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. INTRODUCTION

The shadow economy in Pakistan is equal to
about 40 percent of GDP and significant
levels of illicit trade can be found in many
key economic sectors, including food fraud,
illicit petroleum products, counterfeiting and
piracy, and trade in falsified and substandard
pharmaceuticals.! Pakistan’s geographical
positioning makes it a vulnerable transit
country for illicit trade. Its long and porous
borders with Iran, Afghanistan, and India
expose it to illicit trade in several sectors,
both as an origin and destination hotspot.?
This problem has persisted for years, hand-
in-hand with a wide range of other illegal
activities like money laundering, organized
crime, corruption, and human trafficking.?

Building on the findings of TRACIT’s 2023
report, "lllicit Trade in Pakistan: The Twin
Task of Combating lllicit Trade and Boosting
Economic Growth", this study reviews
Pakistan’s capacity to defend its economy
from illicit trade, drawing upon findings from
TRACIT’s 2025 Illicit Trade Index—a data-
driven framework assessing structural,
institutional, and sectoral resilience to illicit
trade across 158 countries.*

While the 2023 report underscored the
structural challenges that allow illicit trade
to flourish—corruption, unemployment,
weak regulatory enforcement, and
organized crime—this follow-up study
updates the situation and dynamics in
Pakistan, with the aim of supporting the
government and leaders responsible for

improving trade and development and
mitigating crime and corruption. In
particular, the findings and
recommendations enable the government’s
policy makers to identify areas requiring
renewed focus and innovation:

e Evaluate progress: Assess the
implementation and impact of
governmental policies, enforcement
measures, and international
cooperation initiatives over the past
year.

e Analyze trends: Examine year-on-
year comparative data on structural
indicators to highlight shifts in
governance quality, tax compliance,
enforcement and economic
indicators, shedding light on both
achievements and persisting
challenges.

e Address structural obstacles: Explore
the systemic barriers—such as
capacity constraints and
corruption—that continue to hinder
progress in combating illicit trade.
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II. REVIEW OF STRUCTURAL CAPACITIES

This report serves as a practical tool for 1. Taxation and Economic Environment

Pakistani authorities and their partners to 2. Regulatory Framework and

refine and strengthen efforts to combat Enforcement

illicit trade.

Criminal Enablers of lllicit Trade
According to TRACIT's 2025 lllicit Trade

Index, Pakistan ranks 101 out of 158
countries, with an overall score of 44.5 out

Trade, Customs, and Borders

Supply Chain Intermediaries
of 100, underperforming against both the

o >~ w

Sectoral lllicit Trade
global average (49.9) and the Asia-Pacific

regional average (50.9). The country

demonstrates strong performance in Trade,

Customs, and Borders (75.4), reflecting

improved digitalization and exchange of <
advanced data. However, it performs

significantly lower in other areas — ®
particularly Supply Chain Intermediaries
(25.9), Criminal Enablers (42.7), and Sectoral
llicit Trade (29.3). These mixed results
highlight the uneven nature of Pakistan’s

institutional resilience and underscore the Global | Asia
(average) (average)

need for targeted reforms to address

*

) ) Overall Score 44.5 49.9 50.9

enforcement mechanisms and persistent
o . Category scores
VU|nerab|||tleS n key sectors. Taxation and economic environment 47.3 60.5 59.6
This section is organized into the six key Pl — i e
enforcement

Categorles measu red by the 2025 //lIC/t Trade Criminal enablers ofillicittrade 42.7 53.6 51.8
Ind h ti ial di . Trade customs and borders 75.4 56.5 65.3
nhaex, each representing a crucial dimension Supply chain intermediaries 25.9 30.9 33.7
of Pakistan’s struggle against illicit trade. Sectoralillicit trade indicators 20.3 4.6 206

These categories provide a framework for
analyzing the multifaceted nature of illicit
activities, the structural and operational
challenges they pose, and the potential
pathways to address them effectively.
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Pakistan’s Battle Against lllicit Trade: An analysis of challenges and pathways to resilience

1. Taxation and Economic
Environment

Economic conditions play a pivotal role in
shaping the landscape of illicit trade. High
inflation, a sprawling informal economy, and
limited resource mobilization (resulting from
tax collection leakages) create fertile ground
for illicit activities to flourish. Conversely,
improvements in these areas can reduce
incentives for illegal products, strengthen
regulatory control, and bolster enforcement
efforts.

Inflation: After peaking at a historic 35.4% in
March 2023—the highest in 50 years—
Pakistan’s inflation has dropped significantly
t0 9.5% in 2025.° This sharp reduction has
provided some relief to consumers and may
help ease the demand for cheaper, illegal
alternatives. High inflation has historically
eroded consumer purchasing power,
pushing households to turn to informal or
black-market options. Sustained stability in
inflation could support broader efforts to
reduce reliance on illicit goods by improving
affordability within formal markets.

Informal economy: A sizeable informal
economy weakens formal tax systems and
provides cover for illegal activities.
Unregulated transactions remain largely off
the radar of tax authorities and law
enforcement, making it difficult to track

economic flows or clamp down on illicit
trade. The widespread operation of informal
manufacturing units in non-tariff areas such
as Khyber Pakhtunkhwa (KPK) and Azad
Jammu and Kashmir (AJK), where weak
border controls and political instability
create opportunities for a large informal
economy.

Tax revenue: Despite having fiscal structures
in place, Pakistan struggles with tax evasion
that reportedly accounts for losses
equivalent to 6% of GDP, undermining
Pakistan’s capacity to mobilize fiscal
resources.® lllicit trade in tea, tires, auto
lubricants, and pharmaceuticals alone
accounts for roughly PKR 160 billion in
annual losses,” while unregulated and
untaxed cigarette sales drain PKR 415 billion
annually.® These staggering losses reflect
how poorly regulated non-tariff areas in
regions like Khyber Pakhtunkhwa (KPK) and
Azad Jammu and Kashmir (AJK) facilitate tax
evasion; local manufacturers often evade
federal levies, exploiting minimal border
controls and political unrest.’

Credit Ratings: Pakistan’s low credit ratings
continue to reflect the country’s fragile fiscal
health and ongoing economic challenges. In
2024, S&P Global held its rating steady at
CCC+, signaling persistent risks. On a more
positive note, both Fitch Ratings and

Agency 2023 2024 Change Stability

S&P Global CCC+ CCC+ No change Stable

Fitch Ratings CCC+ B- Positive Stable

Moody's Caa3 Caa2 Positive Stable
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Moody’s upgraded their outlooks—Fitch
from CCC+ to B- and Moody’s from Caa3 to
Caa2—with all three agencies maintaining a
stable outlook.

These upgrades suggest some cautious
optimism around recent fiscal adjustments
and debt management efforts. Still, the
overall picture remains challenging: ratings
this low limit Pakistan’s ability to raise funds
affordably, squeeze government resources,
and deter foreign investment. That makes it
harder to fund major enforcement upgrades
or support cross-agency operations to tackle
illicit trade.*® Countries with lower credit
ratings may face fiscal pressures, which can
strain government resources and limit
funding for enforcement and regulatory
functions critical to combating illicit trade.
Moreover, the perception of risk and
instability associated with lower ratings
might deter legitimate foreign investment,
potentially giving illicit actors more room to
operate in sectors where regulatory
oversight is weakened due to constrained
enforcement resources.

2. Regulatory Framework
and Enforcement

A robust regulatory framework and effective
enforcement are cornerstones in the fight
against illicit trade. Pakistan has
demonstrated a strong commitment to
international regulatory norms by adhering
to key treaties aimed at combating illegal
activities across borders. However,
translating these commitments into tangible
results requires addressing persistent
weaknesses in governance, coordination,
and institutional capacity. This section
examines Pakistan’s regulatory and
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enforcement landscape, highlighting its
strengths as well as areas needing
improvement, including governance quality
and institutional effectiveness.

Commitment to international frameworks:
On paper, Pakistan shows commendable
commitment to fighting illicit trade through
its ratification of a wide range of global
treaties. These include the UN Convention
against Transnational Organized Crime, the
UN Convention against Corruption, the WHO
Protocol to Eliminate Illicit Trade in Tobacco
Products, and conventions targeting
trafficking in persons, endangered species,
and stolen cultural property. These
instruments provide a strong legal platform
for international cooperation, information
sharing, and harmonized responses to
transnational crimes. However, this
commitment does not fully extend into all
relevant areas. Pakistan has not yet ratified
the Paris Convention, which is a critical tool
for global cooperation on intellectual
property rights protection.

While treaty participation provides a strong
legal foundation and facilitates international
collaboration, the real test lies in
operationalizing these commitments. As
seen in Pakistan’s case, signing international
agreements does not automatically translate
into effective domestic enforcement.

Government enforcement framework:
Despite strong treaty alignment, Pakistan
lacks a unified, national strategy to combat
illicit trade. Coordination among law
enforcement bodies, including Customs,
police, and provincial regulators, remains ad
hoc and largely informal. The absence of a
dedicated interagency body—or even an
appointed Anti-lllicit Trade Coordinator—
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means that enforcement actions are
frequently siloed, reactive, and resource-
stretched.

An example of these challenges is the
smuggling of goods across Pakistan’s porous
borders with Afghanistan, India, and Iran.
Shortage of personnel, particularly in
Baluchistan, severely restricts Customs'
ability to effectively secure the borders with
Iran and Afghanistan. With fewer than one
thousand Customs personnel deployed in
the region, including only 400 personnel for
anti-smuggling operations, it is simply not
feasible to fully monitor the 1600 km-long
border. Consequently, Pakistan Customs is
compelled to prioritize its efforts on major
roadways within the country, rather than
attempting to interdict contraband at the
borders. Customs also faces significant
resource challenges that undermine its
operational capabilities. The agency has few
operational vehicles at its disposal, many of
which are in poor condition, limiting its
capacity to pursue smugglers or conduct
swift anti-smuggling operations. New
operational vehicles are needed to
effectively monitor borders and interdict
smuggling activities on arterial routes
leading to cities. Further to these challenges,
the weapons available to Pakistan Customs
are largely outdated, leaving the agency ill-
equipped to confront armed smugglers.

Regulatory framework strengths and
weaknesses: Pakistan’s regulatory quality
has deteriorated notably over the past
decade. According to the World Bank
Governance Indicators on Regulatory
Quality, in 2013, the score stood at -0.71 (on
a scale from -2.5 to +2.5), which modestly
improved to -0.67 by 2018. However, by
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2023, it had fallen sharply to -0.90 — its
lowest level in ten years. This decline is also
reflected in the country’s percentile rank,
which dropped from 27.62 in 2018 to 19.81
in 2023, placing Pakistan in the bottom
quintile globally.!

This erosion in regulatory quality signals
significant concerns about the government’s
ability to develop and implement sound
regulations. It also highlights the limited
involvement of stakeholders in shaping
regulations and a disconnect between
lawmaking and implementation. This means
that while some regulatory structures exist,
they are vulnerable to exploitation.

The trend in Government Effectiveness per
the World Bank Governance Indicators
shows a slightly more positive trajectory. In
2013, Pakistan had a score of -0.80 and a
low percentile rank of 23.22. By 2023, the
governance score improved to -0.58, and
the percentile rank rose to 30.66. While this
still places Pakistan in the bottom third
globally, the gradual improvement suggests
some gains in institutional functioning, and
public sector performance.?

Consumer protection: Consumer protection
frameworks exist but are rarely used to fight
illicit trade. The mechanisms for consumer
complaints are poorly publicized and difficult
to access, while enforcement agencies rarely
act on individual reports of fraud,
mislabeling, or counterfeit sales. Public
awareness campaigns have been sporadic
and consumer education around
counterfeit-related safety risks—particularly
in food, cosmetics, and medicines—is
critically lacking.
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3. Criminal Enablers of Illicit
Trade

The persistence and growth of illicit trade in
Pakistan is fueled by systemic enablers that
undermine enforcement and foster an
environment conducive to illegal activities.
Organized crime, corruption, and structural
weaknesses remain key drivers of illicit
trade.

Persistent influence of organized crime in
Pakistan: Both mafia-style groups and
criminal networks engage in several forms of
illicit trade in Pakistan. Their operations
extend across multiple sectors, from
contraband goods and illegal fuel to
narcotics and counterfeit products, to illicit
mining, illicit logging and human smuggling,
complicating enforcement and regional
security efforts. Amongst the criminal
groups include the People’s Aman
Committee, D-Company and Altaf Khanani’s
money laundering organization. Even
terrorist groups such as the Taliban engage
in aspects of illicit trade as a source of
revenue.® The presence of criminal groups
is high, especially in regions such as Khyber
Pakhtunkhwa, Baluchistan and Karachi, with
many linked to corrupt government officials
or political parties. As such, these groups can
wield significant power over the democratic
process.'4

Corruption and rule of law: Corruption
remains a critical vulnerability, weakening
every level of the anti-illicit trade response—
from Customs to police, courts, and licensing
authorities. Public confidence in these
institutions is low, with corruption often
perceived as both systemic and politically
weaponized. Despite having anti-corruption
mechanisms in place, enforcement is
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selective, and high-level impunity remains
rampant. A major contributing factor is the
overlap of civilian and military power in
governance and law enforcement, which
weakens institutional independence and
undermines accountability.® State-
embedded actors are involved in a range of

PAKISTAN

Rank

135/180

Score

21/100

Score change

O -2 Since 2023

Pakistan’s score on Transparency International’s
2024 Corruption Perceptions Index

criminal markets. Local criminals also
cooperate with foreign criminals in
transnational markets such as heroin
trafficking and human trafficking.®

These concerns are echoed in the 2024
World Justice Project Rule of Law Index,
where Pakistan ranks 140 out of 142
countries for Order and Security—making it
the third-worst globally (only ahead of Mali
and Nigeria). This indicator measures crime
control, protection from armed conflict, and
peaceful resolution of disputes—all of which
remain major challenges. Pakistan also
performs poorly on other key dimensions of
the rule of law: it ranks 103 for constraints
on government powers, 120 for absence of
corruption, 127 for regulatory enforcement,
128 for civil justice, and 98 for criminal
justice. Among South Asian countries, only
Afghanistan ranks lower. These figures
illustrate a fragile governance environment,
especially in provinces like Baluchistan and
Khyber Pakhtunkhwa, where criminal
networks and militant groups routinely
undermine state authority.’

TRACIT 2025



Pakistan’s Battle Against lllicit Trade: An analysis of challenges and pathways to resilience

The Financial Action Task Force Grey List:
Pakistan was officially removed from the
Financial Action Task Force (FATF) Grey List
in October 2022, marking a significant
milestone in the country’s anti-money
laundering (AML) and counter-terrorist
financing (CFT) efforts. This delisting
reflected years of focused reform. Between
2018 and 2022, Pakistan undertook
extensive legal and institutional changes,
including strengthening the Financial
Monitoring Unit (FMU), enhancing risk-
based supervision of financial institutions,
improving asset tracing and freezing, and
updating beneficial ownership transparency.
However, Pakistan still continues to have
high risks of money laundering and terrorist
financing.'® Pakistan’s removal from the
Grey List has improved its international
standing and reduced compliance-related
barriers for global financial institutions.
However, to retain this progress, Pakistan
must ensure the momentum of reform does
not stall. Long-term success depends on
embedding FATF-aligned practices across
agencies, sustaining high-quality
enforcement, and tackling the informal
financial economy that continues to serve as
a key enabler of illicit trade.

Trafficking in persons: Human trafficking is a
significant issue in Pakistan and occurs
primarily in the form of forced labor, sexual
exploitation and forced begging, although
organ trafficking is also known to occur.
Forced labor frequently occurs in the
agricultural, construction, fisheries and
textiles industries. While most cases of
human trafficking are internal, Pakistanis
have also been trafficked abroad and
subjected to forced labor in the Middle East
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and Europe.*® Human trafficking is linked to
labor exploitation, forced migration, and
organized crime. The combination of weak
legal protections, low institutional capacity,
and limited victim support infrastructure
continues to hamper the country’s ability to
effectively combat human trafficking and
dismantle the networks that profit from it.

4. Trade, Customs, and
Borders

Efficient trade, customs, and border
management are essential for curbing illicit
trade, yet Pakistan presents a mixed picture.
The country has taken notable steps toward
modernizing its customs and border
management ecosystem, with several
frameworks and digital tools now in place to
support more secure and transparent trade.
These reforms have brought the country
closer to global standards in terms of
documentation, cargo screening, and
regulatory alignment. However, the
implementation of these measures often
falls short on the ground, resulting in
persistent vulnerabilities that continue to be
exploited by smugglers and traffickers. The
disconnect between policy design and
operational capacity remains a central
challenge for border enforcement in
Pakistan.

Digitization and risk detection: Pakistan’s
regulatory framework now includes
mechanisms to receive advance electronic
information (AEIl) on cargo shipments,
maintain customs recordal systems for
intellectual property protection, and
regulate the transit of goods through its
borders. Importantly, Pakistan also
participates in global security initiatives such
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as the UNODC Container Control Program
(CCP) and AIRPOL's Passenger and Cargo
Control Program (PCCP). These initiatives
assist in enhancing border security by
enabling customs authorities to perform
targeted inspections of high-risk shipments,
thereby improving the detection and
prevention of illicit goods entering the
supply chain. While these frameworks
reflect Pakistan’s commitment to aligning
with global enforcement efforts, much of
their potential impact is diluted by
inconsistent use and patchy enforcement.
The on-the-ground effectiveness of these
systems depends on their operational
uptake, cross-agency integration, and the
extent to which data is used to drive
decision-making and risk management
systems. At present, transparency on
performance outcomes—such as seizure
rates or risk-targeting success—is limited.

Border enforcement: Pakistan continues to
struggle with operational bottlenecks in its
border enforcement capacity. Agencies like
Pakistan Customs face chronic shortages of
trained personnel, especially in high-risk
zones such as Baluchistan and the Khyber
Pakhtunkhwa (KPK) borderlands. Remote
border crossings often remain under-
patrolled due to a lack of vehicles,
surveillance technology, and modern
equipment. In many cases, outdated
weapons and limited aerial surveillance
technologies further reduce the
government’s ability to interdict armed
smuggling networks. Given the country’s
complex geography and large land borders
with Afghanistan, India, and Iran, such
deficiencies leave customs and law
enforcement unable to monitor or defend
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against illicit flows. Beyond customs
enforcement, broader logistical
inefficiencies continue to plague Pakistan’s
trade system. Weak infrastructure,
fragmented tracking and tracing systems,
and frequent delays in cargo processing all
contribute to reduced supply chain visibility.
These inefficiencies not only hinder legal
trade but also provide ideal cover for illicit
shipments to be hidden within the legitimate
flow of goods.

De minimis threshold: De minimis rules
allow shipments below a certain value
threshold to bypass customs inspections,
rendering the border more vulnerable to
illicit trade in small parcels. Countries with
lower levels of de minimis exceptions are
able to cast a wider net that exposes more
trade to inspections, thereby strengthening
the defense against illicit trade. As of July
2024, Pakistan’s de minimis threshold is set
at a relatively low PKR 5,000 (approximately
USD 17.95). This threshold reduces the
burden on border agencies, allowing them
to focus enforcement efforts on higher-risk
or higher-value consignments. It also helps
limit opportunities for misuse, such as the
undervaluation of goods to avoid taxation,
which is a common tactic in illicit trade. By
balancing trade facilitation with revenue
protection, this threshold contributes to a
more efficient and secure border control
environment.

5. Supply Chain
Intermediaries

lllicit traders in Pakistan continually exploit
vulnerabilities across supply chain networks
to facilitate illegal commerce. These supply
chains vary significantly—from maritime
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shipping routes and free trade zones (FTZs)
to postal and courier services, as well as
online marketplaces. Rapid shifts in global
trade dynamics and technological
advancements increasingly challenge
government authorities, demanding
continuous modernization of controls and
resource allocation to address illicit trade
effectively.

Online environment: Pakistan’s growing e-
commerce ecosystem has opened up
significant avenues for illicit trade. While the
country's cybersecurity preparedness shows
promise—with systems in place to address
digital threats—its broader e-commerce
regulatory framework remains
underdeveloped. Illicit actors have quickly
taken advantage of these gaps, using online
platforms, including social media and digital
marketplaces, to advertise and sell a wide
array of illegal goods. This includes
counterfeit toys, clothing, footwear,
pharmaceuticals, and pirated software. The
rapid growth of 3G/4G connectivity has
further accelerated online retail activity, but
in the absence of strong governance, many
illicit sellers dominate these spaces. Without
clear liability standards for online
marketplaces and social media platforms,
transparent seller verification processes, and
proactive monitoring, the online
environment continues to provide a key
channel for the distribution of illicit goods
directly to consumers.

Free trade zones: Pakistan’s governance of
free trade zones (FTZs) also reveals
concerning gaps in regulatory oversight.
While the country has some basic legal
provisions for managing its FTZs, it has not
adopted key international frameworks that
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would signal a stronger commitment to
transparency and accountability. Notably,
Pakistan has yet to endorse the OECD’s
Clean Free Trade Zone Certification Scheme
or sign Annex D of the World Customs
Organization’s Revised Kyoto Convention,
both of which provide critical standards for
customs procedures and oversight in FTZs.
Though there has been some interest in
aligning with the WCO Framework of
Standards to Secure and Facilitate Global
Trade, partial adherence is insufficient.

The OECD Recommendations on Free Trade
Zone Transparency

The OECD Recommendations on Free Trade
Zone (FTZ) Transparency and the accompanying
Code of Conduct for FTZ Operators collectively
establish a framework to enhance oversight and
accountability within FTZs. Developed in
response to evidence that FTZs can be exploited
by criminal networks for the transit and storage
of illicit goods, these guidelines promote
transparency to strengthen customs controls,
improve reporting practices, and support the
monitoring of goods moving through FTZs. The
Code of Conduct for FTZ Operators
complements this by setting standards that
prevent misuse, encourage ethical business
practices, and reinforce compliance with
international trade.

Postal security: A strong government
commitment to securing parcel delivery
infrastructure is essential to prevent criminal
exploitation and the trafficking of illegal
goods through global postal networks.
Enhancing postal security measures,
fostering international cooperation, and
sharing best practices are key steps in
mitigating this risk. Pakistan is not currently
participating in the Universal Postal Union's
(UPU) lllicit Goods Mitigation Expert Team
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(IGMET) under the Postal Security Group.
The UPU, a specialized agency of the United
Nations, serves as the primary forum for
international cooperation in the postal
sector. Participation in initiatives like IGMET
equips postal operators with tools to identify
and address vulnerabilities that enable the
spread of illicit trade through their networks.
By engaging with such programs, Pakistan
could strengthen its postal security
framework, closing gaps that illicit actors
exploit and enhancing its ability to combat
the flow of illegal goods through
international and domestic mail systems.

6. Sectoral lllicit Trade
Indicators

llicit trade in Pakistan spans multiple high-
risk sectors, exposing gaps in enforcement,
regulatory oversight, and public awareness.
These vulnerabilities are exacerbated by
governance challenges, porous borders, a
large informal market, and low consumer
awareness of the dangers of counterfeit and
substandard goods. While the country has
made strides in regulating certain industries,
the absence of sector-specific enforcement
capacity and a lack of national coordination
hinder Pakistan’s ability to effectively
counter illicit trade across industries.

[llicit activity is particularly prevalent in
excisable goods like tobacco,
pharmaceuticals, agrochemicals, and
counterfeit consumer products. The growing
volume of illicit goods not only precludes the
collection of government revenues but also
undermines public safety and fuels
organized crime. Addressing these
challenges requires targeted, sector-level
strategies—including enhanced inspections,

better data sharing, regulatory
modernization, and public-private
collaboration to close enforcement gaps.

lllegal flora and fauna crime: Pakistan’s
exposure to wildlife trafficking remains
under-addressed. With a Yale Environmental
Performance Index score of just 25.5 (out of
100), the country struggles with broader
environmental oversight, which can in turn
allow illegal trade to flourish. This
vulnerability is often exacerbated in remote
or forested regions where enforcement
presence is minimal. The country is exposed
to wildlife trafficking routes—especially for
endangered species—and porous borders
that make enforcement more difficult.
Although some measures exist,
implementation gaps and limited cross-
border cooperation allow illegal animal
products to move across regions with
relative ease.

Intellectual property rights (IPR) protection:
Pakistan is included in the USTR Special 301
Priority Watch List, which identifies
countries with significant shortcomings in IP
enforcement. Its appearance here reflects
continued concern from international
stakeholders over IPR infringement,
insufficient deterrence, and a backlog in
judicial proceedings. Additionally, Pakistan is
cited in the EU’s Report on IP Rights in Third
Countries, which points to serious
enforcement gaps in its domestic market.
Rightsholders continue to express
frustration with the slow pace of litigation,
lack of proactive enforcement, and limited
availability of specialized IPR expertise
among customs and judicial officials. Despite
having a legal framework that includes the
Intellectual Property Organization Act
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(2012), Trademark Ordinance (2001), and
Copyright Ordinance (1962), enforcement of
these laws remains substantially inadequate.
A major barrier is the lack of specialized
training for law enforcement and judicial
personnel, limiting their ability to identify,
investigate, and prosecute complex
counterfeiting operations. Compounding this
gap is low consumer awareness of the harms
associated with counterfeit products—
ranging from economic damage to public
health and safety risks.?°

As a result, counterfeit goods—from apparel
and electronics to luxury brands—frequently
appear in well-known retail hubs. The
Golimar Market is notorious for counterfeit
plumbing and sanitary products, while the
Urdu Bazaar is a hotspot for pirated books
and stationery. Bolton Market offers
watches, footwear, and motor vehicle
accessories, and Cashman Shoes Market is
packed with fake global sneaker brands.
Shah Alam sees high volumes of electronics,
cosmetics, and household items, and Bara
(NATO) Market in Quetta is a primary source
for contraband mobile phones and car
parts.?!

Illicit trade in tobacco: Pakistan’s tobacco
sector remains one of the most severely
affected by illicit trade, with the problem
escalating sharply in recent years. According
to the Institute for Public Opinion Research
(IPOR), around 54% of all cigarette brands
sold in Pakistan in 2025 are illicit. These
products either evade taxation entirely or
are smuggled and sold without meeting legal
requirements. As a result, the government
now loses nearly PKR 415 billion annually in
unpaid taxes and duties—up from PKR 240
billion just two years ago.??

This black market is largely dominated by
locally manufactured, untaxed cigarettes,
which are sold well below the legally
mandated minimum price. These products
primarily originate from non-tariff areas
such as Azad Jammu and Kashmir (AJK),
Federally Administered Tribal Areas (FATA),
and Provincially Administered Tribal Areas
(PATA). Lax regulation and minimal border
controls allow these cigarettes to be
smuggled into tariff areas without paying
excise duties or taxes. In addition, cross-
border smuggling of tobacco products from
Afghanistan and Iran further fuels the illegal
supply chain.

The persistence of this problem is enabled
by a range of systemic and operational
failures. Sophisticated, often covert
manufacturing operations in non-tariff zones
operate with impunity, taking advantage of
poor oversight and legal grey areas.
Loopholes in contract manufacturing
arrangements, unrecorded purchases of raw
tobacco leaves, and corrupt practices within
both enforcement and industry circles
create fertile ground for tax evasion.
Additionally, the illegal import and
smuggling of key production inputs—such as
filters, packaging materials, and raw
tobacco—across poorly monitored borders
allow these networks to continue operating
at scale and with little risk.

Enforcement efforts to curb the illicit trade
remain inadequate. Despite some
enforcement actions, the limited capacity of
the Federal Board of Revenue (FBR) and its
Inland Revenue Enforcement Network
(IREM), along with inadequate coordination
with provincial authorities, hampers an
effective response. In parallel, enforcement
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guality at the retail level must be
strengthened through regular and
widespread spot checks, strict enforcement
of fiscal stamp requirements, and penalties
for non-compliance with the government-
set minimum retail price. While there have
been some truck seizures and raids on illicit
manufacturing facilities, these actions must
be sustained and scaled up, with confiscated
and non-duty-paid stocks destroyed in a
public and transparent manner to maximize
deterrent effect. Awareness campaigns to
educate consumers on the health and legal
risks of counterfeit cigarettes are also
lacking and should be prioritized with
support from industry and international
organizations.

On the supply chain side, better
coordination with provincial excise
departments is necessary, particularly in
high-risk regions like AJK and KP, to monitor
and block the movement of illicit goods.
Acknowledging and rewarding enforcement
personnel at both federal and provincial
levels for successful action against illicit
trade would incentivize more robust
engagement. Policy reforms are also crucial.
The 2025-26 budget should include an
amendment to restrict the import of
cigarette-related raw materials exclusively to
licensed manufacturers, closing a major
loophole that enables commercial importers
to supply illicit producers. In addition, a tri-
protocol must be developed between
cigarette manufacturers, the Pakistan
Tobacco Board (PTB), and the FBR to
reconcile declared crop volumes and
improve transparency across the tobacco
value chain. The PTB should also be
encouraged to adopt modern tools—such as
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the Laboratory Information Management
System (LIMS)—to ensure accurate crop
assessment and minimize underreporting.

Beyond the considerable fiscal losses, the
illicit tobacco trade has broader national
security implications. It has been linked to
money laundering, the financing of
transnational criminal networks, and in
some instances, terrorist organizations. This
intersection between economic harm and
criminal activity underscores the urgent
need for a comprehensive, multi-pronged
approach. Strengthened enforcement
capacity, targeted regulatory reforms, inter-
agency coordination, and adoption of
modern monitoring technologies are critical
pillars of an effective strategy to dismantle
the illicit tobacco economy and safeguard
Pakistan’s fiscal, social, and security
interests.?3

llicit trade in alcohol: Pakistan has
distinctive policies to regulate the
consumption and commercialization of
alcoholic beverages that have evolved over
the years. For instance, from 1947 to 1977,
the Government allowed the sale and
consumption of alcohol, but in 1977, a
criminal law was enacted prohibiting the
consumption of alcohol, even though in
practice the non-Muslim population is
allowed to apply for alcohol permits.?* The
restrictions have served as a driver for the
emergence of black markets, with illicit
alcohol consumption growing steadily.? This
situation worsened during the pandemic, as
the commercialization of non-registered
alcohol spiked — due to the increase in
demand and shortages in the supply of legal
alcohol for the consumption by the non-
Muslim population.?®
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Illicit trade in pharmaceuticals: Pakistan’s
pharmaceutical sector faces substantial
vulnerabilities, with an estimated 40% of
medicines sold domestically being
counterfeit or substandard.?” Compounding
this issue, more than 25% of total
pharmaceutical exports may be diverted
illicitly into neighboring markets—
underscoring widespread enforcement
gaps.?®

According to an officer from the Pakistan
Chemist and Drug Association, “most of the
importers are nowadays importing a
minimum quantity of dozens of essential and
non-essential medicines just to keep their
licenses intact. Otherwise, it’s no longer a
profitable business for them due to a huge
devaluation of the rupee against the
dollar.”?°

This context facilitates all kinds of illicit trade
in pharmaceuticals, including counterfeits,
substandard medicines, illegal diversion, etc.
Additionally, the country’s regulatory
infrastructure for pharmaceuticals is
fragmented and weak in different ways. For
instance, the federal government controls
the production and licensing of
pharmaceutical products, whereas the
provincial governments oversee their
distribution and commercialization. This
approach has been described as a system
weakness, lacking coordination between the
wide array of different stakeholders and
creating incongruencies in law enforcement
and lack of central oversight. In particular, it
has been reported that drug enforcers are
very few and unable to sufficiently conduct
inspections.3 This situation has created
shortages in genuine products, and the “[l]
ack of access to treatment attracts criminal

entities that exploit people's health
needs.”3!

Certainly, illicit trade in pharmaceuticals in
Pakistan needs to be addressed from
different angles, as amending the existing
regulatory framework and undertaking
isolated law enforcement measures would
not be enough. Without comprehensive
coordination among federal agencies,
provincial regulators, and industry
stakeholders, large-scale vulnerabilities
persist, putting both consumer health and
economic integrity at risk.

llicit trade in agri-food: In Pakistan, the agri-
food production is a major employer of labor
and a crucial economic sector. Nonetheless,
key commodities such as sugar, tea, wheat,
spices, and edible oil have had to be
imported to cover shortfalls in domestic
production.?? This situation, combined with
the 2022 floods, has aggravated the problem
of food fraud.*?

Sugar: Pakistan is one of the top 10 sugar
producing countries in the world.3* In early
2025, Prime Minister Shahbaz Sharif
addressed the challenge of controlling sugar
smuggling across the borders.3> The country
has been faced with persistent sugar
smuggling issues, especially to Afghanistan.
Over the last few months, law enforcement
has implemented advanced monitoring
systems to ensure that sugar is sold only
through legitimate supply chains.?®

Tea: Pakistan is among the world’s largest
tea-consuming nations, with annual
consumption exceeding 200,000 tons.
However, the illicit tea trade accounts for
roughly 30% of the market, resulting in an
estimated tax loss of PKR 10 billion to the
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government.’ High import duties and taxes
on legally imported tea make smuggled
alternatives more appealing, particularly for
lower-income consumers. These illicit
products are frequently adulterated with
hazardous substances—including dyes,
sawdust, and even pigeon blood—posing
serious health risks to the public.3®

Fake apparel, forced labor, and human rights
violations: Counterfeit/replica clothing and
accessories are widespread in Pakistan to
the point that some shoppers question
whether the activity is actually illegal in the
country. Both international and local brands
are counterfeited and sold in Pakistan.3?
Consumers of fake apparel may not be
aware of the demand for forced and child
labor that the expansion of this illicit market
generates in Pakistan. In December 2022,
187 brands committed to an International
Accord (‘Pakistan Accord on Health & Safety
in the Textile & Garment Industry’) aimed at
protecting all workers throughout the
brands’ supply chain and providing them
with a confidential venue to report abuses.
The program is to be implemented through
close collaboration and involvement of the
Pakistan government and the manufacturing
industry. Whereas this program appears to
be a positive development in terms of
improving textile and garment workers’
conditions, it is not clear what the impact
will be on the safety and well-being of
workers subject to illicit and otherwise
clandestine productions.

Illicit petroleum products: Following the
sanctions on Iran in 2013, the smuggling of
[ranian petroleum into Pakistan has steadily
grown, finding its way to the country
primarily through the Baluchistan region.*°

Iranian fuel—including diesel and petrol—
enters the country largely via unfrequented
and poorly monitored routes in the Makran
and Rakhshan divisions. It is reported that
between 1,800 to 2,000 Zambad vehicles,
each capable of carrying 3,200 to 3,400 liters
of diesel, cross the border daily. Additionally,
1,200 to 1,300 boats, each transporting
between 1,600 and 2,000 liters, bring
smuggled fuel into Pakistan through coastal
routes, primarily via the Kuntani-Gwadar
corridor.?!

The scale of this illegal petroleum trade is
significant, not only in terms of volume but
also in its socioeconomic reach. Estimates
suggest that as many as 2 million people in
the Baluchistan region are directly or
indirectly involved in the oil smuggling
ecosystem—relying on it for income and
economic sustenance in the absence of
formal livelihood opportunities.*?

By 2023, smuggled Iranian oil entering
Pakistan had peaked at over 10 million liters
per day, severely undercutting the formal
market and causing immense revenue

losses.*3

In response to the growing scale of
the problem, the Pakistani government
intensified enforcement efforts, resulting in
a reported decline in smuggled oil volumes
to around 5 to 6 million liters per day.
Nevertheless, this still translates into daily
revenue losses of approximately PKR 1.5

billion.**

To curb the trade, the government has
implemented a range of measures, including
the establishment of joint check posts along
key border routes, digitization of petrol
pump records to improve traceability, the
introduction of tracking systems for oil-
carrying vehicles, and the construction of a
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sea barrier at Jiwani to disrupt maritime
smuggling routes.* Despite these initiatives,
the deeply entrenched nature of smuggling
networks and the economic dependency of
local populations continue to pose
significant challenges to fully eradicating the
illicit oil trade.
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I1l. POLICY RECOMMENDATIONS FOR PAKISTAN

The following policy recommendations are
tailored to address the specific weaknesses
identified in Pakistan’s performance across
each category and sub-indicator of the lllicit
Trade Index. They offer a practical roadmap
for strengthening Pakistan’s institutional
response, closing regulatory gaps, and
increasing the country’s overall resilience to
illicit trade.

1. Taxation and Economic
Environment

Carefully evaluate excise tax increases that
put upward pressure on prices, which in turn
may create demand for cheaper, illicit
alternatives. Tax policies should account for
various demand-related factors including
overall consumption, price, income levels
and affordability of products — which are all
active in Pakistan given the decrease in
disposable income levels associated with
rampant inflation. In this context, it is also
important to recognize that boosting tax
collection can be achieved not only through
tax rate increases but also through improved
and effective enforcement measures.

Improve monitoring and analysis of high tax-
yield products to better understand the
relationship between illicit trade and the tax
evasion situation. Parameters could include
scale, most impacted territories and
production sources. Such monitoring could
be done through deploying the best

international practices and through
partnership and collaboration with the
private sector.

Address pressing institutional and
governance issues in regions severely
affected by smuggling and other criminal
activity.

2. Regulatory framework and
enforcement

Appoint an Interagency Anti-lllicit Trade
Coordinator with high-level authority within
the national government. Objectives would
include raising the profile onillicit trade,
allocating necessary financial and personnel
resources, more aggressively enforcing anti-
illicit trade regulations, and focusing on the
effective implementation of already existing
laws.

Strengthen interagency and
interprovincial/interregional cooperation at
the national level, particularly by improving
enforcement capacities between all
Pakistani law enforcement agencies.
Increased coordination across agencies
responsible for health, economic, security,
finance and customs, including between
their counterparts in other regions, is critical
for addressing the multifaceted problem of
illicit trade.

Implement training programs, including
interagency joint activities. This includes
developing capacity building and
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strengthening close cooperation between
police, customs, judicial, and regulators. All
relevant governmental stakeholders need to
deepen their understanding of the serious
implications of illicit trade and the need to
foster a culture of support among colleagues
from different agencies and departments to
effectively counter organized crime’s
involvement in illicit trade.

Invest in staff and tools. The key agencies
that tackle illicit trade, such as Customs,
suffer from shortages of personnel.
Considering the large and porous borders of
Pakistan, it is imperative to incorporate new
recruits in law enforcement lines. There is
also a need for new equipment, including
vehicles and weapons, to effectively counter
crime.

Raise awareness on the health, safety, and
broader societal risks posed by illicit goods
within national consumer protection
frameworks is critical to reducing the
demand for illicit goods. Consumer
protection laws must be strengthened to
account for emerging threats fromillicit
trade, especially online. Frameworks must
provide accessible reporting and redress
mechanisms to effectively protect the public
from illicit goods. Additionally, consumers
should be equipped with the knowledge to
recognize common online illicit trade
patterns and be empowered to seek
effective remedies when they encounter
deceptive or harmful goods, especially
online.

3. Criminal enablers of illicit
trade

Continue to tackle pervasive corrupt
practices that continue to facilitate illicit
trade, especially at the level of customs,
local officials, law enforcement authorities
and the judiciary. Corruption is a key enabler
of illicit trade in Pakistan, so it is critical that
policies and controls targeted at preventing
corruption contribute to reinforcing integrity
in the global supply chain.

Address money laundering. Several non-
compliant manufacturers have amassed a lot
of wealth due to their illicit activities, so
audits of “assets beyond means” should be
conducted for such individuals and groups.
In addition, authorities should work to foster
a holistic, comprehensive anti-money
laundering regime, including the ability to
trace, freeze, seize and confiscate assets
related to illicit financial flows. It will also be
important to equip regulatory and criminal
asset management bodies with the
resources they need to effectively pursue
and combat illicit financial gains.

4.Trade, customs and borders

Strengthen border controls with India,
Afghanistan, and Iran, with a particular focus
on the Baluchistan region and AJK area
bordering Iran and India. These areas
require strict controls due to the alarming
levels of illicit trafficking in products such as
petroleum and cigarettes. The Pakistani
government should allocate greater
resources and technology to Customs,
prioritize border controls there and set up
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check posts at entry points from non-tariff
areas to curtail illicit stock movements.

Promote the creation of local private-public
partnerships to bring key industry and
government stakeholders together to define
strategies, share know-how, intelligence and
data, improve risk assessment, strengthen
border control and improve awareness.
Partnership with the private sector can play
an important role in improving enforcement
actions. With real-time access to commercial
data and private sector intelligence,
enforcement agencies can improve the
effectiveness of their operations and risk
assessment techniques. Consider organizing
regular law enforcement agency training and
workshops with right-holders to improve the
detection of fake goods and strengthen the
cooperation between enforcement agencies
and the private sector. Government should
also include businesses in discussions
concerning the elaboration of market
regulations, tax policies and implementation
of technological solutions.

Continue developing law enforcement
cooperation with neighboring countries
affected by illicit trade. Pakistan should
strengthen law enforcement cooperation
and intelligence sharing with neighboring
countries, particularly where illicit trade in
oil products and tobacco generates
revenues for organized criminal and terrorist
groups.

5. Supply chain intermediaries

Secure supply chains to prevent illicit trade.
Governments must improve traceability and
oversight through digital tracking systems
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and stricter due diligence requirements for
manufacturers, distributors, and logistics
providers. High-risk areas such as ports, Free
Trade Zones (FTZs), postal networks, and
maritime shipping must be prioritized, with
enhanced risk profiling, advanced data
sharing, cargo screening, and cross-border
cooperation to intercept illicit goods. Public-
private partnerships and stronger
compliance frameworks will ensure long-
term resilience.

Secure the online space through tightened
regulations applied to online intermediaries.
Traditional laws governing offline markets
must be extended, strengthened and
modernized for digital transactions.
Expanding e-commerce regulatory
frameworks, enhancing data sharing, and
implementing Al-driven automated
detection systems to prevent illicit listings
are essential measures to ensure the
integrity of online markets.

Strengthen oversight in FTZs and adopt
international enforcement standards.
Pakistan should urgently adopt Annex D of
the World Customs Organization’s Revised
Kyoto Convention, which promotes
transparency, Customs controls, and
cooperation within FTZs. It should also align
governance measures with the WCO SAFE
Framework and the OECD’s Clean Free Trade
Zones Certification Scheme.

Enhance postal security. Pakistan should
invest in parcel scanning technologies with
Al integration and develop regulatory
guidelines for postal operators. Customs'
cooperation with postal services is also
critical. Importantly, Pakistan should
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consider participating the Universal Postal
Union’s lllicit Goods Mitigation Expert Team
(IGMET), a specialized task force offering
tools and training to combat the misuse of
postal networks for illicit trade. Participation
in IGMET would strengthen coordination
between postal services, customs, and law
enforcement, transforming a current
enforcement blind spot into a more robust
frontline defense.

6. Sectoral illicit trade indicators

Improve IPR protections. While the
regulatory framework to tackle IP rights
violations is comprehensive, there is a lack
of effective implementation.

e Training and empowerment of IP law
enforcement and justice operators. In
particular, ex officio authority over
trademark violations should be vested to
law enforcement and customs officials.
Also, IP officers and judicial offices need
to receive adequate training and
capacity building to keep pace with new
trends and techniques to counter IP
crime.

Reinforce existing legislation. Sanctions
should be at sufficient levels to deter
criminal activity. Imposing
administrative, criminal and civil
penalties — such as for IP rights violations
—should be a priority to prohibit illicit
traders from exploiting markets with
weak penal regimes. Consideration must
also be given to rescinding business
licenses from retailers, manufacturers
and distributors involved in illegal trade.
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e Adopt sound procedures for the
destruction and disposal of infringing
goods. Fast-track procedures should be
implemented for the destruction of
counterfeit goods to reduce the risk of
these goods re-entering the market. The
use of environmentally safe disposal
methods for the disposal of counterfeit
goods should be encouraged. It should
be required that illegal traders be
primarily held liable for the storage and
destruction costs of infringing goods.

Improve enforcement mechanisms to fight
against illicit tobacco trade. Although
Pakistan has an existing authentication
system designed to combat tax evasion, its
adoption among tobacco manufacturers
remains limited, with few notable successes
to highlight. Additionally, the widespread
presence of counterfeit tax stamps in the
market underscores the need for a higher
level of digitization within the system. To
effectively address this issue, it is
recommended that the government
implements a system that fully aligns with
the WHO FCTC Protocol's requirements,
aiming to eliminate illicit trade in tobacco
products.

e Significantly increase budgetary
resources to expand the Inland Revenue
Enforcement Network (IREM) under the

Federal Board of Revenue (FBR).

Institutionalize regular and year-round
retail-level spot checks to improve
enforcement quality and deter illegal
sales. Scale up truck seizures and
conduct more frequent raids targeting
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illicit manufacturing facilities and
warehouses.

e Maintain and expand the policy of
confiscating and destroying non-duty-
paid cigarette stock and publicly
disseminate these enforcement actions
to increase deterrence.

e Develop a tri-party protocol between
cigarette manufacturers, the Pakistan
Tobacco Board (PTB), and FBR to
reconcile tobacco crop volumes and
improve transparency across the supply
chain.

e Encourage the PTB to collaborate with
the Laboratory Information
Management System (LIMS) to
modernize and enhance the accuracy of
tobacco crop assessments.

Improve coordination and response against
illicit pharmaceuticals. To effectively combat
the illicit trade in pharmaceuticals, countries
must establish clear rules prohibiting the
export of illegally diverted medical products,
closing a major loophole that currently
allows criminals to profit without
consequence. Strong national-level
cooperation is essential, with government
agencies, health authorities, and the private
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sector working together through systematic
information exchange and joint risk
management strategies.

Establish rules to prevent the export of
illegally diverted pharmaceutical
products, as currently exploited by
criminals.

e Foster systematic information-sharing
among government agencies, health
authorities, and industry to develop
comprehensive risk management
strategies.

e Criminalize all stages of the illicit supply
chain, including manufacturing,
trafficking (domestic, cross-border,
online), and possession for unlawful
distribution, with strong sanctions.

e Equip law enforcement with forensic
tools, special investigative techniques
(e.g., controlled deliveries), and robust IT
databases to support prosecution.

e Build partnerships with platforms to
detect and remove online content
related to illicit pharmaceuticals. Use
data analytics to isolate illegal activity.
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IV. APPENDIX

Sectoral Analysis on Illicit Trade“®

Sector Illicit Trade Taxes and Duties Revenue
Loss
Tobacco 56% of market share * FED on Rod: Rs. 80,000 per kg Rs. 300
e FED on Acetate Tow: Rs. 44,000 billion
per kg
*  FED on Tobacco: Rs. 390 per kg
Minimum legal price of cigarettes
jacked up in 2023
*  Tier 1- Value: Rs. 119 per pack
(S.T. +FED)
*  Tier 2- Premium: Rs. 389 per pack
(S.T. +FED)
40% of medicines are Low rates for essential imports, but Rs. 60-65
Pharmaceuticals counterfeit/substandard | require approval from DRAP billion
Tires and Over 60% of tires sold Rs106 billion
lubricants are smuggled 35 percent customs duty and 17
percent sales tax
Rs270
Petrol/Diesel 2.8 billion liters Customs duty of Rs. 16 per liter and billion
smuggled from Iran petroleum development levy of Rs. 60
per liter.
Tea Around 30 percent of Rs. 10
Market share Minimum Retail Price of Rs. 1,200 per billion
kg and 18 percent Sales Tax annually
Rs. 751

Total

billion
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