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Afghan Conne'ctibn'_ :

Taliban Banned TV .
But Collected Profits-
On Smuggled Sonys

Big Manufacturers Decry

Iicit Traffic to Pakistan
But Do Little to Stop It

Mr. Khan's Tripsto Karkhano

By DANTRL PranL
AND STEVE -StRECKLOW

Staff Reporters of Tha WALL Streer JoURNAL

PESHAWAR, Pakistan—During their
flve years in power in Afghanistan, the
Tallban raged against modern eultnre and
values. But the regime profited from trat-
fic in Sony televisions, Gillette shaving’
cream and Mariboro cigarettes, among
other products. : .

None of these consumer goods from the' )
West and Asia are made In Afghanistarn,
and upder the Taliban gavernment, they
didn’t have much of a market there. Watch-

ing television, for mstance, was banned.

But for decades, whoever has rom Af-
ghanistan. has exacted tolls on smugglers
who ship foreign-made goods through the
country and then illegally move the mer-
chandise over the border to Pakistan. The
produtets end up in places such as Pesha.
War's sprawlng Karkhano market, whepe
vendors’ shelves are packed with cartons
of smuggled Mariboro and Dunhill clega-
rettes and sidewslk carts offer bright Xo-
rean fabrics. Staeks of mud-stained car-

- tans of Somy Trinitron teievisions line -

courtyard after courtyard. .

By smuggiing these ltems through Af-
ghanistan, {reders evade Pakistan's stiff
taxes and duties on forelgn poods, This
allows consurners at Karkhano and other
markets to enjoy larpe discounts com-
pared to legally imported products.

- Boosting Sales

Smuggting al4o effectively boosts West-
ETN and Asian manufaciurers’ sales vol
ume By allowlng goods to be retailed at
lower prices in Pakistan, a poar nation
overall, but ope with 140 millicn inhabit-

‘20t and a substantial consumer . class.

The mapufacturers all condemn smug-
gling but say they can't stop it onre ‘prod-
ucts Jeave their direct control, RBut a close

_look at the behavior of one majormanufac-

Wurer, Sony Corp., reveals that some com-

-pany representatives appear to have tolay-
ated mmugsling as part of Jony's market- v

ing sitratagy in the region.

WEDNESDAY, JANUARY 9, 2002 Tnown as a-major retail center for smug-

The fees the Ta!ibam-»codected on ship-
ments 6f gonds manufactured by Scry and

other forefgn companies provided one of °

that harsh regime’s higmest sources of

eamings. A United Natlons studty released.

last year estimated that “unofficial” ex-
ports from Afehanistan to Pakistan In 2000
totaled $341 million, with merchandise

worth another $13% million moving jlle-

grlly from Afghanistan to Iran, The U.N.

- estimated the Tallban’s annual take at $36

million. The World Bank, fn a 1999 Teport,
s2id it was §75 million.
The .prospect of exacting similar tolls-

oft the smugpling husiness helps -explain -

Why the Tallban’s. successors are now
wrestling for control over Kandahar, Jalal-
abad and other cities that are important
transit peints on smuggling routes, U.S.
bombing and poor security have dlscour
- aged stugpling for the 1ast three months,
but it is expected to resume -as relative
calm retums. L

. Employment Opportunity-

Beyond providing potenttal revenue o -

those In charge, smuggling offerg employ-
ment 10 poor inhshitants of tribal areas
dlong the Afghan border. That is one rea-
Son Pakistan—eager for stabillty in that
drea—has made only feeble attempts to
Compel vendors at Karkhano to pay taxes.

Smuggling economics are siwople: A
stmuggled 21-inch Sony Wegn TV typically
costy the equivalent of about ¥00 in Paki-

‘stan. The same legally imported television

costs the equivalent of $440, after duties

“and taxes, Sony receives the same pay-

ment-~about $220--from the dsteibutor ej-
ther way., Manufacturers thus bave little
{inancial incentive to crack down on smug-
gling. '

During most of the 1800s, Somy im-

-ported few TVe through legal chaunels .

into Pakistan and assembled no sets lo-
cally, aceording to Sony Gulf FZE, Sony
Corp.’s wholly owned Subsidiary and salas .
office in" Dubai, United Arab Ernirates,
But that doesn't mean Sontys were unzavail-
Bhle. The Paidstan Electranics Manufac-
turers Asseciation, a trade group.that in-
cludes local TV assemblers hurt by sales
of smuggled goods, found in & 1896 survey
that-500,000 televisicns wers smugygled into
the country that year. At least 70%, or
360,000, of them were Sonys, the furvey
found, . .
Today, Seny TVs remain one of the

© most promihent consumer-electronies

‘products in Pakistant smuggled-goods mar-

kets. Sony Guit’s authorized distributar in
Dubal sells sets to traders whe often ship
them !o the Iranian port of Bandar Abbas,
From there, some of the goods head north-

- ¢ast to the Afghan border near Herat, then

southieast on the highway to Kandahar, on
to Jalalahad, and then typically enter Paki.
stan illegalty along the Khyber Pass near
Peshawar, -

Twice a montly, Khalid M. Khan, 2 man-

" ager with Sony Guif, visits the Karkhana

market iu Peshawar, which i3 widely

gled gnods. He says he'makes the trips
merely to see which models dré popuiar
© and should be supplied legaily by the local -
assembly plant in - that Sony
opened in 1999. Mr. Khan ackngwledees,
though, that none of the logally made So-
nys are gold in Karkhano. Al of the TVs he
sees changing hands herehave besn smug-

. gled from Afghanistan, be says.

Dealers in the Karkbano market who
acknowledge they <ell smugpled TVs say
that for years they have routinely. ardered
Sony proguets from the traders In Dubai

Lwho obtain the goods from the authorized
Sony distributor there, Jumbo Electronics
Ca. One of the Karkhano dealers, Abdul
Basir Khan, manager of Muslim Electron-
ies, says Sony Guif's Khalld Khan (oo rela-
tion) “doesn™ come here to hook orders,.
but e gives ideas.” For instance, the Sony
Guif man points oyt that * ‘such-and-such
model is available,’ " Abdul Basir Khan
9ays, The Muslit Electronics shop is filled
with Sony Trinitron TVs and has a Jarge
Sony stgn above the door. “Khalid usually
presses us hard to.dispose {of inventory]
ag quickly as possible,” Abdul Basir Khan
E3ys

No Applogy

For his part, Khalid Kban makes no
apology for telling black-market deale;s
here' that certain Souy models are avail-
able in Dubai or Sngapore. “There is no
harm” In this encouragement, lie 5ays.
“They are making our brand popuwar it
the country,” S

But he denies promoting stuggling in
apy way. He says that when Sony Guif dis-
covers ‘traders selling through unsutho-
rized chiannels, it threatens to punish them.
The ‘company has fined one trader and
briefly et off ancther one, he says. Smug-
gling hurts sales of the Sony televisions as-
sembled in Pakistan, he says. But, he adds,

. $rmuggting is “beyond our control ”

Ram Modak, a spokesman for Sony Gulf,
also denies his company has knowingly
ghipped any goods intended for Pakistan
through Afghanistan. He says, “Sony Guif
is not aware of the routes the [Duha;-base_d

“traders) use for thelr shipments to Paki-
stan.” Kei Sakapguchi, a spokesman at So-

- ny’s headquarters in Tokyo, says the parent
corporation hag nothing to add tn Mr
Modak's comments,

Vishesh L. Bhata, director of J'ﬂf
Electromics, says his company = -
lowed by Sony Gulf to sell goods divecily in
Paldgtan, and it often can’t eontrol what

* " traders do. "Dmyhharrmm always encour-
age smuggling,” he notey, -

*  Minoru Kubota, Japan's atnbassador to
Pakistan from 1997 through early 2000,
says he heard complaints from- Pakistani
‘businessmen during that period about the
smugpling of Japanese goods. But be says -
The smuggling issue “is a business mat-
ler,” not a concern of guvernments. It
trade shrinks, it will not benefit anyone,

. he adds, - o
.+ Seugglers have operated actoss the'Af-
ghan-Pakistant border since Pakistan ae-



The Afghan Connec'tion o

Collecting payments from smugglers has provided critical revenue to the Taliban and -
edrlier Afghan rulers. Smuggters move tetevisions, cigarettes and ather consumer gocds
manutactured by Westem and Asian companies through Afghanistan and over the border

for sale in Palistan, avoiding Pakistani taxes and duties.

-:-‘:l-.A

0
tagn

L -
BLTITRNT L L

"+ Asablag Sea

nesawnas Tradaers In Oubgi chip goods to Karaehi, which then move by truck to Peshawar or
Quetta and then over the border lnto Afghanistan, Then, the geads are taken by
pack anlmal back [nto Pakistan, where thay are sold tax- and duty-frea at retal,

= A $etond route goes through Bandar Abbas, iran, into Afghanistan and then over ther
border to markets in Quatta or Peshawer,

came independent in 1347, In the 19808,
huge amounts of 1.8, money flooded the re-
‘gion, as the Central Intelligence Agency
used Pakistani proxies to fund the rujahe-
_deen resistance to Alghanistan’s Saviet- -~

- backed government. Smupgling of electron-
ies, tires, erockery and textiles pave some
mujahedeen commanders a way to enrich

- themselves and keep supporters employed.
Forits part, “the government of Pakistan en-
couraged people to invest in this business,”
even supplying telephone and electricity
connections for the Karkhana market, re-
callsRafique Shinwari, a longtime distzibu-

tor of smngeled goods in Peshawar who

Says he now imports only legally.
Shipping TVs

In 1994, after the Soviets had left Afphani-
stan and the country was divided amang
rival commanders, Abdul Hag, 3n ex-mifz-
hedeen Afghan leader living in Peshawar,
aporoached Sony Gulf about distributing
TVs in Afghanistan. Sony Guif's Khalld:
Ehan says he negotiated a deal under
which Mr. Hag’s company, Khyber-Afghan
International, began sending televisions
by his family’s airfine from Dubai to Jalal-
abad, in eastern Afghanistan. “Whatever
he did [with the TVs] ingide ughmmn
we don't imow,” Mr. RKhan says.

Black-market dealers in Pskistan say
Mr. Haq's family was prominent in the
cross-norder television frade in- the

tnid-1090s. Mr. Hagwas killed in October try-

- for

ing to organize amti-Taliban forces. His . -

nephew, Abdulrahim Zaimai, says, “The
tamily ltsell was not involved by any

" means,” Insmuggling. But he says that trad-

¢erg [n Jalalabad who bought TVs from his.

unele may have smuggled them into Paki-
l . :

Pakistani officials say they haven't
aracked down aggressively on smuggling
markets such as Earkhano. “We have been
woridng over the last two or three years to

start curtailing smugeting,” says Abdul

Razak Dawood, Pakistan’s commeree min-
ister, but "through economi¢ means rather
than coercion.” ,

Pakistan has been redncing import du-
tes todiminish the price advantage of smug-
gled products, [thas also ended duty-free ac-
cess throngh the Pakisiani port of Karachi
Afghamstnn Hound goods, such as TVs,
that often end up being smugyled back mto

Pakistan, Smugglers respanded i the new

ohatacle in Karachi, however, simply by
shipping through Iran and then across Af-
ghanistan.

Traversing Afghanistan is by o means
a simple trip, During the counfry’s civil
war in the early 1990, varieuns mujahe-
deen set up more than a dozen checkpoints
along the country's major roads. Truckers
had ta pay small fees at sach stop, and
sometimes had their whole cargo expropri-
ated by fighters or roving baodits.

.The Taliban first gained prominenes in -

 Afghanistan in 1994 by ellminating most of

4

, ;; ' the highway checkpomts and robberies. Af- -
% ghan traders based in Dubai and Singapore

poured money into the Taliban’s coffers, as
the regime extended its control from Herat
to Jalalabad and enforced - mora orderty

transmttatxon. according to Palistan! offi-

cials who were also assisting the ’I‘ahhzm at
the time,

. Simplified Fees

Affer conguering Kahui in 1996, the Taii-

ban zimplified the fees for passage

through Afghanistan, exacting 2 single
payment determined by weight and other
factors, For example, the Taliban same-
times imposed fees aquivalent to ronghly
five-ta-10 centg a2 ilogram, regardless of
the merehandize, says one Dubai-based
frefght forwarder “These puys didn't
want tn use caleulatory,” he says. The 1999
World Bink study estimated. that televi-
sions vallted at $367 million were smugpled
into Paldstan from Afghantstan in 1997.

Traders say they quicily adjusted to the
Taliban's spirituaily motivated rules. To get
around the ban on packages with depictions
of wmans or Wving animals, traders pit
boxes in larger, blank cactong or simgply re-
minded Taliban authoritles that the pack-
ages were moving on to Pakistan, ‘

The smuapeling of American-made
goods was hindered in July 1993, when
former President Clinton signed an antiter-
rorism executive order prohibiting 1S
companies from exporting any goods, ex-
cept for munanitarian aid, to Afehanistan.
But Pakistani traders say they still eould
obtain products smnggled from Afghani-
stan—such as Gillette shaving cream,
Head & Shouiders shampoo and Mariboro
cigarettes—if the guods came from distrib-
utors ontside of the 1.8,

Manufacturers of these goods say they
discourage any smuggling but can't al-
ways control it in-distant lands. “It is cbvi-

. ously Somethmg we dom’t sponsor ar en-.

dorse,” says Eri¢ Kraus, a spokesman for
Gillette Co. Linda iltrey, a spokeswoman
for Procter & Gambie Co,, maker of Head
& Shoulders, says the company lacks spe-

through

* c¢ific Information aboit smuggﬁng

Afghanistan.

A spokesman for Philip Morris Cos.,
which makes Marlboros, says the com-
pany can't comment because 1t doesn’t do -
any business in Afghanistan, British Amer-
i¢can Tobacen PLC, maker of Dunhill ciga-
rettes, says in a written statement that it
doesn’t condone or encourage smuggling.

Dubai’s emergence as a major trading
hub has helped fuel the expansion of smug-
gling through Afghanistan. In the

" mid-1980¢, marny large U.8., Japanese and

European consumer-goods manufacturers
opered aperations that brought products
through the duty-free zone of Jebel All,
alang the Duhai ¢oast. Offfcial Dubai cus-
toms recards show that such “re-exports”
from Dubal to Afghanistan jumped 73%, to
$319 milllon, in 1996, the year the Taliban

. took over, compared with 1595,

Much of this trading relles on the ile-
gal hawpla cuneucy-exchange systam.
(Hawala means “change” in- Arabic.)
Black-market cansumer—electmnlcs deal-



ers ln Paiistan say that after they place
orders with traders in Dubai, they pay for
the goods by giving Pakistani rupees o a
hawala, dealar in Peshawar. The hawala
. .dealer telephones a counterpart in Dubzu,
who hands over United Arab Bmirates
dirhams to a consumer-electrooics trader
n Dubai, The hawala dealers settle their
acepunts later, splitting the commission.

Most of the victims of Afghan smng-

gling receive henefits as well. The Paki-
stani government has lost tax revesues,
but border tribes engaged in smuggling
are less likely to resort to kidnapping or
drug-running. Authorized Palkistani deal-
ers of foreign guods lose sales to black-

market competition, but in the capital of

Islamabad, many such dealers stock smug-
gled apd legally imported gnods on the
same shelves.

The biggest losers have been lucal man-
ufacturers that have -assembled TVs but
found their products consistently undercut
by smuggied goods. Several local-assem-
bly factoriez stopped production in the
mid-1990s.

These difficuities prompted the Paki-

-stan Flectronice Manufasturers Associa-
fion to conduct its 1996 survey. The trade
group found that for every TV legally im-
ported or assembled logaily, more than two
were smuggled in.

Sarfrazuddin, the associaden’s chalr-

man, who goes by one name, says he sub-

sequently showed Sony officials and Japa-
nege diplomats copies of documents indi-
cating that in 1997 Sony Gulf was promot-
ing service guarantees that retailers could
offer to buyers in Pakistan. Since at the
time Sony TVs were “peither being manu-
factured m Pakistan aor being tmported”
legally, “we wonder how the guarantees”
could he aifersd, he wrote in 3 July 1997
letter to the Japanese Embassy in Islama-
bad, Paidstan.

Faiz Rahim Khan, chief executive of
Dats Electronics, a Lahore, Pakistan-
based -company that provided service un-
der Sony Guif's guarantees in Pakistan
untl) 1999, says the Somy upit routinely
reimbursed his firm for repalrs on TVs
sold [n the Middle Fast and used in Paki-
stan. “How it got there was not aur con-
cern,” he says.

Sony Gulf's Mr. Modak confirms the

company had an agreement in_the .990s -
with Data Electronics to repair Sony prod--

uets in Pukistan. He glgo says Sony Gulf's
authorized Dubal dlstyibutor, Tumbo Kac-
trowics, has offered warrantes on Somy
products that are good in Pakistan. He
adds that Sony Gulf didn’t make the Pald-
stan warranties available to Dubai-based
traders who bought products from Jimbag,

In 1999, Sony began assembling televi-

sions in Paldstan, contracting with a Paki-

stani-Korean joint-venture company. Tahir
Arshad, the ventire's fingnce manager,
says smuggiing of Sony TVs has been re-
duced in receat years. Still, the local-asgem-
bly plant is ruhning at only half capacity,
and the venture’s officials are worried
abont whether their coptraet will be re-
newed this year, Sony Gulf declines to com-
ment an whether it will renew the contract.
Televigions are legal again in Afghani-
stan, and if Sony closes down locdl produe-
tionin Pakistan, it “can stillsell” in Afghani-
stan, says Mr. Arshad. In fact, the late Ab-
dul Haq’s brother, Haji Abdul Qadir, is back
in power in Jaialabad as provinelal gover-
nor,, and he is trying to revive the family's
Dubagi-Jalalabad air-cargo service, -

Khalid Khan of Seny Guif sdys he has .

begun scouting for authorired Sony deail-
ers to operate in Afghanistan. One place

he mtends to recruit is in Peshawar, al-

though he says that any TVs imported into
Afphanistan would be sold to Afghan buy-
ers, not amuggled into. nelphboring coun-
tries. Mr. Modak, the Sony Gulf spokes-
man, says it hasn’t authorized Mr. Khan

‘to do this recruiting,

Some dealers of smuggled goods in
Karkbano say they are eager to be re-
cruited. “If we manage towork from Afghan-
itan, we can expart to Rugsia, to Iran, to

other neighhoring countries” —if possible, ~
without paying taxes and duties, says Mus- -

lim Electronics’s Abdul Basir Khan, “We
wiil have 2 much greater market."
~Peler Landers in Tokyo
contrilnded in this ariicle.
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