encouraged.  

8.3.3     Tertiary Sector 

 India has established itself as a major player in the information technology (IT) seg-
ment. Although the software industry in Pakistan is still in its nascent stages, it has 
the potential to emerge as a major software export and training center. India and 
Pakistan could enter into joint ventures to tap the global market for software. While 
Pakistan can provide professionals at lower wages, Indian companies could help 
procure international contracts (Husain  2011 ). India has a comparative advantage in 
IT in terms of low-cost, qualifi ed, English-speaking personnel. This can be repli-
cated in Pakistan. Another area where the two countries could gain is if India sets 
up training institutes in Pakistan or if professionals from Pakistan are allowed to go 
to India to get professional training. 

 Healthcare services is another area in which there are opportunities for both 
countries. India has emerged as an important destination for provision of medical 
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services due to affordable treatment costs and advances in medicine. Despite a rela-
tively tight visa regime, the number of patients going from Pakistan to India has 
been on the rise. Several Pakistani patients have been visiting India for medical 
treatment, such as liver and kidney transplants and open heart surgery (Ahmad 
 2012 ), and the Mumbai Obstetric and Gynaecological Society provides fertility 
treatment to Pakistani couples (Mid-Day  2012 ). In February 2012, a group of Indian 
and Pakistani doctors jointly performed a complicated liver transplant procedure in 
a Lahore hospital, opening new avenues for cooperation in healthcare services 
(Times of India  2011 ). 

 The common culture and language in India and Pakistan provides immense 
opportunities for trade and cooperation in the fi lm, television, and music sector. 
India is the second largest producer of movies in the world, whereas Pakistan pro-
duces very few movies. Pakistan had imposed a ban on the screening of Indian fi lms 
in 1965 following the Indo-Pak War (Chi  n.d. ). The ban was intended to protect the 
domestic fi lm industry, but despite the ban the Pakistani fi lms industry has not done 
well (The Express Tribune  2012 ). The ban was lifted in 2008, but there has been no 
consistency in policy implementation since bans on Indian fi lms are often imposed 
on a case-by-case basis. Through the years, the ban has been practically ineffective 
since the demand for Indian movies is met through pirated DVDs and satellite cable 
broadcasts of Indian fi lms. There is interest in both India and Pakistan in each oth-
er’s music – both audio and visual. There is also an interest in Indian television 
serials and in Pakistani plays in India. However, Pakistani entertainment channels 
are not broadcast in India, whereas several Indian channels are broadcast in Pakistan. 
Exchanging broadcast rights to telecast each other’s programs on television is yet 
another trade opportunity for the two countries. 

 For the potential investments to fructify, the two countries have to take measures 
in several areas. It is important to examine the regulatory regime governing invest-
ment fl ows between India and Pakistan, the existing barriers to investment in 
Pakistan, and the need for banking channels to facilitate investment fl ows between 
the two countries.   

8.4     FDI Policy Regime 

 Policy regime is a key factor that drives foreign investment fl ows to a country. Apart 
from the underlying macroeconomic fundamentals, the ability of a nation to attract 
foreign investment depends on its policy regime. This section examines the policy 
regime that governs investment fl ows between India and Pakistan. 

 As a part of its economic reform agenda, Pakistan began to liberalize its for-
eign investment policy toward the end of the 1980s. Several policy and regula-
tory measures were taken to improve the business environment and attract FDI. A 
Board of Investment, attached to the Prime Minister’s Secretariat, was set up to 
generate investment opportunities and facilitate investment. A “one-window” 
facility was established to overcome diffi culties in setting up new industries 
(Zakaria et al.  2014 ). 
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 As a result of liberalization of the investment regime, Pakistan today offers one 
of the most investor-friendly and liberal investment regimes in the South Asian 
region. 3  The government of Pakistan has put in place a policy framework on foreign 
direct investment that is transparent, predictable, and easily comprehensible. 
Foreign investment in Pakistan is at present regulated by the “Investment Policy 
2013.” The policy consolidates existing policies by related line ministries and has 
further liberalized the policy, besides drawing up futuristic strategic programs to 
implement the policy. The policy has been designed to provide a comprehensive 
framework to create a business environment that is conducive to FDI (Table  8.5 ). The 
Special Economic Zones (SEZ) Act 2012 (Board of Investment, Pakistan  2012 ), 
which is the centerpiece of Investment Policy 2013, is expected to encourage indus-
trial clusters and bring Pakistan on the international economic radar by offering a 
liberal investment regime and adequate physical infrastructure (Board of Investment, 
Pakistan  2013 ).

   The key features of the liberal investment policy of Pakistan are given below:

•    Equal treatment of local and foreign investors  
•   All sectors of economy open to foreign investment  
•   Foreign equity up to 100 % allowed  
•   No government permission required  

3   Pakistan’s rank in ease of doing business indicators is the second lowest in South Asia; refer to 
Table  8.2 . 

   Table 8.5    Pakistan’s attractive investment packages   

 Policy parameters  Manufacturing  Agriculture 
 Infrastructure 
and social 

 Services including 
IT and telecom 

 Government 
permission 

 Not required except 
for specifi ed industries 

 Not required except for specifi c licenses from 
concerned agencies 

 Remittance of 
capital, profi ts, 
dividends, etc. 

 Allowed 

 Upper limit 
of foreign 
equity allowed 

 100 % 

 Minimum 
investment 
amount 
(US$ million) 

 No  0.3  0.3  0.15 

 Customs duty on 
import of PME 

 5 %  0 %  5 %  0–5 % 

 Tax relief (IDA, % 
of PME cost) 

 50 % 

 Royalty and 
technical fees 

 No restrictions 
on payment 

 Allowed as per guidelines. Initial lump sum 
up to $100,000; max. rate 5 % of net sales; 
initial period 5 years 

   Source : Board of Investment, Pakistan, Government of Pakistan  
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•   Remittance of capital, royalty, profi ts, technical, and franchisee fees allowed  
•   Network of export processing zones  
•   Foreign investment protected by Foreign Private Investment (Promotion and 

Protection) Act, 1976, and Protection of Economic Reforms Act, 1992    

 Although Pakistan has always followed a liberal and nondiscriminatory policy 
toward all countries, including India, until 2012 India had restrictions on outward 
investments to and inward investments from Pakistan (Box  8.1 ). In a major 
confi dence- building measure, India overturned the ban in August 2012. Both 
inward and  outward investments must be routed through the “approval” route, 
which requires prior approval from the Reserve Bank of India. Requests under 
the approval route are considered by taking into account, inter alia, the prima 
facie viability of the Joint Venture (JV)/Wholly Owned Subsidiary (WOS) outside 
India; the likely contribution to external trade and other benefi ts that may accrue 
to India through the investment, fi nancial position, and business track record of 
the Indian party and the foreign entity; the experience and expertise of the Indian 
party in the same or a related line of activity outside India; etc. 4  While the rout-
ing of investment via the approval route should not be a deterrent to enhancing 
FDI fl ows between the two countries, approvals must be accepted/rejected in a 
transparent and time-effi cient manner   .    

4   For more details,  visit rbi.org.in . 

   Box 8.1: Case of India-Bangladesh FDI 

 Until recently, India had Sri Lanka, Bangladesh, and Pakistan on the negative 
list for investment; however, in 2006 and 2007, India permitted FDI from Sri 
Lanka and Bangladesh, respectively, making Pakistan the only country from 
where India did not permit any FDI infl ows. As of date, apart from Pakistan, 
investments from and to Bangladesh are also routed through the “approval” 
route, which is applicable to all sectors. The India-Pakistan FDI relation can 
draw lessons from the success of the India-Bangladesh FDI scenario. Until 
2007, Bangladesh was also on the banned list of Indian FDI regime. With the 
removal of restrictions, investments from India into Bangladesh have 
increased at a tremendous pace (Table  8.6 ).

   According to UNCTAD ( 2013 ) and the Bangladesh Board of Investment, 
India has emerged as the largest South Asian investor in Bangladesh. 

   Table 8.6    FDI infl ow by India in Bangladesh (2007–2010) (US$ million)   

 2006  2007  2008  2009  2010 

 6.09  1.67  11.29  7.99  43.19 

   Source : Board of Investment, Bangladesh.   http://www.boi.gov.bd/      
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8.5      Existing Barriers in Pakistan 

 Despite the investor-friendly nature of the FDI policy offered by Pakistan government, 
investment from India has not yet entered the Pakistan market. There are tangible 
and intangible barriers to investing in Pakistan that are not due to the policies, but to 
the underlying nature of the Pakistan economy. The major barriers in the way of 
foreign investment are described below. 

8.5.1     Law and Order 

 In recent years, the law and order situation has deteriorated all over the country. 
It is far from satisfactory even in the growth capital of the country, that is, Karachi.  

8.5.2     Lack of Political Stability 

 Political risks largely depend on political stability and governance by the government 
(Husain  2009 ). Political stability is extremely important for the normal macroeco-
nomic and business environment of a country. It enhances the probability of attracting 
FDI infl ows into countries, as it builds confi dence among investors. Several studies 
show that the degree of political stability is an important factor that investors con-
sider when entering business, and it signifi cantly affects FDI fl ows (Lambsdorff 
 1999 ). If the country’s political stability is low, foreign investors hesitate to bring in 
projects until they are assured that the business environment is conducive and favor-
able (Brada et al.  2005 ; UNCTAD  2010 ; World Bank  2011 ). Pakistan has been suf-
fering from instability in its political system, and this can be identifi ed as the most 
important barrier that has prevented Pakistan from receiving large infl ows of FDI 
from countries including India. Even the World Bank ( 2011 ) categorically states 
that private sector investment is low in the country because of political instability 
and corruption. 

 Since 2008, political instability in the country has increased. One measure of 
political instability is the  political instability index  that shows the level of threat 
posed to governments by social protest. Table  8.7  shows the political instability 
index score for Pakistan compared to India. Pakistan’s score has deteriorated since 
2007 and signifi es high risk. In fact, Pakistan’s rank is 7 in terms of political insta-
bility out of 165 countries, which indicates very high risk. On the other hand, India 
has shown considerable stability and stands at a rank of 135.

   The issue of investment protection and safety is a major concern for every inves-
tor, the lack of which adds a component of risk to investment. In general, risk can be 
of two types: risk on profi t and risk on capital. Political instability in Pakistan 
exposes investors to both types of risk. In the short run, investors may be willing 
to bear losses if there are chances of profi ts in the long run. However, with regard to 
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Pakistan, investors fear 100 % risk with regard to the security of their capital too. 
The investment scenario is further dampened by an idiosyncratic risk related to the 
political relations between India and Pakistan (Desbordes  2010 ; Desbordes and 
Vicard  2009 ).  

8.5.3     Pakistan’s Economic Performance 

 Macroeconomic indicators are important determinants of FDI. However, over the 
past few years, Pakistan seems to be losing its macroeconomic strength. Pakistan’s 
economy grew at an annual average rate of only 2.9 % during the past 5 years. 
Deterioration in the power sector is a major constraint to growth, and power outages 
have shaved annual GDP growth to 2 %. GDP growth has been stuck at a level that 
is less than half of Pakistan’s long-term trend potential of 6.5 % per annum.  

8.5.4     Transparency of the Regulatory System 

 A transparent regulatory system is vital for foreign investors, because nontranspar-
ency imposes additional costs on businesses. These additional costs arise because 
fi rms have to tackle the lack of information that should have been provided by the 
appropriate government department in the implementation of its policies and as part 
of the activities of government institutions. Transparent policies also facilitate 
cross-border mergers and acquisitions. When fi rms decide to acquire abroad, they 
are often required to have their acquisitions approved by a commission or govern-
ment body in the foreign country (Drabek and Payne  1999 ). Nontransparent appli-
cations of government regulations have also been responsible for the low levels of 
FDI in Pakistan (Khan  1997 ). The privatization program and incentive packages 
have also not been without controversy, that is, surrounding the transparency of the 
deals, job losses, and/or profi t repatriations (Hamdani  2011 ).  

   Table 8.7    Political instability index: India and Pakistan   

 India  Pakistan 

 Political stability index 
  2007   4.5  5.8 
  2009/2010   4.5  7.8 

   Source : Economic Intelligence Unit 
  Note : The index is on a scale of 0 (no vulnerability) to 10 (high vulnerability) 
 The index scores are derived by combining measures of economic distress and underlying 
vulnerability to unrest. The index covers the period 2009/2010, and scores were compared with the 
results for 2007. EIU data, retrieved June 10, 2013, from   http://viewswire.eiu.com/site_info.
asp?info_name=social_unrest_table&page=noads      
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8.5.5     Corruption 

 If corruption keeps increasing in a country, the reputation of the country suffers in 
the eyes of the foreign investor. Aburime ( 2010 ) probed into the infl uence of corrup-
tion in FDI and effectiveness in the case of Pakistan. The study observed that the 
Pakistan economy is “haunted by hovering clouds of corruption causing adverse 
effects.” Several other studies also point out that corruption is a major problem in 
the development of the Pakistan economy (Shahbaz et al.  2008 ; Shahbaz and 
Rahman  2010 ). 

 The World Bank’s Control of Corruption Index refl ects perceptions of the extent 
to which public power is exercised for private gain, including both petty and grand 
forms of corruption, as well as “capture” of the state by elites and private interests. 
Table  8.8 , which shows the control of corruption index for Pakistan, indicates that 
Pakistan’s control of corruption is not good represented by low values on the 
corruption control index.

8.5.6        Cost of Doing Business 

 In Pakistan, the cost of doing business is higher than the global norm. Pakistan’s 
rank is 107 out of 183 countries. Although this is lower than in most South Asian 
countries, it is high compared with other developing countries of the world.  

8.5.7     Infrastructure 

 The availability, reliability, and cost of infrastructure facilities (power, telecommu-
nications, water supply, etc.) are important determinants of a conducive business 
environment. Unfortunately, infrastructure facilities in Pakistan are inadequate and, 
thus, act as a barrier to attracting investment fl ows (Khan  1997 ). Poor infrastructure 
leads to an increase in transaction costs, limits access to both local and global mar-
kets, and discourages FDI.  

  Table 8.8    Control 
of Corruption Index 
in Pakistan  

 Year  Control of Corruption Index 

 2005  13.7 
 2006  23.4 
 2007  24.3 
 2008  21.8 
 2009  12.4 
 2010  12 
 2011  15.6 

   Source : Worldwide Governance Indicators (2012) 
  Note : Higher values indicate better governance  
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8.5.8     Tax Structure 

 Payment of taxes and contributions is a complex and cumbersome process in 
Pakistan (Jacobs and Coolidge  2006 ). In addition to corporate income taxes, a large 
number of direct and indirect taxes are levied at the federal, provincial, and local 
levels. Foreign investors in Pakistan sometimes complain of the confusing array of 
federal and provincial taxes and controls. Administrative discretion plays a large 
role in assessing tax, resulting in discrimination among taxpayers. The number of 
approvals, permits, and licenses required from various government entities prior to 
launching a business project in Pakistan poses a signifi cant hurdle to investment in 
Pakistan, but many of these licenses and permits have been removed over the past 
few years. It is no longer mandatory to register with the Board of Investment, but 
investors must still register with the Securities and Exchange Commission of 
Pakistan (SECP) and the State Bank of Pakistan (SBP).  

8.5.9     Banking and Financial Services 

 Banking channels play a catalytic role in promoting and facilitating investment 
fl ows, because they guarantee payments that are essential for building new and last-
ing business partnerships. The extent to which investment potential can be realized 
depends on the availability of banking and fi nancial services between India and 
Pakistan. However, currently there are no Indian banks in Pakistan and no Pakistan 
banks in India. So, even though the FDI policy allows for repatriation of dividends 
freely, this is not possible directly and easily for Indian and Pakistani investors 
unless there are banks that operate in each other’s country. In the absence of such a 
mechanism, profi ts are routed via third-party banking arrangements or correspon-
dent banks. 5  This results in delays in payments and increases cost; it raises issues of 
double taxation and overseas transaction tax. 

 If India and Pakistan open bank branches in each other’s country, then transac-
tions can get processed within a day or so. Intra-bank processing happens through 
electronic clearance unlike interbank processing in which usually routing is done 
via a third-country bank. 

 In 2005, the Reserve Bank of India and the State Bank of Pakistan signed an 
agreement to open branches of two Indian banks in Pakistan and two Pakistan banks 
in India. This agreement has still not been implemented, as procedural diffi culties 
have been allowed to overwhelm the substance of the agreement (Husain  2013 ). 
Without banking services, investment fl ows cannot fl ourish.  

5   Banks usually undertake transactions in countries in which they do not have a presence through 
correspondent banking. This involves opening vostro/nostro accounts. A vostro account is another 
bank’s account with the reporting bank, while a nostro account is the reporting bank’s account with 
another bank (IMF  2011 ). 
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8.5.10     Restrictive Visa Regime 

 International investment requires personal contact with business partners. Visa 
restrictions render such personal meetings diffi cult. The current visa regime between 
India and Pakistan is complicated and restrictive. Some of these restrictions are 
delays in granting visas, only city-specifi c visas are granted, visitors have to report 
to the police on arrival and before departure, and visitors have to depart from the 
port of entry. Pakistan should strive to remove these bottlenecks in a bid to enhance 
its competitiveness in attracting FDI fl ows.   

8.6     Conclusion and Policy Recommendations 

 India and Pakistan should increase their cooperation, especially on the economic 
front, to enhance trade and investment fl ows, as these are the two economic partners 
most suited to bring about a huge change in the entire South Asia region. As the FDI 
regime between India and Pakistan is liberalized, much remains to be done on both 
sides to facilitate and enhance investment fl ows. 

 First, regulatory and administrative barriers to investment need to be addressed. 
The mobility of capital and labor are two important issues in international invest-
ment. An effi cient banking channel can provide the backbone for smooth fl ow of 
capital and investment between countries. Opening branches of Indian and Pakistani 
banks will facilitate the movement of capital and lower transaction costs. Political 
willingness to remove such barriers is necessary to build international relations. 
Similarly, free movement of labor is important to facilitate FDI fl ows. The current 
visa regime is restrictive, complicated, and a major deterrent in the fl ow of labor 
across the border; hence, it needs to be liberalized. 

 For business deals to be fi nalized, it is important to have good channels of com-
munication. A primary requirement of business communities on both sides is better 
telecommunications. The rules with regard to international roaming facility should 
be relaxed. (Joint Statement  2012 ). 

 Although policy changes have been instituted, the complementary policies and 
actions required to introduce liberal foreign investment are still missing. This study 
proposes stagewise recommendations for better and sustained formulation of 
investment relations between India and Pakistan (Fig.  8.1 ).

8.6.1       Stage 1 

 Governments on both sides need to engage with each other to send the right signals 
about their willingness to take the trade normalization process forward. Businesses 
on both sides need to engage with each other proactively to continue the momentum 
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of the process of trade normalization. There is lack of awareness and apprehension 
among businesses about business opportunities in the other country. Awareness 
needs to be spread and the information gap needs to be fi lled. This needs to be pur-
sued at multiple levels through collaborative efforts across governments, business 
chambers, and academic institutions in both India and Pakistan. 

8.6.1.1     Informal Events 

 Informal events like road shows for sustained interest in bilateral business and regu-
lar exchange and interaction among business delegations need to be promoted. 
Chambers of commerce in India need to assist Pakistani businessmen in conducting 
road shows that focus on key sectors in Pakistan that could benefi t from Indian 
investment. This can be done in association with state-level investment boards in 
India. The events have to be organized every month so that the business potential 
remains in public memory. Recently, a cross-border business plan competition, 
 Start-up Dosti , was organized by Dosti Partnership to connect Indian and Pakistani 
entrepreneurs and facilitate investment and collaboration (Atlantic Council  2013 ). 
Dosti Partnership is the product of a cross-border partnership between the Atlantic 
Council (US), the Indian Angel Network (India), and SEED Ventures (London, Karachi). 
It seeks to build on the improved economic relations between India and Pakistan by 
promoting greater trust and collaboration in the business community, providing 
opportunities for cross-border investment, and supporting young entrepreneurs. 
Such innovative events to attract youth potential should be encouraged through 
think tanks and educational institutions.  

Stage 1 

Right Signals

Stage 2

Mitigate Existing Risk, Restore Investor
Confidence

Stage 3

Eliminate risk

  Fig. 8.1    Three-stage 
recommendation       
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8.6.1.2     Trade Fairs 

 Annual trade fairs in the two countries can help create awareness of existing business 
opportunities and pave the way for technology exchange across the border. The unprec-
edented number of fairs and exhibitions held in India and Pakistan (see Box  8.2 ), 
displaying each other’s products, has received an overwhelming response from 
consumers, which provides support for such efforts to continue (Taneja et al.  2013 ).    

   Box 8.2: Recent Pakistan Trade Fairs and Exhibitions in India 

 Made in Pakistan Exhibition, Chandigarh  April 2013 
 Indo-Pak Expo, Ludhiana  February 2013 
 Indo-Pak Expo, Jalandhar  March 2013 
 Made in Pakistan Expo, Mumbai  August 2012 
 Pakistan Mega Lifestyle Exhibition, New Delhi  April 2012 

    Source : Rawalpindi Chamber of Commerce & Industry rcci.org.pk. 
   http://www.fi cci.com/PressRelease/985/fi cci-press-aug30-pak.pdf        

8.6.1.3      Formalization of Indirect Investment 

 Given the attractive business opportunities in Pakistan, several Indian business 
entities operate in Pakistan via Dubai. This is partly due to the congenial and hassle-
free business environment offered by Dubai and partly to its proximity to Pakistan. 
The exchequers of both countries lose signifi cant potential revenue because of such 
indirect investment. For instance, Dabur operates in Dubai to access the huge 
market in Pakistan for its products such as Hajmola Chulbuli Imli. The aim should 
be to identify such investors, understand the reasons for their reluctance to invest 
directly in the other country, and remove the causes that drive them to operate 
through third countries. This would help drive mechanisms and regulations that 
would promote direct business.  

8.6.1.4     Progress Region-Wise 

 There is a need to take small steps. The fi rst attempt can be to tap the synergies 
across the two Punjabs, which share a lot in terms of culture, language, and business 
ethics. The success of business in these regions can pave the way for moving to 
other provinces and states in the two countries. During a recent meeting between 
the chief ministers of the two Punjabs in December 2013, the need to integrate 
the economies of these states was reiterated. The joint statement, the fi rst of its 
kind between any two provinces of India and Pakistan, released after the meeting 
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has proposed free movement of academics, students, and interns and the promotion 
of community contacts and understanding through the exchange of delegations 
consisting of professionals and practitioners from different sectors, including 
agriculture, trade, industry, and commerce (Naqvi  2013 ). The chief ministers 
focused on promoting cooperation and sharing learning in the livestock sector, 
including dairy development, vaccinations, animal husbandry, veterinary sci-
ences, and water management. Such high-profi le meetings and the resolution to 
promote peace and harmony across the Punjab region must be replicated at the 
national level too.  

8.6.1.5     Removing Bias 

 There is need to remove the prevailing bias against Indian goods in Pakistani 
markets and against Pakistani goods in India. A recent study found that Pakistani 
businesses fi nd it diffi cult to sell their goods in India, as there is an “image issue.” 
For instance, Pakistani bed linen is sold in India under European and Indian labels 
(Trade Development Authority of Pakistan  2012 ). A similar fear persists in the 
minds of Indian businesses, as their business partners in Pakistan advise them not to 
use the “Made in India” label. 6  However, new products, for example, sweets and 
snacks by a large Indian manufacturer, have made a successful entry into the 
Pakistani market under the Indian label. 7  

 Efforts are needed to make these goods more acceptable in order to increase 
demand. This can be done by celebrity endorsement of goods and building the brand 
image of “Made in India” goods in Pakistan and vice versa in India.  

8.6.1.6     Government Participation 

 The Indian government can set a precedent by taking the initiative to invest in 
Pakistan. This will send encouraging signals to private investors. When a region is 
not conducive for business, public investment can have a demonstration effect that 
leads to additional projects by foreign country investors. A good example of this is 
the investment by the Indian public enterprise ONGC Videsh Ltd. for exploration of 
oil and natural gas in Afghanistan. The success story of ONGC has generated 
confi dence among investors and has paved the way for future private foreign 
investment in Afghanistan.   

6   Interviews with manufacturers who are trying to enter the Pakistani market after their products 
were included in the positive list. 
7   Interview with an exporter of packaged sweets and snacks to Pakistan under the Indian label. 
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8.6.2     Stage 2 

 Innovative solutions are required to mitigate the risk, perceived or real, of investing 
in Pakistan and to pave the way for investor confi dence. 

8.6.2.1     Encourage Investors of Pakistani Origin 

 Investments from Indian investors who are originally from Pakistan should be 
encouraged. There is a strong business community that migrated from Pakistan to 
India in the 1980s and 1990s and has recent memories of Pakistan. These business-
men have expressed an interest in investing in Pakistan, provided that the business 
proposal and investment climate is sound. However, they are apprehensive of losing 
the trust of the Indian government by investing in Pakistan. The Indian government 
needs to address such fears and encourage investment in Pakistan. Investment by 
Pakistan-origin businessmen settled in India can then percolate to the entire Indian 
business community.  

8.6.2.2     Common SEZs 

 Pakistan and India can learn from Jordan and Israel that face continuous tension 
along their common border. The areas on the border between Jordan and Israel have 
been designated as Qualifying Industrial Zones 8  (State of Israel, Ministry of 
Economy). Initially, only a few Jordanian companies took advantage of this because 
they faced hostility in doing business with Israel; gradually, more Jordanian 
businesses began to set up establishments when business considerations began to 
overshadow political hostilities. India and Pakistan can learn from the success story 
of business development between two border nations (Jordan and Israel) with a 
background of political hostility. Pakistan could also consider setting up an SEZ 
near Lahore with special incentives. By using Pakistan land, manpower, and other 
resources, such SEZs would generate employment in Pakistan and foster economic 
development in both countries. Economic cooperation will also generate a sense of 
peace and prosperity in the region. 

 By this stage, several Indian business organizations would have got fi rst-hand 
experience of operations in Pakistan. Their experience needs to reach out to other 
business organizations by word of mouth. This can be done by sharing experiences 
through social media and joint meetings with potential investors.   

8   Qualifying Industrial Zones are a special type of free trade zone. 
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8.6.3     Stage 3 

 Eliminating risks from investment to levels that are palatable to investors can be 
partially achieved by smoothing the investment landscape using guarantees and 
innovative insurance products. 

8.6.3.1     Support from International Organizations 

 Political risk is a major investor concern in developing countries. The World Bank 
( 2009 ) rated Pakistan as among the fi ve most risky investment destinations. In 2002, 
the Asian Development Bank created an insurance cover, namely, the Political Risk 
Guarantee (PRG), against specifi c political or sovereign risks. PRGs are designed 
primarily for cases where commercial lenders are prepared to take on the commercial 
risks of a project, but require assistance from multilateral institutions or private insur-
ers to mitigate political risks. This facility is counter-guaranteed and indemnifi ed by 
the Pakistani government. There is fl exibility to increase this coverage (up to US$175 
million) through commercial reinsurance arrangements. Although there have been 
no terrorist incidents targeting FDI in Pakistan so far, the investor’s security concerns 
can be addressed through support from the Multilateral Investment Guarantee 
Agency (MIGA), which is an international fi nancial institution that offers political 
risk insurance and guarantees. MIGA is popular in countries in Africa that have man-
aged to attract a lot of FDI despite disturbed domestic conditions. In Pakistan, too, 
MIGA has provided several guarantees to Habib Bank AG Zurich, Switzerland, to 
support the expansion and growth of its branch operations in Pakistan.  

8.6.3.2     Bilateral Investment Treaty (BIT) 

 As the FDI regime between India and Pakistan has been liberalized, the next obvious 
step for both governments should be to set up an institutional mechanism that would 
guarantee each other’s investments. The countries should work toward signing a 
bilateral investment treaty that protects and promotes investments on a reciprocal 
basis and includes provisions on fair and equitable treatment, protection from 
expropriation, and national treatment (Taneja and Bimal  2012 ). Signing a BIT is 
also required to instill confi dence and a sense of security among investors on both 
sides. In case of an unforeseen event, this can act as a sovereign guarantee too.  

8.6.3.3     Dispute Settlement Mechanism 

 An innovative and well-defi ned dispute settlement mechanism to address the issues 
faced by investors can go a long way in building a conducive and strong business 
environment between India and Pakistan. 
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 To conclude, given the lucrative Pakistan market, the geographical proximity of 
the two countries, and the access to the Central Asian Republics that Pakistan could 
make available to India, there is a strong case to encourage Indian investment in 
Pakistan. To realize the untapped investment potential, there is a need for coherence 
in investment policy with other areas of investment facilitation and business prac-
tices in order to enhance the investment climate. Although India and Pakistan have 
made considerable progress in liberalizing their FDI regime, implementation prob-
lems continue to affect investment fl ows. The governments on both sides need to 
address the regulatory and administrative challenges that Pakistan faces in attracting 
investment from India. Innovative solutions are needed to increase investment fl ows. 
It is important for businesses on both sides to create multiple channels of communi-
cation and engagement to bridge the information gap. This will enhance economic 
relations between India and Pakistan, which could play a critical role in improving 
overall bilateral relations between the two countries.       
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9.1  Introduction

Theory would predict that trade between the two largest economies in South Asia, 
i.e., India and Pakistan, would be much greater than its current level of around US$2 
billion per year (Rasheed 2012). Although Pakistan shares its second largest border 
with India, both countries have never been devoted trading partners. For the past 
several years, opening up trade between India and Pakistan is the most frequently 
debated question at many policy forums and among concerned groups. Trade has 
increased during the past couple of years, but a huge gap with the potential level still 
remains. Despite being close neighbors who became WTO members at the same 
time in 1995, the level of bilateral trade remains insignificant.

A lot of empirical work has been done on the problems that traders face on both 
sides of the border. However, there has been little sectoral analysis on bilateral trade 
between Pakistan and India. This chapter looks at the trade pattern between these 
two countries for the sports goods sector. It identifies categories of sports goods in 
which the two countries have a comparative advantage by calculating the revealed 
comparative advantage. An examination of the pattern of intra-industry trade 
between Pakistan and India in the sports goods industry and the product diversifica-
tion in their current level of bilateral trade further augments the analysis. Further, 
the trade potential between India and Pakistan was estimated using the gravity 
model, which analyzes the actual versus potential trade for a pair of countries such 
as Pakistan and India. This helps us determine if actual trade between the two neigh-
bors is equal to, greater than, or less than the expected level of trade.

The rest of this chapter is organized as follows: the next section gives an overview 
of trade relations between Pakistan and India and briefly discusses the existing 
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barriers to trade and the different channels through which trade takes place. This is 
followed by a description of the sports goods industries of Pakistan and India and 
the methodology. This chapter then discusses the pattern of bilateral trade between 
Pakistan and India using the results of various indices, including revealed comparative 
advantage, the trade concentration index, and intra-industry trade; the final section 
reports the empirical results of the gravity model which is followed by the conclusion.

9.2  Historical Background

The Pakistan-India trade issue has gained particular importance since India granted 
Most Favored Nation (MFN) status to Pakistan in 1995 to comply with the princi -
ples of the World Trade Organization (WTO) regime; however, Pakistan has been 
reluctant to reciprocate so far. According to a report by the World Bank, the share of 
Pakistan’s trade with India as a percentage of its total trade was 0.61 % in 1995 and 
around 1.18 % in 2000, rising to 4.68 % in 2010. Figure 9.1 shows the volume of 
trade between the two countries over the years. As can be seen from the figure, trade 
levels remained low in the past, but then slowly increased. Figure 9.2 shows trade 
between the two countries as a percentage of their respective total trade. This shows 
that the two largest economies of South Asia have minimal bilateral trade despite 
their common border.

Given the market size of the two countries, the current volume of trade is not 
proportionate to the potential. Increased trade levels between Pakistan and India can 
play an important role in normalizing the political relationship between the two 
countries and benefiting millions of people living on both sides of the border. While 
both countries are aware of the merits of trade, a variety of political and infrastruc-
ture (physical, legal, and regulatory) impediments have paralyzed bilateral trade 
relations for several decades. The two main reasons usually quoted for the low 
levels of trade include Pakistan’s reluctance to give MFN status to India and the
presence of non-tariff barriers.
To promote trade relations with Pakistan, India granted MFN status to Pakistan

in 1995 and continues to ask Pakistan to do the same because of the subsequent ease 
in qualitative and quantitative restrictions on trade of items. Although Pakistan has 
not yet granted MFN status to India, it has, over time, increased the list of items on
the “positive list” to 768 items (these are the goods that can be legally imported 
from India). Pakistan’s trading community is in favor of granting MFN status to
India, as according to the Karachi Chamber of Commerce and Industry, it will not
cause any damage to the industry in Pakistan. However, some believe that this will 
expose Pakistan’s economy to India’s large industrial and engineering base, accru-
ing most of the benefits to India (Qamar 2005).
The Indian side, even after granting MFN status to Pakistan, has not yet removed

the non-tariff barriers (NTBs) that are employed at multilateral levels, creating hur-
dles for Pakistani exports. Pakistan, on the other hand, in order to benefit in true terms, 
wants the removal of NTBs before it grants India MFN status. Non-tariff barriers
include infrastructure issues at the port of entry, bureaucratic, and administrative 
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problems such as customs inspection; certification and labeling/marketing/packaging 
rules; psychological issues stemming from bilateral political issues, visa restric-
tions, and surveillance of visitors to India; banking problems; investment restrictions; 
and restrictive trade routes (Qamar 2005).
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Fig. 9.1 Events influenced Pakistan – India trade (a) 1950–1990, (b) 1990–2012 (Source: De et al. 
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9.2.1  Pakistan-India Trade

The private sector has been active in identifying areas of trade potential, possible 
joint ventures, and other forms of cooperation between the two countries. Major
sectors that have been identified for bilateral trade possibilities include textiles, 
agriculture, engineering, sports goods, pharmaceuticals, rubber, and plastics.

All studies on India-Pakistan trade have demonstrated the benefits that would 
accrue to both countries if the constraints on bilateral trade are relaxed. According 
to theory, countries in geographical proximity tend to trade more with each other 
owing to the lower transportation and communication costs. Using an augmented 
gravity model, Batra (2006) shows that all three gravity effects are statistically 
significant for trade between India and Pakistan. The results show that actual trade 
is significantly less and that among all the SAARC countries, Pakistan and India 
have the highest trade potential given their geographical proximity.

Nabi and Nasim (2001) found that given the current structure of the two econo-
mies, the removal of barriers could increase bilateral trade between India and 
Pakistan by a factor of three, benefiting both countries. A study by the State Bank of 
Pakistan (2006) concluded that bilateral trade could increase by a factor of five if 
MFN status is granted and non-tariff barriers are removed. Naqvi and Schuler
(2007) estimated that trade between the two countries could jump two to four times 
its current level.

Formal trade between India and Pakistan is negligible compared to the pres-
ence of both countries in the world trade market. The low volume of trade between 
the two countries dates back to their history of political frictions, which has, in 
turn, affected bilateral trade between them. In addition to formal trade, informal 
trade also takes place between India and Pakistan. The system for conducting 
informal trade between the two countries is well established, with both official 
and private actors involved; rent seeking is, of course, the norm in informal trade 
(Khan 2005).

Fig. 9.2 Indo-Pakistan trade as percentage of each country’s total trade (Source: De et al. 2013)
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Quick realization of payments and no documentation or procedural delays lead 
to lower transaction costs in the informal trade channel (Rasheed 2012). The pres-
ence of restrictions on imports and high tariff barriers/transportation costs and pres-
ence of non-tariff barriers, distortions in domestic policies, and weaknesses in the 
“rules of origin” in the formal channel lead to more people adopting informal trade 
routes (Rasheed 2012). Although the governments of the two countries would ide-
ally want to convert all informal trade to formal trade, they also need to take into 
account the fact that smuggling-prone areas are well established and are also a 
source of employment for many people (Khan 2005).

A large volume of trade between India and Pakistan currently takes place 
through agents operating in free ports like Dubai, Singapore, and Central Asian 
countries. The benefit of trading via these countries is that goods are not scruti-
nized as much as if they would be if they were coming directly from either country. 
Goods going from India to Pakistan via third country routes include capital goods, 
textile machinery, dyes/chemicals, iron and ore, medicines, tea, etc. Informal 
exports from Pakistan to India include plastic goods, foods items, synthetic fibers, 
and chemical products.

Given the trade volume flowing through informal channels, it is easy to assess 
the potential for trade between Pakistan and India. Potential trade sectors can 
also be estimated by comparing Pakistan’s exports with Indian imports from the rest 
of the world.

9.3  Sports Goods

9.3.1  Pakistan Sports Goods Industry

The history of the sports goods sector in Sialkot can be traced back to 1883 when 
products like cricket bats, hockey sticks, and polo sticks were being manufactured. 
In 1918, football was added to the goods that were being manufactured and was 
supplied to the British Army stationed in Singapore at that time. Pakistan, and par-
ticularly the city of Sialkot, is known all over the world for the production of sports 
goods. It is around the city of Sialkot that the industry is mainly clustered, with 
Sialkot being the center of excellence for the production of sports goods for more 
than 100 years. Sialkot has emerged as the center of the sports goods industry due 
to the availability of skilled and cheap labor in addition to the availability of basic 
infrastructure in the form of a dry port and an international airport that help in the 
exporting process.

The sports goods sector of Pakistan produces almost all sports-related items, 
which can be divided into five categories: articles and equipment for physical exer-
cise/gymnastics/athletics; articles and equipment for fishing; sports gloves; articles 
and accessories for billiards; and articles for fun fair. Among these, articles for 
gymnastics/athletics and articles for funfair have been the key drivers of the sports 
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sector’s growth in the world. In addition to the basic sports items, all other goods 
related to sports such as sports bags and sports jackets are also produced in Pakistan. 
Moreover, the country is considered a leading manufacturer of footballs, cricket
balls, hockey sticks, and cricket bats.

The sports goods industry of Pakistan has gained worldwide recognition for the 
quality of its products; the main reason for this quality is that most of the sports 
items are handmade, affording it the perfection that machines lack. It currently sup-
plies products to most countries in the world, directly or indirectly. Several well- 
known brands, including Adidas, Nike, Mizassa, Puma, and Umbro, source a major
portion of their supplies from Sialkot, which increases the credibility of the industry 
as a manufacturing and export sector. However, there is no particular brand or man-
ufacturer that is famous in the sports industry of Pakistan because most of the goods 
are made by small-scale industries.

Currently, the sports goods industry provides employment to 300,000 to 350,000 
skilled and unskilled laborers and represents around 1.42 % of the country’s total 
export base, making the industry an integral part of the economy as a whole.

Due to its long standing in the international market, Pakistan’s sports goods sector 
has easy access to most foreign markets. However, the monopoly that it long enjoyed 
in the international market has been broken due to increased competition from coun-
tries such as China, India, and South Korea. Although Sialkot has seasoned workers,
these newly established markets enjoy the benefits of higher levels of research and 
development, leading to product diversification, and uninterrupted power supplies 
that enable them to fulfill orders faster than Sialkot-based manufacturers.

9.3.2  Indian Sports Goods Industry

The roots of the sports goods industry in India lie in Sialkot, Pakistan, which was 
the major hub of the sports goods industry before partition. After partition, many 
Hindu artisans moved to India, where Jalandhar is now the major center of the
sports goods industry, followed byMeerut in Uttar Pradesh andGurgaon in Haryana.
In line with the changing global trends, the Indian sports goods industry is progres-
sively using new technology to manufacture products. This has led to exceptional 
growth of the sports goods sector, which has immense potential for exports, growth, 
and employment generation. Labor productivity and low wage rates are major con-
tributors toward the competitiveness of the Indian sports goods industry.

The significance of the sports goods industry to the Indian economy pertains to 
its rural and urban employment generation potential as well as its share in the coun-
try’s exports, which have been increasing in recent years. The major exports from 
the Indian sports goods industry include inflatable balls, hockey sticks and balls, 
cricket bats and balls, boxing equipment, fishing equipment, indoor games, and 
some protective equipment. According to a report by the Ministry of Commerce and
Industry India, the industry exports its goods to more than 130 countries, the top five 
destinations being the UK, the USA, Australia, South Africa, and Germany.
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9.3.3  Pakistan-India Bilateral Trade

Currently, a very small amount of trade takes place between Pakistan and India in 
the sports goods sector. There are no tariffs or non-tariff barriers that are specific to 
trade in this sector, but it does face the same political and infrastructure barriers as 
other sectors due to the not-so-friendly relations between Pakistan and India.

9.4  Methodology

9.4.1  Literature

The gravity equation is a simple empirical model used to analyze bilateral trade 
flows between geographical entities. According to the gravity model, trade between 
a pair of countries is directly proportional to their economic “mass” (national 
income) and inversely proportional to the distance between them. In spite of suc-
cessful empirical estimations, early gravity models were not thought to be reliable. 
Anderson (1979), Helpman (1984), and Bergstrand (1985) developed firm theoreti-
cal foundations for the gravity models, demonstrating that it can be derived from 
models of trade in differentiated products. Deardorff (1998) went further to show 
that the gravity model in consistent with variants of Ricardian and Heckscher-Ohlin 
models extended to include transport costs. All that the gravity equation says is that 
“bilateral trade should be positively related to the two countries’ incomes and nega-
tively related to the distance between them.”

The gravity model has been used extensively to predict trade flows. Rahman 
(2003) estimated the trade potential for Bangladesh using a panel data approach, 
including economic factors like openness and exchange rates. Christie (2002) esti-
mated a classical gravity model for trade on aggregate trade volumes between 
OECD and transition countries on cross-sectional data. Frankel and Wei (1993) 
have also examined bilateral trade patterns throughout the world, analyzing in par-
ticular the impact of currency blocks and exchange rate stability on trade. The 
UNCTAD-WTO Trade Center has developed a gravity model called TradeSim to 
estimate the trade potential for countries with limited trade relations, particularly 
transition economies.

Some studies have examined trade possibilities between India and Pakistan 
using revealed comparative advantage (RCA) and trade complementarity indi-
ces. Balassa’s revealed comparative advantage (RCA) index determines the 
comparative advantage a country has over others in a particular market via the 
relative market share that the product of that country holds. This index has been 
used in several papers as a measure of competitiveness (Batra and Khan 2005; 
Latruffe 2010; Soesastro 2005). The RCA indices (with world) of the products 
of two countries have also been compared over time to show the competitive 
positioning of one against the other (Batra and Khan 2005). The problem with 
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the RCA indicator is that it uses historical trade values that are affected by  
barriers to trade, which are present in the South Asian region mostly as non-
tariff barriers (Bandara and Yu 2003). Further, the trends in the RCA values are 
much more important than just the values themselves at a certain point in time 
(Latruffe 2010).

9.4.2  Revealed Comparative Advantage (RCA)

The RCA index measures how much of a comparative advantage a certain country 
has in producing a certain good compared to the world average. Obtaining this mea-
sure for two countries, in our case India and Pakistan, we can compare which one 
has an overall advantage over the other.
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In the formula shown above, the numerator is a ratio of a country’s exports of 
products from sector i summed over all export destinations d, and the country’s 
aggregate exports of products from all sectors summed over all export destinations 
d. The denominator is a ratio of the exports of products of sector i summed over 
all exporting countries w and export destinations d, and the aggregate exports of 
products from all sectors summed over all exporting countries w and export destina-
tions d, xi being the exports for a particular sector i, and X being the aggregate 
exports for the country.

9.4.3  The Trade Concentration Index (TCI)

The TCI is aimed at assessing the degree of concentration/diversification of a 
given country’s exports. The index ranges between zero and one. The index can be 
calculated by product or by country, and it is a summary measure that aggregates 
information across a range of products.

The trade concentration index by product (TCI) is calculated by using the 
following equation:
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In the above equation, xij is country i’s exports of product k to country j. 
The index sums across products the squares of the product shares in country i’s 
exports of product k to country j; the product shares themselves sum to 1. The index 
sums across products the squares of the product shares in country i’s exports of 
product k to country j; the product shares themselves sum to 1.

This indicator shows the degree to which a given country’s exports are particu-
larly concentrated by either product or destination. The former is useful for consid-
ering the political economy of trade reform; the latter can be important in considering 
the relative benefits of regional trade liberalization.

9.4.4  Intra-Industry Trade (IIT)

In today’s economies, international specialization does not depend solely on the fact 
that different countries specialize in the production of different goods, but it may 
also happen that several countries specialize in the production of different types of 
goods from the same industry, which results in intra-industry trade (IIT). IIT is the 
concurrent import and export of the same kind of goods. There are several ways to 
measure IIT, but the most commonly applied method is from Grubel and Lloyd 
(1975). It measures the overlap of import and exports at a given level of aggregation. 
Further, it can be used to calculate the IIT index at a disaggregated level for 
individual sectors.

The G-L index, for the trade between countries i and j in good k, is given by
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where xij
k and mij

k represent exports and imports from/by country i to/from country 
j of commodity k.

In the above equation, a value of 0 for either xij
k or mij

k denotes a GLij
k of 0 which 

refers to a one-way trade or an interindustry trade. On the other hand, if xij
k = mij

k, 
then GLij

k = 1 which means trade is equal in both directions, which depicts intra-
industry trade.

9.4.5  Gravity Model

Based on Newton’s law of gravitation, the gravity model is used to predict the flow 
of people, goods, or communication between two places. The basic form of the 
gravity equation explains the volume of exports between two countries i and j with 
the help of two factors: the economic mass of the two countries and the distance 
between them. In its most general form, the model suggests that the magnitude of 
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trade between two countries is a function of the supply potential of the exporting 
country, the demand potential of the importing country, and the distance. This gen-
eral gravity equation has the following multiplicative form:

 
X GS Mij i j ij= Φ

 

where Xij is the monetary value of exports from country i to country j, G is a variable 
that does not depend on i or j such as the level of world liberalization, Si denotes 
exporter-specific factors (such as the exporting country’s GDP), and Mj denotes 
importer-specific factors (such as the importing country’s GDP) and Фij represents 
the ease of access of the exporter to the importer’s market (WTO report by Bacchetta 
et al. 2012).

The gravity model can be used for the overall trade volume as well as a more 
disaggregated analysis (Bacchetta et al. 2012; DIT 2005; Jordaan and Eita 2011). 
For our purposes we use a gravity model to explain the sports goods trade between 
Pakistan and India along with their major sports goods trading partners, which 
include Australia, China, France, Germany, Italy, Japan, Republic of Korea,
Singapore, the USA, and the UK.

Given the multiplicative form of the basic gravity equation, the natural loga-
rithms of all the variables are taken to obtain a log-linear equation that can be esti-
mated by ordinary least squares (OLS) estimation. This will give the following 
export demand function:

 
ln ln ln ln lnX G S Mij i j ij= + + + Φ

 

This equation can be specified further to

 
ln ln ln ln ln ln lnX Y Y D y yij i j ij i j ij= + + + + + +β β β β β β0 1 2 3 4 5 Φ

 

where the natural logarithm of the value of trade between two countries is explained 
by the log of their respective GDPs, log of the distance between them, log of their per 
capita GDPs, and a composite term measuring the barriers to trade between them.

A number of variables are used to capture the barriers to trade between the two 
countries Фij. First, if the countries share a common border, transaction costs may be 
reduced due to the distance factor leading to higher bilateral trade. Second, if the coun-
tries share a common official language, then trade between them is likely to be higher. 
Third, if the countries were at any point in time part of the same country, search costs 
would be lower since business practices would be well known to one another.

So, according to the literature, trade costs take the following form:

 
Φij ij ij ij= + +δ δ δ1 2 3con clang same

 

where conij represents contiguity of the country pair, clangij represents whether the 
pair shares a common official language, colij represents if the country pair has ever 
been in a colonial relationship, and sameij represents whether the two countries were 
part of the same country. All these variables are dummy variables and take the value 
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1 when the country pairs are contiguous, have a common official language, or were 
part of the same country.

Since the emphasis of this chapter is on Pakistan-India trade, we further add a 
Pakistan-India dummy, Pak-Ind, to the model (which is 1 when Pakistan and India 
are trading with each other and 0 otherwise) in order to estimate whether the bilat-
eral trade between Pakistan and India is more or less than would be expected if all 
other variables are held constant.

So, the final equation that we estimated was

 

ln ln ln ln ln lnX Y Y D y yij i j ij j j ij= + + + + + +
+
β β β β β β δ
δ
0 1 2 3 4 5 1

2

con
clanng same Pak Indij ij iju+ + +δ σ3 1 _

 

The coefficients β1 and β2 are expected to be positive since a higher level of GDP 
is indicative of a high level of production in the exporter country and a higher level of 
consumption in the importer country, increasing the potential for exports and imports, 
respectively. β3, the coefficient of distance, is expected to be negative as it measures 
the transportation costs. The population variables can affect exports in two different 
ways: the absorption effect or the economies of scale effect (Jordaan and Eita 2011). 
According to the absorption effect, a large population is indicative of a large domestic 
market and, hence, less potential for trade, making the coefficient, β4, negative. On the 
other hand, a larger population means division of labor, which leads to economies of 
scale and higher volumes of exports, making β4 positive. For similar reasons, the 
effect of the population of the  importing country can be negative or positive. Hence, 
the signs for β4 and β5 cannot be assigned a priori.

The coefficient of the dummy variables representing a common border between 
country pairs, a common official language, and whether the two countries were a 
part of the same country are expected to be negative. All these variables are expected 
to increase trade flow between the country pairs. The coefficient for Pakistan-India 
trade, σ1, is expected to be negative as it is predicted that due to the existence of 
non-tariff barriers, trade between these two countries will be less than expected.

We estimate the gravity model by pooling all the observations and using ordinary 
least squares (OLS), but as this method might suffer from misspecification issues that 
make the coefficients biased, we also adopt other techniques. Fixed effects were used 
in order to allow for heterogeneity across country pairs as well as time. F-test results 
revealed that fixed effects provided a better specification than pooled OLS. Since fixed 
effects estimation drops all the time invariant dummy variables – which in our case are 
the variables of most interest – the alternate approach of random effects has also been 
employed. This approach assumes that the individual affects are random, normally 
distributed, and independent of the residual. The Lagrange Multiplier test developed by
Breusch and Pagan was used to see whether random effects or pooled OLS provided a 
better specification. The results ruled that the random effects model is appropriate. We 
then used the Hausman test of random versus fixed effects, which ruled in favor of fixed 
effects. The problem with fixed effects is that we cannot directly estimate variables that 
do not change over time. Therefore, we report pooled OLS, fixed effects, and random 
effects estimations for completeness and also as a check for robustness.
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9.4.6  Data

The trade figures for this study were extracted from the COMTRADE database, accord-
ing to HS codes,1 and TradeSift software was used to compute the RCA, IIT, and TCI 
indices. For the gravity model, we took time series data for the years 1988–2011; GDP 
and population data were taken from the World Development Indicators (WDI), while 
data for distances and the rest of the dummies were taken from the CEPII database.

9.5  Comparison of Indian and Pakistani Sports  
Goods Sectors

The sports goods industries of both India and Pakistan have been actively exporting 
their goods all over the world for a long time now. The products of the sports sector are 
divided into three main categories, namely, sports equipment, sports apparel, and sports 
footwear. The major exports of Pakistan’s sports sector are sports  equipment, followed 
by sports apparel, and then small quantities of sports footwear. The major Indian 
exports are sports equipment, followed by sports footwear, and then sports apparel.2

In absolute numbers for total sports goods exports, Pakistan’s exports are much 
higher than Indian exports. Comparing across categories, however, Pakistan exports 
more equipment and apparel than India, while Indian exports of footwear are higher 
than those of Pakistan. Pakistan’s sports equipment exports are substantially higher than 
all categories (Fig. 9.5) and mainly contribute to the larger absolute numbers for Pakistan.

According to Fig. 9.6, Indian sports goods exports have been rising very rapidly 
due to which sports goods exports for the two countries seem to be converging in 
absolute terms. However, calculating total sports goods exports as a percentage of 
GDP for both countries, Fig. 9.7 shows that Indian sports goods as a percentage of 
its GDP have been stable over time, while for Pakistan, though it depicts a downward 
trend, it has always been more than that for India. This can be explained by the fact 
that since India is a much larger economy, the proportion of sports goods exports 
is much smaller for India than it is for Pakistan. The sports goods sector is, there-
fore, more important for Pakistan’s economy than it is for India.

9.5.1  Bilateral Trade of Sports Goods

For bilateral trade of sports goods between India and Pakistan, we find that in absolute 
numbers over the past 5 years, India has exported more goods to Pakistan than Pakistan 
has exported to India. However, the trend for both countries is upwards, which means 
that over the years bilateral trade between India and Pakistan has increased (Fig. 9.8).

1 The complete list of HS codes used for the sports goods sector can be found in the Appendix.
2 Figures on exports of Pakistan (Fig. 9.3) and India (Fig. 9.4) for a more extended period are avail-
able in the Appendix.
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Fig. 9.3 Pakistan’s total exports (US$ million) (Source: COMTRADE data)

0

20

40

60

80

100

120

140

160

19
88

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

India total exports (mln USD)

Equipment - Ind Footwear - Ind Apparel - Ind

Fig. 9.4 India’s total exports (US$ million) (Source: COMTRADE data)

A look at the proportion of each country’s total sports goods exports to the other 
country reveals that Pakistan is a much more important export partner for India than 
India is to Pakistan (Fig. 9.9). Therefore, a higher proportion of India’s total sports 
goods exports come to Pakistan, while the proportion of total sports goods exports 
of Pakistan that are exported to India is relatively small. Pakistan, hence, exports a 
higher percentage of sports goods to countries other than India.

Having looked at the general picture, it is of interest to calculate in which products 
Pakistan and India have a comparative advantage and whether the current trade pat-
terns correspond to their respective advantage. Table 9.1 shows the list of product lines 
for which the two countries have a comparative advantage. Of the total 38 product 
lines in the sports goods sector, India has a comparative advantage in 15 categories, 
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while Pakistan has a comparative advantage in 10 categories. From this table, we can 
see that India and Pakistan have an advantage in similar product categories, except for 
India’s advantage in sports footwear, which Pakistan does not have.

If we look at the trend of bilateral trade, we can see that the goods that India exports 
to Pakistan are actually goods in which India has a comparative advantage. This can be 
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seen from Fig. 9.10, which clearly illustrates that the majority of the exports going from 
India to Pakistan are the goods in which India has an RCA. However, the exports are 
driven by only one product, “inflatable balls” (950662), and all other categories repre-
sent a very small proportion of the total exports. Another interesting aspect is that inflat-
able balls according to Table 9.1 are ranked as the 13th product in terms of having a 
revealed comparative advantage. In other words, there are 12 products in which India is 
more competitive, but those products are not a major part of Indian exports to Pakistan.

Similarly for Pakistan, we see that the sports goods that are exported to India are 
those in which Pakistan has a comparative advantage (Fig. 9.11). For Pakistan, how-
ever, the major products comprise “Articles and Equipment for Outdoor Sports” 

Fig. 9.7 Total exports of sports goods (% of GP) (Source: COMTRADE data)
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(950699) followed by “inflatable balls” (950662) and “Sports Gloves – Mittens &
Mitts” (420321). These items rank second, sixth, and fifth, respectively. Although
only three products dominate Pakistan’s exports to India, the product line is still 
more diversified compared with the exports coming from India to Pakistan.

Given the narrow export lines, it is interesting to note the export potential of both 
countries according to the import needs of the partner country. Table 9.2 shows this 
potential, with the highlighted items being the commodities in which the country 
has a comparative advantage. For the majority of the commodities, export potential 
exists for commodities in which the exporting country has an RCA. These gains can 
easily be realized by shifting the direction of trade from other countries to each 
other, so as to save transportation and transaction costs.

The limited number of export product lines was examined further using the trade 
concentration index that assesses the level of concentration versus diversification of 
a country’s export products. Table 9.3 lists the TCI figures for Pakistan and India for 
3 recent years. We find that the TCI has been falling for Pakistan’s exports to India, 
from 44 % in 2009 to 32 % in 2011. This means that the concentration of Pakistan’s 
exports has been falling and that more product lines were exported in 2011 than in 
2009. On the other hand, India’s exports to Pakistan are still highly concentrated as 
depicted by the 56 % TCI ratio for 2011. This value must be due to the high export 
value of inflatable balls, as Fig. 9.10 shows. Therefore, Pakistan’s export items are 
becoming more diversified, while India’s exports depend on fewer products.

Since only a few products continue to dominate bilateral trade between them, of 
which inflatable balls are being exported by both India and Pakistan, this hints at the 
existence of intra-industry trade. Therefore, it would be of interest to investigate the 
Pakistan-India trade pattern for intra-industry versus interindustry trade. For this 
purpose, we calculated the intra-industry trade for the past few years (Table 9.4).

Table 9.4 shows that both intra-industry and interindustry trade exist in the sports 
goods sector for India and Pakistan. Intra-industry trade takes place in the product 
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categories of balls (950662 and 950669) and “other sports equipment” (950699). 
Trade in the rest of the product lines can be classified as interindustry trade, since 
for those items either Pakistan exports the product or India does, but both do not.

Both countries producing differentiated products and enjoying economies of 
scale due to the limited range of products might explain the presence of intra- industry 
trade. It is also important to note that these trade patterns are in line with the revealed 
comparative advantage of both countries. A disaggregated analysis of trade in these 
product lines would be helpful in this regard, in order to confirm trade in different 
items. Unfortunately, due to lack of availability of data, this exercise could not be 
undertaken for this chapter. However, India and Pakistan should trade according to 
their RCA and concentrate on products that have a higher comparative advantage. 
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Fig. 9.10 India’s exports to Pakistan: RCA (Source: COMTRADE data)
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Fig. 9.11 Pakistan’s exports to India: RCA (Source: COMTRADE data)
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Pakistan's Export Potential (2011) India's Export Potential (2011)

Commodity Code Export Potential (US$) Commodity Code Export Potential (US$)

640411 3240999 950691 8326571
950662 3048889 950699 6787229
950669 2619787 640319 6502031
640319 2320368 950669 1399338
640219 1213643 640411 513475
950691 922892 950629 224986
950651 676046 950661 222228
611249 592595 950659 164222
420321 452039 640219 120684
611211 282465 950619 104435
950659 237120 950632 101771
621111 203859 950640 85132
950790 161617 950639 77351
611219 152455 420321 38747
611239 83369 950720 34526
621112 66303 950631 21897
950619 63689 950790 20818
611212 59690 611212 18638
640212 57806 621111 13659
950632 49876 950670 10236
621120 16300 950710 5448
950639 9833 621120 5277
611220 6503 611219 2922
640312 4838 621112 2787
950661 2279 640212 2619

611231 2500
611241 2058
950651 1616
611239 1579
950730 1249
611249 1083
611211 597
950612 160
640312 124

Table 9.2 Export potential of Pakistan and India by commodity code – 2011

Table 9.3 Trade concentration index (TCI)

2009 2010 2011

Pakistan’s exports to India 0.44 0.35 0.32
India’s exports to Pakistan 0.22 0.58 0.56

They should also trade in differentiated products within product categories where 
they have a comparative advantage in the same product line. Further, India’s com-
parative advantage in footwear should also be taken advantage of, as currently trade 
in this category does not exist.
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9.6  Empirical Results: Gravity Model

The previous section looked at the situation analysis of the bilateral trade in sports 
goods between India and Pakistan, but other important aspects of the current trade 
are the factors that drive trade flows in this sector and whether the current levels of 
exports between the two countries are what would be expected for two similar coun-
tries. To this end, we conducted gravity modeling for Pakistan, India, and their 
major trade partners in the sports goods sector.

Table 9.5 shows the cross-country OLS, fixed effects, and random effects regres-
sion results obtained from the simple gravity model for the sports goods equipment 
sector (HS code 9506 at a 6-digit disaggregated level). The basic gravity model 
shows that most of the variables have the expected signs and are highly significant, 
which signifies the appropriateness of a gravity model for the sports goods sector.

The variable distance acts as a proxy for transport costs and is negatively related 
with exports, indicating that countries that are located farther from each other trade 
less than countries closer together. According to the OLS model, holding other 
 variables constant, a 1 percentage point increase in distance will lead to a  
0.53 percentage point decrease in exports.

The GDPs of the exporter and importer countries are mostly positively related 
to trade, as countries with higher incomes have a higher level of production and, 
therefore, higher possible exports and the ability to import larger quantities. 
Therefore, trade is higher with larger economies than smaller economies. The OLS 
results show that a 1 % increase in importer’s GDP is accompanied by a more than 
proportionate increase of 1.14 % in exports, while a one percent increase in 
exporter’s GDP is followed by a 0.7 % increase in exports. The income elasticity is, 
therefore, higher for the exporter than for the importer.

Table 9.5 Simple gravity model

Pooled OLS Fixed effects Random effects

Distance −0.532*** – −0.594***

(−5.73) (−5.33)
GDP importer 0.554*** 0.915 0.707***

(6.21) (0.98) (5.08)
GDP exporter 1.142*** −3.057*** 0.867***

(10.31) (−3.31) (5.56)
GDP per capita importer 0.710*** 1.090 0.841***

(10.16) (0.95) (8.57)
GDP per capita exporter −0.450*** 4.430*** −0.218*

(−3.58) (4.08) (−1.85)
Constant −29.51*** 23.19 −28.97***

(−7.67) (1.27) (−5.76)
Observations 2,643 2,643 2,643
Adjusted R2 0.6381 0.9148 0.602

t statistics in parentheses
Standard errors are robust
*p < 0.10; **p < 0.05; *** p < 0.01
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Population was factored into the equation by using the GDP per capita variable. 
The coefficient of this variable can be either positive or negative (Oguledo and 
MacPhee 1994) depending on whether a larger population leads to more trade, due 
to economies of scale, or to less trade because of the absorption effect or more self- 
sufficiency and decreased dependence on international trade. In our model, GDP 
per capita of the importer country is positively related to exports, whereas exporter’s 
GDP per capita has an ambiguous effect.

Exports depend on several factors other than distance, GDP, and GDP per capita; 
therefore, we carried out an augmented gravity model that included dummy vari-
ables for common border, primary language, and a dummy if two countries were the 
same country in the past. Since the focus of our analysis is on Pakistan-India trade 
in the sports goods sector, we also added a dummy for Indo-Pak bilateral trade.

Table 9.6 shows that the variables that are common to the simple gravity model 
have the same signs and significance and almost the same magnitude. Of the 
new dummies that have been added, the “sharing a common border” variable has a 
positive sign, although it is not statistically significant. Countries that have a com-
mon official primary language tend to trade significantly more, as do countries that 
were or are the same country.

Table 9.6 Augmented gravity model

Pooled OLS Fixed effects Random effects

Distance −0.619*** – −0.642***

(−5.58) (−4.82)
GDP importer 0.592*** 0.915 0.711***

(6.37) (0.98) (5.17)
GDP exporter 1.184*** −3.057*** 0.887***

(11.40) (−3.31) (5.72)
GDP per capita importer 0.707*** 1.090 0.840***

(10.70) (0.95) (8.86)
GDP per capita exporter −0.456*** 4.430*** −0.233*

(−3.53) (4.08) (−1.88)
Contiguity 0.181 – 0.518

(0.36) (0.90)
Common official primary language 0.695** – 0.727**

(2.44) (2.35)
Were or are the same country 0.657** – 0.741**

(2.26) (2.29)
Pak-India bilateral trade −2.881*** – −2.493***

(−4.40) (−2.77)
Constant −31.03*** 23.19 −29.28***

(−7.92) (1.27) (−5.84)
Observations 2,643 2,643 2,643
Adjusted R2 0.6525 0.9148 0.6175

t statistics in parentheses
Standard errors are robust
*p < 0.10; **p < 0.05; ***p < 0.01
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The Pakistan-India trade dummy has a negative and statistically significant 
coefficient for both the OLS and the random effects case. This means that Pakistan 
and India trade less than would be expected if all other variables were held constant. 
The magnitude of this result is quite large. Pakistan-India trade is 288 % according 
to pooled OLS and 249 % according to the random effects model, which is lower 
than trade between any two similar countries. Therefore, the gravity model suggests 
that the Pakistan-India bilateral trade is a lot lower than expected.

9.7  Conclusion

The objective of this chapter was to analyze the trade pattern between Pakistan and 
India in the sports goods sector. Generally, we found the total sports goods exports 
of Pakistan to be higher than the total sports goods exports of India; however, the 
rate of increase seems to be higher for India than for Pakistan. Looking specifically 
at bilateral trade between Pakistan and India in the sports goods sector, we found an 
increasing trend that points toward increased trade liberalization. In addition, we 
found that a larger volume of exports comes into Pakistan from India rather than the 
other way around, but it seems to be converging.

We went on to calculate the RCAs for the two countries and found India to have an 
advantage in 15 of the 38 categories of sports goods, whereas Pakistan has a compara-
tive advantage in 10 categories of goods. Analyzing the trade pattern, we found both 
countries were exporting goods in which they had an advantage. But having said that, 
the product lines are limited (inflatable balls are being exported by both countries), and 
there is a need for both Pakistan and India to focus on exporting products for which 
they have higher RCAs. The surprising thing here is that both India and Pakistan export 
goods from the same product line to each other. This leads to further research potential 
in doing a disaggregated analysis of products within the given product lines. The lim-
ited number of export product lines was further studied using the trade concentration 
index, which shows that Pakistan’s export items are more diversified, while India’s 
exports are dependent on fewer products. Since only a few products dominate bilateral 
trade between Pakistan and India, there is the possibility of intra-industry trade. For 
this, we calculated the intra-industry trade index, which shows that both intra-industry 
and interindustry trade exist in the sports goods sector for India and Pakistan. Intra-
industry trade takes place in the product categories of balls (“other sports equipment”), 
while trade in the rest of the product lines can be classified as interindustry trade.

Further, we estimated the gravity model of exports to see whether the trade between 
Pakistan and India in the sports goods sector is equal to or less than the potential trade. 
The simple gravity model gives the expected results, showing that the GDPs of the 
exporter and importer countries affect exports in a positive manner, while distance has 
a negative impact, as it is a measure of transportation costs. We also estimated an 
augmented gravity model that included dummies for contiguity, common official 
 language, and whether the country pairs had been part of the same country. The 
 coefficients on all dummy variables were positive, as expected. In addition to these 
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dummy variables, since the countries of interest are Pakistan and India, we added a 
dummy that takes the value of 1 for trade between Pakistan and India. The coefficient 
on Pakistan-India bilateral trade has a very large negative coefficient that is highly 
significant, implying that for a similar country pair, Pakistan and India are trading 
288 % less according to the pooled OLS model and 249 % less according to the 
 random effects model. Further research potential exists in including variables on IIT 
and tariffs, which could not be included in this analysis due to data constraints.

Therefore, according to the gravity model, Pakistan-India bilateral trade is a lot 
lower than it should be. The numerous non-tariff barriers that are in place in both 
India and Pakistan can partially explain this low level of trade. Bilateral trade remains 
low despite the MFN status granted to Pakistan by India in 1996. It is also surprising
that even though Pakistan has not granted MFN status to India, India exports more
sports goods in absolute terms to Pakistan compared with Pakistan’s exports to India. 
Great potential for trade exists between these two countries, and both countries 
should strive to increase trade based on their respective comparative advantage.

 Appendix

 HS Code Description

 Sports Equipment

9506 Articles and equipment for general physical exercise, gymnastics, athletics, 
other sports (including table tennis) or outdoor games, N.E.S. swimming pools 
and paddling pools

950611 Snow skis and other snow ski equipment, except ski poles
95061100 Skis
950612 Snow ski bindings or ski fastenings
95061200 Ski fastenings (ski bindings)
950619 Other snow ski equipment
95061900 Other snow ski equipment
950621 Sailboards
95062100 Sailboards
950629 Water skis, surfboards, and other water sports equipment, except sailboards
95062900 Other
950631 Golf clubs, complete
95063100 Clubs, complete
950632 Golf balls
95063200 Golf balls
950639 Golf equipment (except complete clubs and balls)
95063900 Other
950640 Articles and equipment for table tennis
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95064000 Articles and equipment for table tennis
950651 Tennis rackets, whether or not strung
95065100 Lawn tennis rackets, whether or not strung
950659 Tennis, badminton, and similar rackets, whether or not strung
95065910 Squash or racket ball badminton rackets, whether or not strung
95065990 Other rackets
950661 Lawn tennis balls
9506100 Lawn tennis balls
950662 Inflatable balls
95066210 Footballs
95066220 Volleyballs
95066230 Basketballs
95066290 Others
950669 Other balls
95066910 Hockey balls
95066920 Cricket balls
95066930 Golf balls
95066940 Rugby balls
95066990 Others
950670 Ice skates and roller skates, including skating boots with skates attached
95067000 Ice skates and roller skates, including skating boots with skates attached
950691 Articles and equipment for general physical exercise, gymnastics, or athletics
95069110 Boxing equipment
95069190 Other gymnastics/athletics equipment
950699 Articles and equipment for outdoor sports
95069910 Badminton shuttlecocks
95069920 Leg pads and bats for cricket
95069930 Shoulder pads for football
95069940 Hockey sticks and blades
95069950 Polo sticks including blades, shafts, and heads
95069960 Sports nets
95069970 Tennis and badminton racket pressures
95069980 Shin/protective guards and elbow or shoulders pads excluding those for 

football; waist, thigh, and hip protective equipment
95069990 Other sports equipment
9507 Fishing rods, fishhooks, and other line fishing tackle, fish landing, and similar 

nets; decoy “birds” (other than those of heading 9208/9705) and similar hunting 
requisites

950710 Fishing rods
95071000 Fishing rods
950720 Fishhooks, whether or not snelled
95072000 Fishhooks, whether or not snelled
950730 Fishing reels
95073000 Fishing reels
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950790 Other fishing and hunting requisites
95079010 Fishing landing and butterfly nets
95079090 Others

 Sports Apparel

4203 Articles of apparel and clothing accessories of leather or of composition leather
420321 Sports gloves – mittens and mitts
42032110 Gloves for sports
42032120 Mittens and mitts for sports
6112 Tracksuits, ski suits, swimwear – knitted or crocheted
611211 Tracksuits of cotton, knitted
61121100 Tracksuits of cotton
611212 Tracksuits of synthetic fibers, knitted
61121200 Tracksuits of synthetic fibers
611219 Tracksuits of other textile materials, knitted
61121910 of silk
61121920 of wool or fine animal hair
61121930 of artificial fibers
61121990 Other fibers
611220 Ski suits, knitted
61122010 of silk
61122020 of wool or fine animal hair
61122030 of cotton
61122040 of synthetic fibers
61122050 of artificial fibers
61122090 Other fibers
611231 Men’s/boys’ swimwear of synthetic fibers, knitted
61123100 of synthetic fibers
611239 Men’s/boys’ swimwear of other textile materials, knitted
61123910 of silk
61123920 of artificial fibers
61123990 Other fibers
611241 Women’s/girls’ swimwear of synthetic fibers, knitted
61124100 of synthetic fibers
611249 Women’s/girls’ swimwear of other textile materials, knitted
61124910 of silk
61124920 of artificial fibers
61124990 Other fibers
6211 Tracksuits, ski suits, swimwear, not knitted
621111 Swimwear for men or boys, not knitted
62111100 Swimwear for men or boys
621112 Swimwear for women or girls, not knitted
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62111200 Swimwear for women or girls
621120 Ski suits, not knitted
62112000 Ski suits

 Sports Footwear

6402 Other footwear with outer soles and uppers of rubber or plastic
640212 Ski boots, cross-country ski footwear, and snowboard boots
64021210 of rubber
64021290 of other materials
640219 Other sports footwear with outer soles and upper of rubber/plastic
64021910 of rubber
64021990 Other
6403 Footwear with outer soles of rubber, plastic, leather, or composition leather 

and uppers of leather
640312 Ski boots and cross-country ski footwear and snowboard boots
64031200 Ski boots, cross-country ski footwear, and snowboard boots
640319 Footwear with outer soles of rubber, plastic, with uppers of leather
64031910 Other sports footwear with outer soles of leather
64031920 Other sports footwear with outer soles of rubber
6404 Footwear with outer soles of rubber, plastic, etc., and uppers of textile materials
640411 Sports footwear, tennis shoes, basketball shoes, gym shoes, training shoes, 

etc., with outer soles of rubber/plastic
64041110 of rubber sole with canvas upper
64041120 of rubber sole with leather cloth uppers
64041190 Other (Appendix)

References

Anderson JA (1979) A theoretical foundation for the gravity equation. Am Econ Rev 69:106–116
Bacchetta M, Beverelli C, Cadot O, Fugazza M, Grether J, Helble M, Nicita A, Piermartini R

(2012) A practical guide to trade policy analysis. United Nations, New York; World Trade 
Organization, Geneva

Bandara JS, Yu W (2003) How desirable is the South Asian free trade area? A quantitative eco -
nomic assessment. World Econ 26(9):1293–1323

Batra A (2006) India’s global trade potential: the gravity model approach. Glob Econ Rev 
35(3):327–361

Batra A, Khan Z (2005) Revealed comparative advantage: an analysis for India and China. ICRIER
Working Paper no. 168. Indian Council for Research on International Economic Relations, 
New Delhi

Bergstrand JH (1985) The gravity equation in international trade: some microeconomic founda -
tions and empirical evidence. Rev Econ Stat 67(3):474–481.

Christie E (2002) Potential trade in south-east Europe: a gravity model approach. South East Eur 
Rev Lab Soc Aff 4:81–102

9 Pakistan-India Bilateral Trade in Sports Goods Sector



272

De P, Raihan S, Ghani E (2013) What does MFN trade mean for India and Pakistan? Can MFN be
a Panacea? Policy research working paper 6483

Deardorff A (1998) Determinants of bilateral trade: does gravity work in a neoclassical world? In:
Frankel JA (ed) The regionalization of the world economy. University of Chicago Press,
Chicago, pp 7–28

DTI (Department of Trade and Industry) (2005) A gravity model for the determination and analysis 
of trade potential for South Africa. http://www.thedti.gov.za/stats/Gravity.pdf. Accessed 2 Mar
2013

Frankel J, Shang-Jin Wei (1993) Trade blocs and currency blocs. NBER Working Paper no. 4335.
National Bureau of Economic Research, Cambridge, MA

Grubel HG, Lloyd PJ (1975) Intra-industry trade. Macmillan, London
Helpman E (1984) A simple theory of international trade with multinational corporations. J Polit

Econ 92(3):451–471
Jordaan AC, Eita JH (2011) Identifying South Africa’s wood exports potential using a gravity

model. Int Proc Econ Dev Res 3:159–164
Khan SR (2005) Can illegal trade between Pakistan and India be eliminated? SDPI Res News Bull

12:3
Latruffe, L. (2010). Competitiveness, productivity and efficiency in the agricultural and agri-food 

sectors. OECD Food, Agriculture and Fisheries Papers no. 30, OECD Publishing, Paris. 
Available http://dx.doi.org/10.1787/5km91nkdt6d6-en. Accessed 29 Jan 2013

Nabi I, Nasim A (2001) Trading with the enemy: a case for liberalizing Pakistan-India trade. In: 
Lahiri S (ed) Regionalism and globalization: theory and practice. Routledge, London, 
pp 170–198

Naqvi ZF, Schuler P (eds) (2007) The challenges and potential of Pakistan-India trade. The World
Bank, Washington, DC

Oguledo VI, Macphee CR (1994) Gravity models: a reformulation and an application to discrimi-
natory trade arrangements. Appl Econ 26:107–120

Qamar A (2005) Trade between India and Pakistan: potential items and the MFN status. SBP Res
Bul 1, 1 (Pakistan)

Rahman M (2003) A panel data analysis of Bangladesh’s trade: the gravity model approach.,
Available at http://www.etsg.org/ETSG2003/papers/rahman.pdf

Rasheed T (2012) Implications of liberalizing trade and investment with India. State Bank of 
Pakistan, Karachi

Soesastro H (2005) Accelerating ASEAN economic integration: moving beyond AFTA., Available 
at http://www.eaber.org/sites/default/files/documents/CSIS_Soesastro_2005_3.pdf

State Bank of Pakistan (2006) Implications of liberalizing trade and investment with India, 
Research and Economic Policy Department report

F.S. Hassan et al.

http://www.thedti.gov.za/stats/Gravity.pdf
http://dx.doi.org/10.1787/5km91nkdt6d6-en
http://www.etsg.org/ETSG2003/papers/rahman.pdf
http://www.eaber.org/sites/default/files/documents/CSIS_Soesastro_2005_3.pdf


273N. Taneja and S. Pohit (eds.), India-Pakistan Trade:  
Strengthening Economic Relations, DOI 10.1007/978-81-322-1949-1_10,
© Indian Council for Research on International Economic Relations (ICRIER) 2015

10.1  Introduction

Despite sharing a border of about 1,800 miles, trade between India and Pakistan has 
been relatively low. Figure 10.1 shows that India’s trade with Pakistan totaled 
US$1.9 billion in 2011–2012, giving Pakistan a rank of 52 among trading partners, 
with the top slot going to the People’s Republic of China.

However, the primary reason for this poor trade performance is not economic, 
but is largely due to the two nations’ fractious history.

Trade between Pakistan and India has been the subject of keen academic and 
policy-based studies, especially over the past few years (see for example State Bank 
of Pakistan 2006 and Husain 2011). This interest has largely been sparked by the 
signing of the South Asian Free Trade Agreement (SAFTA) in 2004. While SAFTA 
is a major step toward the eventual establishment of a customs union in the region, 
intra-regional trade between South Asian countries remains meager. By 2004, 
intra-regional trade as a proportion of trade with the rest of the world was only 
4.7 % (Taneja 2006). Although the reduction in tariffs under SAFTA will help 
increase this percentage, the successful integration of countries comprising South 
Asia hinges on the normalization and continued stability of trade between India 
and Pakistan.

There has been some move toward stabilizing trade relations between the two 
nations. India’s decision to grant most favored nation (MFN) status to Pakistan in 
1996 and the change from a positive to a negative list with respect to imports from 
India by Pakistan in 2012 have been important steps in the normalization of trade 
between the two nations. The two countries have also agreed to simplify customs 
procedures, streamline and facilitate goods’ certification processes, and simplify 
trade by opening national banking operations in the other country. Finally, India has 
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notified a law that allows Pakistani citizens and companies to invest in India (with 
the exception of sectors related to defense, space, and atomic energy).

Trade ties with India have been on the mend since November 2011. As part of the 
unilateral liberalization that was undertaken by India during the 1990s, in 1996, 
India granted Pakistan MFN status. Bilateral trade between the two neighbors did 
not pick up, however, until 2011, when a new wave of trade negotiations seemed to 
provide renewed buoyancy to traders on both sides of the border. With the disman-
tling of the positive list (trade only in items on the list) and the adoption of a nega-
tive list (no trade only in items on the list) in March 2012, Pakistan indicated that it 
was serious about trade liberalization with India. And while the deadline to grant 
India MFN status lapsed in January 2013 because the Pakistan government faced 
enormous pressure from the domestic automotive parts and agricultural lobbies, 
there is a firm belief on both sides that granting MFN status to India is only a matter 
of time, especially in light of the pro-trade stance of the new government after the 
May 2013 elections in Pakistan.

Currently, trade with India is governed by three lists. There is the negative list 
of 1,209 items that are not importable from India. Then there is a 137-item positive 
list of items importable only by the land route. And last, there is the sensitive list 
that Pakistan maintains under the South Asian Free Trade Agreement (SAFTA) of 
1,183 items that are importable from India, but at a higher tariff rate, even if MFN 
were granted.

The bid to improve the environment for bilateral trade and investment is rooted 
in the economic and political gains from greater market integration. In 2010–2011, 
Pakistan’s exports to India as a percentage of total exports amounted to 1 %, while 
India’s exports to Pakistan as a percentage of total exports totaled a mere 0.9 % 
(Pasha and Imran 2012). Thus, there is considerable trade potential between the two 
nations, particularly when we consider that estimates regarding illegal trade between 
India and Pakistan range from US$0.5 billion to US$3 billion. In particular, this 
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chapter argues that there is substantial potential for trade in the health sector, i.e., 
health services and health-related commodities.

This study explores Pak-India trade in commodities and services in the health 
sector. Our emphasis is on three commodities: medical equipment, pharmaceutical 
products, and surgical instruments. We investigate existing trading patterns and also 
examine if there is any evidence of trade in health services, particularly:

 1. Research and collaborative work in medicine and pharmaceuticals
 2. Documented movement of medical personnel and patients at the institutional level
 3. Student exchange or training programs

10.1.1  Why Focus on the Health Sector?

Our focus on the health sector is driven by the dire condition of Pakistan’s health 
services sector—there is a wide gap between the population’s needs and the existing 
supply of infrastructure and trained medical personnel. In 2012–2013, there were 
1,127 individuals per licensed/registered doctor and 1,786 persons per hospital bed, 
with government health expenditure as a percentage of GDP standing at 0.35 % 
(Pakistan Economic Survey 2012–2013). Details on some key health sector statis-
tics for the past 3 years are given in Table 10.1.

In contrast to Pakistan, in 2010, the average OECD health expenditure was at 
9.5 % of GDP, while India spent 4 % of GDP on health (WHO 2010). Moreover, 
medical tourism has been systematically growing in India, with the nation ranking 
among the top destinations for patients from all over the world, and cost savings for 
patients (using US cost estimates) in the range of 65–90 % in the Indian health 
market.1 Given the high quality of medical treatment and personnel available across 
the border at affordable rates, the Indian health market has the potential to become 
a vital boon to patients in Pakistan who are unable to access the same quality of 
care at home.

1 See “Medical Tourism Statistics and Facts” at http://www.patientsbeyondborders.com/medical- 
tourism-statistics-facts

Table 10.1 Health facilities and manpower densities

Health manpower 2010–2011 2011–2012 2012–2013

Registered doctors 144,901 152,188 160,289
Registered dentists 10,508 11,584 12,544
Registered nurses 73,244 77,683 82,449
Population per doctor 1,222 1,164 1,127
Population per dentist 16,854 15,288 14,406
Population per bed 1,701 1,647 1,786

Source: Pakistan Economic Survey 2012–2013: Health and Nutrition

10 Pakistan-India Trade: An Analysis of the Health Sector

http://www.patientsbeyondborders.com/medical-tourism-statistics-facts
http://www.patientsbeyondborders.com/medical-tourism-statistics-facts


276

Compared to the health services sector, health-related commodities, particularly 
pharmaceutical and surgical goods manufacturing, have been performing well in 
Pakistan. The pharmaceutical industry displayed 16.35 % growth in 2012–2013 
(Pakistan Economic Survey 2012–2013). The growth in the pharmaceutical industry 
may be attributed to the national policy of deregulation of prices, along with easier reg-
istration and import policies, which has allowed the sector to improve its market share.

The surgical goods industry, which is largely export oriented, saw its exports grow 
by 13.7 % in 2010–2011 (Trade Development Authority of Pakistan 2013), with 
exports of $300 million in 2011–2012. The production of surgical instruments is pre-
dominantly clustered in Sialkot, a city in the Punjab province. Only 5 % of the produc-
tion is sold in the domestic market with production capacity estimated at two million 
pieces a year and industry capacity utilization is estimated at 70 %. Governmental 
facilitation of the surgical and medical equipment industry includes the establishment 
of centers within the industry clusters to help outsource ancillary processes and pro-
vide training in skills as well as adjustments of import tariffs to allow import of inputs 
at minimal rates (Trade Development Authority of Pakistan 2013).

Pakistan’s market for medical devices is small in value terms given the size of its 
population. Moreover, the market is heavily supplied by imports that account for 
approximately 94 % of the market (Pakistan Medical Device Market Intelligence 
Report 2011). Imports have been showing strong growth trends since 2005, and the 
medical devices market is expected to grow, fuelled largely by its imports, at an aver-
age of 7.7 % between 2011 and 2016 (World Medical Device Market Report 2012).

It is worth noting that health commodities function as important complementari-
ties to health services. Given Pakistan’s burgeoning performance in commodities 
and India’s flourishing health services sector, there is potential for significant syner-
gies between the two countries within the health sector. Against this backdrop, it 
would be fruitful to conduct an in-depth analysis of the existing trends in trade along 
with an investigation into which subsectors in the health sector exhibit the greatest 
prospects for increased trade flow between the two countries, as this would allow for 
marked improvement in the overall health capital of the population of the region and 
result in significant welfare gains.

10.2  Trends in Trade2

In 2011–2012, Pakistan witnessed a positive trade balance in surgical instruments, 
while total imports of pharmaceutical products and medical equipment exceeded 
the country’s total exports. Figures 10.2 and 10.3 provide statistics on the top five 
countries that Pakistan exported surgical goods to and imported surgical goods from 
in 2011–2012. The figures also provide details on the shares of these countries in 
Pakistan’s total exports and total imports for the product, as well as statistics on 
India for comparative purposes.

2 All statistics in this section are based on data obtained from the UN Commodity Trade Statistics 
Database (UN Comtrade). United Nations Statistical Division. (2013). Data retrieved from 
http://comtrade.un.org/
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The United States and Germany both rank among Pakistan’s top trade partners in 
terms of exports and imports of surgical goods. Moreover, the difference in shares 
between the top-ranked and the second-ranked trading partner in both exports and 
imports is significant. Finally, while Pakistan’s exports of surgical goods to India 
come in close behind its 5th largest export partner, Pakistan’s imports of surgical 
instruments from India were paltry in 2011–2012.

Figures 10.4 and 10.5 provide details on the top 5 countries that Pakistan 
exported pharmaceutical products to and imported pharmaceutical products from in 
2011–2012. The figures also provide details on the shares of these countries in Pakistan’s 
total exports and total imports for the product, as well as statistics on India.
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Unlike trade in surgical goods, the top five importing and exporting countries for 
pharmaceutical products do not see any overlap. Moreover, not only is the gap in the 
share of the top-ranked and second largest trading partner not as significant as in the 
surgical goods’ case, both are South Asian countries. Finally, India’s share in total 
exports and imports is larger than it is in surgical goods.

Figures 10.6 and 10.7 provide details on the top five countries that Pakistan 
exported medical equipment to and imported from in 2011–2012. The figures also 
provide details on the shares of these countries in Pakistan’s total exports and total 
imports for the product along with statistics on India.

Medical equipment is the only commodity that saw zero exports to India in 
2011–2012. For both pharmaceuticals and medical equipment, Pakistan’s top recip-
ients of exports are South Asian countries. Finally, while the United States ranks 
among the top three recipients of exports for all three commodities, Germany ranks 
among the top five countries that Pakistan imports the three products from.

The comparison of India with Pakistan’s top 5 trading partners in surgical goods, 
pharmaceutical products, and medical equipment seems to indicate that aside from 
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the imports of pharmaceutical products, in 2011–2012, Pakistan did not engage in 
significant trade with India. To get a clearer picture of Pakistan’s trade relationship 
with India vis-à-vis these three commodities, we traced the trend in imports and 
exports from 2003 to 2011.

Existing trade in health products between Pakistan and India is negligible com-
pared to their trade with the rest of the world. Several factors lend themselves to an 
explanation of why this is so: protection by the respective countries, nontariff barri-
ers, weak intellectual property rights, etc. It may also be that trade is so low because 
there has been no concerted effort on the part of the relevant industries in the health 
sector of each country to penetrate the other, either due to the high entry barriers 
faced by Pakistani exporters to India (huge R&D costs, dealing with complex patent 
and licensing requirements, and market concentration) or simply lack of interest in 
the Pakistani market by Indian exporters.

This list includes around 4.6 % of items that cover medical equipment, surgical items, 
and pharmaceutical products. Specifically, about 40 items pertain to pharmaceuticals, 

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

400,000

Sri Lanka Italy USA UAE Sharjah Afghanistan India

Fig. 10.6 Total exports of medical equipment, July 2011–October 2012 (US$)

0

500,000

1,000,000

1,500,000

2,000,000

2,500,000

3,000,000

3,500,000

4,000,000

4,500,000

USA Japan Singapore Germany Netherlands India

Fig. 10.7 Total imports of medical equipment, July 2011–October 2012 (US$)

10 Pakistan-India Trade: An Analysis of the Health Sector



280

9 to surgical items, and 8 for medical equipment. At the same time, the Pakistan 
government has relaxed somewhat the restriction on the import of raw and packing 
materials used for the production of pharmaceutical products by allowing Pakistani 
manufacturers (that have been recognized by the DG Health Pakistan) to continue 
importing those items even if they are on the negative list. The exception is when the 
basic raw material is domestically available in Pakistan.

Figures 10.8 and 10.9 show that there is one clear outlier in the three commodi-
ties examined. In the case of exports, surgical instruments exhibit an upward trend 
with numbers that far exceed those for pharmaceutical products and medical equip-
ment in the 2003–2011 time frame. In contrast, the data on imports reveals a general 
upward trend for pharmaceutical products with significantly lower figures for the 
other two commodities. The sharp decline in imports of pharmaceuticals in 2009 
may in part be due to the global recession, but are largely attributable to months of 
political tension between the two nations.

10.2.1  A Closer Look

Here, we break down the current status of Pak-India trade in surgical instruments 
and pharmaceutical products. In particular, we highlight the success stories and 
challenges faced by traders through the use of case studies. The section provides 
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an extensive look at the pharmaceutical sector—not only is Pak-India trade in 
pharmaceuticals approximately six times larger than trade in any of the other health 
commodities examined in this chapter, but the sector has been seeing high rates of 
growth in both countries. Moreover, given the high (and similar) disease burden in 
both countries, increased trade in medicinal products will be beneficial from a 
human capital perspective. Thus, this section specially emphasizes the challenges 
of and potential gains from trade in pharmaceuticals.

10.2.1.1  Surgical Instruments

While direct trade in the surgical instruments industry is low, Pakistan has been 
exporting surgical goods to India through Germany and Dubai for some time. 
Conservative estimates of the gains from direct trade have been placed at $200 mil-
lion (Trade Development Authority Pakistan 2012). This is not to say that direct 
trade does not exist. While overall trade numbers are low, this trade is being 
driven by a few Pakistan producers whose individual market shares are significant. 
An example of such a success story is that of Hilbro Instruments, Pakistan, a 
division of the Hilbro International Surgical group.3 Currently exporting goods 
worth $240,000 per annum, the Sialkot-based company started trading with a 
Delhi-based distributor following a SAARC exhibition in 2006. Hilbro has since 
expanded business to four Indian companies and is the largest supplier for one of 

3 Pakistan Economic Forum II- Regional Trade Report 2013. Available at www.pbc.org.pk/assets/
pdf/regional_report.pdf
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them. As Hilbro meets EU and Japanese quality standards, Indian sanitary and phy-
tosanitary regulations are not a concern. In fact, Hilbro is looking to set up a manu-
facturing plant in collaboration with an Indian surgical instruments importing 
company. Here, unfinished surgical instruments imported from Pakistan will be pro-
cessed by a 50-worker factory in India. In light of the increased demand for medical 
tourism in India, Hilbro expects its sales to increase to $2 million in the near future. 
Despite the potential gains from trade, Hilbro is one of the few Pakistani exporters 
to India. It seems that where trade ties do exist, they are driven by the personal 
endeavors of a select group of manufacturers who are able to withstand the 
attendant teething problems of doing business in any new environment. But as 
Hilbro shows, there are substantial first- mover advantages for new entrants in the 
Indian economy.

10.2.1.2  Pharmaceutical Products

The value of Pakistan’s pharmaceutical industry was $1.64 billion in 2011 (Aamir 
and Zaman 2011). In both countries, spending on pharmaceuticals was low com-
pared to global averages, with private spending leading public expenditure. 
According to the Pakistan Pharmaceutical Manufacturers Association (PPMA), of 
the 400 drug manufacturers in the country, only 30 are multinational. In India, there 
are 250 large-scale and 8,000 small-scale units in the sector, with five central public 
sector units. The Indian pharmaceutical industry is much larger, with an estimated 
25,000 producers, of which 100 are foreign-accredited. While the share of foreign 
investors is increasing in India, in Pakistan, more local firms (55 %) operate in 
the country due to the inhospitable business climate. Even so, the MNC, 
GlaxoSmithKline, leads the market share (11.6 %), while Getz Pharma (Pakistan) 
Private Ltd. is the national leader (3.8 %) (Aamir and Zaman 2011). According to 
the PPMA, Pakistan is able to meet 70 % of domestic demand for finished medi-
cines. Similarly in India, only 30 % of demand is unmet in the country.4 The Indian 
market is characterized by stiff competition and government market- based price 
controls and specializes in the export of sophisticated bulk drugs that are cheap due 
to cost-effective chemical synthesis of drug molecules.5 In Pakistan, too, nearly all 
drug prices are regulated, with 800 drugs on the National Essential Drug List (2003) 
(Network for Consumer Protection 2006).

The Indian pharmaceutical world market share stands at 1 % in terms of value 
and 8 % in terms of volume and is ranked the third largest of 15 global manufacturers 
in volume terms.6 Pakistan can look to gain from estimations that place incremental 
market growth in India ($14 billion) over the next decade at par with China ($23 

4 A brief report on pharmaceutical industry in India. March 2013. Corporate Catalyst India. 
Available at http://www.cci.in/pdfs/surveys-reports/Pharmaceutical-Industry-in-India.pdf
5 Ibid.
6 India Pharma Industry. Available at http://www.pharmaceutical-drug-manufacturers.com/
pharma-industry-statistics/
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billion).7 India is the leading exporter of generics in the world, at $11 billion. It 
seems that Pakistan can gain much by importing bulk drugs from India, given that 
growth in that sector is expected to be 21 % per annum until 2014 (to $16.9 billion), 
an increase of 4 % from its current rate of 17 % in 2010–2011 and 2012–2013. The 
Indian pharmaceutical industry has been growing at a compound average growth 
rate of 12 % over the past 5 years. While Indian industry is attracting investment to 
the tune of $6.3 billion, Pakistan would stand to benefit from the same from India, 
given that the Pakistani industry is set to reach only $2.12 billion by 2019 (Aamir 
and Zaman 2011).

Like India, the Pakistani market is dominated by generics, with the most growth 
in the alimentary tract and metabolism and systemic antiinfective therapeutic groups 
(Aamir and Zaman 2011). But while Indian exports have soared, Pakistani exports 
have been hurt by the 2011 decentralization of drug regulation from the Center to 
the provinces, which together with the lack of intellectual property rights has meant 
that Pakistan has not been an attractive destination for MNCs. To that end, Pharma 
Bureau, a group of foreign pharmaceutical companies in Pakistan, suggested in 
February 2012 that a centralized Drug Regulatory Authority (with provincial moni-
toring) be created. Not only would this body be responsible for monitoring and 
approving drugs, but it would also oversee the quality of alternative (Ayurvedic and 
homeopathic) and imported medicines, which are currently not under regulation 
(Business Monitor 2012).

Existing trade in pharmaceutical products between India and Pakistan is low. But 
there is a need to address this issue. Despite pharmaceuticals being the sixth highest 
contributor to manufacturing, almost half the Pakistani population cannot acquire 
modern medicines. The prices of medicines in Pakistan are regulated, and the gov-
ernment procures and supplies them to government health facilities. Yet there are 
huge shortages, with disastrous consequences on the poor who are unable to afford 
medicines from private pharmacies, given that they do not stock generics. And 
while private pharmacies offer drugs at lower prices than other developing coun-
tries, they are more expensive than in India, with private pharmacies charging a 
markup of 25 % above regulated prices. Almost 17 of the 21 commonly used drugs 
are more expensive in Pakistan than in India, Bangladesh, or Nepal (Network for 
Consumer Protection 2006). Inequity in access to basic medicines seems set to rise, 
with the pharmaceutical industry in Pakistan asking the government to deregulate 
prices to allow manufacturers to meet the ever-rising production costs due to energy 
shortages and business-unfriendly government policies.

For instance, it was found that innovator brand formulations of atenolol, cipro-
floxacin, omeprazole, and ranitidine were more expensive in Pakistan relative to 
India in 2004, even though the same MNC produces them locally in both countries. 
The same was true for the lowest price generic formulations of ciprofloxacin, raniti-
dine, and fluoxetine (Network for Consumer Protection 2006).

7 Indian Pharma Industry – An overview. April 13, 2012. Available at http://www.indiabiznews.
com/?q=node/2873
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At the same time, technical barriers to trade have further lowered possible gains 
from trade. Standards regulation is a state issue in India, whereas it is a national one 
in Pakistan. This leads to multiple sanitary and phytosanitary (SPS) requirements 
that make it difficult for Pakistani exporters to sell their drugs in India. Further, the 
lack of a strong intellectual property rights framework discourages Indian manufac-
turers from exporting to Pakistan.

In addition, trade in biopharmaceuticals (vaccines and antibodies) is currently 
low, although the two countries have partnered to deal with the polio virus that is 
endemic in Pakistan. In India, there is much growth in this sector too, especially due 
to the number of copartnered patents between Indian and US/UK drug regulatory 
authorities. Not only does that increase the chances of approval, but it also encour-
ages US and UK firms to locate in India once they have been accredited. Local 
producers have felt threatened by the prospect of importing Indian vaccines, and 
many have appealed to the courts to challenge such transactions. For instance, in 
2009, a court order that stayed the import of vaccines from India set a precedent for 
others to follow suit. At the same time, the Pakistani National Polio Plus committee 
is learning from how India managed to eradicate the virus from Indian states that 
have sizeable Muslim communities. Pakistani teams have visited Bihar and Uttar 
Pradesh, where polio was rampant, to make their own oral vaccination campaigns 
more effective (DNA 2013).

At the same time, Indian medicines are being illegally imported through 
Afghanistan into Khyber Pakhtunkhwa (KPK) along the Pak-Afghan border, with 
officials looking the other way. Drug formulations of amoxicillin, ampicillin, co- 
trimoxazole, laxotanil, ciprofloxacin, ranitidine, famotidine, and cimetidine are the 
most in demand. There are reports that doctors also suggest that their patients use 
Indian medicines in these areas, as the domestic market prices of MNC-produced 
medicines are very high in KPK. It is argued that by legally ensuring that MNCs use 
local raw materials, Indian costs are lowered tenfold compared with Pakistan where 
MNCs buy inputs from their parent-company subsidiaries. Also, given the ease of 
market entry for local manufacturers in India, the same MNCs (which charge higher 
prices in Pakistan) are forced to cut prices to remain profitable in the highly com-
petitive Indian market. Moreover, the supply of Indian medicines into the tribal 
areas seems all but ensured, as India has a bilateral treaty with the United States to 
supply medicines to Afghanistan, which are then smuggled through third parties 
into Pakistan and sold at exorbitant prices in Peshawar (Asia Times 2001). Given 
that Pakistan’s top export destination is Afghanistan, industry insiders have 
acknowledged that Pakistan is mainly exporting its medicines to countries with no 
or weak drug regulatory frameworks, such as Sudan, Vietnam, the Philippines, and 
Sri Lanka. There is a fear that India may do the same with Pakistan, by exporting 
high-quality goods to OECD countries while exporting inferior drugs to Pakistan.8 
By making imports of medicines from India legal, concerns about quality will also 
be addressed, as Indian manufacturers will have to register with the Pakistan gov-
ernment and undergo standards and safety tests. Given that Indian medicines are 

8 Pharma industry’s fears: Free trade may bring inferior drugs from India. October 7, 2012, The 
Express Tribune. Available at http://tribune.com.pk/story/448099/pharma-industrys-fears-free-trade-may- 
bring-inferior-drugs-from-india/
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already being smuggled into the country, this would help allay fears of substandard 
Indian medicines entering the Pakistani market.

While the average Pakistani spends about $10 on drugs in Pakistan, an Indian 
spends roughly $4. This not only indicates that rural health expenditures in India are 
low, with pharmaceutical market penetration of only 17–18 %, but also that Indian 
drugs are cheaper than in Pakistan. The average cost of treatment in terms of the 
lowest-paid government worker in Pakistan was roughly 3-day wages for innovator 
brands and about 1.5 days for the lowest price generic equivalent. To put things in 
perspective, the average Pakistani faces a double dilemma. She is unable to buy 
generic medicines from government-run pharmacies that are meant to cater to her 
income bracket, because there are dire shortages of essential medicines. She must 
then avail of private pharmacies that mostly stock branded medicines, which cost 
her almost 3 days’ worth of pay. Given that the monthly poverty line in 2004–2005 
was Rs. 878.6 per adult (which is less than half the salary of the lowest-paid govern-
ment worker that was taken as a reference point for the cost analysis), missing 
anything more than 2 days work would impose a heavy burden on a typical Pakistani 
family. She is then one of millions of Pakistanis who are unable to get even the most 
basic of treatments. For instance, in 2004, for a standard ulcer treatment in India, the 
cost would be 0.23-day wages, while in Pakistan, it would be 8.5 days (using raniti-
dine). For some of the most common ailments such as asthma, hypertension, peptic 
ulcers, and diabetes, consumer savings in terms of reduced number of day’s wages 
required for treatment could range from 2 to 37 days’ wages (Network for Consumer 
Protection 2006). Importing cheap medicines from India will undoubtedly have a 
positive impact on consumer welfare in Pakistan.

While Indian policies encourage their pharmaceutical sector by promoting R&D 
through tax deductions from income taxes for in-house R&D and give import duty 
waivers for capital goods required in the pharmaceutical and biotechnology sectors, 
the same is not true for Pakistan. The Pakistani industry is also generics-based, but 
unable to capitalize on the huge world market due to inadequate policies, lack of 
infrastructure, and energy deficiencies. Specifically, domestic pharmaceutical com-
panies have complained that they must get their facilities approved by the WHO at 
their own expense, there is no export insurance scheme, export clearance proce-
dures are cumbersome, and they must pay 1 % of profit before tax (PBT) for a 
central research fund (CRF) that they have never benefitted from, and, more signifi-
cantly, are only allowed to retain 15 % of dollar revenues, which they claim is insuf-
ficient to meet high capital costs and R&D expenditure (Ali 2010). So, while India 
produces almost 60,000 generic drugs and its patented drugs in 2012 represented a 
10 % market share of the overall pharmaceutical industry, the same is not true of 
Pakistan. According to the Pakistan Pharmacist Association (PPA), only 2,373 and 
124 locally manufactured and imported drugs, respectively, were registered in 
2004.9 As a result of favorable policies, Indian industry is projected to increase its 
share from $12 billion in 2012 to at least $55 billion in 2020 or more ($70 billion), 
according to a report by McKinsey and Company.10 The dominant player in the 

9 Available at http://ppapak.org.pk/drugz.php
10 India Pharma 2020: Propelling access and acceptance, realizing true potential Available at http://
www.mckinsey.com/locations/india/mckinseyonindia/pdf/India_Pharma_2020.pdf
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Indian pharmaceutical market will remain its branded generic drugs, given that the 
US patents of around 80 “blockbuster drugs” worth $171 billion will expire between 
2010 and 2015, allowing Indian manufacturers to make cheap but high-quality 
generic versions of the same, with the Indian pharmaceutical industry estimated to 
be worth $20 billion by 2015.11 Pakistan’s low R&D in this sector will have impor-
tant repercussions for its future.

In light of this, three key facts will govern Pakistan’s trade with India in the phar-
maceutical sector. First, the license to sell and manufacture drugs is controlled by 
individual state governments through the Indian Food and Drug Associations. 
Second, as per the Drug Price Control Order 2013, scheduled medicines are subject 
to price controls that are market-based compared with prior cost-based controls. 
The new list includes 348 essential drugs (652 formulations) amounting to a large 
share of the overall pharmaceutical market, with average medicine prices falling by 
20–25 % under the revised pricing system.12 In addition, the active ingredients of 
even some nonscheduled medicines are regulated (e.g., acetylsalicylic acid or aspi-
rin, along with ephedrine and its salts). Moreover, for nonscheduled drugs, manu-
facturers must fix retail prices subject to a maximum price increase of 10 % 
per annum. More importantly, the prices of imported drugs will also be regulated for 
medicines with over 1 % market share in that therapeutic area. In addition, central 
and state taxes will be added to the ceiling price to determine the final consumer 
price that is set for Pakistani imports (Mukherjee 2013). This could effectively ren-
der Pakistani medicines uncompetitive.13 Third, due to interstate central sales tax, 
there are hardly any national distributors to allow for third-party (say, Pakistani 
exporters) retail networks. And even if Pakistani manufacturers were to set up shop 
in India, they would have to acquire drug-selling permits to operate the requisite 
storage facilities.14 This, in effect, precludes the practice of distance selling or tele-
shopping of over-the-counter (OTC) drugs between the two countries, even if there 
are cost advantages to be had in doing so.

From the above, it seems that India has a clear edge when it comes to producing 
pharmaceutical goods. Four things, however, bode well for Pakistan. First, domes-
tic demand only accounts for 20–50 % of Indian pharmaceutical company reve-
nues. Second, given that smaller Indian manufacturers are taking the lead in 
domestic markets and the larger ones are looking to outsource discovery services, 
clinical trials, and even manufacturing and focus on specialty therapies that are 

11 Indian Pharmaceutical Industry-Future Trends. Available at http://www.pharmaceutical-drug- 
manufacturers.com/articles/indian-pharmaceutical-industry.html
12 National pharmaceutical pricing policy 2012, Government of India. Available at http://nppaindia.
nic.in/index1.html
13 New price control regime to cut drugs cost by up to 80 %. FirstPost. Available at http://www.
firstpost.com/business/new-price-control-regime-to-cut-drugs-cost-by-up-to-80-790801.html
14 India Pharmaceutical Industry Profile 2011. Organization of pharmaceutical producers of India. 
Available at http://www.indiaoppi.com/IndiaOTCpharmaProfile2011.pdf
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associated with more affluent lifestyles,15 there is a chance for larger Pakistani 
pharmaceutical companies to compete with such smaller firms. Third, rural market 
penetration is currently very low and is expected to lead overall pharmaceutical 
growth, although perhaps not at the high growth and profit rates of the previous 
increase.16 Again, if Pakistani companies are able to enter the rural health products 
market, they could make inroads in India. And, fourth, manufacturing costs in 
India are almost half the production costs in OECD countries, while clinical trials 
and R&D are 10 and 12.5 %, respectively, of developed world costs.17 If Pakistan 
is serious about boosting the export potential of its pharmaceutical industry, it must 
collaborate with India.

Although Pakistan is well behind India in terms of the volume of pharmaceutical 
products, both countries do not account for a significant portion of world value in 
this sector. This has two effects. As both countries—especially India—produce 
cheap generics, their terms of trade relative to other leaders in the pharmaceutical 
sector are falling, given that high-end technologically advanced production still 
takes place in OECD countries. At the same time, their more affordable drugs allow 
them to sell more. India is already the pharmacy of South Asia—Pakistan needs to 
collaborate with Indian drug companies to improve their terms of trade by produc-
ing high-end medicines using joint R&D. This would allow the inexperienced 
Pakistani firms to cover a substantial amount of the risk inherent in breaking into 
new markets as well as meet quality standards that India is already fulfilling, while 
Indian firms would benefit by the horizontal and vertical integration of manufactur-
ing plants due to cost savings.

Pakistani pharmaceutical companies face many challenges in the Indian market. 
One such hurdle is the practice by Indian pharmaceutical companies of marketing 
OTC drugs through medical representatives, whom Pakistani producers will find 
impossible to target.18 The only other option is for Pakistani drug manufacturers to 
penetrate the Indian market through mass media campaigns. That is also unlikely. 
At the same time, the mind-set of Pakistani health practitioners must change from 
promoting branded expensive drugs. Specifically, they must consider “switching” 
from “Rx to OTC” or encouraging generic substitutes for prescription medicines to 
reap the benefits from importing cheap generics from India for the benefit of its 
consumers. India manufactures more than 400 active pharmaceutical ingredients 
(APIs) that Pakistan can make use of, given that India has the most US  FDA- approved 
manufacturing plants outside the United States.19 Pakistan also needs to learn from 

15 India Pharmaceutical Industry Profile 2011. Organization of pharmaceutical producers of India. 
Available at http://www.indiaoppi.com/IndiaOTCpharmaProfile2011.pdf
16 Indian Pharma Industry – An overview. April 13, 2012. Available at http://www.indiabiznews.
com/?q=node/2873
17 Pharmaceutical Industry Profile 2011. Organization of pharmaceutical producers of India. 
Available at http://www.indiaoppi.com/IndiaOTCpharmaProfile2011.pdf
18 India Pharmaceutical Industry Profile 2011. Organization of pharmaceutical producers of India. 
Available at http://www.indiaoppi.com/IndiaOTCpharmaProfile2011.pdf
19 Ibid.
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India how to attract FDI and technology. India has recently made it easier for MNCs 
already in joint ventures with Indian firms to start their own business or partner with 
other Indian companies.20 Through pharmaceutical licensing, Indian drug manufac-
turers could use Pakistani molecules, use good manufacturing practices and quality 
control, and encourage formulation development at competitive rates. Given that the 
Pakistani pharmaceutical industry is not as actively supported by the government as 
in India, this could pave the way for fruitful joint business ventures. Getz Pharma 
Pakistan Ltd. is an example of using outsourcing and contract research to sell its 
branded generic pharmaceutical products.

Another critical factor is the relative pricing in both countries. A study in 2006 
found that the control price for some innovator brands and generics was higher in 
Pakistan than the world reference price taken from the International Drug Price 
Indicator Guide 2003. Effectively then, the difference between Indian and Pakistani 
price controls is that while India periodically revises its drug list, Pakistan does not. 
There is evidence to suggest that when more than five generic equivalents exist, 
the prices of both branded and generic drugs will decrease. By keeping price 
lists frozen, medicine prices in Pakistan are being kept too high in some cases, to 
the detriment of consumers, which has been factored in the recent DPCO 2013 
in India (Network for Consumer Protection 2006). Pakistan could learn from 
Indian practices.

Lastly, with the Pakistani rupee devaluing against the dollar, while exports may 
increase, the profit margins of pharmaceutical companies will decrease.

10.3  Data and Methodology

The existing and potential trade levels for surgical goods, pharmaceutical products, 
and medical equipment were analyzed using data obtained from the websites of UN 
Comtrade, the Department of Commerce, India, and the Federal Bureau of Statistics, 
Pakistan. Using import and export numbers, we calculated several indices that allow 
us to confirm levels of trade intensity and complementarity.

Before investigating the extent and potential for trade between India and Pakistan 
in health-related commodities, we first establish the existing patterns of trade. In 
particular, we calculate the Grubel-Lloyd index (1971) to determine whether there 
is intra- or interindustry trade for surgical goods, pharmaceutical products, and 
medical equipment. The Grubel-Lloyd index is represented by:
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20 Ibid.
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there is exchange of similar products belonging to the same industry. Conversely, if 
GLi = 0, there is no intra-industry trade and only interindustry trade. We calculate 
the Grubel-Lloyd index for the years 2003–2011 for all three commodities for three 
trade relationships:

 1. Pakistan’s trade with the rest of the world
 2. India’s trade with the rest of the world
 3. Pakistan-India bilateral trade

In order to ascertain the relative strengths and competitiveness of each country in 
surgical goods, pharmaceutical products, and medical equipment, we estimate the 
revealed comparative advantage (RCA) of both India and Pakistan in these 
commodities:
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where the RCA of country i in commodity k is given by the share of commodity k 
in the country’s total exports relative to the share of this commodity in world trade. 
If the commodity’s share in total national exports is higher than the commodity’s 
share in total world exports, the RCA value is greater than one. The country is then 
considered to have a revealed comparative advantage in the particular commodity. 
On the other hand, for a commodity with an RCA of less than one, the country is 
said to have a revealed comparative disadvantage.

We use import (mijk) and export (xijk) trade intensity indices as defined in 
Venkatasubbulu (1996) and Rahman (2005) to gauge the extent of trade between 
Pakistan and India in surgical goods, pharmaceutical products, and medical equip-
ment. The indices have been modified to be applicable to the three-commodity case:
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where:

mijk = Import intensity index of trade of country i with country j in commodity k
Mijk = Imports of a country i from trading partner j in commodity k
Mik = Total imports of country i in commodity k
Xjk = Total exports of country j in commodity k
Xwk = Total world exports in commodity k
Xik = Total exports of country i in commodity k
xijk = Export intensity index of trade of country i with country j in commodity k
Xijk = Exports of country i to trading partner j in commodity k
Xik = Total exports of country i in commodity k
Mjk = Total imports of country j in commodity k
Mwk = Total world imports in commodity k
Mik = Total imports of country i in commodity k
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The value of each index ranges from 0 to 100. If the value is zero, it implies that 
there is no trade relationship between partner countries. If, however, the value of the 
index is more (or less) than 100, it indicates that country i is importing/exporting 
more (or less) from country j than might be expected from that country’s share in 
total world trade.

Finally, to examine the potential for trade, we calculate a complementarity index 
between countries i and j for commodity k:

 
TCIijk ik jk ijkm x= − −( ) ≤ ≤1 0 5 0 1. ; TCI

 

where mik denotes the share of the kth commodity in the total imports of country  
i and xjk denotes the share of the kth commodity in the total exports of country  
j (Pasha and Imran 2012). The higher the magnitude of the TCI, the greater is the 
trade complementarity between the two countries.

10.4  Trade in Health Commodities21

Trade in health-related commodities, i.e., surgical instruments, pharmaceutical 
products, and medical equipment, has both inter- and intra-industry characteristics. 
Table 10.4 in Appendix I records the Grubel-Lloyd index for Pakistan-world and 
India-world trade in surgical instruments, pharmaceutical products, and medical 
equipment for the years 2003–2011. The figures for Pakistan indicate that trade 
medical equipment is largely traded for products belonging to other industries. 
Interestingly, the Pakistan-world and Pakistan-India index is very high for 2003, but 
this may be accounted for by the fact that Pakistan had the highest exports to India 
and the world in 2003, and the lowest imports.

In contrast, on average, 36 % of pharmaceutical goods and 73 % of surgical 
goods were exchanged for goods in the same industry between 2003 and 2011. The 
numbers for India reveal that approximately 50 % of trade in the three commodities 
is at the intra-industry level.

The higher level of intra-industry trade exhibited by the Indian medical  equipment 
and pharmaceutical industry as opposed to the Pakistani one may be attributed to 
the larger size of the Indian economy that has allowed producers to achieve and 
benefit from economies of scale. The structure of the Pakistani surgical instruments 
industry, which is clustered in the metalwork skill triangle around Sialkot thus 
allowing it to benefit from external economies of scale as well as its century-old 
existence, has allowed this industry to develop differentiated products. Moreover, 
estimates on revealed comparative advantage presented in Table 10.6 in Appendix I 
show that Pakistan has a revealed comparative advantage in surgical instruments. 
Hence, the industry is able to engage in a greater degree of intra-industry trade com-

21 Details on the product names, categories, and HS codes that have been used to perform the analysis 
in this section are provided in Appendix II, Table 10.10.
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pared with the Indian surgical instruments industry and compared with the Pakistani 
(and Indian) pharmaceutical and medical equipment industries.

10.4.1  Pakistan-India Trade

Trade between Pakistan and India in surgical instruments, pharmaceutical products, 
and medical equipment is predominantly interindustry, indicating that simultaneous 
exchange of similar but differentiated goods is largely absent (Appendix I, 
Table 10.5). Moreover, both import and export trade intensities (Appendix I, 
Table 10.7) are far below 100. Although Pakistan’s import trade intensity in phar-
maceutical product exchange is of a higher magnitude than any of the other statis-
tics provided in Table 10.7, the figure does not go above 5 when the maximum value 
that the index can take is 100.

The less than 1 % of intra-industry trade in pharmaceuticals is especially surpris-
ing when we consider that (1) the two countries engage in 36 (for Pakistan) and 49 
(for India) percent of intra-industry trade with the rest of the world and (2) the 
Pakistan pharmaceutical industry has been growing at a 10 % rate and so could gain 
from exchange with the Indian pharmaceutical industry, especially given that India 
has a revealed comparative advantage in pharmaceuticals (Appendix I, Table 10.6). 
The lack of a streamlined drug certification process between the countries that 
would make trade of, particularly finished, products easier may be a significant 
contributing factor in the low intra-industry trade levels.

Import trade intensity in pharmaceuticals is consistently higher than that for any 
other product (and is higher than export trade intensity), which may be driven by the 
size of the Indian pharmaceutical industry: India is among the top five manufactur-
ers of bulk drugs in the world.

The low levels of import and export trade intensities as well as intra-industry 
trade indicate that there is potential to improve bilateral trade between India and 
Pakistan. This conclusion is supported by the estimates on trade complementarity 
provided in Table 10.8 in Appendix I. In fact, Table 10.8 reveals that there is high 
potential to engage in the simultaneous import and export of each of the three 
commodities.

10.4.2  Drivers of Trade

Having looked at trade in the three sectors in aggregate terms, we will now check to 
see which product categories are driving trade in their respective sectors. This sec-
tion not only provides a discussion on existing bilateral trade patterns of specific 
products (at the 6/8 digit HS code level; see Appendix II Table 10.11), but we also 
recalculate the trade complementarity index at the disaggregated product code level. 
While the former gives an indication of bilateral trade intensities, the latter provides 
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a richer look into the potential for trade expansion with regard to products that 
have been identified as the primary trade drivers in each of the three broad com-
modity categories (i.e., surgical instruments, pharmaceutical products, and medical 
equipment).

For the surgical sector, it seems that the majority of Indian imports from the 
world and Pakistan are in the category of “instruments and appliances used in medi-
cal, surgical, dental or veterinary sciences” (HS code 901890). In terms of products, 
this category includes anesthesia apparatus, stethoscopes, surgical scissors and 
knives, sphygmomanometers, infant incubators, and fiber dialyzers. And while the 
second highest Indian imports from the world are ophthalmic apparatus, that slot for 
Pakistan goes to dental apparatus. India mainly exports medical, surgical, and vet-
erinary appliances and instruments to the world as well as dextrose and saline 
infusion- giving sets (HS code 901839).22 At the same time, India’s main imports 
from the world are also in the same—medical, surgical, and veterinary appliances 
and instruments, followed by electrodiagnostic apparatus, catheters, and cannulae. 
Interestingly, India’s top exports to Pakistan are catheters and cannulae followed 
by medical, surgical, and veterinary instruments and appliances. Pakistan’s only 
exports to India are instruments and appliances used in medical, surgical, dental, or 
veterinary sciences and dental apparatus.

On the other hand, Pakistan imports electrodiagnostic and medical, surgical, and 
veterinary apparatus and instruments from India, where India is a net importer of 
electrodiagnostic scanning apparatus. The third highest import of Pakistan from 
India is catheters and cannulae. Similar trade patterns exist with the rest of the 
world—with the top three import slots going to surgical, medical, and veterinary 
appliances and instruments, electrodiagnostic apparatus, catheters, and cannulae, 
respectively (this category has ten subcategories, of which catheters and cannulae 
are two). It seems then that what Pakistan imports from the world, it also imports 
from India.

For the pharmaceutical sector, Pakistan’s top three imports from India are (a) 
antibiotics; (b) blood, antisera, vaccines, toxins, and cultures; and (c) medicaments 
mixed together for therapeutic use, in dosage (Table 10.2).

A detailed breakup of the drivers within these 4-digit HS classifications indicates 
that Pakistan’s imports of antibiotics consist mostly of gramicidtrycidine, thricin, 
erythromycin, and chloramphenicol. India imports medicaments mixed together for 
therapeutic use, both in bulk and in dosage (Table 10.3). In the latter category, at the 
6-digit level, India imports items including Unani, Ayurvedic, and other oriental- type 
medicines, homeopathic medicines, dextrose and saline infusion solutions (with/
without infusion sets), eyedrops, medicinal ointments, medicinal cough syrup, 
paracetamol, aspirin, and sulfa drugs; medicaments for dosage containing insulin; 
and medicines for dosage that include ampicillin, amoxicillin, and cloxacillin 
 capsules/syrup. In bulk medicines, India imports only in the subcategory of Unani, 
Ayurvedic, and other Asian medicines, as well as homeopathic medicines. While 

22 This category (901839) subsumes ten subcategories including dextrose and saline infusion- giving 
sets, suction, catheters, cannulae, surgical needles, endotracheal tubes, and medical balloons.
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interesting, relatively speaking, these imports are in almost negligible amounts when 
compared to Pakistan. For instance, Indian imports in the category of medicaments 
in dosage are only 0.13 % of Pakistan’s imports over the period from 2003 to 2011. 
In terms of exports, Pakistan exports one additional category of medical wadding and 
dressing (surgical tape in jumbo rolls and acrynol pads) to the world but not to India.

Trade between the two countries in the area of medical equipment is nominal. 
Pakistan, by and large, imports only apparatus based on the use of X-rays, under 
“Other, for medical, surgical, or veterinary uses.” Between 2003 and 2007, imports 
of parts and accessories of apparatus based on the use of X-rays were also rising, 
while imports of apparatus based on the use of alpha, beta, or gamma radiations 
picked up in 2011. India, on the other hand, imports artificial parts of the body other 
than artificial joints, artificial teeth, and dental fittings and some parts and accesso-
ries of apparatus based on the use of X-rays from Pakistan.

It is interesting to note that the main Indian import drivers in pharmaceuticals, 
when analyzed at the 8-digit level, are on the negative list that Pakistan maintains 
for India. From our analysis, the main drivers are antibiotics, medicaments in bulk, 
medical wadding and dressings, medicaments in dosage, and blood, antisera, vac-
cines, toxins, and cultures (see Table 10.3 for the last three). Of medicaments in 
bulk and medical wadding, gauze, and dressings, imports of the latter are com-
pletely prohibited as they are on Pakistan’s negative list. While India does not have 
a negative list for Pakistan, India does not import antibiotics or antisera, blood frac-
tions, and modified immunological products from Pakistan.

10.4.2.1  Drivers of Trade: Trade Complementarity Indices

In the aggregate, at the 4-digit level in terms of total trade in the category of medical 
equipment, India and Pakistan are trading very nominally with the world (about 
0.68 and 0.01 %, respectively). This lends to a high trade complementarity index, as 
both country’s shares in world imports and exports are very small and similar. But 
once we disaggregate to the 6-digit level, we find that the main world trade drivers 
of India and Pakistan are not similar. For India, for world exports, these are appara-
tus using X-rays, parts and accessories of apparatus using X-rays, and X-ray tubes. 
For Indian world imports, these include chromatographs and electrophoresis appa-
ratus, parts and accessories of apparatus using X-rays, and CT apparatus. For 
Pakistan, the world export drivers are dummies and demonstration models, artificial 
teeth, and medical, dental, and veterinary furniture. For world imports, the drivers 
are dummies and demonstration models, CT apparatus, and apparatus based on the 
use of X-rays. The only common product in the Pakistani and Indian basket of lead-
ing tradables is apparatus using X-rays for medical, surgical, or veterinary use. The 
average TCI between Indian exports and Pakistani imports at the disaggregated 
level for this category is 0.91, with a downward trend since 2009 (Appendix I, 
Table 10.9). This indicates that the shares in world trade of Pakistan and India have 
started to diverge, with Indian exports in this category picking up. For example, 
Pakistani exports of medical equipment were a paltry 0.81 % of Indian exports in 
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2011. Of course, this does not mean that trade in medical equipment will not pick 
up in the future.

The main trade drivers in the category of surgical instruments for India and 
Pakistan overlap perfectly, except for order of importance. These drivers are surgi-
cal, medical, and veterinary appliances and instruments; electrodiagnostic appara-
tus; and dextrose and saline infusion-giving sets. Upon looking at the share of the 
identified three drivers (Table 10.2) in the total imports and exports in the overall 
surgical goods category disaggregated at the 6-digit level, we find that on average 
that there is higher trade potential for Indian exports in Pakistani markets than vice 
versa, as the TCI for Indian exports and Pakistani imports was, on average, 0.96, 
whereas for Pakistani exports and Indian imports, it was 0.87 (see Appendix I, 
Table 10.9).

For the pharmaceutical sector, two trade complementarity indices were calcu-
lated, first at the 4-digit level and then for the overlapping driver (3004:300420 and 
300490) at the 6-digit level.23 In the first index, we identified the leading product 
categories for both countries. We found that world trade in the pharmaceutical 
industries of Pakistan and India is dominated by antibiotics; blood, vaccines, toxins, 
cultures, and antisera; medicaments in bulk; and medicaments in formulation.

The TCI at the 4-digit level with respect to both countries is quite different. 
While the trade complementarity between Indian exports and Pakistani imports is 
high, on average at 0.95, for Pakistani exports and Indian imports, it is relatively 
lower at 0.82 (see Appendix I, Table 10.9). It seems that Pakistan’s pharmaceutical 
industry does not export commodities that India imports from the rest of the world. 
But when we look at the second TCI at the 6-digit level, for the products that 
Pakistan exports and India imports from the world—medicaments in formulation—
we find that the trade complementarity is extremely high (Appendix I, Table 10.9). 
In particular, the complementarity index for Indian exports at the 6-digit level sug-
gests that both sides will gain from liberalizing the trade regime, given that at pres-
ent, Pakistan has placed all the subcategories (at the 8-digit HS level) within this 
particular trade driver on its negative list.

10.5  Health Services

For our study, we were especially interested in tracing trade in health services 
between India and Pakistan. Our aim was to identify if the two countries engage in 
(1) any collaborative research in medicine and/or pharmaceuticals and (2) exchange 
that involves people mobility, such as student exchange, personnel training 
programs, or patient treatment efforts.

23 In this product category [3004], at the 6-digit level, there were two common subcategories: 
300490 (Unani, Ayurvedic, homeopathic, and other oriental medicines, as well as eyedrops, cough 
syrups, paracetamol, sulfa drugs, medicinal ointments, and aspirin) and 300420 (other antibiotics, 
containing penicillins or derivatives thereof, with a penicillanic acid structure, or streptomycins or 
their derivatives).
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Before examining the state and the potential for trade in health services between 
India and Pakistan, it is worth noting Pakistan’s position vis-à-vis GATS in health 
services. In general, Pakistan’s key interest in the General Agreement on Trade in 
Services (GATS) negotiations has been to get access in Mode 4 (i.e., service deliv-
ered within the territory of the Member, with supplier present as a “natural person”) 
and attract FDI. With regard to specific commitments in the health sector, Pakistan 
has made commitments in both hospital services and in medical and dental services. 
In contrast, India has made specific commitments only with regard to hospital ser-
vices where it allows market access in Mode 3 with a limitation on foreign equity 
participation.

Breaking down the four modes with regard to the health sector and examining 
the performances of both countries in each mode, we find that with reference to 
cross-border supply (including telemedicine), several private companies in Pakistan 
provide medical subscription services to large hospitals in the West; however, these 
companies face little regulation. Moreover, although there is little import of health 
services, Pakistan has been focusing on attracting cross-border supply primarily 
through national telemedicine companies. India’s offer in this mode for medical and 
dental services covers only diagnostic and research services and is especially inter-
ested in establishing telemedicine with the EU. With regard to Mode 2 (i.e., con-
sumption of health services in other countries by consumers/patients, students/
trainees), we find that for Pakistan, there is greater movement of patients and stu-
dents out of the country than those coming into the country. India has been espe-
cially successful in attracting patients and there is no limitation on market access or 
national treatment. In Mode 3 (i.e., commercial presence of foreign health services 
providers—hospitals/labs/health insurance companies/medical institutions, etc.), 
Pakistan has an open investment policy in the hospital sector, but there has been no 
major FDI in the health sector. Commercial presence in India is allowed through 
local incorporation with a foreign equity limit of 74 % subject to the introduction of 
the latest technology. Particularly with regard to hospital services in this mode, 
there are no limitations on national treatment, such as reservation of public-funded 
services or differential rates for Indian citizens. Finally, in Mode 4 (i.e., movement 
of health professionals—doctors/dentists/nurses/paramedics, etc.), many profes-
sionally skilled medical personnel including midwives, nurses, physiotherapists, 
and paramedics have left Pakistan for the Gulf States, while Pakistani doctors con-
tinue to migrate en masse to the United States and United Kingdom. At the same 
time, there is no limitation on market access for charitable purposes in India.24 
Although trade in healthcare enhances the scope of available services and provides 
opportunities to improve the quality and efficiency of healthcare provision, there are 
some risks involved with GATS: The public healthcare sector is likely to be hit the 
hardest, with healthcare professionals leaving public hospitals to take advantage of 
lucrative jobs in foreign-invested hospitals and institutions abroad. Further, if 
unregulated, GATS can suppress the growth of domestic providers, while hospitals 

24 Trade in Health Services in Pakistan: A country case study http://www.who.int/trade/en/4.9_Z_
Mirza_GATS_and_Pakistan_NOT_presented.pdf

H. Majid and N. Mukhtar

http://www.who.int/trade/en/4.9_Z_Mirza_GATS_and_Pakistan_NOT_presented.pdf
http://www.who.int/trade/en/4.9_Z_Mirza_GATS_and_Pakistan_NOT_presented.pdf


299

driven by foreign investors are more likely to target lucrative markets and in so 
doing ignore the needs of rural and remote areas.25,26

Turning to the specific case of medical tourism and examining it in the Indian 
context, it is clear that since India’s efforts to promote medical tourism took off in 
2002, the country has quickly become an important international center for the 
healthcare industry. In 2005 alone, 155,000 patients from 55 countries traveled to 
India to avail of medical treatment in services ranging from cardiology and orthope-
dics to oncology and fertility (Badwe et al. 2012). India’s popularity for health ser-
vices is largely attributed to the availability of world-class facilities in certain parts 
of the country at significant cost savings (60–90 % of US cost). At the same time, 
many foreigners are attracted to traditional medical treatments such as Ayurvedic 
and naturopathy (Badwe et. al. 2012). According to the Federation of Indian 
Chambers of Commerce and Industry, the healthcare market, which includes health 
insurance, stands at 5.2 % of GDP.27

While India hosts medical tourists from the United Kingdom, the United States, 
China, Bangladesh, and Pakistan, it also faces intense regional competition from 
Malaysia, Singapore, and Thailand. Particularly with regard to Pakistan, it is esti-
mated that 15–20 % of medical tourists to India come from Pakistan (International 
Medical Travel Journal 2014). This movement of patients is driven by individual 
efforts, with some assistance from the respective governments. Newspapers in both 
countries regularly report cases of treatment of Pakistani patients in Indian hospitals. 
One such case involved a heart transplant for a Pakistani man in a Chennai hospital 
where the donor was incidentally Indian.28 Similarly, a 3-year-old Pakistani girl who 
was diagnosed with liver cancer received a liver transplant in New Delhi.29

Along with patient and family-driven efforts that have resulted in the treatment 
of Pakistanis in India, institutions such as the Pak Health Care Center have been 
facilitating patients by arranging visas and accommodation and scheduling appoint-
ments in suitable hospitals.30 Although the focus of Pak Health Care Center is liver 
transplants, its establishment in Pakistan is a welcome development as Pakistani 
patients looking to receive treatment in India usually face difficulties with regard to 
visas, accommodation, and opening bank accounts, which makes payment easier.

With regard to medical tourism in Pakistan, it is worth noting that there was a 
surge of patients coming into Pakistan as India worked to reduce illegal (organ) 
trade. Thus, by 2005, Pakistan became a hub for transplant tourism with almost 
1,500 foreigners coming annually to purchase kidneys and receive transplants in 

25 “STOP! Before it GATS too late” http://healthcare.financialexpress.com/200701/market19.shtml
26 “Domestic Preparedness of India in Trade in Services” www.cuts-citee.org/ppt/STNC-1.pp
27 “Medical Visas Mark Growth of Indian Medical Tourism” See http://www.who.int/bulletin/vol-
umes/85/3/07-010307/en/
28 http://tribune.com.pk/story/554523/breaking-boundaries-indian-doctors-donor-save-pakistani- 
mans-life/
29 http://articles.timesofindia.indiatimes.com/2012-03-18/delhi/31206919_1_liver-transplant-liver-donor- 
liver-disease
30 http://www.pakistanlivertransplant.com/about-us
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private hospitals.31 The passage of the Human Organ and Tissue Transplantation 
Law of 2010 has been done with the aim of reducing illegal organ trade. At the same 
time, the Transplantation Society of Pakistan has increased its efforts to encourage 
deceased organ donation within the country. These are both positive and much- 
needed steps if Pakistan is to promote medical tourism within its borders. The pres-
ence of high-quality medical personnel and world-class hospitals in the major cities 
of the country (which already receive about 50 patients every year from abroad) 
points toward the untapped potential for medical tourism.32 With this in mind, medi-
cal tourism has been included as a key element of the National Tourism Policy 2010 
and a special task force has been set up to promote medical, spiritual, and wellness 
tourism in the country.33 With regard to medical tourism, the core areas that have 
been identified are heart surgery, liposuction, and fertility treatments, where opera-
tion costs have been estimated as lower than those in India.34

When examining cases of research collaboration, we found that there is no insti-
tutional level involvement between the two countries. While doctors and research-
ers collaborate and attend conferences on both sides of the border, such as the 
attendance of Indian physicians at the 28th Annual Congress of the Pakistan Society 
of Gastroenterology & G.I. Endoscopy in February 2012, these are singular occur-
rences with little state-level involvement. Moreover, where we do see state or insti-
tutional engagement surrounding Pakistan-India research in health sciences, it is 
largely driven by third-party involvement. For example, the South Asian Clinical 
Toxicology Research Collaboration promotes clinical research within the South 
Asian region where grants are extended to researchers from India, Pakistan, Sri 
Lanka, Maldives, Bangladesh, and Nepal and is housed in Sri Lanka.35 Similarly, a 
representative of the Pakistan Pharmaceutical Manufacturers Association stated that 
research collaboration between India and Pakistan in pharmaceutical goods and 
products is entirely absent. Moreover, unlike medical research where we found 
instances of collaboration between Pakistani and Indian practitioners, we were 
unable to trace any such occurrences in the case of pharmaceutical research. This is 
unsurprising given that the Pakistani pharmaceutical industry does not enjoy the 
same benefits of engaging in R&D through tax deductions and import duty waivers 
for capital goods required in the pharmaceutical and biotechnology sectors as the 
Indian pharmaceutical industry.

Finally, despite the presence of exceptional medical and nursing colleges and 
training programs on both sides of the border, there is no student exchange or com-

31 http://tribune.com.pk/story/514898/newly-passed-transplantation-law-will-curb-illegal-organ- 
trade-siuts-dr-rizvi/
32 Untapped market: Can Pakistan become a hub for medical tourism? http://tribune.com.pk/
story/365757/untapped-market-can-pakistan-become-a-hub-for-medical-tourism/
33 Pakistan appoints task force on medical tourism. http://www.eturbonews.com/13941/pakistan- 
appoints-task-force-medical-tourism
34 Roundtable at FPCCI on promotion of medical tourism http://www.dailytimes.com.pk/default.
asp?page=2013%5C03%5C24%5Cstory_24-3-2013_pg5_11
35 http://www.sactrc.org/
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mon training program in health between India and Pakistan. As mentioned in 
Sect. 10.1.1, the doctor-to-person ratio in Pakistan stands at 1:1,127 and at 1:1,449 
in India (Government of India Social Statistics Division 2011). Given that the 
WHO recommends one doctor per 1000 population it is vital that India and Pakistan 
pool their resources in medical training facilities and make optimal use of the 
resultant synergies to improve the availability of trained personnel for the countries’ 
respective populations (Universal Health Coverage–India 2011).

There is substantial scope for cross-border cooperation in higher education and 
science and technology especially in the health services and sciences sectors because 
both India and Pakistan share a similar disease environment and are physically con-
tiguous. Thus, a wider system of student and academic staff exchange and joint 
seminars, workshops, and conferences would not only be beneficial for the region 
but the similarity in culture and language should make it fairly straightforward to set 
up. However, the main barriers to such endeavors include the stringent visa regime 
that restricts people mobility and can change unpredictably depending on the politi-
cal climate, the poor transport options, and the lack of regional insurance and pay-
ment options. While it is important to facilitate people mobility, one exciting 
opportunity would be to focus on programs of distance learning and telemedicine 
between the two countries. Pakistan is already engaged in a tele-rehabilitation 
program with the United States, and the country used telemedicine software 
customized for disaster relief immediately after the 2005 earthquake.36 Further, 
under the Electronic Government Directorate, three pilot telemedicine projects have 
been initiated in hospitals in urban Sind and Punjab to enable specialists based in 
urban hospitals to provide consultation to citizens living in rural/remote areas.37 The 
scope of this project could be widened to include more hospitals not only in Pakistan 
but also in India.

10.6  Conclusion

This study examined Pakistan-India trade in commodities and services within the 
health sector. We analyzed three commodities: (1) medical equipment, (2) pharma-
ceutical products, and (3) surgical instruments and found that Pakistan-India trade 
intensity (as measured in relation to Pakistan’s total trade) was extremely low 
between 2003 and 2011. At the same time, our estimates revealed that there is high 
potential for trade in all three commodities especially at the intra-industry level. 
Further, once we identified the drivers of trade in each of the three commodities, it 
seems that Pakistan is in fact importing from the world commodities that are India’s 
leading exports to the world. This is equally true for Pakistan, at least for the surgi-
cal and pharmaceutical sectors. Indeed, gains would be much higher if trade in these 
sectors was liberalized on the Pakistani side by removing key Indian exports from 

36 http://www.telemedicine.pk/
37 http://www.telemedicine.pk/moit_telemedicine_project.html
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Pakistan’s negative list and if Pakistani exports were allowed easier access to the 
Indian market through business-friendly policies that allowed trade facilitation. 
Trade between India and Pakistan will continue to suffer while the political situation 
remains precarious.

This chapter also examined if there is any evidence of trading in health services, 
particularly, (1) research and collaborative work in medicine and pharmaceuticals, 
(2) documented movement of medical personnel and patients at the institutional 
level, and (3) student exchange or training programs. On average, we find that there 
is evidence of medical tourism especially of Pakistani patients seeking treatment in 
India, but there are no formal institutional arrangements at the bilateral level mecha-
nisms through which collaborative research work can currently be undertaken. This 
lack of mobility is largely due to political mistrust between the two countries and 
will likely improve once the visa regimes are bettered.

Our study suggests that there is tremendous potential to improve trade in the 
health sector. With regard to the commodities that were examined, the evidence in 
favor of potential for intra-industry trade suggests that it may be possible to exploit 
economies of scale at the regional market level and establish a differentiated prod-
uct system based on a value-added chain. This would involve geographically frag-
mented production that sees different stages of the value change dispersed across 
different regions of India and Pakistan according to factor endowments or labor 
productivity.

Table 10.4 Grubel-Lloyd index: Pakistan-world, India-world

Pakistan-world trade India-world trade

Med equip Pharma Surgical Med equip Pharma Surgical

2003 0.272 0.312 0.635 0.513 0.474 0.546
2004 0.055 0.361 0.612 0.553 0.463 0.508
2005 0.071 0.384 0.810 0.535 0.509 0.450
2006 0.072 0.406 0.907 0.492 0.514 0.473
2007 0.042 0.372 0.728 0.412 0.530 0.461
2008 0.031 0.356 0.688 0.420 0.486 0.458
2009 0.082 0.377 0.761 0.413 0.512 0.516
2010 0.087 0.352 0.796 0.400 0.508 0.527
2011 0.038 0.357 0.696 0.371 0.440 0.588
Average 0.083 0.364 0.737 0.457 0.493 0.503

Source: UN Comtrade; Department of Commerce, India; Federal Bureau of Statistics, Pakistan
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Table 10.6 Revealed comparative advantage

Pakistan India

Med equip Pharma Surgical Med equip Pharma Surgical

2003 0.092 0.152 2.130 0.362 1.378 0.430
2004 0.020 0.176 2.285 0.389 1.305 0.395
2005 0.029 0.202 2.155 0.408 1.253 0.367
2006 0.036 0.207 1.952 0.372 1.281 0.407
2007 0.032 0.247 2.742 0.311 1.328 0.398
2008 0.022 0.236 2.833 0.295 1.324 0.346
2009 0.040 0.248 2.207 0.206 0.872 0.268
2010 0.038 0.227 2.159 0.279 1.254 0.378
2011 0.018 0.223 2.244 0.217 1.368 0.371
Average 0.036 0.213 2.301 0.316 1.262 0.373

Sources: UN Comtrade; Department of Commerce, India; Federal Bureau of Statistics, Pakistan

Table 10.5 Grubel-Lloyd index: Pakistan-India

Pakistan-India trade

Med equip Pharma Surgical

2003 0.351 0.021 0.140
2004 0.046 0.012 0.080
2005 0.061 0.006 0.090
2006 0.039 0.006 0.194
2007 0.046 0.019 0.017
2008 0.025 0.004 0.011
2009 0.014 0.001 0.040
2010 0.050 0.002 0.032
2011 0.038 0.001 0.065
Average 0.074 0.008 0.074

Source: UN Comtrade; Department of Commerce, India; Federal Bureau of Statistics, Pakistan

Table 10.7 Trade intensity indices

Import trade intensity Export trade intensity

Med equip Pharma Surgical Med equip Pharma Surgical

2003 1.227 4.440 0.101 0.609 0.877 0.225
2004 1.715 4.551 0.146 0.562 0.426 0.521
2005 2.059 4.833 0.156 0.665 0.176 0.659
2006 1.336 4.023 0.290 0.235 0.144 0.721
2007 0.902 4.385 0.054 0.259 0.525 1.126
2008 1.308 5.142 0.035 0.285 0.137 0.962
2009 1.049 3.009 0.096 0.046 0.010 1.003
2010 0.840 4.258 0.104 0.119 0.053 1.499
2011 0.659 3.249 0.283 0.154 0.026 1.853
Average 1.233 4.210 0.140 0.326 0.264 0.952

Source: UN Comtrade; Department of Commerce, India; Federal Bureau of Statistics, Pakistan
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Table 10.9 Trade complementarity indices at disaggregated level

India EX and PAK IM PAK EX and IND IMP

Pharma Surgical Med equip Medicines Pharma Surgical Medicines

2003 0.94333 0.92242 0.947341 0.9721571 0.7364041 0.882234 0.910335
2004 0.93836 0.93232 0.974276 0.9872618 0.7704874 0.877301 0.957302
2005 0.94337 0.95872 0.923639 0.9938828 0.7975183 0.878672 0.941673
2006 0.93789 0.97295 0.921476 0.9564525 0.8558988 0.878548 0.990799
2007 0.95590 0.94899 0.923755 0.9925238 0.8847313 0.860794 0.988299
2008 0.95825 0.98818 0.928584 0.9941277 0.8368142 0.874279 0.889817
2009 0.95984 0.97391 0.925289 0.9971221 0.8279531 0.863103 0.944728
2010 0.95455 0.97404 0.826960 0.9760985 0.8386167 0.863327 0.921697
2011 0.94996 0.98740 0.862028 0.9781858 0.8541475 0.851736 0.986337
Average 0.94905 0.96210 0.914816 0.9837318 0.8225079 0.866883 0.984049

Source: UN Comtrade Database

Table 10.8 Trade complementarity indices

India EX and Pakistan IM Pakistan EX and India IM

Med equip Pharma Surgical Med equip Pharma Surgical

2003 0.9993 0.9917 0.9986 0.9968 0.9972 0.9966
2004 0.9994 0.9910 0.9989 0.9969 0.9981 0.9962
2005 0.9994 0.9918 0.9981 0.9969 0.9985 0.9967
2006 0.9996 0.9865 0.9999 0.9972 0.9987 0.9973
2007 0.9706 0.9386 0.9795 0.9971 0.9990 0.9955
2008 0.9987 0.9893 0.9991 0.9975 0.9995 0.9948
2009 0.9988 0.9941 0.9987 0.9980 0.9988 0.9946
2010 0.9992 0.9897 0.9988 0.9973 0.9994 0.9958
2011 0.9987 0.9900 0.9990 0.9976 0.9995 0.9957
Average 0.9960 0.9848 0.9967 0.9973 0.9987 0.9959

Source: UN Comtrade; Department of Commerce, India; Federal Bureau of Statistics, Pakistan

Table 10.10 HS-4 digit codes with product names

HS codes Product name Product category

9018 Surgical instruments Surgical instruments
2941 Antibiotics Pharmaceutical
3001 Glands and other organs Pharmaceutical
2937 Hormones and steroids Pharmaceutical
3002 Human or animal blood Pharmaceutical
3003 Medicaments for therapeutic use Pharmaceutical
3004 Medicaments NES Pharmaceutical

(continued)
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HS codes Product name Product category

2936 Provitamins, etc. Pharmaceutical
3006 Special pharmaceutical goods Pharmaceutical
9025 Thermometers, etc. Medical equipment
3005 Wadding, gauze, etc. Medical equipment
9022 X-ray apparatus, etc. Medical equipment
9027 Instruments and apparatus for physical Medical equipment
9023 Instruments, apparatus, and models Medical equipment
9026 Instruments, etc., for measuring checking flow Medical equipment
7017 Lab and hygienic or pharmaceutical glassware Medical equipment
9019 Mechanotherapy massage Medical equipment
9502 Medical dummies Medical equipment
9402 Medical furniture, etc. Medical equipment
9020 Breathing apparatus Medical equipment
9938 Cardiology/cardiac surgery disposables Medical equipment
9021 Orthopedic appliances Medical equipment

Source: UN Comtrade. United Nations Statistical Division. (2013). Data retrieved Jan 18, 2013, 
from http://comtrade.un.org/

Table 10.11 6-digit and 8-digit HS codes with product names

HS Code Product name Product category

294110 Penicillins and their derivatives with a penicillanic acid 
structure; salts thereof

Pharmaceutical

294120 Streptomycins and their derivatives; salts thereof Pharmaceutical
294130 Tetracyclines and their derivatives; salts thereof Pharmaceutical
294140 Chloramphenicol and its derivatives salts thereof Pharmaceutical
294150 Erythromycin and its derivatives; salts thereof Pharmaceutical
294190 At the 8-digit level Pharmaceutical
29419010 Cephalexin Pharmaceutical
29419020 Gramicidtrycidine Pharmaceutical
29419030 Thricin Pharmaceutical
29419040 Cephradine oral Pharmaceutical
29419060 Cefixime in bulk Pharmaceutical
29419090 Other Pharmaceutical
300210 Antisera and other blood fractions and modified immunological 

products, whether or not obtained by means of 
biotechnological processes

Pharmaceutical

300220 At the 8-digit level Pharmaceutical
30022010 Tetanus toxoid Pharmaceutical
30022020 For prevention of hepatitis B Pharmaceutical
30022090 Other Pharmaceutical
300230 Vaccines for veterinary medicine Pharmaceutical
300290 At the 8-digit level Pharmaceutical
30029010 Human blood Pharmaceutical
30029020 Animal blood Pharmaceutical

(continued)
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HS Code Product name Product category

30029030 Saxitoxin Pharmaceutical
30029040 Ricin Pharmaceutical
30029090 Other Pharmaceutical
300310 Containing penicillins or derivatives thereof, with a penicillanic 

acid structure, or streptomycins or their derivatives
Pharmaceutical

300320 Containing other antibiotics Pharmaceutical
300331 Containing hormones or other products of heading 29.37 but 

not containing antibiotics: insulin
Pharmaceutical

300339 Containing hormones or other products of heading 29.37 but 
not containing antibiotics: other

Pharmaceutical

300340 Containing alkaloids or derivatives thereof but not containing 
hormones or other products of heading 29.37 or 
antibiotics

Pharmaceutical

300390 At the 8-digit level Pharmaceutical
30039010 Unani, Ayurvedic, and other oriental-type medicines Pharmaceutical
30039020 Homeopathic medicines Pharmaceutical
30039090 Other Pharmaceutical
300410 Ampicillin, amoxicillin, and cloxacillin capsules/syrup Pharmaceutical
300420 Containing other antibiotics Pharmaceutical
300431 Containing hormones or other products of heading 29.37 but 

not containing antibiotics: insulin
Pharmaceutical

300432 Containing corticosteroid hormones, their derivatives, or 
structural analogues

Pharmaceutical

300439 Other Pharmaceutical
300440 Containing alkaloids or derivatives thereof but not containing 

hormones, other products of heading 29.37 or antibiotics
Pharmaceutical

300450 Other medicaments containing vitamins or other products of 
heading 29.36: cod liver oil

Pharmaceutical

300490 At the 8-digit level Pharmaceutical
30049010 Unani, Ayurvedic, and other oriental-type medicines Pharmaceutical
30049020 Homeopathic medicines Pharmaceutical
30049030 Dextrose and saline infusion solution, with infusion set Pharmaceutical
30049040 Dextrose and saline infusion solution, without saline infusion 

set
Pharmaceutical

30049050 Eyedrops Pharmaceutical
30049060 Ointments, medicinal Pharmaceutical
30049070 Aspirin, medicinal Pharmaceutical
30049080 Sulfa drugs Pharmaceutical
30049091 Cough syrup medicinal Pharmaceutical
30049092 Paracetamol Pharmaceutical
30049099 Other Pharmaceutical
300510 At the 8-digit level Pharmaceutical
30051010 Surgical tape in jumbo rolls Pharmaceutical
30051090 Other Pharmaceutical

Table 10.11 (continued)

(continued)
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HS Code Product name Product category

300590 At the 8-digit level Pharmaceutical
30059010 Acrynol pads Pharmaceutical
30059090 Other Pharmaceutical
701720 Beakers Medical equipment
701790 Other Medical equipment
901910 Mechanotherapy appliances; massage apparatus; 

psychological aptitude-testing apparatus
Medical equipment

901920 At the 8-digit level Medical equipment
90192010 Oxygenator with accessories Medical equipment
90192020 Ozone therapy apparatus Medical equipment
90192030 Aerosol therapy apparatus Medical equipment
90192090 Other Medical equipment
902000 At the 8-digit level Medical equipment
9020010 Gas masks Medical equipment
9020020 Other breathing appliances Medical equipment
902110 Orthopedic or fracture appliances Medical equipment
902121 Artificial teeth Medical equipment
902129 Other Medical equipment
902131 Artificial joints Medical equipment
902139 Other Medical equipment
902140 Hearing aids Medical equipment
902150 Pacemakers for stimulating heart muscles, excluding parts 

and accessories
Medical equipment

902190 Other Medical equipment
902212 CT apparatus Medical equipment
902213 Apparatus based on the use of X-rays: dental uses Medical equipment
902214 Apparatus based on the use of X-rays for other, for medical, 

surgical, or veterinary uses
Medical equipment

902219 Apparatus based on the use of alpha, beta, or gamma 
radiations for medical, surgical, or veterinary uses: under 
“other uses”

Medical equipment

902221 Apparatus based on the use of alpha, beta, or gamma 
radiations: for medical, surgical, dental, or veterinary uses

Medical equipment

902229 Apparatus based on the use of alpha, beta, or gamma 
radiations: for other uses

Medical equipment

902230 X-ray tubes Medical equipment
902290 Apparatus based on the use of alpha, beta, or gamma 

radiations: parts and accessories
Medical equipment

902300 Instruments, apparatus and models, designed for 
demonstrational purposes (e.g., in education or 
exhibitions)

Medical equipment

902511 Thermometers, clinical Medical equipment
902519 Other Medical equipment
902720 Chromatographs and electrophoresis instruments Medical equipment

Table 10.11 (continued)

(continued)
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HS Code Product name Product category

940210 At the 8-digit level Medical equipment
94021010 Dentists’ chairs Medical equipment
94021090 Other Medical equipment
940290 At the 8-digit level Medical equipment
94029010 Operating tables Medical equipment
94029020 Hospital beds with mechanical fittings Medical equipment
94029090 Other Medical equipment
901811 Electrocardiographs Surgical
901812 Ultrasonic scanning Surgical
901813 MRI Surgical
901814 Scintigraphic app Surgical
901819 Electrodiagnostic app Surgical
901820 UV IR app Surgical
901831 Syringes Surgical

At the 8-digit level
90183110 With needles Surgical
90183120 Without needles Surgical
901832 Metal tubular needles Surgical
901839 At the 8-digit level Surgical
90183910 Dextrose and saline infusion-giving sets imported along with 

empty nontoxic bags for infusion solution
Surgical

90183920 Dextrose and saline infusion-giving sets, catheters Surgical
90183931 Suction Surgical
90183932 Pulmonary artery Surgical
90183933 Foly’s Surgical
90183939 Other Surgical
90183940 Cannula Surgical
90183950 Surgical needles Surgical
30183960 Endotracheal tube Surgical
90183970 Balloons Surgical
90183990 Other Surgical
901841 Dental drills Surgical
901849 Dental apps Surgical
901850 Ophthalmic apps Surgical
901890 Instruments/appliances used in medical, surgical, dental, and 

veterinary sciences
Surgical

At the 8-digit level
90189010 Anesthesia apparatus Surgical
90189020 Stethoscopes Surgical
90189030 Sphygmomanometer Surgical
90189060 Infant incubators Surgical
90189070 Fiber dialyzers Surgical
90189090 Other Surgical

Source: Pakistan Customs Tariff 2010–2011; UN Comtrade Database

Table 10.11 (continued)

H. Majid and N. Mukhtar



309

References

Aamir M, Zaman K (2011) Review of Pakistan pharmaceutical industry: SWOT analysis. Int J Bus 
Inf Technol 1(1):114–117

Ali T (2010) Boosting pharma exports. Dawn, 18 Oct 2010
Asia Times (2001) Pakistani’s enjoy a dose of Indian medicine, 12 June 2001
Badwe A, Giri P, Latti R (2012) Medical tourism in India: a new avenue. Int J Biomed Adv Res 

3(3):144–148
Business Monitor (2012) Pakistan pharmaceuticals and healthcare report Q3 2012. Available at 

http://www.reportbuyer.com/pharma_healthcare/country_reports_pharmaceutical/pakistan_ 
pharmaceuticals_healthcare_report_q3.html

DNA (2013) Pakistan takes lessons from India in combating polio. DNA, 2 June 2013
Finance Division Government of Pakistan (2012) Highlights Pakistan economic survey. Available at 

http://www.finance.gov.pk/survey/chapter_12/highlights.pdf
Government of India Social Statistics Division (2011) Selected socio-economic statistics India, 2011. 

Available at http://mospi.nic.in/mospi_new/upload/sel_socio_eco_stats_ind_2001_28oct11.pdf
Husain I (2011) Prospects and challenges for increasing India-Pakistan trade. The Atlantic Council 

of the United States. Available at http://www.acus.org/files/publication_pdfs/403/112311_
ACUS_IndiaPakTrade.pdf

International Medical Travel Journal (2014) India: tension with Pakistan may damage India’s 
medical tourism industry. Available at http://www.imtj.com/news/?entryid82=408262

Mukherjee R (2013) Cancer drug prices may fall by up to 80 percent. Times of India, 17 May 2013
Network for Consumer Protection (2006) Prices, availability and affordability of medicines in Pakistan. 

Available at http://www.haiweb.org/medicineprices/surveys/200407PK/survey_report.pdf
Pakistan Economic Survey (2012) Available at http://www.finance.gov.pk/survey/chapter_12/

highlights.pdf
Pakistan Medical Device Market Intelligence Report (2011) Quarter IV. Available at http://www.

espicom.com/web3.nsf/structure/TocsMedistat02/$File/Pakistan_toc.pdf
Pasha HA, Imran M (2012) The prospects for Indo-Pakistan trade. Lahore J Econ 17:293–313
Rahman MM (2005) Bangladesh-India bilateral trade: causes of imbalance and measures for 

improvement. Available at http://eprints.usq.edu.au/4196/1/Rahman_JABE_v8n1.pdf
State Bank of Pakistan (2006) Trade liberalization between India and Pakistan: a regional perspective. 

Available at http://www.sbp.org.pk/publications/pak-india-trade/Chap_5.pdf
Taneja N (2006) India-Pakistan trade. ICRIER working paper no. 182. ICRIER, New Delhi
Trade Development Authority of Pakistan (2013) Statistics 2010–2011. Available at http://www.

tdap.gov.pk/tdap-statistics.php
UN Commodity Trade Statistics Database (UN Comtrade). United Nations Statistical Division 

(2013) Data retrieved from http://comtrade.un.org/
Universal Health Coverage – India (2011) Human resources for health. Available at http://uhc-india.

org/reports/hleg_report_chapter_4.pdf
Venkatasubbulu T (1996) India’s trade with SAARC countries. Discovery Publishing, New Delhi
World Health Organization (2010) World Health Statistics Available at  http://www.who.int/gho/

publications/world_health_statistics/EN_WHS10_Full.pdf
World Medical Device Market Report 2012. Medical devices industry: market research reports, 

statistics and analysis. Available at  http://www.reportlinker.com/ci02249/Medical-Devices.html

10 Pakistan-India Trade: An Analysis of the Health Sector

http://www.reportbuyer.com/pharma_healthcare/country_reports_pharmaceutical/pakistan_pharmaceuticals_healthcare_report_q3.html
http://www.reportbuyer.com/pharma_healthcare/country_reports_pharmaceutical/pakistan_pharmaceuticals_healthcare_report_q3.html
http://www.finance.gov.pk/survey/chapter_12/highlights.pdf
http://mospi.nic.in/mospi_new/upload/sel_socio_eco_stats_ind_2001_28oct11.pdf
http://www.acus.org/files/publication_pdfs/403/112311_ACUS_IndiaPakTrade.pdf
http://www.acus.org/files/publication_pdfs/403/112311_ACUS_IndiaPakTrade.pdf
http://www.imtj.com/news/?entryid82=408262
http://www.haiweb.org/medicineprices/surveys/200407PK/survey_report.pdf
http://www.finance.gov.pk/survey/chapter_12/highlights.pdf
http://www.finance.gov.pk/survey/chapter_12/highlights.pdf
http://www.espicom.com/web3.nsf/structure/TocsMedistat02/$File/Pakistan_toc.pdf
http://www.espicom.com/web3.nsf/structure/TocsMedistat02/$File/Pakistan_toc.pdf
http://eprints.usq.edu.au/4196/1/Rahman_JABE_v8n1.pdf
http://www.sbp.org.pk/publications/pak-india-trade/Chap_5.pdf
http://www.tdap.gov.pk/tdap-statistics.php
http://www.tdap.gov.pk/tdap-statistics.php
http://comtrade.un.org/
http://uhc-india.org/reports/hleg_report_chapter_4.pdf
http://uhc-india.org/reports/hleg_report_chapter_4.pdf
http://www.who.int/gho/publications/world_health_statistics/EN_WHS10_Full.pdf
http://www.who.int/gho/publications/world_health_statistics/EN_WHS10_Full.pdf
http://www.reportlinker.com/ci02249/Medical-Devices.html


311N. Taneja and S. Pohit (eds.), India-Pakistan Trade: 
Strengthening Economic Relations, DOI 10.1007/978-81-322-1949-1_11,
© Indian Council for Research on International Economic Relations (ICRIER) 2015

11.1            Introduction 

 Energy security has been a critical issue and a dominant driver of regional geopolitics 
in the India-Pakistan subregion. Energy demand has grown steadily, and protracted 
defi cit could lead to instability and confl ict. Per capita energy consumption remains 
rather low, and the accessibility and quality of energy supplies have emerged as a 
crucial public interest issue. This chapter primarily focuses on power, specifi cally 
the electricity sector, in the broader context of essentialities, possibilities, and trade 
opportunities for energy sector cooperation between India and Pakistan. Even though 
India and Pakistan trade in mineral fuels and petroleum products (to the tune of a 
fairly substantial US$58 million in 2011), the sector is one in which India recorded 
a trade defi cit of US$20 billion in 2011. The trade potential in the sector is much 
higher, in particular trade in power. However, trade in power is a complicated issue 
with neither of the two countries, until recently, showing any willingness to reach an 
amicable solution. Both India and Pakistan face electricity shortages, and therefore, 
cooperation in the sector could be highly benefi cial for the two countries. 

11.1.1     Energy Reserves in India and Pakistan 

 The developing economies of India and Pakistan have largely relied on fossil fuels 
like coal for their energy needs (Table  11.1 ), although over time they have shifted to 
more sustainable sources of energy, namely, hydro energy, biofuels, solar, or nuclear 
based. Solid fossil fuels like coal dominate energy production in India, while natural 
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gas is a major energy source in Pakistan, with industry and households being the 
two prominent categories of consumers in both countries (UNESCAP  2013 ).

   For India, the reserves-to-production ratio 1  in the case of oil is 17.5 years, with 
a production of 42 million tons (MT) (894 thousand barrels daily) in 2012, 
even though the refi ning capacity was far more at 4,099 thousand barrels daily. 
Consumption far exceeded production, with an estimated consumption of 171.6 MT 
(3,652 thousand barrels daily). Consumption in Pakistan was recorded to be much 
lower at 20 MT (402 thousand barrels daily). Due to the discrepancy in the produc-
tion and consumption pattern of oil, India has been a major importer of crude oil 
(Table  11.2 ).

   The reserves-to-production ratio of natural gas is 33.1 years for India, with a 
production of 40.2 billion cubic meters (bcm) and consumption of 54.6 bcm in 
2012. For Pakistan, the reserves-to-production ratio of natural gas is 15.5 years, 
with a production as well as consumption of 41.5 bcm in 2012. With India facing 
a major shortage in natural gas, it received imports in the form of liquefied 
natural gas (20.5 bcm) from various countries in the Middle East and Africa, 
such as Qatar (16.1 bcm), Nigeria (2.1 bcm), Egypt (0.8 bcm), and Algeria and 
Yemen (0.6 bcm each). 

1   Reserves-to-production (R/P) ratio: If the reserves remaining at the end of the year are divided by 
the production in that year, the result is the length of time that the remaining reserves would last if 
production were to continue at that rate. 

   Table 11.1    Energy reserves in India and Pakistan   

 India  Pakistan 

 Resource  Reserves  Resource  Reserves 

 Oil  800 million tons at the end of 2012 
(0.3 % of world total) 

 Natural gas  1.3 trillion cubic meters at the end 
of 2012 (0.7 % of world total) 

 Natural gas  0.6 trillion cubic meters at the end 
of 2012 (0.3 % of world total) 

 Coal  60,600 million tons at the end 
of 2012 (7 % of world total) 

 Coal  2,070 million tons at the end of 
2012 (0.2 % of world total) 

   Source:  BP Statistical Review of World Energy ( 2013 )  

   Table 11.2    Reserves-to-production ratio (R/P)   

 Resource 

 Production a  (2012)  Consumption a  (2012)  R/P ratio (years) 

 India  Pakistan  India  Pakistan  India  Pakistan 

 Oil  42 MT  –  171.6 MT  20 MT  17.5  – 
 Natural gas  40.2 bcm  41.5 bcm  54.6 bcm  41.5 bcm  33.1  15.5 
 Coal  228.8 MToe  1.2 MToe  298.3 MToe  4.3 MToe  100  >500 

   Source:  BP Statistical Review of World Energy ( 2013 ) 
  a Production and consumption for oil measured in million tons (MT); natural gas measured in 
billion cubic meters (bcm); coal measured in million tons oil equivalent (MToe)  
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 In the case of coal, India, with over 60.6 billion tons of reserves, accounts for the 
largest share of coal reserves in the subregion and the fi fth largest in the world 
(UNESCAP  2013 ). For India the reserves-to-production ratio is 100 years, while for 
Pakistan, the reserves would last for more than 500 years at the existing rate of 
production. In 2012, coal production in India was 228.8 million tons oil equivalent 
(MToe) and consumption was 298.3 MToe. During the same year, coal production 
in Pakistan was 1.2 MToe and consumption was 4.3 MToe. 

 The increasing demand for energy, coupled with a lack of domestic reserves, has 
led India to rely on imports to meet its demand for conventional fuels like crude oil 
and coal, which are sourced from West Asia and Indonesia, Australia, and South 
Africa, respectively. Although India is a net importer when it comes to trade in 
energy sources, an increase in refi ning capacity has made India a net exporter of 
refi ned petroleum products. On the other hand, Pakistan is an importer of refi ned 
petroleum products, sourced largely from West Asia (UNESCAP  2013 ). 

 Unlike other countries of South Asia where traditional sources of energy, namely, 
fi rewood, animal dung, and crop residues, are still the only or major energy sources 
to the larger populace, the share of conventional sources has steadily gone down in 
both India and Pakistan. Today, both these countries depend on commercial energy 
for over 60 % of their energy. On the one hand, this indicates a cushion provided to 
environmental conservation and more effi cient use of energy resources, and on the 
other, it poses a signifi cant challenge to these countries in terms of the management 
and sustainability of these sources. 

 Looking at the low share of traditional fuels in total energy requirements in India 
and Pakistan (Table  11.3 ), the countries have relied either on trade or other sustain-
able sources of energy to meet their power demands. Under the Jawaharlal Nehru 
National Solar Mission (JNNSM, launched in January  2010 ), India has set a target 
of generating 20,000 MW of grid-connected solar energy by the year 2022. 
Additionally, according to a report by the Ministry of New and Renewable Energy 
( 2011 , p. 10), India has the potential to generate 20–30 MW/sq.km of solar power 
using photovoltaic and solar thermal energy. In Pakistan too, the Pakistan Council 
of Renewable Energy Technologies (PCRET) is undertaking R&D on solar thermal 
devices, with the country having the potential to generate 29 TW of solar energy 
(WEC  2010 ).

   Apart from solar energy, India and Pakistan have a large estimated renewable 
energy potential from onshore winds, hydro plants, and biomass. For instance, with 
respect to hydroelectricity, India’s consumption stood at 26.2 MToe (3.1 % of world 
total) and Pakistan’s at 6.4 MToe (0.8 % of world total) in 2012. In the absence of 

   Table 11.3    Total energy requirement and dependence on traditional fuels (1,000 TJ)   

 Traditional fuels 
(2009) (A) 

 Total energy 
requirement (2009) (B) 

 Share of traditional fuels in total 
energy requirement (%) (A/B %) 

 India  7,360  29,647  25 
 Pakistan  1,051  3,526  30 

   Source:  UNSD ( 2012 ), UNESCAP ( 2013 )  
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dependable reserves of conventional energy sources, India and Pakistan are now 
relying on alternative sources of energy, including nuclear power (Dalton  2011 ). 
Although there is no proven data on reserves of nuclear energy in either of the 
countries, the consumption levels stand at 7.5 MToe (1.3 % of world total) for 
India and 1.3 MToe (0.2 % of world total) for Pakistan in 2012 (BP Statistical 
Review of World Energy  2013 ). 

 Despite their high dependence on imported fossil fuels, per capita commercial 
energy consumption in both countries continues to be quite low, pointing to the need 
for stepping up their energy infrastructure and production. The poor quality of 
energy infrastructure has been a major obstacle to the economic development of 
both countries (World Bank  1994 ). Equally critical has been the skewed distribution 
of available energy both within a country and across the region. In India, regional 
distribution of natural reserves is uneven, leading to a divorce between supply zones 
and demand centers in the country.  

11.1.2     Power Generation in India and Pakistan 

 Electricity can transform the quality of life and work substantially. It improves 
health standards and assists in education and in motivating people. In rural areas, it 
helps to mitigate rural-urban migration and enhances opportunities for income and 
employment generation (Leach  1987 ; Munasinghe  1996 , pp. 6–7). 2  However, the 
questions of accessibility and affordability are critical in rural areas, with a signifi cant 
segment of society still not having access to modern sources of energy. 

 The current status of power generation in Pakistan is extremely poor with the 
country being able to meet only 65 % of the electricity requirement from its installed 
infrastructure (against a standard of 80 %), because of obsolescence and poor 
maintenance (Express Tribune  2013 ). As far as import of electricity is concerned, 
Pakistan can source electricity from its neighboring countries—Iran, India, and 
others in Central Asia (Raza  2012 ). In recent years, various steps have been taken to 
increase energy collaboration between India and Pakistan. 

 There has been a remarkable increase in the demand for power in both countries 
because of the changing needs of consumers, rural electrifi cation projects, and 
emphasis on power-driven industrialization, particularly in the aftermath of the 
liberalized economic regimes. The sector-wise consumption patterns in India and 
Pakistan are given in Tables  11.4  and  11.5 . In both countries, domestic consumption 
has increased signifi cantly, while it has declined in the industrial sector.

    Although 55,000 MW of new generating capacity was created during the 11th 
Plan in India, there continues to be an overall energy defi cit of 8.7 % and a peak 

2   Electricity in rural areas can help increase the working hours in the evening, giving time and space 
for holding adult and other literary classes. Television and radio sets can help in dissemination of 
useful information to the rural community. Fridges that become possible with electricity can store 
vaccines, which can improve the health conditions of the community. 
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shortage of 9.0 % ( Economic Survey 2012–13 , p. 232). The inability to cater to 
increasing industrial and other commercial needs has adversely affected their 
productive activities, social development, and investment climate. This is exacerbated 
by structural, institutional, and fi nancial problems. It is estimated that every unit of 
electricity cut results in an economic loss of fi ve to ten times the cost of electrical 
energy generated due to wastage of manpower, material, and equipment as well as 
loss of production hours (Pereira  1996 , p. 7). Khatib and Munasinghe ( 1992 ) 
estimated the cost of power shortages to the industrial sector in India and Pakistan 
at 1.5 and 1.8 % of GDP, respectively. In Pakistan alone, the estimated cost of power 
crises to the economy is approximately PKR 380 billion per year, i.e., around 2 % 
of the GDP ( Economic Survey of Pakistan 2012–2013 , p. 195). Moreover, the fi nancial 
crunch in the power sector has resulted in underutilization of installed capacity of 
up to 4,000 MW (ibid . ). These defi cits can be met through regional cooperation and 
a conscious policy of investments in the power sector.   

11.2     Energy Sector Reforms 

 Massive reforms in electricity, gas, petroleum, and coal sectors have taken place in 
the past two decades. The question has been that of deepening, sustaining, and 
providing the benefi ts of these reforms to all socioeconomic categories and geo-
graphical locations. Both India and Pakistan have undertaken a series of reforms in 

   Table 11.4    India: electricity consumption by economic group (percentage share)   

 Year  Domestic  Commercial  Industry  Traction  Agriculture  Other 

 1950–1951  12.6  7.5  62.6  7.4  3.9  4.0 
 1960–1961  10.7  6.1  69.4  3.3  6.0  4.5 
 1970–1971  8.8  5.9  67.6  3.2  10.2  4.3 
 1980–1981  11.2  5.7  58.4  2.7  17.6  4.4 
 1990–1991  16.0  5.9  44.2  2.2  26.4  4.5 
 2000–2001  23.9  6.1  34.0  2.6  26.8  5.6 
 2010–2011  25.2  10.4  36.5  2.2  20.5  5.4 

   Source:  Government of India, Economic Survey 2002–2003 (p. S-27) and 2012–13 (p. A 27), 
Ministry of Finance, New Delhi  

   Table 11.5    Pakistan: electricity consumption by economic group (percentage share)   

 Year  Domestic  Commercial  Industry  Agriculture 
 Bulk supply and 
public lighting  Traction 

 1992–1993  35.9  4.2  34.9  17.9  7.1  0.1 
 1997–1998  41.5  4.5  26  17.5  10.5  0.04 
 2002–2003  44  5.3  28.8  12.7  9.2  0.02 
 2010–2011  41.3  6.2  23.6  11.8  9.7  0.00 

   Source:   Pakistan Economic Survey (various years)   
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the power sector in a phased manner for more than two decades to introduce more 
competition and improve the overall effi ciency of the sector. 

 For decades together, power generation, transmission, and distribution remained 
an exclusive state monopoly. 3  The lack of accountability in terms of operational 
performance, service standards, and codes in public sector entities made most power 
generating units highly dependent on subsidies by the government. Power distribu-
tion units lacked commercial independence and suffered from an unclear defi nition 
of their corporate structures and responsibilities. Tariff rates were kept low in 
relation to the fi nancial requirements of the operating entities. The high system 
losses 4  and low collection from consumers made these entities both defaulters 
and sick (Table  11.6 ). Owing to high debt service and operation and maintenance 
(O&M) expenses, the revenue fl ows could cover only a small share of investment 
costs. This adversely affected investments in new capacity addition. 5 

   Electricity reforms in India began with the liberalization, privatization, and 
globalization phase that was set in motion in 1991. The focus rested on bringing in 
private investment and promoting independent power producers (IPPs), follow-
ing the government’s decision to open up the power sector by amending the 
Electricity Supply Act (1948). However, not many projects have come up in the 
private sector. 

 India’s power sector reforms have been at both the central and state levels. 
Besides setting up regulatory commissions at the levels of both the center and the 
states, the Electricity Act (2003) introduced comprehensive policy changes and 
ushered in an era of the multi buyer-seller model. One crucial provision of this Act was 
that all distribution, trading, and generating companies will have nondiscriminatory 

3   Respective state and federal governments have owned, operated, and regulated the power entities. 
4   A high proportion of losses at the transmission and distribution (T&D) level include nontechnical 
losses like theft, pilferage, and improper billing. System losses are both nontechnical (pilferage, 
faulty metering, and billing) and technical (low plant load factor and other operational and technical 
ineffi ciencies). T&D losses could be attributed to substantial energy sold at lower voltage, sparsely 
distributed loads over large rural areas, inadequate investment in the distribution system, improper 
billing, and high pilferage. Indiscriminate grid extension despite low load densities (as measured 
by demand in MW divided by the length of the T&D system) has resulted in ineffi ciencies. 
5   For instance, the fi nancial health of State Electricity Boards (SEBs), the most vital buyers of 
power in India, has been deteriorating over the years. In 1999–2000, of the 30-plus SEBs, only 7 
had a positive rate of return  (Economic Survey of India 2001–2002 ). 

   Table 11.6    Transmission and distribution losses   

 Countries  T & D losses (%) (2003)  T & D losses (%) (2011) 

 India  30.9  22.8 
 Pakistan  23.6  20.8 

   Source:  Economic Surveys of India and Pakistan  
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open access to the interstate and intrastate electricity transmission system on payment 
of specifi ed transmission charges. This open access was expected to facilitate 
competition in the industry, creating conditions for the development of a market in 
power. Moreover, the Act provided incentives to improve effi ciency by moving 
away from the cost-plus regulatory regime to a new regime of lighter regulation. 
This changeover from intrusive regulation, involving detailed scrutiny of various 
actual costs, to light-handed regulation based on normative parameters of the 
performance of all the interstate generating and transmission utilities allowed 
entrepreneurs more fl exibility and incentives to achieve higher effi ciency levels 
(Box  11.1 ) (Hindustan Times  2004 ). 

 The    Integrated Energy Policy ( 2006 ) recognized that energy security can be 
increased not only by diversifying sources of import of a particular fuel but also by 
diversifying the energy mix by using different types of fuel. It also noted that import 
of hydropower through Bhutan and Nepal could enhance India’s energy security. 
The fi rst national-level power exchange, Indian Energy Exchange (IEX), com-
menced operations in June 2008. It attracted more than 200 participants including 25 
states, 4 union territories, captive power plants, and direct consumers and has facili-
tated electricity trade of more than 6.7 billion units, worth INR 45 billion. 

   Box 11.1: India: Restructuring and Policy Reforms 

      Policy Interventions 

•   Private sector participation through induction of private investment into 
power generation (fi rst phase of reforms beginning in 1991 (India Energy 
Portal:   http://www.indiaenergyportal.org/subthemes_link.php?themeid=1
9&text=power    ))  

•   Segregation of the regulatory functions from the government and vesting 
them in independent regulatory commissions at the center and state 
levels—Common Minimum Action Plan for Power (CMNAPP), 
December 1996  

•   Unbundling various activities from a vertically integrated unit into distinct 
and separate units based on functions  

•   Corporatization of various units, namely, vesting the units in a company 
incorporated under the Companies Act, 1956  

•   Tariff reforms included under electricity regulatory commissions (ERC)  
•   ERCs (following the Electricity Regulatory Commissions (ERC) Act, 1998) 

both at the center (CERC) and the states (SERC), for rationalizing tariff 
and other allied matters  

•   Electricity Act 2003    
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  Main Provisions of the Electricity Act 2003 

•     To usher in the multi buyer-seller model.  
•   A thrust to complete rural electrifi cation and providing for management of rural 

distribution by  panchayats , cooperative societies, nongovernment organizations, 
franchisees, etc.  

•   Generation to be de-licensed and captive generation to be freely permitted. 
Hydro projects would, however, need approval of the state governments and 
clearance from the Central Electricity Authority.  

•   Transmission utility at the central as well as state level, to be a government 
company with responsibility for planned and coordinated development of the 
transmission network.  

•   Provision for private transmission licensees.  
•   Open access in transmission from the outset with provision for surcharge to take 

care of existing levels of cross-subsidization, with the surcharge being gradually 
phased out.  

•   Distribution licensees would be free to undertake generation; and generating 
companies would be free to take up distribution licenses.  

•   The State Electricity Regulatory Commission (SERC) is mandatory.  
•   Provision for license-free generation and distribution in rural areas.  
•   Regulatory Commission being authorized to fi x ceilings on trading margins, if 

necessary.  
•   Metering of all electricity supplied made mandatory.  
•   Provisions relating to theft of electricity made more stringent.     

 Power sector reforms in Pakistan started much earlier than in India in the 1980s. 
They have focused on all critical aspects, including supply and demand management 
and institutional reforms. Until the early 1980s, the major focus of power sector 
reforms was to expand generation capacity and improve the technical, administrative, 
and economic effi ciency of the existing power system. However, when load shedding 
emerged as the major constraint to growth in 1983–1984, Pakistan invited the 
private sector into power generation and announced generous incentives for private 
investors in the form of tax holidays, free import of electrical plants and machinery, 
etc. Besides, a minimum load factor was also ensured. These incentives attracted 
interest from the private sector in power generation, and the fi rst big oil- fi red power 
station of 1,292 MW was approved for construction at Hub, Pakistan. 

 The “Policy Framework and Package of Incentives for Private Sector Power 
Generation Projects in Pakistan” ( 1994 ) has features such as internationally 
competitive rates for purchase of electricity (where 60 % capacity payment at the 
load factor is ensured), reduction in local currency investment requirements, and 
simplifi cation of procedures. It extended incentives to the private sector involving 
incorporation of fuel price as a pass-through item, tax cuts, import subsidies, and 
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foreign exchange risk insurance, while establishing a one-window Private Power 
Cell (PPC) and Private Sector Energy Development Fund (PSEDF) with fi nancial 
assistance from the World Bank. A regulatory body—the National Electric 
Power Regulatory Authority (NEPRA)—was introduced to act as the regulator of 
generation, transmission, and distribution of electricity. Responding to the incen-
tives, there was a surge in both domestic and foreign investment in the power sector. 
However, in the following years, the majority of the private sector power projects 
were engulfed in controversy generated by allegations of corruption and kickbacks 
(Boxes  11.2  and  11.3 ). 

 Both power utilities of Pakistan—the Water and Power Development Authority 
(WAPDA) and the Karachi Electric Supply Company (KESC)—have been suffering 
fi nancial losses. To address structural ineffi ciencies in WAPDA, the government 
launched a medium-term reform program that included breaking up the power wing 
into twelve 6  autonomous entities for power generation, transmission, and  distribution. 
Pakistan Electric Power Company (PEPCO) has been established to assist the new 
companies to autonomously carry out the business activities of the former power 
wing of WAPDA with independent management. 7  

6   The 12 companies include 8 distribution companies (DISCOs), 3 generation companies 
(GENCOs), and the national transmission company. 
7   The government is currently striving to improve the fi nancial health of WAPDA through a series 
of measures including streamlining of bill collection, reduction in power theft, and rationalization 
of power tariffs. 

   Box 11.2: Pakistan: Restructuring and Policy Reforms 

      Policy Interventions 

•   Power Sector Strategic Plan—1992.  
•   Private Power Policy Framework—1994.  
•   Hydel Power Policy Framework—1995.  
•   Policy for New Private Independent Power Projects—1998.  
•   Policy for Power Generation Projects—2002.  
•   National Electric Power Regulatory Authority (NEPRA)—1997.  
•   Restructuring of two vertically integrated public utilities, i.e., the Power 

Wing of WAPDA and the Karachi Electric Supply Company (KESC)—1998.  
•   WAPDA prepared a Hydropower Development Plan (Vision 2025).    
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   Box 11.3: Pakistan: Principal Components of Reform Strategy 

 Declaration    of electricity production as an industry in the early 1990s

•    NEPRA (1997).

 –    Grant of license for generation, transmission, and distribution of 
electricity.  

 –   Prescribing procedures and standards for investment, performance 
standards, uniform industry standards, and code of conduct.  

 –   Determine tariff, rates, charges, and other terms and conditions for 
supply of electricity by generation, transmission, and distribution 
companies.     

•   Power wing of WAPDA restructured in 1998 under Pakistan Electric 
Power Company Ltd. (PEPCO).

 –    Twelve independent power generation, transmission, and distribution 
companies.  

 –   Three thermal generation companies—GENCOs, one National 
Transmission and Dispatch Company (NTDC), and eight distribution 
companies (DISCOs).     

•   Policy Framework and Package of Incentives for Private Sector Power 
Generation Projects in Pakistan (1994).

 –    Incentives include incorporation of fuel price as a pass-through item, 
tax cuts, import subsidies, and foreign exchange risk insurance.  

 –   One-window Private Power Cell (PPC) established.  
 –   Private Sector Energy Development Fund (PSDEF) created with fi nan-

cial assistance from the World Bank.     

•   Private Power and Infrastructure Board (PPIB) to provide a one-window 
facility for investors.  

•   Privatization Commission is processing the sale of Karachi Electric Supply 
Company (KESC) and the privatization of WAPDA GENCO-1 (Jamshoro 
Power Company).  

•   WAPDA’s Hydropower Development Plan (Vision 2025).

 –    Hydel projects by private sector will be implemented on build-own- 
operate-transfer (BOOT) basis.  

 –   Thermal projects either on BOOT or build-own-operate (BOO) basis.  
 –   The government will guarantee the terms and conditions of executed 

agreements, i.e., the implementation agreement.  
 –   Power purchase agreement (PPA), fuel supply water use license, 

including payment terms, will be maintained during the term of the 
agreement for projects above 50 MW.       
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 WAPDA has prepared the Hydropower Development Plan (Vision 2025) that 
suggests a consolidated list of potential projects to be implemented in the short, 
medium, and long term. Hydro projects in the private sector will be implemented on 
a build-own-operate-transfer (BOOT) basis. Thermal projects in the private sector, 
however, will be established either on BOOT or build-own-operate (BOO) basis. 

 Despite all these reforms, power utilities suffer from the same problems of 
ineffi ciency, higher line losses, and fi nancial bankruptcy in both countries. Reliability 
and accessibility continue to pose serious problems. Scheduled power cuts, unscheduled 
outages, and incorrect voltages are common in most states, leading to enormous 
disruption in all aspects of economic life. The basic problem faced by the sector is 
the gap between user charges and the cost of supply. 

 However, the impact of reforms can be seen very distinctly in some major opera-
tional areas in India. For instance, the plant load factor (PLF) of the overall system, 
an important measure of the operational effi ciency of thermal power plants, has 
improved signifi cantly from 64.7 % in 1997 to 1998 to 73.32 % in 2011–2012, 
implying a secular improvement in effi ciency in generation.    

11.3            Expanding Infrastructure for Energy Exchange 

 A huge and signifi cant infrastructure has been developed in the energy sector in 
both India and Pakistan. For instance, the expansive laying of transmission systems 
in India has led to interstate and interregional 8  exchanges. The present interregional 
transmission capacity is 38,650 MW, which is expected to increase to 75,000 MW 
by the year 2017. The transmission infrastructure includes 220 kV transmission 
lines (150,000 km), 400 kV transmission lines (125,000 km), HVDC 800/600 kV 
lines (3,600 km), and HVDC 500 kV lines (7,400 km). On the other hand, in 
Pakistan the length of transmission lines is 7,367 km for 220 kV and 23,995 km for 
132 kV, as of June 2010. 

 Intra-country power exchange gives a broad indication about the nature of power 
trading within a country and various regions of a country, geographical locations of 
load centers within a country, existing institutional mechanisms in power transfer 
and sales, trading mechanisms including tariff fi xation, and potential regions of both 
power generation and market. 

 There are both one-way power transfers and two-way exchanges of power in 
India between its different states and regions. Besides a major shift in the planning 
of the transmission system, there has now been a conscious attempt to integrate 
regional grids for bulk interregional power transfers. This will cater to the increased 
variations in planned and actual load growth in different parts of the country. 
Transmission highways of high capacity are also to be built across the country to 

8   One may divide India into 5 regions: north, south, east, west, and northeast. See Table  11.10  in 
the  Appendix  for state- and region-wise division. 
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facilitate large-scale trading of power anticipated in the future. Scheduled interstate 
exchanges within the same region take place in a limited quantity. The facilitative 
framework created through the Central Electricity Regulatory Commission (CERC) 
(Open Access in Inter-State Transmission) Regulations 2008 has provided regula-
tory certainty for sellers and buyers through improved market access and security of 
payment against default by buyers. Unscheduled interstate exchanges take place 
due to diversity in demand and overdrawals by states ( Economic Survey of India 
2012–2013 , p. 236). 

 In India, trade in electricity is enabled through electricity traders and power 
exchanges. Short-term markets also provide generators an alternative to sell power 
other than through long-term power purchase agreements (PPAs). CERC has 
granted 61 interstate trading licenses, 45 of which were in existence as of November 
30, 2012. There is a cap on trading margins to be charged by traders under the regu-
lations. For short-term contracts, with the per unit price of electricity being less than 
INR 3, the trading margin is 4 paise per unit; and for per unit price of electricity 
higher than INR 3, the trading margin is capped at 7 paise per unit. 

 Some examples of interstate exchanges include transmission of electricity from 
Himachal Pradesh to Delhi during the summer months (100–200 MW); Punjab to 
Rajasthan, Tamil Nadu, Andhra Pradesh, etc. during the winter months (100–150 MW); 
Maharashtra to Karnataka during winter (100–150 MW); and Orissa to Andhra 
Pradesh round the year (150 MW). The existing interregional transmission capacity 
of 27,750 MW connects the northern, western, eastern, and northeastern regions 
in a synchronous mode operating at the same frequency and the southern region 
asynchronously operating in the same mode. 

 There are a number of new interregional interconnections, including Sasaram 
HVDC back-to-back system (500 MW), Bihar Sharif-Sasaram-Allahabad 
400 kV D/C, and Rourkela-Raipur 400 kV D/C, which have been commissioned. 
This facilitates bulk interregional power transfers. 

 In Pakistan, internal power exchange is between the Karachi Electric Supply 
Corporation (KESC) and the Water and Power Development Authority (WAPDA). 
Currently, the share of WAPDA in the total electricity generation is 48.7 %. WAPDA 
meets the KESC’s supply shortfall if excess supply is available.  

11.4     Energy Supply: Composition and Determinants 

 In India, the suppliers of bulk power are central generating stations, independent 
power producers (IPPs)/mega power projects, state transmission utilities in surplus 
areas, and power trading corporations (PTC). All IPPs have long-term contracts 
assuring recovery of fi xed cost and return on equity at a plant load factor (PLF) of 
68.5 %. Some IPPs have even guaranteed offtake of power. In Pakistan, the need for 
rapid development in the power sector, especially under the privatization drive, has 
led to the emergence of a chain of thermal power projects. The reliance on thermal 
power has not only contributed to an increased dependence on imported fuel but 
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also led to higher tariffs, placing a signifi cant fi nancial burden on the largely 
state- owned power utilities. 

 In Pakistan, the three electricity generation companies incorporated out of 
thermal power plants of the WAPDA system are (1) Jamshoro Power Company 
comprising the 850 MW thermal power station, Jamshoro (Sindh), and the 174 MW 
gas turbine power station, Kotri (Sindh); (2) Central Power Generating Company 
comprising the 1,655 MW Guddu thermal power station (located in Sindh Province); 
and (3) the Northern Power Generation Company, comprising the 1,350 MW 
thermal power station, Muzaffargarh, the 130 MW natural gas power station, Multan, 
244 MW gas turbine power station, Faisalabad, and 132 MW steam (gas-based 9 ) 
power station, Faisalabad. 

 There are revealing variations in the power generation of utilities in India and 
Pakistan. These variations also refl ect potential based on their natural endowments. 
Thermal power has gradually dominated the total power generation in India (82 %) 
and Pakistan (66 %). A relatively small proportion of hydro energy has been 
exploited, with the share of hydro sources in total electricity generation having 
declined in 2012–2013 compared to that in 2011–2012 in both countries (Table  11.7 ).

   In India, almost 45 % of the total installed hydropower capacity is located in 
South India. This is followed by 34 % in North India, 11.5 % in West India, and 
9.4 % in East India. It should be noted that the eastern region, which despite having 
proven hydropower potential, continues to be a laggard on this front. Even moun-
tainous states having large hydropower potential like Jammu and Kashmir and 
Himachal Pradesh lag behind. They together contribute a meager 2.4 % of the total 
installed hydro capacity. 

 In Pakistan, of the total 40,000 MW of identifi ed hydro energy potential, only 
6,481 MW has been harnessed so far. WAPDA has started active work on six different 
hydro projects, namely, Khan Khawar, Golan Gol, Allai Khawar, Duber Khawar, 
Pehur Canal, and Satpara. Private sector participation in the development and 
construction of hydropower plants has been encouraged.  

9   http://globalenergyobservatory.org/geoid/3143 

   Table 11.7    Power generation in India and Pakistan   

 Hydro  Share (%)  Thermal  Share (%)  Total power generated 

  India (power generation in billion KWh)  
 2011–2012  100.178  17.25  454.404  78.26  580.664 
 2012–2013  92.543  13.53  561.879  82.18  683.753 
 Growth %  −7.62  23.65  17.75 
  Pakistan (power generation in Gwh)  
 2011–2012  22,411  32.98  45,534  67.02  67,945 
 2012–2013  22,273  33.67  43,874  66.33  66,147 
 Growth %  −0.62  −3.65  −2.65 

   Source:   Economic Survey of India (2012–2013) ;  Economic Survey of Pakistan (2012–2013 )  
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11.5     Demand-Supply Gap Projections 

 Both India and Pakistan have calculated load forecasts for the next 15–20 years. 
Load forecast, which projects the demand for electricity, assesses the likely demand 
for electricity over a period of 5, 10, and even up to 25 years. This facilitates ascer-
taining the capacity and energy requirements of the country. 10  In most cases, the 
basis of forecast is a detailed review of the past level of electrical consumption 
supplemented by overall development policies. 

 In India, the demand for electric power has been increasing more rapidly than 
additions in capacity. In the 1990s, growth rate of electricity consumption was con-
sistently over 8 %. Consequently, the country had to face both energy and power 
shortages. There is a range of projections based on different sets of assumptions in 
each model. The projections in demand according to the 16th Electric Power Survey 
(EPS) of the government are provided in Table  11.8 .

   In India, the northern and the southern regions have faced the maximum demand- 
supply gaps. All the regional grids face a perennial energy shortage, except for the 
eastern region. In order to meet power and energy demand, the anticipated requirement 
is of the order of 10,000–15,000 MW capacity addition every year during the next 
10 years. This addition would be possible only if independent power producers (IPPs) 
and mega power developers participate in the power sector development. Besides, 
optimal utilization of existing generation and transmission capacity is essential 
through conscious planning and promotion of interstate energy exchanges from 
surplus to defi cit systems. The Central Electricity Authority (CEA) has made power 
demand projections up to 2016–2017 (Appendix Table 11.10). Of the total projected 
peak demand of 212,725 MW in 2016–2017, over 32 % is likely to come from 
northern India, followed by 29 % from the southern region, 26 % from the western 
region, and 9 % from the eastern region. 

10   Load forecast helps determine the direction and extent of investments required in the power 
sector. It is prepared taking into account the nation’s expected economic growth rate, per capita 
GDP, population projections, consumer affordability (income and price elasticity), industrial 
growth rate, and historical trends. Load forecast is also essential to formulate fi nancial policies, 
tariff rate studies, and future fuel requirements. 

   Table 11.8    All-India projected demand   

 Region 

 Energy requirement (Mkwh)  Peak load MW 

 2006–2007  2011–2012  2016–2017  2006–2007  2011–2012  2016–2017 

 Northern region  220,820  308,528  429,480  35,540  49,674  69,178 
 Western region  224,927  299,075  395,859  35,223  46,825  61,966 
 Southern region  194,102  262,718  354,599  31,017  42,061  56,883 
 Eastern region  69,467  90,396  117,248  11,990  15,664  20,416 
 Northeastern region  9,501  14,061  20,756  1,875  2,789  4,134 
 All India  719,097  975,222  1,318,644  115,705  157,107  212,725 

   Source:  16th Electric Power Survey, Central Electricity Authority, New Delhi  
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 In Pakistan, the Working Group for Energy Sector under their Planning 
Commission developed two power demand scenarios based on GDP growth projec-
tions (Table  11.9 )—one based on the assumption of normal growth in consumption 
and the other on the assumption of higher than normative growth in demand. On the 
other hand, WAPDA provided load forecasts based on GDP growth rates of 5, 6, and 
7 %. WAPDA also prepared an energy generation forecast for higher growth 
scenarios for the years 1997–1998 to 2017–2018.

   A comparison of projections developed by these institutions shows that the actual 
demand growth has been more subdued than even the most pessimistic scenarios of 
the Working Group and WAPDA. The actual demand will depend on how well or 
badly Pakistan performs in terms of overall economic growth in the interim period 
and how much of the gross national investment is directed toward the power 
sector. 

 To overcome the impending power defi cit, the government of Pakistan has 
announced a power policy whose thrust is to encourage private investment in 
their power sector to increase the installed capacity from 13,188 MW in 2002 to 
48,284 MW in 2025.  

11.6     Opportunities and Advantages of Cross-Border 
Energy Exchange 

 Besides the challenging backdrop, there are four interesting developments that push 
the countries in the subcontinent toward energy cooperation. There is an array of 
possibilities that have emerged in energy sector cooperation, which vary from an 

   Table 11.9    Projected demand for power in Pakistan   

 Demand projections 

 Year 
 Normal 
case (MW) 

 High demand 
scenario (MW) 

 11th Plan  2008–2009  25,117  27,751 
 2009–2010  27,789  30,985 
 2010–2011  30,747  34,600 
 2011–2012  33,488  38,030 
 2012–2013  36,474  41,803 

 Growth rate (GR) 11th Plan 
(average %) 

 9.78 %  10.79 % 

 12th Plan  2013–2014  39,730  45,953 
 2014–2015  43,279  50,518 
 2015–2016  47,147  55,540 
 2016–2017  51,363  61,046 
 2017–2018  55,959  67,141 

 GR 12th Plan (average %)  8.94 %  9.94 % 

   Source:  Working Group for Energy Sector, Pakistan  
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exclusive bilateral energy exchange to the sharing of pipelines and grids with other 
regional and extra-regional partners, and from working within the SAARC region 
toward a regional power pool, bringing countries in central Asia and neighboring 
countries like China and Myanmar into the fold of energy exchanges. The rich con-
centration of energy resources in this subregion could in fact be a major instrument 
of development. No single country in South Asia can tackle energy security on its 
own. Hence, cooperation on either a cross-border basis or through an interregional 
framework can be the only way forward for a durable solution to the issue of energy 
insecurity:

    1.    The advantages of cross-border energy exchange are very well established, as 
can be seen in many other regional groupings like that of the Nord Pool in 
northern Europe encompassing Norway, Sweden, Finland, and Denmark and the 
South African Power Pool (SAPP) including South Africa, Lesotho, Mozambique, 
Namibia, Malawi, Zimbabwe, and Zambia. Cross-border energy trade could lead 
to effective utilization of natural resources, increase in supply reliability, savings 
in capital and operating costs, optimal use of available generating capacity, and 
mutual support during contingencies, while helping address the issue of season-
ality both in terms of generation and daily usability. It could also bring about 
large-scale transformation in sectors contributing to economic growth and 
provide operational feasibility to power plants, which may not be viable on a 
national level but feasible in the regional context (i.e., large-scale hydro and coal 
power plants). In the context of India and Pakistan, power exchange can act as 
the single most effective confi dence building measure through the participation of 
multiple stakeholders and market integration in energy-related goods and services.   

   2.    There is increasing realization among the leaders of South Asian countries of the 
need to expedite the process of energy exchange, as indicated by declarations in 
various SAARC Summits. It started with the Islamabad Declaration of 2004, 
where the concept of an “Energy Ring” was discussed. The Male Summit of 
2011 directed the conclusion of the “Inter-governmental Framework Agreement 
for Energy Cooperation” and the “Study on the Regional Power Exchange 
Concept,” as also the work related to “SAARC Market for Electricity.”   

   3.    Various sensitization exercises and preparation for energy cooperation have been 
undertaken in the past decades that have started bearing fruit now. This includes 
cooperation among technical and professional public sector organizations 
including Petrobangla, Power Grid and Power Trading Corporations of India, 
and the Electricity Authorities of Nepal, Sri Lanka, and Pakistan. At the same 
time, international agencies like the World Bank, ESCAP, Asian Development 
Bank, USAID (SARI-E initiatives), and UNDP have also been fairly active. 
Several training programs and capacity building projects have been conducted 
for both governmental institutions and private agencies in different SAARC 
countries, including those by USAID’s SARI-E project. Independent power 
producers (IPPs) have started actively exchanging notes on cooperation across 
the border.   
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   4.    A large number of studies have been conducted on the topic of energy/power 
trade. Policy suggestions by several academic and professional organizations 
have been put forward, including those by the South Asia Network of Economic 
Research Institutes (SANEI), Coalition for Action on South Asian Co-operation 
(CASAC), South Asian Centre of Policy Studies (SACEP), ICRIER (New Delhi), 
Bangladesh Unnayan Parishad (Dhaka), Centre for Policy Dialogue (Dhaka), 
Institute for Integrated Development Studies (Kathmandu), Centre for Policy 
Research (New Delhi), Tata Energy Research Institute (New Delhi), and premier 
universities like Jawaharlal Nehru University (New Delhi), Sikkim University, 
Bangladesh University of Engineering and Technology (BUET, Dhaka), Quaid-
i-Azam University (Islamabad), and Lahore University of Management Sciences 
(Pakistan).      

11.7     Modes of Power Trade Between India and Pakistan 

 Given the bourgeoning power defi cits, one of the ways forward would be to initiate 
limited power exchanges between India and Pakistan. Among the whole gamut of 
energy cooperation issues, the following section highlights the possibility of 
cross- border power trading. For India-Pakistan power exchange, there could be 
three options: bilateral power trade, pool-based exchange, and wheeling facility. 
Examples of other existing power exchanges provide important lessons for cross-
border trade between India and Pakistan. 

11.7.1     Bilateral Mode 

 Cross-border power trade on a bilateral mode already takes place widely between 
India and Bhutan and to a certain extent between India and Nepal. In the former, it 
takes place through long-term power purchase agreements (PPAs) for three critical 
hydropower projects that include Chukha (336 MW), Kurichu (60 MW), and 
Tala (1,020 MW). Bhutan exports over 84 % of its total generation (1,494 MW) 
after keeping aside 1,152 MU (Peak load 187.5 MW) for internal consumption. 
Its annual export is around 5,922 MU that generates electricity sale revenue of 
US$203 million (47 % of national revenue from power). 

 The sale of surplus power to the power-defi cit western region of India has been 
the hallmark of this project. The transmission link has also been a great success and 
is likely to be upgraded to help evacuation of 4,500 MW from three large potential 
power projects that are being built to yield an expected generation of 10,000 MW 
by 2020. However, Bhutan is keen to diversify the power market, as at the moment 
it is a clear situation of monopsony where India is the only buyer. 
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 There are three important power projects underway between India and 
Bangladesh for the fi rst time, namely, (1) 250 MW electricity exports from India have 
commenced since mid-2013; (2) a grid interconnection between Bheramara 
(Bangladesh) and Bahrampur (West Bengal, India) with a capacity of 500 MW has 
been established, of which sale of 250 MW has been implemented in mid-2013 at 
an agreed price (although Bangladesh intends to procure the rest of the installed 
capacity as well); and (3) a 1,320 MW coal-based unit at Rampal (350 km south-
west of Dhaka) by the Bangladesh-India Friendship Power Company consisting of 
BPDB and NTPC and costing US$1.5 billion, which should be ready by 2017. 
The success of these three landmark projects could encourage several other bilateral 
exchanges in the future, especially those between India and Pakistan.  

11.7.2     Pool-Based Mode 

 The pool-based approach could provide long-run market equilibrium in regional 
power trade. This, in essence, would be pooling of surplus power generated by 
individual plants in the participating countries and transporting the power to 
deficit ones by a coordinated exchange mechanism depending on demand and 
consumer categories. 

 India has recently introduced the concept of a regional power trading system that 
helps various regions of India reduce power defi cit by transferring surplus power 
from another region. Under the Electricity Act (2003), Indian companies can pool 
power in an exchange. A consumer would be free to buy it from anyone. This concept 
of power pool within India can be enlarged to cover neighboring countries. In this 
context, establishing a Sub-Regional Power Trading Corporation (SRPTC) would 
be highly benefi cial for India and Pakistan. To facilitate the process of setting up an 
Indo-Pak-SRPTC, it is essential to assess and understand the nature, direction, and 
extent of intra-country power exchange in India and Pakistan. This can ultimately 
form a regional power pool, generating a huge opportunity for power trading in the 
South Asian region.  

11.7.3     Wheeling Mode 

 The border regions of India and Pakistan have signifi cant scope for both power 
generation and marketing. The surplus generated by the hydro plants in Bhutan and 
Nepal partly coincides with seasonal peak demands in the supply-short countries of 
India and Pakistan. Further, for the purpose of load balancing, hydro capacity pro-
vides better load following capability than fossil-based systems in India and 
Pakistan. This would result in more effi cient use of resources. 

 As India and Pakistan strengthen their economic and social linkages and develop 
projects both at the bilateral and South Asian levels, there are distinct advantages 
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for Pakistan to import power from Bhutan and Nepal, both because of lower tariffs 
and supply reliability. This is where India has to play the critical role of providing 
an exclusive wheeling facility that could be used by Pakistan to buy power from 
anywhere in India on a commercial basis. Since India is developing a widespread 
transmission network across the country, Pakistan could make commercial use of it. 

 In addition, neighboring SAARC member countries in Central Asia (rich in 
hydropower, gas, coal, oil) and Iran (rich in gas, oil) have abundant natural resources. 
Opportunities exist for Pakistan to import electricity from Central Asia/Iran via 
Afghanistan and provide transit to India and other SAARC countries. For example, 
under a new regional initiative, the governments of Afghanistan, Kyrgyz Republic, 
Pakistan, and Tajikistan have entered into an MoU for the development of Central 
Asia-South Asia Regional Energy Markets (CASAREM). Working groups have 
been formed to work on critical areas of project sponsorship, fi nance structuring, 
and supplier and buyer issues and have come up with a working paper. Under this, 
the Afghanistan Foundation has been set up, and the North East Power System 
(NEPS) is in the initial stages of construction, which can serve over 15 provinces in 
the northern and eastern regions of Afghanistan.   

11.8     India-Pakistan Power Exchange: Newer Initiatives 

 India’s proposed power import from Pakistan in 1998 was an impressive step, fol-
lowing which Pakistan offered sale of surplus power to India. There have been 
intensive negotiations between the Power Grid Corporation of India Limited 
(PGCIL) and various independent power producers (IPPs) in Pakistan led by the 
Water and Power Development Authority (WAPDA). The feasibility of exporting 
300–1,000 MW power to India was studied, delivery points were identifi ed, and a 
number of options were explored. System studies were carried out under various 
loading conditions, technical and commercial aspects were considered, and a draft 
on interconnection and operation was also produced. The agreement was discussed 
on February 1, 1999, in which tariff stood out as the major stumbling block; while 
WAPDA offered power at US7.2 cents/KWh, the Indian side offered US2.25 cents/
KWh, causing the negotiations to break off. 

 However, it adequately indicated that there is high potential for energy exchange 
between India and Pakistan. The transmission arrangement too could be easily 
done, as it existed in the pre-partition period. At present, Pakistan’s 500 kV primary 
transmission system extends from Jamshoro in the south to Tarbela and Peshawar in 
the north. These lines run very close to the borders adjoining India and may not 
require complex transmission extensions between the designated substations, 
like Dinanath (Lahore) in Pakistan and Patti (Amritsar) in India. New rounds of 
negotiations have again been initiated after almost 15 years. 

 The situation, however, has changed. Pakistan now desperately requires power, 
and a potential source of import is India and other neighboring countries, both 
within and outside the SAARC region. A group of experts on energy have met 
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three times, and the 5th round of secretary-level talks on commercial and economic 
cooperation between India and Pakistan took place during April 27–28, 2011. 
Islamabad has been keen to facilitate exchange and import 500 MW from the Indian 
power market on commercial terms. 

 On January 20, 2014, the federal cabinet in Pakistan approved the signing of an 
MoU with India to import 500 MW of power. 11  This power exchange could be 
increased to 2,000–2,500 MW to meet the power shortage in Pakistan’s economy. 
The nodal agencies appointed by India are the Central Electricity Authority and the 
Power Grid Corporation of India (PGCIL), which will look into the technical 
aspects; Pakistan will have the National Transmission and Dispatch Company 
(NTDC) and the Chief Engineering Advisor as its nodal agencies. The NTDC, 
Lahore, has been appointed as the focal authority on behalf of the Government of 
Pakistan and the PGCIL on behalf of the Government of India. The project will 
require 45 km of 220 kV transmission lines on both sides of the border—25 km in 
India and 20 km in Pakistan. The tariff is likely to be around INR8 per unit, which 
is almost similar to the electricity rates in Pakistan. The possibilities of interconnec-
tion are being explored at (1) Batapur at Lahore; (2) Ghazi Road, Lahore, at 132 kV; 
(3) Ghazi Road, Lahore, at 220 kV; (4) Sarfaraz Nagar at 132 k; (5) Sarfaraz Nagar 
at 220 kV; and (6) Kasur at 132 kV (Business Recorder  2014 ; Express Tribune 
 2013 ; Telegraph  2014 ). 

 With a consumption rate of 62 % of the total generated electricity, the  neighboring 
Punjab in Pakistan remains the most power-hungry province. 12  It is stated that each 
country will construct and maintain a double circuit twin-bundled 220 kV transmis-
sion from the designated substations, namely, Dinanath in Pakistan and Patti in 
India. There is a complete network of transmission lines and grids on the Pakistan 
side along the northwestern border of Indian Punjab. 13  

 For power transfer to India (under the pool-based or the bilateral mode), the 
adjacent grids in the Punjab province of Pakistan near the border of Indian Punjab 
are the potential locations that can be used for onward transmission to the Indian 
distribution lines. The nearest grid on the Indian side of Punjab is Patti and is located 
very near the Lahore Ring. There are various possibilities for transmission through 
the grids in Pakistan between New Kot Lakhpat and Raiwind to Patti in India. There 
is a proposal to lay a 50 km high-voltage double-circuit (HVDC) transmission line 
to transfer power form the Dinanath substation near Lahore to the Patti substation in 

11   Pakistan currently imports 35 MW of electricity from Iran to meet the requirements of Gwadar, 
while work on increasing it to 100 MW is underway. The two sides signed an agreement on the 
project in 2007. Pakistan also has another project in the pipeline for the import of 1,000 MW of 
electricity from Tajikistan under the Casa-1000 program. The feasibility report of the project has 
been fi nalized, and work is expected to be completed by 2016. 
12   Sindh consumes 20.2 %, Khyber Pakhtunkhwa 11.4 %, and Balochistan 5.5 % ( Pakistan 
Economic Survey 2011–2012 , p. 200). 
13   On the southwestern border, there are relatively few lines on the Pakistan side of Punjab. The 
only weak possibility of transmission appears to be in the areas of Fort Abbas and Faqirwali grids 
in Pakistan Punjab (with relatively low kV) to the Indian lines near Anupgarh. 
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Indian Punjab. If this happens, it is likely to bring about a major transformation in 
the political economy of regional cooperation in South Asia. 

 The National Grid Company plc (NGC), which is the largest privately owned 
independent transmission company in the world, already has a prominent presence 
in Pakistan. This can play a major role in concretizing the India-Pakistan electricity/
power transmission. 

 In 1989, the Iran-Pakistan-India gas pipeline project was envisaged to tap gas 
from Iran’s South Pars fi eld through a pipeline from Assaluyeh in Iran to the Pakistan 
border, covering a distance of 1,115 km and a further 760 km through the territory 
of Pakistan to the Indian border. Within India’s territory, a 900 km pipeline was to 
be laid to connect the north Indian gas market (Batra  2007 ). However, negotiations 
over the years have revolved around the price of gas to be paid by India and Pakistan. 
Currently, the project is being considered as a gas pipeline between Iran and 
Pakistan. Another is the Turkmenistan-Afghanistan-Pakistan-India (TAPI) gas 
pipeline, for which the gas sale and purchase agreement was signed in May 2012 
(UNESCAP 2013). 

 Bhutan, today, has substantial surplus capacity that has been developed largely with 
support from India. With India and Pakistan moving toward power exchange agree-
ments, Pakistan too stands to gain from importing electricity from India and providing 
connectivity between India and the other energy-rich Central Asian countries.  

11.9     Summary and Policy Recommendations 

 The possibility of power purchase between countries has opened new vistas of 
cooperation. Cross-border power trade between India and Pakistan will lead to 
effective utilization of natural resources, increased reliability of power supply, 
greater economic cooperation and mutual support during contingencies, large-scale 
transformation in the sectors contributing to economic growth, and greater confi dence 
among stakeholders on both sides. 

 Although an agreement on wheeling power from India to Pakistan was agreed to 
earlier this year, several other exchanges at the bilateral and regional level have been 
stalled due to extensive negotiations on key issues such as the cost of transmission 
lines and its sharing mechanism, the determination of power tariff, the payment 
mechanism, and most importantly the sustainability of power supply by immunizing 
it from regional geopolitics. It is crucial to maintain a fair balance in the energy 
security equation in order to avert the risk of “trade and fade.” A set of proactive 
actions is urgently required:

    1.    To provide the policy and institutional framework for increasing cooperation 
in power trade. This would mean having an intergovernment agreement on 
bilateral/regional power trade, regional power trade coordination committees, 
and setting up focus groups to work on options for a future power market, 
regional power trade operating agreements, and an energy sector strategy.   
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   2.    To develop a grid-interconnected infrastructure through a building block 
approach, allowing for cross-border dispatch of power. This should include 
essential physical power interconnections, harmonization of transmission 
planning, design, operational practices (performance standards), and power 
infrastructure database design and implementation.   

   3.    To initiate cross-border investment, with the possibility of undertaking joint 
projects. This could include establishing a subregional infrastructure investment 
fund under a guarantee cover or sourcing funds from multilateral institutions 
such as the World Bank or the ADB. Additionally, Pakistan could allow FDI 
from India—particularly for investment in oil refi neries—which would be an 
important step in strengthening India-Pakistan energy trade.   

   4.    Tariff structure for regional/bilateral electricity trade is going to be critical in all 
the three modes of power exchange between India and Pakistan (bilateral, 
pooled, and wheeling power exchange) and between South Asia and Central 
Asia. Hence, a comprehensive discussion and long-term policy outlines should 
be put in place to pave the way for such exchanges in the future.   

   5.    Trade in energy should not be limited to traditional energy sources. It is impor-
tant to focus on renewable energy solutions like shale and coal bed methane 
in both India and Pakistan to ensure energy security and promote sustainable 
green growth.          
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12.1            Introduction 

 Normalizing economic and commercial ties has emerged as the most pertinent issue 
in India and Pakistan’s bilateral relations. Initially, both countries felt that without 
addressing core political and strategic issues, it would not be possible to move for-
ward on the economic and trade agenda. However, in the past decade, things have 
changed, and there is now an emphasis on accelerated resolution of economic 
issues, in acceptance of the fact that trade and commerce have very often proven to 
be extremely effective in establishing peace. 

 The potential bilateral trade between India and Pakistan has been estimated to be 
around US$20 billion, compared to the current traded volume of US$2.6 billion. 
Further, a computable general equilibrium (CGE) modeling exercise to estimate the 
benefi ts of trade liberalization estimates that full liberalization along with a 50 % 
productivity improvement in all modes of transportation would lead to substantial 
welfare gains for both India and Pakistan. However, this vast trade potential remains 
unrealized largely due to impediments in transport and transit facilities, a restrictive 
visa regime, the continuation of large informal trade fl ows, and the presence of 
“perceived” nontariff barriers to trade between India and Pakistan. As a conse-
quence of the presence of trade barriers and the subsequently high trade costs, a 
large part of the potential trade between the two countries continues to take place 
through informal channels and remains unaccounted. 

    Chapter 12   
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 For the untapped trade potential to be realized, the two countries would have to 
undertake several measures in a number of areas. This would include, among others, 
a comprehensive and integrated international land transport policy to provide rail 
and road services connecting the two countries and to link seaports through land 
borders to enable connectivity with the rest of the world. Measures to liberalize the 
visa regime, open up telecommunication channels, facilitate cross-border exchange 
of businessmen, enhance communication links, and improve banking facilities 
would need to be expedited. In addition, India will need to continue to lower its 
nontariff barriers as part of its ongoing reform process. 

 It is evident from the facts put together in the various chapters in this volume that 
tremendous progress has been achieved in reforming trade, economic, and commercial 
relations between India and Pakistan. Yet there is a very long way to go, and numerous 
challenges still remain. In this concluding chapter, we identify the challenges and 
suggest recommendations that could form the basis of the future agenda for the 
two countries. 

 We then look at India-Pakistan relations in a larger and broader context of 
regional integration in South Asia as well as the consequent integration between 
South Asia and the rest of Asia. Improved relations between India and Pakistan are 
also needed to enhance the pace of regional integration in South Asia. Strengthening 
the process of South Asian Integration presents tremendous opportunities, and a 
lasting peace between India and Pakistan backed by improved trade and commerce 
links between them is essential to ensure a stable and prosperous South Asia.  

12.2     Recommendations 

 The realization of the bilateral trade potential between India and Pakistan will 
depend on the degree and speed at which the various physical and regulatory imped-
iments are redressed. This would require a persistent effort toward liberalization of 
trade and commerce by the governments on both sides, along with a constant 
endeavor to keep economic and trade relations outside the realm of political forces. 
Several recommendations have emerged from the chapters of this volume that 
encompass steps that must be taken. These fall under the following major heads: 

12.2.1     Address Trade Policy Issues 

 During the Commerce Secretary-level talks in September 2012, a roadmap was laid 
down for trade normalization between the two countries. While several milestones 
on this roadmap have been met, there is still a lot of potential to better trade policy 
measures between the two countries. As things stand today, Pakistan has yet to 
complete the process of granting MFN status to India. This includes the removal of 
1,209 items from the negative list and permitting the movement of all goods through 
the land route. Both countries also have to reduce their sensitive lists as was agreed 
by them.  

N. Taneja et al.
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12.2.2     Address Impediments to Physical Movement of Goods 

 Measures to address impediments to physical cross-border movement of goods are 
vital to ensure maximum benefi ts from the trade normalization process. In recent 
years, signifi cant measures have been implemented to streamline transportation 
across the border, but barriers to physical movement of goods continue to persist. 
The movement of consignments and businessmen continues to face numerous 
obstacles owing to inadequate capacity of hard and soft infrastructure at the 
various ports. 

 The available infrastructure at the ports, especially the land ports, has been found 
inadequate, and the capacity at ports needs to be increased signifi cantly in both 
India and Pakistan to handle the current volume of trade. There is high congestion 
at the Attari-Wagah    border crossing, and low infrastructure capacity relative to 
current trade also leads to long processing times for customs documents at the road 
port. To boost trade by the road route, the fi rst of the integrated check posts (ICPs) 
initiated by the Indian government became operational at the Attari-Wagah border 
in April 2012 and has been designed to provide integrated services for road transport 
with dedicated passenger and cargo terminals and other facilities in a single complex. 
It has, however, been found that the warehouses are already operating at full capacity, 
and a large number of consignments kept in the open area become prone to damage 
and pilferage. There is also a need to increase parking space at the check-post, as 
seen in the substantial backlog of trucks. Warehousing facilities at the road and rail 
ports too need attention. The road and rail routes are dominated by small logistics 
operators, which are perceived as less effi cient than large operators. 

 Streamlining cross-border transportation at low cost will provide large gains to 
traders on both sides. Until now, the two governments have considered only incre-
mental steps to improve cross-border movement of goods. However, a comprehensive 
and integrated international land transport policy needs to be put in place, not only 
to provide rail and road services connecting the two countries but also to link 
seaports through land borders to enable connectivity with the rest of the world. 
In addition, there is a need to allow and facilitate containerized cargo for seamless 
transportation of goods.  

12.2.3     Eliminate Informal Trade 

 Informal trade fl ow from India to Pakistan was estimated at US$1.79 billion in 
2012–2013, which is almost the same as the formal trade in that year amounting to 
US$1.9 billion. The main Indian products that are informally exported are textiles, 
cosmetics, tobacco, spices, herbal products, pharmaceuticals, and automobile items. 
This expansion in informal trade is hurting the manufacturing sector since Pakistani 
producers end up competing with items that are effectively imported duty-free and, 
thus, found cheaper in the local market. There is also a loss of revenue to the government, 
as these goods are not subjected to the usual customs procedures. In the case of 
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food, herbs, and pharmaceutical items, the merchandise is not checked for health 
and safety standards, posing a risk to human health. 

 It is, therefore, in the interests of the government to move fast and adopt 
measures that lead to formalization of trade. Speeding up the overall process of 
India- Pakistan trade normalization would help this endeavor. Informal trade can be 
converted into offi cial formal trade by normalizing trade fl ows, primarily with 
Pakistan granting India MFN status, and ensuring that the tariff and nontariff 
barriers on both sides fall to a level where formal trade becomes more attractive. 
Further, policy measures that could incentivize formalization of the current informal 
infl ows from India to Pakistan should be implemented after mutual discussions at 
the government level. In addition, a combined effort toward removing the high 
tariffs on imports, as well as tackling the procedural diffi culties of formal trade, 
would be vital. Important steps toward streamlining trade procedures include 
removing restrictions on the number of items allowed through the Attari-Wagah 
land route, opening up more land routes between India and Pakistan, allowing 
containerization via railways given that the current trucking facility is unable to 
fulfi ll the demand on both sides, increasing the presence of plant department 
offi cials (for agricultural and related items), and signing the pending trucking 
agreement between the two countries.  

12.2.4     Implement Trade Facilitation Measures 
and Address Nontariff Barriers 

 Nontariff barriers to market access appear to be a major complaint by traders, especially 
by Pakistani exporters who are trying to access Indian markets. Though India and 
Pakistan have implemented customs reforms at various ports, the road and rail routes 
that are specifi c to trade between the two contiguous countries remain backward 
with the continued use of manual procedures, poor effi ciency of logistic operators, 
unavailability of Electronic Data Interchange (EDI) or Risk Management Systems, 
and inadequate warehousing and rail wagons for exporting goods. 

 Addressing these would require measures to simplify procedures and harmonize 
product standards by aligning them with international specifi cations. Both govern-
ments would also need to undertake further customs reforms at the land borders to 
expedite border procedures by introducing modern testing and risk management 
facilities. In addition, customs offi cials need to be trained on trade policies. Indian 
authorities must introduce modern techniques in order to fast-track the import 
procedures, especially since excessive security checks are conducted in India on 
consignments from Pakistan for security concerns. 

 Increased trade at land borders has also meant that the logistics needs have 
changed. Thus, there is a need to incentivize large logistic operators to operate on 
the road and rail routes in order to facilitate trade at the land borders. This will happen 
if there is greater automation and risk assessment and if it is made as effi cient as 
seaports. Offi cial charges can be commensurate with the cost of service provided.  
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12.2.5     Improve Business Facilitation by Liberalizing 
the Visa Regime 

 The current visa regime is complicated, with restrictions on the cities that can be 
visited, the need for police verifi cation, and numerous entry-exit rules that impede 
the cross-border travel of businessmen who may want to reach out to markets. 
In September 2012, India and Pakistan signed a new visa regime to facilitate 
simpler cross-border travel, replacing the old visa regime signed in 1974 that was 
considered very restrictive. The new visa agreement will facilitate multiple-entry 
and reporting-free visas for businessmen, allowing them to visit fi ve cities instead 
of three, which was the case earlier. It also exempts elderly people from reporting 
to the police. 

 Bilateral efforts will also need to focus on facilitating cross-country mobility of 
people. For one, visa procedures and requirements for select categories of service 
providers and businessmen could be streamlined, as is already underway. Likewise, 
streamlined processes and faster approvals could be introduced for special categories 
of visitors, such as medical tourists, students, leisure travelers, and transit travelers. 
Security and mobility restrictions could be streamlined for a limited set of people, 
such as those associated with a commercial presence or where other regulatory 
approval processes are involved. Automated systems such as electronic smart cards 
could be used to screen visa applications and track the physical movement of people, 
while avoiding harassment of genuine traders.  

12.2.6     Promote Communication Among Traders 

 A concerted effort needs to be made to create multilevel channels of communication 
that would bridge the information gap and generate a signifi cant change in the 
business environment of the two countries. A comprehensive web portal that keeps 
track of the latest developments in trade policy and allows traders (including buyers 
and sellers) from India and Pakistan to contact each other could solve the dual 
problems of poor awareness and low perception of market access. 

 Increasing the number of bilateral trade fairs and exhibitions as well as enhanc-
ing the level of participation in them could enhance trade ties between India and 
Pakistan while also encouraging new entrants and entrepreneurs to enter the trade 
market. In recent years, both countries have been arranging business-to-business 
and government-to-business interactions to address information gaps on regulatory 
regimes, which has served not only as a powerful confi dence-building measure but 
has also proved to be an effective way to facilitate further trade. 

 Currently, cross-border communication is severely constrained by the absence of 
essential cellular facilities and courier services between India and Pakistan, and 
therefore telecommunication channels need to be opened up to foster people-to- 
people contact and reduce business costs. Further measures to facilitate cross- border 
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business would include setting up buyer-seller forums, improving banking channels 
for guaranteed payments, setting up an innovative dispute resolution system, and 
creating multilevel channels of communication.  

12.2.7     Take Measures to Enhance Trade in Services 

 Although most of the discussion on India-Pakistan trade liberalization has centered 
on trade in goods, there is also potential for bilateral trade in services, which faces 
several barriers. Improved trade relations in services can yield direct and indirect 
benefi ts by diversifying the trade basket and building confi dence through people, 
investments, and information fl ows. Services trade can indirectly facilitate merchan-
dise trade through cooperation on transport, logistics, telecommunications, and 
other infrastructure services and by fostering people-to-people ties. 

 Opportunities exist for expanding trade and investment relations in services such 
as IT-BPO, tourism, health, energy, and other business services. However, like trade 
in goods, there are challenges to exploiting these opportunities due to the overall 
regulatory and business environment in the two countries. Thus, it is important to 
address these issues as they can undermine bilateral initiatives to promote relations.  

12.2.8     Take Measures to Encourage Bilateral Investments 

 Bilateral investments between India and Pakistan have remained very low. Tangible 
and intangible barriers have impeded FDI fl ows from India to Pakistan. The main 
barrier is the risk associated with the investment due to political uncertainty. 
Related barriers are the complicated visa process and the lack of awareness among 
Indian investors. However, the FDI policy regime was liberalized in 2012 when 
India removed the restriction on Indian nationals investing in Pakistan and on 
Pakistani investors investing in India, with an exception that the proposal had to be 
done through the government route. 

 As a follow-up to India’s opening the government route to investments from 
Pakistan, it is recommended that India open up the automatic route for FDI (Pakistan 
has already done this), and both countries immediately bring in a relaxed visa 
regime for businessmen and their associates. Some measures to encourage bilateral 
investments are faster clearances and approval procedures in general, fast-track 
procedures, regular and updated information on opportunities, the regulatory frame-
work for investment, bidding processes, and award of contracts, targeting Indian 
investors of Pakistani origin, greater investment by the Indian government to build 
investor confi dence, and setting up common SEZs at the borders. 

 It would also be useful to consider a bilateral investment treaty that addresses 
issues of investment facilitation, investor protection, dispute settlement, and contract 
enforcement so as to ensure greater ease, transparency, and commitment in bilateral 
investments.  
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12.2.9     Encourage Trade in Energy and Power 

 India and Pakistan face power defi cits, low per capita commercial energy consumption, 
and poor quality of energy infrastructure, which indicate the potential for joint 
cooperation and mutual resolution of energy problems. One way forward is to initiate 
limited power exchanges between India and Pakistan. Cross-border power trade will 
lead to effective utilization of natural resources and increase the reliability of the 
power supply for various economic activities. With power tariffs and the cost and 
sharing mechanism of transmission lines being the prime reasons why negotiations 
on this front break off, there is a need for a conducive policy and institutional 
framework to increase cooperation in the energy sector. There is also a need to 
develop physical grid interconnected infrastructure for cross-border dispatch of 
power, initiate targeted cross-border investment with the possibility of undertaking 
joint projects, and establish a mutually agreeable tariff structure for electricity trade. 

 Since India and Pakistan have begun to explore hydro, solar, and nuclear power 
sources, trade in renewable energy, apart from the traditional sources of fuel, will 
help maintain energy security and promote sustainable green growth.  

12.2.10     Implement Measures to Strengthen Border Institutions 

 Offi cials of the Border Security Force (BSF) have only been trained in security 
issues and, thus, tend to view cross-border trade through the same lens. While security 
is paramount, it is also important for the BSF to understand the nuances of intra- 
regional trade so that the current one-dimensional focus does not hamper legitimate 
trade fl ows with excessive safety checks. Training specifi c to trade and cross- border 
mobility must be provided to these offi cials so that they are able to participate 
positively in the trade facilitation process. To this end, a separate research cell could 
be established to garner information on cross-border trade or training centers could be 
set up to disseminate information to BSF offi cials.   

12.3     Strengthen Border Trade 

 Special emphasis should be given to improving economic and commercial ties 
between regions on both sides of the border. Progress on this front was achieved 
recently with the Chief Ministers of east and west Punjab initiating the signing of a 
protocol to identify mutual areas of interest and cooperation. The two Chief 
Ministers agreed on a 12-point agenda that covers a wide variety of areas including 
easy access for people of both sides of the border to religious places of their 
respective faith and contacts between professionals, students, academics, sports 
people, and artistes. As agriculture is the backbone of both east and west Punjab, 
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it was decided to step up communication to share expertise in livestock, veterinary 
sciences, and water management. 

 Similarly, cross-border trade across the Line of Control (LoC) in Kashmir has 
been taking place as a confi dence-building measure since 2008 in select primary 
products that originate in Kashmir. The aim of opening up this route had been 
to bring people across the LoC closer and reduce cross-border tensions while 
strengthening the peace process. Last year, a Trade Facilitation Centre was opened 
at Uri near the LoC. More initiatives are required to ensure further growth of trade 
across the LoC, especially to expand the list of items that can be traded and to 
convert the present barter system of trade into normal trade practices. 

 Along the same lines, greater economic and commercial ties should be inculcated 
between Sindh on the Pakistan side and Gujarat and Rajasthan in India. Opening the 
Khokhrapar-Munabao route for movement of cargo will be a step in the positive 
direction. 

12.3.1     The Larger Picture 

 The nature of the recent dialogues shows that the two countries have broadened 
their mind-sets and have shown greater sensitivity to each other’s concerns. In general, 
what is required to complete the trade normalization process is an approach that 
relies on confi dence-building measures, incremental steps, and demonstrable 
outcomes. For this, the role of both the government and the private sector will be 
critical. The success of the trade normalization process will also be determined by the 
role of institutions that are involved in this process, including different government 
departments at the state, central, and border levels, business and trade associations, 
nongovernment organizations, and the media. 

 The way forward requires a progressive approach, such as setting up working 
groups on issues and services of common interest and gradually expanding the 
ambit of liberalization to cover more services and launching pilot projects while 
simultaneously addressing crosscutting issues of investment, regulatory harmonization, 
labor mobility, and connectivity. But as highlighted, these negotiating frameworks 
and initiatives can only succeed if they are backed by adequate regulatory, institutional, 
infrastructural, and human resource capacity, by a business-friendly environment, 
and by a favorable policy orientation and mindset at the individual country level. 

 Since India and Pakistan are the largest countries in South Asia, the lack of 
normalcy in India-Pakistan relations has also severely impeded the successful 
implementation of regional integration initiatives in South Asia as a whole. This has 
especially contributed to the South Asian Free Trade Agreement (SAFTA) being a 
slow starter and lagging in its achievement of target objectives. The initiation of the 
process for normalizing India-Pakistan trade relations since 2011 is, therefore, 
expected to have signifi cant implications for the entire South Asian region by creating 
a favorable environment for accelerating the pace of trade and regional integration. 
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Incidentally, the measures taken to address barriers to India-Pakistan trade were 
also the most signifi cant trade facilitation measures undertaken within the region. 

 To take advantage of the liberalization of the policy regime, it is important that 
all other barriers to seamless trade and connectivity in South Asia be addressed 
simultaneously by expediting trade and transport facilitation measures at the 
regional level. Although SAFTA has made progress on minimizing intra-regional 
tariffs under SAFTA’s tariff liberalization program, on other nontariff barriers, transit, 
and connectivity, there has been much less progress. These barriers have kept the 
costs of moving goods across borders in the region very high. Apart from physical 
infrastructure barriers, transaction costs are also high due to nonphysical barriers 
such as cumbersome customs procedures, nontransparent and unpredictable rules, 
restrictive regulatory regimes, and requirements governing cross-border trade in the 
region (document processing, inspection, etc.). These mainly emanate from non-
conducive regulations, ineffi ciencies of the administrative institutions, and poor 
governance. These factors often translate into high informal costs in the form of 
bribes and speed money, especially at the land borders. 

 The factors impeding trade fl ows have been recognized for a long time, both 
bilaterally and regionally, and a large number of measures have been initiated to 
address them. However, these measures have not really taken off, and positive 
efforts toward facilitating trade within the region have not yet been able to give the 
desired push to intra-regional trade. Therefore, it is important to devise a blueprint 
that lays down an agenda for achieving the region’s goals of deeper connectivity and 
enhanced trade integration. Integrated trade facilitation measures that combine 
resolution of border issues, transport, and logistic problems as well as aim at harmo-
nizing administrative rules and procedures would help reduce transactions costs. 
This would, in turn, enhance intra-regional trade and help increase the region’s 
share in global trade. 

 By implementing these measures, signifi cant benefi ts can be garnered from the 
resulting deeper physical and institutional connectivity in South Asia. It is impor-
tant to recognize that there are larger benefi ts in resolving transport and transit 
issues to facilitate intra-SAARC trade. Addressing trade barriers in the movement 
of goods across South Asia will not only help integrate the regional space but also 
help integrate the region with East Asia, Europe, and Central Asia through 
 contiguous land borders. This, in the long run, will help connect the entire Asian 
landmass from East to West via South Asia and further to Europe. 

 For one, once Bangladesh grants India transit through its territory, India will not 
only be able to connect to its Northeast Region (NER) but also to East Asia via 
Myanmar. The restoration of democracy in Myanmar in 2010 has paved the way for 
unlocking the country’s large potential as the vital link between South and Southeast 
Asia. Myanmar forms a land bridge that connects South Asia with Southeast Asia. 
However, until recently, Myanmar’s participation in the regional and global networks 
was limited by sanctions that prohibited trade transactions in major international 
currencies as well as the country’s underdeveloped infrastructure, nontransparent 
FDI policy, and unfavorable institutional and business environment (De and Ray  2013 ). 
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Subject to Bangladesh granting the transit rights, two major axes that could be 
promoted as a strategy for enhancing physical connectivity are overland connec-
tivity through India’s Northeast Region and a multimodal connectivity link through 
southern India, primarily through the Chennai-Ennore area. 

 Similarly, if Pakistan grants India transit rights through its territory, it would 
open up the prospects of using India and Pakistan as land bridges to connect with 
Central and West Asia. The potential trade gains that may arise by integrating 
South Asia and Central Asia are enormous (Das  2012 ). Through Pakistan, India and 
subsequently South Asia can have direct connectivity to Iran, which will give India 
land access to West Asia. In addition, India’s land access to Afghanistan through 
Pakistan would help exploit Afghanistan’s strategic geographic position as a 
potential land bridge that provides South Asia with direct routes to the Central Asia 
Region (CAR). This can happen if the rights of passage are provided by Pakistan to 
India and beyond. Pakistan has consistently been averse to the idea of granting 
transit facility to India through land, primarily for security reasons. 

 Thus, Afghanistan can emerge as a bridge for trade, transportation, and energy 
between Central and South Asia, the Middle East, and China, while Myanmar can 
be the land bridge between South Asia, ASEAN, and China. A regional overland 
road link between Kabul (Afghanistan) and Yangon (Myanmar) via Dhaka 
(Bangladesh) could be revived for regional trade. This could mean operationalizing 
the Afghanistan-Pakistan-India-Bangladesh-Myanmar (APIBM) Transport Corridor, 
through which the distance of 5,272 km between Kabul and Yangon can be covered 
in 12 days (RIS  2007 ). Such unfettered transit and transport linkages could provide 
larger markets in Asia. Thus, it is vital that India actively promotes these land 
bridges that link it to Southeast Asia via Myanmar and through Pakistan to Iran and 
Central Asia. The vital factor determining the successful interregional integration of 
South Asia with its Asian neighbors will be the speed and extent to which members 
of the SAARC region can connect with each other. 

 Integrating the greater landmass that would ultimately connect South Asia with 
both East and West Asia would help achieve greater market access as well as scale 
economies in terms of cargo volumes, which would signifi cantly reduce transaction 
costs of trading with the world. Addressing the barriers to cross-border trade and 
transport would help South Asia participate in international production networks 
(IPNs). South Asia, owing to the incomplete intra-regional integration, has not yet 
been able to integrate into IPNs, unlike Southeast Asian countries that reaped 
signifi cant benefi ts from their participation in IPNs. The failure to do so was mainly 
attributable to the high cost of moving goods across borders in South Asia, 
since cost- and time-effi cient cross-border movement of goods is the backbone of 
international supply chains. SAFTA members must draw lessons from ASEAN’s 
economic integration that was designed to deepen involvement in the international 
supply chains by lowering trade and investment barriers and rapidly developing 
transportation and ICT networks. Improving the effi ciency of border corridors and 
Land Customs Stations would be the most important step needed to maximize the 
benefi ts of fuller regional connectivity and to make cross-border trade time- and 
cost-effi cient.      
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