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The economic model that the country has been using since its birth is positively faulty. It 
has also consigned the country to regional economic isolation. As a result we have no, 
or very insignificant economic relations with India, Iran and Afghanistan. We have been 
doing business with China via the land route for some years but that too because our 
all-weather friend on the North had on its own built the required link connecting the two 
countries. In the South, we have the Karachi port which is too inadequate for our rising 
volume of foreign trade.  
 
That the fast upcoming Gwadar Seaport in the South-East and the China-Pakistan 
Economic Corridor (CPEC) initiative have, no doubt, immense potential to reduce to a 
great extent our regional economic isolation. But it would take at least a decade and half 
at best for the two projects to start yielding the desired results.  
 
Our economic relations with Iran and Afghanistan are being held hostage to our 
relations with the US. In fact the US the other day reacted angrily to our show of 
solidarity with Tehran during the just concluded visit of the Iranian foreign minister by 
withholding $ 300 million due to us under the Coalition Support Fund (CSF).  
 
Our relations with India, on the other hand, have remained captive, all these 71 years, 
to the Kashmir dispute. An economically and militarily stronger India has kept a very 
tight grip over the occupied land with 700,000 well armed troops to boot. As a result the 
IOK has turned into permanent killing fields. Thousands of Kashmiris have lost their 
lives. The daily toll of life is in scores with no end to the bloodshed in sight.  
 
More of the same would only result in more bloodshed. The world seemingly has no 
time for this calamity. Even the latest UN Human Rights report on the killings going on 
in IoK has passed off with no world capital taking any notice of the ongoing tragedy.  
 
It is we and we alone who can bring the bloodshed to an end without of course giving up 
our claim on the occupied land. This we cannot do by continuing to stick to the 
ineffectual 70-year-long Kashmir policy of ours which has resulted only in the death and 
destruction of the people of the IoK. We need to bring about a qualitative change in our 
Kashmir policy by turning it on its head and resolve the dispute through means other 
than wars or jihad.  
 
One such peaceful way is through establishing close economic relations with the 
‘enemy’. Improved trade relations with India are likely to enhance Indian interest in the 
region and may motivate India to agree for the gas pipeline through Pakistan. India, 



which is deficient in energy, has been reluctant in having the pipeline through Pakistan 
for various political reasons. This is likely to bring substantial improvement in political 
situation - even induce India to agree to a comprehensive dialogue with Pakistan - 
which in turn would bring more economic benefits to both India and Pakistan while 
promising end of bloodshed in IoK.  
 
Pakistan holds potential as a feasible and viable transit route for the international trade 
of land-locked Central Asian Republics, Afghanistan and Chinese provinces bordering 
Pakistan. A bulk of what Pakistan trades in the future with India is likely to emanate from 
Iran, Qatar and Central Asia. Granting of transit rights will not only open up huge 
markets for India in Central Asia and for Pakistan in the South Asian countries but could 
also tempt India to agree to resolve the Kashmir issue as a trade- off for the trade route 
to Afghanistan and Central Asia through Pakistan.  
 
India is a huge market second to China. Free trade will provide smaller economies like 
Pakistan access to new market and increased demand for their products which in turn 
will raise output and employment levels and contribute to their prosperity. The estimate 
of trade potential between the two countries amounts to $10.0 billion a year.  
 
Pakistani producers would lose due to falling consumer prices, but gain due to access 
to larger markets and possible efficiency boosts. Finally, like consumers, producers 
would also benefit from increased reliability of power supply that may materialise if trade 
in power is liberalised.  
 
Importing from India rather than from more distant locations would imply lower 
transportation costs. These, as well as lower tariffs, would be largely passed on to 
consumer prices if there is sufficient competition among suppliers. In addition, in 
agriculture, price volatility could decline, as at times of unforeseen shortages in local 
production, access to Indian production could help smooth out price spikes. In textiles, 
lower prices would be expected to have a beneficial income distribution effect, as lower 
income households spend a higher share of their income on textiles. For upper income 
groups, access to high-quality Indian silk products would imply an increase in 
consumption choices. In engineering goods, consumers may benefit from lower prices 
for cars, motorcycles and bicycles, as well as access to Indian products.  
 
The Pakistani government would gain in terms of customs revenue. Increased trade 
flows that stem from the lifting of import prohibitions from India and diversion from 
informal to formal trade would generate additional customs revenue for Pakistan. In 
addition, to the extent that trade integration increases the likelihood of the construction 
of a gas pipeline from Iran or Afghanistan through Pakistan to India, the government 
could then get profit from transit fees, estimated in the order of US $500– 700 million.  
 
While India and Pakistan compete to sell their goods in the global market, there are 
many areas in which both the countries can complement each other’s needs and hence 
produce cost-effective quality goods. Both the countries could also look forward to 
industrial cooperation and sharing of technology and establishment of joint ventures in 



some potential sectors, i.e., information technology, pharmaceuticals, fish processing 
and dairy products, chemicals, agro chemicals (pesticides), automobiles and spare 
parts, etc. In addition, India and Pakistan can establish joint ventures to harness and 
transmit the region’s hydropower resources. Cooperation in water management and 
hydropower projects can help in increasing irrigation benefits, decreasing risks of floods, 
and establishing an India-Pakistan electric grid system for intra-country transmission of 
electricity.  
 
Imports from India will cost less because of low freight costs and easy accessibility of 
the market which could save country’s foreign exchange substantially. India has a well- 
diversified exports structure and also produces internationally reputable products in 
sectors like chemicals, IT and consumer electronics and transport equipment. 
Consumers in Pakistan can benefit from a wide variety of items in such sectors.  
 
Unofficial trade between the two is substantially higher than the official trade, which is 
depriving the exchequer of huge revenues. Both countries failed to achieve any 
significant gains as the advantage is passed on to corrupt elements and Mafia, who 
thrive on smuggling, illegal border trade, transit through third countries, personal 
baggage in connivance with customs officials, etc. at both the ends. Legalised trade, 
therefore, will be favorable to Pakistan mainly because it will reduce smuggling and 
increase government revenue besides providing us vast market across the border.  
 
Pakistan offers great untapped potential for development of tourism in its Northern and 
coastal areas. Besides, a lot of historical and religious places exist to attract the tourists. 
This is an area where we can benefit from the experience of highly developed tourist 
industry in India and seek collaboration for developing tourism industry in Pakistan.  
 
The benefits of trade with India must be weighed against the costs inherent in certain 
apprehensions about competition from India. Some studies conducted so far, have 
identified three potential areas of Pakistan’s economy, i.e. agriculture, textiles and 
engineering sector that would be affected following its trade liberalisation with India.  
 
Despite liberalisation, India’s trade regime still remains more restricted than Pakistan’s 
in terms of both tariff and non-tariff barriers. Though some trade barriers exist in 
Pakistan and MFN status has not been granted to India, however, Pakistan can 
consider granting the MFN status in case the trade barriers particularly the non-tariff 
barriers imposed by India are minimised. Though low transport cost from India will 
provide the Pakistani consumers cheap products, however, it is also likely to reduce the 
natural protection of Pakistan’s domestic producers. The decision to relax trading links 
with India should have to be in stages, only opening up sectors first where Pakistani 
businesses and industries do not feel threatened on a large scale. For example, in case 
of automobile industry, we may prefer to import automotive components and spare parts 
from India instead of importing complete assembled cars which are much cheaper in 
India compared to Pakistan.  
 



(Some of the negatives and positives of trade with India discussed in the article were 
gleaned from a 2005 SBP report on the subject)  


