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From The Desk of President, PAJCCI
This study is the follow-up of last year's business perception
survey report released by PAJCCI in December 2012. This
year's review specifically aims to capture the developments in
the last twelve months in the context of Pak-Afghan bilateral
and transit trade as well as opinions and perceptions thereof.
There are various notable trends. Formal trade flow from
Pakistan to Afghanistan has seen a downward trend in last
couple of years wherein the exports from Afghanistan to
Pakistan have registered increase. Pakistan's share in the
transit trade to Afghanistan has also declined whereas other
regional players, such as Iran, have begun to dominate.
With the objective of promoting bilateral and transit trade and to iron out ancillary
processes, Pakistan-Afghanistan Joint Chamber of Commerce and Industry (PAJCCI), was
established with the support of British High Commission (BHC) and Center for International
Private Enterprise (CIPE). PAJCCI is a joint collaboration between the Karachi Chamber of
Commerce and Industry (KCCI), Chaman Chamber of Commerce and Industry (CCCI), Khyber
Pakhtunkhwa Chamber of Commerce and Industry (KPCCI), and the Afghanistan Chamber of
Commerce and Industry (ACCI). As its current President, I am always grateful to Mr.
Muhammad Zubair Motiwala who is now the Co-President. The chamber is recognized and
licensed by both Islamic Republic of Pakistan as well as Islamic Republic of Afghanistan.
We are grateful to the PRIME Institute, an Islamabad based independent think tank, its
Executive Director, Mr. Ali Salman and his team members Sohaib Jamali and Sana Ikram for
preparing this insightful report despite various constraints amid a tight deadline. We hope
that the findings and recommendations of this report will help and facilitate future policy
discussion forums pertaining to Pak-Afghan bilateral and transit trade issues.

Khan Jan Alkozai
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From The Desk of Co-President, PAJCCI
Pakistan-Afghanistan Joint Chamber of Commerce and
Industry (PAJCCI) is a unique international entity established
in February 2012 with a motive to provide level playing field
for promoting the bi-lateral trade and investment, ensuring
transfer of technology, exploring new trade opportunities
and areas of mutual interests and promoting positive image
of both the countries across the globe.
In order to explore the untapped opportunities for the
businesses and identification of associated challenges,
PAJCCI undertook its first Business Perception Survey in 2012.
The survey became basis for revitalizing PAJCCI's efforts in
building the advocacy platform across the border and also gave access to knowledge
required to reinforce future strategic line of action. Keeping the resultant in view, this year
PAJCCI has again conducted a recap survey to evaluate effects of its endeavors and initiatives
along with measuring the influence of recent policy framework changes in both the
countries.
During short span of time, PAJCCI has been able to enhance its advocacy initiatives and have
been interacting with all the relevant stakeholders for acquisition of first-hand input on the
policies and systems being followed in both bi-lateral and transit trade across the border.
Additionally, it has been extremely vocal over the concerns of trading and business
community in both the countries and has established confidence of the stakeholders by
becoming the true representative of their overlapping stakes.
The study in context has helped vitally in unveiling the major potentials and also obstacles
that are and may in future hamper the growth of mutual business in these two countries.
From this platform, I greatly acknowledge the feedback and support of all the stakeholders
especially our members and government officials who have contributed to a greater extent
in making this research report a valuable contribution.
The immense support extended by PAJCCI President - Mr. Khan Jan Alkozai, our Afghan
counterparts and Executive body of Pakistan is highly commendable in ensuring this
successful venture despite political uncertainties and socio-economic challenges. I hope that
this report will aid greatly in defining the business and trading boundaries across the border
with a constructive mainstream trade flowing across the region.

Muhammad Zubair Motiwala
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Introduction
For the purpose of analysing Pak-Afghan bilateral trade, this report relies mostly on the data
compiled by Pakistan Bureau of Statistics and by the State Bank of Pakistan, given reliability
issues with that compiled by Central Statistics Organisation (CSO) Afghanistan's national
statistics organisation 1. Because of Afghanistan's weak institutional and organisational
infrastructure, CSO data is incomplete and unreliable to the extent that even the World
Bank's reports on Afghanistan usually cite two different datasets: total imports/exports and
official imports/exports, since the latter “differ very considerably” from total numbers 2.
However, for lack of alternate option, this report inevitably relies on CSO data, only in the
context of Afghanistan's trade profile with the world.
Here, a word of caution is necessary, as Hogg, Nassif et al (2013, p.xi) note, that collecting
reliable data on Afghanistan's trade with Pakistan or Iran is extremely difficult. The available
information is subject to 'large margins of uncertainty' and is often marked by
incompleteness and incomparability. Therefore, this report relies on multiple sources, where
aside from the sources cited above, the authors have relied on data published in news media
reports and journal articles.
The report relies on the perceptions and opinions of businessmen on the both sides of the
border, to assess the bottlenecks, issues and challenges in Pak-Afghan bilateral and transit
trade, including unauthorised or informal trade. Around 50 respondents were interviewed
in-person for this purpose; an open-ended interview style was used using a semi-structured
questionnaire to help gauge the opinions and perceptions of the stakeholders. Lastly, the
report benefitted from the minutes of various meetings of the APPTCA, a bi-lateral
committee with representation from the government.

1
2

For more details on data comparability and reliability, see PAJCCI (2012) - Annexure II. pp. 38-40
World Bank (2013a, p.9) & (2013b, p.11)

Pak-Afghan Trade: Trends and Issues

11

Pak-Afghan Bilateral Trade
Trade between Pakistan and Afghanistan has increased substantially during the last seven
3
years. From $0.83 billion in FY07 , total trade between the two sides is estimated to have
reached $2.35 billion in FY13, according to data compiled by Pakistan Bureau of Statistics.
While this growth is encouraging, given the two consecutive year-on-year declines since
FY11, the $5 billion total bilateral trade target 4 initially set for 2015 is likely to be missed.
As Afghanistan's principal supplier of goods, Pak-Afghan trade balance continues to be in
Pakistan's favour. This trend is likely to continue in the near to medium term, given
Afghanistan's weak export potential. Afghanistan's total exports are projected at $2.71
billion for the Afghan fiscal year ending December 2014. This is only a marginal
improvement over $2.52 billion recorded in the twelve months ended March 2009 5.

Table 1: Pak-Afghan Trade
FY07

FY08

FY09

FY10

FY11

FY12

FY13 *

Export to Afghanistan

253

1,151

1,393

1,572

2,335

2,248

2,068

Import from Afghanistan

76

91

93

139

172

199

288

Total trade

830

1,242

1,485

1,711

2,507

2,447

2,356

$ (mn)

Source: Pakistan Bureau Statistics (Originally in PKR; converted at average forex data released by SBP)

Figure 1: Pakistani Exports to Afghanistan
8%
7%

Pakistani exports to Afghanistan
(as % of total exports)

6%
5%

FY11rank: 2nd
4%
3%

FY04: Afghanistan ranks as
Pakistan’s 7th biggest
exports destination

2%
1%
0%

Source: Calculations based on SBP (Balance-of-Payment) data [Available at
http://www.sbp.org.pk/ecodata/index2.asp, downloaded on November 14, 2013]

FY04

FY06

FY08

FY10

FY12

Pakistani exports to Afghanistan have fallen in the last two years; Afghanistan is now the 6th
biggest export destination for Pakistan, from 2nd biggest destination in FY11, according to

3
4
5

FY refers to Pakistani Fiscal Year unless explicitly stated otherwise; Pakistan's Fiscal Year runs from July 1st to June 30th.
The News (2010)
World Bank (2013b, p.22)
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calculations based on data compiled by the State Bank of Pakistan. SBP data also shows that
total bilateral trade in the first quarter of FY14 has fallen 15 percent year-on-year.
Figure 2: Pak-Afghan Trade: Trends in first quarters
FY09 to FY14

Pak-Afghan trade: trends in first quarter - FY09 to FY14
$ in million
Source: SBP

452
329

326

308

275

1QFY09

1QFY10

1QFY11

1QFY12

1QFY13

261

1QFY14

The fall in Pakistan's exports is intriguing, when in fact Afghanistan's total annual imports
have been on the rise.
Figure 3: Total Annual Afghani Imports

Total Afghani Imports* ($ in bn)

12

*

Estimates only, includes both official and unofficial (smuggling) trade.

11.5

11

10.5

10

9.5

Source: World Bank (2013b). Till 2011 fiscal year runs Apr-Mar; fiscal year
for 2012 covers only 9 months, but projected over 12 months. Fiscal
years 2013 & 2014 are Jan-Dec. (F) World Bank Forecasts

9

2009

2010

2011
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One reason for decline in Pakistan's export
numbers to Afghanistan could be the rise of
informal trade across the border. One trade
observer highlighted how Afghan markets are
flooded with Pakistani textile products, such as
cloth and readymade garments, but the same is
not visible in official data. According to PBS
data, Pakistani textile exports to Afghanistan
stood at $28 million in FY12, making up for only
1.2 percent of total Pakistani exports to the
country.
The view of informality of trade is substantiated
by the World Bank (2013a, p.9), which states that “forty percent of [Afghan] trade is believed
to be unrecorded, mainly because of the weaknesses that exist in border security and
customs.” The World Bank's (2013b, p.3) subsequent assessment states that Afghanistan's
revenue collection in 2013 fell, in part, because of “leakages and weakness in administration,
particularly in customs”, implying an increase in informal trade in 2013.
The other plausible reason is the increase of Iran's exports to Afghanistan, due to which
Pakistani exports to Afghanistan have declined in the last two years. Although Pakistan had
a bigger share of Afghanistan's total trade, according to 2012 CSO data, Iran's trade with
Afghanistan has increased notably in the last ten years. From $120 million in 2002-03 and
$250 million in 2005 6, Afghan-Iran trade grew to more than $1 billion by 2012 7. More
recently, in just the first five months of calendar year 2013, Iran's exports to Afghanistan
stood at $1.18 billion, according to a new report by Azerbaijan's Trend News Agency 8.
Anecdotal evidence suggests that Iranian exports have started to eat into the share of
Pakistani exports in Afghanistan. One such example is that of cement exports: while Pakistani
cement exports that constituted more than 12 percent
of total Pakistani exports to Afghanistan in FY12
have fallen9 6 percent year-on-year to 3.2 million
metric tonne in Jan-Sep 2013, Iranian cement
exports have reportedly been chipping away the
share of Pakistani cement exports.

6
7
8
9

Milani, M (2006, p.251)
Gienger, V (2012)
Trend (2013)
BR Research (2013a)
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Afghan traders believe that trade financing facilities are very low between Afghanistan and
Pakistan. While a few Pakistani banks have branches in Afghanistan, there is no such
reciprocal activity by an Afghan bank. Afghan traders perceive that Pakistan's banking
system requirements, which may well be suitable for an emerging economy, have become an
obstacle for Afghan importers, who largely operate informally. In this context, Afghan
respondents also indicated demand of bank statement, letter of credit and insurance
guarantees as obstacles.
Respondents from Afghanistan would like to see their country as an attractive market for
Pakistan on account of long borders, demand for Pakistani products and their dominant
position vis-a-vis competitors. It has now become clear, however, that Pakistan currently
faces a significant challenge from Iran and thus competition will remain very intense.

Afghan Transit Trade
It has been three years since the signing of
Afghanistan-Pakistan Transit Trade Agreement
(APTTA). The agreement termed 'a historic
event' by local and foreign stakeholders was
signed in October 2010, after four years of
negotiations between the two sides. The
agreement became effective from June 12,
2011, replacing a similar treaty between the two
countries signed in 1965.
Amongst many other new elements, the new
treaty covers processes and modalities
regarding Pakistani exports to the Central Asian
states. The treaty also addresses the issues of pilferage, smuggling as well as identification of
specific trade routes within Pakistan and Afghanistan. To that extent, the new treaty is far
more comprehensive since it has inbuilt mechanisms to address the issue of unauthorised
trade. The new agreement permits the use of additional ports, more carriers including
Afghan trucks, and also additional border crossing points between the two sides.
There seems to be a consensus among Pakistani respondents that Afghan transit trade via
Pakistan has gone down significantly over the last few years; although, estimates of this
decline vary. Views from Afghanistan on this issue are mixed; however, the trend is certainly
downward. One respondent reported that transit trade via Chaman (Spin Boldak) is currently
5 percent of what it was during 2010. Giving an example of transit containers, another
respondent stated that transit trade via Pakistan has fallen about 75 percent from June 2011.
A Chaman-based respondent informed that about 100 transit containers passed Chaman
per day during 2009-10; however by 2010-11 that number dropped to 50 containers per
day, whereas currently that number stands at 5 containers per day. Commenting on overall
transit trade, one trade observer suggested that transit trade via Pakistan has halved over the
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last 3-4 years, where as a leading clearing &
forwarding agent reported that Afghan transit trade
via Pakistan between October 2012-2013 saw a
decrease of 60 percent, year-on-year.
The decline in transit trade is causing monetary losses
to Karachi Port, railways and truckers. Reportedly,
more than 3000 clearing / forwarding / border agents
in Karachi, more than 300 in Peshawar and more than
200 in Chaman / Quetta have been rendered
unemployed.
Respondents list several reasons behind the decline of Afghan transit trade via Pakistan.
Amongst a host of others, these reasons include outdated and under powered trucks, a
dilapidated road infrastructure near the border points of Chaman (Spin Boldak) and
Torkham, “extortion fees”10 at unofficial checkpoints of FC and Levies Force, a largely manual
paper-based system for clearance of documentation at Customs, “unnecessary delay” at
Customs for weeks due to which Afghan traders have to incur avoidable detention and
demurrage charges.
Aside from these hurdles there is another set of issues,
which a trade observer calls the “security overkill”,
referring to the three requirements of (a) bonded
carriers, (b) financial securities, and (c) tracking
devices. Voicing their concerns, respondents from
the Afghan side demanded that the requirements of
bonded carrier and insurance guarantee be
abolished, saying that tracker devices and the
documentation trail of the goods in transit are
sufficient to nail the perpetrators in the case of any
unlawful pilferage en route (Refer Box1: 'The end of
tea party?') .

10

The so-called allegedly collected “extortion fees” often runs up to Rs 40,000 per truck, a significant increase from what was
reported last year.
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Box 1:

The End of Tea Party?

Both anecdotal evidence as well as data suggests that slippages in the Afghan transit system
have reduced in the few years on account of the tightening of rules and procedures. The rolling
out of scanners, bonded carriers, insurance guarantees and the strengthening of customs at
border points has reduced the opportunities for pilferage during or en route the transit. One
respondent said that smuggling of goods from Afghanistan to Pakistan has dropped by 85%,
whereas the remaining 15% is also decreasing.
While substantiating these claims requires a separate in-depth study, the case of black tea
imports arguably the most cited example used to highlight slippages in transit trade provides
interesting insight. Anecdotal evidence had revealed that over the last few years Afghani
traders approach Pakistani wholesalers in busy markets - such as Karachi's Bolton Market - and
offer them tea etc at a 16-20 percent discount to what Pakistanis imported themselves. The
logical conclusion was that they were misusing the APTTA (PAJCCI, 2012b, p.20). This view was
substantiated by heavy quantities of black tea imported by Afghanistan a country where black
tea has only nominal consumption.
Figure 4: Pakistan's Tea Imports
150

Pakistani’s Tea Tmports
(million kilogram per year)

130

110

90

70

Source: Calculations based on PBS data
50
FY09

FY10

FY11

FY12

FY13

However, in recent years, total black tea import by Pakistan has been on the rise, implying that
the supply of black tea via smuggling channels have reduced substantially. According to
Pakistan Tea Association, annual tea consumption in Pakistan is in the vicinity of 240 million
kilograms. In light of this, the rise of tea imports in Pakistan from about 97 million kilograms in
FY07 to about 128 million in FY13 despite a nearly 50 percent jump in prices - suggests that
official tea imports have replaced a major chunk of the smuggled tea via Afghanistan transit
trade.
This view is further strengthened by gradual decline in black tea exports by Kenya to
Afghanistan. Commenting on the increase in tea exports to Pakistan and a simultaneous
decrease in exports to Afghanistan, the Tea Board of Kenya (TBoK) noted that “increased
exports to Pakistan and subsequent drop of tea exports to Afghanistan were attributed to
continued reduction in incidences of commodity smuggling into the country through
Afghanistan (TBoK, 2011, p.2) (Note).”
While this case study suggests that pilferage during the transit of Afghan bound goods via
Pakistan may have decreased, it does not prove that smuggling of tea and other goods back
into Pakistan has dropped to zero.
Note: TBoK's example is relevant because both Pakistan and Afghanistan importing 55-65 percent of black tea from Kenya
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Another major issue perceived to be hurting the Afghan transit trade via Pakistan falls in the
sphere of macroeconomic urgency. Respondents from the Pakistani side opined that
macroeconomic imperatives of increasing revenue collection has diverted the focus of
Federal Board of Revenue away from streamlining Afghan transit trade, since transit trade
does not yield any customs duties.

Supply routes for
NATO troops in
Afghanistan

The confluence of all these factors has reportedly diverted
Afghan transit trade from Pakistan to Iran despite the fact
that Afghan traders prefer to use Pakistan as their transit
point because of the ease of access, as well as tribal or
otherwise historical relations 11. According to a Briefing
Paper for Planning Commission of Pakistan12, Iran enjoyed 25 percent share of Afghanistan's total transit trade in
2010, against Pakistan's share of 34 percent. Iran's share
in Afghan transit trade has now reportedly gone up to 60
percent, according to some respondents. Even if it is
considered exaggerated, the trend is indisputable.

The reported diversion of Afghan transit trade also comes despite the fact that the logistics
system in Pakistan is superior than that of Iran's, and therefore officially offers far lesser time
and lower costs (Refer Box 2: 'Pakistan vs. Iran: comparison of logistics').
Commenting on the logistics comparison between Iran and Pakistan, respondents said that
it is the unofficial and under-the-table costs as well as the costs of unnecessary delay that
make transit via Iran a more reliable option. One respondent said that Afghan importers
only have to pay inland freight of $1250 per 20-22 ton container for transiting goods
between Bandar Abass port in Iran to Islam Qala the south-western border town of
Afghanistan. They say that Afghan trader do not have to pay any additional money under the
name of document preparation, customs clearance & technical control, ports and terminal
handling & etc. Respondents also add that Afghan cargo at Bandar Abass is cleared within 45 days at the most.

Bandar Abbas Port (Iran)

11
12

Parto, S; Winters J, et al, (2012, p.8, 20, 22, 32)
Ahmed, V (n.d)
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Box 2:

Pakistan Vs. Iran: Comparison of Logistics

LPI (Logistics Performance Index) shows the weighted average of the country scores on six key
dimensions:
1)
Customs: Efficiency of the clearance process (i.e., speed, simplicity and predictability of
formalities) by border control agencies, including customs;
2)
Infrastructure: Quality of trade and transport related infrastructure (e.g., ports,
railroads, roads, information technology);
3)
International shipments: Ease of arranging competitively priced shipments;
4)
Logistics competence: Competence and quality of logistics services (e.g., transport
operators, customs brokers);
5)
Tracking & tracing: Ability to track and trace consignments;
6)
Timeliness: Timeliness of shipments in reaching destination within the scheduled or
expected delivery time.
The LPI and its indicators are given on a numerical scale, from 1 (worst) to 5 (best).
Source: World Bank (2012)

Afghanistan 2007

Pakistan 2007

Iran 2007

Afghanistan 2012

LPI Score
5
Timeliness

Pakistan 2012

LPI Score
5

4

Customs

4

Timeliness

3

3

2

2

Customs

1

1

Tracking &
tracing

Logistics
competence

Iran 2012

Infrastucture

Tracking &
tracing

Infrastucture

Logistics
competence

International
shipments

International
shipments

TIME & COST OF IMPORTING/EXPORTING GOODS VIA SEAPORT *
Duration (days)

US$
Cost/container

Pakistan

Iran

Pakistan

Documents preparation

11

12

110

270

Customs clearance and technical control

3

2

200

175

Ports and terminal handling

3

4

150

225

Inland transportation and handling

4

7

200

800

21

25

660

1,470

Documents preparation

11

24

150

330

Customs clearance and technical control

2

2

200

220

Ports and terminal handling

3

5

150

250

Inland transportation and handling
Totals

2

6

200

1,300

18

37

725

2,100

Iran

Nature of Export Procedures

Totals
Nature of Export Procedures

Source: Doing Business (2013)

* Note: Cost measures the fees levied on a 20-foot container.
These include costs for documents, administrative fees for customs clearance and inspections,
customs broker fees, port-related charges and inland transport costs. It does not include customs
tariffs and duties or costs related to sea transport. Only official costs are recorded
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In contrast, Afghan traders say that when they use Karachi ports they are faced with various
challenges; and to resolve these challenges they have to pay speed money to clear the cargo.
These challenges include the double verification practice of 40 percent physical examination
(as against the 5% risk based examination allowed under APTTA under Article 21) as well as
scanning of the cargo.
The reliability factor is important because it does not only reduce hurdles and lower costs but
also streamline business activities of Afghan traders, in part by easing up the working capital
of the business. More importantly, it can also lead to export growth for the country.
Research13 suggests that a ten percent reduction in delay leads to 4 percent increase in
annual exports. In light of this, trade observers opined that Pakistan needs to adopt the international TIR Convention for a mutually beneficial trade relationship with Afghanistan and
with the region (Refer Box 3:'TIR System').

Box 3:

TIR System

TIR or Transports Internationaux Routiers (International Road Transports) is a global customs
transit system that is adopted or otherwise used by 74 countries. It is a system that can be used
by for intermodal transport - i.e. road / rail / inland water way / sea across multiple countries.
An international guaranteeing chain has been established under the TIR Convention to cover
duties and taxes throughout the journey by a single document called TIR Carnets. With a little
over 3000 TIR Carnets issued in its early days in 1952, the number reached to 3.25 million in
2008.
The system that uses standardized load compartments and secure sealing of containers (to
avoid smuggling) -- offers both transport operators and customs bodies a simple, flexible and
cost secure customs regime for carriage of goods across borders points, without any
intermediate check of the goods in carriage.
Amongst a host of other confirmed benefits, TIR helps reduce cost of trade, brings
transparency in customs procedures, facilitates coordination in international and regional
trade arrangements, reduces the risk of providing false or wrong information for customs
managers, and integrates trade procedures including activities, formality, collection,
presentation and distribution and processing of trade related data.
Pakistan is not yet a signatory to the TIR Convention. “Fearful of being required to open its
borders to India, Pakistan stated a reservation at the time of their initial signing of the TIR
accession paperwork [in 2004] which has prevented the country from becoming a Contracting
Party”, according to a study by Eurasia Business Platform, a US Chamber of Commerce
platform in Central Asia region.
However, if Pakistan is to become a trade conduit, as is being envisaged by the political
leadership, then it needs to become a contracting party to the TIR regime. As a trade facilitator,
TIR can open trade corridor to Pakistani exports to Central Asia as well as boost Afghan transit
via Pakistan. It can also help modernise bilateral and transit trade practises for better trade
integration with regional and global economy.
Source: This section relies heavily on (a) UN (2010), (b) Choshali, Shirsavar et al (2013) and (c) Eurasia Business Platform
(2011)

13

Djankov, Freund et al (2006, p.11)
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Informal Trade
Informal trade between Pakistan and Afghanistan has been
thriving for many years. There seems to be a perception that
informal trade between the two sides includes both informal
bilateral trade as well as smuggling of goods originally
brought under the Afghan transit agreement. The most cited
goods dealt in informal trade are reported to be livestock,
foodstuff, carpets, precious stones and vehicle parts.
Most respondents estimate the size of the informal trade to be $2.5 billion; in other words
equal to the size of formal trade, which roughly translates into $2.4 billion. It is not possible
to provide any breakdown of the informal trade of $2.5 billion into smuggling of transit
goods and informal bilateral trade. However, given the notion that Pakistan's share in
Afghan's transit trade has reduced to 20-30%, around 64% or
$1.5 billion can be estimated to be informal bilateral trade,
whereas $0.9 billion can be attributed to the smuggling of
transit goods. Bear in mind that pilferages in Afghan transit
or smuggling of transit goods is difficult to quantify with
precision, even the Office of Federal Tax Ombudsman
(Pakistan) noted: “determining the exact quantum of
pilferage containers in transit to Afghanistan is a task that
defies exact quantification”14.
Three main reasons are cited by the respondents as the factors behind persistent informal
trade. One is the sheer length and porous nature of the border
that makes it difficult to control cross-border informal trade.
A related problem is weak enforcement of law. Second, is the
confluence of two factors; (a) strong tribal relations across
the border, and (b) poverty in an area largely classified as
backward whose people have little or no vocational skills.
This, according to some respondents, discourages border
agencies to keep a vigilant eye on informal traders, since
tightening the circle too much too soon might increase risks
of a backlash.
The third most cited reason is flawed economic policy, specifically the duty differentials.
Goods in Afghan transit trade are exempt from any kind of customs duty, withholding tax,
sales tax, or advance tax. In contrast, all these taxes are imposed on similar goods imported
for Pakistan; and those taxes have a cascading affect of up to 35-40 percent on product to
product basis. This differential creates an incentive for Pakistani traders to join hands with
Afghan traders to import the goods under Afghan transit, transport them across the PakAfghan border, and then smuggle them back into Pakistan.
14
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Issues in APTTA Implementation
In pursuant to APPTA, Afghanistan-Pakistan Transit Trade Coordination Authority (APTTCA)
was established, “for monitoring, facilitating and effective implementation” of the
agreement. The APTTCA has met four times since 2011, the most recent being in early
October 2013. Since the signing of the transit trade agreement, the APTTCA has taken up a
number of issues to streamline the processes and ease the difficulties by traders on both
sides of the border. Some of these issues, however, are still left unresolved, whereas in the
case of others, the progress has been slow.

Partial Shipments: Partial shipments offer the flexibility to manage consignments in more
than one shipment. However, APTTA 2010 does not provide for it. Partial Shipment was also
not mentioned in Rules for Afghan Transit Trade issued by FBR under SRO-601; nor does
Afghanistan has any rules for partial shipment. In the absence of a policy provision, the
Pakistani government carries the practice of clearance of partial shipment on a case-to-case
basis. The Afghan importers have registered their demand to create a policy for partial
shipment in various APTTCA meetings15 however a clear policy decision is awaited. Pakistani
Customs have moved a summary to their board for the legal provision for partial shipment.
The procedure has been drafted but not yet approved by Customs Board. Once approved, it
is expected to greatly facilitate the transit trade.
Un-cleared consignments: Another example of slow
progress is the issue of disposal of around 200 un-cleared
Afghan transit containers, which were imported under
the ATTA 1965. These containers are lying at Karachi
Ports. While Pakistani side has been demanding an early
disposal, the Afghan side has usually referred to
reluctance of the importers to get them clear because of
accumulated demurrage and detention charges. Both
parties have now agreed to dispose the containers, in
accordance with the APTTA.

15
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110% guarantee on exports in transit: Afghan customs has been collecting 110% of the
declared value of Pakistani exports directed for the Central Asia, following the practice of a
similar collection by the Pakistani customs permissible under APTTA chargeable on Afghan
transit goods passing through Pakistan. This results in the blockage of funds of traders from
both sides which can be used otherwise for business activities. It was agreed in the 1st
APTTCA meeting16 in February 11-12, 2011, that the guarantee collected from Pakistani
exporters transiting goods to Central Asia via Afghanistan was to be “changed on based on
reciprocal arrangement under APTTA”. By September 2011, both sides had agreed to waive
the condition of collecting of financial security on reciprocal basis. Consequently, Pakistan
waived the condition with effect from September 14, 2011; however, the Afghan side was
still to implement the decision at the time of 4th APTTCA meeting in October 2013. At the
meeting, the Afghan side said that guarantee charged on Pakistani exporters will be waived
once their new transit system is rolled out after Eid-ul-Adha. It is to be noted that Pakistani
exports to Central Asia has more than doubled after the signing of the APTTA; though it is
still far below its export potential of $7 billion17 to the region. One view is that the APTTA
framework actually lays the groundwork for realization of this potential by facilitating
development of similar frameworks for Pakistani goods transiting to the Central Asia
through Afghanistan18.
Figure 5: Pakistan's Exports to Central Asian Region
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Electronic Data Interchange (EDI): As a business friendly usage of modern information
technology, Electronic Data Interchange (EDI) has been introduced, which will replace the
manual documentation for release of financial security, submitted by Afghan importers at
Karachi, and production of cross-border certificate. However owing to the technological
hitches and Afghanistan reservations over the assessment carried out by Pakistani customs,
as recorded in the APTTCA meeting, the EDI is yet to be launched even at pilot scale.
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18 Sarhadi, Z (2013)
17

Pak-Afghan Trade: Trends and Issues

23

According to a report by the World Bank earlier this year19, both countries had identified and
agreed upon the data elements; and test email had been exchanged.
As late as October 2013, at the time of 4th APTTCA meeting, however, the EDI pilot project
was still 'planned' to be launched at both sides of the Torkham border (with effect from
November 1, 2013). Government officials have informed that since November 1, 2013, EDI
has started for test run with an objective to check consistency of system and remove any
discrepancy/errors and the problems from Afghan interface have been spotted. The pilot
project was to be followed by systems audit from January 1, 2014. However, the audit will
now taken place in February. EDI project is agreed to be extended to Chaman, Harithan (near
Afghanistan-Uzbekistan border) & Sher Khan Bandar (near Afghanistan-Tajikistan border). In
the case of latter, a draft Memorandum of Understanding between Afghan and Tajik
Customs has been exchanged and their comments have been incorporated 20. Both Pakistani
and Afghani sides have also agreed to use EDI messaging for bilateral trade, with effect from
March 1, 2014.
However, one official said that EDI will actually be launched from April 2014. The delay from
the start of actual pilot phase - that was supposed to go live from November 1, 2013 - is
because of errors in the messages that were subsequently exchanged, which halted the
process. The errors included wrong container numbers, wrong net and gross weights etc.
from the Afghan side. Currently the two sides are rectifying the problems and plan to start
the message exchange as soon as possible.
Bonded Carriers: Bonded Carriers are transporters licensed by Pakistani Customs to carry
Afghan transit goods in Pakistan. This is a standard practice in many countries across the
world to ensure that only licensed transporters, who have deposited a certain amount with
the Customs as a guarantee or surety, carry the goods, so in case the goods are lost, the
government can reclaim the customs duty of the lost goods from those licensed carriers.
Afghanistan has maintained that the use of bonded carriers for Afghan transit goods results
in higher charges for their traders. One respondent interviewed for this study said that since
registered bonded carriers are short in number, they charge about 30-40 Thousand Rupees
over and above the market rates, thus exploiting their market dominance. Some
stakeholders, in fact, question the very need of bonded carriers when they do not even carry
any responsibility of the goods in-transit.

19
20

World Bank (2013c, p.12)
World Bank (2013d, p.16)
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There is also a misunderstanding between the two sides, as to whether the APTTA requires
the use of bonded carriers or not. The Pakistani side maintains that APTTA requires the
registration of transport operators, whereas the Afghan side denies any such assertion. As of
last APTTCA meeting, the matter was left for further discussion in the Customs Working
Group that was due to meet in mid-November 2013. Respondents, especially those from the
transportation sector, assert that there are ambiguities in the role and responsibilities of the
bonded carriers. For instance, bonded carriers argue that they should not be held
responsible for conduct of drivers or for some unforeseen accident, gang wars and security
situation. Similarly, they maintain that insurance guarantees to bonded carriers are not
released timely by Customs authorities and there needs to be amendments to that affect in
the relevant rules. On a related note, stakeholders say that the installation of trackers should
be the responsibility of bonded carriers rather than individual transporter. They say that
tracking companies should also be made accountable for prompt reporting in case of
slightest deviation of the route and must also report to custom agents in this context, who is
answerable to all stakeholders.
Change of containers: Respondents say that transfer of Afghan transit goods from one
container to another within Pakistani customs area is not allowed. Stakeholders say that
exports of Afghanistan transited through Pakistan have been severely affected due to this as
APTTA does not permit trans-loading & cross-loading at Peshawar. As per APTTA only
containerized shipments are allowed through Kabul to Karachi, whereas there are hardly any
direct containers available for exports from Afghanistan. They add that international
shipping companies allow only a limited number of weeks during which the Afghan traders
can keep their containers. Upon expiration of that period, a heavy detention charge is
payable with the passage of every week. So whenever Afghan transit goods are held up for
any reason at Pakistani ports “which is more often than not”- this charge can raise the cost
of doing business very drastically. The Afghan traders demand that they may be allowed to
transfer their cargo into a locally-owned container; which is not permissible by the Pakistani
side in line with APTTA.
APTTCA forum has provided useful opportunity to stakeholders to resolve the commercial
disputes between the two countries. This section has identified partial shipment, condition
of 110% guarantee, electronic data interchange and bonded carriers amongst issues which
may result into irritants in stronger business ties across the Durand line. The proceedings of
the APTTCA forum indicate that regular communication of business disputes and a strong
resolve to settle them can facilitate the business community on both sides.
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Afghanistan in Transition
As the year 2013 draws to a close, Afghanistan prepares itself
for three major transitions. The first of these is the security
transition as Afghan troops the Afghan National Security
Forces will take over the control from the NATO-led
International Security Assistance Force. The second is the
economic transition that originates from the ensuing fall in
military-assistance as well as from a fall in overall aid flows,
since $15.7 billion21 of annual aid to Afghanistan is
unsustainable. The third transition is going to be political in
nature, as Afghanistan's presidential election is due to be held in 2014, whereas its
parliamentary elections are due in 2015.
The outcome of confluence of these three transitions affecting Afghanistan's economy is
highly uncertain. But according to the World Bank 22, uncertainty about Afghanistan's
political and security transition has already led to a slowdown in economic growth in 2013,
following strong growth in 2012. It adds that “while the Afghan security forces have
demonstrated competence in responding to security incidents, uncertainty persists about
the security outlook after most international forces withdraw in 2014,” leading to a
slowdown in investments. New Afghan firms registered in the six months ending June 2013
fell about 40 percent to 2000, from 3500 in the same period last year.
The fallout of transition in Afghanistan on Pak-Afghan bilateral and transit trade can take
many forms. First, imports are expected to decline as aid is phased out. According to
estimates 23, Afghanistan's imports are seen decreasing by 1.2 percent per annum in the most
optimistic scenario and 10.7 percent in the worst case scenario, depending upon different
degrees of decline in aid flows and deterioration of security situation.
In the context of bilateral trade, Pakistan could be negatively
affected by these developments. Bilateral and transit trade
could be also negatively affected, in terms of smuggling or
trade through grey channels, if Afghanistan's customs
authorities and security forces become inefficient due to a
rise in insurgency or due to inadequate fiscal resources.
Iran factor: Alongside the transitions in Afghanistan,
another transition is brewing in the region that can have
significant impact on Pak-Afghan transit trade. After decades of cold and hostile relationship
between Iran and the US, there are hopes that the relationship would turn for the better.
Under the umbrella of 'P5+1' the group of five UN Security Council members plus Germany
Iran and the West have recently reached a 'historical breakthrough' whereby Iran will curb
some of its nuclear activities in return of initial sanctions relief.
21
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At one end, high cost of sanctions had forced the Reformist-backed government of Iran to be
forthcoming to the idea of negotiations. And the other, there is growing realisation in the US
that sanctions alone will not help the cause. Even after the first series of talks held in early
November 2013 failed, U.S. President Barack Obama argued for offering Iran “modest” relief
on sanctions in exchange for progress on nuclear talks. He also urged the US Congress to
hold off on imposing more economic penalties 24.
While overnight changes cannot be expected, there seems to be a clear momentum building
towards a peaceful and diplomatic solution to the US-Iran row. The deal 25 finalized between
Iran and 'P5+1' in late November maintains most of the sanctions on Iran, including on oil,
finance, and banking sectors. However, global powers have agreed not to impose any new
nuclear-related sanctions for six months and provide “limited, temporary, targeted, and
reversible” sanctions relief on selected business sectors 26.
The deal is interim in nature, but a permanent agreement is being sought by both sides for
which comprehensive talks are due to be held in the first half of 2014. A breakthrough in
comprehensive talks may lead to further lifting of sanctions from Iran, which in turn may
mean that major shipping lines resume their business with the country, whereas Iran's
banking and financial sector could also start growing. That, in effect, would further erode
the advantage Pakistan has as transit route, for Afghanistan, against Iran.
The point of concern for Pakistani authorities should be that Afghan transit traders are not
happy with Pakistani transit trade policies, procedures and facilities, especially via Chaman
border. According to PAJCCI's 2012 study 27 traders, representatives of transport firms and
border agents in Pakistan held a consensus view that despite proximity, “Pakistan may lose
its transit trade to other neighbours, as the main alternative Iran offers better infrastructure,
simplified procedures, lesser costs, fewer check posts and lesser corruption”.
Months before the Iran's deal with the 'P5+1', Afghanistan was hoping for a quick and
peaceful resolution to the Iran-US row28 in order to boost its exports to India and Europe. The
spokesman of Export Promotion Agency of Afghanistan told Afghan media in July 2013 that
it hoped to start trading via Chabahar port in Iran which is more economical and profitable
for Afghani entrepreneurs 29 , whereas Pakistan's Karachi port had not been economical
“because of high storage cost and political restrictions”.
Iran on the other hand, has built a 123-kilometre highway connecting the south-west
Afghan city of Herat with Dogharoun in north-eastern Iran. Iran also partnered with India in
building roads that would connect western Afghanistan to Iran's port of Chabahar with the
border city Zaranj in Afghanistan's Nimroz province. Iran has also reportedly given Afghan
vehicles complete transit rights on the Iranian road system, and has also granted Afghan
exporters 90 percent discount on port fees, and a 50 percent discount on warehousing fees30.

24

27

25

28

Talev & Atlas (2013)
For details of the deal, see fact sheet released
by the US government. See White House (2013)
26 BBC (2013)

29
30

Pak-Afghan Trade: Trends and Issues

PAJCCI (2012b, p.22)
Reuters (2013)
Ahmadzai (2013)
Oskarsson, K (2013, p.3)

27

Conclusion
Traders from Pakistan and Afghanistan find it difficult to navigate the complex web of
regulations, bureaucracy, and corruption which hamper formal trade. Informal trade,
whether as a result of cross border movement of goods without payment of government
levy, or as a part of transit trade, should be considered a symptom, rather than a problem. A
rise in the informal trade is indicative of poor law enforcement compounded by higher tariff
regime. In the absence of any reliable data on the informal trade, the perception of
smuggling as an on-going practice has found substantiation through the interviews of
business community. However, the estimation of intensity of smuggling is very speculative
activity.
According to business community representatives, Afghan transit trade through Pakistan
has decreased, which they attribute to failure of APTTA dispute resolution mechanisms and
'security overkill' factors. There is a widely held perception that the increased complications
may have, by design, led to decrease transit traffic due to its association with smuggling.
Goods in Afghan transit trade are exempt from any kind of customs duty, withholding tax,
sales tax, or advance tax. In contrast, all these taxes are imposed on similar goods imported
for Pakistan; and those taxes have a cascading affect of up to 35-40 percent on product to
product basis. This differential creates an incentive for Pakistani traders Afghan traders to
import the goods under Afghan transit, transport them across the Pak-Afghan border, and
then smuggle them back into Pakistan.
Here is an interesting dilemma for PAJCCI. PAJCCI has two goals to increase the volume of
trade and also to make trade more formal, registered, and above-board, with all taxes paid
and procedures followed. PAJCCI is supposed to be working to reduce informal trade and
from one point of view less theft en route is a great result. The trade system should be more
regularized and registered. But if it leads to an overall decline in trade volume, then that is a
problem. The goal for PAJCCI should be to facilitate replacement of informal trade with
formal trade, but not at the cost of losing trade platform to a third country.
Despite being expensive and less competitive in transit and transport arrangements, Iran has
become the number one choice for Afghan importers. From a regional perspective, the
emergence of Iran factor is likely to change the dynamics of at least transit trade and, as the
example of cement exports suggest, that of the formal trade too. However, to quote a
respondent, "the promotion of bilateral trade relations between Pakistan and Afghanistan
and stabilization of economy would only be possible after removal of impediments and
problems in way of transit trade." A secure, reliable and cost-effective transit arrangement
will not only help bringing back some business to Pakistani ports but will also help the formal
trade, especially if the physical infrastructure is improved.
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Recommendations
Recommendations in General:
1.
To facilitate transit trade through partial shipment Customs Authorities have moved a
summary to their board for the legal provision to allow partial shipment. The
procedure has been drafted but not yet approved by Customs Board. It needs t o b e
converted into a law or an amendment in the APTTA.
2.

Afghan traders suffer, largely, from huge demurrage charges. It needs rectification by
amending in the relevant rules.

3.

In the Agreement of APTTA, shifting of truck is prohibited. If any trailer meets
an accident, the container shifting should be allowed, else detention /
demurrage charges are applied and also product quality is affected.

4.

Pakistan and Afghanistan need to learn from another transit agreement in the
region that is between Nepal and India. There is tariff parity between Nepal
and India as importers in Nepal pay the same import duty on goods as paid by
Indian importers. Introduction of tariff parity between Afghanistan and
Pakistan under APTTA can address many issues raised in the report.

5.

Bonded carrier has been helpful in curbing the
menace of informal trade as long as it
carries responsibility of bringing back the
container to Pakistan. Therefore it must be
continued despite resistance from certain
segments of traders. However, ambiguities in
the rules and procedures pertaining to
bonded carriers should be removed.

6.

The practice of excessive inspection of transit goods by customs must be
discontinued; inspection should be in accordance with APTTA rules, which
allows for 5% of examination.

7.

The condition of Peshawar-Torkham road and
Quetta-Chaman road remains dilapidated as
noted in the previous report. Government
should undertake to restore these critical
infrastructure links on urgent basis by
preparing development projects on war
footing.
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8.

9.

A commission should be set up to investigate the allegations of traders and
transporters regarding collection of 'extortion fee' by various agencies en route
to Pak-Afghan borders at Torkham and Chaman.
In order to avoid un-necessary demurrage charges, the Afghan side suggests
that Pakistani port authorities allocate an area within their ports where Afghan
government or traders can build "cargo-holding facilities" on them, so when
any cargo is held up by Pakistani authorities, the cargo will be transferred to the
Afghan holding area until the goods are ready for onward transportation.

Recommendations for PAJCCI:
10.
As a joint trade body, PAJCCI should promote and deepen the bilateral strategic
cooperation between Afghanistan and Pakistan by maintaining a dialogue
between the business community and government officials across both sides
of the border.
11.

PAJCCI should use its influence and outreach in formalizing the entities of
exporters by use of NTN etc. which can be then used for enhancing their access
to formal finance.

12.

PAJCCI should communicate changes in the regulations promptly to all of its
members and business community at large as there is a tendency of abrupt
changes in these business regulations as noted by business community.

13.

PAJCCI should commission a study to identify sources of informal trade
pertaining to its linkages with the transit trade as well as bilateral trade.

14.

PAJCCI should also commission a study comparing APTTA with other transit
regimes to draw lessons for improvement and facilitate in implementation.

15.

PAJCCI should also help reduce “undue harassment” of Afghan transit traders.

16.

Coordination between PAJCCI and other business chambers in the country
should be improved. It may include the voices of chambers based in Pakistan's
Punjab province that has the most number of businesses and industrial units of
all the provinces in Pakistan.

17.

PAJCCI should hold exhibitions, in joint collaboration with trade bodies that
deal in particular commodities or products or services, as well as to maintain
close liaison with bureaucracy in both the countries.
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Annexure I: Major difference between
1965 and 2010 agreements
Major Differences between 1965 and 2010 Agreements*
ATTA 1965

APTTA 2010

No provision for facilitation of Pakistani exports to
the Central Asian states

Detailed provision for Pakistani exports to Central
Asian states exist.

Trade road routes with land crossing points within
Pakistan and Afghanistan left unspecified

Detailed trade road routes specified both for transit
through Pakistan to Afghanistan - and through
Afghanistan to Central Asian states.

Provisions for Afghanistan trade with India, via
Wagah border, outlined but never finalised

Provisions for Afghanistan's exports to India via
Wagah finalised. However, Indian exports to
Afghanistan via Wagah not allowed at this stage.

Afghani trucks not allowed in Pakistan; trade was
to be initially handled by Pakistan Railways, or later
the National Logistic Cell or private trucks
commissioned by it.

Afghani trucks allowed to transport Afghan exports
to Pakistan seaports and to Wagah.

No provision for Afghanistan to access China via
Pak-China border at Sost.

Afghanistan now has access to Chinese market via
Sost.

Two port entry points in Pakistan: Karachi Port and
Port Qasim (also in Karachi, added in 1998)

Three port entry points in Pakistan: Karachi Port,
Port Qasim in Sindh and Gwadar Port in

Only two border crossing points with Afghanistan;
Torkham in KP province and Chaman in Balochistan

In addition to Torkham and Chaman, a third border
crossing point called Ghulam Khan in the FATA
region (KP province) - has been agreed in principle.

* Source: Official agreement documents; PILDAT
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Annexure II: Note from PAJCCI
Delegation Visit to Kabul
In the last week of December 2013, PAJCCI took a trade delegation to visit Kabul which met
with the 2nd Vice President Islamic Republic of Afghanistan (who is also In charge of the
Economic Ministries), Minister and Deputy Minister for Trade and Commerce Afghanistan,
President Afghanistan Investment Support Agency, Ambassador Afghanistan to Pakistan
and Director Customs. PAJCCI also held its 2nd Annual Conference which was followed by
business to business meetings.
This note summarizes key points of discussion and decisions reached during the meetings of
the Delegation with the Afghan Administration.
1.

Pakistani trade delegation was of the view that Kabul needs to increase tariff in
some of its imports for tariff rationalization. However, Kabul viewed this
suggestion improbable due to its commitments with World Customs
Organisation which obliges its government to apply uniform tariffs for all
countries.

2.

Pakistani trade delegation also demanded from Afghan authorities to issue six
month multiple visa to its business community members. The Afghan 2nd Vice
President readily accepted this proposal and gave instructions to realize this
request.

3.

Pakistani Delegation Leader and Co-President PAJCCI, Mr. Zubair Motiwala,
proposed establishing an Export House / Trading Warehouse to facilitate the
exporters from both the countries, which will not only ensure appropriate
inspection of goods but will also facilitate in timely payments. Considerable
interest was shown on this proposal by Afghan officials and a concept paper is
sought from PAJCCI in this context.

4.

Afghan border officials have been charging $100 on each Pakistani container
going to the Central Asia via Afghanistan. This matter was immediately taken up by
Ministry of Commerce - Afghanistan for the resolution.
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5.

Pakistan delegation indicated that Afghan officials collect guarantee on
Pakistani goods on transit to the Central Asia which block working capital for
traders and requested Afghan officials to discontinue this practice.

6.

Afghanistan side raised concern that there are 4-5 different types of securities or
guarantees applicable on Afghan Transit Trade that inhibits Afghan
importers. It was suggested that APPTA should be revisited to reduce these
guarantees for greater facilitation of trade as now operational system is
improving.

7.

During the visit to Afghan Investment Support Agency (AISA), its President
invited businessmen and investors from Pakistan to invest in Afghanistan and
announced several incentives. These incentives includes: provision of land free of
cost, provision of electricity at the actual cost, tax holiday for seven years, no
custom duty on import of machinery, long term visa, and availability of raw
material.

8.

PAJCCI and AISA signed MoU for facilitating the trading and business
community across the border. As per the agreement, in addition to support in
terms of information and delegation exchange, joint exhibitions and
conferences etc it was agreed that the business entities from Pakistan will be
treated on priority basis for business license in Afghanistan by AISA if they are
members of PAJCCI and carries its recommendation letter. The signed copy of
MoU is available on the website of PAJCCI.
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Annexure III: List of Respondents
List of Respondents (Pakistan)
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List of Respondents (Afghanistan)
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