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INDIA AND BHUTAN: CHALLENGES AND OPPORTUNITIES IN CROSS-
BORDER TRADE

Uttam Lama’

Abstract

Studying the trade interactions and engagements between India and Bhutan via various border
corridors leads to an understanding of the critical role that border corridors play, particularly for
landlocked nations like Bhutan. This research holds significant importance in the context of the
need to promote economic cooperation and regional development between these two
neighbouring countries. The primary goal of this study is to trace sustainable economic
development, diplomatic relationships, and foster mutual prosperity. The central objective of this
study revolves around conducting a comprehensive analysis of the diverse trade routes,
infrastructure, and policies governing the movement of goods and services between India and
Bhutan. Through an evaluation of the challenges and opportunities inherent in these corridors,
the study seeks to identify opportunities for enhancement and optimization. Additionally, this
research delves into the economic impact of trade on both nation-states, with a special
emphasis on its potential for opportunity creation and income generation. Furthermore, this
study places particular focus on the Jaigaon-Phuentsholing border regions, recognising their
direct and indirect influence on borderland development. It also emphasizes the socio-cultural
factors that shape trade interactions between India and Bhutan, underscoring the significance of
cultural exchange and interpersonal connections in nurturing a conducive trade environment.
Through a deeper understanding and enhancement of these trade corridors, both nation-states
can aspire to achieve economic growth, elevate living standards, and ensure enduring regional
stability and borderland development.

Keywords: Cross-border trade, Indo-Bhutan relations, informal corridors, socio-cultural,
economic cooperation

Introduction

The WTO (World Trade Organisation) is vital for managing cross-border trade between countries. Its
goal is to ensure that goods and services can move between nations smoothly and predictably by
making trade agreements (WTO!). Essentially, it opens up borders for trade between nation-states.In
today's era of globalisation, these nation-states are increasingly recognising the potential of their
borders as conduits for trade and connectivity with neighbouring countries and the global world
(Boehmer & Pena, 2012). As a result, the study of borders takes on a new dimension, encompassing
not only their role as trade gateways but also as facilitators of people-to-people interactions
transcending these boundaries (Boehmer & Pena, 2012; Kurki, 2014). This transnational interconnection

underscores the critical importance of border studies in promoting peace and prosperity among nations.

* PhD Research Scholar at Institute for Social and Economic Change, Nagarabhavi, Bengaluru-560072.
'https://www.wto.org/english/thewto_e/thewto_e.htm
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Consequently, it establishes a distinct nexus between economy, geography, and politics within the
contemporary globalisedlandscape (Schendel, 2005; Bisht, 2010; Stobdan, 2014).

Trade has always played a central role in the economic growth and development of nations,
fostering cooperation and mutual prosperity among countries (Ismail et al. 2015). Among the numerous
nations engaged in trade, the connection between India and Bhutan serves as a prominent example of
strong economic ties and diplomatic goodwill (Kohli, 1982; Murthy, 1992; Penjore, 2004). These two
neighbouring South Asian countries, separated by the Himalayan range, have cultivated a robust trade
partnership over time, utilising various trade routes to facilitate the exchange of goods and services
(Rajput, 2014). This study examines the complexities of trade between India and Bhutan. It also sheds
light on the geographical, historical, and economic factors that underlie this flourishing relationship. In
addition, studying the trade between India and Bhutan through different corridors might help us to

understand the challenges and opportunities in the border trade.

The border between India and Bhutan stretches for 699 kilometers, and it shares boundaries
with the Indian states of Assam (267 km), Arunachal Pradesh (217 km), West Bengal (183 km), and
Sikkim (32 km) (Ministry of Home Affairs, GoI; Rahmati, et al. 2020). Nevertheless, trade between India
and Bhutan primarily occurs through the border corridors of West Bengal and Assam. Presently, more
than 13 land corridors are active through which the transaction of goods and services has been done
(Ministry of Finance, RGoB). Further, the land border collectively contributes more than 95 percent of
the trade of Bhutan. Whereas, the Jaigaon-Phuentsholing corridor alone contributes more than 75
percent of Bhutan's trade. Furthermore, the study is much more focused on the Jaigaon-Phuentsholing

corridor due to the huge concentration of economic activities there.

The study will delve into the importance of trade routes connecting these nation-states,
investigate the types of commodities traded, and analyse the mutual advantages derived from this trade
relations. The history of trade between India and Bhutan showcases a distinctive level of cooperation,
emphasising the significance of regional trade dynamics and the positive impact they can have on both
economies (Bisht, 2010; Rajput, 2011; Stobdan, 2014). By exploring the different trade routes through
which trade flows, we aim to offer an insightful overview of this relationship, illuminating the

opportunities and challenges that lie ahead.

Thus, this study's primary focus is on analysing the trade relationship between India and
Bhutan via various corridors that connect these neighbouring nation-states. Moreover, it aims to
highlight the complexities of this dynamic trade partnership and assess its consequences for both the

countries as well as the wider region.
Literature Review

It has been observed that an efficient infrastructure is necessary as a key driver of increased trade
volumes between the countries (Olarreaga, 2016; Lama, 2023). The crucial role of building necessary
infrastructure, such as roads, railways, ports, and smooth border crossing arrangementsalong the

border areas has well been recognised (Nordds &Piermartini,2004; Ismail et. al., 2015). Trade through
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border corridors often leads to economic growth, not only in the border regions but also in neighbouring
areas (Schoenberger & Turner, 2008). It can contribute to regional integration by promoting
cooperation and economic ties between countries sharing the corridor (Brooks, 2010; Srivastava, 2011).
Studies have also identified various challenges and barriers associated with trade through border
corridors (Walther, 2022). These include customs procedures, trade regulations, border security issues,

and political tensions between neighbouring countries (BewiadziAkakpo, 2021; Walther, 2022).

However, because of numerous obstacles in conducting formal transactions through border
corridors, it has led to an increase in informal trade activities along these border regions (Donko, et.
al.,2021). Informal trade can significantly contribute to the local economy but may also pose challenges
related to regulation and taxation (Koji, 2016). Border corridors often have geopolitical significance, and
trade through these corridors can impact diplomatic relations between countries (Foucher, 1991;
Boehmer, & Pena, 2012). In fact, geopolitical tensions can sometimes disrupt or slow down trade flows
(Stobdan, 2014; Evans, 2022). Further, it also observed that trade facilitation measures, including
customs modernisation, trade agreements, and cooperation frameworks, can enhance the efficiency and
effectiveness of trade through border corridors (Schoenberger & Turner 2008; Brooks, 2010;
BewiadziAkakpo, 2021; Evans, 2022).

Cross-border cooperation and collaboration between neighbouring countries are frequently
emphasized in the trade literature, as essential for optimising the benefits of trade through border
corridors (Bisht, 2012). Many scholars provide detailed case studies of specific border corridors, such as
those between India and its neighbouring countries, China's border trade routes, and corridors in Africa
and Europe (Das, 2008; Malikova, et. al., 2015; Chettri, 2018; Walther, 2022). These case studies offer
insights into the unique challenges and opportunities of different corridors. A recent study
byChakraborty & Ray (2015)focuses on the sustainability aspect of trade through border corridors. This
includes examining the environmental impact, social inclusivity, and long-term sustainability of trade
activities in these areas. Moreover, scholars like De & Raychaudhuri (2013) and Soyres, et al. (2019)
have suggested policy recommendations for governments and international organisations to improve
trade through border corridors. These recommendations typically aim to reduce trade barriers, enhance
infrastructure, and promote cross-border cooperation (Jaroenwanit&Ratanasithi, 2011; Fanou, & Wang,
2018; Baniya, et. al., 2020).

So, the literature on trade through border corridors is diverse and multidisciplinary, reflecting
the complexity and significance of this topic in the context of global trade and economic development.
However, researchers continue to explore new dimensions of this subject as trade patterns and global

dynamics evolve.
Data and Methodology

Here, we may present a comprehensive overview of the data sources and the research methodology
employed in the study on trade between India and Bhutan through border corridors. The research
primarily relies on secondary data obtained from various sources such as the Ministry of Finance (Royal
Govt. of Bhutan), World Integrated Trade Solution (WITS), IMF DOTS Database, Directorate General of
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Foreign Trade and the Ministry of Commerce and Industry (Govt. of India). These national and
international agencies and institutions have published extensive reports on trade statistics,
infrastructure development, and border corridor activities. These data from organisations provide
valuable insights into trade patterns, regional integration, and cross-border cooperation. Similarly, peer-
reviewed academic articles offer scholarly perspectives on the challenges, opportunities, and policy
recommendations related to trade through border corridors. In-depth case studies on the Jaigaon-

Phuentsholing border region were carried out which contributed qualitative data to the analysis.

While the study mainly relies on secondary data, some primary data collection methods were
employed also for some specific purposes, to understand more the nature of informal trade activities of
areas. The surveys and in-depth interviews were conducted among key stakeholders, including
government officials, traders, and logistics providers, to gather insights into the challenges and
opportunities related to border trade along with customs procedures, trade regulations, and informal

and unrecorded trade activities.

Our study presents a descriptive analysis of trade data, infrastructure development, and
economic growth within the border regions. This analysis uses tables, figures, and graphs to present
key trends and patterns in border trade. Quantitative analysis is employed to examine the relationships
among various variables. The analysis includes statistical calculations such as average trade size,
growth rate, and total trade (in percent) to assess the impact of various infrastructure development on
trade volumes, economic growth, and regional integration. Qualitative analysis is used to delve into the
nuances of informal trade activities, geopolitical tensions, and cross-border cooperation. Further,
content analysis of interviews and case study help identify some prominent themes, challenges, and

opportunities in this border region.
Trade between India and Bhutan

In 1949, the first 'Peace Treaty' was signed between independent India and Bhutan in Darjeeling
(Rajput, 2011; Phuntsho, 2013). According to the Articles 5 and 6 of this Peace Treaty, both nations
agreed upon and allowed free trade between India and Bhutan, facilitating the exchange of goods and
services across the border (Stobdan, 2014). Consequently, the Treaty accelerated trade between India
and Bhutan, helping to maintain positive economic relations. Historically, prior to India's independence,
Bhutan had also trade relations with Tibet and China (Sen, 2015). Bhutan primarily exported items to
Tibet, such as rice, madder, fine silk fabrics, musk, dyes, and brass utensils, while importing items like
salt, tobacco, soda, silver, gold dust, betel nuts, and other consumables from Tibet (Choden, 2004; Sen,
2015; Rajput, 2011).

Trade relations between China and Tibet saw limitations or abandonment after the People's
Republic of China (PRC) came into power in 1949 and asserted its sovereignty over Tibet (Norbu, 2008).
Consequently, Bhutan faced the threat of a Chinese attack because of the presence of Chinese troops at
the Bhutan border (Stobdan, 2014). Nevertheless, as per Article 2 of the 1949 Treaty, the Indian
government was authorised to provide guidance and protection to Bhutan in matters concerning
external affairs and defense (Sen, 2015; Rajput, 2011; Phuntsho, 2013). Hence, India played a crucial
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role in assisting Bhutan in securing its territories by deploying Indian soldiers along the Bhutanese
border (Stobdan, 2014). Furthermore, India also provided substantial financial support to Bhutan for the
implementation of its inaugural Five-Year Plan spanning from 1961 to 1965 (Lama, 2023). As a result,
Bhutan's security concerns led it to distance itself from China, fostering a close and dependable

friendship with India.

Ever since, Bhutan's trade and economy have remained heavily dependent on India, a
dependency that persists to the present day (Bisht, 2012). The India-Bhutan Trade, Commerce, and
Transit Agreement, initially signed in 1972 and last updated in 2016, creates a system where both
countries can trade freely with each other (Embassy of India, Thimphu?). This agreement also allows
Bhutan to send its products to other countries through India without paying import taxes. This
agreement played a vital role in strengthening their relationship and increased their interdependence.
These agreements have facilitated and expanded trade between the two nations, identifying various
border corridors, including the official recognition of the Jaigaon corridor for trade between India and
Bhutan during the 1995 trade agreement (Rajput, 2011).

Formal Trade between India and Bhutan

According to data from the World Integrated Trade Solution (WITS), the total trade volume between
India and Bhutan has exhibited consistent growth over the years. Specifically, from 2000 to 2020, the
total trade between the two nations has seen an average annual growth rate of 13.31 percent. During
this same 20-year period (2000-2020), India's exports to Bhutan have grown at a remarkable average
rate of 18.34 percent. Conversely, India's imports of goods and services from Bhutan have increased at
a comparatively slower average rate of 6.10 percent. Despite this growth, the trade balance analysis
reveals a notable disparity over the two decades (2000-2020), with India importing nine times more
from Bhutan than it exports. Consequently, for nine consecutive years, the trade balance has been
negative. In contrast, Bhutan has imported more goods from India than it has exported for at least 11

years (see table no.1).

However, it is worth noting that over the past decade (2011-2020), India has achieved a
positive trade balance with Bhutan, indicating that it has exported more to Bhutan than it has imported.
This positive trend has led to a significant overall increase in the total trade volume between India and
Bhutan, which has grown by more than 41 times between 2000 and 2020. This remarkable achievement
can be attributed to the bilateral free trade agreements and the economic and commercial integration
efforts between India and Bhutan, which have played a pivotal role in driving these impressive trade
figures (Kohli, 1982; Bisht, 2010).

*https://www.indembthimphu.gov.in/pages.php?id=42
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Table No 1: Trade between India and Bhutan, (2000-2020)
(In US $ Million)

Years Export Import Total Trade Trade Balance
2000 1.09 18.33 19.42 -17.24
2001 5.97 23.31 29.28 -17.35
2002 23.12 24.86 47.98 -1.74
2003 84.92 52.81 137.73 32.11
2004 87.01 50.91 137.92 36.1
2005 95.13 100.07 195.19 -4.94
2006 63.8 116.29 180.09 -52.48
2007 70.84 202.12 272.96 -131.28
2008 106.12 159.77 265.89 -53.65
2009 108.48 140.89 249.37 -32.41
2010 159.21 185.69 344.9 -26.48
2011 219.08 205.68 424.76 13.4
2012 170.76 169.27 340.03 1.49
2013 161.67 137.06 298.73 24.6
2014 200.37 144.35 344.71 56.02
2015 375.22 195.02 570.24 180.2
2016 374.21 127.33 501.54 246.88
2017 401.68 206.99 608.67 194.69
2018 652.43 305.98 958.41 346.45
2019 694.31 249.28 943.59 445.02
2020 623.08 184.25 807.33 438.83

Total 4678.5 3000.26 7678.74 1678.22

Source: World Integrated Trade Solution (WITS®)

According to the WITS data, from the year 2000 to 2020, India and Bhutan conducted trade
transactions totaling 7678.74 US$ million. According to the IMF (International Monetary Fund)
database, this figure represents more than 85 per cent of Bhutan's total trade with India. Over these
two decades (2000-2020), these transactions encompassed 4678.50 US$ million in exports to Bhutan,
accounting for 60.93 per cent of the total trade. Simultaneously, a total of 3000.26 US$ million was
allocated for importing goods and services from Bhutan, constituting 39.07 per cent of the total trade
between India and Bhutan. India has successfully maintained a trade balance of 1678.22 US$ million

over this period, with a gradual growth in the trade balance.

It is evident that Bhutan's economy considerably relies on India. According to the data from
the IMF over the past decade, 90.33 per cent of Bhutan's exports have been directed towards India,
while 89.25 per cent of its imports have originated from India. This underscores the significant volume
of trade Bhutan engages in with India. Furthermore, a portion of Bhutan's trade, approximately 10

percent, is conducted with other countries, including Bangladesh, China, Singapore, Nepal, Italy, Korea,

3https://wits.worldbank.org/CountryProfiIe/en/I ND
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Thailand, Japan, the Netherlands, and others.Several compelling reasons explain why Bhutan

consistently favour India as its trade partner.

Firstly, a substantial portion of Bhutan's trade, whether with India or other nations, is
facilitated through Indian transportation routes (such as roads, railways, and sea routes), reducing
transportation costs for Bhutan (Rajput, 2014). Secondly, India stands as the nearest and most
accessible market for Bhutan when it comes to both exporting and importing, compared to other
countries (Bisht, 2010). Thirdly, India's provision of free trade, financial development grants, subsidised
goods, and services incentivises Bhutan to prioritise India in its trade and economic dealings (Lama,
2023). Moreover, India's steadfast support in matters of national security, particularly in countering
potential threats from China, has deepened Bhutan's “loyalty” to India (Stobdan, 2014). Lastly, the
enduring bond of friendship and trust between India and Bhutan continues to facilitate smooth and

productive trade relations with India, further solidifying their partnership (Taneja et. al., 2019).

Table No 2: Bhutan’s major trading partners, (2013-2022) (In Percentage)

Share of Bhutan'’s Total Bhutan’s Import Share of Bhutan'’s
Bhutan Export Partners Export (%) Partners Total Import (%)
India 90.33 India 89.25
Bangladesh 5.04 China 251
Nepal 0.97 Singapore 1.24
Italy 0.87 South Korea 1.08
Netherlands 0.77 Thailand 0.85
Germany 0.64 Japan 0.71
Indonesia 0.29 United States 0.53
Singapore 0.18 Germany 0.48
Japan 0.16 Nepal 0.37
China 0.10 Austria 0.35
Others 0.64 Others 2.63
Total 100.00 Total 100.00

Source: IMF DOTS Database*

Major Trade Items between India and Bhutan

During the 2019-20 period, Bhutan's primary imports from India included petroleum oils and bituminous
minerals, iron ore and related products, light oils, coal coke, tires, soya bean oils, cellular telephones,
and more. Among these, the top ten products accounted for 41.60 per cent of Bhutan's total imports.
Notably, petroleum products and minerals (HS Code: 271019) constituted the highest proportion of
exports to Bhutan at 17.45 percent, followed by ferrous iron ore products (HS Code: 720310) and light
oils and preparations (HS Code: 271012), making up 6.62 per cent and 4.79 percent, respectively.

“https://data.imf.org/regular.aspx?key=61013712
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Table No 3: Major ten items, exported from India to Bhutan(2019-2020)

Value in Share in India’s
HS (Uss Total Export to
Code Product Description Million) Bhutan%
OTHER PETROLEUM OILS AND OILS OBTAINED FROMBITUMINOUS
271019 | MINERALS ETC 128.85 17.45
720310 | FERS PRDCT OBTND BY DRCT RDCTN OF IRON ORE 48.93 6.62
271012 | LIGHT OILS AND PREPARATIONS: 35.37 4.79
440290 | OTHER 26.83 3.63
COKE AND SEMI/COKE OF COAL/LIGNITE/PEAT W/N
270400 | AGGLOMERATED;RETORT CARBON 18.14 2.46
870423 | G.V.W. EXCEEDING 20 TONNES 10.49 1.42
401120 | NEW PNMTC TYRES USED ON BUSES/LORRIES 10.34 1.40
150790 | OTHER SOYA BEAN OIL AND ITS FRACTIONS 10.24 1.39
TELEPHONES FOR CELLULAR NETWORKS OR FOR OTHER WIRELESS
851712 | NETWORKS: 9.07 1.23
870421 | G.V.W.NOT EXCEEDING 5 TONNES 9.02 1.22
Total of Top 10 Items 307.28 41.60
Total 738.6 100.00

Source: Directorate General of Foreign Trade, Ministry of Commerce and Industry, Government of India (different

years)

Observation reveals that Bhutan's purchases from India primarily encompass petroleum
materials, raw materials for steel and other industries, as well as finished products like vehicles and
associated materials. This indicates a gradual shift in Bhutan's trade strategy from agricultural items to
primary and secondary products for industries. Furthermore, in the service sector, 1.23 per cent of
cellular items were exported to Bhutan, contributing to the development of cellular and wireless

networks.

Likewise, it has been observed that India primarily imports electrical energy and raw materials
from Bhutan. The key items in this import category include electrical energy, ferrosilicon, dolomite,
Portland cement, silicon carbide, gypsum, polymer sheets, and cardamoms, among others. In the fiscal
year 2019-20, the top 10 items accounted for 94.03 per cent of the total imports from Bhutan. Notably,
electrical energy (HS Code: 271600) and ferrosilicon (HS Code: 720221) emerge as the most highly
demanded items imported from Bhutan. In fact, during the 2019-20 period, these two items collectively
constituted 68.02 per cent of the total imports from Bhutan. Additionally, carbon, dolomite, Portland
cement, and silicon collectively contributed more than 20 per cent to the total imports from Bhutan. In
contrast, the percentage of seasonal fruits and other edible items imported from Bhutan was relatively
lower. Certain edible items such as flavored water and cardamom, combined, accounted for

approximately 2 per cent of the total imports.
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Table No 4: Major ten items imported from Bhutan to India, (2019-2020)

Share in India’s
Value in US$ Total Import
HS Code Product Description Million from Bhutan%
271600 ELECTRICAL ENERGY 152.78 37.66
720221 FERRO-SILICON CONTNG>55% OF SILICON 123.19 30.36
720719 OTHR PRDCTS CONTNG BY WT<0.25% OF CARBON 33.22 8.19
251810 DOLOMITE NOT CALCINED OR SINTERED 28.53 7.03
252329 OTHER PORTLAND CEMENT 15.26 3.76
284920 CARBIDES OF SILICON W/N CHMCLY DEFINED 9.55 2.35
252010 GYPSUM; ANHYDRITE 6.57 1.62
392010 PLATES SHEETS ETC.OF POLYMRS OF ETHYLENE 4.5 1.11
220299 OTHER SWEETND FLAVRD WATERS 4.14 1.02
90831 CARDAMOMS: NEITHER CRUSHED NOR GROUND: 3.77 0.93
Total of Top 10 Items 381.51 94.03
Total 405.73 100

Source: Directorate General of Foreign Trade, Ministry of Commerce and Industry, Government of India®(different
years)

Trade through different corridors of Bhutan

Bhutan conducts its trade, both with India (TI) and with countries other than India (OTI), through six
major regions or corridors, as per information from the Ministry of Finance, Government of Bhutan.
These regions are Gelephu, Paro, Phuentsholing, Samdrup Jongkhar, Samtse, and Thimphu Transit.
Furthermore, within these six major regions, there are a total of 16 check-posts or corridors and transits
where trade occurs via road and air routes. The Paro region employs air routes, specifically Paro Air
Cargo and Paro Air Terminal, in addition to Thimphu Transits, for trade both with India and other

countries. In contrast, the other four major regions are connected by road routes to Indian regions and
encompass 13 check-posts or corridors.

It has also been observed that over 95 per cent of Bhutan's trade, whether with India or other
countries, is conducted through these 13 check-posts or corridors. These check-posts or corridors are
situated in various regions: the Gelephu check-post in the Gelephu region; Lhamoizingkha, Pasakha,
and Phuentsholing in the Phuentsholing region; Jomotshangkha, Phuntsho Rabtenling, Pelzomthang,
and SamdrupJongkhar in the Samdrup Jongkhar region; and Bhimtar, Gomtu, Jitty, Pugli, and Samtse in
the Samtse region. It is noteworthy that these 13 corridors share a border with Indian states,

specifically West Bengal and Assam, and Bhutan's trade is conducted through these Indian routes.

Shttps://tradestat.commerce.gov.in/eidb/default.asp
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The bar graph representing trade between Bhutan and India (TI) as well as trade with
countries other than India (OTI) underscores that the majority of trade occurs through the
Phuentsholing region. This highlights Bhutan's significant dependence on the Phuentsholing border
region for conducting trade in goods and services. The data also reveals a notable economic
concentration in the Phuentsholing border region, attributed to the flexible nature of the corridor, its
strategic geographical location, industrialisation, and the availability of raw materials. These factors

have collectively transformed Phuentsholing into an economic zone.

Additionally, the Phuentsholing border region enjoys excellent connectivity with South Asian
Highways, Indian National Highways, and nearby Indian railway stations, which facilitates fast,
convenient, and cost-effective transportation for Bhutan. In contrast, other corridors lack similar
infrastructure development, which encourages traders to prioritise the Phuentsholing region over
alternatives. Indeed, trade data from the past 14 years consistently shows that the Phuentsholing
region has remained the top choice for trading compared to other corridors. Consequently, the frequent
and substantial flow of goods and services through the Phuentsholing region has led to its development
as a central trade space and an economic hub. Consequently, the Phuentsholing border corridor is often

referred to as the gateway to Bhutan.
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Figure No 1: Trade through Different Regions or Corridors of Bhutan with India (TI) and with Other
Countries (OTI), 2009-2022
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Source: Ministry of Finance, Royal Govt. of Bhutan®, (different years).

Given Bhutan's status as a landlocked country, the exchange of goods and services primarily
occurs through either air or road routes. In this regard, the Paro region and Thimphu Transit serve as
the major air corridors facilitating these transactions. The data demonstrates that air routes are
predominantly utilised for trade with countries other than India (OTI), while road routes are the primary
choice for trade with India. Furthermore, a noteworthy trend emerges from the data, indicating that
these air routes collectively achieved their highest-ever levels of trade with OTI countries over the past
14 years (2009-2022). The bar graph illustrates that air corridors accounted for more than 25 per cent
of trade with OTI countries on five occasions. Notably, the data underscores the significance of air
routes for Bhutan's trade, particularly during the years 2011 (34%), 2012 (73.94%), 2015 (34.35%),
2020 (45.14%), and 2021 (29.20%)(MoF, RGoB) This underscores the crucial role of air routes in

Bhutan's trade, which significantly impacts the country's economy.

In 2011 and 2012, Bhutan faced rupee crunch issues and financial crises, leading to a
significant increase in trade conducted through air routes (Bisht, 2012). Similarly, during 2020 and
2021, the Paro region and Thimphu Transits (air routes) were extensively utilised for trade, accounting
for over 45 per cent of trade with countries other than India due to the impact of the Covid-19

Shttps://www.mof.gov.bt/publications/reports/bhutan-trade-statistics/
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pandemic. In the subsequent years, 2021 and 2022, air routes continued to play a substantial role,
contributing more than 29 per cent and 20 percent, respectively, to trade with countries other than
India. This highlights that Bhutan has the option to engage in trade with other countries via air routes;

however, it is considered costly and risky, making it unsustainable for extended periods.

Conversely, the regions of Gelephu, Phuentsholing, Samdrup Jongkhar, and Samtse are
renowned for conducting trade with both India and other countries through road routes, utilising Indian
roads and services. Among these four major corridors, the Phuentsholing corridor is the most frequently
employed for trade, followed by Samdrup Jongkhar, Samtse, and Gelephu. In 2009, Phuentsholing
accounted for the highest proportion of trade with India, at 78.73 per cent compared to other corridors.
However, by 2022, the Phuentsholing corridor represented 72.45 per cent of Bhutan's total trade with
India. The reduction in the use of the Phuentsholing corridor, after more than a decade, can be
attributed to the development and utilisation of alternative corridors for trade. In 2009, the Samtse
corridor was the second most utilised corridor for trade, accounting for 10.40 per cent of the total (MoF,
RGoB).

However, when comparing the data with that of 2022, it was anticipated that this corridor
would experience reduced utilisation, accounting for 6.70 percent. The rationale behind the decrease in
the use of both the trade routes could be understood by observing the growing preference for the
Samdrup Jongkhar region. In 2009, this corridor ranked as the third most-utilised road route for trade
with India, representing 8.20 per cent of the total trade volume after the Phuentsholing and Samtse
corridors. Over the years, the utilisation of this corridor has consistently increased for trade with India,
reaching 12.95 per cent in 2022. This corresponds to an average compound growth rate (CGR) of 22.97
per cent between 2009 and 2022. Furthermore, the Gelephu corridor serves as the fourth significant
road corridor for trade with India. In 2009, this corridor contributed only 2.49 per cent to Bhutan's total
trade. However, due to its strategic geographical location and its recognised potential, the Gelephu
corridor has seen increased utilisation for trade with India, accounting for 7.68 per cent of total trade in
2022.

Furthermore, when examining Bhutan's trade with countries other than India (OTI), it becomes
evident that the Phuentsholing corridor has consistently been the preferred choice from 2009 to 2022.
The data illustrate that Phuentsholing ranks as the primary corridor for trade with countries other than
India, followed by Paro, Thimphu Transit, Samdrup, Samtse, and the Gelephu corridor. According to the
data, in 2022, a significant 70.07 per cent of Bhutan's trade with OTI countries was channeled
exclusively through the Phuentsholing corridor. This percentage represents an increase of 58.51 per
cent in 2021 and 44.42 per cent in 2020. These fluctuations can be attributed to the impact of the
Covid-19 pandemic, which led to the utilisation of air routes for trade with countries other than India in
consecutive years, namely 2020 and 2021. Consequently, in 2020, the Paro air corridor facilitated 39.25
per cent of trade exchanges with countries other than India, marking a 23.82 per cent increase
compared to the previous year (2019). Similarly, the Thimphu Transit corridor accounted for 5.89 per
cent and 8.11 per cent of total goods and services in 2020 and 2021, respectively, during the Covid-19

pandemic. These figures represent two to four times higher trade transactions with countries other than
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India compared to 2019. Therefore, it is evident that Bhutan's economy relies significantly on this

border region or corridor.

According to trade data provided by the Ministry of Finance of the Royal Government of
Bhutan, the Phuentsholing corridor stands out as the predominant road route for Bhutan's trade. The
trade figures indicate that the Phuentsholing region facilitated a total of 74.23 per cent of trade
transactions between India and countries other than India from 2009 to 2022. Within the total trade
figures, 75.96 per cent of trade occurred with India, demonstrating an average growth rate of 39.06
percent, while 66.98 per cent of trade was conducted with countries other than India, with an average
growth rate of 60.24 per cent over the period spanning 2009 to 2022. These figures underscore the
extensive use of the Phuentsholing corridor for trade within Bhutan, emphasising its pivotal role in the

country's economy.

In addition to the Phuentsholing corridor, the Samdrup Jongkhar region accounted for 9.25 per
cent of Bhutan's total trade between 2009 and 2022. This was followed by the Samtse Region (7.15%),
Gelephu Region (4.93%), Paro Region (3.77%), and Thimphu Transit (0.68%), which are also
significant corridors for Bhutan's trade. Furthermore, Bhutan's trade heavily relies on road corridors,
which have contributed to 95.55 per cent of trade with an average growth rate of 42.27 per cent
between 2009 and 2022. Similarly, air routes, specifically Paro and Thimphu Transit, have made a
significant contribution of 4.45 per cent to Bhutan's total trade, with an average growth rate of 11.36

per cent over the same period (MoF, RGoB).

The primary items traded with India through the Jaigaon-Phuentsholing corridors include
vehicles, black pipes, pole line hardware fittings, solar power generation systems, electrical switching
systems, fodder equipment, surgical equipment, calcium carbide, ferro silicon, marble slabs, stones, and
more. Similarly, Bhutan's trade with countries other than India through the Jaigaon-Phuentsholing
corridor involves motor vehicles, electrical goods, garments, machinery goods, computers and
accessories, industrial raw materials, dolomite powder, Portland cement, limestone powder, fruits,

household goods, and other commodities.

Table No 5: Trade between Bhutan — India (TI) and Other countries (OTI) through different trade
corridors of Bhutan (2009-2022)
(In percentage)

Regions/Corridors Trade with India (%) | Other Than India (%) Total Trade (%)
Gelephu Region 5.78 1.39 4.93

Paro Region 0.32 18.17 3.77
Phuentsholing Region 75.96 66.98 74.23

Samdrup Jongkhar Region 10.16 5.42 9.25

Samtse Region 7.73 4.72 7.15

Thimphu Transit 0.05 3.31 0.68

Total 100.00 100.00 100.00

Source: Ministry of Finance, Royal Govt. of Bhutan, different countries.
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It has been observed that the significant volume of trade flowing through the Phuentsholing
corridor has played a pivotal role in the development of the Jaigaon region, a border town in India
located across the border from Bhutan. As a result, people are migrating to this borderland in pursuit of
economic opportunities. Currently, Jaigaon's economy is directly or indirectly reliant on Bhutan,
indicating a high degree of socioeconomic engagement between the residents of both border regions.
Phuentsholing residents meet their needs through the Jaigaon market, while Jaigaon's residents cross
the border for their daily livelihood. Hence, this region is commonly referred to as the Jaigaon-

Phuentsholing borderland, characterised by mutual interdependence.
Informal trade at the Jaigaon-Phuentsholing borderland

Occasionally, it has been observed that informal trade resulted in high duties, corruption, law
enforcement, and harassment by border customs(Ayadi, et al. 2013). In addition, informal trade is more
desirable due to its potential for cost savings because traders often pay bribes to avoid paying high

taxes or customs fees (Dyaratna-Banda, 2007; Taneja & Bimal, 2017).

Moreover, informal trade is preferable to formal trade because the informal trade is flexible
and sensitive to shifting market demands than formal trade (Ayadi, et al. 2013). Therefore, traders can
quickly adjust to changes in supply and demand since they are not restricted by formal regulations
(Walther, 2022). Moreover, regions with scarce job opportunities and limited resources often foster
informal trade as one of the few available means to generate income (Koji, 2016). Besides this, formal
cross-border trading can be challenging and expensive due to rigid customs regulations, tariffs,
paperwork, and other trade barriers (Taneja & Bimal, 2017). In order to overcome these obstacles and

reduce expenses, small traders turn to informal trading (Walther, 2022).

So along with the formal trade, the Indo-Bhutan borderland also has experienced informal
trade across the border. In fact, it has been observed that porous borders between India and Bhutan
promote informal trade in the borderland. Contrarily, the restriction encourages cross-border informal
trade even if the checkpoints help to control informal trade (Donko et. al., 2022). However, the study
has witnessed the importance of the Jaigaon-Phuentsholing border region with a high concentration of
trade activities. In fact, the Jaigaon-Phuentsholing region is considered a vulnerable border region in
terms of informal trade. Despite this, both Jaigaon and Phuentsholing Land Custom Station try to
control the passing of informal items through the border corridors. Generally, there are many factors
that encourage the informal transaction of goods and services across the border (Evans, 2022). These
might be geographical factors, trade tariff regulations, economic inequality, exclusion of local people
from mainstream trade, unemployment, socio-cultural relations, corruption, etc. which accelerate the
informal trade at the border regions (Koji, 2016; Walther, 2022).

First, in the Jaigaon-Phuentsholing borderland, the practice of arbitrage trade is common and
easy due to the flexible border. For that, traders cross the border frequently and purchase items at a
lower price in one country and resell them at a higher price in another, which is made possible by
differences in the prices of goods between neighbouring countries. For instance, fuel, and alcohol is

quite cheaper in Bhutan than in India. On the other hand, clothing and food items are cheaper in India
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than in Bhutan. Therefore, Jaigaon traders purchase the fuel from Phuentsholing and resell it to the
Indian borderland. Consequently, throughout the corridors, selling of petrol and diesel can be seen by
the local and small shopkeepers of the borderland. Similarly, clothing, food items, and meat are
common items that usually traders purchase from the Jaigaon market and trade to the Phuentsholing
market.It seems very common and easy in the Jaigaon-Phuentsholing borderland, andthis pricing

difference is encouraging people to participate in informal cross-border trading.

Based on our field survey, we gathered some interesting observations regarding the local

boarder trade. According to some respondents:

"Every day, we cross the border to purchase fuel from the Phuentsholing petrol pump. We refill our
bikes and cars with petrol, and upon crossing the border, we transfer it from the vehicles to bottles for
resale. Occasfonally, we repeat this process two or three times in a day. On average, we manage to sell

at least 15-20 litres of fuel, resulting in average daily earnings of 1000-2000 rupees.”

"In addition to this, there is a demand for alcohol, gas cylinders, utensil items, and various
subsidisedfood items, which traders purchase in Phuentsholing and sell in Jaigaon. Similarly, meat,

tobacco products, and some food items are sourced from Jajgaon and sold in Phuentsholing.”

Second, in the Jaigaon borderland, local people are excluded from the mainstream trade, and
the formal trade practices are going on between Thimphu and the Indian major state through the
Jaigaon-Phuentsholing corridor. Consequently, the border region is mostly dominated by outsider
traders and businessmen. Therefore, an engagement of the local people in the formal trade activities
appears as a challenging task. Access to the markets for local people has often become challenging.
However, there is a scope to continue border trade practices to satisfy regional demand through

informal trading.

One interesting finding from our field study was that we observed an increasing number of
unemployed youths inthe border regions are involved in informal trading activities as a source of
income. Moreover, the smuggling of illegal commodities such as drugs, wildlife species, tobacco
products, and other contraband items has become prominent through the informal trading practices.
These forms of trade in contraband items are significant in the Indo-Bhutan border regions and give

huge profit.

During our field study, one respondent said, "Formal trade occurs exclusively between the two
countries, with limited opportunities and market access for local residents. This scarcity prompts
informal trade to meet the regional demand for goods and services. The allure of quick profits draws

numerous unemployed youths into this informal trade.”

Third, it has alsobeen observed that at the Jaigaon-Phuentsholing borderland, cross-border
communities frequently have relationships with one another that go beyond the political border in terms
of culture, ethnicity, and family. These relationships encourage informal trade, enabling people to

provide goods and services. (Again, as we have noted from one respondent, "some of the services and
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trading items are brought or purchased from across the border which are accessible and subsidised for

only particular citizens. We asked for these items and resell them to the markets”.
Land Customs Stations (LCS): Roles and Seized Items

The significance of land customs stations in cross-border trade is crucial, as they regulate and formalise
trade activities while also potentially impeding local border trade due to the dominance of mainstream
traders. Understanding the functions of these stations sheds light on the informal local economy and its
impact on border regions. There are two land customs stations, one is in the Jaigaon and Phuentsholing
border region i.e., Jaigaon Land Customs Station (JLCS) and the other is Phuentsholing Land Customs
Station (PLCS). The JLCSis located on the Indian side of the border, whereas the PLCS is situated on the
Bhutanese borderland. However, both the centres manage the official movement of goods and services
through the corridors. Functioning as a transit customs and immigration centre, it also handles cargo
and passenger operations within Indo-Bhutan territory. These stations conduct document inspections
for vehicles entering India and Bhutan, including invoices, packing lists, and transport consignment
notes. Goods and documents are meticulously reviewed prior to endorsing the consignment note with a
stamp. Only after fulfilling all requirements, can vehicles proceed to Bhutan or India. Despite this, it has
been observed that flexible borders significantly facilitate informal trading activities across the border
regions (Foucher, 1991, Das, 2008).

The present study relies on the data provided by the JLCS. It indicates the roles of the custom
stations in facilitating official transactions and regulating unofficial trade. Several interviews were
conducted with officials, and local residents in the Jaigaon border region. The present survey was
conducted during2019-20, and during that time, theJLCS was staffed with 2 supervisors, 3 inspectors,
and 4 havildars. It was evident that the customs police were insufficient in number to effectively
oversee informal activities through the corridor. Nevertheless, the station did have warehouse and
restroom facilities available. Furthermore, the Bangeyor Pasakha checkpoints initiated inspections of

official goods and services transactions.

The recorded data on seized items have been provided by the JLCS for the period of 2005-
2016. The 10 years of seized data set traces the informal trade activities across the JLCS. According to
JLCS, there are 41 seizure cases, registered between 2005 and January 2016with a total value of
37,03,330 rupees. This is evident from the data spanning the last 10 years provided by the Land
Customs Station, Jaigaon. In 2005-06, there were only 3 recorded seizure cases, with a total value of
approximately 54 thousand rupees. In 2006-07, an additional 3 seizure cases were reported, but the
total value was low, it was 23 thousand rupees only. From the available information, it has been
observed that the trend continued from 2008-09 to 2010-11, with both the number of seizure cases and

their total value steadily increasing.

However, the data did not specify the particular items seized by the Land Customs Stations.
Furthermore, it was mentioned that there were challenges in maintaining data, especially concerning
the valuation of items, and a significant portion remained unrecorded. Nevertheless, some general

estimations were provided, indicating that timber, liquor, and wildlife species were among the major
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items seized, while utensils, clothing, and meat also appeared on the list of seizures (JLCS). Notably,
there were no recorded seizure cases for certain specific years, such as 2012-13, 2014-15, and 2015-
16. (This absence of records suggests two possibilitieseither informal trade had completely ceased

through this corridor during those years, or the Land Customs Station failed to document seized items).

Table No 6: The seizure cases by the Jaigaon Land Custom Stations, 2005-2016.

Years No. of Seizure cases Value in rupees (INR)
2005-06 3 53,860.00
2006-07 3 23,430.00
2007-08 2 17,980.00
2008-09 6 94,481.00
2009-10 6 11,30,964.00
2010-11 9 6,59,355.00
2011-12 5 5,29,870.00
2012-13 0 0
2013-14 7 11,93,390.00
2014-15 0 0
2015-16 0 0

(Up to January 2016)
Total 41 37,03,330.00

Source: Land Customs Station, Jaigaon

In connection with the missing numbers, one Land Customs officer explained; "Our actions are
triggered solely by receiving information about informal transactions; in the absence of such

information, we are unable to initiate any measures.”

Therefore, the data indicates that the absence of recorded cases was due to a lack of
information received by the LCS or a gap in officials' records for those particular years. It is evident that
informal trade was on the rise, rather than declining over time. However, the concerned departments

have claimed theyare trying to control the illegal informal activities.

Further, one staff member mentioned that; “As much as possible the customs station tries to
control unofficial items to transact through the border corridor, but the porous border finds different

ways to transact the goods and services informally.”

He also informed usthat “/ack of information, as well as less staff, could not be able to control
the whole informal trade transaction in this region.However, the department to some extent is

successfully controlling such informal activities”.

In addition to that, he mentioned, "Furthermore, we assumed that due to some local people'’s
involvement in informal trade, less information is filed against the informal trader which helps to ease

the supply of goods and services through this corridor.”

The Jaigaon-Phuentsholing border region exhibits active informal activities, although the exact

scale of these transactions remains undisclosed. Informal trade plays a crucial role in meeting regional
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demands for goods and services, particularly when formal trade avenues are limited. However, it also
brings about challenges related to regulatory oversight, revenue collection, and the potential for illicit
practices (Ayadi et. al., 2013). While informal trade contributes to increased economic activity and
livelihood opportunities, it is accompanied by drawbacks such as a lack of consumer protection, tax
evasion, and susceptibility to exploitation (BewiadziAkakpo, 2021). To address the root causes of
informal trading in border corridors, initiatives aimed at formalising trade, simplifying customs

procedures, reducing tariffs, and improving infrastructure are crucial.
Challenges and Opportunities

The cross-border trade between India and Bhutan might grapple with geographic, regulatory, and
infrastructure challenges (Stobdan, 2014). Nonetheless, the deep-rooted historical, cultural, and
political-economic relationship between the two nation-states might be helpful for substantial avenues
for trade, particularly in sectors such as hydropower, tourism, and agriculture (Gupta & James, 1992,
Bisht, 2012; Boehmer & Pena, 2012). By persistently collaborating and investing in infrastructure and
trade facilitation initiatives, both India and Bhutan can amplify the advantages of cross-border trade
(Nord3s &Piermartini, 2004; Brooks, 2010).

The geographical aspect is a significant challenge for cross-border trade (Rumley & Minghi,
1991; Malikova, et al. 2015). Bhutan's mountainous terrain and landlocked status make transportation
challenging, which in turn poses obstacles to the construction and maintenance of essential
infrastructure like roads and bridges throughout Bhutan's various regions. Additionally, in the event of
any natural disaster in Bhutan, trade operations could be disrupted for an extended period challenging
theavailable technological and infrastructure opportunities. Consequently, the transportation of goods
and services might frequently face interruptions in this region. Furthermore, Bhutan's small population
and limited market size might also restrict the scope of trade, particularly in the context of the question

of achieving economies of scale.

India and Bhutan have established duty-free access for the majority of their exports and
imports items in both their respective markets (Kohli, 1982; Rajput, 2011). This trade primarily
encompasses hydroelectric power, minerals, and certain agricultural products (Ranjan, 2018). However,
certain items may require special permissions and could be subject to tariffs. Additionally, Bhutan
engages in trade with countries other than India through the Indo-Bhutan border corridors, potentially
leading to customs and regulatory challenges in the future. Nonetheless, the primary issue in cross-
border trade remains the customs and regulatory discrepancies between the two nation-states. Hence,
differences in customs procedures, tariff structures, and regulatory frameworks between India and
Bhutan could result in trade and commerce experiencing delays and administrative intricacies or
complexities (Walther, 2022).

Furthermore, since the Indian Rupee and Bhutanese Ngultrum share an equal value, cross-
border trade has been conducted using these two distinct currencies. Consequently, there is a currency
exchange rate risk in the border region, where the Ngultrum has informally been exchanged at a lower

rate (Bisht, 2012). This use of different currencies, the Indian Rupee and the Bhutanese Ngultrum, can
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introduce complications and risks into financial transactions. Additionally, it might foster informal
currency exchanges. Another challenge facing Indo-Bhutan cross-border trade pertains to national
security (Stobden, 2014). Bhutan shares its borders with China to the north and India to the south.
Given that these border regions are situated adjacent to international borders, security threats persist.
Consequently, the geopolitical dynamics in the region can occasionally lead to tensions that impact
cross-border trade and transit (Foucher, 1991; Krishna, 2003).

Despite these challenges, border trade presents numerous opportunities for the development
of both border economies. The Indo-Bhutan trade agreement opened the border for free trade between
them. Border trade also creates opportunities for the local people in terms of selling their traditional
food and items and earning through employment. It generates income and job opportunities for the
border people. Further, the economic engagements across the border have also created opportunities of
border haats (local market) where border people could get equal opportunities to earn and participate
in the border economy (Chakraborty & Ray, 2015).

The cross-border trade agreement also provides preferential access to each other's markets,
fostering trade and economic cooperation (Sharma & Lal, 2017). It also offers simplified customs
procedures and reduces trade barriers, making it easier for a business to engage in cross-border trade.
For Bhutan, India represents a large and diversified market for its products, reducing reliance on a
single market. This might help to make the market more diverse and could promote Bhutan’s economy

to a higher level.

The present hydropower partnership between India and Bhutan not only supplies hydroelectric
power to India but also serves as a significant revenue source for Bhutan, while providing a dependable
energy source for India (Bisht, 2012, Ranjan, 2018). Furthermore, Bhutan's abundant natural resources,

seasonal fruits, and agricultural products hold a great appeal for the Indian market.

Again, Bhutan’s picturesque pollution-free landscape attracts foreign and Indian tourists most.
The natural geographical beauties are contributing to the growth of its tourism sector and fostering
cross-border people movement. Moreover, border trade promotes cultural exchanges between the
different neighbouring communities (Chakraborty & Ray, 2015). The cultural affinities and
commonalities between the two nations thus facilitate the exchange of goods and services, fostering
friendly relations through socio-cultural activities (Kurki, 2014). So, this engagement and interaction
among border communities should contribute to maintaining peace and prosperity in the border region
(Custerd, 2012).

Thus, the regular border trade activities stimulate the growth of border management and its
associated infrastructure (Sharma, & Lal, 2017). The collaborative endeavors aimed at enhancing
infrastructure and connectivity, including the expansion of border trade facilities, have a vast potential
to significantly improve the trade efficiency within this region (Olarreaga, 2016). Moreover, Bhutan's
strategic positioning between India and China positions it as a prospective trade corridor in the future
(Stobdan, 2014).
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Some critical observations regarding Indo—Bhutan Border Trade

Trade between India and Bhutan through various corridors plays a crucial role in bolstering the
economic growth of both border regions. Expanding trade routes is especially beneficial for Bhutan,
given its geographical landlocked status, as it provides more avenues for regular transactions. This not
only facilitates the exchange of goods and services for Bhutan but also offers the flexibility to reduce
transportation costs by utilising different routes. Furthermore, it contributes significantly to maintaining
positive relations between the two nations. Nevertheless, Bhutan's current trade scenario heavily relies
on a single corridor (i.e., Jaigaon-Phuentsholing corridor). The majority of India-Bhutan trade occurs
through Jaigaon-Phuentsholing corridor. According to the Ministry of Finance, Govt. of Bhutan, over 75
per cent of trade is conducted via the Jaigaon-Phuentsholing corridor. In contrast, all other corridors
collectively account for only 25 per cent of Bhutan's total trade. Consequently, this economic
concentration in a single border region has led to the making of the Jaigaon-Phuentsholing corridor as

the gateway and economic hub of Bhutan.

The major factor contributing to the concentration of economic activity in the Jaigaon-
Phuentsholing region is its good infrastructure, the availability of raw materials, established industrial
development, access to markets, and well-connected railway and road networks compared to other
corridors (Dikshit, et. al., 2020). Additionally, the socio-cultural ties between the people living along the
Jaigaon-Phuentsholing border foster an environment of peace and development. But it needs to be
noted that the utilisation of other Indo-Bhutan corridors remains limited or infrequent. Consequently,
development primarily occurs in this single border region, raising questions about why the other border
corridors are not performing as well or are not as developed as the Jaigaon-Phuentsholing corridor,
despite sharing similar border characteristics and functions. One possible explanation could be that
Bhutan's trade is predominantly oriented towards India, reducing the likelihood of increased informal
activities through the other corridors. Moreover, the presence of more porous borders could pose

challenges to national security.

The study found that the border serves not only as a gateway but also fosters the
development of the borderland economy. Crucially, these border corridors stimulate the local economy
by facilitating frequent transactions of goods and services, which can boost economic growth in both
India and Bhutan, benefiting their respective border regions. Furthermore, Bhutan, being a smaller
economy, can gain from accessing India's larger market, while Indian trade and commerce can also
seize opportunities in Bhutan's market. This growth trajectory has the potential to enhance living
standards and increase employment opportunities in the border regions of both countries. Additionally,
both nations leverage each other's resources, with India providing Bhutan with goods and services, as
well as cost-effective labour, while Bhutan supplies India with resources such as hydropower, minerals,

and agricultural products.

The present study suggests that expanding trade and adopting a more flexible border
approach could reduce Bhutan's economic dependence on a single country while also creating

opportunities to establish economic ties with other neighbouring countries. This diversification of trade
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partners could enhance Bhutan's economy, making it more resilient to external shocks. Consequently,
improved access to each other's markets can attract foreign investment. Moreover, multinational
companies may opt to invest in Bhutan or establish production facilities there, to access the Indian
market, potentially leading to job creation and technology transfer. The increased trade activity might
necessitate infrastructure development along the border regions, including the construction of roads
and border crossing facilities. This infrastructure development could benefit both countries and improve
connectivity within the region. The enhanced economic cooperation between India and Bhutan can
contribute to regional stability. Closer economic ties often lead to better diplomatic and political

relations, which can help in resolving regional issues more amicably.

Moreover, Bhutan boasts abundant hydropower resources, while India faces a growing energy
demand (Bisht, 2012). By facilitating energy trade, both nations can bolster their energy security.
Bhutan can export its surplus hydropower to assist India in meeting its energy needs, while also
fostering closer cultural and people-to-people connections between the two countries. This, in turn, can
nurture goodwill and mutual understanding, strengthening diplomatic relations. Trade serves as a
potent diplomatic tool, enabling India and Bhutan to fortify their diplomatic ties and cooperate on
various borderlands, including regional security and environmental concerns along their shared borders.
Additionally, a stable economic partnership can play a pivotal role in maintaining political stability in the
border regions. This is because economic growth and development often go hand in hand with political

stability, which can lead to positive ripple effects on governance and societal well-being.

However, we need to emphasise also that when borders are opened for trade, there could
emerge certain problems and challenges along with numerous benefits. It also necessitates careful
planning and border management, taking into account potential future challenges. These include illegal
border activities, trade imbalances, attention to the importance of  domestic industries, the costs
associated with infrastructure development, informal trade activities, as well as national security
considerations. So, with an efficient and effective borderland management and cooperation, the political
and economic outcomes of increasing trade between India and Bhutan through different corridors

should have the potential to be significant for both the nation-states.
Summary and Conclusion

An expansion of trade between India and Bhutan through various border corridors holds immense
potential for fostering economic growth in both border regions. It addresses Bhutan's geographical
landlocked status by providing multiple avenues for trade, facilitating the exchange of goods and
services and reducing transportation costs through different routes. Furthermore, this increased trade

contributes positively to the relationship between the two nations.

However, one important issue is that the concentration of economic activity in the Jaigaon-
Phuentsholing corridor appears primarily due to its favorable infrastructure, availability of raw materials,
established industrial development, and socio-cultural ties, which have created a thriving environment.

This raises questions about the underutilisation of other border corridors, despite sharing similar
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characteristics. It is crucial to explore further why these corridors have not seen the same level of

development and economic activity.

Expanding trade and adopting a flexible border approach should not only reduce Bhutan's
economic dependence on India but also open doors to establish economic ties with neighbouring
countries. The diversification of trade partners can enhance Bhutan's economic resilience and attract
foreign investment, ultimately leading to infrastructure development and improved connectivity within
the region. Moreover, energy trade and diplomatic cooperation between India and Bhutan, along with
careful border management, are found essential components of this evolving trade landscape. By
leveraging their respective strengths and resources, both nations could achieve not only economic

prosperity but also regional stability and political cooperation.

Based on our current study, it could be said that enhancing trade through various corridors
should be treated as an important gateway towards sustainable economic development, political
stability, and diplomatic cooperation for both India and Bhutan. An efficient and effective borderland
management and collaboration should be treated as effective measures essential forrealising the full

potential of the bilateral trade relationship between India and Bhutan.
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