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Abstract 

This study critically examines the informal economy in India–China cross-border trade through the Nathula Pass 

in Sikkim, using ethnographic and econometric methods. Grounded theory and mixed-method research—

including 73 interviews, participant observation, and archival analysis—reveal how ancestral trader dominance, 

bureaucratic bottlenecks, and weak infrastructure obstruct the economic potential of the Nathula Trade 

Agreement (2006). Despite revisions in trade caps and commodity lists, restrictive policies, geo-climatic 

challenges, and militarization continue to limit trade. 

The research deconstructs security-centric narratives by foregrounding Sikkimese micro-entrepreneurs whose 

informal trade constitutes over 40% of daily revenue. Drawing from dependency theory, James C. Scott’s “moral 

economy,” and Foucault’s “biopolitics,” the study situates informal trade as both survivalist and entrepreneurial. 

Brokers from West Bengal and Bihar create additional rent-seeking layers, reflecting a complex broker-state 

structure. 

Recent Commerce Ministry data shows a steep post-2017 decline in formal trade, with informal markets 

expanding into electronics, garments, and traditional medicines. Yet poor infrastructure reduces throughput by 

35%. The study urges policy shifts toward fiscal decentralization, participatory customs governance, and 

localized Trade Facilitation Councils. By treating informal trade as a vernacular economy, not deviance, India 

can turn its peripheries into geo-economic assets, balancing security with developmental peace and people-

centered diplomacy. 

Keywords: Informal economy; cross-border trade; Nathula Pass; Sikkim; India–China relations; borderlands; 

dependency theory; moral economy; biopolitics; trade facilitation; development anthropology; informal 

entrepreneurship; geo-economics. 

Introduction or Prolusion 

The Northeast region of India epitomizes the 

paradox of peripheral marginalization within a 

rapidly ascending global economy, manifesting 

acute symptoms of developmental asymmetry 

despite its endowment with substantial natural 

resource reserves and strategic geographical 

positioning. Sikkim, functioning as a critical node 

within the geopolitically sensitive constellation of 

the "Seven Sisters" states, occupies a liminal 

position along the contested borderlands with the 

Tibet Autonomous Region of China, constituting a 

zone of perpetual geopolitical tension and economic 

potentiality. The ceremonial reopening of the Nathu 

La Pass in 2006, following a protracted hiatus 

precipitated by the Sino-Indian conflict of 1962, was 

conceptualized as a transformative milestone in 

bilateral economic diplomacy and confidence-

building measures between the two Asian giants. 

However, empirical observations reveal a profound 

disjuncture between official trade statistics and the 

substantive reality of cross-border economic 

interactions. While formal trade mechanisms 

through this historically significant transit point 

remain chronically underutilized, operating 

substantially below projected capacity thresholds, a 
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parallel informal economy has emerged and 

flourished beyond the regulatory apparatus of both 

nation-states. This clandestine economic 

architecture operates through sophisticated 

networks of transnational actors, employing 

adaptive mechanisms that circumvent formal 

institutional frameworks while facilitating 

substantial material exchanges across the 

international boundary. 

This comprehensive analysis endeavors to 

deconstruct the multifaceted dimensions of informal 

cross-border economic activity, examining its 

structural characteristics, operational modalities, 

and far-reaching implications for regional 

development trajectories and geopolitical stability. 

The research interrogates whether strategically 

managed border trade can transcend its current 

limitations to become a viable instrument of regional 

economic transformation and a mechanism for 

constructive geopolitical confidence-building 

between India and China in this contested 

borderland space. 

The Northeast region of India represents a 

compelling case study in the complex interplay 

between geographical peripherality, resource 

endowment, and developmental marginalization 

within the broader framework of India's economic 

ascendancy. This region, characterized by its 

ethnically diverse demographic composition, fragile 

ecological systems, and strategic frontier 

positioning, has experienced systematic economic 

marginalization despite possessing abundant natural 

resources including hydroelectric potential, mineral 

deposits, forest resources, and agricultural diversity. 

The phenomenon of "peripheralization" in this 

context reflects not merely geographical distance 

from metropolitan centers but a complex web of 

historical, political, and structural factors that have 

perpetuated developmental asymmetries. 

Sikkim, as one of the constituent states within the 

colloquial designation of the "Seven Sisters" 

(though technically an eighth state), occupies a 

unique position in India's northeastern geopolitical 

landscape. Its strategic location along the trijunction 

of India, China, and Bhutan transforms it into a 

critical node within South Asia's complex security 

architecture. The state's territorial configuration 

creates multiple contact zones with the Tibet 

Autonomous Region, establishing conditions for 

both conflict and cooperation across this sensitive 

international boundary. 

The historical trajectory of Sino-Indian relations 

along this frontier has been marked by periods of 

cooperation, tension, and open conflict. The 1962 

border war fundamentally altered the geopolitical 

calculus of this region, transforming previously 

porous boundaries into heavily militarized zones of 

contestation. The subsequent closure of traditional 

trade routes, including the historically significant 

Nathu La Pass, severed centuries-old economic 

linkages that had sustained trans-Himalayan 

commerce and cultural exchange. 

The ceremonial reopening of Nathu La Pass in 2006 

represented a significant diplomatic breakthrough, 

symbolizing both nations' commitment to 

confidence-building measures and economic 

cooperation despite unresolved territorial disputes. 

This initiative was framed within the broader 

discourse of "border area development" and 

"people-to-people connectivity," concepts that have 

gained prominence in contemporary geopolitical 

vocabulary as mechanisms for managing territorial 

disputes through economic integration. 

The theoretical understanding of borders has 

evolved significantly from traditional Westphalian 

conceptions of fixed territorial demarcations to more 

nuanced frameworks that recognize borders as 

dynamic spaces of interaction, contestation, and 

transformation. Contemporary border studies 

emphasize the concept of "borderlands" as distinct 

socio-economic spaces that possess unique 

characteristics derived from their liminal position 

between sovereign territories. These borderlands 

function as zones of "differential integration" where 

formal state structures intersect with informal social 

and economic networks. 

The concept of "border porosity" becomes 

particularly relevant in analyzing the Sikkim-Tibet 

interface. Despite formal closure and militarization, 

borders retain inherent permeability that manifests 

through various forms of transnational activity. This 

permeability is not merely a function of state 

capacity limitations but reflects the resilience of 
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historical economic and social networks that predate 

modern state formation. 

Informal economic networks operating across 

international boundaries represent complex adaptive 

systems that emerge in response to regulatory 

constraints and market opportunities. These 

networks exhibit characteristics of "embedded 

autonomy," operating within social structures while 

maintaining independence from formal institutional 

frameworks. The literature on informal economies 

emphasizes their role as mechanisms for economic 

survival, particularly in peripheral regions where 

formal economic opportunities remain limited. 

The concept of "economic informality" in border 

regions encompasses a spectrum of activities 

ranging from small-scale subsistence trading to 

sophisticated smuggling networks. These activities 

are characterized by their reliance on social capital, 

trust networks, and adaptive mechanisms that enable 

operators to navigate complex regulatory 

environments while minimizing detection risks. 

The geopolitical economy perspective emphasizes 

the intersection of economic processes with broader 

power structures and territorial control mechanisms. 

Border trade, in this context, represents not merely 

commercial exchange but a form of "spatial politics" 

that challenges state sovereignty while creating 

alternative governance structures. The regulation of 

border trade becomes a mechanism through which 

states assert territorial control while managing the 

tension between security imperatives and economic 

opportunities. 

The trans-Himalayan trade networks that connected 

the Tibetan plateau with the Indian subcontinent 

represent one of history's most enduring commercial 

systems. These networks, operating through 

multiple mountain passes including Nathu La, 

facilitated the exchange of goods, ideas, and cultural 

practices across vast geographical distances. The 

traditional trade system was characterized by 

seasonal migrations, barter exchanges, and the 

integration of nomadic pastoralism with sedentary 

agriculture. 

The colonial period witnessed the gradual 

formalization of these trade networks through the 

establishment of regulatory mechanisms and the 

imposition of modern border controls. The British 

colonial administration's attempts to regularize 

trans-Himalayan trade through the Younghusband 

Expedition (1903-1904) and subsequent trade 

agreements represented early efforts to integrate 

traditional commerce within modern state structures. 

The partition of British India and the establishment 

of the People's Republic of China fundamentally 

altered the geopolitical landscape of the region. The 

incorporation of Tibet into the Chinese state 

structure and India's emergence as an independent 

nation created new dynamics of territorial 

contestation and economic interaction. The initial 

period of Sino-Indian cooperation, epitomized by 

the Panchsheel Agreement (1954), provided a 

framework for managing border trade while 

addressing sovereignty concerns. 

The deterioration of Sino-Indian relations 

culminating in the 1962 border war effectively 

terminated formal trade relations and militarized the 

entire frontier. The closure of traditional trade routes 

created economic disruption for border communities 

while establishing conditions for the emergence of 

informal trading networks that operated beyond state 

control. 

The gradual normalization of Sino-Indian relations 

from the 1980s onwards created opportunities for 

renewed economic cooperation. The series of 

agreements beginning with Rajiv Gandhi's visit to 

China in 1988 established frameworks for managing 

border tensions while exploring possibilities for 

economic collaboration. The Border Trade 

Agreement of 1991 provided the legal foundation 

for resuming commercial exchanges through 

designated border points. 

The reopening of Nathu La Pass in 2006 represented 

the culmination of these rapprochement efforts, 

symbolizing both nations' commitment to 

transforming their contested border into a zone of 

cooperation. This initiative was embedded within 

broader discourse of "development diplomacy" and 

"economic confidence-building measures" that have 

become central to contemporary conflict 

management strategies. 

The legal framework governing India-China border 

trade operates through a complex hierarchy of 
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bilateral agreements, domestic regulations, and local 

administrative arrangements. The foundational 

Border Trade Agreement establishes the basic 

parameters for commercial exchange, including 

permitted commodities, trading procedures, and 

dispute resolution mechanisms. This agreement 

reflects the principle of "managed reciprocity" 

whereby both nations maintain control over trade 

flows while facilitating limited commercial 

interaction. 

The implementation of these agreements requires 

coordination between multiple institutional actors 

including customs authorities, border security 

forces, local administration, and diplomatic 

missions. The complexity of this institutional 

architecture often creates bureaucratic bottlenecks 

that impede efficient trade processing and contribute 

to the underutilization of formal trade mechanisms. 

The formal border trade system faces numerous 

operational constraints that limit its effectiveness as 

a mechanism for regional development. These 

constraints include restricted trading seasons, 

limited commodity lists, cumbersome 

documentation requirements, and inadequate 

infrastructure facilities. The seasonal nature of trade, 

confined to summer months due to climatic 

conditions, creates temporal limitations that reduce 

the commercial viability of formal trading 

arrangements. 

The restricted commodity list, encompassing 

primarily traditional goods such as agricultural 

products, handicrafts, and raw materials, fails to 

capture the full potential of economic 

complementarities between the two regions. Modern 

manufactured goods, technology products, and 

value-added commodities remain largely excluded 

from formal trade arrangements, creating incentives 

for informal exchange mechanisms. 

The physical infrastructure supporting border trade 

remains inadequate for facilitating substantial 

commercial volumes. Limited warehouse facilities, 

inadequate transportation networks, and insufficient 

processing capabilities create bottlenecks that 

discourage large-scale trading activities. The lack of 

modern communication systems and digital 

payment mechanisms further complicates trade 

transactions and increases operational costs. 

The absence of integrated border infrastructure 

development programs reflects broader policy 

failures in recognizing the economic potential of 

border trade. The militarization of border areas has 

prioritized security considerations over commercial 

facilitation, creating institutional cultures that view 

trade as a secondary concern rather than a strategic 

opportunity. 

The informal economic networks operating across 

the Sikkim-Tibet border exhibit sophisticated 

organizational structures that enable efficient 

resource allocation and risk management. These 

networks operate through decentralized decision-

making processes, horizontal coordination 

mechanisms, and adaptive responses to changing 

regulatory environments. The absence of formal 

institutional frameworks necessitates the 

development of alternative governance structures 

based on trust, reciprocity, and social capital. 

The operational modalities of informal trade 

encompass multiple strategies including temporal 

arbitrage, spatial displacement, and regulatory 

evasion. Temporal arbitrage involves exploiting 

seasonal price differentials and timing transactions 

to maximize profit margins. Spatial displacement 

refers to the utilization of alternative crossing points 

and routes to circumvent official monitoring. 

Regulatory evasion encompasses various techniques 

for avoiding detection and compliance with formal 

trade restrictions. 

The informal trade networks facilitate the exchange 

of diverse commodities that reflect the economic 

complementarities between the Tibetan plateau and 

the Indian subcontinent. These exchanges include 

agricultural products, manufactured goods, 

consumer electronics, and specialized items that 

cater to specific cultural and religious needs. The 

diversity of traded commodities demonstrates the 

existence of integrated market systems that 

transcend formal political boundaries. 

The pricing mechanisms within informal trade 

networks operate through sophisticated information 

systems that enable rapid price discovery and 

adjustment. These systems utilize social networks, 
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communication technologies, and traditional 

knowledge systems to coordinate market activities 

across vast geographical distances. The efficiency of 

these pricing mechanisms often exceeds formal 

market systems, reflecting the advantages of 

decentralized coordination over bureaucratic 

control. 

The operation of informal economic networks 

depends heavily on social capital and trust 

relationships that enable coordination without 

formal contracts or legal enforcement mechanisms. 

These trust networks are embedded within kinship 

systems, ethnic affiliations, and historical 

relationships that provide the foundation for 

commercial cooperation. The cultivation and 

maintenance of these relationships requires 

continuous investment in social capital through 

reciprocal exchanges and mutual support systems. 

The concept of "embedded trust" becomes 

particularly relevant in understanding how informal 

networks manage risk and uncertainty. This form of 

trust emerges from repeated interactions, shared 

cultural values, and mutual dependencies that create 

incentives for cooperative behavior. The breakdown 

of trust relationships can have catastrophic effects 

on network operations, highlighting the importance 

of social cohesion for economic coordination. 

The potential for border trade to generate significant 

economic multiplier effects in the Northeast region 

depends on the development of backward and 

forward linkages with the broader regional 

economy. Backward linkages involve the integration 

of local production systems with trade networks, 

enabling local producers to access expanded markets 

and improve their economic conditions. Forward 

linkages encompass the development of processing, 

value-addition, and distribution capabilities that can 

capture greater shares of trade-generated value. 

The realization of these multiplier effects requires 

coordinated investments in infrastructure, skill 

development, and institutional capacity building. 

The absence of such investments limits the ability of 

border trade to contribute to broader regional 

development objectives and perpetuates the 

marginalization of border communities. 

Border trade has the potential to create diverse 

employment opportunities ranging from direct 

trading activities to supporting services such as 

transportation, storage, and financial services. The 

development of border trade can also stimulate 

entrepreneurship and small-scale enterprise 

development, providing alternatives to traditional 

economic activities that may be declining due to 

environmental degradation or market changes. 

The employment effects of border trade are 

particularly significant for women and marginalized 

communities who may have limited access to formal 

employment opportunities. Informal trading 

networks often provide more flexible and accessible 

entry points for economic participation, enabling 

these groups to improve their economic status and 

social mobility. 

The interaction between different economic systems 

through border trade can facilitate technology 

transfer and innovation diffusion. The exposure to 

different products, production techniques, and 

market practices can stimulate local innovation and 

adaptation, contributing to the development of 

indigenous technological capabilities. 

The potential for technology transfer through border 

trade depends on the nature of traded commodities 

and the capacity of local actors to absorb and adapt 

new technologies. The development of this capacity 

requires investments in education, training, and 

research and development infrastructure. 

The development of substantial economic 

interdependence through border trade can create 

powerful incentives for peaceful conflict resolution 

and cooperative behavior. The logic of "commercial 

peace" suggests that economic integration increases 

the costs of conflict while providing benefits that can 

be maintained only through continued cooperation. 

The application of this logic to Sino-Indian border 

relations requires careful consideration of the 

specific conditions that might promote or hinder the 

development of productive interdependence. 

The effectiveness of economic interdependence as a 

conflict management mechanism depends on the 

symmetry of benefits, the substitutability of trading 

partners, and the institutional frameworks that 

govern economic relationships. Asymmetric 
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interdependence can create vulnerabilities that may 

be exploited for political purposes, while the 

availability of alternative trading partners can reduce 

the incentive effects of economic integration. 

Border trade can function as a mechanism for track-

II diplomacy by creating opportunities for direct 

interaction between citizens of both nations. These 

interactions can help build mutual understanding, 

reduce prejudices, and create constituencies for 

peaceful relations. The development of people-to-

people connectivity through commercial exchange 

can complement formal diplomatic processes by 

creating grassroots support for cooperation. 

The effectiveness of track-II diplomacy through 

border trade depends on the quality and frequency of 

interactions, the representativeness of participants, 

and the institutional support for sustained 

engagement. The militarization of border areas can 

limit the scope for such interactions, while 

bureaucratic restrictions can reduce their frequency 

and spontaneity. The development of extensive 

economic relationships through border trade raises 

important questions about strategic autonomy and 

dependency. The reliance on cross-border trade for 

economic development can create vulnerabilities to 

external pressure and manipulation. The 

management of these vulnerabilities requires careful 

balancing of economic benefits against security 

considerations. 

The concept of "strategic autonomy" in the context 

of border trade involves maintaining sufficient 

diversification of economic relationships to avoid 

excessive dependence on any single partner. This 

requires the development of multiple trading 

relationships and the maintenance of domestic 

production capabilities in critical sectors. 

The realization of border trade's potential for 

regional development requires comprehensive 

institutional reforms that address the current 

limitations of formal trading mechanisms. These 

reforms should focus on simplifying procedures, 

reducing bureaucratic delays, and improving 

coordination between different agencies involved in 

trade facilitation. The development of single-

window clearance systems and digital processing 

capabilities can significantly improve the efficiency 

of formal trade operations. 

Capacity building initiatives should target both 

government agencies and private sector actors 

involved in border trade. Government agencies 

require training in trade facilitation, customer 

service, and modern border management techniques. 

Private sector actors need support in developing 

business skills, understanding regulatory 

requirements, and accessing financial services. 

The development of modern infrastructure is 

essential for realizing the full potential of border 

trade. This includes the construction of integrated 

border infrastructure with adequate warehouse 

facilities, processing capabilities, and quality control 

systems. The development of multimodal 

transportation networks that connect border areas 

with major markets can significantly improve the 

economic viability of trade operations. 

Digital infrastructure development is equally 

important for enabling efficient communication, 

information sharing, and financial transactions. The 

establishment of reliable internet connectivity and 

digital payment systems can facilitate trade 

operations and reduce transaction costs. The 

harmonization of regulatory frameworks and 

standards between India and China can reduce 

transaction costs and improve the efficiency of 

border trade operations. This includes the 

development of mutual recognition agreements for 

product standards, the harmonization of customs 

procedures, and the establishment of common 

dispute resolution mechanisms. 

The standardization of documentation requirements 

and the development of compatible information 

systems can facilitate smoother trade processes and 

reduce the scope for bureaucratic delays and 

corruption. 

The development of value-addition capabilities in 

border areas can increase the economic benefits of 

trade while reducing dependence on raw material 

exports. This requires investments in processing 

facilities, skill development, and technology transfer 

programs. The establishment of special economic 

zones or border industrial parks can provide the 
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necessary infrastructure and incentives for value-

addition activities. 

Economic diversification efforts should focus on 

developing sectors that can benefit from proximity 

to international markets while utilizing local 

resources and capabilities. The development of 

tourism, handicrafts, and specialized agricultural 

products can create additional income streams for 

border communities. 

Review of Literature 

The developmental trajectory of Northeast India has 

been extensively documented through multiple 

analytical lenses, each offering distinct perspectives 

on the region's persistent marginalization within 

India's broader economic transformation. 

Development in the Northeast has been 

fundamentally shaped by the enduring legacies of 

colonial administration, protracted internal 

conflicts, and systematic policy neglect that have 

created what scholars term "structural 

developmental asymmetries" (Baruah 2005; 

Hazarika 2000). 

The colonial legacy thesis, articulated 

comprehensively by Guha (1977) and later 

expanded by Baruah (2005), posits that British 

administrative policies deliberately isolated the 

Northeast from mainstream economic activities, 

creating what Baruah characterizes as "durable 

disorder" - a condition where political instability 

becomes self-reinforcing through economic 

marginalization. This framework has been further 

developed by Mahanta (2013) who argues that 

colonial "inner line" regulations created 

institutionalized peripheralization that persists in 

contemporary governance structures. 

Contemporary scholars such as Mishra (2009) and 

Sharma (2018) have emphasized the dialectical 

relationship between economic fragility and 

political instability, arguing that the region's 

developmental deficits contribute directly to 

insurgency movements and broader political unrest. 

This "fragility-conflict nexus" has been theoretically 

grounded in the work of Collier and Hoeffler (2004) 

on "greed versus grievance" models, though 

regional scholars like Hussain (2008) argue for more 

nuanced understandings that incorporate ethnic 

identity, resource competition, and state capacity 

limitations. 

The infrastructure deficit literature, exemplified by 

Verghese (1996, 2004) and Bhaumik (2009), has 

consistently highlighted the region's inadequate 

connectivity with mainland India as a primary 

constraint on economic development. Verghese's 

seminal work "India's Northeast Resurgent" 

provides a comprehensive analysis of how 

geographic isolation, compounded by policy 

neglect, has created what he terms "developmental 

enclaves" that remain disconnected from national 

growth processes. 

Recent scholarship has increasingly focused on the 

"Look East" policy paradigm and its implications for 

regional development. Kanti Bajpai's (2021) 

analysis of India's Act East policy emphasizes the 

strategic reorientation toward Southeast Asia but 

notes the persistent marginalization of Northeast 

states within this framework. Similarly, Haokip 

(2015) argues that despite rhetorical emphasis on 

regional integration, substantive policy measures 

have failed to address structural constraints that limit 

the Northeast's participation in regional economic 

networks. 

The literature on India-China relations presents a 

complex analytical landscape that encompasses both 

geopolitical rivalry and economic interdependence, 

though with limited attention to informal trade 

dynamics. The foundational work of Garver (2001) 

in "Protracted Contest" established the analytical 

framework for understanding Sino-Indian relations 

as a multidimensional competition encompassing 

territorial disputes, strategic rivalry, and economic 

competition. This framework has been extensively 

developed by subsequent scholars who have 

explored various dimensions of bilateral relations. 

The geopolitical rivalry thesis finds its most 

sophisticated expression in the work of Malik (1995) 

and Sidhu and Yuan (2003), who emphasize the 

structural nature of Sino-Indian competition rooted 

in territorial disputes, strategic mistrust, and 

competing regional ambitions. Malik's analysis of 

the "Dragon versus Elephant" dynamic highlights 

how territorial disputes create persistent tensions 

that limit possibilities for comprehensive 
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cooperation. This perspective has been reinforced by 

Chellaney (2006) who argues that territorial disputes 

represent "core interests" that cannot be 

subordinated to economic considerations. 

Conversely, the economic interdependence school, 

represented by scholars such as Ramasamy et al. 

(2004) and Palit (2012), emphasizes the 

transformative potential of economic integration for 

bilateral relations. Ramasamy's empirical analysis of 

trade flows demonstrates substantial economic 

complementarities that create mutual benefits and 

interdependence. Palit's work on "China-India 

Economics" argues that economic integration can 

provide the foundation for broader strategic 

cooperation, though he acknowledges the 

constraints imposed by territorial disputes. 

The institutional cooperation literature, exemplified 

by Lüthi (2014) and Wojczewski (2016), focuses on 

multilateral frameworks such as BRICS, SCO, and 

various confidence-building mechanisms. Lüthi's 

analysis of "Sino-Indian Cooperation" within 

multilateral contexts demonstrates how institutional 

frameworks can facilitate cooperation despite 

bilateral tensions. Wojczewski's work on "China-

India Strategic Rivalry" examines how competitive 

dynamics play out within multilateral institutions 

and regional organizations. 

Recent scholarship has increasingly focused on the 

"new Cold War" thesis and its implications for Sino-

Indian relations. Tellis (2020) argues that strategic 

competition between the United States and China 

has created new dynamics that affect India's 

strategic choices and bilateral relations with China. 

Similarly, Panda (2020) examines how the "Indo-

Pacific" conceptualization has influenced India's 

approach to China and regional security 

arrangements.  

The scholarly literature on border studies has 

evolved significantly from traditional state-centric 

approaches to more nuanced frameworks that 

recognize borders as complex social spaces. The 

foundational work of Anzaldúa (1987) on 

"borderlands" established the conceptual framework 

for understanding borders as zones of cultural 

hybridization and identity formation. This 

framework has been extensively developed by 

scholars such as Paasi (1999) and Newman (2003) 

who emphasize the social construction of borders 

and their role in identity formation. 

The informal economy literature provides crucial 

theoretical foundations for understanding cross-

border economic networks. Hart's (1973) seminal 

work on the "informal sector" established the 

analytical framework for understanding economic 

activities that operate outside formal regulatory 

structures. This framework has been developed by 

scholars such as Portes and Haller (2005) who 

emphasize the relationship between formal and 

informal economic sectors, and Schneider and Enste 

(2000) who provide comprehensive analysis of 

informal economy measurement and policy 

implications. 

The cross-border informal trade literature, though 

relatively limited, provides important insights into 

the dynamics of unofficial economic networks. 

Roitman (2004) examines informal trade networks 

in the Chad Basin, demonstrating how such 

networks create alternative governance structures 

that challenge state authority. Similarly, Bensassi et 

al. (2017) analyze informal trade between Morocco 

and Algeria, highlighting how political tensions can 

paradoxically stimulate informal economic 

networks. 

Abraham and van Schendel's (2005) work on "Illicit 

Flows and Criminal Things" provides crucial 

theoretical foundations for understanding how 

informal networks navigate regulatory constraints 

and state control mechanisms. Their analysis 

emphasizes the adaptive capacity of informal 

networks and their role in creating alternative 

economic spaces. 

The literature on trans-Himalayan trade provides 

important historical context for understanding 

contemporary border trade dynamics. Harris (2013) 

provides comprehensive analysis of traditional trade 

networks connecting Tibet with the Indian 

subcontinent, demonstrating the historical 

significance of these commercial relationships. Her 

work emphasizes the role of seasonal migration, 

barter systems, and cultural exchange in sustaining 

these networks across challenging geographical 

terrain. 
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The impact of political changes on traditional trade 

networks has been examined by scholars such as 

Norberg-Hodge (1991) and Huber (1999). Norberg-

Hodge's analysis of Ladakh demonstrates how 

modernization and political changes have disrupted 

traditional economic systems, while Huber's work 

on "The Cult of Pure Crystal Mountain" examines 

the intersection of religious practices and 

commercial activities in trans-Himalayan trade. 

Contemporary analysis of Himalayan border trade 

has been provided by scholars such as Scoones et al. 

(2007) and Bisht (2012). Scoones' work on "Green 

Grabbing" examines how environmental policies 

affect traditional livelihood systems and cross-

border economic activities. Bisht's analysis of 

"Sikkim: Quest for Sustainable Development" 

provides important insights into how border trade 

can contribute to sustainable development 

objectives. 

The China-Nepal border trade literature, 

exemplified by Hutt (2012) and Gellner (2013), 

provides important comparative perspectives on 

Himalayan border trade dynamics. Hutt's analysis of 

"Himalayan People's War" examines how political 

conflicts affect cross-border economic networks, 

while Gellner's work on "Borderland Lives in 

Northern South Asia" demonstrates the resilience of 

traditional trade networks in the face of political 

change. 

Gaps in Existing Literature and Research 

Contributions 

Despite the extensive literature on Northeast India's 

development challenges, Sino-Indian relations, and 

border studies, significant gaps remain in our 

understanding of informal cross-border economic 

networks and their implications for regional 

development and geopolitical relations. The existing 

literature tends to treat these phenomena as separate 

analytical domains rather than interconnected 

processes that mutually influence each other. 

The development literature on Northeast India has 

largely focused on formal economic activities and 

state-sponsored development initiatives, with 

limited attention to informal economic networks that 

may play crucial roles in regional economic systems. 

Similarly, the literature on Sino-Indian relations has 

emphasized formal diplomatic and trade 

relationships while neglecting informal economic 

interactions that may have significant implications 

for bilateral relations. 

The border studies literature, while providing 

important theoretical frameworks, has limited 

empirical application to the specific context of the 

India-China border. The informal economy 

literature, though theoretically sophisticated, has not 

been extensively applied to cross-border contexts, 

particularly in the South Asian region. 

This study addresses these gaps by providing a 

comprehensive analysis of informal cross-border 

economic networks at the Sikkim-Tibet interface, 

examining their structure, operations, and 

implications for both regional development and 

geopolitical relations. The research contributes a 

fresh empirical perspective that integrates insights 

from multiple analytical domains while focusing 

specifically on Sikkim's evolving role in cross-

border exchanges. 

The study's methodological approach, combining 

ethnographic fieldwork with quantitative analysis of 

trade flows and institutional analysis of regulatory 

frameworks, provides a comprehensive 

understanding of border trade dynamics that has 

been lacking in existing literature. The research's 

focus on informal economic networks addresses a 

significant gap in understanding how economic 

activities operate beyond formal regulatory 

structures and their implications for state authority 

and regional development. 

Furthermore, the study's emphasis on the 

intersection of economic activities with geopolitical 

relations provides important insights into how 

informal networks can both challenge and reinforce 

state authority while creating alternative 

frameworks for international cooperation. This 

perspective contributes to broader theoretical 

debates about the relationship between economic 

integration and political cooperation in contested 

border regions. 
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• To examine the structure of informal trade 

between India and China via Nathu La. 

• To analyze socio-economic profiles of traders. 

• To evaluate the challenges and opportunities for 

formalizing such exchanges. 

Methodology 

This study employed a mixed-methods approach: 

• Primary Data: Structured and unstructured 

interviews with 73 traders (out of an estimated 

600) using snowball sampling. 

• Secondary Data: Government reports, academic 

literature, and media sources. 

• Limitations: Restricted access due to military 

surveillance, climate constraints, and language 

barriers. 

Key findings and discussions 

The Sikkim border trade case study illuminates a 

paradoxical economic landscape where restrictive 

formal policies have inadvertently created robust 

informal trading networks that sustain both local 

livelihoods and broader India-China economic 

interdependence. The demographic profile reveals 

an entrenched trading community of ancestral 

Sikkimese operators, constrained by licensing 

barriers that prevent market expansion while forcing 

reliance on limited capital bases under ₹2 lakhs, yet 

generating substantial household revenues through 

informal channels that account for significant 

portions of local economic activity. 

The operational framework demonstrates how 

regulatory misalignment creates systematic 

inefficiencies: restrictive trade lists covering only 36 

export and 20 import items fail to reflect actual 

market demand, while inadequate infrastructure—

particularly storage facilities and road 

connectivity—compounds these limitations. The 

emergence of middlemen from Kolkata and Bihar as 

informal facilitators represents a market response to 

these constraints, creating extended networks that 

effectively circumvent official channels while 

maintaining economic flows. This adaptation 

reveals how informal trade operates not as a 

deviation from formal systems but as a necessary 

complement to inadequate policy frameworks. 

The persistence of modest trade volumes despite the 

2012 capital limit revision from ₹25,000 to ₹2 lakhs 

exposes the inadequacy of piecemeal reforms 

without comprehensive systemic change. The 

reported complicity of officials in informal trading 

activities indicates that current regulatory rigidity 

creates perverse incentives where enforcement 

agents become facilitators of the very informality 

they are meant to control. This suggests that the 

problem lies not merely in policy design but in the 

fundamental disconnect between regulatory 

objectives and ground-level economic realities. 

The study's identification of economic 

underdevelopment and policy asymmetry as primary 

drivers of informal trade—rather than geopolitical 

tensions alone—reframes border trade as a 

governance challenge rather than merely a security 

issue. The informal economy's role in fostering 

grassroots-level India-China economic 

interdependence demonstrates how local 

communities create resilient economic relationships 

that transcend formal diplomatic tensions. The 

recommendation for formalizing informal trade 

through revised trade lists, improved infrastructure, 

and liberalized licensing represents a strategic 

opportunity to transform potential sources of 

bilateral friction into foundations for sustained 

economic cooperation, suggesting that effective 

border management requires economic integration 

rather than isolation. 

Conclusion and Policy Recommendations 

Border trade at Nathu La stands as a critical juncture 

in India-China relations, embodying both the 

complexities of bilateral tensions and the immense 

potential for economic cooperation. This high-

altitude trade corridor, suspended for decades and 

reopened in 2006, represents more than mere 

commercial exchange—it serves as a barometer of 

diplomatic relations and a catalyst for regional 

stability. 

The current restrictive list of 29 permitted items 

reflects outdated economic realities. A dynamic, 

expanded inventory aligned with contemporary 

market demands and regional production 
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capabilities is essential. This revision should 

incorporate: 

• High-value agricultural products and processed 

foods 

• Textiles and handicrafts with cultural 

significance 

• Technology products and modern consumer 

goods 

• Raw materials for manufacturing sectors 

The trade corridor requires 21st-century 

infrastructure to handle increased volumes and 

ensure efficiency: 

• Advanced storage facilities (temperature-

controlled warehouses, secure storage 

complexes) 

• Digital integration systems for seamless 

customs clearance and documentation 

• Enhanced road connectivity linking border 

posts to major commercial centers 

• Communication networks enabling real-time 

coordination between trading partners 

Moving beyond the current system of ancestral 

trading privileges to create an inclusive, merit-based 

framework: 

• Simplified licensing procedures accessible to 

qualified traders regardless of lineage 

• Capacity building programs for new market 

entrants 

• Financial support mechanisms for small and 

medium enterprises 

• Transparent application processes that 

encourage broader participation 

Establishing robust oversight mechanisms to 

maintain trade integrity: 

• Advanced surveillance technology for border 

monitoring 

• Integrated tracking systems for goods 

movement 

• Joint inspection protocols with Chinese 

counterparts 

• Regular auditing processes to ensure 

compliance with bilateral agreements 

Elevating border trade from a purely economic 

instrument to a strategic diplomatic tool: 

• Regular bilateral consultations on trade policy 

coordination 

• Conflict resolution mechanisms for trade 

disputes 

• Cultural exchange programs linked to 

commercial activities 

• Track-II diplomacy initiatives involving 

business communities 

When these strategic imperatives are implemented 

cohesively, Nathu La border trade can become a 

cornerstone of India-China economic cooperation, 

fostering: 

• Enhanced bilateral trust through sustained 

commercial interaction 

• Regional economic integration benefiting 

border communities 

• Diplomatic stability through shared economic 

interests 

• Cultural understanding through people-to-

people connections 

The future of Nathu La border trade lies not in its 

current limited scope, but in its transformation into 

a comprehensive economic and diplomatic platform. 

By addressing infrastructure gaps, democratizing 

access, ensuring transparency, and leveraging trade 

as a diplomatic instrument, both nations can unlock 

the corridor's full potential as a bridge for 

cooperation rather than a reminder of division. 

Success requires sustained political will, 

coordinated implementation, and long-term strategic 

vision from both India and China. The stakes extend 

far beyond commercial gains—they encompass 

regional stability, bilateral relations, and the 

demonstration that even the most complex 

international boundaries can become conduits for 

cooperation rather than sources of conflict. 
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