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Introduction
In recent years, the global political landscape has witnessed profound changes. The post
World War I1 political rivalry between the superpowers has given way to democracy in Eastern
Europe and the former Soviet Union. With the end of the Cold War, a new era of cooperation among
erstwhile adversarieshas been ushered in. This spirit is not confined to the East-West context alone
-the Middle East saw the signing of the historic Israeli-Palestinian Peace Accord, which created
a foundation for the fair and peacehl resolution to the Arab-Israeli conflict. Moves to settle
inter-state conflicts are also being pursued vigorously in other parts of the globe.
The animosity that overshadows relations between India and Pakistan is an anachronism
against the backdrop of diminished superpower rivalry and de-escalating regional tensions. The
winds of rapprochement presently blowing across the globe have steered clear of the Indian
subcontinent. Since partition, India and Pakistan have fought three wars and been incessantly
embroiled in a cold war of their own. Today, both states are beset by a plethoraof formidablesocial,
economic, and environmental problems. Nevertheless, they maintain two of the world's largest
standing armies and are investing huge amounts in a conventional arms race neither can afford.
More ominously, both states may be in possession of nuclear weapons whose use could spell doom
for the one-fifth of humanity.
Hence, conflict prevention and resolution must be a paramount policy objective for India and
Pakistan. Confidence-building measures (CBMs) are an important instrument in this respect.
Broadly speaking, CBMs are defined as measures that help decrease the level of tension between
states and seek to promote cooperationbetween them. Military-based CBMs were used extensively
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in Europe during the Cold War and contributedtowards curtailing the risk of armed conflict between
the NATO and Warsaw Pact. CBMs have also been applied quite successfully in the Middle East,
the Korean Peninsula, Central America and Latin America. In the Indo-Pakistan context, an
impressive list of military and non-military-based CBMs have been adopted by both states:
Liaquat-Nehru Pact (195 1)
Indus Water Treaty (1 960)
Tashkent Agreement (I 966)
Rann of Kutch Agreement (1 968)
Establishment of a military hot-line (1 971)
Simla Accord (1 972)
Salal Dam Agreement (1 978)
Formation of the Indo-Pakistan commission (1 982)
Agreement concerning non-attack on nuclear sites and exchange information on nuclear
installations (1 988)
Agreement on the prevention of air space violations (1 991)
Notification of military exercises (1 99 1)
Joint declaration on prohibition of production and deployment of chemical weapons (1 992)
Establishment of a hot-line between the air-forces of India and Pakistan and between military
commanders on both sides of the Line of Control (I 993)
Naval communication agreement (1 993)
Various military good-will measures (1 993)
More recently, CBMs are being pursued at the non-governmental level. Dubbed "Track-I1
Diplomacy," this grass-roots participation in bilateral conflict prevention and resolution efforts has
evoked considerable media and public attention in both India and Pakistan. The Track-I1 process
consists of a dialogue between Indian and Pakistani citizens from diverse walks of life concerning
various issues that overshadow bilateral relations. These groups hope to identify approaches and
strategiesthat may contribute to a de-escalation of tension. Some high-profile, recurrent bilateral
forums, notably the Neernrana Initiative and the India-Pakistan Peoples' Forum for Peace and
Democracy, were launched in recent years; concurrently,several forums in a regional (South Asian)
framework exist. Track-I1 diplomacy differs from official diplomacy in that participants act in their
personal capacity and, unlike government officials, can candidly discuss and seek solutions to
problem issues. It's drawback is that recommendations are non-binding on policy-makers; hence,
Track-I1 can not be considered a substitute to official diplomacy. Nevertheless, the fact that a large
and increasing number of respected citizens from both states are participating in these forums is
commendable.
In spite of these bilateral confidence-building attempts, Indo-Pakistan tension has attained
intolerably high levels. This can be attributed primarily to the crisis situation prevailing in
Indian-held Kashmir, and no sign of a de-scalation is foreseeable. The identification of new and
potent CBMs is urgently needed to help India and Pakistan transcend their major bilateral
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differences, temporarily or indefinitely, in favor of comprehensive, sustainable and mutually
beneficial cooperation?
In the context of improving Indo-Pakistan relations, enhanced economic interaction particularly trade - is receiving considerable attention. A large and growing section of the
intelligentsiaand business community in India and Pakistan are of the opinion that increased trade,
and the enlarged web of mutual links and dependencies stemming from it, may lay the foundation
for dismantlingthe walls of mistrust between both states and eventually may pave the way the way
for settlement of their political disputes. At the same time, there seems to be a dearth of awareness
at the public, and even the policy-making level in both India and Pakistan, regarding the issues and
the ramifications of an expansion of bilateral trade.
This research study India and Pakistan: Con$dence Building Through Free Trade and Joint
Ventures is the culminationof a year-long research project for the Henry L. Stimson Center aimed
at analyzing opportunitiesfor cooperation between India and Pakistan in the economic field. Section
I, Bilateral Trade, reviews five major potential benefits of an Indo-Pakistan free trade area,
elaborates the prerequisitesand the main challenges in the way of its implementation, and proposes
some policy recommendationsfor striving towards it. Section 11, Bilateral Joint Ventures, assesses
the prospects for bilateral industrial joint ventures, an important field virtually ignored by
researchers, proposes some policy recommendationsto facilitate industrial joint ventures, discusses
cooperation in the framework of the South Asian Association for Regional Cooperation (SAARC),
and then reviews prospects for Indo-Pakistan cooperation in the science and technology field.

Bilateral Trade
Rationale
A p e e trade area is a grouping of two or more states which eliminates all duties, tariffs,
quantitative restrictions,and institutional hindrances to their mutual trade but retains restrictions on
goods which are imported from other states. Broadly speaking, the main underlying objectives of
free trade areas are to promote economic efficiency and growth in member states through an
expansion of mutual trade. Free trade areas have proven much more successful in terms of their
trade-enhancing effect than bilateral and multilateral preferentialtrade agreements; at the same time,
they are easier to implement than customs unions or common market^.^
The prerequisitesfor a successfulfree trade area exist in India and Pakistan. In 1994,official
trade between India and Pakistan amounted to $120 million (all figures in US dollars) a paltry sum

2~ndiaand Pakistan, for instance, are signatories to various multilateral preferential trade agreements, such
as the GATT Protocols on Trade Amongst Developing States, Commonwealth Preferential Tariff System and more
recently the South Asian Preferential Trade Arrangement. None of these has helped to enhance their bilateral trade.
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when juxtaposed with their combined global trade of $72 b i l l i ~ n .India
~ had a modest trade surplus
over Pakistan, although it has generally had deficits vis-a-vis Pakistan since the mid-1970's.
However, this meager volume of bilateral trade is not indicative of a lack of trade potential, instead
it demonstrates the institutional and non-institutional hurdles to trade. Two categories of bilateral
unofficial trade exist: goods smuggled across the Indo-Pakistan border and goods which are routed
(transhipped) through third states. The volume of trade in each category has been assessed at
Moreover, it is generally acknowledged that even this
approximately one billion dollars per ar~num.~
unofficial trade constitutes a fraction of the actual trade that would take place between India and
Pakistan if all trade barriers, both institutional and non-institutional, were eradicated.

Potential Benefits
Economic Eflciency: A free trade area can considerablyimprove cost efficiency in the Indian
and Pakistani manufacturing sectors, enabling industrialiststo benefit from cheap production inputs
(industrial raw materials, intermediate products, finished capital goods) and the lower freight costs
stemming from both states' geographical contiguity. India's vast domestic market of 920 million
consumers offers vast marketing opportunities for Pakistani industries and traders; Pakistan's 130
million consumersoffers a smaller but not insignificantmarket for Indian industries and traders. The
unified market would provide an incentive for Indian and Pakistani industries to expand their
production capacities in order to take advantage of the economies of scale. At the macro-economic
level, inflation may decrease and employment levels and economic growth may be enhanced. Due
to higher efficiency, export industries may become more competitive leading to increased export

3 ~ eInternational
e
Trade Statistics Yearbook 1994 (New York: United Nations 1995): 475 and 777. At the
time of British India's partitioning in August 1947, India and Pakistan (including the erstwhile East Pakistan which
is now Bangladesh) constituted what in effect was a highly integrated economic unit. The areas which now
comprise Pakistan supplied India with agricultural commodities and industrial raw materials such as raw cotton and
jute, and in return received manufactured good. In 1948-1949 bilateral trade was quite substantial with India
absorbing almost fifty-six percent of Pakistan's exports and providing thirty-two percent of Pakistan's imports. A
"stand-still agreement" signed immediately after independence allowed bilateral trade in goods exempt from the
payment of customs duty but was unilaterally abrogated by India in March 1948. It was superseded in May 1948 by
a new one-year trade agreement permitting duty-free trade in several commodities. Trade relations were severely
effected by Pakistan's refusal to follow India's lead by devaluing its rupee after Great Britain devalued its pound
sterling in September 1949. Against the backdrop of growing political differences, bilateral trade progressively
declined and was almost severed when war between India and Pakistan erupted in 1965 and subsequently in 1971.
A trade protocol signed by both governments in November 1974 paved the way for the resumption of bilateral trade
but on a restricted level which has since been progressively, albeit modestly, liberalized. See Rashid Ahrnad Khan,
"Indo-Pakistan Trade: Prospects and Constraints," Regional Studies 13: 1 (Islamabad: Winter 1994 - 1995): 4 1.
India's exports iron ore, chemicals, and agro-based products such as tea, sugar, betel leaves and spices to Pakistan,
which exports h i t s and nuts, oil seeds, yarn and apparel goods to India.
4The exact amount of course is difficult to verify and estimates vary. However, the figure of one billion
dollars for each category is generally accepted as accurate by most observers.
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revenues and the decline of overall merchandise trade deficits as their imports are diverted from
costlier third sources to cheaper bilateral ones5
Consumers in India and Pakistan may benefit from enhanced competitionbetween industries
that would cheapen product prices and provide them with a broader, and possibly superior range of
products to choose from.

Securer Markets: Expanding exports, the prime source of foreign exchange for India and
Pakistan, has always been a major priority for both states. Traditionally, India's and Pakistan's
exports have gone to the United States, Japan, the European community, and in India's case, the
former Soviet Union and Eastern Europe.
In recent years, however, the global trade climate has become unpredictable and precarious
for India and Pakistan. Exporters have been faced by fierce competition in the global suppliers
market, particularly in the textiles and apparel sector, both states' largest single revenue earner. The
level of competition has increased since the mid/late 1980s when several new textile and apparel
exporting states joined the market. Economic recession in their main consumer markets has also
curtailed demand for Indian and Pakistani goods. Indian and Pakistani exporters also face stringent
import restrictionsranging from quota impositions to temporary import bans. These restrictions are
being increasinglyand discriminately invoked on pretexts such as product dumping, circumvention
of export quotas, infringement of copyright and intellectualproperty rights laws, and concerns over
environmental issues and child labor. Together, these restrictions have caused substantial export
revenue losses for India and Pakistan.
The global trend towards the regionalization of trade impedes efforts by India and Pakistan
to boost exports. Recent years have seen a rapid proliferation of "trade blocs," groupings of
geographically proximate states that have established free trade areas, customs unions or common
markets. Presently there are around two dozen trade, including ones consisting of states with small
and simple economies, such as the Caribbean Community (CARICOM) and the Central American
Common Market (CACM), and others with larger, more complex economies, for instance, the
ASEAN Free Trade Area (AFTA), Common Market of the Southern Cone (MERCOSUR),European
Economic Community (EEC) and the North American Free Trade Area (NAFTA).6 The relevance
of trade blocs for India and Pakistan stems from two considerations.

his is particularly relevant for Pakistan, which had a merchandise trade deficit of almost thirty-five
percent in the Pakistani fiscal year 1995196. In the free trade area, Pakistan presumably would incur a large trade
deficit vis-a-vis India because India has a larger and more diversified export base, but this bilateral deficit may
overcompensate Pakistan's merchandise trade deficits with other states with the consequence that its overall
external deficit may decline quite considerably.
6The AFTA, EEC and NAFTA presently collectively account for over eighty percent of aggregate
global trade.
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First, by dismantling trade barriers in a trade bloc, member states give exporters in other
member states a competitive advantage over exporters in states outside of the bloc such as India and
Pakistan. The disadvantages facing their exporters increases with the levels of the trade bloc's
external tariffs: the higher these levels, the more costly (and hence less competitive) Indian and
Pakistani products will be in relation to comparable goods exported by the trade bloc member states
to other member states.
Second, as global markets become increasingly competitive, trade bloc member states will
strive to coordinate their external trade policies to ensure their access to, and safeguard their
competitivepositions in, the markets of states in other trade blocs. Concession trading between the
trade blocs is a likely outcome: Trade Bloc A grants preferential access to its market on some or all
products exported by the states of Trade Blocs B, C, D, E, and so forth. In turn, Trade Bloc A
acquires similar concessions from the other blocs. Consequently, Indian and Pakistani exporters
would be disadvantagedfurther; they would be forced to compete on less equal terns with exporters
from other trade bloc constituting states. India and Pakistan jointly account for around 1.2 percent
of global trade, hence their economic and political clout is too marginal to allow them, unilaterally
or jointly, to effectively seek trade concessions in global markets.
Hence, by establishing a free trade area- which effectivelycreates a South Asian trade bloc
-and by concentratingefforts on progressivelyexpanding bilateral trade to the maximum attainable
extent, these apprehensions could be addressed.
Consistency with Trade Liberalization in South Asia: A bilateral free trade area is consistent
with the policy objectives of the South Asian Association for Regional Cooperation (SAARC). The
SAARC is a multilateral group comprised of India, Pakistan and five South Asian states whose goal
is to expand mutual economic linkages. This effort has culminated in the signing of a framework
agreement on the South Asian Preferential Trade Arrangement (SAPTA) at the eighth SAARC
summit meeting held in Dhaka in April 1993. SAPTA prescribes a reciprocal, step-by-step
approach to the liberalization of merchandise trade between the SAARC states. The organization
hopes to expand mutual trade in a manner that benefits all states and takes into consideration their
diverse levels of economic and industrial development, as well as their external trade patterns, trade
and tariff policies, and trade and tariff system^.^ SAPTA prescribes exclusive tariff concessions and
special provisions for the benefit of the "least developed states" (which excludes India and Pakistan)
and entitles all states to modify, suspend, withhold or withdraw their concessions under certain
circ~mstances.~

7~ara-tariffsare charges and fees levied on merchandise imports but not on domestically produced goods.
Charges stemming from specific services rendered in importing goods are not categorized as para-tariffs.

he Treaty specifies the identification and establishment of agricultural and industrial projects linked with
cooperative financing and buy-back assurances for the output of the projects in question which could help least
developed states to expand their intra-regional exports and other support measures such as assisting in the
formulation of export promotion policies, establishment of training facilities, provision of institutional and export
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SAPTA formally took effect on December 7, 1995, the decennial anniversary of the
SAARC's founding. The tariff concessions called for by SAPTA range from ten percent to one
hundred percent on 226 products. India's concessions to Pakistan cover forty-four products: ten
percent, fifty percent, twenty-five percent, thirty percent and ninety percent respectively on eight,
thirty-three, one, one, and one products; and Pakistan has granted lndia concessions of ten percent
on twenty products. Despite SAPTA's import, these concessions are essentially symbolic and are
unlikely to have any positive impact on Indo-Pakistan trade: India's concessions to Pakistan cover
5.59 percent of the value of Pakistan's total exports to India and Pakistan does not import several
of the products on which it has granted India concession^.^ Nevertheless, moves are underway to
consolidate SAPTA by increasing the nurnber of concession-eligible products and the level of
concessions,reducing para-tariffs and commencing with the dismantlement of non-tariff barriers.
In a major development, the recently concluded second round of trade liberalization
negotiations has earmarked 1,500 products for concessions which are scheduled to take effect by
March 1, 1997." All SAARC states have also endorsed the progressionof SAPTA to the South Asia
Free Trade Area (SAFTA) by the year 2000, which can be deferred to the year 2005. Since a free
trade regime in South Asia seems inevitable, Indian and Pakistani policy-makers should harbor no
reservations against a fully compatible bilateral fiee trade framework.
Foreign Investment: Recent years have seen a large increase in investment flows (capital,
technology, know-how and managerial expertise) from industrialized nations, notably by
transnational corporations, into developing and threshold states that are considered good locations
for establishing manufacturing facilities and industrial joint ventures. For recipient states, largescale inflows of foreign direct investment can contribute immensely towards the expansion,
modernization and diversification of its manufacturing bases.

Attracting foreign direct investment currently ranks as a major economic policy objective in
India and Pakistan and is perceived as an indispensable factor for their economic development.
Since 1990191,both governmentshave initiated ambitious programs designed to attract investment,
including a number of fiscal incentives, and the simplificationof institutionalprocedures concerning
investment project proposal and regulatory amendments. The inflow of investment into India and
Pakistan has risen as a consequence of these reform programs, the bulk of it percolating into

marketing help (credit insurance, access to information, etc.) and provision of shipping facilities and rates.
'see Indra Nath Mukherji, South Asian Pre/erential Trading Arrangement: Assessing Trade Flows in the
First Round of Trade Negotiations. Study undertaken on behalf of the SAARC Chamber of Commerce and Industry.
A publication of the Friedrich-Naumann Stiftung, Germany.
'O~he
Dawn, (Karachi: December 1, 1996).
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infiastructuraldevelopment schemes (notably power generation and telecommunications) and into
industrial joint ventures.
At the same time, India and Pakistan are being confronted by intensive global competition
that could seriously overshadow their own efforts to encourage foreign direct investment." Since
the early 1980s, several Asian, African and Latin American states have adopted macro-economic
liberalizationpolicies and initiated programs to encourage foreign direct investment. With the Cold
War's demise, the Russian Federation, its partners in the Commonwealthof Independent States, and
the eastern European states are also implementing programs to briskly and efficiently facilitate the
structural transformation to liberal market-based economies.
Moreover, the proliferation of trade blocs may significantly influence the future pattern of
foreign direct investment; unified markets provide prospective investors not only with enhanced
marketing opportunities but also assure them of access to a broader (and potentially cheaper) range
of production inputs.
The Indo-Pakistan free trade area would, to some extent, compensate India and Pakistan for
the competition they are encountering. Instead of having to contend with relatively insulated
national markets, investors could benefit from a vast combined market of 1.1 billion consumers second in size only to China -which includes a sizeable, reasonably affluent and growing middle
class, and an economy with a combined GDP of around $300 billion which is expanding at a
moderate rate. India and Pakistan offer several advantages crucial to attracting foreign investment
such as low inflation rates, a good industrial base, abundant raw materials, a skilled labor force,
modem financial systems and a commitment at the governmental level to consolidate their policies
of macro-economic liberalizationand deregulation. Moreover, investors could benefit from added
opportunitiesarising from the establishment of the South Asian Free Trade Area (SAFTA) as well
as the opportunitiesstemming from access to the proximate and lucrative markets of Central Asia,
the Middle East and Southeast Asia as communication links between India and Pakistan and these
regions are progressively c~nsolidated.'~

"south Asia actually ranked bottom of the list of foreign direct investment recipients in 1990 - 94: East
Asia & Pacific (fifty-two percent), Latin America (twenty-nine percent), Eastern Europe & Central Asia (nine
percent), Middle East and North Africa (four percent), Subsaharan Africa (four percent) and South Asia (two
percent). Joel Bergsman and Xiaofang Shen, "Foreign Direct Investment in Developing Countries: Progress and
Problems," Finance & Development (December 1995): 66. It may be noted though that the actual investment
inflows constitute a small percentage of the aggregate amount investors were willing to invest in India and Pakistan.
Foreign investment in the Indian and Pakistani capital markets has also increased considerably since the early
1990s.
I 2 ~ a n states
y
which are much smaller than India and Pakistan have succeeded in attracting much larger
amounts. This underscores the importance, besides market size, of a plethora of other factors such as the
consistency of a government's macro-economic policies and foreign investment promotion policies, incentives and
concessions, economic fundamentals, the level of consumer disposable income, the quality of infrastructure, labor
productivity and level of skills, marketability of goods in neighboring states, and so forth.
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the growth of domestic industries. However, since 1990191 these tariff levels have been
progressively declining in line with the import tariff rationalization programs pursued by the two
governments. These programs have been spurred on by structural adjustment programs required
by the creditors such as the World Bank and the IMF, and by the two countries' commitment to
reduce tariffs under the 1995 World Trade Organization Accord.I4
High import tariffs apart, India and Pakistan utilize a plethora of non-tariff barriers to
influence the magnitude and composition of their imports. These include mandatory import
licensing, quantitative import restrictions (quotas and ceilings), canalization of imports exclusively
through public-sector corporations and import prohibitions (negative lists).I5 Pakistan discriminates
severely against imports from India: Pakistan's public sector can import goods from India without
restriction, whereas private-sector imports are restricted to 573 specified items, only 100 of which
are actually imported.16
Information: Indian and Pakistani traders lack reliable, quick, inexpensive and up-to-date
information relevant to bilateral trade such as product specifications,technologies,prices, exportable
surpluses, manufacturers and traders of goods and products, domestic production and consumption
patterns, market structures, industrial trends, tariffs and non-tariff barriers, trade regulations and
procedures. Stringent travel restrictions have prevented the development of contacts and hindered
the exchange of information between the Indian and Pakistani business communities. Because of
this informational lacuna, Indian and Pakistani traders have frequently imported goods from third
states although these goods could have been sourced mutually at a much cheaper price.
Communications: Bilateral trade is hindered by the non-use of connecting surface
communication links. All roads inter-linking India and Pakistan, which could be utilized for cheaply
and directly bulk-transporting goods between respective industrial centers and markets, have been

I41ndia's maximum import tariffs, 300 percent in 1991 declined to fifty-five percent in 1995. Pakistan's
maximum import tariffs declined from 125 percent in the same period to sixty-five percent in 1995. The WTO
Accord stipulates an import tariff ceiling of thirty five percent.

or

a thorough but now obsolete comparative analysis of Indian and Pakistani tariff and non-tariff
barriers see Indra Nath Mukherji, "Regional Synthesis" V. Kanesalingam and A.R. Kemal, eds., Trade Expansion in
South Asia: Liberalization and Mechanisms (MacMillan India Ltd: 1990) 43 - 245. The study is currently being
updated.
l 6 See Ishtiaq Ahmad, "lndia's MFN Status," The News (Karachi: December 30, 1995). In 1981, the
Pakistani government issued a list of forty-two items importable by the Pakistani private sector from India with the
provision that these imports be routed through the state-owned Trading Corporation ofPakistan. The routing
requirement was dispensed with in 1986. In 1988, the number of importable items was expanded to 247 and to 571
in the following year. In 1993, two more items were added to the list. It may be noted that except for Israel, with
whom Pakistan prohibits trade, imports from no other country are subjected to the arbitrary discrimination which
imports from India are subjected to.
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five percent, but it may actually lie in range of twenty percent to thirty percent. This inflationary
growth, especially evident over the past few years, has accentuated the Indo-Pakistan production
cost di~parity.'~Because of these considerations, influential Pakistani business lobbies have
expressed concern that Indian goods may "swamp" Pakistan's market as bilateral trade barriers are
dismantled, as consumer demand diverts to cheaper imported Indian goods. There are also
apprehensions that India may eventually transform Pakistan into its extended domestic market,
paving the way for India's economic domination, and the political hegemonization of Pakistan.
Many Indian and Pakistani industries exhibit large surplus (idle) capacities which could be
utilized to cater to consumer demand in each others markets as bilateral trade barriers are dismantled.
Because of the largeness of its market and the size of its industrial sector, India's aggregated surplus
capacities across virtually the entire gamut of manufactured goods are immensely larger than the
corresponding Pakistani capacities. Hence, Indian industries may probably cater to any Pakistani
consumer demand level (small, medium or large) for Indian goods; Pakistani industries, due to their
comparatively smaller surplus capacities, may cater to a small-scale Indian consumer demand for
Pakistani goods, but their capacities probably would not suffice to cater to a medium or large-scale
Indian consumer demand. To do so, Pakistani industries must invest heavily in expanding their
production capacities and would probably have to resort to heavy borrowing from the commercial
banking system. Because Pakistan's banking system is unlikely in the short term to supply
large-scale credit because of its paucity of funds for the private sector (which stems primarily from
massive and mandatory lending to the Pakistani government). Such a scheme may hit a snag.
Hence, while Indian industries could derive immediate and substantial benefits simply by raising
production levels and marketing goods in Pakistan's market, Pakistani industries cannot fully,
quickly and cheaply capitalize on India's vast market. Resentment amongst the Pakistani business
community may emerge and if this scenario is sustained indefinitely,domesticpressures may compel
Pakistan's government to withdraw from the free trade area.
It is conceivable that India would be the main beneficiary of foreign direct investment
attracted by the unified market of the Indo-Pakistan free trade area. India possesses distinct
advantages over Pakistan in numerous factors deemed crucial to attracting foreign direct investment.
For instance, its diversified and robust industrial base, skilled workforce, abundant industrial raw
materials, cheaper industrial production costs, larger capital market and its huge domestic market
all make it an attractive destination for foreign investor. This "gravitation" of investment to India
would presumably enlarge India's trade surpluses with Pakistan and concurrently enlarge its
comparative industrial edge, especially if large manufacturing units or technology-intensive
industries are the prime investment beneficiaries. India's economic development and modernization
would thus be promoted at Pakistan's expense. This again would sharply conflict with the goal of
attaining an equitable balance of costs and benefits to India and Pakistan.

'9~akistan'sinflation rate has accelerated markedly since 1994 due to various factors, notably an almost
forty percent depreciation of the Pakistani rupee which has increased import costs, and led tosuccessive hikes in the
price of fuel and utilities, and imprudent monetary policies.

A urangzeb 2.Khan

49

Political Tension: The climate of mutual distrust and suspicion between India and Pakistan
-a legacy of the centuries4ld Hindu-Moslem enmity prevailing in the Indian subcontinent - is
the largest practical hurdle to the expansion of trade and economic ties. Their inability to resolve
their disputes gives little hope for an improvement in bilateral relations in the foreseeable future.
The Kashmir problem lies at the core of their conflictual relationship. Both states have
adopted uncompromisingstances on the issue: India insists that Kashmir is an inalienablepart of the
Indian Union whose territorial status is closed to negotiation. Pakistan vehemently contests the
legality of Kashmir's accession to the Indian Union in 1948 and has repeatedly urged the Indian
governmentto hold a plebiscite in Jammu and Kashmir to enable the state's people to exercise the
right to self-determination that was assured to them by the United Nations. In recent years, bilateral
relations have been severely strained by the deployment of over 500,000 Indian troops in Kashmir.
This deployment came in response to a seven year insurrection aimed at bringing about Kashmir's
cessation from the Indian Union. Around 20,000 civilians, insurgents and security personnel have
lost their lives, and the state's economy has been devastated causing a mass exodus of refugees to
other parts of India.2o Furthermore, the turmoil in Kashmir has precipitated a bitter contest of verbal
recriminations between India and Pakistan: India accuses Pakistan of waging a "war-by-proxy" by
arming, sheltering, and training Kashmiri insurgents; Pakistan, for its part, is capitalizing fully on
the insurgency, using it to vilify and embarrass its nemesis in international forums by calling
attention to alleged violations of civil and human rights by the Indian army in Kashmir.
The onus of Kashmir apart, other points of contention mar bilateral relations: the territorial
dispute over the Siachen glacier - an icy northern border wasteland which for years has been the
scene of regular and bitter border skirmishes between Indian and Pakistani troops; the Sir Creek
demarcation dispute in the South; and India's controversial plan to construct a barrage at Wular on
the Jhelurn river, reducing the river's water flow into Pakistan.
Pakistan is apprehensive of India's massive conventional military superiority and its large
and rapidly expanding military industrial base. The scramble by India and Pakistan to acquire
nuclear weapons capability has introduced another ominous dimension to their relationship. India
test-exploded a "peaceful" nuclear device at Pokharan in the Rajasthan desert in May 1974 and has
since reportedly amassed a large stockpile of nuclear fissile material which could be quickly used
to assemble nuclear devices for possible use against Pakistan. For its part, Pakistan hastily embarked
on its own clandestine nuclear program after the Pokharan test and is also capable of quickly
deploying nuclear devices for use against India.
The issue of nuclearization apart, the acquisition of ballistic missiles by India and Pakistan
has further aggravated bilateral tension. India's imminent deployment of the Prithvi, an
''The casualty estimates vary quite significantly, depending on source. The estimate of 20,000 deaths is
generally accepted as realistic by international human rights agencies which are monitoring the situation in Jarnmu
and Kashmir.
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based in Afghanistan, Bangladesh, Hong Kong, Singapore, the United Arab Emirates or smuggled
directly into Pakistan across the long, porous land border. MFN would preclude resort to
transhipment, benefiting Pakistani industries and consumers who would spend less on procuring
Indian capital and consumer products. Smuggling would also be curtailed, bringing the import of
goods under formal, taxable channels and ending the substantial customs revenue loss that illegal
smuggling entail^.^' Third, by withholding MFN status from India, Pakistan may contravening its
obligations under the WTO Accord. The Accord's principle of reciprocity requires Pakistan to grant
India MFN status, since India, which is also a WTO member state, has granted Pakistan MFN status.
India has cautioned Pakistan of its right to lodge a formal complaint at the WTO's dispute tribunal.
Should India successhllypursue its case, Pakistan would have to accord India MFN status, failing
which it may risk exposing itself to punitive trade sanctions by other WTO signatories or possible
expulsion from the organization.
The Pakistani government's policy on the MFN issue, presently in the Pakistani media
spotlight, seems equivocal. Pakistan's former Federal Commerce Minister, Chowdhury Ahmad
Mukhtar, had repeatedly affirmed his government's intent to honor its commitments under the WTO
Accord. At the same time, the government is trying to allay the apprehensionsof Pakistani industry
which is threatened by Indian competition. The government feels a need to institute a level playing
field to address these apprehension and is attempting to link the MFN issue to the acquisition of
concessions from India in other fields.23 Pakistani reservations notwithstanding, the odds are
favorable that it will grant India MFN status in the near f i ~ t u r e . ~ ~
Commission on Free Trade: Bilateral free trade must be pursued by India and Pakistan in a
manner which is consistent, systematic, flexible, and closely coordinated through all phases of
planning and implementation. An India-Pakistan Commission on Free Trade, jointly headed by the
Prime Ministers of India and Pakistan and composed of a team of dedicated and experienced Indian
and Pakistani administrators and economists, should be created to formulate an action plan for the
establishment of the bilateral fiee trade area and, later, monitor its implementation. To ensure that
22~ndian
goods smuggled and transhipped into Pakistan include livestock, spices, dyes, chemicals,
machinery, machinery parts, automobile accessories, alcoholic beverages, cosmetics, medicines, textiles, apparels,
jewelry, books, and video cassettes, while goods smuggled into India and Pakistan include gold, precious and
semi-precious stones, textiles and apparel and some agricultural products.
23~ithdrawal
of subsidies to Indian industries and exporters, re-opening of overland roads for trade,
reduction of Indian import tariffs, dismantling of non-tariff barriers and concessions to Pakistan on Kashmir.
Some Pakistani observers dispute that Pakistan must accord India MFN status, citing GATTIWTO provisions which
permit member states to restrict or even prohibit the imports of goods from other member states under certain
circumstances.
"~akistan's Federal Ministries for Commerce and Industry had earlier consulted various organizations and
consultants to examine the potential impact on Pakistan's economy in consequence of according India MFN status.
For a comprehensive review of the pros and cons from a Pakistani perspective see Ahson Saeed Khan, "Giving
MFN Status to India- Facts and Implications," Current Afiirs Digest (March 1996): 1 1 - 32.

52

Confidence Building Through Free Trade and Joint Ventures

diverse perspectives, insights and experiences are taken into consideration, all important Indian and
Pakistani agencies directly and closely involved in bilateral trade, both in the public sector, such as
the Ministries of Commerce, Finance and Industry, Customs Authorities, Trading Corporations,and
in the private sector, for instance, the Federation of Chambers of Commerce and Industry,
Confederation of Indian Industry, Manufacturers Associations, Exporters Associations, Export
Promotion Councils, must be represented on the Commission. In addition, major Indian and
Pakistani political opposition parties must be assured consultation rights both in the policy
deliberationsconcerning the free trade area and the action plan's formulation and implementation.
Their endorsement of the process must be attained to preclude a renegal on commitments in the
event of a change of government in New Delhi and Islamabad.

TariflBarriers: The manner in which tariffs are eliminated will determine the extent of the
benefits and the costs which accrue to and are incurred by India and Pakistan during the transitional
period - the period of time preceding the free trade area's creation - and subsequent to it.
The approach normally adopted by states in establishing free trade areas is to specify time
limits for the elimination of tariffs. This is appropriate if the states have dissimilar (complimentary)
production bases, but if their production bases are structurally quite similar and if their cost of
production levels are disparate, both of which apply to the Indo-Pakistani context, the tariffs must
also be eliminated in a closely coordinated manner in order to minimize the risks for the weaker
(predominately Pakistani) industries.
For the Indo-Pakistan free trade area, a viable approach would be to categorize all tradeable
goods into non-competing, competing and exempted products.

Non-Competing Goods: These consist of goods (raw materials, intermediate and
manufacturedproducts) which India exports or can export to Pakistan, but which are not produced
in Pakistan, and conversely, goods which Pakistan exports or can export to India, but which are not
produced in India. Furthermore, goods which are of similar function and purpose, but differ
significantly in appearance, design, performance andlor specification can be classified as
non-competing. Since trade in non-competing goods logically cannot entail risks for Indian and
Pakistani industries, a relatively short transitionalperiod, say, three years, would be appropriate for
eliminating the tariffs in this product category. For transparency, first, all supplementalduties levied
on each non-competing good should be combined with its custom duty to form the Aggregate Import
Tariff (AIT), which should serve as the base value used for calculating the products' subsequent
tariff rates, and second, all goods should be exempt from increases in custom and supplemental
duties in the transitional period. In order for the concession-induced trade-enhancement effect to
manifest itself sooner than later, India and Pakistan should offer a large initial minimum concession,
say fifty percent across-the-board to all goods, subsequentto which they are free to offer whatever
concessions(which are not necessarily identical) they deem appropriate as long as all tariffs reach
zero level at the end of the third year. Consider, for instance, Product X, which India exports to
Pakistan, on which Pakistan levies a custom duty of 60 percent plus a regulatory duty of 10 percent,
and Product Y, which Pakistan exports to India, on which India levies a custom duty of 35 percent
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plus a countervailingduty of 20 percent. The respective AIT values for Products X and Y would be
60 percent + 10 percent = 70percent (Pakistan) and 35 percent + 20 percent = 55 percent (India).
To comply with the minimum initial concession of 50 percent, India and Pakistan would have to
reduce their AIT's on Product X to 55 percent x 0.5 = 27.5 percent and the Product Y AIT to 70
percent x 0.5 = 35 percent at the end of year one. If they opt to phase these out by according
concessions of 35 percent and 1 5 percent, the applicable tariffs at the end of year two would be 27.5
percent - (55 percent x 0.35) = 8.25 percent (India) and 35 percent - (70 percent x 0.35) = 10.5
percent (Pakistan). These rates would reach zero level at the end of the year three.
Competing Gooh: These consist of raw materials, intermediate and manufactured products
which can or which are being manufacturedin India and in Pakistan for domestic consumption and
(but not necessarily)for export, and where there is a possibility that initiating or expanding bilateral
trade in these goods may cause consumer demand in India and Pakistan to divert from domestic
supply sources to imports at a level which may pose a risk for domestic import-competing
industries. Since Indian goods are, by and large, cheaper and hence more competitivethan Pakistani
goods, the main challenge lies in eliminating tariffs in a way which ensures that disadvantaged
Pakistani industries can compete with Indian industries, and at the same time, ensures that
disadvantaged Indian industries can compete with Pakistani industries. The elimination of import
tariffs on competing goods may be undertaken using a two-fold strategy:

For those goods produced in India and Pakistan in which neither state has a comparative
advantage (meaning goods which are competitive in each others markets), the AIT values for
identical goods should be equalized across-the-board; the lower of the product's two AIT values
should be chosen as the equalization value.25 Tariffs in this product category should be eliminated
within four years. India and Pakistan must refrain from levying any customs and supplemental
duties on the goods. A minimum initial tariff concession, say thirty percent, should be applied on
all goods.
Trade in goods in which India or Pakistan have a definitive comparative (and hence
competitive)advantage could pose acute risks for domestic import-competing industries and hence
extreme caution must be exercised when phasing out tariffs. These risks can be minimized (but not
eradicated) if India and Pakistan coordinate their concessions to even out this competitive
differential. Tariffs must be eliminated in six years and analogously all goods must be exempt fiom
the imposition of additional custom and supplemental duties.26An illustrativeexample: if India has
a moderately large comparative advantage over Pakistan in a specific good, Product 2,it could

"price is not necessarily the sole determinant of a goods competitiveness since quality may be equally or
more important product evaluation criteria for consumers. A product may be considered competitive even if it is
costlier if it is of superior quality. Except for a small Indian and Pakistani elite class which favors imported products
over domestically manufactured ones, consumers however tend to be more cost than quality conscious.

2 6 ~ h iwould
s
also coincide with the year 2005, the final target date for the establishment of the South Asian
Free Trade Area (SAFTA).
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eliminate its AIT on imports of Product Z from Pakistan over, say, five years initially by according
Pakistan larger concessions (forty percent, thirty percent) followed by smaller ones (ten percent) at
the end of the subsequentthree years. Pakistan could eliminate its AIT on imports of Product Z from
India by initially according India smaller concessions (fifteen percent) for four years followed by
a large terminal concession (forty percent). Should India have a major comparative advantage, it
could eliminate its AIT, say, in three years while Pakistan defers the commencement of its AIT
elimination for that time. The advantage of this approach is that it enables less competitive Pakistani
goods to compete in India's market, and likewise, for less competitive Indian goods in Pakistan's
market. Consequently,the apprehensions of the industries in question are allayed and pursuing free
trade becomes politically less controversial. Its drawback is that it favors less efficient industries
over more efficient ones, however, since this is only a transient arrangement since Indian and
Pakistani industries must ultimately compete on equal footing in a unified, tariff-less market for
which they will have ample opportunity and incentive to prepare from a position of relative safety.
Exempted Good: These consist of those goods which the governments of India and Pakistan
may desire to exclude temporarily, indefinitelyor permanently, from the ambit of bilateral free trade.
Usually, free trade area accords incorporate provisions exempting from preferential trade "strategic"
or "sensitive" economic sectors, industries and products whose existence is perceived to be
endangered by external competition when tariff and non-tariff barriers are dismantled. Exemptions
in reasonable measure are justifiable but must be subject to clearly specified limits in order to
discourage both governments from soliciting across-the-board exemptions at the behest of powerful
domestic industrial lobbies.

Exemptions should be confined to the agricultural sector, which is traditionally the prime
source of subsistence for the large, predominantlyrural-based populationsof India and Pakistan, and
in addition, to a maximum of ten industrial sectors or thirty-two specific product categories. India
presumably may solicit exemption for some consumer goods industries which are heavily protected
from external competition behind high tariffs and non-tariff barriers, while Pakistan may seek to
exempt its major agro-based industries (edible oils, processedrice, sugar, wheat) and its automobile,
cement, fertilizer, iron and steel, pharmaceutical, and textile industries.
Exemption must not be construed as implying an indefinite blanket ban on bilateral trade in
the goods in question because such trade may still be feasible, and thus desirable, under certain
circumstances. For instance, if India or Pakistan were to simultaneouslyincur a production shortfall
and exportable surplus in an exempted good, the shortfall-incurring state should, in order to bridge
the domestic production deficit, permit the import of the required quantity of the exempted good in
question from its surplus-incurring partner. No risk for the shortfall-incurring state's agricultural
sector and exempted industries would arise and at the same time bilateral trade would be further
expanded.27 Hence, no obstacles stand in the way of a brisk elimination of import tariffs on

27~akistan
imported large quantity of wheat imports from Australia and the United States in 1995196
although India could have provided Pakistan's entire need and at comparatively cheaper cost.
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exempted goods and may be undertaken analogous to non-competing goods: over an initial
three-year period with a fifty percent minimum tariff concession.
Non-TarlflBarriers: The elimination of import tariffs cannot induce a substantial expansion
in bilateral trade unless Indian and Pakistani non-tariff barriers are also eliminated at an early stage.
India's imports, in particular, are heavily subject to non-tariff barriers. The India-Pakistan
Commission on Free Trade should compile a comprehensive list of non-tariff barriers relevant to
bilateral trade and ensure that, barring a small separate list of prohibited imports (negative list) for
both states, these barriers are phased out over a one-year period. Resort to quantitative import
restrictionsand voluntary export restraints by India and Pakistan should continue to be permissible
but these should be confined (apart from regulating the volume of trade in exempted goods) to the
transitional phase and used only in justifiable circumstances to counter a sudden, sharp surge in the
import of a competing product that poses a risk for domestic industries.
Rules of Origin: There is the possibility that Indian and Pakistani importersmay use the free
trade area as a means for circumventing high import tariffs and non-tariff barriers applicable on
goods imported from third states and hence gain undue preferential access for goods in question in
both states' domestic markets. This means, for instance, that Indian importers may seek to route
their imports from third states through Pakistan rather than import directly into India, and vice versa.
The incentive for import diversion is especially strong if the Indian (or the Pakistani) tariff on a
product is substantiallyhigher than the sum of the partners tariff on that product plus its applicable
preferential import tariff in the transitional period.2s For the exchequer of the circumventing state,
this would entail a customs revenue loss, which would accrue in part to the exchequer of its lower
tariff partner, and more ominously, if the import of the goods is prohibited or restricted, it may pose
an potential risk for its import-competing industries.
A mechanism must be devised that minimizes (if not eradicates) the import diversion risk.
The "Rule of Origin" is an effective instrument in this respect and is frequently used in free trade
areas. It means that a product must have a minimum specified percentage of local content, termed
"cumulative value-addition" in order to be concession-eligible. A product's cumulative
value-addition can be ascertainedby juxtaposing the value of local materials and labor added to the

"1f 1ndia imports, say, a certain product to the value of $100 million from a third country subject to an AIT
of eighty-five percent while Pakistan's corresponding AIT is forty-five percent, and if the preferential tariff rate at
that point in time in the transitional period is ten percent, then, by routing their imports through Pakistan, Indian
importers would incur a total customs duty equivalent to $100 million x (forty-five percent + ten percent) = fiftyfive million dollars instead of 100 million x eight-five percent = eight five million dollars had they directly imported
the product. The Indian exchequer would lose this eight-five million dollars in customs revenue but would gain an
amount equivalent to the product's import value multiplied by the preferential tariff (ten million dollars) with
Pakistan so that its net revenue loss would be eight five million dollars - ten million dollars = seventy five million
dollars. The Pakistani exchequer would gain customs revenue equivalent to the product's import value multiplied by
the applicable import tariff: $100 million x forty five percent = forty-five million dollars. In a customs union, this
import diversion problem would not arise because both India and Pakistan would adopt a common external tariff
schedule.
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product's ex-factory price whereby these material and labor components can originate in more than
one free trade area member state. This means that if a product is manufacturedpartially in India and
partially in Pakistan using materials and labor from India or Pakistan or both, it's cumulative
value-addition is 100 percent, which would decline if production inputs are imported from, or if the
production process is partly undertaken in, other states.
In the Indo-Pakistan free trade area, the cumulative value-addition requirement must be
carefully chosen. A level that was too high would disbar several traded or tradeable products from
concession. A sectoral-based rather than generalized across-the-board specification would be
appropriate. Since India has a larger, more diversified raw material and industrial base, its
manufactured goods presumably will exhibit generally higher cumulative value-addition levels than
Pakistani goods, especially in regard to those goods that are based on fairly advanced production
processes such as machinery and components. Lower requirements should initially be set for
Pakistani goods, so that these are concessions~ligible,and should be progressively raised to
encourage Pakistani manufacturers to source their imports of production inputs from India.

Economic Policy Coordination: During the transitional period, there is a good chance that
some Indian and Pakistani import-competing industries will gain a comparative advantage, in turn
disrupting the bilateral competitive equilibrium. For instance, if an Indian industry from a position
of competitive parity gains a comparative advantage over a Pakistani industry, resulting say from
an abrupt surge in the product's manufacturing cost in Pakistan, that industry may become
non-competitive and its existence endangered. This poses a dilemma: while Indian or Pakistani
industries are well within their rights to strive for and to gain a comparative advantage, fairness
demands that a protective mechanism is devised to protect disadvantaged industries in the
transitional period.
An effective measure that may quickly counteract such a competitive disequilibrium if and
when it emerges is to adjust the tariff elimination schedule. This implies that if an Indian industry
gains a comparative advantage, then to restore the competitive equilibrium, India must increase the
tariff concessionsto Pakistan on the product(s) in question. While this approach has the advantage
of flexibility and can be applied quickly, it discouragesimport-competing industries from improving
their operational efficiency and promoting innovation, since these are in fact being penalized. An
alternative approach that largely averts this shortcoming (but is inherently quite complex and may
be rather difficult to coordinate) is for India and Pakistan to converge or at least bridge the gap in
the numerous variables and factors in both states that cause competitivedisparity (i.e., inflation rates,
relative changes in wage differentials, bank lending rates, domestic taxes and excise duties, fiscal
Should this still fail to prevent
and monetary policies, and investment incentivesand con~essions).~~
the emergence of competitive disparities, the alternative could be to resort to quantitative import

29~here
are numerous comparative advantage determinants as well which are outside the ambit of both
governments' control, for instance, technological innovation, dynamic and motivated management and workforce,
better cost efficiency and superior marketing strategies.
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restrictions or voluntary export restraints, which would constitute a very effective protective
mechanism, but their use should be confined solely to the transitional period.
Additional Bilateral Trade-Facilitating Measures: The elimination of tariffs and non-tariff
barriers per se cannot induce a large expansion of trade between India and Pakistan unless and until
the myriad other formidable hurdles to bilateral trade are swiftly eradicated.
Consideration should be given to the following measure^.^'
Administrative Measures: The rules, regulations and procedures for trade between India and
Pakistan are confusing for importers and exporters. Hence, all relevant rules, regulations and
procedures concerning customs clearance, quality control, pre-shipment inspections of goods,
opening of bank letters of credit, and so forth must be simplified and standardized. Likewise, Indian
and Pakistani arbitration laws, regulations, and procedures pertaining to bilateral trade must be
simplified and standardized. A trade arbitration center should be establishedto arbitrate in bilateral
trade disputes; its proceedingsmust be fast, its decisions binding, and, where necessary, backed up
with harsh sanctions against errant traders to deter them from reneging on their commitments.
Furthermore, businessmen must be exempt from the stringent, time-consuming visa
procedures and humiliating regulations that are in force, such as the mandatory police reporting
requirement for visitors and their confinement to pre-specified localities. Scrapping the visa
requirement for businessmenor automaticallyissuing visas to them on arrival at Indian and Pakistani
air, land, and sea ports of entry should also be considered.
Communication Measures: India and Pakistan should re-open their overland highways for
bilateral trade.3' A jointly established and administered fund that could be used for repairing
dilapidated highways, enhancing their vehicular traffic capacity and, where deemed prudent, for
pursuing inter-linking schemes aimed at upgrading some of the numerous roads that extend up to
the India-Pakistan border into all-weather, overland, connected highways.
India and Pakistan should sign a Trade Transit Accord that would allow trade access to
markets of neighboring states through their territory. The Accord is unlikely to enhance bilateral
trade significantly but is important for two reasons. First, India and Pakistan could procure cheap

3 0 ~ eSAARC
e
Study on Trade, Manufacturers and Services, op. cit., 96; Economic Cooperation in the
SAARC Region: Potential, Constraints and Policies (New Delhi: Interest Publications, 1990): 256; S.S. Colombage,
Payments and Monetary Cooperation (Islamabad: Friedrich-Ebert Foundation, 1993); Working Paper on Shaping
South Asia's Future: Role of Regional Cooperation (Kathmandu: Freidrich-Ebert Foundation May 19-20, 1994).
3 1 ~May
n 1996, the Pakistani government offered to re-open bilateral trade the road passing the Wagah
border post, which has been closed since the Indo-Pakistan war of 197 1 . India's Commerce Ministry favon this but
the proposal is strongly opposed by India's security agencies who apprehend an infiltration of "subvenives" from
Pakistan into India. See Ajay Bharadwaj, "Government Agencies Differ on Opening of Route for Trade," The Times
of India (New Delhi: June 24, 1996).
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goods from neighboring markets, an advantagethey may not be in a position to capitalize on without
a transit arrangement. Second, such an accord may attract foreign investors because it would enable
products to be sold in neighboring states apart from the combined Indo-Pakistani market.
India's Central Asian trade and investmentnexus, which registered a precipitousdecline after
the Soviet Union's dissolution, is currently on the upswing. In April 1995, India, Iran, and
Turkmenistan signed a transit protocol allowing Indian traders the right of transit through Iran to
T~rkmenistan.~~
However, India is keen to diversify its transit options. The Indian government has
approached Kazakhstan to urge Pakistan to grant India the right of trade transit through Pakistan,
which would allow its traders cheaper and quicker access to the Central Asian market (and the
markets of the Russian Federation and Europe) than is possible under the Iranian transit
arrangement?3 Pakistan is presently contemplating various options to facilitate its communication
links to the Central Asian states; it is striving hard to promote political, economic, and cultural ties,
to ensure its traders access to the Central Asian markets and concurrently provide access for the
land-locked Central Asian states to the Arabian Sea.34 Hence, Pakistan should grant India the right
of trade transit once its schemes are operationalized. India, as a reciprocal gesture, should grant
Pakistan the right of trade transit through its territory to facilitate Pakistan's trade with Bangladesh
and the landlocked South Asian states, Bhutan and Nepal.
Air and shipping links between India and Pakistan must be expanded. Charges for freight
shipments,cargo clearing, processing and storage at all Indian and Pakistani air, land, and sea ports
must be drasticallyreduced. Senselessregulations such as the Protocol on Resumption of Shipping
Services of 1975, which prohibits Pakistani vessels with cargo destined for Pakistan from loading
cargo destined for third states in Indian ports. Telecommunication (telephone, fax, telex, and
electronic mail) links and postal servicesmust be consolidatedand their applicable tariffs drastically
slashed.

Financial Measures: Strong and sustained contacts must be established between Indian and
Pakistani commercial banks, which are prime sources of trade credit. The governments of both
32

See The Tribune (Chandigarh:April 19, 1995).

33

See The Hindu (New Delhi May 25, 1995).

34Theseinclude the construction and commissioning of a rail link from western Pakistan via Afghanistan to
Turkmenistan and separately to Uzbekistan, and more recently a road link to Tajikistan through the Pamir mountain
range. However, because of the relentless and intense inter-factional conflict in Afghanistan these plans were put
on hold. However, their prospects have improved lately in light of the spectacular military successes achieved by
the Talibans, an enigmatic, resourceful and powerful force of Islamic fanatics with supposedly pro-Pakistani
leanings who recently captured Kabul and presently control most of Afghanistan, including those areas through
which the lines of communication between Pakistan and Central Asia must traverse. The Karakorum highway which
links northern Pakistan with China's Xinjiang province has been extended to Kazakstan and Kyrgyzstan and a
quadrilateral trade transit agreement was signed in March 1996 by China, Pakistan, Kazakstan and Kyrgyzstan.
Iqbal Mirza, "Protocol to Implement Transit Trade signed with China and Two Cenral Asian states," Business
Recorder (July 2 1, 1996).
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states should encourage their nationalized commercial banks to take the initiative in opening
branches on a reciprocal basis. These branches should concentrate mainly on handling the financial
transactions and formalities relating to bilateral trade. As a conciliatory gesture, the Pakistani
government should return to its owners those Indian commercial banks it confiscated at the outset
of the India-Pakistan war of 1965 and that could continue functioning in Pakistan primarily for this
purpose. The Indian and Pakistani Central Banks (the Reserve Bank of India and the State Bank of
Pakistan) shouldjointly establish and administer a Trade Promotion Fund for the supply of import
and export credit at concessional rates to traders. Indian and Pakistani nationalized commercial
banks, which in past years were required by both governments to provide loans to prioritized
economic sectors at concessional rates and soft repayment terms and conditions, could likewise be
required to provide the bulk of the Fund's resources.
India and Pakistan must be willing to provide trade credits on a unilateral or reciprocal basis,
as they have frequently extended to other developing states in the past. Furthermore, bilateral trade
in both states' respective currencies must be promoted as an alternative to trade based on hard
currency. Such trade is already taking place in the context of India's bilateral trade with Bhutan and
Nepal where the Indian Rupee is an acceptable medium of payment. An India-Pakistan Clearing
and Payments Arrangement should be created in order to enable trade between India and Pakistan
in their respective currencies. Non-monetary payment modes such as barter, counter-purchase
agreements, and switch-trading should also be encouraged. Indian and Pakistani state trading
corporations could function as useful intermediariesin this regard as they have occasionallypursued
transactions of this kind on a large scale in the past.

InformationalMeasures: Effective information acquisition and dissemination mechanisms
are crucial for bilateral trade to expand substantially. Four measures merit special consideration.
Close and intensive contacts between both business communities must be initiated and
existing ones intensified. The respective Federation of Chambers of Commerce and Industry and
Export Promotion Councils could play instrumental roles in this regard by regularly organizing
business conferences, seminars, and workshops to enable businessmen to meet and discuss bilateral
trade related issues, prospects, and problems. Networking between Indian and Pakistani
Manufacturersand Exporters Associations can ensure the flow of specialized information and must
be strongly encouraged.
To help familiarize both business communities with trade opportunities, the Federation of
Chambers of Commerce and Industry and the Export Promotion Councils of India and Pakistan
should jointly organize an annual India-Pakistan General Industrial Exhibition and Trade Fair, held
alternately in important industrial-commercial hubs such as Mumbai and Karachi. This event should
be supplemented by a series of specialized joint industrial exhibitions and trade fairs devoted to
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selected industrial products and product categories of potential trade intere~t.~'
Permanent display
centers must be establishedin Indian and Pakistani cities to exhibit goods and products of each state.
An India-Pakistan Trade Advisory Bureau with offices in all important Indian and Pakistani
industrial-commercial centers should be created to accurnulate,process, and disseminateinformation
on salient laws, regulations, and procedures pertaining to bilateral trade. The Bureau should also be
assigned the responsibility for commissioning and publishing informational material concerning
bilateral trade. This material could include product catalogs, information bulletins, and directories
for manufacturers and exporters.

Phenomenal advances in the information technology field in recent years, notably the
proliferationof electronic information networks, may be useful in enhancing bilateral informational
flows. Presently, both business communities can obtain limited information relevant to bilateral
trade through various international databases3'j An on-line, and easily accessible India-Pakistan
Trade Information Database should be created to disseminate comprehensive and up-to-date
commercial informationto prospective traders. The database could emulate the Federation of Indian
Chambers of Commerce and Industry's renowned BISNET System, which is accessible in eightynine Indian localities and offers its subscribers a broad range of services -news summaries from
newspapers, journals, and brochures, bulletins on the Indian economy, businesses and companies,
national macro-economic and micro-economic policy updates, weekly, monthly, and annual
statistical data on the Indian economy as well as specific sectors, profiles of cities, industries,
companies, products, technologies and national and international markets, inquiries relating to
import and export, consultancy services, technology and joint-ventures, information on
nationallinternationaltrade fairs and business conferences, as well as access to business directories
and global business databases.

Bilateral Joint Ventures
Opportunities for Indo-Pakistani Industrial Joint Ventures
Bilateral trade apart, the field of industrialjoint ventures offers an opportunity to consolidate
economic ties between India and Pakistan. Industrialjoint ventures require the pooling of the factors
of production- capital, technology, know-how, labor, and managerial expertise - by the venture
partners with a view to producing goods. The ventures can range from small-scale, confined to the
production of one or few products in small quantities utilizing small investment, to large-scale
ventures that involve substantial investments for producing a wide range of products. For joint

35Thefirst SAARC industrial exhibition was held in New Delhi in January 1996 and attended by a large
number of businessmen from India, Pakistan and other SAARC states. The second SAARC industrial exhibition is
scheduled to be held in Pakistan in January 1997.
3 6 ~ ~ ~ an
~ electronic
~ n e t commercial
,
database on South Asia is under development by the SAARC
Chamber of Commerce and Industry (SCCI), which comprises the seven SAARC member states' national chambers
of commerce and industry.

Aurangzeb 2.Khan

61

ventures in the private sector, profit considerations are usually the overriding motivation; for joint
ventures undertaken by the public-sector corporations of the two states, the consolidation of
economic links between the states in question may be the dominant consideration.
India and Pakistan can both benefit by embarking on a comprehensiveprogram of industrial
joint ventures. Such projects require close, enduring ties from the initial conceptualization of the
project through implementation and administration. Industrial joint ventures have frequently been
proposed in the context of Indo-Pakistan economic ties but because of tensions prevailing between
the two states, these could not be undertaken and none are presently in the offing. Nevertheless,
their potential role in the consolidation of bilateral economic ties cannot be underestimated.
The technical and financial prerequisitesfor an extensive program of bilateral industrialjoint
ventures exists. India in particular, and Pakistan to a lesser extent, have implemented several joint
ventures, mostly in other developing states. A study undertaken by the Punjab-Haryana-Delhi
Chambers of Commerce and Industry concluded that by the end of 1994 India had implemented or
was in the process of implementing a total of 524 joint ventures in sixty-nine countries.37
Operational joint ventures (177) are concentrated in the industrial sector in fields such as light
engineering, commercial vehicles, iron and steel, chemicals and pharmaceuticals, textiles and allied
products, glass and cement products, pump and paper products, leather and rubber products, food
products, palm oil refining, and seed crushing. Some of the joint ventures under implementation
(347) are highly capital intensive and technologically challenging. By comparison, Pakistan has
implemented fewer joint ventures, mostly in light engineering such as cement and sugar plants,
textiles and apparel products.
Pakistan stands to benefit more than India from bilateral industrial joint ventures given its
smaller manufacturing and export base. Indian technologies, although comparatively less
sophisticated than those utilized by industrialized countries, are more appropriate for Pakistani
conditions because they are much cheaper, easier to maintain and generally more labor intensive.
Given India's much larger resource base, Indian businessmen should take the initiative in pursuing
industrial joint ventures with Pakistani venture partners. Consideration should be given to the
following:

Import-substitution ventures: Indian and Pakistani partners should undertake joint ventures
in Pakistan to manufacture goods that are currently imported from third states into Pakistan, but that
could be produced more cheaply within Pakistan itself, given the availabilityof the requisite capital
and expertise. Such ventures would enable Pakistan to reduce its imports, conserving its foreign
exchange reserves, and curtailing its merchandisetrade deficit. One drawback is that India may lose
out on potential exports of goods to Pakistan, and hence, preference should be accorded to producing

37 See The Patriot (New Delhi March 14, 1996). This figure includes both industrial and service-sector
joint ventures. It may be noted that India has also unilaterally transferred its technoIogies to a number of developing
states over the years.

62

Confidence Building Through Free Trade and Joint Ventures

goods that India manufactures for domestic consumption but that it exports in nominal quantities.
Export-oriented ventures: Indian and Pakistani partners should undertake joint ventures to
manufacture goods in Pakistan for export. In order to help diversify Pakistan's export base,
preference should be accorded to manufacturing goods that Pakistan does not produce. Given that
India's export base is more diversified,this should not pose a challenge. Competitionwith Pakistan
is unlikely to adversely affect demand for Indian goods in its export markets (with the probable
exception of textile and apparel products) since the goods in question are subject in general both to
less competitionon the suppliersmarket and less protectionismin consumer markets. Furthermore,
since the proceeds from the exports of the joint venture-produced goods will accrue partially to the
Indian venture partners themselves, no conflict of interest for India should arise. The benefits to
Pakistan would be an increase in the level of diversity and volume of its exports and, hence, in its
export revenues.
Linking ventures: Indian and Pakistani partners should undertakejoint ventures, both in India
and in Pakistan, to manufacture goods that are not finished products per se but are components of
capital and consumer goods marketed in both states or exported. The main advantage of linking
ventures is that it facilitates interweaving of production processes in India and Pakistan thereby
enhancing the structural integration of the Indian and Pakistani economies. With the passage of
time, these linkages may be impossible to sever without both states incuning a high cost.

A recent SAARC study has identified numerous fields where small, medium and large joint
venture projects between Indian and Pakistani entrepreneurs in India and in Pakistan can be
undertaken.
Prospective India - Pakistani Industrial Joint Ventures
India

Pakistan

I. Local Market Oriented Ventures
i) Food Processing:
Fruits and vegetables processing and packaging;
canning and preservation; breakfast foods; dairy
products, skimmed milk powder, starch and glucose,
malt; edible oils processing; sugar mills; instant tea
and tea blending and packaging.

i) Food Processing
Fish-meat industry; non-alcoholic beverages

ii) Agro-based Industries:
Pulp and paper mills; bagasse based news-print plant,
straw board, bags, ropes, mats, etc.; coir products such
as rubberized coir mattresses, coir yarn, carpet mats,
coconut shell charcoal as filler for plastic products,
coconut based animal feeds, etc.: solvent extraction
fiom rice bran; particle board plants.

ii) Ago-based Industries
Development of fisheries; boat manufacturing;
packaging and distribution of tea; edible rice barn oil
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iii) Textile and Leather.

iii) Jute and Cotton Textiles: Jute and textile
machinery, garments; Integrated textile mill with
spinning, weaving and fmishing facilities

I.

I

iv) Metal and Metal Products

iv) Leather Goods: Leather goods manufacturing;
tanninglcuring of hides and skin.

v) Transport Equipment: a. Automobiles, Twowheelers; three wheelers; light and heavy commercial
vehicles. b. Bicycles and parts. c. Automobile
components. d. Gas-based power plants.

v) Rubber and Plastic Products

vi)Non-electrical Machinery
a. Agricultural machinery and tractors. b. Jute, textile
machinery and spares. c. Tools. d. Foundaries

vi) Mineral-based Industries

I

vii) Electrical Equipment and Machinery
a. GLS Lamps. b. Electrical distribution
c. Household electrical equipments

-

I

x) Mineral Based Industries
a. Cement. b. Stone and lime industry. c. Sanitary
wares ceramics. d. Refractories

Ixi) Rubber and Plastic Products

vii) Pharmaceutical

viii) Carpet Industries

r
ix) Chemicals

x) Light engineering sport goods; surgical instruments
storage bateries.

I xi) Electrical engineering

xii) Energy
a. Thermal power. b. Gas-based power plants.
c. Hydroelectric power. d. Biogas plants
e. Petroleum refining

xii) Electronics

11. Export oriented Ventures
i) Garment Industry, ii) Sericulture, iii) Fishing and
Deep Sea Fishing, iv) Coffee, v) Gems

xiii) Power plants

I

I

1

viii) Electronic and Telecommunications equipments
a. Electronic goods, such as computers, TV sets, digital
watches. b. Rural telecommunications equipment
based on C-DOT technology

ix) Chemicals
a. Nitrogenous fertilizers. b. Industrial chemicals
c. Pharmaceurtical. d. Paints and varnishes
e. Pesticides
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I xiv) Automobiles

I
I

ISource: SAARC Study on Trade, Manufactures and Services.xv)APaper
I
publication of the SAARC Secretariat, Kathmandu,
1991, pp. 69 - 73.
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Promoting Bilateral Industrial Joint Ventures:
Some Policy Recommendations
The governments of India and Pakistan share responsibility for establishing a policy
framework that is conducive for their business communities, both in the public sector and in the
private sector, to extensively pursue bilateral commercial joint ventures. The following measures
may be helpful in this regard.
Both governmentsmust issue a joint policy declaration, backed by an assurance from their
parliaments, that guarantees the security of investments and non-interference in the operations of
the joint ventures. Psychologically, this move may eradicate any reservations harbored by Indian
and Pakistani businessmen who are reluctant to invest in joint ventures because of apprehensions
over the safety of their investments in the event of heightened political tensions between India and
Pakistan.
All rules, regulations, and procedures that are relevant to bilateral industrial joint ventures
must be simplifiedand standardized. To reduce the costs and risks that are inherent in joint ventures,
a package of fiscal and institutional support measures should be offered, such as custom duties
exemptions on production inputs imported from third states, tax exemptions, elimination of
restrictions on the bilateral transfer and repatriation of capital and remittance of dividends, the
signing of an accord for avoidance of double taxation, and buy-back assurances by Indian and
Pakistani state corporations for goods produced by the joint ventures.
An industrialjoint venture advisory bureau should be established to collect and disseminate
information on joint venture opportunities, as well as institutional and legal formalities and
incentives. The Bureau should also be assigned the task of promoting and coordinating contacts
between prospective Indian and Pakistani joint venture partners and financiers.
Substantial sums of money will be needed to implement an extensive program of joint
ventures. The commercial banking systems of both states, the prime source of credit for industrial
projects, may in the initial stage be hesitant to lend h d s for such projects. The Reserve Bank of
India and the State Bank of Pakistan could intervene by jointly establishing and administering an
industrialjoint venture promotion fund with a view to provide credit to prospectiveventure partners
on soft terms and conditions. Its resources could be obtained from public-sector commercial banks
and development finance institutions (on a mandatory basis), private banks (on voluntary basis) and
the international capital market.

Bilateral Cooperation in a Multilateral Framework:
The South Asian Association for Regional Cooperation (SAARC)
While political expediency has hindered the pursuit of cooperation between 1ndia.and
Pakistan, the establishmentof the South Asian Association for Regional Cooperation (SAARC) in
December 1985, has paved the way for India and Pakistan to strive for a meaningful level of
cooperation.
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The SAARC's objective, broadly speaking, is to expedite the social, economic and cultural
developmentof its member states and promote broad-based cooperation between them with a view
to promoting mutual trust, understanding, and peace and stability in South Asia. The Integrated
Program of Action (IPA), which is the core of the organization'sactivities,provides for cooperation
between SAARC member states in twelve fields.)'
Agriculture
Communications
Education and Culture
Drug Trafficking and Abuse Prevention
Environment
Health and Population Activities
Meteorology
Rural Development
Science and Technology
Tourism
Transport
Women in Development
Under the IPA, hundreds of activities have been organized, including the exchange of
scientific data, literature and material, compilation of research studies, reports, databases and
directories, organization of training programs, study tours, conferences, seminars, workshops and
expert group meetings, sport tournaments, artistic exhibitions and cultural festivals, and institutional
networking. The SAARC has established institutions for the dissemination of agricultural and
scientific information, meteorological research and tuberculosis prevention. The SAARC member
nations have also signed various conventions: the SAARC Food Security Reserve (SFSR), under
which member states are required to amass a food grain reserve for use in the event of a national or
regional food emergency; the SAARC Regional Convention on Suppression of Terrorism, which
provides for the prosecutionor extraditionof terrorists and exchange of information,intelligenceand
expertise; and the SAARC Convention on Narcotic Drugs and Pyschotropic Substances, which
envisages cooperation in drug demand reduction, law enforcement, and mutual assistance in
investigation, prosecution, and judicial proceedings.
At the supra-regional level, the SAARC has concluded agreements with agencies of the
United Nations Commission on Trade and Development (CTNCTAD) for acquisition of its Trade
Analysis and Information Systems (TRAINS), containing uptodate data on trade control measures
in fifty developed and developing states. It has signed agreements with UNICEF for cooperation
in holding joint studies, for exchange of documentation and for monitoring implementation of the
SAARC's child-related programs in SAARC member states. And it is working with ESCAP on

or or

a comprehensive overview of the organization's activities see SAARC in Brief A publication of the
SAARC Secretariat (Kathmandu 1994).
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joint studies, workshops, seminars and the exchange of information and documentation in several
fields.39An agreement with the Asia Pacific Telecommunity (APT) concerningthe development of
telecommunications in South Asia and with the International TelecommunicationsUnion(ITU) have
also been signed.
The SAARC has establishedthree schemesto fund projects and programs: the SAARC Fund
for Regional Projects (SFRP), to provide credit on concessional terms for the identification and
development of regional projects; SAARC Regional Fund (SRF), utilizing funds emanating from
SAARC member states or external sources, to expedite the implementation of specific IPA project
activities and programs uncompleted due to financial constraints; SAARC-Japan Special Fund, to
finance projects and programs identified and chosen partly by the Japanese government and partly
by the SAARC member states them~elves.~'
The SAARC has prioritized five schemes aimed at promoting contact-building between its
member states' citizens:
SAARC Audio Visual Exchange Program (SAVE), under which regular
radio and television programs on social, cultural and developmental aspects
and a quiz are held;
SAARC Scheme for Promotion of Organized Tourism, under which
tourism is promoted and participating persons are entitled inter alia to
concessional air fares;
SAARC Chairs, Fellowships and Scholarships Scheme (SCFSS), under
which interaction between students, scholars and academics in member
states is promoted;
SAARC Youth Volunteers Program (SYVOP), under which youths are
given the opportunity to work in agriculture and forestry extension in
another SAARC state;
SAARC visa exemption scheme, under which specified dignitaries and
their accompanying spouses are entitled to visa-exempt travel to other
member states.
To promote cooperationbetweennon-governmentalorganizationsin member states, SAARC
has granted affiliated status to some regional apex bodies such as the SAARC Chamber of
Commerce and Industry (SCCI), which is composed of the national chambers of commerce and
industry of its seven member states, and the Associationof SAARC Speakersand Parliamentarians.

39~overty
alleviation, human resource development, trade promotion, foreign direct investment,
environmental protection, prevention of drug trafficking, and so forth.
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The SAARC's goals of promoting cooperationbetween the states of South Asia is endorsed,
both at the policy level and at the societal level, but the organization has encountered its fair share
of problems. Indc+Pakistan enmity is frequently seen as having spilled over into SAARC, retarding
the pace of cooperation. India apprehends that its neighbors, with most of whom it is embroiled in
bilateral disputes, may use the SAARC as a platform to gang up against it. Financial constraints
have hindered the SAARC's activities, confining them primarily to low-key schemes, and this
cannot be easily overcome due to financial limitations on the part of the SAARC states, and because
the SAARC discouragesthe acquisition of financial assistance from external sources with a view to
promoting self-reliance.

Science & Technology:
A Field for Future Indo-Pakistani Cooperation?
A strong, broad-based, collaborativerelationshipbetween India and Pakistan in science and
technology symbolizes, apart from bilateral trade and commercial joint ventures, a useful channel
for strengthening bilateral links, and hence should merit serious attention by both government^.^'
Since gaining independence, India built a large scientific research and development
infrastructure bearing a colossal repository of information, expertise and experience. Owned,
administered, and funded predominately by the central and state governments, and in part by state
and private corporations, universities and autonomous agencies, India's scientific establishment
includes 2,500 institutionsand facilities spanning a number fields. India's scientific manpower pool
ranks as one of the largest in the developing world. Since 1947, Pakistan has evolved a fairly
comprehensive but much smaller scientific research and development infrastructure. Analogous to
India, it too has evolved primarily under the administrativeand financial patronage of the federal and
the provincial governments.
Cooperation between India and Pakistan in the science and technology field could assume
several manifestations, such as regular exchange of scientific data, literature and materials, joint
science and technology exhibitions, fairs, conferencesand symposia, creation of scientificdatabases,
institutional networking, establishment of a bilateral commission to promote and oversee scientific
and technological exchanges and unilateral transfers, and pooling of technical, financial, and human
resources with a view to develop more efficient technologies. Both states can benefit immensely
from a comprehensivecollaborativeprogram, especially Pakistan, given its comparative inferiority
vis-a-vis India in most scientific fields. Among the myriad possibilities and opportunities, three
important fields meriting special consideration for a collaborative program.

4 ' ~ h data
e used in this section has been taken from India 1993: A Reference Annual. A publication of the
Ministry of Information and Broadcasting, Government of India (New Delhi) 135 - 178; Pakistan 1995: An Oflcial
Handbook. A publication of the Ministry of Information and Broadcasting, Government of Pakistan
(Islamabad):123 - 132; Mahendra P. Lama & Prabhakar J. Lavakare, "Technology Missions for South Asia:
Cooperation in the High Tech Domain." Paper presented at the international seminar SAARC 2000 and Beyond, cohosted by the India International Center, Jawaharlal Nehru University, New Delhi, and the Konrad-Adenauer
Foundation, New Delhi, and held in New Delhi from March 22-24, 1995.
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Agriculture: India and Pakistan are agrarian states. Jointly, they account for around twenty
one percent of the world's population but barely three percent of its surface area. Low agricultural
productivity coupled with burgeoning population growth rates pose a formidable challenge for both
states to raise their food production to a level htat is commensurate with rising domestic demand.
Pakistan is currently experiencinga productiondeficit for which it has had to resort to costly imports
of agricultural commodities to overcome supply shortfalls. India however has succeeded in
increasing its level of food production to the extent that it presently bulk-exports some important
agricultural commodities such as wheat and sugar. Interestingly, while the bio-physical
environments of India and Pakistan are similar, Indian crop yields exceed Pakistani yields. Hence,
by assimilating Indian agriculturalexpertise, Pakistan may enhance its productivitywhich could help
it attain self-sufficiency in food production or curtail its reliance on food imports.
Industrial: Since independence, the governments of India and Pakistan have prioritized
national industrial development. Cooperation between Indian and Pakistani institutions closely
engaged in industrial research must also be prioritized. The Indian Council of Scientific and
Industrial Research (ICSIR) and its Pakistani counterpart, the Pakistan Council of Scientific and
Industrial Research (PCSIR) are important organizationswhich over the years have made immense
contributions to industrial development. The ICSIR has acquired considerable prowess in several
important fields, notably in production of agricultural and industrial machinery, agro-chemicals,
biotechnology, building construction techniques, coal and mining, food conservation and food
technology, electronics, environmental studies and monitoring, leather processing, materials,
petrochemicals, and pharmaceuticals. The ICSIR has also developed over 2000 technologies now
utilized in the Indian industrial sector. For its part, the PSCIR has developed the expertise to
establish small and medium-sized industrial units in various fields. It operates research and
development units for leather processing, industrial electronics, precision equipment and fuel,
scientific manpower training and development. By initiating a comprehensive expertise sharing and
joint research program, the ICSIR and PCSIR could prevent the duplication of research and
development work, thereby conserving considerable money, time and effort.
Space: India and Pakistan are pursuing space programs, an achievementunparalleledby other
developing nations. India's program is older and much more extensive than Pakistan's program and
under it several, mainly indigenously designed, constructed, and launched satellites have been
commissioned. India operates two categories of satellites: Indian National Satellite (INSAT) and
Indian Remote Sensing Satellite (IRS) series. INSAT's tasks are telecommunicational, resource
surveying, and management,meteorological observation, and data relay. It has played an important
role in extending telecommunication coverage to inaccessible areas (including off-shore islands),
in promoting interactive education, improving weather forecastingreliability, and in providing early
warning against floods and cyclones. The IRS likewise has multifaceted tasks such as assisting in
crop acreage and yield estimation, drought warning and assessment, flood control and damage
assessment, forest resources survey, urban development, water resources, and wasteland
management.
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Under Pakistan'sspace program,two telecommunicationsatellites,Badr-I and Badr-11, were
commissioned. The prerequisites for productive cooperation between India and Pakistan in space
exist. One viable possibility could be joint design, construction and commissioning of a jointly
owned and operated multi-purpose satellite (or satellites) for relaying information to both states on
some or all of the above fields. Pakistan could obtain information that its Badr satellites are
presently unable to access without having to invest large sums on developing technologiesthat India
already possesses, while India would benefit by incurring less constructionand commissioningcosts
since Pakistan would co-finance the project. A symbolic benefit would be that both states' defense
establishmentswould have to cooperate with each other since India and Pakistan's space programs
are controlled by their respective defense establishments.

Conclusion
This study has reviewed and assessed some possibilities for expanded economic linkages
between India and Pakistan. Given the dearth of political courage and vision which continues to
characterize the Indian and Pakistani leadership and the establishments, it is unlikely that these
collaborative schemes will easily be implemented. While domestic impulses and initiatives are
unlikely to improve the status quo in bilateral relations in the foreseeable future, India and Pakistan
may demonstrate more willingness to cooperate if prompted and aided by influential nations and
powefil institutions. Here the concerted intervention of the United States, Japan, Russia, the
European Union, United Nations, the World Bank, International Monetary Fund, and the Asian
Development Bank is needed. The assistance rendered to both states could be, for instance, in
concessional loans, grants, and donations, increased investments in India and Pakistan, preferential
access to their markets for goods produced by bilateral joint ventures, as well as the provision
technical assistance in facilitating the process of bilateral economic integration.
Erecting durable bridges of confidence and trust between India and Pakistan must be a
paramount policy focus. Optimism must prevail, but at the same time the importance of political
hurdles can not be underestimated. Yet, tremendous as the political hurdles undoubtedly are, they
are not insurmountable. India and Pakistan can, and should, take their cue from Europe's post-war
experience. The enmities that were so intense between western European nations barely 50 years
ago have succumbed to a realization amongst European states that their national interests are best
served in a firm and expanding cooperative framework. Economic Cooperation was a cornerstone
of the European political rapprochement process; the European Community has progressively
evolved from the humble European Coal and Steel Community (ECSC), established as a
Franco-German CBM in 1952, into a huge regional common market in which the uninhibited flow
of goods, services, capital, and people is a reality. Member states have developed a plethora of
common policies, legislation, institutions, and technical standards, and the potential for armed
conflict is nonexistent.
South Asia's two largest and most powefil nations, India and Pakistan, find themselves in
a position similar to the one which was once occupied by Europe's main adversaries. By showing
magnanimity, political foresight, courage, and full commitment, the way is open for both states to
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transform the bitter enmity of the past and the present into a meaningful and mutually beneficial
partnership for development into the future.

