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Foreword

Illegal business has quietly entrenched itself as one of the most serious structural challenges
confronting Pakistan today. What was once perceived as a matter of lost revenue or regulatory non-
compliance has evolved into a far more complex phenomenon, one that directly undermines economic
stability, weakens governance, and poses tangible risks to national security. The discussions convened
under this volume were motivated by the urgent need to reassess this challenge in its full depth and

interconnectedness.

The shadow economy erodes the foundations of the state by shrinking the fiscal space needed for
development, distorting markets, and penalising law-abiding citizens and legitimate businesses. Even
more concerning is the manner in which illicit economic activity intersects with organised crime,
informal financial networks, narcotics trafficking, and extremist financing. These linkages transform
illegal trade from an economic aberration into a strategic vulnerability, demanding a response that is

coordinated, intelligence-driven, and structurally forward-looking.

This report reflects a collective understanding that piecemeal interventions are insufficient. Addressing
illegal business requires coherence across fiscal policy, enforcement, regulation, and diplomacy. It also
calls for institutional credibility, transparent data systems, and sustained continuity in policy
implementation. Fairness in taxation, accountability in public spending, and the dismantling of
incentive structures that sustain informality must form the backbone of any meaningful reform agenda.
Equally important is the recognition that enforcement alone cannot succeed without the active

participation of responsible industry, informed public discourse, and rigorous academic inquiry.

Technological innovation offers new pathways to confront old challenges. Digital monitoring, data
analytics, and artificial intelligence can significantly strengthen the state's capacity to detect illicit

financial flows and close regulatory gaps, if adopted strategically and supported by enduring political
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resolve. Progress, ultimately, hinges on sustained leadership and a shared national commitment to

economic discipline and rule-based governance.

This volume brings together insights from across the policy ecosystem with the explicit intention of
informing action, not merely generating analysis. The contributors to this roundtable, comprising
policymakers, economists, security analysts, media professionals, and academic researchers, represent
a breadth of perspectives that is seldom gathered under a single institutional roof. It is the collective
conviction of the Institute of Regional Studies that the ideas captured in these pages will contribute

meaningfully to shaping a more resilient economy and a more secure Pakistan.

The Institute of Regional Studies is deeply grateful to all speakers, participants, and contributors who
lent their time, expertise, and commitment to this initiative. Their engagement is a testament to the
seriousness with which Pakistan's policy community regards the challenge of illegal business, and to

the shared recognition that meaningful reform requires not only diagnosis but sustained collective will.

Aarish U. Khan
Research Analyst | Head, Afghanistan Program

Institute of Regional Studies, Islamabad
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Concept Note

Illegal business in Pakistan, encompassing smuggling, counterfeiting, tax evasion, and underground
trade across multiple sectors of the economy, presents a dual and compounding challenge. According
to the Pakistan Business Council's 2023 report, A Framework to Control Illegal Trade, illicit economic
activity inflicts an estimated annual loss of over Rs. 19 trillion (approximately USD 67 billion) on the
national exchequer, representing nearly 20 per cent of the national economy. Beyond the immediate
fiscal damage, this shadow economy has progressively evolved into a conduit for financing networks
that pose a direct threat to state security. Terrorist organisations, criminal enterprises, and extremist
groups have consistently drawn upon the proceeds of illicit commerce, underscoring the urgent

imperative to reframe illegal trade as not merely a fiscal irregularity but a national security emergency.

The Institute of Regional Studies (IRS), as a premier government-funded policy think tank with strong
and functional networks spanning the government, military, diplomatic, and civil service communities,
convened its First Annual Roundtable on the subject. The initiative was uniquely positioned to bring
together voices of influence across sectors and institutions that seldom engage in sustained, structured
dialogue. The roundtable aimed to highlight national economic priorities, elevate the discourse on
illegal trade beyond the narrow frame of taxation, and advocate for multi-sectoral enforcement

frameworks encompassing intelligence, finance, customs, and border security.
Thematic Focus of the Roundtable

The roundtable examined the scale and scope of illegal businesses in Pakistan and assessed the
adequacy of the government's current response to this persistent structural challenge. Substantive
attention was directed toward the financial linkages between crime and terrorism, and toward
understanding the mechanisms through which proceeds from unlawful trade are channelled into

destabilising networks that threaten internal order and public safety.
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A thematic strand of particular analytical importance concerned emerging trends in the counterfeit
economy and digital laundering. The rapid expansion of illicit activity into digital spaces, including e-
commerce platforms, virtual financial systems, and encrypted communication networks, demands that

both enforcement architecture and regulatory frameworks evolve at a commensurate pace.

The roundtable further examined the capacity of intelligence and revenue agencies to enhance inter-
institutional collaboration in curbing illegal financial flows. The persistent fragmentation of
institutional mandates across enforcement bodies was identified as a structural impediment requiring

urgent institutional redesign.

Finally, the role of media and academia was given sustained attention. Both sectors were recognised
as essential actors in shaping the national narrative, mobilising public awareness, and generating the
evidence base necessary for effective policymaking. The normalisation of illicit practices within public
discourse and consumer behaviour was identified as a social dimension of the problem that demands

deliberate and sustained engagement.
Expected Outputs

The roundtable was designed to generate practical policy recommendations for policymakers, along
with research outputs intended to amplify awareness and deepen understanding of illegal business as
a national security concern. This volume represents the primary output of the proceedings, compiling
edited speaker remarks, analytical commentary, and a consolidated set of recommendations for

institutional and policy reform.
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Executive Summary

The event titled The Challenge of Illegal Business to Pakistan's National Security convened
policymakers, economists, security experts, researchers, journalists, and representatives from civil
society to examine the multidimensional threat posed by illicit economic activity in Pakistan. The
roundtable brought together an exceptional cross-section of the policy community under a shared
analytical framework: that illegal business in Pakistan has ceased to be a peripheral economic concern
and has become a structural challenge with deep implications for national security, economic

sovereignty, governance integrity, and social stability.

The discussions that unfolded over the course of the day were distinguished by the breadth and depth
of perspectives represented. The quality of the deliberations reflected a genuine convergence of
concern: that Pakistan's shadow economy has grown to a scale that can no longer be managed through

reactive enforcement or isolated policy interventions.

Participants broadly agreed that Pakistan's shadow economy, encompassing smuggling, counterfeit
trade, under-invoicing, tax evasion, misuse of transit regimes, and informal financial systems, has
reached a scale that rivals the formal economy in several critical respects. Estimates drawn from
multiple credible sources placed the illicit economy at between 20 and 40 per cent of GDP, amounting
to hundreds of billions of dollars in lost economic output and fiscal revenue annually. This parallel
economy drains state revenues, distorts domestic markets, undermines legitimate businesses, and

erodes public trust in state institutions.

More critically, illicit financial flows were repeatedly linked during the proceedings to organised crime,
narcotics trafficking, terror financing, and extremist networks. The roundtable identified a self-
reinforcing cycle in which economic illegality sustains violence and insecurity, while insecurity in turn
weakens the enforcement capacity of the state. This cycle represents one of the most pressing

structural challenges in Pakistan's contemporary security environment.
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A central theme emerging from the discussions was the intimate linkage between economic fragility
and national security. Persistent revenue shortfalls, unchecked public expenditures, and weak tax
compliance have contributed to unsustainable debt dynamics, severely constraining the state's ability
to invest in human development, infrastructure, and social protection. Participants emphasised that
public debt and associated liabilities must be understood not only as fiscal indicators but as measures
of national vulnerability. When debt servicing consumes upwards of 85 to 90 per cent of federal
revenues, as current estimates suggest, the state's operational and developmental capacity is effectively
hollowed out. The continuation of a large shadow economy under such conditions directly accelerates
fiscal instability and limits policy autonomy in ways that have tangible consequences for national

resilience.

Governance failures and institutional capacity deficits featured prominently across all sessions. Serious
concerns were raised regarding data credibility, policy transparency, and institutional continuity. Weak
statistical foundations were identified as a fundamental obstacle to evidence-based policymaking,
eroding investor confidence and creating conditions in which policy decisions are made on the basis
of flawed or manipulated information. The absence of consistent monitoring of public expenditures,
fragmented oversight mechanisms, and overlapping or devolved functions without clear accountability

further compound the problem.

Participants stressed that the fiscal contract between the state and its citizens must be grounded in
transparency and measurable outcomes. Taxpayer money must be subjected to clear justification,
rigorous monitoring, and transparent reporting, particularly in an environment of severely constrained
fiscal resources. The current pattern, in which significant public resources are allocated without
adequate oversight or demonstrated results, was identified as deeply corrosive to institutional

legitimacy and public trust.
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The inequitable structure of Pakistan's taxation system emerged as a key driver of informality and illicit
trade. While salaried workers and documented businesses bear a disproportionate burden of taxation,
large segments of the retail, wholesale, and informal sectors remain under-taxed or entirely outside the
tax net. This structural imbalance not only fuels resentment among compliant taxpayers but actively
incentivises non-compliance and the expansion of underground economic activity. Fairness, equity,
and universality in taxation were repeatedly identified as prerequisites for restoring confidence in the

fiscal system and genuinely broadening the revenue base.

Sector-specific analyses presented during the roundtable highlighted the enormous magnitude of
losses attributable to illicit trade. High-revenue sectors, including petroleum and lubricants, tobacco,
pharmaceuticals, consumer goods, and cosmetics, suffer staggering annual losses due to smuggling,
counterfeiting, and tax evasion. These losses deprive the exchequer of resources that could otherwise
be directed toward development priorities. The counterfeit economy, in particular, was characterised
as a systemic and transnational challenge, requiring coordinated domestic action alongside sustained
cross-border cooperation. The prevalence of counterfeit and substandard medicines was singled out
as representing not merely an economic loss but a profound public health emergency, endangering the

lives of ordinary citizens who are unable to distinguish authentic from adulterated products.

The discussions also brought to light the rapidly evolving landscape of digital laundering and
technology-enabled illicit commerce. E-commerce platforms, virtual payment systems, and digital
financial infrastructure have created new vectors for illicit activity that significantly outpace the
development of enforcement and regulatory capacities. At the same time, participants identified
artificial intelligence, data analytics, and digital monitoring systems as offering transformative potential
to strengthen customs enforcement, tax compliance, and financial oversight, if these tools are adopted

strategically, resourced adequately, and supported by coherent institutional frameworks.
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The importance of a whole-of-government approach emerged as perhaps the most consistent finding
across all sessions. Fragmentation among intelligence bodies, revenue authorities, customs
administration, law enforcement, and regulatory agencies was identified as a major structural
impediment to effective enforcement. Illicit networks exploit these institutional divisions with
considerable sophistication, adapting their operations to evade any single enforcement mechanism.
Participants called for the establishment of institutionalised inter-agency coordination mechanisms,
shared data platforms, and integrated operational frameworks capable of disrupting illicit networks

across their full operational spectrum.

Beyond government action, the roundtable consistently emphasised the critical roles of the private
sector, media institutions, and the academic community. Responsible industry stakeholders can
contribute meaningfully through compliance models, transparent data sharing, and active support for
formalization, particularly in consumer-facing sectors where informal competition is most acute.
Media and academic institutions were identified as vital partners in shaping public narratives, raising
awareness about the true costs of illegal trade, and generating the empirical evidence base needed to
inform effective policy. The social normalisation of illicit practices, particularly among consumers, was
recognised as a dimension of the problem that requires deliberate engagement well beyond the reach

of conventional enforcement.

Participants stressed that political will and policy continuity are decisive and non-negotiable factors in
combating illegal business. Inconsistent enforcement, frequent policy reversals, and the protection of
vested interests undermine reform efforts and actively embolden illicit actors. Historical experience,
both within Pakistan and internationally, demonstrates consistently that when leadership is sustained,
incentives are properly aligned, and enforcement is predictable, compliant businesses thrive, fiscal
revenues improve, and economic resilience strengthens. The absence of these conditions has allowed

Pakistan's illicit economy to grow and entrench itself over successive administrations.
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The event concluded with a shared recognition that addressing illegal business is not simply a matter
of revenue collection or customs compliance. It is about safeguarding Pakistan's economic sovereignty,
strengthening the capacity of the state to govern effectively, and securing the foundations of a stable
and prosperous future. The recommendations compiled in these proceedings represent a collective

commitment to moving beyond diagnosis and toward sustained, coordinated action.
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Key Takeaways

The roundtable generated a dense and interconnected set of analytical conclusions. The following
takeaways represent the core insights that emerged from the collective deliberations of participants
across all sessions, synthesising the empirical evidence, policy analysis, and institutional observations

contributed by speakers and floor discussants.

Illegal business in Pakistan has expanded far beyond the realm of revenue leakage and now
constitutes a direct and serious national security concern. Illicit economic activity finances criminal
networks, extremist organisations, and destabilising actors that threaten internal order, state
authority, and social cohesion in ways that cannot be adequately addressed through conventional

enforcement frameworks.

The scale of the shadow economy, estimated at between 20 and 40 per cent of GDP, continues
to weaken state capacity in ways that compound over time, depriving the government of resources
needed for development, security, and institutional strengthening while simultaneously distorting

markets and penalising compliant economic actors.

Ilicit financial flows are closely and operationally intertwined with organised crime, narcotics
trafficking, and terror financing, creating a self-reinforcing cycle in which economic illegality
sustains violence and insecurity, while insecurity in turn weakens the state's capacity to enforce

economic governance.

Economic fragility and security risks are structurally interconnected. Fiscal instability, driven
in significant part by the revenue losses attributable to illicit trade, reduces the state's ability to
respond effectively to both internal and external security challenges, compressing the resources

available for defence, law enforcement, and social stability.
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Persistent revenue shortfalls, combined with inefficient, poorly monitored, and inadequately
accountable public expenditures, severely constrain Pakistan's long-term development and reform
agenda, leaving the country increasingly vulnerable to external shocks and dependent on external

financing.

The credibility and integrity of Pakistan's economic data are foundational prerequisites for
evidence-based policymaking. The current weaknesses in statistical infrastructure undermine
investor confidence, distort policy design, and create conditions in which the true scale of illicit

economic activity remains systematically underestimated.

Structural inequities in the tax system, particularly the disproportionate burden on the salaried
class relative to the informal and agricultural sectors, actively incentivise non-compliance and erode
the social legitimacy of the fiscal system, making the extension of the tax base politically and

practically more difficult.

licit activity in key sectors, i.e., tobacco, petroleum, pharmaceuticals, consumer goods, and
cosmetics, causes not only significant fiscal losses but also serious health, safety, and consumer
protection risks, disproportionately affecting the most economically vulnerable segments of the

population.

The counterfeit economy is a transnational challenge requiring both coordinated domestic
enforcement and sustained cross-border cooperation. Pakistan's position in regional supply chains
makes it both a destination for illicit goods and a transit point, a dual exposure that demands a

correspondingly dual-track response.

Digital technologies, including artificial intelligence, data analytics, blockchain-based supply
chain verification, and real-time monitoring systems, offer transformative potential for
strengthening customs enforcement, tax compliance, and financial oversight, but only if deployed

systematically, resourced adequately, and embedded within coherent institutional frameworks.
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Enforcement strategies focused solely on seizures are demonstrably insufficient. Without
parallel investments in financial investigation, asset recovery, beneficial ownership transparency,
and the long-term dismantling of illicit incentive structures, seizure-based enforcement merely

displaces rather than suppresses illicit activity.

Institutional fragmentation, essentially, the dispersion of enforcement, intelligence, revenue,
and regulatory mandates across agencies with conflicting incentives and insufficient information-
sharing, is perhaps the single most significant structural impediment to effective enforcement.

Ilicit networks have proved adept at exploiting these institutional divisions.

A whole-of-government approach is not merely preferable but necessary. Aligning policy,
intelligence, enforcement, and regulatory action within a coherent strategic framework, supported
by shared data platforms and institutionalised coordination mechanisms, is the minimum condition

for meaningful progress.

The private sector has both, the capacity and the incentive, to contribute meaningfully to the
anti-illicit trade effort through compliance models, supply chain verification, data sharing, and
support for formalisation in high-risk consumer markets. Harnessing this capacity requires

institutional frameworks that protect and reward compliance.

Media and academic institutions are essential partners in shaping informed public narratives,
quantifying economic losses, and generating the evidence base needed to sustain effective
enforcement and reform. Their current under-engagement with economic governance issues

represents a significant missed opportunity.

Policy inconsistency and frequent reversals, driven by political change, lobbying pressure, and
insufficient institutional protection for reform mandates, undermine enforcement momentum and
actively embolden vested interests that profit from illegality. Durable reform requires mechanisms

that insulate implementation from political disruption.
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Sustained political commitment, visible leadership, and predictable enforcement are
indispensable for restoring confidence among compliant businesses, international investors, and
the public, and for creating the conditions under which reform becomes self-reinforcing rather

than perpetually contested.
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Recommendations

The following recommendations emerge from the collective deliberations of the roundtable. They are
organised thematically and are intended to provide actionable guidance for policymakers, enforcement
agencies, and civil society actors committed to addressing the challenge of illegal business as a matter

of national security and economic sovereignty.

I. Institutional Architecture and Inter-Agency Coordination

*  Establish a National Anti-Illegal Trade Coordination Cell with a permanent statutory mandate
to integrate intelligence, revenue, customs, financial monitoring, and law-enforcement functions
within a whole-of-government framework. The Cell should have clear operational authority,

independent leadership, and direct accountability to senior political leadership.

e Institutionalise joint data-sharing mechanisms between the State Bank of Pakistan, the Federal
Board of Revenue, the Federal Investigation Agency, customs authorities, the Financial
Monitoring Unit, and intelligence agencies, enabling real-time detection of suspicious financial

flows and coordinated enforcement responses.

*  Expand the existing inter-agency coordination committee, currently limited to the tobacco
sector, to encompass all major sectors affected by illicit trade, with permanent membership, regular

operational reviews, and clear accountability for measurable outcomes.

*  Implement civil service reforms that reduce politicisation of senior enforcement positions,
introduce merit-based selection and performance-based accountability, and create lateral entry
mechanisms that allow specialised expertise in digital forensics, financial intelligence, and data

analytics to be recruited into enforcement agencies.
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IT. Enforcement Strategy and Financial Disruption

*  Shiff the strategic orientation of enforcement from reactive seizure operations to proactive
financial disruption models, prioritising asset tracing, beneficial ownership identification, asset
recovery, and the systematic dismantling of the financial incentive structures that sustain illicit

business ecosystems.

*  Introduce fast-track judicial mechanisms and specialised prosecution units for illicit trade and
financial crime cases, significantly reducing the period between detection and adjudication to
strengthen deterrence and remove the expectation of impunity that currently characterises the illicit

trade environment.

e Strengthen border management and customs oversight, with targeted investment in high-risk
transit corridors in Khyber Pakhtunkhwa, Balochistan, and Azad Jammu and Kashmir, and specific
attention to fuel smuggling routes, Afghan transit trade exploitation, and pharmaceutical supply

chain integrity.

*  Ewnsure the full, universal, and technically rigorous implementation of track-and-trace systems
across all high-risk consumer sectors, including tobacco, pharmaceuticals, beverages, and
cosmetics, with independent technical auditing of system integrity and clear penalties for non-

compliance.

III. Fiscal Policy and Tax System Reform

*  Reform the tax structure to achieve genuine equity and universality, bringing all major economic

actors, including the retail sector, the wholesale trade, and agricultural income earners, into the
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documented and compliant economy through a combination of incentives, penalties, and

accessible filing systems.

Conduct systematic analysis of the relationship between tax rates and illicit trade market share
in key sectors before implementing excise duty changes, ensuring that policy decisions account for

substitution effects and avoid inadvertently expanding illicit market opportunities.

Rationalise import tariffs on smuggling-prone goods in line with the National Tariff Policy
framework, using evidence of smuggling patterns to calibrate tariff levels at points that reduce the

price differential between smuggled and legitimately imported goods.

Introduce performance-based monitoring of public expenditures, with clear justifications for
spending, measurable outcome indicators, and transparent public reporting, particularly for large-

scale expenditure programmes with significant political discretion in allocation.

IV. Digital and Technological Modernisation

Deploy artificial intelligence and advanced data analytics across customs, taxation, and trade
monitoring systems to enable real-time detection of anomalies, under-invoicing, and illicit supply
chains, reducing reliance on human discretion and creating an evidence base for targeted

enforcement action.

Strengthen the State Bank of Pakistan's regulatory and supervisory framework for digital
payment service providers, fintech platforms, and virtual asset service providers, with particular

attention to on-ramp and off-ramp transaction monitoring and AML compliance.

Develop and implement advanced trade data analytics tools, including Al-powered authentication
and verification systems, in partnership with international customs agencies and multilateral

organisations to improve the detection of counterfeit goods and mis-declared trade values.
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*  Investin digital forensics capacity and technical expertise within enforcement agencies, ensuring
that the analytical tools available to investigators match the technological sophistication of illicit

actofrs.

V. Private Sector, Media, and Academic Engagement

*  Develop structured public-private partnership frameworks for supply chain verification, data
sharing, and compliance reporting in high-risk consumer sectors, creating institutional mechanisms

that align the commercial interests of responsible industry actors with enforcement objectives.

*  Formalise a government—media—economic security partnership designed to ensure accurate,
sustained reporting on the costs of illicit trade, support investigative journalism on illegal business

networks, and build public awareness of the relationship between illegal trade and national security.

*  Engage academic institutions and think tanks in a structured program of research, measurement,
and policy evaluation focused on illegal business, including regular independent assessments of the
effectiveness of anti-illicit trade policies and the development of a Pakistan-specific illicit trade

monitoring index.

*  Launch a national fair-trade and economic compliance awareness campaign to counter the
social normalisation of illicit practices, targeting both consumer behaviour and the wider public

understanding of the security and developmental costs of illegal business.

VI. Policy Continuity and Political Commitment

*  Ewnsure the institutionalisation of anti-illicit trade reform mandates through statutory
mechanisms, independent oversight bodies, and patliamentary accountability structures that

reduce the vulnerability of reform initiatives to political reversal across changes of administration.
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Conduct regular, independent reviews of anti-illicit trade policies and enforcement outcomes,
with public reporting of findings and clear accountability for agencies and officials responsible for

implementation.

Promote regional trade and economic integration as a long-term structural strategy for reducing
the price differentials and supply chain gaps that create incentives for smuggling, working through
bilateral and multilateral frameworks to harmonise tariff structures and customs procedures with

major trading partners.
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Saleem has held some of the most senior positions within
the Pakistan Foreign Service, including Foreign Secretary,
Special Secretary, Additional Foreign Secretary, Head of

the Foreign Service Academy, and Director General for

European Affairs. He has represented Pakistan as
Ambassador to Germany, Italy, Bosnia & Herzegovina, and Bahrain, and as Permanent Representative
to the Food and Agriculture Organisation (FAO), the International Fund for Agricultural
Development (IFAD), and the World Food Programme (WEFP). From 2020 to 2022, he served as
President of the International Development Law Organisation (IDLO), a 38-member

intergovernmental body dedicated to the promotion of rule of law and governance.

Ambassador Saleem holds advanced degrees in English Literature, Government, International
Relations, and International Economics, from Government College University (Lahore), the
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human rights, for which he received the US Department of State's Superior Honor Award in 2008.

Mr. Akram has collaborated extensively with international organisations, including the ILO, UNDP,
UN Women, UNFPA, UNAIDS, Oxfam, NDI, USIP, and USAID, among others. His current focus
encompasses digital communication frameworks, narrative development, and counter-disinformation
strategies. He holds a degree in Mass Communication from the University of the Punjab and is an

alumnus of the Foreign Service Institute in Virginia, USA.
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Mr. Mehtab Haider

Mr. Mehtab Haider is one of Pakistan's most respected
economic journalists, currently serving as Senior Staff
Reporter with The News International (Jang Group) in
Islamabad. With over 28 years of experience covering

macroeconomic  affairs, government finance, taxation,

investment flows, and regulatory developments, he has earned
recognition as one of the country's most informed and analytically rigorous voices on economic

matters.

A graduate of the University of Peshawar, Mr. Haider is particularly distinguished for his data-driven
approach to economic reporting and his ability to translate complex fiscal and monetary developments
into accessible, authoritative analysis for both specialist and general audiences. He writes regularly for
The News International and appears frequently as a commentator on issues ranging from GDP
forecasts and IMF programme conditions to tax reform challenges and the political economy of public
finance. His contributions to the roundtable offered a rare combination of granular empirical data and

structural policy analysis.
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Opening Remarks by Ambassador Jauhar Saleem, President

IRS

The challenge of illegal business in Pakistan can no longer be confined to discussions of regulatory
non-compliance or revenue leakage. It has matured into a structural crisis that directly undermines
economic sovereignty, weakens state resilience, and compounds national security vulnerabilities. The
scale, sophistication, and entrenchment of illicit economic activity now demand treatment as a strategic
policy issue rather than a peripheral administrative concern. At a time when Pakistan faces mounting
fiscal pressures, rising debt servicing obligations, and shrinking development space, the persistence of
a vast shadow economy is steadily pushing the country closer to a debt trap, diverting attention and

resources away from long-term stability.

The shadow economy drains trillions of rupees annually from the formal system, amounting
to a significant share of national economic output. Smuggling, counterfeit trade, under-invoicing, and
misuse of transit regimes collectively distort domestic markets, erode legitimate industry, and hollow
out the tax base. These losses occur at a moment when the state’s legitimate export earnings and
remittance inflows, often cited as economic lifelines are rivaled or even exceeded by the scale of the
illegal economy. Each rupee lost to informal and illicit activity directly weakens the state’s capacity to
invest in education, health, infrastructure, and, critically, debt servicing obligations that increasingly

dominate fiscal space.

The implications of illegal business extend well beyond economics. International assessments
consistently demonstrate that illicit trade and smuggling networks are deeply intertwined with money
laundering, organized crime, and terror financing. What often begins as tax evasion or informal trading
frequently evolves into a financial artery sustaining extremist and criminal groups. Profits generated

through narcotics trafficking, contraband fuel, counterfeit goods, and border smuggling are routinely
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funneled through informal financial systems such as hawala and hundi, bypassing regulatory oversight
and enabling anonymity. These networks provide liquidity, logistical support, and operational resilience

to actors that directly threaten internal stability and public safety.

Pakistan’s geographic location compounds these vulnerabilities. Proximity to major narcotics
routes and conflict-affected regions places enormous strain on border management and enforcement
capacity. Large volumes of unrecorded trade, ranging from drugs and precursor chemicals to fuel and
consumer goods, move across porous borders, sustaining both criminal enterprises and militant
ecosystems. Despite progress in physical border management, regulatory weaknesses and limited
coordination among enforcement agencies continue to allow illicit flows to adapt and persist. These
dynamics reinforce the reality that illegal business is not merely an economic irregularity but a core

internal security challenge.

Sectoral analysis reveals the depth of fiscal damage inflicted by illicit trade. High-revenue
sectors such as petroleum and tobacco alone suffer massive annual losses due to smuggling and tax
evasion, undermining both public revenues and formal employment. In parallel, the counterfeit
economy has expanded rapidly, positioning Pakistan as a significant node in regional and global
counterfeit supply chains. The prevalence of counterfeit and substandard medicines represents not
only an economic loss but a profound public health risk, eroding trust in regulatory institutions and
endangering lives. Similar patterns are visible across consumer goods, cosmetics, and pharmaceuticals,

where weak oversight allows illicit products to undercut compliant producers.

Digital transformation, while offering new economic opportunities, has also introduced new
avenues for illicit activity. Digital laundering, under-invoicing through complex trade structures, and
the use of technology-enabled anonymity have outpaced the development of enforcement and
monitoring systems. Regulatory institutions remain constrained by limited digital capacity, fragmented

data systems, and insufficient analytical tools. Without comprehensive reforms encompassing
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intellectual property enforcement, customs modernization, financial monitoring, and cross-border
cooperation, these emerging threats will continue to expand faster than the state’s ability to contain

them.

A recurring structural weakness lies in fragmented governance. Enforcement responsibilities
remain dispersed across multiple agencies, each operating within narrow institutional mandates.
Intelligence bodies collect threat information, while revenue and customs authorities focus primarily
on taxation and compliance. In the absence of synchronized investigations, shared analytics, and
integrated operational frameworks, illicit networks exploit institutional silos with relative ease.
Comparative international experience demonstrates that integrated enforcement models, linking
financial intelligence, customs data, and law enforcement, are significantly more effective in disrupting

illicit trade than parallel, uncoordinated efforts.

Equally concerning is the social normalization of illegal economic practices. Limited public
awareness regarding the long-term costs of smuggling, tax evasion, and informal trade has weakened
societal resistance to illicit activity. In many communities, illegal trade is perceived as an economic
necessity rather than a national liability. This normalization erodes public support for enforcement
reforms and allows illicit actors to operate with minimal social stigma. Addressing this dimension
requires sustained engagement beyond state institutions, including responsible media coverage and

rigorous academic research to inform public discourse.

Within this context, the role of policy-oriented research and informed debate becomes
indispensable. Universities and think tanks possess the capacity to quantify economic losses, trace
financial flows, and evaluate the effectiveness of policy interventions. Their engagement can bridge
the persistent gap between analysis and implementation, providing evidence-based recommendations

that strengthen both governance and enforcement strategies.
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The objective of convening the full policy ecosystem, spanning interior, finance, foreign affairs,
revenue authorities, law enforcement, intelligence institutions, and academia, is rooted in the
recognition that illegal business cannot be dismantled through isolated interventions. The challenge
demands coordinated action that aligns fiscal policy, intelligence operations, regulatory reform, and
diplomatic engagement. It also requires a fundamental reframing of the issue: from a narrow focus on

taxation and seizures to a broader understanding of economic sovereignty and state resilience.

Debt servicing pressures underscore the urgency of this reframing. As fiscal resources are
increasingly consumed by debt obligations, tolerance for revenue leakage diminishes sharply. The
continuation of a large shadow economy under such conditions directly accelerates vulnerability to
external shocks and constrains policy autonomy. Strengthening revenue integrity through curbing
illegal business is therefore not ancillary to economic reform but central to restoring fiscal sustainability

and national credibility.

The insights generated through these discussions aim to move beyond diagnosis toward action.
By translating analysis into concrete, operational policy recommendations, the intent is to support
government institutions in reclaiming economic space, restoring market integrity, and strengthening
the state’s capacity to govern. The compilation of these recommendations into a dedicated policy

report reflects a commitment to continuity, accountability, and constructive engagement.

Addressing illegal business is ultimately an investment in Pakistan’s future stability. It is an
effort to protect lawful enterprise, safeguard public welfare, and ensure that economic growth serves
national priorities rather than illicit interests. Through collective resolve, institutional coordination,
and sustained political will, the foundations of a safer and economically stronger Pakistan can be

reinforced.
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Inaugural Address by Mr. Qaisar Ahmed Sheikh, Federal
Minister for Investment

Pakistan suffers not from a shortage of diagnosis but from a chronic deficit of structured, evidence-
driven deliberation that connects policy analysis to actionable institutional reform. This roundtable
represents precisely the kind of platform that Pakistan's policy ecosystem needs far more of: a space
where voices from finance, enforcement, media, and research converge around a shared problem with

the explicit goal of generating practical solutions.

Historical Foundations and Lost Potential

I trace the history of Pakistani entrepreneurship and the trajectory of our country's economic potential
by drawing on my own family's business history, spanning over 142 years, beginning with my great-
grandfather's migration from Chiniot to Calcutta, where a leather enterprise was established that
expanded across major cities of the subcontinent before Partition. For me, this offers a reflection on
the depth of commercial acumen and entrepreneurial energy that has historically characterised
Pakistan's business community. This history forms a foundation of economic potential that continues

to be insufficiently recognised and systematically under-utilised.

Considering the macroeconomic trajectory of Pakistan's post-independence decades, the era of
significant growth under the intellectual and institutional stewardship of Dr. Mahbub ul Haq, during
which GDP growth reached 6 to 7 per cent annually is worth recalling. During these years Pakistan
was regarded internationally as a model of developmental progress and as a reference point for other

developing nations seeking to replicate its growth model, a reputation that has since been substantially
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eroded by decades of policy inconsistency, governance failure, and the unchecked expansion of

informal and illicit economic activity.

The China Contrast

Back in the 1970s, China was still navigating the aftermath of the Cultural Revolution, materially
modest, institutionally constrained, and far from the economic behemoth it would become. What
distinguished China's subsequent trajectory is not metely the scale of investment or the availability of
natural resources, but the discipline of planning, the consistency of institutional commitment, and
crucially, the cultivation of a work ethic and a culture of compliance that placed national economic

progress above individual short-term advantage.

The contrast of this trajectory with Pakistan is implicit but unmistakable. While China transformed
itself into the wortld's second-largest economy through sustained strategic effort and adaptive
governance, Pakistan's growth remained constrained by structural inconsistencies, among which the
tolerance of illegal trade, regulatory arbitrage, and institutional fragmentation figure prominently. This
disparity is not predetermined or irreversible, but reversing it requires a level of national seriousness
and institutional discipline that has thus far been intermittently applied rather than structurally

embedded.

Structural Impediments: Smuggling, Under-Invoicing, and Over-Invoicing

There are three interlocking structural impediments that are central to Pakistan's economic stagnation:
smuggling, under-invoicing, and over-invoicing. These mechanisms, individually familiar and
collectively devastating, represent the primary channels through which the formal economy is

systematically drained of the resources it needs to grow, invest, and reform.

Smuggling is not simply a law enforcement challenge but a symptom of deeper structural

misalignments, including excessive tariff barriers, weak border management, and the availability of
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alternative supply chains that undercut legitimate trade with relative impunity. Under-invoicing and
over-invoicing, meanwhile, represent the sophisticated manipulation of trade documentation to either
minimise declared import values (thereby reducing customs duty and tax liability) or inflate export
values (to claim undue fiscal benefits or facilitate capital flight). Together, these practices collectively

represent a vast and sustained assault on the integrity of Pakistan's fiscal architecture.

Investment, the Private Sector, and the Path Forward

The question of investment, both domestic and foreign, and its relationship with the rule of law and
economic governance is also noteworthy. Pakistan's chronic underpetformance in attracting foreign
direct investment is directly linked to investor perceptions of regulatory uncertainty, contract
enforcement weakness, and the distortions created by a pervasive informal economy that creates an
uneven playing field between compliant and non-compliant actors. The comparison with Dubai, which
attracts substantially greater levels of investment despite possessing no natural resource endowment
comparable to Pakistan's, offers as a stark illustration of how governance quality and institutional

predictability drive investment decisions in ways that raw economic potential alone cannot.

The potential exists. The knowledge base exists. The institutional frameworks, however imperfect,
exist. What has too frequently been absent is the combination of seriousness, sustained will, and
coordinated action that transforms potential into outcomes. The present generation carries a particular
responsibility: to make the choices that previous generations deferred, and to build the economic

foundations that a stable and prosperous Pakistan requires.
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Mr. Adnan Pasha, Advisor to the Federal Minister for

Finance and Revenue

Topic: Counterfeit Economy and Digital Laundering: Emerging Trends

The Global Counterfeit Economy: Scale and Systemic Risk

The global scale of the counterfeit trade is a major concern in the present times and can be assessed
from the analyses conducted jointly by the Organisation for Economic Co-operation and
Development (OECD) and the European Union Intellectual Property Office. These assessments
establish that counterfeit and pirated goods account for approximately 2.3 per cent of global trade, a
proportion that, in absolute terms, translates to upwards of USD 500 billion annually. To contextualise
this figure: it exceeds the entire GDP of many sovereign states and represents a volume of commerce
that is comparable to, and in several respects functionally analogous to, a parallel global economic

system operating outside the reach of regulatory authority and fiscal accountability.

This observation carries a critical implication for the Pakistani context: the counterfeit economy is not
a problem generated by or confined to developing countries, nor is it an aberration confined to weak
governance environments. It is a structural feature of the global trading system, one in which
technological sophistication, global supply chain integration, and the digitisation of commerce have
created conditions that illicit actors have proved highly adept at exploiting. The international
community, including the most advanced economies in the world, continues to struggle with effective
responses. Pakistan's challenge is therefore real, but it is also shared, and international best practices,

accordingly, offer a source of practical guidance rather than simply an aspirational benchmark.

Pakistan's Illicit Economy: Fiscal Dimensions

© Institute of Regional Studies, Islamabad, 2025



33

A comprehensive study by the Pakistan Business Council estimates the combined value of illicit
economic activities, encompassing smuggling, under-invoicing, mis-declaration of imports, counterfeit
goods, and adulteration, at approximately USD 68 billion, representing close to 20 per cent of the
formal economy. This is an extraordinary figure: it implies that neatly one-fifth of Pakistan's effective

economic output occurs entirely outside the documented, taxed, and regulated system.

The fiscal implications are correspondingly severe. The estimated annual tax loss attributable to illicit
activities in 2022 stands at approximately PKR 8 trillion, against a national budget of approximately
PKR 14 trillion. In other words, illicit economic activity is, in fiscal terms, generating losses equivalent
to more than half the total national budget. This is not an abstraction but a direct material constraint
on Pakistan's capacity to service its debt, invest in development, maintain essential services, and meet

the obligations of basic governance.

Counterfactually, if Pakistan were able to contain even half of these revenue leakages, the resulting
improvement in fiscal revenues would be sufficient to eliminate the country's chronic deficit and
substantially reduce its dependence on external financing. This is not speculative optimism but an
observation grounded in the comparative experience of other countries that have implemented
structural improvements in revenue collection and enforcement. The challenge, accordingly, is less

one of imagination than of will, coordination, and sustained institutional commitment.

Illicit Trade as a Security Vector

Beyond the immediate fiscal dimension, illicit trade constitutes a serious national security vulnerability
in its own right. Unregulated financial flows generated by counterfeit trade, smuggling, and related
illicit activities do not merely represent foregone revenue. They are routinely exploited for terrorism
financing, narcotics trafficking, human trafficking, and capital flight, activities that collectively erode
the stability and security of the state in ways that compound the damage already inflicted on the fiscal
system.
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The increasing quality of counterfeit goods are an indicator of the growing sophistication and capital
intensity of illicit supply chains. Primitive counterfeiting operations produce goods that are easily
distinguishable from originals. Sophisticated operations, of the kind increasingly prevalent in today's
global illicit economy, produce goods that challenge even expert scrutiny, employ advanced
manufacturing techniques, and operate through complex, multi-layered distribution networks that
integrate seamlessly with legitimate supply chains. This sophistication is a direct product of the
profitability of illicit trade and the accumulated reinvestment of those profits into production and

distribution capacity.

Digital Transformation: A Challenge and an Opportunity

One of the most pressing elements is the dual character of digital transformation in the context of
illicit trade. The digitisation of commerce has created unprecedented opportunities for economic
inclusion, efficiency, and growth. It has also, simultaneously, created new vectors for illicit activity that

significantly outpace the current capacity of regulatory and enforcement frameworks to address them.

Digital payment systems and virtual assets are increasingly being exploited to layer and integrate illicit
funds, with particular risks emerging in e-gaming platforms, fintech applications, and virtual asset
exchanges that often lack the robust anti-money laundering controls that conventional financial
institutions are required to maintain. The rise of marketplace-based E-commerce has shifted
counterfeit trade dramatically toward digital platforms, where small, frequent shipments channelled
through parcel networks are designed specifically to evade traditional bulk customs detection systems.
Hybrid criminal enterprises, combining counterfeit trade, smuggling, human trafficking, and financial
fraud, are increasingly leveraging digital infrastructure to coordinate across borders, obscure beneficial

ownership, and integrate illicit proceeds into legitimate financial systems.

At the same time artificial intelligence and advanced data analytics represent genuine, deployable
solutions to many of these challenges. The deployment of Al in customs operations, already under
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active discussion in international forums including the Future Investment Initiative, enables real-time
analysis of trade data to detect anomalies, flag suspicious patterns, and identify under-invoicing with a
speed and accuracy that manual processes cannot match. Pakistan is already exploring similar initiatives
on a pilot basis, reflecting a growing recognition at the federal level that technological adoption is not

merely desirable but essential.

International Case Studies: Brazil, Mexico, and India

International case studies, specifically, the experiences of Brazil, Mexico, and India in developing
institutional frameworks for countering money laundering, illicit trade, and digital financial crime are
worth mentioning. These case studies not only offer a template for direct replication but also a source

of transferable lessons, adaptable to Pakistan's specific institutional and regulatory context.

Brazil's experience, in particular, serves as a model of inter-agency coordination. The Brazilian
approach to anti-money laundering integrates the operational capacities of the central bank, customs
authorities, and the federal police within a unified AML framework, with dedicated joint teams that
rotate periodically to introduce fresh perspectives and prevent institutional capture. The necessity of
equal institutional partnership between monetary authorities and revenue agencies, i.e., relationships
characterised by genuine data sharing, operational collaboration, and a shared commitment to adaptive

responses to emerging technological risks are pivotal in this regard.

Mexico's approach with its emphasis on legal modernization and continuous reform of the statutory
framework governing customs enforcement, with particular attention to beneficial ownership
transparency in high-risk sectors also serves as an interesting instance. Rather than focusing
enforcement efforts primarily on individual bad actors, Mexico has invested in improving the systemic
ecosystem within which trade operates, ensuring that legal structures and institutional incentive

systems reduce the profitability and operational space of illicit activity. This ecosystem approach, offers
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a more sustainable basis for reform than enforcement campaigns directed at specific actors or

networks.

India's trajectory, meanwhile, offers instructive evidence of the impact of integrated enforcement. The
strengthening of India's AML and countet-terrorism financing frameworks through improved border
controls, enhanced supervision of non-banking financial sectors, regulatory oversight of virtual assets,
and the integration of intellectual property enforcement with customs operations illustrates the
synergistic effects of combining multiple enforcement mechanisms within a coherent strategic
framework. The acceleration of legal processes, reducing the time between detection, prosecution, and
adjudication, is a particularly important element of India's approach, one that dramatically improves

deterrence by ensuring that illicit activity carries meaningful and timely consequences.

Emerging Trends Shaping the Illicit Landscape

There are three major emerging trends that are reshaping the operational landscape of counterfeit
trade and digital laundering in ways that demand urgent attention from Pakistani policymakers and

enforcement agencies.

The first is the rapid migration of counterfeit commerce to e-commerce and online marketplace
platforms. The emergence of large-scale digital marketplaces, including both international platforms
accessible within Pakistan and domestic equivalents has created distribution channels for counterfeit
goods that are vastly more difficult to monitor and interdict than conventional physical trade routes.
Small, frequent shipments through parcel and courier networks are designed specifically to fall below
the detection thresholds of traditional customs systems, exploiting the volume and velocity of e-

commerce logistics in ways that overwhelm manual inspection capacity.

The second is the exploitation of digital payment systems and virtual assets for money laundering. The

integration of illicit funds into the digital financial system through layered transactions, platform-based
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payments, and virtual asset exchanges creates a complex forensic trail that demands specialised
analytical capacity to trace and disrupt. The regulatory oversight of virtual asset service providers an
area in which most jurisdictions, including Pakistan, are still developing adequate frameworks,

representing a critical gap that illicit actors are actively exploiting.

The third trend is the emergence of hybrid criminal enterprises that strategically combine multiple
illicit activities, i.e., counterfeit trade, smuggling, human trafficking, and financial fraud, within
integrated operational structures. These enterprises leverage the profits and logistics of one criminal
activity to fund and facilitate others, creating complex, multi-dimensional threat networks that are
significantly more resilient than specialised criminal operations. Addressing these hybrid threats
requires enforcement frameworks capable of tracing connections across criminal domains and

coordinating across institutional mandates.

Proposed Policy Interventions and Work Streams

The solution to Pakistan's illicit trade challenge does not lie in any single agency, piece of legislation,
or enforcement campaign but in a coordinated, multi-layered strategy that combines institutional

reform, technological adoption, regulatory modernisation, and sustained inter-agency collaboration.

The first work stream concerns inter-agency coordination. The establishment of a Natzonal 1/licit Trade
and Finance Coordination Unit operating under Pakistan's existing AML/CFT authority, designed to
facilitate genuine operational collaboration among agencies without replacing or duplicating their
existing mandates could be starting point to deal with the challenge of illicit trade. The unit would
maintain real-time intelligence-sharing systems and joint case management platforms capable of
tracking illicit networks across institutional boundaries. Critically, the unit's design would prioritise
incentive alighment, ensuring that cooperation, rather than inter-agency competition, is the rational

institutional strategy.
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The second work stream must address trade data analytics and customs modernization, entailing use
of advanced analytical tools, including Al-powered systems capable of detecting under- and over-
invoicing in real time across Pakistan's customs and trade monitoring infrastructure. Specific tools
such as Entrupy, a technology platform used in international contexts for product authentication, are
illustrative of the analytical capabilities now available to enforcement agencies willing to invest in
technological adoption. Risk assessment frameworks modelled on the United Kingdom's Management
of Risk in Law Enforcement (MoRiLLE) system could be used as a means of prioritising enforcement

resources and ensuring that detection and investigation are intelligence-driven rather than reactive.

The third work stream must focus on digital financial system regulation. The strengthening of the State
Bank of Pakistan's supervisory framework, particularly its oversight of payment setvice providers,
fintech platforms, and virtual asset service providers, must be a priority commensurate with the scale
of the risk. The on-ramp and off-ramp transactions of virtual asset exchanges represent particularly
significant vulnerabilities, and adequate regulatory frameworks for these channels must be developed

as a matter of urgency.

The fourth work stream must address enforcement capacity, deterrence, and public-private
partnership. In this view, most noteworthy is the introduction of fast-track courts and specialised
prosecution mechanisms for illicit trade cases, combined with enhanced asset confiscation procedures
that ensure the proceeds of illicit activity are systematically removed from circulation. Equally
significant is the development of public-private partnerships for supply chain verification, i.e.,
mechanisms through which responsible industry actors contribute their logistical intelligence to the

enforcement effort in ways that benefit both compliance and commercial predictability.

Implementation: Realism, Accountability, and Coordination

There are certain preconditions for successful implementation of the policy recommendations; a
dimension of policy discourse that is too often treated as a secondary consideration relative to the
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elegance of the analytical framework or the ambition of the reform agenda. Realistically, the challenge
of illicit trade and digital laundering is not one that will be resolved within a single budget cycle or
electoral term. A realistic implementation horizon spans of two to three years for the initial set of
structural reforms, with the understanding that sustained improvement requires institutional
embedding rather than episodic effort. This could be summed up as disciplined coordination. No single
agency, legislative amendment, or enforcement initiative, however well-designed, can address the
challenge of illicit trade in isolation. The systems through which illicit activity operates are adaptive,
distributed, and multi-institutional in character. The systems designed to counter them must be equally
so. Without consistent follow-through, shared accountability, and the sustained engagement of all
relevant stakeholders, even the most carefully designed reform strategies will fall short of their
potential, leaving Pakistan's illicit economy intact, and its fiscal and security vulnerabilities

unaddressed.
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Dr. Ali Salman, Founder & CEO, PRIME

Topic: Illegal Business in Pakistan: Scale, Scope, and Government Response(s)

Defining Illicit Trade: Conceptual Clarity

PRIME's analytical work centres on three interconnected domains: tax policy, trade policy, and
business regulation. These domains converge, in the context of illicit trade, around a central analytical
question: why do formal regulatory systems consistently fail to suppress illicit economic activity, and

what combinations of policy reforms are most likely to succeed?

licit trade is a term that encompasses a more varied set of practices than is commonly recognised in
public discourse. Illicit trade, in PRIME's definitional framework, encompasses three principal

categories: counterfeit goods, smuggled products, and duty-not-paid goods.

Counterfeit goods include products manufactured locally that are designed to resemble and
impersonate original branded products without authorisation. This encompasses not only cheaply
produced imitations but, increasingly, goods of considerable manufacturing quality that exploit brand
recognition without the intellectual property rights that underpin it. Smuggling, while a more intuitive
concept, encompasses a broader range of practices than simple border-crossing without payment,
including the exploitation of transit regimes, the use of false documentation, and the strategic
underreporting of quantities or values. The duty-not-paid category includes goods that are technically
within the supply chain of formal producers but that evade the fiscal obligations attached to their
production or distribution; a category that encompasses, inter alia, tobacco products that carry

counterfeit tax stamps and goods whose declared volumes fall short of actual production.

This conceptual clarity matters because different categories of illicit trade require different policy
responses. Counterfeit goods require robust intellectual property enforcement frameworks and
effective market oversight. Smuggling requires border management reform, tariff rationalisation, and
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intelligence-driven interdiction. Duty-not-paid goods require track-and-trace systems, supply chain
monitoring, and fiscal compliance enforcement. A policy response that conflates these categories will
systematically misallocate enforcement resources and leave significant dimensions of the problem

unaddressed.

Root Causes: The Economics of Illicit Trade

There are three primary economic factors that create the conditions in which illegal business becomes

not merely possible but rational and, in some contexts, structurally incentivised.

The first is high taxation. The theoretical relationship between tax rates and illicit trade is well-
established: as the fiscal burden imposed on a good increases, the cost differential between taxed and
untaxed alternatives widens, creating an economic opportunity for producers who are willing to
operate outside the tax system. In Pakistan, this dynamic is particularly acute given the country's status
as a lower-middle-income economy, where household budgets are constrained and price sensitivity is
high. As taxes on consumer goods increase, the demand for cheaper illicit alternatives grows, and
producers grow willing to absorb the legal risk of operating informally and capture significant market
share. The implication is not that taxation should be abandoned, but that the design, rate, and
enforcement of taxation must be carefully calibrated to avoid generating incentive structures that

inadvertently expand the market for illicit products.

The second driver is high tariff barriers. Pakistan's historically elevated import tariffs have created
sustained incentives for smuggling by generating large price differentials between imported and
domestically available goods. There is a positive recent development in this regard: the government's
identification of smuggling-prone product categories and the targeted reduction of tariffs on these
goods has produced measurable reductions in smuggling volumes, demonstrating that tariff
rationalisation, when evidence-based and strategically implemented, can be an effective tool for
reducing illicit trade incentives. The newly introduced National Tariff Policy is also noteworthy as an
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initiative whose impact will require several years of data to assess definitively, but whose analytical

framework represents an important step toward evidence-driven trade policy.

The third driver is inflation. Pakistan's sustained experience of elevated inflation, particularly acute in
recent years, has compressed real household incomes and pushed consumers toward cheaper
alternatives, including illicit products that offer price points unavailable in the formal market. This
dynamic may be illustrated through the example of the pharmaceutical sector, which operated under
a price control regime for nearly two decades. During this period, multinational pharmaceutical
companies were constrained to operate within narrow margins that limited investment, R&D, and
quality assurance. The regime created conditions that allowed local firms some operating with minimal
quality controls to expand their market presence. Following the partial relaxation of price controls
after 2021, the cumulative effects of two decades of suppressed pricing became apparent: several
multinational companies had effectively exited the market, leaving a landscape of approximately 750
registered pharmaceutical firms in which the top 100 control over 90 per cent of market share, while
the remaining 650 firms share a residual 5 to 10 per cent. This fragmented market structure makes the
identification of substandard and spurious drugs extremely difficult, a public health challenge of

considerable magnitude.

Enforcement Weaknesses and Institutional Gaps

Beyond the economic incentive structures that drive illicit trade, the enforcement weaknesses and
institutional gaps that allow illicit actors to operate with relative impunity demand considerable
attention. Weak enforcement mechanisms, fragmented regulatory oversight, and inadequate track-and-
trace implementation collectively create an operating environment in which the probability of
detection, prosecution, and meaningful penalty remains sufficiently low that the expected cost of

operating informally is substantially less than the fiscal burden of compliance.
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Intellectual property enforcement in Pakistan is particularly an acute weakness. Multinational
companies have consistently raised concerns about their inability to protect their brands, formulations,
and technologies within the Pakistani market, and the institutional response has been characterised by
insufficient enforcement authority, limited investigative capacity, and a judicial process that does not
provide timely remedies. The practical consequence is that companies with valuable intellectual
property face a structural choice: absorb the losses associated with weak IP protection, or exit the
market. The latter choice, increasingly exercised by multinational pharmaceutical, software, and
consumer goods companies, leaves Pakistani consumers with access to a narrowing range of quality-

assured products and an expanding landscape of unverified alternatives.

Sector-Specific Evidence: Beverages, Tobacco, and Pharmaceuticals

Specific sectoral evidences are available to illustrate the broader dynamics of illicit trade. The beverage
sector offers a particulatly clear case study: following an increase in excise duty on branded beverages,
the market share of large formal producers declined from approximately 80 per cent to 60 per cent,
while overall consumption levels remained essentially unchanged. The gap was filled not by a reduction
in demand but by the expansion of informal producers offering lower-quality products, often including
adulterated or substandard fruit drinks and sugary beverages that neither meet regulatory quality

standards nor contribute to the tax base.

The tobacco sector also offers an analogous illustration, though with additional complexity arises from
the sector's already significant illicit market prior to the duty increase. The dramatic escalation of excise
duties on tobacco products, driven in significant part by IMF programme conditions and public health
objectives, has produced outcomes that highlight the inverse relationship between excessive taxation
and revenue collection when illicit alternatives are available. Higher duties widened the price
differential between legal and illegal cigarettes to the point where the tax component of a legal cigarette

equals or exceeds the retail price of a smuggled equivalent. The rational consumer response,
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purchasing smuggled cigarettes has resulted in stagnant revenue collection despite nominally higher

rates.

Measuring Illicit Trade: The TRACIT Index and Pakistan's Standing

The TRACIT Index offers a comprehensive measurement framework that evaluates countries on their
susceptibility to and governance of illicit trade across seven principal domains: taxation and economic
environment, trade, customs and border control, criminal enablers of illicit trade, money laundering
and terror financing, regulatory framework and intellectual property protection, and related
governance factors. The index also incorporates sector-specific indicators and supply chain

components including transport, coastal operations, and cyber infrastructure.

On this index, Pakistan ranks 101 out of 158 countries, a positioning that is neither the worst in the
wortld nor a source of comfort. The composite score of approximately 44.5 per cent reflects important
variations across dimensions: the taxation and economic environment score of 47 compares
unfavourably to a global average of 60, indicating that Pakistan's fiscal architecture creates above-
average incentives for illicit trade. The regulatory framework score of 46 reflects weak intellectual
property enforcement and regulatory oversight. The criminal enablers score of 42 suggests that
Pakistan's legal and institutional environment offers insufficient barriers to criminal involvement in
the economy. Somewhat more positively, the trade, customs, and border control scores reflect recent
improvements in physical border management, though the supply chain intermediaries score remains

very low, indicating persistent vulnerabilities in distribution and logistics networks.

Recommendations: From Diagnosis to Institutional Reform

On fiscal policy, there needs to be a carefully calibrated approach to excise and import taxation; one
that accounts systematically for the substitution effects that high taxes create and the conditions under

which tax increases actually reduce rather than increase revenue collection. For instance, when the
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FBR increased the duty on acetone from approximately PKR 400 per kilogram to PKR 44,000 per
kilogram, the predictable result was that most of the following yeat's acetone supply entered the
country through smuggling. Since acetone is a primary input in tobacco manufacturing, this policy
change inadvertently expanded the informal tobacco supply chain that the government was
simultaneously attempting to control. Such outcomes are avoidable when policy design incorporates a

systematic analysis of cross-market incentive effects.

On enforcement technology and capacity, there must be full and mandatory implementation of track-
and-trace systems across all relevant sectors, the deployment of digital enforcement units with the
analytical tools necessary to detect illicit supply chains, and the implementation of cargo tracking and
e-bilty systems across the transport sector. These measures address the reality that production
monitoring, while important, captures only one node of the illicit supply chain: the retail, wholesale,
and distribution sectors, where illicit products enter the market in the hands of consumers, remain far

more difficult to monitor and require a different set of enforcement tools.

On inter-agency coordination, expansion of the existing inter-agency committee (currently limited to
the tobacco sector) to address illicit trade more broadly across all affected sectors is imperative. The
fragmentation of enforcement mandates among FBR, customs authorities, provincial enforcement
bodies, law enforcement agencies, and intelligence institutions constitute a major structural weakness
that illicit actors actively exploit. A permanent, cross-sectoral coordination mechanism with clear
operational authority, shared data access, and accountability for outcomes would represent a significant

institutional advance.

On border management, particular attention needs to be directed toward the challenges posed by
regions with complex security environments, including Azad Jammu and Kashmir, Khyber
Pakhtunkhwa, and Balochistan, where the intersection of security concerns, geographic remoteness,

and informal economic structures creates conditions that are particularly difficult for conventional
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enforcement approaches to address. Strengthening border management in these regions requires a
combination of physical infrastructure investment, intelligence-led operations, and community

engagement strategies that go beyond the conventional enforcement toolkit.

Finally, on consumer awareness, demand-side interventions, information campaigns, consumer
education, and clear labelling and authentication systems, complement supply-side enforcement in
ways that are essential to achieving durable reductions in illicit market share. When consumers
understand the safety risks associated with counterfeit pharmaceuticals, the economic damage caused
by tax evasion, and the security implications of financing illicit networks through their purchasing
decisions, the social acceptability of illicit trade diminishes, reducing the market opportunity for illicit

producers and distributors.
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Mr. Mubashir Akram, Executive Director, CSED

Topic: Illegal Trade: A Review of Sectoral Losses and the Media Dimension

The Media as an Absent Guardian

Pakistan's mainstream media has, by and large, abandoned its role as a guardian of economic discoutse.
The empirical basis for this observation is striking, i.e., a survey of major national television channels
reveals that virtually no substantive coverage of economic issues, of fiscal data, investigation of illicit
trade patterns, or engagement with the structural challenges is available. Of the country's ten most-
watched YouTube channels, the dominant medium of popular information consumption in
contemporary Pakistan, none focuses on the economy, the environment, or national security. The
platforms that command the greatest public attention are directed, almost exclusively, toward

entertainment, political controversy, and social media-driven sensationalism.

The print media landscape tells a similarly concerning story. An examination of Daily Jang, one of the
largest Urdu-language newspapers in Pakistan, with a readership that spans the breadth of the country,
reveals that its dedicated economic section has not been published for a continuous period of 25 days,
with the last economic coverage appearing on 5 October, 2025. For a national newspaper of Jang's
reach and institutional standing, this represents an extraordinary and revealing prioritization, an
editorial calculus that places political coverage, celebrity content, and sensational headlines above the

economic reporting that a public navigating genuine fiscal hardship requires.

The framing commonly deployed by media organisations to explain their programming choices, that
they merely reflect the preferences of their audiences, represents a fundamental abrogation of media's
social responsibility. Media institutions, by virtue of their reach and their authority to frame public
perception, are not passive mirrors of existing preferences. They are active architects of the

information environments within which those preferences are formed. When media consistently
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prioritises sensation over substance, it does not simply reflect existing audience indifference to
economic affairs, it actively reproduces and deepens that indifference. The public capacity for
engagement with complex economic issues is not fixed but cultivable. Audiences that are consistently
exposed to high-quality economic journalism develop the literacy and appetite for it. The current
pattern, in which economic reporting is systematically de-prioritised, forecloses that development and

leaves the public ill-equipped to hold economic governance to account.

The Scale of the Illegal Economy: Quantifying the Challenge

Pakistan's legal nominal GDP stands at approximately USD 348 billion, a figure that already reflects
significant constraints on growth and development. The illegal economy, by conservative estimates
from institutions including the ILO, MIDA, and PIDE, amounts to approximately USD 180 billion
annually, representing roughly 37 to 40 per cent of GDP. This is not a marginal shadow sector but a

parallel economic system of enormous scale.

The forward trajectory of this relationship is even more alarming. Projections for 2025 indicate that
while Pakistan's formal GDP may reach approximately USD 410 billion, the illegal economy is
expected to exceed USD 500 billion, meaning that the informal and illicit economy will, for the first
time, surpass the formal economy in absolute size. This is not a prediction that should be received
with equanimity. It represents a fundamental inversion of the relationship between the formal and
informal economies, with implications for state authority, fiscal sustainability, and social order that

extend well beyond the domain of economic policy.

Sector-by-Sector: The Anatomy of Fiscal Loss

The petroleum, oils, and lubricants sector has emerged as the single largest source of tax evasion, with
annual losses approaching PKR 1 trillion. The scale of these losses reflects the combination of high

taxation, porous borders in major fuel-producing and fuel-transiting regions, and the sophisticated
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smuggling networks that operate through Afghanistan, Iran, and other regional routes. The fuel sector
is also characterised by the involvement of powerful interests, including organised smuggling networks
with political connections, that have historically resisted enforcement efforts with considerable

SUucCcCess.

The real estate sector accounts for approximately PKR 500 billion in annual losses, roughly half the
petroleum figure but still an enormous fiscal resource that remains substantially outside the reach of
the tax system. Real estate transactions in Pakistan are characterised by a well-documented practice of
declaring values significantly below actual transaction prices, a practice that simultaneously conceals
taxable income, provides a vehicle for parking illicitly acquired wealth, and inflates the sector's
contribution to the informal economy. Despite repeated regulatory attempts to bring real estate
transactions into full fiscal compliance, the sector continues to operate with a high degree of

informality.

The tobacco and cigarettes sector contributes annual losses of between PKR 250 and PKR 400 billion,
a range that reflects both the difficulty of precise measurement and the significant variation in market
dynamics from year to year. The tobacco sector is, in some respects, the most thoroughly documented
of the illicit sectors, given the presence of major multinational companies with the resources and
incentives to commission detailed market research on illicit trade. This documentation has not,
however, translated into proportionate enforcement, with compliance among the 45 registered

tobacco factories notably concentrated in just three firms that fully meet FBR regulatory requirements.

Beyond these headline sectors, illicit activity in electronics, mobile phones, tyres, lubricants, and
consumer goods collectively generates significant additional losses. By an estimate, total losses across
the seven most significantly affected sectors at approximately PKR 2.1 trillion, i.e., equivalent to
roughly 20 per cent of the annual revenue target for the 2025—2026 fiscal year. This figure represents

not merely a fiscal challenge but an institutional one: the recovery of even a fraction of this revenue
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would significantly transform Pakistan's fiscal position and create the space for investment in

development, security, and governance that the country urgently requires.

The Geography of Illegality: From Quetta to Islamabad

Illegal trade, in Pakistan, is not confined to remote border regions or clandestine underground markets
but operates openly, visibly, and in close proximity to the institutions nominally responsible for its

suppression.

In Quetta, established smuggling networks engaged in Afghan transit trade and cross-border trade
with Iran operate sophisticated distribution systems that deliver imported goods directly to consumers
at prices that reflect the elimination of customs duties and taxes. These networks are not hidden but
embedded, commercially integrated into the market economies of the cities and towns that they serve,
and socially normalised to a degree that makes their disruption politically as well as operationally
challenging.

In Rawalpindi's Liaquat Market, in close proximity to the federal capital, establishments openly sell
imported consumer goods at prices far below what legitimate importation would permit. Some of
these establishments actively advertise their offerings through social media platforms, indicating not
merely the operational confidence of the sellers but the absence of effective monitoring of
commercially advertised illegal activity. This geographic dimension of the problem, i.e., the proximity
of significant illicit commercial activity to the institutions responsible for its control, speaks directly to

the enforcement capacity gaps that multiple participants identified throughout the day.

Tax evasion practices within Islamabad itself are striking as well. Restaurants in the vicinity of major
thoroughfares issue handwritten receipts or machine-generated receipts without QR codes, effectively
preventing verification of tax compliance with FBR systems, despite the presence of regulatory

institutions at close geographic range. This example captures a broader truth about Pakistan's
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enforcement challenge: the problem is not fundamentally one of geographic remoteness or
institutional inaccessibility but of will, priority, and the depth of normalisation that has allowed tax

evasion to become a routinely accepted commercial practice.

The Political Economy of Illegal Business

The ways in which illicit economic interests are embedded within the political system and protected
by actors with access to legislative and regulatory processes is a noteworthy point of discussion. This
dimension of the problem is often treated with circumspection in policy discourse. Powerful business
lobbies in Pakistan operate with significant sophistication, not merely seeking to influence specific
regulations but actively shaping the institutional environment within which those regulations are
designed and enforced. These lobbies are not external to the political system but embedded within it:
with representation in parliamentary committees, access to senior regulatory officials, and the financial
capacity to sustain institutional engagement over the long term. The practical consequence is that
enforcement initiatives frequently encounter political resistance at the very institutional levels where

their authorisation and resourcing must be secured.

The implications for policy continuity are acute. When enforcement initiatives are politically contested
by interests that benefit from illegality, the likelihood of reversal upon change of administration is
high. Sustainable enforcement reform therefore requires not merely political backing from current
leadership but the institutionalisation of reform mechanisms in ways that are resistant to political
reversal, embedding enforcement capacity in agencies with independent mandates, transparent
operational procedures, and public accountability frameworks that create reputational costs for

political interference.

Recommendations: Coordination, Media, and Policy Continuity
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The coordination recommendation is central: the continued proliferation of illegal economic activity
within Pakistan's social and commercial fabric demands a response that is structured, multi-sectoral,
and strategically sustained. Fragmented, episodic enforcement campaigns that are not embedded
within a coordinated strategic framework will continue to yield temporary disruption without durable
change. An effective response requires the deliberate construction of institutional relationships,
between government agencies, between government and civil society, and between government and
media, that are capable of sustaining coordinated action over the time horizon that genuine reform

requires.

A government—media partnership for economic security, formalised through institutional mechanisms
that provide media organisations with access, data, and expertise in exchange for sustained, quality
economic coverage, must be advanced as a means of addressing the information deficit that currently
allows illegal trade to operate with minimal public scrutiny. This is not a proposal for state control of

media but for a deliberate investment in the informational infrastructure of public accountability.

On the track-and-trace system, it is noteworthy that the system was introduced in 2019 with an
intended implementation timeline of 2021, and that it remained only partially operational by the end
of 2025. This trajectory represents not a failure of technology but a failure of institutional will and
political prioritisation. The lessons from this implementation experience must be incorporated into
the design of future enforcement initiatives, with clearer accountability frameworks, realistic timelines,
independent monitoring, and sufficient political cover to resist the lobbying pressures that have

delayed the track-and-trace rollout.

Finally, the importance of policy continuity is pivotal for the structural reform agenda. The pattern of
each administration introducing its own initiatives while discontinuing the work of predecessors has
been particularly damaging to the enforcement of illicit trade controls, where consistency of policy and

predictability of enforcement are essential deterrents. Building institutional mechanisms that preserve

© Institute of Regional Studies, Islamabad, 2025



53

reform momentum across political transitions, including independent oversight bodies, parliamentary
accountability structures, and public reporting requirements are prerequisites for meaningful and

lasting progress.

© Institute of Regional Studies, Islamabad, 2025



54

M:t. Mehtab Haider, Senior Staff Reporter, The News
International (Jang Group)

Topic: Media and Academia: Shaping the National Narrative on Illegal

Business

The Economic Crisis as a Security Emergency

The relationship between revenues, expenditures, and the debt-to-GDP ratio, a triad of indicators that,
taken together, reveal the severity of Pakistan's fiscal predicament with a clarity that more sophisticated
analytical frameworks sometimes obscure. Debt servicing currently consumes approximately 85 to 90
per cent of federal revenues, leaving a residual of between 10 and 15 per cent to fund everything else
that the state is obligated to provide: development expenditure, governance, pensions, law
enforcement, and defence. Even the defence budget effectively operates on borrowed funds, meaning
that the institutions most critical to national security are themselves sustained by a fiscal architecture

built on precarious foundations.

The Data Integrity Problem

One of the dimensions of Pakistan's economic governance that receives insufficient systematic
attention, i.e., the integrity of the data upon which economic policy is based upon is worth mentioning.
The restructuring of the Pakistan Bureau of Statistics in 2011 was intended to enhance the credibility
and independence of national economic statistics, but the absence of adequate representation of
national accounts experts within the restructured institution has resulted in persistent gaps in the
quality and reliability of the data that it produces. The implications of this data deficit extend well

beyond the technical domain of statistical methodology: when the numbers upon which policy is built
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are themselves unreliable, the entire edifice of evidence-based governance rests on a compromised

foundation.

This data problem is not merely a technical concern but a governance one. Public discourse in Pakistan
tends to treat public debt and public liabilities as separate categories, a distinction that, while technically
meaningful, obscures the full magnitude of the state's financial obligations. When total liabilities,
including contingent obligations and off-budget commitments, are propetly accounted for, Pakistan's
debt burden is substantially larger than the commonly cited figure of approximately 70 per cent of
GDP suggests. International comparisons, most commonly with Japan, whose public debt-to-GDP
ratio significantly exceeds Pakistan's, are frequently deployed to argue that high debt ratios are
manageable. But such comparisons ignore fundamental differences in debt repayment capacity: Japan's
debt is denominated in its own currency, held overwhelmingly by domestic institutional investors, and
serviced from a tax base with a compliance rate that Pakistan cannot plausibly aspire to replicate in the

near term.

Tax Justice and the Compliance Deficit

The equity of Pakistan's tax system and its relationship with the social legitimacy that makes
compliance, rather than evasion, the rational default for economic actors also commands serious
attention. The structural imbalance between the treatment of salaried workers, on one hand, and
traders and retailers, on the other, is perhaps the most visible and most corrosive form of tax inequity

in the Pakistani system.

The salaried class pays approximately PKR 555 billion in income taxes, a figure that represents a
substantial and growing share of total tax collection. Against this, the trade and retail sector's tax
contribution remains conspicuously opaque: the reported figure of PKR 786 billion in taxes collected
from traders encompasses a range of indirect and withholding taxes, but the transparency of data on
direct income tax compliance within the retail sector leaves much to be desired. The practical
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consequence is a situation in which formal sector employees making modest incomes pay taxes at rates
that are demonstrably higher, in many cases, than those effectively borne by traders and retailers with

significantly greater economic activity and disposable income.

Recent legislative efforts to address this imbalance through the introduction of penalties for non-filers
and the strengthening of withholding tax provisions under Sections 235G and 235H of the Income
Tax Ordinance represent a positive step but require consistent and politically protected enforcement
to produce meaningful results. The social media monitoring initiative established by the Federal Board
of Revenue, creating a unit to identify individuals whose publicly displayed lifestyles are inconsistent
with their declared incomes, represents a creative application of digital tools to compliance
enforcement, and illustrates the potential for technology-enabled approaches to narrow the gap

between declared and actual economic activity.

Agricultural Income Tax and Provincial Reform Reversal

Historically, the most significant single gap in Pakistan's direct tax system has been that in the
treatment of agricultural income. Recent amendments to Punjab and Sindh's agricultural income tax
legislation have reversed earlier reforms that had aligned provincial taxation of agricultural income
with conditions attached to the current IMF programme. The effective reduction of agricultural
income tax rates to pre-reform levels, driven by the political influence of landowning constituencies
within the provincial legislative assemblies, has created a situation of profound inequity: formal sector
employees, including those earning modest wages, are taxed at rates that substantially exceed the
effective burden on agricultural income, even in cases where that agricultural income is substantial by
any reasonable measure. This reversal undermines not merely revenue collection but the social
legitimacy of the tax system itself, reinforcing the perception, among compliant taxpayers, that the

system is designed to protect the wealthy and powerful at the expense of the documented.
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Illicit Trade, Policy Incentives, and the Afghan Transit Trade

The empirical reality of the Afghan transit trade, one of the most extensively documented and
institutionally entrenched channels of goods smuggling in Pakistan is also a pertinent area. The Afghan
transit trade, which at its peak was valued at between USD 7 and USD 8 billion annually, declined to
approximately USD 2.5 billion following the implementation of targeted anti-smuggling measures,
demonstrating that enforcement combined with incentive correction can produce measurable results.
When those responsible for legislating and implementing enforcement measures have institutional or
personal interests in the continuation of the illicit trade they are nominally empowered to suppress,
the resulting conflict of interest represents a fundamental governance failure that cannot be addressed
through technical policy reform alone. The emphasis must be on correcting the systemic incentives
that make political involvement in illicit trade rational and profitable, rather than on prosecuting
individual actors within a system whose architecture continues to generate the conditions for their

behaviour.

The Foreign Exchange Paradox and the Export Imperative

In terms of the petroleum, oils, and lubricants smuggling sector: while the fiscal losses are enormous
and the enforcement challenges severe, there is a sense in which the import substitution effect of
smuggled fuel, reducing the formal import bill and thereby conserving foreign exchange, has a perverse
short-term impact on the balance of payments. This might be a controversial observation and must
not be understood as a justification for fuel smuggling but as an illustration of the complexity of the
incentive structures that make some dimensions of illicit trade politically tolerable in ways that others

are not.

Pakistan needs to declare an economic emergency focused explicitly on export growth. With a trade

deficit reaching approximately USD 9 billion and without a significant expansion of export revenues,
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Pakistan faces the prospect of returning to an IMF programme in the near future regardless of progress
on illicit trade suppression. The fiscal space created by reduced illicit trade would be rapidly consumed
by debt obligations if export revenues do not expand in parallel. A genuinely sustainable improvement
in Pakistan's fiscal position therefore requites not only the suppression of illicit trade but a fundamental
reorientation of the economy toward competitive, high-value export production, a challenge that is

both more complex and more consequential than the enforcement agenda considered in isolation.

Technology, Investment, and Civil Service Reform

An important question to ask in the present times is perhaps, how Pakistan can position itself to
capture the opportunities offered by the current moment in global technology investment. Recent
signals from major international political actors, including remarks by the US administration under
President Trump, suggest a window of opportunity for Pakistan to attract foreign investment, leverage
global financial flows, and modernise its economic infrastructure. Seizing this window requires more
than diplomatic engagement: it requires demonstrable improvements in governance, regulatory

predictability, and the institutional capacity to deploy investment productively.

Investment in artificial intelligence and advanced technology must be a strategic priority, not merely
as a means to modernise enforcement capacity but as a generator of economic value in its own right.
A Pakistan that positions itself as a destination for technology investment, and that develops domestic
capacity in Al and digital infrastructure, creates the conditions for a new generation of high-value
economic activity that can contribute to the export earnings and fiscal revenues that the country

urgently needs.

Civil service reform constitutes the centre of the institutional reform agenda. The current civil service
model characterised by insufficient meritocratic selection, political appointments on senior positions,
and limited performance accountability, produces an institutional culture that is pootly suited to the
demands of modern economic governance and enforcement. There has to be a recruitment model
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that draws inspiration from the performance standards and meritocratic culture of the military services,
combined with the introduction of lateral entry and exit mechanisms that allow the civil service to
access the specialised expertise that complex economic challenges require. Without civil service
reform, the other elements of the governance agenda including coordination mechanisms,
enforcement capacity, data systems, regulatory frameworks inter alia, will remain dependent on

institutions whose structural limitations will continue to constrain their effectiveness.
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Discussion and Concluding Remarks

The formal presentations of the roundtable were followed by a substantive open discussion session
that drew contributions from across the participant group. The discussion was notable for the degree
of convergence that it revealed, between economists and journalists, between officials and researchers,
between those approaching the problem from the security angle and those coming from fiscal policy,
on a set of core analytical conclusions and institutional prescriptions. This convergence is itself
significant: it suggests that the barriers to reform in Pakistan's approach to illegal business are not

primarily analytical but political and institutional.

The Primacy of Institutional Coherence

Across the floor discussion, the theme of institutional coherence emerged as the most consistent
analytical and prescriptive touchstone. Participant after participant observed, from different
professional vantage points, that Pakistan's enforcement architecture, fragmented across multiple
agencies with overlapping mandates, competing institutional cultures, and insufficient mechanisms for
sustained operational collaboration, represents the primary structural enabler of illegal business in
Pakistan. Illicit networks are not passive targets that wait to be disrupted; they are adaptive,
sophisticated, and capable of exploiting institutional divisions with considerable precision. Addresses
to this structural weakness require a level of institutional redesign that goes beyond the creation of
new coordination bodies, it requires changes in the incentive structures, accountability frameworks,

and organisational cultures of the agencies involved.

Political Will as the Decisive Variable

The discussion returned repeatedly to the question of political will, and the mechanisms through which

it can be generated, sustained, and protected from the pressures that have historically caused reform
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initiatives to stall or reverse. There was a shared recognition that Pakistan's policy history is replete
with well-designed enforcement initiatives that have failed not for want of technical merit but for want
of the political protection and institutional continuity needed to see them through. Track-and-trace,
repeatedly cited as a critical tool, offers the most current illustration: technically sound, internationally
validated, and demonstrably effective where properly implemented, yet persistently delayed by the
combined effect of lobbying pressure, implementation capacity gaps, and political prioritisation

failures.

The conclusion drawn from this pattern was not fatalism but a more precise diagnosis of the reform
challenge. The problem is not that Pakistan lacks the institutional frameworks, technical expertise, or
analytical capacity to design effective anti-illicit trade policies. It is that the political economy of reform,
the distribution of costs and benefits across powerful actors with unequal access to the political system,
consistently works against the implementation of policies that threaten vested interests. Addressing
this requires not just better policy design but deliberate strategies for managing the political economy
of reform: building reform coalitions, creating institutional protection mechanisms, ensuring that the

costs of non-reform become more politically visible and costly than the costs of implementation.

The Consumer and the Public Narrative

The role of consumers and of the broader public narrative around illegal trade was identified as an
underappreciated dimension of the reform challenge. In many segments of Pakistani society, the
purchase of counterfeit goods, smuggled products, or untaxed consumer items is not merely a rational
economic choice under conditions of constrained income, it is a socially accepted, sometimes socially
valued, practice that carries no meaningful reputational cost for the consumer. Breaking this pattern
requires sustained, strategically designed engagement with public attitudes, not through moralistic
campaigns that are easily dismissed but through genuine illumination of the real costs that illegal trade

imposes on public services, healthcare, social stability, and national security.
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The media institutions represented at the roundtable have a particularly critical role to play in this
regard. The public's understanding of its own stake in the outcomes of anti-illicit trade policy is largely
shaped by the information environment in which it operates. An information environment that
underreports economic affairs, fails to connect illegal trade to its security implications, and offers no
sustained engagement with the policy debates discussed in forums like this roundtable produces a
public that is effectively insulated from the consequences of its own consumption decisions. Changing
this information environment is as important a part of the reform agenda as any institutional or

enforcement measure.

The Path Forward: From Deliberation to Action

The roundtable closed with a collective affirmation that deliberation, however rigorous, is valuable
only insofar as it generates action. The recommendations compiled in this volume represent the
substantive output of a day of engagement that was, by the assessment of participants, among the
more productive policy discussions of the current period. Their value lies not in their novelty, many
of the institutional prescriptions advanced are well known to Pakistan's policy community, but in the
collective weight of expertise and authority that endorses them, and in the specificity with which they

are framed for implementation.

The Institute of Regional Studies is committed to the follow-through that this deliberation demands.
The recommendations will be transmitted to relevant government ministries and agencies, shared with
parliamentary committees engaged with economic governance and national security, and disseminated
through the channels of policy-oriented media and academic engagement that are essential to building
the constituency for reform. The roundtable's value as an annual initiative lies precisely in its
cumulative character: each iteration will be able to assess what progress has been made, what has

stalled, and what adjustments the evidence demands. In this sense, the first roundtable on the
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Challenge of Illegal Business to Pakistan's National Security is both a beginning and a commitment, a

commitment to the sustained, disciplined engagement that the scale of the challenge requires.
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Glossary of Key Terms

Afghan Transit Trade (ATT)

A bilateral trade framework allowing Afghanistan to import goods through Pakistani territory.

Historically exploited as a conduit for smuggling goods back into Pakistan without payment of duties.
Anti-Money Laundering (AML)

The body of laws, regulations, and procedures designed to prevent the integration of illegally obtained

funds into the formal financial system.
Beneficial Ownership

The natural person(s) who ultimately own or control a legal entity or arrangement, and on whose
behalf transactions are conducted. Transparency of beneficial ownership is a critical tool for tracing

illicit financial flows.
Counterfeit Goods

Products that bear a trademark without authorisation, or that are designed to imitate the appearance
of genuine branded products. Encompasses both inferior quality imitations and high-quality

sophisticated fakes.
Digital Laundering

The use of digital platforms, payment systems, and virtual assets to conceal the illicit origin of funds

and integrate them into the formal financial system.
Duty-Not-Paid Goods

Products that have been manufactured or imported but on which applicable excise duties, customs

duties, or other taxes have not been paid, either through evasion or exploitation of regulatory gaps.

FATF
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Financial Action Task Force — an intergovernmental body that sets international standards for anti-

money laundering, counter-terrorist financing, and related regulatory frameworks.
FBR

Federal Board of Revenue — Pakistan's primary tax collection and fiscal enforcement institution,

responsible for customs administration, income tax, and sales tax.
Hawala/Hundi

Informal value transfer systems widely used in South Asia and the Middle East, facilitating the
movement of funds across borders without physical currency movement and outside the regulated

banking system.
Illicit Financial Flows (IFFs)

The cross-border movement of money that has been illegally earned, transferred, or utilised.

Encompasses tax evasion, corruption proceeds, criminal profits, and illegally transferred capital.
Shadow Economy

The segment of economic activity that is not reported to government authorities and therefore evades
taxation and regulatory oversight. Encompasses both entirely illegal activities and legal activities that

are conducted informally.
Track-and-Trace

A monitoring system used in high-risk sectors (particularly tobacco and pharmaceuticals) to track the
production, distribution, and sale of goods through tax stamps, barcodes, or digital markers, enabling

the detection of duty-not-paid products.

TRACIT
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Transnational Alliance to Combat Illicit Trade — a US-based non-profit organisation that works with
governments, international organisations, and industry stakeholders to develop evidence-based

frameworks for addressing illicit trade globally.
Under-Invoicing

The deliberate misrepresentation of the value of imported or exported goods in customs

documentation, used to reduce customs duty liability or to facilitate illegal capital movement.
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