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PREFACE

This Industrial Development Review of Pakistan is part of a Sales Series aimed at strengthening
the “country focus™ of UNIDO activities. Within the tramework of the work programme of
the Regional and Countr - Studies Branch of UNIDO for monitoring the industrializatior process
of developing countries. the Reviews provide a general survey and briet analysis of cach
country’s industrial development process. The Reviews are intended to provide a service
to those within UNIDO and other international agencies concerned with industrial policy.
planning. project development and implementation. and to be a ready source of information
for governments. investors. industrialists. entreprencurs.  policv-makers.  international
organizations. aid agencies. academics. and rescarch institutes.

The Reviews have two separate but interrelated objectives: they are designed to facilitate
and promote the activitics of UNIDO. as well as to seeve as an informative and analyvtical
document for the international industrial community. It is known trom experience that readily
available reference material on the industrial sector in developing countries is cagerly sought.
The favourable responscs received from regular readers both inside and outside UNIGO have
facilitated extension of the scope of the Reviews in successive issues.,

As the Reviews are issued as sales publications. the scope and dimension of the series are
designed to accommodate the needs of a wide readership in the international industrial
community associated with industry . finance. trade. business, rescarch and government. The
Reviews also aim at providing a basis for undertaking in-depth analyses of specific aspects
of industrial policies. strategies and programmes in the developing countries and at providing
a basis for informed discussion of industrial development trends and policies.

The sales publications are intended to strengthen the Organization™s relationship with the
private sector. By acquiring a wide readership for this series, UNIDO hopes to provide new
and pertinent intormation on the role of industry in developing countries: information that
is exsential to understanding and accelerating the process of industrialization in the Third World.

This Review comprises five Chapters. Chapter I reviews recent economic trends. and analy ses
key issues of macroeconomic policy environment and cconomic prospects. The structure and
performance of the manufacturing sector are examined in Chapter H. with a focus on
productivity. wages and salaries. investment and financing patterns. manufacturing trade.
and regional disparity in industrial development. Analyses of problems and prospects of key
manufacturing subscctors contained in Chapter [T are followed by an analytical exposition
of policy framework for industrial development in Chapter IV. Chapter V presents information
on the country’s resource endowment for industrial development. The Review also furnishes
information on investment environment, the legal framework governing industrial investment.
priority product arcas, and on industrial investment procedures., incentives and opportunitics.




EXPLANATORY NOTES

Reterences o dollury (S) are to United States dollars, unless otherwise stated.

Dures divided by a slash (1988 89) indicate a fiscal year or a crop year. Dates divided by
a hyphen (1988 — 1989) indicate the tull period. including the beginning and the end years.
Tonnets): Tonne(s) denotes metric onneis). This word is used unitormly throughout the text
tor metric short long tonnets). An element of ambiguity cannot be culed out in view of data
sourced irom various documents which did not indicate a precise detinition of the word tonne
and ton.

I Tubles:
Total may not add precisely because of rounding. Two dots () indicaie that data are not
available or not separately reported.

The tollowing abbreviations are used in this publication:

BEL Bankers® Equity Limited

BMR  Bualancing. modernization and replacement
BOI Board of Investment

COl Comenttee of Investment

DFI Development Finance Institution

EC European Community

FATA  Federally Administered Tribal Areas
GCP  Ghee Corporation of Pakistun

GDP  Gross domestic product

GNP Gros: mational product

Icp Investment Corporation of Pakistan

IDBP  Industrial Development Bank of Pakistan

HCs Industrial Investment Credits

IMF International Monetary Fund

IPB Investment Promotion Board

ISIC International Standard Industrial Classification

KEPZ  Karachi Export Processing Zone

LIBOR London Interbank Overmight Rate

LPG Liquid Petroleum Gas

MVA  Manulacturing value added

NDCF  National Desclopment Finance Corporation

NIT National Investment Trust
NOC  No objection certificate
NRI Non-repatriable investment

NWEP  North-West Frontier Provinee

OECD  Organization for Economic Co-operation and Deselopment
PACO  Pakistan Automobile Corporation

PICIC  Pakistan Industrial Credit and Investment Corporation
PIDC  Pakistan Industrial Developirent Corporation

PSIC  Pabastan Small Industries Corporation

R Rupees (Pakistan)

SCCP  Stte Cement Corporation of Pakistan
SEC State Engineering Corporation

SITE  Sind Industrial and Trading Estates
TEC Term fnance certificate

UsS Uited States

USAID  EUnited States Ageney tor International Desceloprient Assistance




BASIC INDICATORS

BASIC INDICATORS I: MACROECONOMIC INDICATORS

Population (19838/89) : 107 mullion
Labour force (1988/89) : 30.9 million
GDP (1987 88) : Rs 618.03 billion (at current prices)
GNP per capita (1987) 8350
Growth rate of GDP : 198485 193586 1986. 87 1987 88
(Percentage) 9.5 8.0 7.2 5.6 |
1988789 1989 90+
5.1 52
Distribution of GDP : 1976:77 1988 89
(Percentage) Agriculture 323 232
Mining and quarrying 09 24
Manufacturing 14.9 17.7
Construction 55 6.4
Other 46.4 50.3
Exports (1988/89) © $4.527 million
Imports (1988/89) : $6.945 million
Trade deficit (1988 '89) : $2.418 million
Balance of payments : ~$2.0 billion
(1985:89)
External debt (1988.89) : S14 billion
Debt service ratio : 31 per cent
(198R'RY) (as percentage
of export carnings and
SeTVices)
Rate of intlation : 1985 86 1986 87 1987 8% 1988 89
(Pereentage) 4w 39 P 103
Exchange rate : 1985 %6 1986.87 1987 8% JYRK XY
(Rupee cquivalents 1o Si) 170 176 182 110
Foreign exchange : 1985 1986 i9R7 JOR% D20
reserves” 19 million) 807 700 SN2 RDA 200

a/ Estimate.
h: Excluding gold.




BASIC INDICATORS IlI:

KEY INDUSTRIAL INDICATORS

MV [UNey
MVA per capia VS

Manutactuning cmployment
(TYNN N

Growth of MV A

tPercentager

Coniposiiton of MV A

tPereentaegoy

Share of manutactured
cyports i tetal export.
(TURN ¥

Gross tived \.‘;lpl[.l{
formation i manufacturing
(R~ hillion in current
pl’l(k.‘\l

Private sector

Public sector

Paud-up capital ot
companmies fisted on
Karachi Stovk Exchange
tRs billion)

SS073 nullon
A

3N mutlion

[UNd R3

A .
[YNN N9 [RACRY. 14

30 Y

Food products
Tevules

Chemicals
Machinen
Transport cquipment
Ozher

Cotton sarn

Cotton cloth

Texule made-ups
Ready -made garments
Leather and leather
products

Carpets und rugs
Fish meal

Other

1984 85 19RS X6

W 33
421 317.6
1985 86 1986 87
i4.1 164

[9SH X7 [UNT NN

-3 (IR
9=~ JUNS
WS- s
3 174
153 o
6. v-
2 h 1
23010 132

630 per cent
[2.5 per cent
9.5 per cent
T4 per cent
T.0 peroent

8.0 per cent
4.4 per cent
2.6 perocent
13.6 per coent

1986 X7
N2 42.8
hh hERY

TUST 8N8-

187 8%
17.8

19X8 X9

208

a  Estimate




BASIC INDICATORS Iil: INTER-COUNTRY COMPARISON OF
SELECTED INDICATORS

Korea.
Indicator Unit India Republic of  Nepal  Pakistan Sri Lanka

Popr’ation (1988) Million R15.6 42.0 18.0 106.3 16.6
GDP (1988; S million 237.320 171310 2.860 34.050 6,400
GNP per capita (1988) S Mo RIG ) 180 350 420

Average annual growth Percentage 5.2 99 4.7 6.5 43
rate of GDP (1980 — 1988}

Agriculture (198¥) Per cent of
GDP

Industry (1988) Per cent of
GDP

Manufacturing (1988) Per cent of
GDhpP

Services (1988) Per cent of
GDhp

Gross domestic Per cent of
mvestment (1988) GDP

Gross domestic Per cent of 38
savings (1988) GDP

Exports of goods Per cent of 41 13 26
and services (1988) GDP

External debt (1988) S million 57.513 37.156 1164 17.010 5.189

Debt service (1988) Per cent of 218 9.1 8.5 235 17.2
exports of
goods and
services

Official development $ million
assistance”

Growth of MVA Percentage
(19K - 19KK)

MVA (1Y87) $ million
MVA per capita (1987) $

Share of manutactured Percentage
goads” in total
exports (1986)

Manutactured exports $ million 7.069 42.367 173
to OECD countrics (1988)

Sources: World Bank. Development Report 1990; UNCTAD; UNIDO data basc.
al Net dishursemient of ODA from all sources.

bl SITC 5 & less 67 and 68,

o/ 1988,

Xiir)xiy




SUMMARY

The ecconomy of Pakistan s likely to achieve a growth rate of 5.2 per cent in 198990, which
represents the second consecutive vear of a sombre economic climate. Stagnant growth rates
in recent years have been due to internal and external economic imbalances. declining inward
remittances and slower growth of exports. As the conditionality attached to the three-yeas
stabilization programme induced by the International Monetary Fund and World Bank tends
to be restrictionist. the pace of economic expansion is unlikely to accelerate significantly
in the medium term. Industrial stagnation in 1988/89 was marked by a sluggish growth rate
of 3 per cent. with large-scale manutacturing value added recording just | per cent increasce.
Despite structural deficiencies. ethnic conflicts in Karachi. loadshedding and falling levels
of investment. the manufacturing scctor grew at 7.9 per cent in 1989/90.

The manufacturing sector in Pakistan accounts for less than one-fifth of GDP and absorbs
around 13 per cent of the country 's work-torce. However. the share of manufactured exports
in Pakistan’s narrow export basket is high at 65 per cent. With around 30 per cent of MVA
in 1985, the food industry emerged as the leading subsector of manufacturing. The long-
term decline of the textile industry from 32 per cent in 1977 to 17 per cent in 1985 has been
the central feature of structural change in manufacturing value added. This is partly a reflection
of the fact that the large cotton cloth units have been fragmented into smaller units. The structure
of manutacturing value added is dominated by consumer goods industry. The share of capital
goods in MVA increased marginally from 11 per cent in 1977 to 12 per cent in 1985,

Since the advent of the new government= there has been a renewed encouragement of private-
sector nvestment in manufacturing. Policy initiatives in pursuit of de-regulation and
liberalization included. inter alia. an increase in the investment sanction imit, drastic reduction
in the hist of specified industries (which require government sanction), reduction of tarn'ts
on a number of raw materials, intermediate and capital goods. and upgrading of an Industrial
Incentives Reform Cell into a Tariff Commission in 1989 to make recommendations on fiscal
anomalics and etfective protection. The new government launched a major privatization
programme with a decision to divest part of the public sector shares. Although the private
sector is assigned an increasingly important role. the performance of the public sector and
its role in key industries remain crucial.

The product range of Pakistan’s food industry is tairly diversified. but there remains rich
untapped potential for further expansion. Although private enterprises outnumber public sector
units in vegetable ghee production, local demand is met largely by the highly subsidized public-
sector Ghee Corporation of Pakistan. Given the high cost of production, Gic privite units
tend to diversify production from ghee to cooking oil and to a range of other products based
on the same raw material. The changing pattern of consumption also stimulates such product
diversification.

Pakistan was self-sufficient in sugar production in the carly 1980s, but supply shortages led
to 80.000 tonnes of sugar imports in 1989, Low productivity in this segment of the food
industry is due largely to crude methods of production in the traditional industries which
extract only 50 per cent of the cane sugar content. The demand for refined sugar is estimated
at 3.2 million tonnes for the year 2000, compared with 2. million tonnes in 1989, Expansion
and maodernization of sugar mills is viable in Pakistan as indigenous componenis account
for 75 per cent of a modern sugar mill. Sanctions are no longer required to establish private
sector units involving an investment of Rs 1 hillion, This should, in principle. stimulate private
investment in the sugar industry.

References 1o new government” in the teat are to the elected government which wasan power doring December F9SK
August 199
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xvi Summary

There appears to be a promising tuture for Pakistan™s non-alcohohe beverages industry in
general and tor the truit juice industry in particular. Output of beverages is expected to double
in [990. much of it coming from new enterprises producing truit juice in paper packs. In
the absence of turther expansion of the industry, a supply gap of 340 nullion bottles paper
packs of fruit juice is estimated for 1990. The industry 's export potential has recently evoked
the interest of foreign tirms. Pakistan’s abundant supply of fruits can also be unlized tor
the manutacture of baby food to supplement the baby mudk products which are currently being
imported in substantial quantities in order to keep pace with the rapidly groming demand
for milk products.

Although the share of textiles in MVA tell. the industry continues to be of great significance
in terms of its contribution to employment and export carnings. The industry currently employs
28 per cent of the industrial labour force and accounts for around 56 per cent of the country s
total exports. A substantial quantity of Pakistan™s cotton yvarn export is destined to Japan and
the Republic of Korea. while the United States is an important market for ready-made garments.
hosiery and towels. Syathetic textiles are exported maiuly to the United Kingdom and Saudi
Arabia. While cotton varn exports continue to retain their popular umage in Japan and East
Asia. the country’s garments industry seems to be losing its competitive cdge to potential
competitors. namelyv. China. Japan. Republic of Korea. Taiwan Province of China. India
and other countrices of South-East Asia. especially Indonesia. Bangladesh and Sri Lanka. The
narrow production base. outdated technology . inadequate research and limited product range
have led to sickness in many textile enterprises. Rationalization and modernization initiative .
- uld signiticantly enhance the performance of the industry. Pakistan is endeavouring to develop
a long-term textile strategy . with a view to encouraging toreign investment in quality textife
products and developing target markets for those products. Possibilities for extensive
collaboration with international tirms. particularly those based in South-East Asia. could be
cxplored. Export prospects for non-traditional textile items such as table linen. Kitchen linen,
curtains and upholstery could casily be enhanced with adequate financial assistance and
incentives to investors. These non-traditional textile made-ups tend to emierge as a promising
scgment of Pakistan™s textile industry.

There is a case for re-establishing the strong position of Pakistan carpets on the world market.
This largely cottage-based industry needs rationalization of the production structure and
collaboration with top quality international designers if it is to upgrade product quality and
to respond to the preferences of individual buyers. The government has announced a series
of rebate and incentive schemes to encourage carpet exporters. These include concessioniry
credit, duty drawback facilities. free import of wool. tax exemptions. market rescarch
assistance, cle.

Despite a significant spurt in the production of fertilizers. Pakistan continues to depend on
imports to meet domestic demand. Supply shortage persists in spite of several firms operating
at the optimal rate of capacity utilization. This shows the need to create additional capacity
for production of phosphatic and nitrogenous fertilizers. Inadequate investment in the fertilizer
industry has been due to the low price of fertilizers. high costs of installing new plants, irreguiar
power supply and uncertainty with regard to the availability of gas as a feedstock. The fertilizer
industry in Pakistan is likely to be of corsiderable interest to foreign investors. The government
estimates that Pakistan would require 2.3 million nutrient tonnes of urca by the year 2000.
This would call for the establishment of 3 major plants over the next decade. In view of
Pakistan’s ample gas reserves joint ventures may concentrate on the simultancous development
of the energy and fertilizer sectors. Both arcas are of top priority for the Government of
Pakistan and the main donor agencies.

Domestic production of drugs. medicines and pharmaccuticals meets around 80 per cent of

domestic demand. About 70 per cent of the market is dominated by transnational corporations.
Forcien firms and locally -owned firms are heavily dependent on imports of raw materials.




Summary xvii

semi-tinished products and packaging materials. The production ot basic drugs by focally -
owned tirms s neghigible. Inept price policy 1s a major constraint inhibiting the expansion
of the pharmuaceutical industry . Price fixation and revision may be deventralized and the pricing
of final products may be brought in hine with market realitios. cost of inputs. cost of distribution.
and other criteria.

Pakistan s heading towards selt-sufficiency in cement production. Most cement plants run
on profitable lines. and the public-sector plants do much better than private tirms in terms
of capacity utilization. The State Cement Corporation of Pakistan has faunched a major
balancing. modernization and restructuring progranme involving an expenditure of S213
million. A joint venture for the expansion of cement production capacity is under way. The
World Bank and the Asian Development Bank have otfered foans of Rs 260 million tor the
madernization of one of the old cement plants. New cement varieties have also been developed
to make better use of available iesources. Wide regional dispersion of the cement indusiry
is strongly advocated in view of the prohibitive transport costs. New discoveries of suitable
raw materials and creation of infrastructural factlities in new locations are the prereguisites
for the regional dispersion of the industry.

Pakistan’s optimism with regard to the future of iron and steel products is reflected in the
large number of downstream projects of the Pakistan Steel Mill at Karachi which came on
streant in the 1980s. Punjab constitutes a potential market for many intermediate and capital
coods as around 8O per cent of the country’s smiclters and semi-integrated steel plants are
located there. The demand for steel in Pakistan is projected at 5 million tonnes by the vear
2000. The country’s existing capacity can deliver only 1.8 million tonnes of steel. Viable
avenues o se -sufficiercy include more efficient utilization of installed capacity at Pakistan
Steel Mill, expansion of Pakistan Steel Mill's rated capacity to 4 mallion tonnes. and
construction of 4 direct reduction plant based on Nokkundi iron ore and naturai gas. The
steel industry is an arca where opportunitics exist for forcign investors.

There has been a steady upwitrd trend in the production of almost all categories of engineering
products in recent years. However, imports of eagineering goods currently account for 60
per cent of the total supply . There is no consistent policy package for involving local engineering
plants on a subcontracting basis in the major national projects. Under-utilization of capacity
in local firms and the prevailing supply gap in engineering goods largely reflect the fow quality
of locally produced engineering goods which fail to capture the growing demand. Amalgamation
of smaller enterprises is advocated particularly in the production of engincering and capital
goods to reap the benefits of economies of scale which are essential 1o increase quality and
output. Import penctration of domiestic appliances and clectrical consumer gomds adversely
atfects local production. High quality and safety standards will need to be achieved by local
producers in order to enhance their competitive edge over imports.

(=

Whereas the government’s indigenization policy has paid off in some arcas of the country 's
automobile industry. little progress has been made in the indigenization programme of Pak
Suzuki Motor Company. a joint venture between Pakistan Automobile Corporation and Suzuki
Motor Company Limited of Japan., While the local content target was sct at 80 per cent.
this joint veniure achieved a local content ratio of less than 30 per cent. In jeep assembly
only I8 per cent of local content was achieved. The Suzuki Plant pleaded tor flexibility in
the indigenization programme. and the period of indigenization was extended to 1995 with
a reduction on the use of local components. [t fends credence 1o the fiet that foreign investors
can successtully negotiate with the government for flexibility in policy approach. In mid- 1989
Tovota succeeded in obtaining a licence for @ new car plant to produce cars with [3.5 per
cent local content. The commendable financial success of Pak Suzuki has attracted many
foreign car producers to enter into joint ventures in Pakistan. Plans are under way (o produce
exportable 8X) c¢c and 1000 ¢c Suzuki cars with financial assistance from the World Bank.
A plan to introduce a new range of MAZDA pick-ups and vans is in the offing. The Sind
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Engincering Limited has plans to set up new cngine assembly plants for MAZDA engines
tron, narts imported in a completely knocked down (CKD) condition.

In contrast to the Seventh Plan strategy of limiting public sector investment to modernization
and restructuring intiatives. the government in Sceptember 1989 announced an ambitious
multinullion public sector investment programme. As many as 16 new public sector projects
are to be established and the new projects are expected to becone operational by the end
of 1993. There are indications that Pakistan will rely heavily on external concessional financing
ard technical assistance in order to strengthen the supportive role of the public sector as well
as to enhance the performance of the private sector in the new cowse of liberalization and
industrial revitalization.

The change of government that occurred in August 1990 is unlikely to lead to a reorientation
in cconomic policy. Itmay be recalled that the IMF stabilization agreement was negotiared
by the parties that are presently in power and was merely ratified by the People’s Party.
The broad commitment to a liberalization of the policy regime. encouragement of the domestic
private sector and of foreign investment. privatization and de-regulation are likely to persist
whatever the outcomie of the clections. presently scheduled for October 1990. Nevertheless.
important changes are envisaged in the institutional structure for the formulation and
implementation of industrial policy. According to the present government. during the period
December 1988 to August 1990 the administrative system was deliberately restructured o
concentrate power in the hands of few. With a view to countering this trend the Board of
Investment (BOI). headed by the Prime Minister. has been dissolved and the sanctioning
authority of the Investment Promotion Burcau has been fully restored. Other administrative
changes may alse be expected in the near future.

The impact of the Gulf crisis on Pakistan in mid-1990 has been severe. Pakistan imported
45 per centof its crude oil requirements from Kuwait during the 1980s. It has not been casy
to find alternative sources and the escalation of oil prices is expected to increase the total
import bill by at Ieast $60 million during 199091, About 100.000 Pakistan nationals have
been displaced from Kuwait. Remittances. which have been typically as important as exports
as a source of foreign exchange carnings. are thus likely to fall significantly. Pakistan™s close
relationship with Saudi Arabia is likely to lead to an improvement in the situation. but at
least during 1990/91 the country will face a severe deterioration in its balance-of-payments
position.




THE ECONOMIC ENVIRONMENT

A. RECENT ECONOMIC TRENDS

The economy of Pakistan grew at an annual average rate of around 7 per cent during
1982/83 — 1987/88. with exceptionally high growth rates in the mid-1980s. The year 1988/39
brought a set-back in overall economic performance as the pace of economic expansion faltered
to 5.1 per cent against the target of 6.9 per cent. The growth of real GDP is estimated at
5.2 per cent for 1989/90 in the wake of the contractionary economic policies induced by
the International Monetary Fund (IMF) and World Bank. as well as the huge budgetary deficit,
declining remittances from Pakistanis living abroad and slower growth of export earnings.

Agricultural production grew at 6.1 per cent in 1988/89 compared with 2.7 per cent during
1987/88. with particularly strong growth being recorded in the production of wheat. However,
a severe shortage of agricultural supplies persists.

With a real MV A growth rate of just | per cent in large-scale manufacturing. industrial growth
remained subdued at 3 per cent in 1988/89. While structural deficiencies contribute to industrial
stagnation. serious conflicts between ethnic groups in the province of Sind — the most important
manufacturing location — are considered the immediate reason for sharp set-backs in a number
of industries. According to preliminary estimates. the manufacturing sector rebounded in
1989/90 with a 7.9 per cent increasc in MVA.

A decline in the growth of Pakistan's narrow export basket coupled with rising imports and
worsening terms of trade led to a widening of the trade deficit from $2.6 billion in 1988
to $2.9 billion in 1989. representing o er 6 per cent of GNP. Devaluation of the rupec has
not proved effective cnough to boost exports. There was also a huge deficit on the current
account (close to $2 billion) and on the consolidated budgets of the central and provincial
administrations in 1989/90.

The 1989/90 budget — the new government's first* — represents policy continuity as the
new government attempts 1o build upon and only marginally modify the economic policy
approach of its prececessor. Modest attempts have been made to broaden the tax base and
to remove various tax exemptions. The budget does not levy any tax on agricultural income
and like its predecessors retains the many credit and input subsidies. The additional tax burden

* For a concal apprassal of the 1988 89 budget. sce M. Nasn Ah, "Budgetary sirategy . Dawn (Karachi, June
1989, p. v,
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has been restricted to less than 1 per cent of GNP and the budgetary deficit of around Rs
80.000 mitlion. representing 8.5 per cent of GDP. will have 1o be financed principally by
new external and domesiic borrowing.

The share of external resources in total investment tinancing rose trom 24 per cent in 1987/88
to 28 per cent in 1988 °89. By 1988 89 total outstanding disbursed debt stood at S14 billion.
The country s debt service currently absorbs around 31 per cent of export camings. compared
with 14.7 per cent in 1987/88. The level of foreign exchange reserves in mid-1989 was
equivalent to $200 million. sutlicient for only two to three weeks of import requirements.

A fall in international resenes is attributed mainly to declining workers” remittances tor several
consecutive vears. * The return 1 Pakistan workers from the Middle East aggravates the
uncmployment problem. Accordine o official estimates. around 3.5 per cent of the tal labour
torce of 30.87 million was uncr. _ioyed in 1988/89. The new entrants and underemployed
labour force would casily support a guesstimate of unutilized labour force at 10 per cent.
The annual entry of around | million new comers to the labour pool calls for determined cfforts
to generate more empleyment opportunities. The sluggishness in large-scale manufacturing
occurs at a time when the governiment faces the challenge of reabsorbing these returnees.

The vear 1988/89 saw an acceleration of intlationary pressure. ** This was largely due to
an expansion of ¢redit to the public sector and rapid growth of import prices due to the
accelerated depreciation of the rupee. The new government has been partly successful in
maoderating inflationary pressure through the pursust of a conservative monetary policy. But
the rate 1s unlikely to fall significantly from 10.7 per cent to the IMF target of 6 per cent
in 198990 and 1990/91 unless due consideration is paid to supply-side factors. cost-push
inflation through wage hikes in public and private sectors. and the role of import prices in
exacerbating inflationary pressure. ¥**

Both investment and savings rates remain low in Pakistan. Over the vears the country's capacity
to finance its investment domestically has fallen rapidly. By 1987 the ratio of gross domestic
savings o GDP in Pakistan had fallen to 11 per cent from 13 per cent in 1965, A sharp
fall in the share of gross domestic investment in GDP from 23.2 per cent in 1965 to IS per
cent in 1987 is unlikely to be reversed significantdy. Total investment grew at only 3.1 per
cent in 1988/89, due largely ro the downward revision of public sector development
expenditure.

Terms and conditions for concessional assistance have stiffened considerably in recent years.
These represented 40 per cent of total government expenditure in 1979/80 and accounted
for only about 25 per cent in 1986:87. The new government has been under continuous donor
agency pressure to reduce the size of the country *s Seventh Five-Year Plan (1988/89 — 1992/93).
The International Monctary Fund (IMF) has sought a 12.5 per cent reduction in the public
sector development programme during 1989 — {991,

Despite the essentially short-term nature of a number of measures. the government’s medium-
term policy programme can be seen as an cffort owards cconomic stabilization. Close
adherence to the policy course charted by the IMF and the World Bank has ensured sympathetic
~ indeed preferential — treatment in 1989/90 by the *Aid to Pakistan™ Paris Consortium,
and international support for Pakistan’s development effort is. therefore. likely to increase.

* dnward remttances by Pakistams biving abroad tefl trom €2.279 nullion in 1986 87 10 $2,070 nullion in 1987 8%
and a further fall o STRRO nullion was reported for 1989 90,

“* The inflation rate was estinited at 10,7 per cent compared with 3.9 per cent and 6.0 per cont i 1986 87
and F9R7 RA respectinely . Government of Pakistan. Eoonomic Survey 1988 89 tislamabid . 1989)

“ See ML Faskhar, Inflation mede! that can beat IME pachage’™. Pakistan and CGulf Feonomise (December
9 1S, 198N,
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MACROECONOMIC TRENDS

Fig. L.D. Rate of inflation, 1985/86 - 1988/89 (Percentage)
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The IMF has conceded to the government's reguest to tolerate a higher fiscal deicie GDP
ratio for 1989 90 than that stipulated in the previous government’s [98R [etter of intent. But
unless the crucial structurat weaknesses retlected in the large and growing hiscal and current
account deticits are seriousty addressed within at most the next two fiscal vears. international
commitment 1o Pakistan™s development may deciine.

These weaknesses have developed over four decades during which Pakistan sought to develop
through consciously increasing its reliance on foreign concessional assistance. While the rate
of foreign assistance disbursement has increased sigmficantly in recent years. the new
government endeavours to enhance Pakistan’s capacity for efficient utihzation of aid resources
within a two- to three-vear period. Eftective and etfictent utilization of concessional assistance
however requires coming to grips with tundamental weaknesses which have inhibited
sustainable economic progress in Pakistan.

B. KEY ISSUES

The IMF conditionality and stabilization imperatives

Pakistan is in the middle of a structural adjustment period (1989 — 1991) which began with
the signing of a three-vear stabilization agreement with the IMF.* The priority structural
reforms** are aimed at: (a) broadening the tax base: (b) improving the current account balance:
(¢) strengthening the toreign exchange reserves without resorting to commercial borrowing:
1d} liberalizing imports: (¢) rationalizing investment licensing: (f) de-regulating prices in the
agricultural, energy and transport sectors: and () reducing public expenditure and subsidies.

The key issue is selated to the IMF package-led slow down in growth during the Seventh
Five-Year Plan (1988/89 - 1992/93). The government aims at an annual average growth rate
of 6 per cent compared with 6.5 per cent as eavisaged in the Plan document and around
5.0 per cent proposed by the IMF. The prescriptions of the IMF recipe for economic
stabilization do not seem to be compatible with the postulates of a higher growth rate which
the government is trying to achieve. Under the influence of stabilization imperatives a 5.2
per cent growth rate is estimated for 198990, and the pace of cconomic expansion is unlikely
to accelerate in the next two years. A national consensus is said to exist against this and some
imperatives of the stabilization programme have been the subject of intense political
CONMTOVETSY .

The government is committed to reducing the size of the fiscal deficit’GDP ratio to 4.8 per
cent by 1990/91 and to restricting government developiment expenditure to about 7 17 cent
of GDP. The IMF stipulates that a rise in the interest rate on government domestic borrowings
from banks would discourage the government from borrowing and thereby partly reduce the
budgetary deficit. The government intends to reduce the budgetary deficit to 5.4 per cent
of GDP in 1990/91, and the current account deficit to 2.9 per cent in 1991/92 against 2.6
per cent envisaged by the IMF. The main clement within the revenue enhancement programme
is the introduction of a broad-based general sales tax by July 1990. Sales tax exemptions
are being reduced. Total expenditure is to be reduced. mainly through a reduction in government
subsidies, federal assistance to provincial administrations and a tightening of the expenditure
control system.

* Athree year agreement with the IME was signed by the previous gosernment in November 1988, The People’s
Party Government which came o power a fortmght Later formally endorsed this agreement and its nacricconomic
strateey s broadly in line with the perspectives of the IME and the World Bank

r Chapter IV discusses in detanl the structural adjustment programmies recommended by the IME and the World
Bank.
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The main medium-term objectives pertaining to monetary policy aim at containing the growth
of domestic credit and money supply in line with the growth of nominal GDP at the target
rate of inflation. and increasing gross official foreign exchange reserves o the cquivalent
ot about seven weeks of imports by 1991, compared with two to three weeks of merchandise
imports in mid-1989. While attempting to create a healthier monetary environment. and
reducing its own demands on the internal capital market through strengthening the tax base
and expenditure cuts. the government is committed to a further liberalization of the credit
allocation system and to channel credit o priority sectors. The government would prefer
to pursue a more selective approach in chaanelling resources to priority sectors and projects.
particularly in the interests of the underprivileged segments of the society.

In spite of the worsening balance-of-payrients situation. the new trade policy for 1989 90
endorses the principle of import liberalization. The so-called “negative” list of non-importable
items has been halved and the warift structure is to be rationalized. As part of this rationalization
exereise. many exemptions currently available are to be phased out by 1991, However. duty
drawback arrangements for exporters and exemptions for importers of capital equipment in
key industries and industries located in backward areas are to be maintained.

Proceeding further with import liberalization measures becomes increasingly difficult as the
balance-of-payments situation deteriorates. Signiticant pressure exists within the country to
restrict imports of edible oil, fertilizers and certain categories of enginecring products.
Pakistan’s chronic trade imbalance can be corrected only when due attention is paid to the
reduction in the import intensity of the country’s manufacturing activities.

The government is required to initiate an increase in the level of indirect taxes as well as
the range of commodities subject to indirect taxes. The government is also committed to increase
user charges on utilities such as telephone. telegraph. electricity and gas. The IMF has proposed
the withdrawal of subsidy on potash tertilizers and a rise in the procurement prices of cotton.,
sugar cane and oil-seeds.

Although the manufacturing sector rebounded in 198990, a sustained pace of industrial
expansion is likely to be aftected by both a rise in costs of raw materials and a slackening
of demand due to higher indirect taxation. The problem is further exacerbated by the squeeze
on public development expenditure. The IMF policy of withdrawing subsidized credit to
selected industries may well result in a slowing down of ¢xports. The availability of cheap
credit to export industries was helieved to be one of the reasons for a 14 per cent annual
average growth of exports during 1984 — 1988.

(=

The problems related to the practical implementation of the stabilization programme will need
to be addressed in order to sustain a healthy pace of economic cxpansion. Cutting deficits
alone will not enhance the country s debt servicing capability. An alternative policy package
to achieve the laudable objectives of reducing budgetary and balance-of-payments deficits
will need to focus on concerted efforts o strengthen Pakistan™s natural and human resource
base for cconomic diversification. What Pakistan needs is a temporary moratorium on debt
servicing. which constitutes a major item in public expenditure. The money thereby saved
taround 1.5 billion per annum) could he utitized to arrest the deterioration in infrastructaral
facilities and the depletion of natural resources and human skills. This would co: stderably
strengthen the economic base and the country s debt servicing capacity in the foresecable future.

Pakistan is likely to follow the macrocconomic course charted by the IMF ard the World
Bank since the major concern of the present government is 1o increase the com.itaent of
the donor agencies in the 1990s. While the donor agencics provide convincing cxplanations
for their pressure for fiscal and monctary discipline. macrocconomic policy-mukers face
difticult choices in their attempt to deal with internal and external resource imbalances and
to put Pakistan on a firm path of sustunable cconomic growth,
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Slow pace of privatization

The government has launched a privatization progranuie i manufacturing, which s however
yetto getott the ground. While pubhic imvestment s to be concentrated in power. irrigation.
transportation. health and education. private imvestment is expected to take the lead role i
mdusiry and agniculture. Private investment is also encouraged within the epergy sector. A
five-vear mational energy development plan outhning the framework tor private sector
participation in power generation and sales has been tormutated. Special schemes are being
adopted to attract foreign private imestment to the encrgy sector. In launching a nuygor
privatization imtiative the government attempts to mobihize around Rs 2 billion during 1989 90
through the sale of public enterprises™ shares to the private sector. But the response trom
the imvesting public seems to be short of expectations.

The government is hard placed 1o combine a vigorous privatization policy with a policy which
aims at substantially augmenting tax revenue. Extension of the coverage of corporate and
sales tax thoth of which lower profuability and hence share prices) tends o discourage
investment in shares. A long-term private imvestment perspective aeeds to be developed in
view of a ready list of public firms dentitied for partial and 1ot divesture

Privatization is being undertaken partly to offset declining budgetary resenue and partly o
compensate for government investment shorttalls. It is hoped that hiberalizing the economs
and opening 1t up to competitive pressures witl encourage private investment. An option open
to the governmient is to commercialize public enterprises. The commercialization ot some
of the public enterprises has enhanced their financizl performance since 1983, While an
improsement in the performance of public enterprises may be a cataly st for further industrial
progress. progressive expansion of the private sector will depend on a number of tar-reaching
changes in the industrial investment environment. including an improvement in the law and
order situation which has adversely aftected industrial development in recent vears.

In contrast to the Seventh Plan strategy of strictly Limiting public sector investments mainly
to “modernization. balancing and restructuring” projects. an ambitious multi-billion-dollar
public scctor investment programme was announced by the government in September 1989,
As many as 16 new public sector projects are to be established. These preccts include cement
plants. fertihizer umts, muni-steel plants, a retinery . integrated textle malls, oorice mull, and
a fruit processing unit. The foreign exchange cost iy estimated between 60 to 70 per cent
of the total investment. This implices that Pakistan will rely heavily on external financing
for the implementation of these projects. Some bilateral funds have been committed. In the
absence of substantial multilateral concessional financing. the government will have o launch
a major resource mobilization drive. The resource requirements of the new projects hasve
not been budgeted in the current annual development Plan and the government is committed
to the IMF to signiticantly reduce the budgetary deticit. This issue iy creating a dilemma
for the government which is endeavouring to make these new projects operational by end- 1993,

Although the new ambitious public sector programme was partly due to the fack ol enthusiasm
on the part of the private investors for divesture schemes of the public sector. it tends o
send conflicting signals to the private sector about the overall thrust of the new industrializaton
strategy . Conceptual ambigaities of the new industrial strategy will need 1o be cleared and
the role of the public and private sector clearly defined in order that the pace of privatization
may weeelerate.




STRUCTURE AND PERFORMANCE OF
THE MANUFACTURING SECTOR

A. THE ROLE OF MANUFACTURING

The manufacturing sector in Pakistan is the second largest commodity-producing sector after
agriculture. Although the share of agriculture in GDP declined over the years. it continues
to be the mainstay of the economy. Rapid economic growth for well over two decades has
been accompanied by considerable structural change within the Pakistan economy. with the
largest increase in the share of GDP being recorded by the service sector whizh currently
accounts for one-half of GDP.

The share of manufacturing in GDP has risen modestly from 14 per cent in 1965/66 to 17.6
per cent in 1983/84. a figure that has not changed much since then. The country’s Seventh
Plan envisages an increase in the share of manufacturing in GDP to 20.5 per cent by 1992/93.
In the wake of recent industrial stagnation in 1988/89, the manufacturing share of GDP may
even have fallen recently (in contrast to the marginal increase reported in Table I1.1). Prospects
for significant acceleration of growth in manufacturing depend upon revitalization of industrial
production and investment.

The contribution of manufacturing to employment fell from 14.2 per cent in 1986/87 to 12.8
per cent in 1987/88, implying an absolute fall in manufacturing employment from 4.1 million
to 3.8 million during the same period. The agricultural sector employs over 51 per cent of
the labour force. while the service sector accounts for about 31 per cent of the employed
Inbour force in the country. The promotion of labour-intensive small-scale industries and
the provision of institutional credit to projects with high employment potentials are expected
to set the priority basis for employment creation in manufacturing.

The share of manufacturing in gross fixed capital formation stood at 17.5 per cent in 1987/88.
which represented a decline after signifiant gains in 1983/84 and 1985/86 (sce Annex Table
A-1). There has been a major structura! shift in manufacturing investment in the 1980s. The
share of public sector in capital formation in the manufacturing sector fell from 4%.7 per
cent 1982/83 10 17.3 per cent in 1987/88, while that of the private sector rose sicauficantly.
By 1987/88 the private scctor accounted for almost 83 per cont of eon* [ jormation in
manufacturing. Public scctor investment has remained concentrated in a relatively small number
of key industries in steel. fertilizer and cement production. Fixed capital formation in private
scctor large-scale manufacturing grew at an annual average of 13 per cent during
1982/83 - 1987/88, compared with a 11.3 per cent increase in aggregate manufzcturing
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Table 1I.1. Distribution of GDP by sector of origin, 1976/77 — 1988/89, selected years
{Percentage at current factor cost)

Sector 1976/77 1979/90 1980/81 1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89«+
Agriculture 32.3 30.4 29.0 277 24.5 25.0 24.6 23.5 233 23.2
Mining and quarrying 0.9 0.8 1.3 1.3 1.4 1.6 23 2.2 24 2.4
Manufacturing 149 15.4 16.4 16.6 17.6 17.0 16.7 17.2 17.5 17.7
Construction 5.5 sS4 4.6 4.4 5.1 6.0 6.0 6.3 6.4 6.4
Other 46.4 48.0 48.7 50.0 514 50.4 50.4 50.8 50.4 50.3

Source: Government of
«a/ Estimate.

Pakistan, Planning and Development Division.
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investment. However. these growth rates measured in current prices were not significantly
in excess of the wholesale price index during the same period. Thus the real value of
manufacturing investment increased slowly in the 1980s.

The cconomy of Pakistan remains largely oriented towards domestic demand. The share of
external trade (exports and imports) in GNP averaged about 28 per cent during 1985 - 1988.
with exports accounting for only 12 per cent. Of the country’s total exports manufactured
exports account for over 65 pr - cent. However. Pakistan’s manufactured export profile remains
narrow and highly concentrated on a few products. The overwhelming import substitution
bias of most manutacturing branches has not changed. and the growth of domestic demand
and import substitution accounts for sver 80 per cent of output growth for a vast mgjority
of manutacturing branches.*

B. GROWTH AND STRUCTURAL CHANGE

The manufacturing sector grew at an annual average rate ot 5.7 per cent during 1965 — 1980.
The growth of manufacturing output accelerated significantly to average almost 9 per cent
per annum during 1980 -- 1987 concomitant with the rapid growth of GDP. According to
UNIDO estimates of inter-branch vanations in MV A growth rates. food products. beverages.
iron and steel, paper and printing. chemicals and some segments of the engineering industrics
emerged as growth leaders. but output expansion started from a very low base for several
products. Indices of physical production (1977/78 = 100) as illustrated in this Chapter show
that vegetable processing, beverages. sugar. paper. paper board and paper chips. urca. paints
and vamishes. cement. mild steel. electric motors and the assembly of light commercial vehicles
registered relatively high rates of growth during most of the 1980s. According 1o UNIDO
estimates. the growth of MVA remained subdued in petroleum products. non-ferrous metals.
non-clectrical machinery and professional equipment. Production was virtually stagaant in
metal furniture. pottery. glass products. fabricated metal products and rubber. while the textile
sector experienced a marked decline.

Table 11.2. Production of major manufactures, 1986/87—-1992/93

Product 1986 X7 1987 K& 1992 Y3~
Sugar (000 tonnes) 1.285.9 1.770.9 2.150.0
Vegetable ghee (000 tonnes) 608.7 6855 1.010.0
Cement (000 tonnes) 650.8 T7.041.0 10.000.0
Fertilizer (000 tonnes) 29285 28576 1.500.0
Sudda ash (000 tonnes) 130.0 134.0 176.0
Caustic soda (000 tonnes) 55.0 38.0 RC.0
Mild steel products (00 tonnes) 823 K697 1.130.0
Billets (00 tonnes) 2540 279.0 870.0
Hot rolled sheet (000 onnes) 523.0 375.0 HX).0
Cotton cloth tmillion square metres) 2379 281.0 00.0
Cotton yarn (million kilogrammes) 5864 685.5 H995.0
Paper and board (00 tonnes) 155.0 170.0 Mo

Source: State Bank. Annual Report 198788,
a' Seventh Plan target.

* A series of stdies during the 1960s and 19708 showed the overwhelming import-suhstitation bias of most
manutacturing branches. Fora summary of the studies undertahen. see S.R. Lewis, Trade and Industrialization
in Pakistan, (Oxford University Press, London, 1980).
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FIGURES II. A—L: INDICES OF INDUSTRIAL PRODUCTION. 1977/78 - 1986/87
(1977/78=100)

Fig. I1.A. Vegetable processing
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Fig. IL.D. Cotton cloth
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Fig. 11.F. Paper, paper hoard and paper chips
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Fig. 11.G. Urea
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Fig. 11.J. Mild stecl
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Fig. 11.K. Electric motors
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The physical production of Pakistan's major manufactured products in recent vears and
cavisaged targets tor 1992/93 are presented in Table 11.2.* Healthy growth has been recorded
in the production of sugar. vegetable ghee. cement. mild steel. billets. cotton yam and paper
and paper board in 1987/88. compared with the volume of output in 1986/87. After recording
a significant increase in output until 1986/87. fertilizer production fell in 1987:88. According
to revent estimates. the sluggish growth rate of around 1.0 per cent in large-scale manufacturing
in 1988/89 was duc largely to sharp declines in the production of vegetable ghee. cigarettes.
chipboard. billets and cotton cloth.**

The decline of the textile sector represented the central feature of structural change that has
taken place in Pakistan manutacturing (see Table 11.3). This would imply that the growth
leaders in intermediate and capital goods segmients are yet to create a significant shift in the
structure of manufacturing production. The share of textiles in MVA fell for several consecutive
vears, and by 1985 it accounted for only 17.4 per cent of MVA, compared with 32.4 per
cent in 1977 when it was the leading subsector of manufacturing. The declining share of
textiles in MVA is largely due to the fragmentation of large cotton cloth units into small
units. With almost 30 per cent of MV A in 1985, food products emerged as the leading subsector
of manufacturing in Pakistan. Chemicals and electnical machinery branches gained their relative
importance in MVA in the 1980s. compared with their respective contribution in the fate 1970s.

The limited structural chan:e that has taken place in Pakistan manufacturing is revealed by
the Jow share of capital goods in MVA_ In 1985 capital goods accounted for 12 per cent
of MVA. representing a marginal increase from 11 per cent in 1977, The manufacturing
scetor in Pakistan continues to rely heavily on imports of intermediate and capital goods.
The high import intensity of manufacturing activitics aggravates the country s balance-of-
payments crisis.

Fig. I1.M. Composition of manufacturing value added (MVA), 1977 and 1985 (Percentage)
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Fig. LN, Compasition of manufacturing value added (MVA) by end-use.,
1977 and 1985 (Percentage)
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There are clear indications that the future thrust of industrial growth will be focused on agro-
based industries. steel and engineering industries. Over 30 downstream projects attached to
the Soviet aided giant Pakistan Stecl M7l are expected to create significant structural change
in manufacturing output. In the face of a spurt in steel production in the 1990s. engincering
industries may expand rapidly. These industries are. however. likely to remain producers
of consumer durables. air-conditionens. refrigerators and washing machines as well as assembly
of cars. Thus there is some evidence to suggest that the pattern of industrial production may
tend to develop in favour of consumer goods. The desired pattern of structural change in
manufacturing in terms of a significant increase in the share of capital and intermediate goods
in MV A is a matter of concer to policy-makers who are faced with the challenge of enhancing
seli-rehant industrial performance in Pakistan.

C. MANUFACTURING EMPLOYMENT

An underlying feature of industrialization in Pakistan is the deteriorating performance of the
manufacturing sector in generating new employ ment opportunitics. Although the decade of
the 1980s has been a period of relutively high growth in MV A the growth of manufacturing
cmployment has remained isignificant. This partly represents more an increase in capital
intensity than labour absorption during the period of aceelerated expansion. A confluence
of other fociors also explains the tardy grovh of manutacturing emplovment in Pakistan.
The low rar- of both public and private investment has led toa fall in the demand tor echaical
personnel. leading 10 a large number of cducated persons being unemplosed. In 1988 89,
11.4 per cent of the total number of engincers wis said 10 be underemploved.

While enmigration contributed signiticantly towards casing the pressure on employment ar,
the past. the return of emigrants poses a new challenge to the government. On the other hand.
a certain proportion of educated and trained manpoveer continue to leave tor cmployment
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abroad, and such a drainage creates ditficultios tor the government and investors. While basic
workmanship skills are in fair supply . the changing pattern of production from traditional
operations o modern technigues tends o create an increasing demand for spectalized skills.
In many industrial branches in Pakistan there are severe shortages of personnel imbued with
manageral capabilitics and specitic technical training. There s abso an acute shortage of muddle-
level technicians.

The growth and structure of manutacturing employment as presented in Table 1.4 show that
emplovment growth in important traditional labour-intensive branches fell during 1975 - 1986:
it fell by 1.65 per cent in textiles. 2.0 per cent in footwear. except rubber or plastic. and
5.5 per cent in non-ferrous metal products. Since the textiles and wearing apparel branches
employ around 42 per cent of the manutacturing work-force. these negative growth rates
of emplovment have a strong adverss impact on overail manufacturing emplovment. Branches
which registered significant increases in emplovnient during 1975 - 1986 include wearing
apparel (except footwear). plastic products. iron and steel. wood products (except turniture).
miscellancous petroleum and coal products. glass products and beverages. Howaver. together

Table H.4.Growth and structure of manufacturing emplosment, 1975 - 1986

tPercentage)

Growth or

employment Structure f

mn manulactunng

manutacturing cploy ment
Doscripiion (ISIC) 973 - use V73 [UNK-
Food products 31D 358 U 129
Beverages 1313 507 (1 1.0
Tobacco 314 282 .= 21
Teanles (3210 163 NI 411
Waarmg apparcl. exaept tootwear 1322) 1478 (L 0y
Leather products 323 2 N (N 0y
Footwear. oxeept rubber or plastie 1324 203 03 TR
Wonad products. exveept turmiture (331) 1) 0.3 (]
Furndure. oxveept metal (332) 7S 02 03
Paper and prodducts 340 0ol i Io
Prinung and publishimng (342) 452 14 21
Industrial chenucals 1334 333 25 i
Other chemicals (332) I8N 3 42
Petrolcum retineries (333 I 63 ns 06
Moc, petroleum and coal prodducts G345 [t 0 0.l
Rubber provducts 355) 0 il 2 20
Plastic products ¢ 35m 2o 0.3 06
Pouers. china. carthenware 360 7T 03 ns
Glass and products 1360 AT 05 0 s
Other non-metathe ouneral prondocise i, 110 26 29
Tron and sl 371 NS 3 T A
Non ferrous metals (372 hEAY 0 i
Fabricated metal products o3 VT 2" (]
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Orher manutactured products 3 1o n- o
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these branches accounted for only around 10 per cent of manufacturing employment in 1986,
A significant rise in the contribution ot iron and steel to manufacturing emplovment from
4.1 per cent in 1976 to 7.5 per cent in [986 was partly due to the establishment of a giant
steel mill at Karachi and its related downstream activities.

The twin problem of a surplus labour torce and the shortage of a skilled work-force with
specialized training hos not been tackled despite a long-standing commitment to employment
generation as a key national objective. The question is whether industrial growth in the 1990
will again create disappointing results on the job tront. The approach o manufacturing
employment has hitherto been protection of jobs in specific industries and firms as opposed
1o the gencration of additional cmployment opportunities in those industrial units. Accordingly
new intiatives are needed to generate more employment opportunitics in existing firms. The
required strategies, instruments and institutions cannot oceur instantancously in the absence
of a well-defined policy direction for job creation. The National Manpower Commission was
sct up in October 1987 with a view to developing a comprehensive long-term strategy to
counter the growing unemployment problem in Pakistan. The advanced draft of the
Comnussion’s Report was submitted to the government in 1989. The Commission has made
a number of concrete recommendations in the area of creating rural cmployment. combating
uncmployment among the educated. orgamizing labour market institutions, and streamlining
the machinery for manpower planning in Pakistan. The agenda for policy action is being
prepared by the government.

The current outlook is such that even if the employment targets in the Seventh Plan are met.
unemployment may exceed 10 per cent in the urban sector by 1993, A ten point employment
creation programme aims at curbing the high population growth, initiating policies and
programmes in those scctors that have demonstrated employment potential. responding
positively to changes emanating from the return of Pakistanis from abroad. and undertaking
skill development programme:. to meet emerging demands. Above all, what is required is
an environment where residents with professional skills and entreprencurial potentials. and
returning Pakistanis with newly acquired skills and entrepreneurial abilities. can be induced
1o participate actively in the country s industrial restructuring process. This calls for institutional
support for enterprise start-ups. free entry into production, dismantling prevailing distortions
in the cconomic system, stability of government policies. and progressive human resource
development.

Pakistan industry needs improved and expanded facilitics for product development and design,
traiming of industrial designers. quality control and laboratory technicians, machine operators,
and enginceers skilled in installing. maintaining and repairing machinery and equipment (mill-
wrights). Facilities for consulting services, feasibility studies, market information and other
industrial services are also insutficient and would need to be expanded to remove a serious
obstacle to further expansion of manufacturing in Pakistan. Existing training institutions would
need to upgrade and modernize their course contents and training methodologies to sccure
industry”s demand for protessional managers and technologists.

The present capacity of the Pakistan training and cducation machinery is such that. during
the period 1988 10 1993, the annual supply of semi-skilled workers is estimated at 39,000
persons. The aumber of skilled workers undergoing training under the auspices of government
institutions, apprenticeship schemes and specialized traning programmes conducted by major
public sector establishments is expected to increase by about 25,000 per year by the year
1993, Certain large manufacturing firms conduct their own, two- 1o three-year long
apprenticeship programmes to satisty their own demands. Through informal training systems,
somie 40,000 skilled and unskilled workers per annum are expected to he forthcoming during
the nexdt four or five years. However, the question remains as to the economy’s capability
1o absorb this increasing number of trained people.
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A positive developmient has been the setting up of a liberal credit scheme tor small industries
through a special credit line from international financial institutions. This scheme specitically
aims at creating further employment opportunities. However. to complement this scheme.
a national awareness campaign is necded to draw attention to the many products and services
produced by the country s smali-scale enterprises. Government instruments to tncrease the
local content in domestic manutacturing must be more closely co-ordinated with small-scale
industrics through subcontracting arrengements. Further emphasis. through policy changes
and access o credit. needs o be placed on labour-intensive. expoert-oriented small-scale
industries. Additional support is also required through invigorated vocational training. skill
upgrading. and management programmes that are more relevant to the emerging job
opportunities.

Towards this end. the Youth Investment Promotion Socicty has been set up for the education
of uncmploved voungsters. Notably. this programme encompasses the training ot 20,000
persons in small business management. In addition. the Seventh Plan envisages an addition
of 92 vocational and technical institutions to the existing ones in order to double the present
intake of students. As part of their curriculum. a one-year on-the-job training scheme is also
planned for students in engineering and technical institutions. Finally. a human rescurce
development fund totalling Rs 2 million is meant to upgrade the quality of the labour force
in collaboration with the private sector and in accordance with the recommendations of the
Nattonal Manpower Comnmission.

Industrial branches that are labour-intensive. such as the Pakistan feather products industry .
for example. will rely on further expansion of specialization in skills in order to gradually
maodernize their manufacturing processes. In this, specialized training on a sutficient scale
will play a vital role. The leather industry in Pakistan provides especially good opportunities
tor female emplovment. Indeed. about 30 per cent of the trainees today at the Leather Products
Development Centre in Karachi are women. They are being trained as designers. technicians
and sewing machine operators. with a view to enhancing entreprencurial skills required to
set up smiall-scale businesses. These developments demonstrate the chaneing attitude towards
temale participation in manutacturing activities. But the temale participation rate will remain
fow until female education fevels improve more rapidly.

Investment in indigenous rescarch and development (R & D) is on a very fow level. except
within certain segments of the private sector where a fair amount of innovation is taking
place. But it is not so much the proportion or the actual amount spent on technical education
and rescarch that is of the most critical importance. Rather. the disturbing fact. from an
industrialization point of view . is that research undertaken in the laboratories of Pakistan’s
major national institutes such as the Pakistan Council of Scientitic and Industrial Rescarch
and the Pakistan Institute of Nuclear Science and Technology is not of o nature to atiract
immediate industrial application. Clearly. more emphasis on the link between rescarch and
industrial application is required. especially within the domain of applied technology . This
must he recognized by the private as well as the public sector, and followed through by
appropriate changes in incentive and policy structures. Otherwise the indigenous development
of Pakistani industry will continue to lag behind its actual potential in terms of human and
technological capital for enhancing industrial performance.

D. LABOUR PRODUCTIVITY, WAGES AND SALARIES

A usctul indicator of manufacturing performance is labour productivity . UNIDO estimates
of the growth of value added per worker in the subscectors of manutacturing for i selected
period are shown in Table 115, In general productivity growth within the manutacturing sector
has been sluggish. Measured on the basis of constant 1980 prices as many as 8 subsectors
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cvperienced acvative growth rates of labour productivity . with a sharp tall of 18,6 per cemt
in productivity being recorded by wearing apparel during 1975 - [986. The textile industry
suttered a 4.3 per cent tall in labour productivity during 1975 - 1986, while sluggish growth
rates in productiv iy were recorded by tobacco. petroleum refinerics. rubber products. iron
and steel and non-clectrical machinery . It is thus clear that potential productiviey cans may
be completely negated even in capital-intensive operations i the absence of etficient use of
inputs. The growth of lubour productivity was significant in beverages, paper and paper
products. professional and scientitie egmipment. clectrical machiners and chemicals.

The wage-productivity relationship s generally expected to act as a selt-generating mechanism
where increases in productivity lead o increasing wages and an increase in wages motivates
the work-foree o further icrease productivity. An examination of such a relationship s
constrained by the fact that data on wages and salaries per emplovee are given in current
prices in Table I3, However. it ix interesting to note that beverages and paper and paper
products recorded a two-digit growth of value added per emplioyvee @nd almost similar rates
of increases in money wages. Concurrently in these two product arcas the share ot value
added 10 gross output rose and the share of wages and salaries in value added feil during
1976 - 1986. This was largely due to the introduction of modern technology in these tae
segments of Pakistan manutacturing. However. this tread resulting from an increase in capital
mensity cannot be generalized to all subsectors of manutacturing.

As shown in Table I1.5. the Pakistan manafacturing seotor has become more capital-intensiv e
during 1976 — 1986. This 1> cvidenced by a tall in the share of wages and salaries in value
added trom 26.9 per cent in 1976 to 20.3 per cent in 1986, But this was not accompanied
by stgnificant productivity gains across the subsectors of manutacturing. No significant
refationship between labour productivity and capital intensity s seen in textiles. footwear
(except rubber or plastic). wood products (except furniture), potters. china. carthenware.
and iron and steel.

Capital intensity scems to have tallen in wearing apparel (exeept footweary. This partly retlecis
the industry 's continued dependence on traditional tabour-itensive production method . This
scement of the country s manutacturing sector suffered the greatest fall in labour productivin
over the years. [n this subsector the share of value added in gross output feli over the scars,
reflecting a rise i material cost. The wearing apparel sezment also experienced o rise in
the share of wages and salaries in value added during 1976 1986, which partly retlects
overmanning. Thus a drastic tall in labour productivity suffered by wearing apparel can he
attributed to high material cost and overmanning.

Arise in material cost for the manufacturing sector as a whole s revealed by o fall in the
share of vidue added in gross output trem 34.7 per cent in 1976 to 32.2 per cent in 1986,
Investment growth within the manufacturing sector is parthy restrained by the rapidly rising
material cost: umt material costs have more than doupled during 1981 - 1983, On the other
hand. wage rates have been relatinely stable,

The point that emerges from the above is that fabour productivity ¢oins depend on the efficient
tre of both Libour, capital and other inputs. and that Pakistan manafacturing his not been
attuned to secking steady productivity gains. The search for hagher productivity imvolves o
multi-ticred approach. Creating a climate for productivity: will need to be considered a
prerequisite.

The influence that wage rates could exert on productivity gains may be examined. In Pakistan
minimum wages are fined by the Central Government tor enterprises employing 50 or more
persons, Although actual wages are higher than the minmmum, they are still fow, ranging
between Cliviag wage™ tminimum required for subsistence) and e wage” (need-hised
minimum wage which commands minimum comtorts). Indexation of wages on an annual
basis to the rate of inflation would be warranted in order to enable the workers to cope with
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the rising cost of living. Productivity-linked bonuses, individual incentive wage schemes.,
development of productivity information systems. monitoring of productivity performance
ofi a regular basis and identification of external environmental factors having a bearing on
productivity are useful instruments of productivity gains.

E. MANUFACTURING PROFITABILITY

There is considerable variation in the profitability levels of manufacturing enterprises in
difterent subsectors. The most profitable subsectors in the 1980s in terms of gross profit
were chemicals. paper and board. woollen, silk and synthetic textles, ard sugar products . *
The performance of the textile industry in the 1980s was characterized by high profits of
woollen, silk and synthetic textiles and net losses in cotton and other textiles. Besides cotton
textiles. low gross and net profit rates were recorded by tobacco and oil and gas refineries.
In general. subsectors with relauvely high profit rates exhibited strong growth in share values.
However, share prices in fuel, energy. and tobacco remained high. despite weak profits.
due to the presence of very large and established companies in these subsectors. On the whole,
profit rates were mederate in Pakistan manufacturing and the gains in share prices were only
marginally in excess of the rate of inflation in the 1980s.

A notable development in the 1980s was that investment in commercialized public sector
enterprises was much more rewarding from the point of view of the ordinary sharcholders.
The average value of an ordinary ten rupee share of a public sector enterprise was 28 per
cent higher than that of the average private manufacturing firm in 1986. The total surplus
accunlated by the public sector companies represented 61.6 per cent of shareholder’s equity
whereas the corresponding figure for the private sector was only 36.5 per cent for the
1980 — 1986 period.

At present there are eight public sector corporations administered by the Ministry of Production.
These encompass the production of cement. steel, petroleum, engineering goods, automobiles,
fertilizers. and chemicals and ceramics. Since 1973, apart from Pakistan Steel at Karachi,
29 new units have come into commercial operation. The losses of Pakistan Steel have been
reduced from Ry 1,292.47 million in 1986/87 o Rs 349.89 million in 1987/88. This steel
mill is expected to record a profit in 1989/%). Total pre-tax profits of public sector corporations
stood at Rs 1,556.62 million in 1987/88: a profit of Rs 4,295.7 million was reported after tax.

Each public sector corporation has been directed to establish two new factories, and as many
as 16 new heavy factories are planned to be sct up in the carly 1990s. The programme
cncompasses capital-intensive projects in cement. fertilizers, textiles, a refinery, steel
production and a rice mill as well as a fruit-processing unit. Despite a signiticant fall in public
investment in the pattern of industrial investment, these enterprises are expected to play a
significant role in enhancing industrial performance in Pakistan.

F. INVESTMENT AND FINANCING PATTERNS

There has been a notable change in the industrial investment pattern, with the leading role
heing increasingly assigned to the private sector. The share of the public sector in fixed
investment in manufacturing cuerently stands at less than one-fifth, compared with around
50 per cent in the carly 1980s. The public sector accounts for 1S per cent of MVA. However,
this is likely to increase in the face of a constant increase in the production levels of the
Pakistan Steel Mill.

t See Eeonomic Review., vanious annual issues on the performance of top industi il companices.
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Of the 73 independent industnial enterprises under the control of the public-sector corporations.
68 units are currently reported to be operating enterprises. Details pertaining 2o these operating
enterprises and their respective public sector corporations are reported in Table 11.6.

Consistently good performance his been shown by enterprises owned and managed by public-
sector corporations.* except the Pakistan Industrial Development Corporation (PIDC) and
the State Engineering Corporation (SEC). The PIDC manages mainly textile and food
manufacturing units. while several engineering and mechanical units operate under SEC.
These two corporations expenienced serious problems atfecting capacity utilization and tinancial
profitability. By the mid-1980s around 20 public-sector enterprises sutfered substantial losses.
Most of them were functioning under PIDC. which was set up primarily to encourage
industrialization in backward arcas.

In line with the government’s intention to reduce the role of the public sector in manufacturing,
fresh investment was mostly contined to revitalization and rchabilitation initiatives. However.
Pakistan Steel Mill stood as an exception to this trend. Now that the government plans to
set up 16 public-sector enterprises. the problem of resource constraint will need to be tackled.
As part of the resource mobilization initiative. the policy of divesting a sizeable portion of
the public sector’s equity is being vigorously pursued by the government. The government
has streamlined procedures and de-regulated industrial operations, with a view to achieving
a revival of private investment confidence. However, the divesture policies of the government
have not been successful and with the offer of minority shares. the private sector does not
scem to be enthusiastic in buying assets under the control of public sector. Moreover, restraint
on credit to the private sector has also discouraged private investment.

The pattern of private investment as shown in Table 11.7 shows that investment in large-
and medium-scale industries rose trom Rs 3.3 billion in 1980/81 to Rs 13.0 billion in 1988/89.
In the mid-1980s private investment rose significantly as a result of government policies and
increased credit flows to the private sector. In 1988/89 private investment in current prices
grew at 9.5 per cent. When adjusted against the GDP deflator of 9.0 per cent for the year,
real growth of private investment is estimated at less than | per cent. Public sector has crowded
out private investment through higher returns on government financial instruments, and
restraints on credit to private sector has led to low private investment.

During 1982~ 1987 the textile sector accounted for 35 per cent of private manufacturing
investment within the large-scale sector. Around 20 per cent was invested in food manufacturing
while chemicals accounted for 18 per cent. Investment in machinery represented only 5-7
per cent of the private sector manufaciuring investment.

The share of small-scale industries was 19 per cent of total private investment in 1988/89,
compared with 25 per cent in 1980/81. Total investment in small-scale industry averaged
Rs 1.8 billion annually during 1980/81 — 1988/89. The leading branches were textiles. food
manufacturing. non-clectrical machinery, cement production and wood products. In general
small-scale manufacturing investment is much more widely distributed than investment
undertaken by large- and medium-sized private manufacturers. Whereas a top few branches
of manufacturing account for almost 80 per cent of total investment in large- and medium-
scale industries, the share of the top four branches in small-scale industry represents around
58 per cent of total investment.

The financing pattern of industrial development in Pakistan is characterized by the
predominance of institutional concessional finance as a source of private sector investment.
The large- and medium-scale private industries have particularly relicd on institutional
subsidized credit. During 1982 — 1987 such concessional investment finance averaged Rs 1 -3

* The good performance of most public sector units 1s recognized by the World Bank inats report eatitled Pakistan
Economic and Social Development Prospects (18 February 1986), Report Noo 5662-Pak, p. 43
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Table 15.7. Private investment in manufacturing. 1980/81 — 1988/89
(Bithons of rupeces)

Year Large and medm scale Snll Towal
1980 81 33 [ 4.4
1981 82 33 1.2 4.5
{982 83 BN I3 34
1983 34 55 1.5 70
1984 85 73 1.6 96
1985 %6 9.4 1.7 et
1986 87 1.7 21 I3.8
1987 88 12.2 25 4.7
[9X8 XY~ 130 3 16.1

Sou. ce: Annual Development Plan. [958 8Y.
o Estimate.

Table I1.8. Bank advances® to manufacturing enterprises, 19831988
tMillions of rupees)

Public Private As percentage of
Y ar CNLCTPrIzG sector Toral twtal advance
1983 3. H0.6 20.051.0 28.491.6 AN
1984 9.552.4 2751422 37.066.6 381
1985 10.419.6 337652 1848 294
1986 12.399.2 36.039.4 48.438.6 36.2
1987 84779 42.777.7 51.255.6 H3
1988 84792 505715 §9.050.7 36.2
Annaal average
rate of growtk
(pereentage) 1.46 17.33

Source: Government of Pakistan. Fconomic Survex 198889,
a Both commercial and specialized banks.

billion and grew at an annual average rate of over 30 per cent. Almost 70 per cent of this
investment was attracted to large- and medium-sized private firms within the textile, chemicals.
food-manufacturing and cement branches.

Total bank loans to manufacturing industry averaged Rs 44.7 billion during 1983 — 1988:
on average 78.5 per cent of this was leat o private manufacturing firms (see Table I1.8).
The very high rate of bank borrowing is partly explained by the high financial needs of
manufacturing enterprises and the depressed aggregate corporate saving leading to a low sclf-
financing rate. It is believed that at Icast a part of the bank loan is divested for other purposces.
Thus the ability of the banks to effectively monitor the performance of their borrowers is
an important determinant of the efficiency of capital utilization. Given the low rate of internal
financing aud the underdeveloped state of the capital markets improvements in bank finance
management are crucial for raising the cfficiency of manufacturing investment,

The equity market in Pakistan’s capital market has so far played a relatively insignificant
role in mobilizing financial resources for industries. * Funds raised in the securitics markets
account for less than 7 per cent of total fixed investment. Of around 21,185 registered companies

* For an analytical review of the equity market in Pakistan. see Aftab Ahmed Khan. “Securities miarket in Pakistan’
Pakistan and Gulf Feonomist (November 11 17, 1989,
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in Pakistan (including S00 foreign companies) only 411 are listed on the Karachi Stock
Exchange and 323 on the Lahore Stock Exchange. The market capitalization of the listed
companices was around $2.15 billion as of 18 October 1989, which repiesents only 5.5 per
ceat of GNP. It is contended that industrial enterprises are not encouraged to list their companies
on the stock exchange because government interest rate and institutional credit allocation
policies often distort the price structure of equity finance relative to loans. There is no incentive
to raise investment capital from the securities market. While going public the government
insists that the share should be oft loaded at face value. Gwners of firms are also concerned
aboui dilution of ownership. and even when a company is listed on the stock exchange most
of the shares are not available for public trading.

The number of shares transacted on the Karachi Stock Exchange fell from 3.2 million on
22 February 1989 to 1.2 million as of 22 November 1989. Indices of share prices as reported
in Table I1.9 show that with the exceptions of the chemicals and enginecring branches.
manufacturing branches suffered marked declines in share prices in 1989, A sharp decline
in share prices occurred in the sugar industry . followed by cement. cotton and other textiles
as well as paper and board. while the lowest decline was reported in the communications
industry. A revival of share prices depends on a general improvement in investons” confidence.
The government endeavours to achieve this task.

Table 11.9. Share prices of selected industries on the Karachi Stock Exchange. February 1989
and October 1989
(1980 81 = 10M

Groups Sub-groups Februany 22 Ovtober 23
19R9 1989 Net change

Cotton and other textiles 2934 2855 ~-79
Chenucals 2%3 3362 7.9
Engincenng 1849 193.7 X8
Sugar and allicd 413.7 RV -42.3
Paper and bourd 2%6.6 2.7 ~-6.9
Cement 24201 218.5 -236
Fuel and energy 3251 RILR) -5
Transport and communications 169.2 1678 -4

Sewgrece: Natwonal Bank of Pakistan, Monthiv Economic Letster (November 1989). Volume 16, No. 1]

The long-term perspective of capital investment in securities is often compared with alternative
saving schemes and the associated tax advantages. The seeurities find it difficult to compete
with some saving schemes. There is also a fack of appropriate financial information regarding
the securitics. There is a need to present the information in a way intelligible to the ordinary
public. Trading on sceuritics often takes place on the basis of privileged information. This
calls for widespread education about the securities market. The mass media could be used
to inform the public about the advantages of the stock market. An institutional framework
could be set up in order to provide up-to-date information on transactions in the sccurities
market, prices, the range of bids and carnings. With a view to developing efficient and
significant sources of investment funds through sceurities market all possible incentives should
be extended. These may include an investment allowance of a certain percentage of plant
and machinery and an accelerated rate of depreciation during the first year of expansion or
diversification. A host of other incentives will induce private companies to go public.
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G. MANUFACTURED EXPORTS AND IMPORTS

Pakistan is an exporter of essentially labour-intensive and agricultural raw matenal-based
manufactures. High export concentration is thus attained in cotton. rice. textiles, carpets and
Icather and leather products. These product categories account for 75 per cent of the country s
total exports. Cotton-based manutactures® continue to dominate the country s export profile.
with around 54 per cent of total manufactured exports. Fish preparations. carpets. synthetic
textiles and surgical instruments also constitute traditional exports. while prominent non-
traditional manutactured exports include leather manufactures. vegetable oils as well as textile
and leather machinery.

The most rapidly growing manutactured exports in the 1980s have been semi-manufactures
and products of the textile industry (see Annex Table A-2). A poor cotton crop and high
prices of varn in the domestic market in certain yvears led to seasonal downturns in the volume
of cotton-based exports in the 1970s and 1980s. Export carnings of cotton yarn rose however
significantly from $107 million in 1977°78 to $541.50 million in 1987/88. Despite a fall in
the volume of exports in 1987/88. the value of cotton yarn exports increased significantly
as a result of a marked improvement in the prices for yarn in 1987/88. There has also been
an increase in the value of cotton cloth exports during 1985/86 — 1987/88. partly stimulated
by a steady rise in the unit value (from $0.43 to $0.57 per square metre). Tariff barriers
impesed by the OECD countries restrict the quantity of exports, but as in 1985 — 1988 the
growth in export value may rise as a result of an increase in unit values in view of the wide
difterential in unit values of Pakistani exports and those of other countries. The major markets
for cotton cloth are the EC countries. the United States. Australia. Iran (Islamic Republic
o) and the Soviet Union. The emergence of potential competitors is also creating difticulties
particularly in the exports of garments.

Fig. 11.0. Share of manufactured exports in total exports, 1989

Manufactures 65 %

* Cotton-based manufactured cxports comprise cloth, yarn, ready -made garments. made-up articles. tents and
canvas, hairwear, ete.. while non-cotton manufactures consist of tanned leather, carpets and rugs. urca. leather
products, surgical instruments, sport goods, art silk and synthetic textiles, engineering and clectnical goods. cutlery,
cigarcttes, chencals and pharmaceutical products. pig ron, cte.




30 Structure and Performance of the Manufacturing Sector

Among the non-cotton-based exports. carnings from carpet exports have icreased markedly
in dollar terms over the vears corcomitant with the rapid increase in the world prices tor
the products of the carpet industry . particularly in 1986 87 and 1987 8K. Improved price
trends have also stimulated exports of leather products. Pakistan now accounts for 5 per cent
of the world’s leather exports.

The value of fish meal exports grew significantly for several comsecutive years until 1987 88.
Glazed rice and basmati rice constitute an important segment of Pakistan™s semi-manufactured
cxports. Export of basmati rice peaked in 1980 81 (sev Anney Table A-2) but experienced
crratic trends since then.

The slow growth of Pakistan™s exports in 1988 89 and 1989 90 is attributed mainly to talling
world prices tor the country s major exports. Exports of carpets. leather and fish preparations
tell sharply in 1988 89. However. there was a significant increase in the export of cotton
varn. cotton cloth. glazed rice and ready-made garments. Exports of other textile made-ups.
including towels. hosiery and bed wear and syathetic textile tabrics. also rose significantly
in the first halt of the fiscal vear 1989°%). Leather. carpets and fish preparations are expected
to contribute significantly o a rise in the volume of exports in 1989 90.

Manutactured exports are projected to grow at an annual average rate of 8 per cent in real
terms during 1989~ 1991. Products that are expected to record strong growth performance
include quality ready-made garments. yarn. textile made-up articles. leather products. fish
preparations. truit juices and preseived fruits and vegetables. In some cases the export to

Fig. 1L.P. Composition of exports. 1988/89 (Percentage)

Readly-made garments 14% -~
-

.

Other 296 %




Structure and Performrance of the Manufacturing Sector 31

total production ratio exceeded 3 per cent for the 1985 — 1988 period. These are cotton varn
(46 per cent), tootwear (8.5 per cent). nitrogenous fertilizers (15,8 per cent) and residual
tuel (28.4 per cent).* High export ratios are also likely to exist in the cave of cotton and
woollen woven fabrices. carpets and leather products. The high level of expon oncentration
in few product categories will continue. and the domestic demand orientation of most
manufacturing is unlikely to change in the foreseeable future.

World prices for cotton-based manutactures may rise in 1990 in the wake of declining cotton
output in the United States. China and the Soviet Unmion. which are the leading cotton producing
countries in the world. ** Recently the Government ot Pakistan called for a temporary halt
to overseas sales of raw cotton, with a view to meeting the growing domestic demand from
textile mills. This measure is expected to produce a positive supply response of cotton-based
manufactures to a possible rise in demand and prices on the world market.

Falling world prices for Pakistan’s major exports of manufactures nevessitate increased volumes
of exports. Although the world price index (1985 = 100) for all food products rose from
130 in 1988 to 134 in 1989, prices for tropical beverages fell from 82 o 75 during the same
period. World prices for glazed rice are likely to remain firm after an increase from $302
per tonne in 1988 to $320 per tonne in 1989, However. world prices for tish mieal continue
to slide down after experiencing a sharp fall from S544 per onne in 1988 to $406 per tonne
in 1989.

Using revealed comparative advantage (RCA) indices *** the following categories of exports
have been identified as Pakistan's most competitive exports during 1981 — 1985: preserved
fish. glazed rice. waste material from textile fabrics. crude fertilizers. pigments. paint and
varnishes. textile varn and thread. floor covering. woven cotton tabrics. clothing (non-fur).
selected scientific equipment. lace and embroidery. woollen fabrics. footwear. tovs, sports
goods. and textile and lecather machinery.

Pakistan’s exports to the OECD countric . accounted tor about 60 per cent of total manutactured
cxport carnings in the mid-1980s. comprising mainly products of the textile industry. The
country s exports of manufactures to developing countries include products of the chemical.
textile and a few capital goods industries (see Table 11.10). Several developing countries --
Saudi Arabia, Kuwait. United Arab Emirates. Bangladesh. China. Republic of Korea and
Malaysia in particular — have recently emerged as important market destinations. The main
markets tor Pakistan’s non-traditional exports remain in the Middle Eastern and the South-
East Asian regions.

Various policy changes have been announced recently to create a better set of export incentives.
The private sector can now export basmati rice in 20 kg packets. twice as large as the previous
limit of 10 kg packets. and the export tax on this variety of rice has been redued from Rs
S per kg to Rs 4 per kg, The previous uniform income tax rebate rate of 55 per cent atforded

¢ Extracted from UNIDO dats base which gives output and export tigures tor 35 manutactured exports from
Pakivtan.

** Production i the Soviet Unton tor 1989 90 i estimated at 113 mullion bales. compared with 12 7 nullion
bales in 1988 89, The Umted States crop s forecast ot § oillion bales Tess than s output of 17 sulhon biles
in 1988 89. In the wake of bad weather in China's southern prosinces a poor crop s forecast for 989 90

“** This was deternuncd by ranking 134 manutactured cxports i terms of the revealed comparativ e advantage ratie:

RCA XX

XX

-

where X, Export of commadity 11n country
' f'otal cxports of country |

World cxport of commodity

“ World tofal expornt
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to exporters of manufactures has also been replaced by a graduated system involving three
difterent rates. The government is adopting a range of policy measures in order to accelerate
the export drive 1o both traditional and non-traditional market destinations.

Table 11.10. Pakistan’s manufactured exports destined to OECD and developing countries.
1986 - 1988

OECD countries

Dueveloping counines

Wool

Texule yam and thread
Woren ooton fabrics
Made-up arucles of el
Travel bags

Clthing

Calt lcather

Onher lcather

Leather manutactures
Leather acconories
Foutwcar

Ingots

Organw chenicals
Pharmunccutical products
Niteogenous fertiizers
Petroleum products
Wuoren cotton tabrics
Leather manutactures
Footwear

Pig iron

Tewnle and leather machinen
Electnical power machinen
Teutile yarn and thread
Woven textide tzbrics

Made-up articles of texwnles

Fig. 11.Q. Destination of exports. 1986/87. (Percentage)
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Imports of industrial raw materials and capital goods accounted for 85.6 per cent of total
imports in 1987/88. The sharc of capital goods in total imports rose from 33.4 per cent in
1977/78 10 36.2 per cent in i987/88 (sce Table I1.11). Imports of raw matcrials rose at an
unprecedented rate in 195788, Currently raw materials account for around 50 per cent of
imports in Pakistan. The iign purchasing power of the returnces increases their demand for
consumer durables, imports of which rosc significantly over the ycars.
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Table 11.11. Composition of imports by end-use, 1977/78 and 1987/88

(Millions of rupees)

Irem 1977 78 1927 8%
Caputal goods 9.316 40,350
33H 136.2)
Comumer goods 55855 16,027
(19.9) (13.4)
Raw materials 12.944 S50
6.5 49.3)
Total 27.815 111,381
(100) (1)

Source: Foderal Burcau of Statistics.
Note: Figure in parentheses denote percentage share.

The prominent role consistently played by non-electrical machinery in the import structure
of Pakistan is seen from import data presented in Annex Table A-3. This category has
dominated imports at least since the mid-1970s. if crude petroleum and petroleum products
are excluded. Transport equipmeni is second in importance. The strongest decline in imports
is found in iron and steel. an import category that had been growing until the early 1980s.
This trend in import substitution is the result of the recent expansion of domestic basic metal
production capacity.

Fig. I1.R. Composition of imports,
1987/88 (Percentage)

Raw mater.ais ana Tiermeciate goods

Fig. ILS. Origin of imports, 1986/87 (Percentage)

ECI03I%

Miiaie East 166 %

Other 256 %

Japan 16 4 % ’
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FIGURES ILT - Y: UNIT VALUE OF SELECTED MANUFACTURED EXPORTN ($ per unit)

197778 - 198788
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Fig. ILLW. Fish meal
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Fig. II.X. Garments
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Fig. ILY. Synthetic textiles
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The degree of import dependence in manufactures can be gauged from the share of imports
in apparent consumption. According to UNIDO estimates. the share of imports in apparent
consumption reached 100 per cent in several categories of wood products. paper and paper
products, industrial chemicals, iron and steel and non-ferrous metals dering 1982 — 1984,
Out of 35 product groups. tor which estimates of imports in apparent consumption are available,
the share of imports in the apparent consumption of 21 product categories is as high as 100
per cent* (in some categories the share exeeeded 100 per cent). The lowest share of imports
in 2pparent consumption is found in food products. with the exception of oils and fats. In
the textile industry imports of pure and mixed wool yarn accounted tor 46 per cent of total
supply during 1982 —1984.

Recently the government has removed 162 commaodities from the Negative List of Imports,
deleted ST ecommodities from various categories of the Restricted List, and abolished the entire
sub-list of items importable by specific industries. This impries that a wider number of items
can now be readily imported. The government intends additionally to remove 140 items from
the Negative List by 1991/92. It is believed that these reforms will make Pakistan’s protective
regime more transparent and that gains in efficiency will result from the exposure of industrial
enterprises to competitive pressure. Production and investment adjustment will need to be
initiated in order to sharpen the competitive edge of products.

H. INDUSTRIAL LOCATION AND REGIONAL DEVELOPMENT

Geographical distribution of industry is uneven in Pakistan. Balanced regional industrialization
is therefore a major objective of the industrial strategy of the Federal Government. An array
of fiscal concessions and investment incentives granted by the Federal Government favours
location of industrial enterprises in backward areas. The provincial governments treat the
issuc ditferently. The provinces seek solutions to regional imbalances within the context of
their specific needs, and often put forward the formula of provincial autonomy for regional
balance in industrialization.

The explicitly stated objective of the Federal Government is the reduction of regional disparity
in industrialization without sacrificing growth. Thus efficicncy and cquity have been the prime
concerns tor resource allocation under the Federal Government's industrial planning. However,
location of private industrial enterprises is essentially an entreprencurial decision which can
casily be influenced by the provincial budgetary policies, subsidies and concessions as well
as institutional finance. While some policy parameters of the Federal Government favoured
industrialization in backward arcas, the strong budgetary position of two industrially more
developed provinces (Punjab and Sind) and the established industrial centres in those provinees
attracted entreprencurs whose perception of advantages  generally related to resource
cndowinent, availability of raw material. manpower, infrastructural facilities, power. water
and the road network. This implies that the scale of industrial activity will expand in industrially
more developed regions.

Karachi emerged as the most industrialized region in Pakistan. MVA per capita in the rest
of Sind Province was also well above the national average, but Karachi had in the mid-1980s
81 per cent and 76 per cent of Sind’s fixed manufacturing assets and gross manufacturing
production, respectively. In 1980/81. Punjab accounted for 65 per cent of industrial units
with asscts less than Rs 0.5 million. The North-West Frontier Province (NWFEP) is industrially

* These products cover disaggregated 1SIC categories: veneer shee puip tmechamcal) pulp of fihre
other than wood, wood pulp (dissolving grades). wood puip sulphite, w. ~om-chemicals, ttamum oxades,
lead oxades, hydrogen peroxides, calcium carbide, vegetable tanning cxtri . tertilizers, tn plate, slway

track material. scambess whes, relined and unwrought copper. unwrought alusmum. aluminmm bars. rods,
angles, cte, alumimum tubes and pipes. unwrought zine, and zine pltes. sheets, strip and fol,
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less developed and ranks third. while the Provinee of Baluchistan remains the industnially
least developed region in Pakistan. The high MVA per capita in NWFP 1s due mainly to
the presence of the highly profitable tobacco and sugar industries in the province.

Provincial dispanity in industrial development had its roots pnmanly in the relationship between
agricultural and industrial production in ditferent regions. Industrialization in Punjab and
Sind resulted in strong backward linkages strengthening the markets for the primary products
of the regions. The past pattern of industrial development in Punjab was primarily attuned
to the agricultur:l production base near the industrial centres of the province. The emergence
of Karachi as a dynamic industrial centre and the lack of industrial development in many
parts of Sind was also largely explained by the agricultural situation of Sind Province and
Karachi's status as a major port.

In the 1960s and the 1970s industrial expansion took place mainly in the traditional branches
of manufacturing. In the 1980s there was a brisk expansion of a limited range of modern
chemical. electronics and automotive assembly plants. Karachi became the main seat of foreign
manufacturing investment. and its industrial structure was diversitied with the establishment
of giant industrial units n the chemical. petroleum. non-ferrous and basic metal industries.

The structure of fixed assets and gross manutacturing output as presented in Table 11,12 shows
marked ditferences in the degree of industrial Civersification in the four provinees. Overall,
Sind’s industrial structure is more diversified than other provinces. In the industrially less
developed North-West Frontier Prevince food and tobacco dominate the industrial output.
In the industrially least developed Provinee of Baluchistan fabricated metal products accounted
tor over 50 per cent of gross manufacturing output in 1984/85. Baluchistan is also charactenzed
by the virtual nen-existence of several categories of manufacturing (see Table 11.12).

Under the Sixth Plan. the North-West Frontier Provinee inv - wed almost as much in industrial
infrastructure and industrial projects as Punjab. which was the leader in such investment.
During the present Plan, NWFP is by far the largest investor of funds for industrial and industry-
related projects. But the high spending is wholly explained by the fact that in NWFP much
of the foundation of modern industry has yet to be laid. The marginal, mountainous focation
remains an obstacle to large-scale industrialization. The same is true for much of Baluchistan
which is very thinly populated.

Although previncial disparity and regional concentration in industrial development are likely
to remain. a long-term shift away from Karachi is noticeable. Since 1986 Karachi has heen
plagued by intermittent ethnic violence and serious industrial disruption resulting in investment
flight from Karachi to Punjab. The following section will focus on industrial development
issuc in the four provinces of Pakistan. *

Sind

Sind has a dualistic industrial structure. Over 85 per cent of industrial capacity is concentrated
in Karachi district which has a strategic location with casy access to regional markets, the
Middle East in particular. In contrast, rural Sind has some of the most industrially undeveloped
and backward arcas of the country, such as the districts of Sanghar. Jacobabad and Umarkot.
Karachi's prominence also reflects the ownership structure of industrial growth in Pakistan,
Industry and finance are dominated by a small number of Karachi-based “family houses” which
control the major manufacturing and commercial enterprises. Industrial grewth during the
past decade has not resulted in a wide diffusion of ownership: ownership concentration has
remained high in most manufacturing subsectors. De-regulation ang divestment are likely

* For analytical mterpretations of major regronal imhalance issues, see S, Akbar Zawdi, "Regional imbalances
and national question in Pakistan some indicators’. Economic and Polincal Weeklv (February 11, 1989,
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1o benefit the leading business houses — Dawood, Munir. Colony, Itetaq. Bawany, Barewala.
Adamjee. Saigol. and others — as major foreign investment and loan financed projects usually
involve negotiations with some of these groups.

The establiskment of the Sind Industrial and Trading Estates (SITE) in the suburbs of Karachi
together with rapid infrastructural developments attracted private investment soon after
independence in 1947. Sister estates were established in other parts of Karachi and in Kotri.
Nooriabad and Hyderabad. all in southern Sind. During the 1950s and 1960s several major
public manufacturing enterprises were also established in Karachi. These included the Karachi
Shipyard. the Pakistan Machine Tool Factory and the PIA engincening workshop. The discovery
of vast mineral resources at nearby Sui (in Baluchistan) also acted as major impetus for the
rapid industrial development of the Karachi arca.

The SITE area in the suburbs of Karachi encompasses 4,400 acres where 1,800 industrial
enterprises are located. These industrial units range from lirge motor assembly plants.
multinational pharmaceuticals. engineering and electronic units to small- and medium-scale
industries producing a variety of finished goods for local and export markets. It provides
direct employment to 200.000 and indirect employment to some 2 million people. The
possibility of establishing industnal estates at towns like Sukkur and Lamaka is being explored.

The SITE's Nooriabad Industrial Estate covers an area of 5.000 acres capable of
accommodating 3.500 to 4.000 small. medium and large industries. Since 1984, around 1.000
plots have been allotted and about 50 industrial units have gone into production. It is expected
that the estate will be able to accommodate 3.000 factory units by the end of 1990. Investors
enjoy a five-year tax holiday and import duty exemption on machinery imports. SITE Nooriabad
has excellent infrastructural facilitics. including ground water supply and aa electric power
sub-station of the National Grid Distribution System. One gas well is reserved for Nooriabad.
and gas supply is to be available shortly. The location of Nooriabad halfway between Karachi
and Hyderabad and the proximity of SITE Nooriabad to two sea ports and the railway station
at Jhimpur are added advantages. The good infrastructure and location are major reasons
for the relatively large number of projects initiated at Nooriabad in recent years. However.
political disturbances. both in the interior Sind and in Karachi. m_y in fact lead to relatively
very little investment in this area.

The major objective of establishing the Karachi Export Processing Zone (KEPZ) was to attract
foreign investment. However, out of 300 acres only 200 have been developed so far, and
only 25 enterprises out of an envisaged total of 75 have gone into production. In carly 1989,
cmployment was only one-tenth of the target. and exports were only one-fourth of the annual
target of $125 million,

Apart from the present security situation. there are several reasons for KEPZ's low
performance. At present, development finance institutions do not zllow long-term foreign
exchange loans to foreign investors in KEPZ. Resident Pakistanis are allowed only 40 per
cent of equity investment in KEPZ projects. An increase in equity participation would pose
a problem to the government in view of a consequential reduction in foreign exchange
investment in KEPZ. This would also militate against the basic idea of attracting foreign
investors to the Zone. The garment industries located in KEPZ have been deprived of their
textile quota under the pretext that idle capacity exists in textile industries situated outside
KEPZ. Most of the KEPZ. firms are garment producers and could contribute significantly
to exports. The present policies with regard to the Zone should therefore be reviewed in
order to enhance its contribution to industrial development.

The present cthnic unrest has particularly affected the activities of a Punjabi business class,
the Chiniotis. In the late 19705, this group played a key role in reversing the capital flight
from Karachi. The Chiniotis had hcavy commitments in key industries but its business
confidence is badly shaken. The 14 per cent rise in investment sanctioned by the Investment
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Promotion Board (IPB). the Pakistan Industrial Credit and Investment Corporation (PICIC)
and the Industrial Development Bank of Pakistan (IDBP) in Punjab during 1986 — 1988 may
be contrasted with a 25 per cent drop in Sind. The shift of investment to Punjab is continuing.
and the reluctance to invest in modernization has increased the number of sick units.

in spite of the overall decline. there has been new investment in Sind in recent years. As
Table IL 13 shows. ther is a high concentration of projects in Nooriabad. which is also the
location for the largest investment projects. This is probably the result of the good infrastructure
offered by the local industrial estate. Most new investment is taking place in the
chemical/pharmaceutical industries and in electrical goods/electronics. although projects in
the latter industry tend to be of 4 modest size (see Table 11.13).

Table IL13. Sind — New industries sanctioned during 1986 — 1988

Date of Total investment
sanction Industiy (Mallions of rupees)

Karachi [other than non-repatriable invesiment (VR

19-4-87 Atrcraft 1yres 26700
10-11-87 LLPG stoves 3.256
24-3-88 Refrigerators 33275

KRarachi (NRI)

10-2-87 Hosien 563
31-7-86 Maodarba 7.500
23-8-87 Fishing 17000

- Blood plasma 20,000
24-3-88 Audio magnetic tapes 16.356

Nooriabad

15-7-86 Cotton yarn 54.780
12-8-86 Cotton yarn 69308
I8-12-86 Cotton varn 117.761
24-12-%6 Cotton yarn 105234
25-1-87 Cotton yarn R3 474
18-5-87 Cotton yarn 99 443
20-12-86 Rubber belts 18,000
I4-1-87 Chemacal 271.320
23.9.86 Disposable syringes 49.915
30-6-87 Polypropylene resin 732.247
2%-4-87 Textile machinery 16.250
24986 Electric fans }2.302
12-3-86 Video cassettes 10,70}
JIR-6-87 Video cinsettes 18.680
12-1-88 Pharmaccuticals 128,419
29-12-87 Blood plasma 45,578
1-7-87 Agr. posticides formulation 4X.000
29-12-87 Polyester polyol 261,958
24-3.8% Retrigerators 27.500
27787 Radio cassetie recorder 8060
16-12-87 Radior cassette recorder 7068
26488 Television sets 6.975

Nooriabad (NRD

13-1-87 Special wexle 1.R7S
29.2.X7 Speaial wexnle 44.000
11-3.87 Video cassettes 5.012
29.3.87 Retrigerators 15,728
22.787 Radio cassette recorders 7.970
7387 Television sets 13,825
RERRE 11 Television sets 3,190
REBRN 1.} Radio cassctie recorders K.289
15.7-8% Video Cassettes K210

27787 Video Gssettes 6,520
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Table 11.13. (continued)

Date of Total imvestment
sanction Industry 1Millions of rupees)
Kewri
4-3-87 Cuotton yam 635.550
6-4-87 Cuotton yarn 101.373
(Expansion)
Hvderabad
29-3-88 Devep freezers 10.480
(Expansion)
Dhajebi
17-7-86 Confectionery 11,110
22786 Medicines 11.917
Kalu Kehar
10-7-87 Radio cassette recorders 16.450
15-3-87 Video cassettes 15.000
28-12-86 Prefabricated houses 27.800
13.350
(NRD
Khairpur
17-7-86 Date processing 4.000
Orhers
24-8-86 Liquid sugar 120,800
12,900
(NRD

Source: Pakistan and Gulf Economist, various issues.

This is partly the result of a series of steps taken by the government to revive manufacturing
investment in Sind. A major study has been completed on restructuring sick industrial units
but implementation of its recommendations is yet to commence. The scope of operations
of the Sind Small Industrial Corporation has also becn expanded. Under the Seventh Plan,
it is to spend some Rs 67 million in both rural industrialization and self-employment. Along
with several SSI infrastructure and training programmes, this should help achieve a wider
spread of industrial development. An "Industrial Relations Centre’ has been established at
Nooriabad to upgrade technical skills and to act as an industrial employment exchange for
local people. These arc important functions. given the rapid expansion of investment in
Nooriabad in recent years. An Industrial Advisory Cell has been established within the
provincial Ministry of Industries. Its principal concern is to act as a conduit for the transmission
of industrial loan applications from private investors to the IDBP. PICIC and the National
Development Finance Corporation (NDFC). The Cell has also been conducting industrial
surveys and developing an information system.

The Industrial Advisory Cell has prepared a number of thorough feasibility studies that have
identified several dozen viable investment projects (listed in Table [1.14). In contrast to the
investment projects listed in Table 11,13, there 1s a predominance of the more traditional
industrics: food processing, textiles, wood products. The choice of these projects could reflect
a cautious assessment of the future of manufacturing in Sind on the part of the Cell. Renewed
industrial growth depends crucially on the restoration of investors® confidence in the social
and cthnic harmony in Sind.*

* The stagnation of large-scale manufacturing production in [98R/89 is blamed on the political disturbances in
Karachi. Sce Government of Pakistan, Economic Survey 1988/89, op. cit.. pp. 60 - 63,
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Table 11.14. Feasible industrial projects in Sind

Thatra

Floewr andling
Wonnicn furniture
Ready -munde garments
Brich kiln

PCC pipes

Honiern products

Beden

Light cngineening workshop
Flour nutling

Tomate juice

Wondden furmiture

Cotton hags

Pl

Tannerin

Bi~cuits

Brick plant

Lignt engincering
Soap

Ready -made garments
Tractor repair

Syrup (fruto

Hvderahad

Caustic ~oda

Nuts. bolts and sworews
Tyres and tubes
Lcather board

Flour mills

Light engincering

Thorparkar

Room coolers

Biscuits

(.;lfpd\

Soap

Waoaden turniture
Hand-made rugs and biankets

Sunzhor

Cattic foed
Flour nuiling

Sukkur

Elevtnic tans

Desert conlers
Alunumium utensils
Reads -nunde garments

Lurkana

Chip board

Fruit provessing
Wooden tfurinture

Noorabshak

Flour mulls
Fruit provessing

Khairpur
Flour nulis

Date provessing
Light engineening

Sowree: Tndustrial Advisory Cell, Sind Ministry of Industry

Punjub

Punjab. apart from being Pakistan’s most popuious provincee. is rich in natural. particularly
agricultural. resources and also possesses a highly adaptable and hard-working labour force.
The pace of industrial development has quickened considerably since Jate 1986. Preliminary
cstimates show that gross fixed investment increased by 1S per cent in textiles. 12 per cent
in chemicals and 10-12 per cent in food manufacturing during 1988/89. Since carly 1989
the industrialization strategy of Punjab provincial government has facilitated the rapid growth
of private-sector investment.

Industrial structure

The leading manufacturing branches in Punjab in 1984/85% were textiles. food manufacturing.
industrial chemicals, petroleum refining, non-clectrical machinery. iron and steel. tobacco
and non-metallic mineral products (cement)y. Together these sectors account for over 80 per
cent of the value of fixed assets and gross output, which is dominated by the textiles and

= This is the last sear Tor which provincial Tesel estimates are provided by the Federal Buread ol Statisties
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tfood industries. The industrial chemicals sector is well developed and the share of the non-
clectrical machinery subsector in gross output is higher in Pungab than in any other province
of Pakistan. Punjab’s extensive small-scale sector requires support for modernization of
cquipment. improvement of skills and designs. and entreprencurship development.

Infrastructural facihities

The growth of infrastructural tacilities otfered to industries during 1975:76 — 1984 85 as
presented in Table 1115 reveals that the number of new clectricity connections remained
virtually stable throughout the years, and there was a backlog of application for electricity
conrections by the end of the period. The existing energy gap is comservatively estimated
at 2,000 MW Encrgy-saving measures have had some effect during 1988 and 1989. A
tundamental change in the energy balance requires the construction of the controversial
Kalabagh Dam which will have the eventual capacity to gene; ate 3.600 MW of hydroelectricity.
The annual increase in the mileage of roads covered by the Punjab Highwavs Department
was slow. with clear growth only after 1980 (see Table I1.15). The Directorate of Industries
and the Smatl Industries Corporation has set up tndustrial estates where facilities are provided.
Such estates already exist in Multan. Bahawalpur. Lahore and Sialkot.

Table I1.15. Punjab — Infrastructural facilities, 1975/76 - 1984/85

Industrial New clectricny Applications Rovads mn-
BN connectinns pending tamne |
consumption anen o «3th June) Pungab
1000 cube industrabists (thim oy on
Year metres) 0 Numbers) 100 Numbers) 3tih Juney
1975 76 21705 42 IR F1.446
976 77 228202 48 78 11,2458
1977 78 207390 48 73 t1.5320
1978 79 216432 hE 67 11,653
1979 80 265270 42 Bt 11.76%
YN0 X1 276314 49 NN 12,159
1981 32 2N1LINS 47 SN 37N
1982 83 263,422 49 86 15166
1983 84 . 41 .
984 83 . 49 71

Sowrce: Panjab Development Starnaies. Povwer Svsen Statntios, 10t isue,

The fast growth of investment in these estates has only come since 1988, Most manutacturing
investment is still heavily concentrated n the districts of Lahore. Fasalabad. Guyranwala
and Multan. An “Industrial Free Zone™ has been established at Chunnian encompassing 60.(00
acres under the responsitility of the Chunnian Industrial Estate Development Authority. which
iy a provincial government subsidiary.

Policies. incentives and institutions

The provincial goverament has developed a wide ranging policy package for stimulating private
sector investment. The emphasis is on creating an “enabling environment” and on a gradual
reduction of subsidies - this is made inevitable by the drastic reduction in federal budgetary
support to finance the deficit of the Punjab Government. The provincial government. however,
remiains particularly keen (o continue providing subsidized credit to manufacturers. This is
a mijor motive behind the government decision (o establish a provinee-wide Punjab Bank
which will provide both commercial snd development financing services. [ts relationship to
the central bank  the State Bank of Pakistan - and the other scheduled banks remains unclear.
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Other stimuli include the creation of industnial estates. a phasing out of controls on inputs
and products and the provision of other incentives, particularly to investments in backward
arcas. Presently these arcas include: Dera. Ghazi Kahn. Rajanpur. Khushab. Bhakkar.
Miarwali. Chakwal. Toba Tek Singh. Veliari. Qila Seikhapura. Hafizabad. Khaniwal and
Mian Chunni.

Two important government agencies have been set up to promote industrial development:
the Punjab Industrial Development Board (PIDB). established in 1973, and the Punjab Small
Industries Corporation (PSIC). constituted in 1972 as an autonomous body. The PIDB is
the major holding corporation for public enterprises. The Board seeks to supplement the effort
of private-sector investment by setting up projects which do not readily attract private capital.
It has managed vegetable ghee, sugar. rice milling and textile units. In recent times. it has
tollowed an active policy of divestment both to other public enterprises and to the private
sector. Companies managed by PIDB have an average debt-equity ratio of about 70 per cent.
The Board itself usually holds 51 per cent of the equity stock. Total investment expenditure
by the PIDB on completed projects was estimated at about Rs 3.000 million by the end of
1988. Credit lines to PIDB have been extended by financiers from the United Kingdom and
Japan. China has aiso provided a limited amount of hard currency loans. New projects
envisaged are for the production of fibreglass. television tubes and paper products. Pakistan's
biggest paper mill. Kamalia. is being established by the PIDB. The cost of currently envisaged
projects is estimated at Rs 4,629 million, with a foreign exchange component of Rs 2.699
million. It is proposed to finance new projects through cash resources available with PIDB,
divesture receipts. cash generation by the operating mills, etc.

The PSIC is the main agent for the promotion of small-scale industry . Apart from providing
advisory services for the development of entrepreneurial talent. it focuses on an estate
development programme with full infrastructural facilities and common centres for facilitating
transfer of technology. Such estates are found at Sialkot. Gujrat. Gujranwala. Lahore.
Bahawalpur. Deska. Faisalabad. Jhelum, Sahiwal and Sargodha. and mini-industrial estates
at Sahiwal and Gujar Khan. New industrial estates are planned tor Jhelum. Faisalabad.
Chakwal. Gujar Khan and Sahiwal. In 1988, about 2.500 fully-developed factory sites were
made available on these estates. which are expected to create job opportunities for 30,000
persons.

Prospects

Prospects in Punjab are particularly good for agriculture-based industrial products with the
major exception of the textile industry which has more sick units in Punjab than anywhere
clse in the country. Food manufacturing, leather products, paper milling and carpets constitute
promising product arcas. There is also considerable potential for the expansion of the
engineering industries — local, untrained engincering talent is abundant and the province
possesses the most diversified and versatile repair and maintenance industry (including spare
parts production) in the sub-continent. There are some major constraints on the development
of these sectors: the shortage of regular energy supplies, inadequate on-the-job training facilities
to continuously upgrade production skills and diffuse production technology within the work-
force. and the lack of market transparency and marketing strategics. Investment packages
which combine elements that overcome these constraints can be highly rewarding in present-
day Punjab. Such investment packages would usually involve co-operation between domestic
private enterprises. public-sector institutions and multilateral financial and technical assistance
agencies.

North-West Frontier Province (NWFP)

There has been a marked deceleration of industrial growth in NWEP. Several enterprises
were closed down in the food and beverages, chemicals and iron and steel subsectors. The
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main reason for this disturbing trend has been the escalating costs of transportation which
make the products of NWFP uncompetitive compared with those of Karachi and Punjab.
Some of the raw matenals tor the production of edible oil and ghee are imported through
the port at Karachi. A few Pakhtun (local ethnic group) industnialists are linked to this industry.

Much of the demind {or consumer and intermediate goods in NWFP was hitherto met mostly
by Puiyjab. An upsurge of small industries in NWFP has been due to the emergence of the
local Pakhtun as industnialists to supply goods previously provided by Punjab. A competition
tor markets between Punjabi businessmen and Pakhtun is beginning to emerge in NWFP.

Of the 3 million Afghan refugees. 80 per cent are said to be in NWFP. The refugees could
constitute a potential market tor basic needs. given the huge cash aid granied o them. A
large number of unskilled workers have gone from NWFP to the Middle East. Their inward
remittances have been quite substantial and have strengthened the industrial base in the provinee.
However. the development of a strong industrial base fargely depends on the provision of
infrastructural facilities to industrial investment aspirants. A potential source of industrial
investment could easily stem from the returnees from the Middle East. There is a need to
develop a commercial. entreprencurial mentality in the minds of the returnees in order 0
convert their savings into industrial asscts in NWFP.

Baluchistan

Baluchistan s share of the country s fixed manefacturing assets is only 2.7 per cent and that
of the gross value of manufacturing production is around 2 per cent. Such a low level of
industrial development in the country 's largest province. which encompasses 35 per cent of
Pakistan’s total land arca but only 4 per cent of the population. led to the grim reality of
very low MVA per capita. The MV A per capita of Baluchistan in the carly 1980s was Rs
273, compared with the national average of Rs 1.205. This province has been lett behind
in the process of industrial development.

The intle industry that exists in the provinee is concentrated in Hub near Karachi. and nearly
all industrial units are owned by people fiving in Karachi. The mainstay of the people is
agriculture which is in need of modernizatior. Natural gas s the main source of income.
However. the provinee gets only a rovalty of one-tenth of the foreign exchange saved by
the Federal Government. The province would have achieved significant strides in the
development of energy-intensive heavy industries it ithad been able to use its own gas resenves.,
The provinee also Jost a source of revenue when Hub was declared “tax-tree”. A number
of mines are owned by Sardaars who preferred to stay in Karachi rather than Baluchistan,
ignoring the possible industrial development of Baluchistan.,

There have been some improvements in the creation of infrastructural tacilities in Baluchistan,
and the backward arcas have slowly been incorporated into the boundaries of relativels
developed arcis. Given the vastness of the area and the thinly scattered poputation in the
province. o regional spread of industries that does not sacrifice efficiency needs o be
ivestigated in the context of returns to scale. There is an urgent need to introduce changes
in the agnicultural svstem that prevails in Baluchistan. The system of land ownership and
the pattern of agricultural production will nced to be changed in order to enhance agricultural
productivity. These changes and the exploitation of mineral resources could ultimately
deternine the cconomic base for industrial expansion.
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INDUSTRY BRANCH PROFILES:
RETROSPECTS AND PROSPECTS*

A.FOOD INDUSTRY: UNTAPPED POTENTIAL AND OPPORTUNITIES

Food products. including beverages. account for around one-third of both gross industrial
output value and MVA in Pakistan. Vegetable ghee and cooking oil. sugar and non-alcoholic
soft drinks constitute the major segments of food industry. Processed fruit producis have
become increasingly important in the country’s export profile. Although the product range
of Pakistan’s food industry is fairly diversified. there remains rich untapped potential for
further expansion of the food industry.

Vegetable ghee and cooking oil: towards diversification

There are about 80 vegetable ghee and cooking oil manufacturing cnterprises in Pakistan,
23 being in the public sector. The installed capacity is currently estimated at 927,000 tonnes
per annum. of which 504.000 tonnes is in the public sector. Although privaie firms outnumber
public sector units, local demand is fargely met by the Ghee Corporation of Pakistan (GCP).
the main public-sector holding corporation.

The total ghee production of GCP units was about 65,000 tonnes per month in 1987, compared
with only 20,000 tonnes in the private sector. The GCP units continue to sel! their products
at lower prices because of the heavy subsidy granted by the government and are run at any
cost in order to meet local demand. The ghee industry in the private sector is suffering an
annuaj loss of Rs 800 million.** In 1987. 30 private vegetable ghee manufacturing units
were closed down due to the escalating cost of production. Raw materials such as cotton
seed oil have "eccome much more expensive. a sales tax has buen introduced on tin-plate
(used for containers) and the import surcharge has been raised.

The private units are now concentrating largely on the production of cooking oil because
of the changing pattern of consumption (cocking oil is considered a healthier product than
ghee). It is technically casy to switch production from vegetable ghee to cooking oil. As

*This chapier focuses on the retrospects and prospects of selected manufacturing subsectors for which adeyuate
nformation was avarfable at UNIDO headquariers at the ime of prepaning the Review

** Statement by the chinrman of Pakistan Vegetable Ghee and Cooking Ol Manufacturers Associations. Sce
Fconomic Review (Karachi, December 1988), p. 77
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the GCP has a major stake in vegetable ghee production. it has discouraged product
diversification. Itis. however, likely that the shift towards cooking oil will continue in the
tface of a major divestment of the public sector shares in this branch of manufacturing.

Despite a noticeable shift from vegetable ghee to cooking il in the private sector. total
production of vegetable ghee increased signtficantly in 1987/88 (sce Annex Table A-4). partly
as a result of recent sales price decontrol. The rising trend in the volume of production continued
in 1988/89. with an output of 715900 tonnes. and further increases are estimated tor the 1990s.

The rated capacity and actual production of selected ghee companies (see Table HI 1) show
that many firms performed well in capacity utilization. In five out of 15 firms the capacity
utilization rate exceeded 100 per cent of the installed capacity in 1987 88. probably by
introducing extra shifts. With a few exceptions. capacity utilization in other companies was
satistactory.

Table IIL.1. Capacity utilization in selected ghee companies, 1987/88

tTonnes aned percentage)

Rated Actual Capacity

capacey production utilization
Companies (Tonnes) tTonnes tPereentage)
Associated 3F oo 46,333 133
Burma il 0.000 22766 76
Extraction 13.000 - ..
Fatima 24.000 25517 06
Fazal Vegetables 18000 18320 102
Kukakhel 2900 26.068 %)
Rohinoor (il 27200 21757 R
Leser Brothers 34000 41108 121
Moratco Industrics 19.000 F3.881 T3
Magbool Co 1300 Y 2rd SO
Puniab Oil 30,000 27.625 92
Sh. Fazal 2%.000 18,501 th
Suray Ghee 24000 21456 89
Universal 24000 17.462 bk}
Wazir Al 30,000 41642 134

Seree: Foonomic Review (Karachi. December 1988

The demand for vegetable ghee is projected at 1.000.923 tonnes for 1989 90, growing at
11 per cent per annum. There is likely 1o be a production shorttall of 172000 tonnes. 1t
existing units are stimulated to increase production through price and non-price incentives,
this shortage can be avoided. Given the high cost of production and the heavy subsidy on
the products of GCP. private sector units will need to diversity the product range to more
profitable avenues.

The farger enterprises presumably have the know-how and means not only to survive. but
also to diversify the product range. These enterprises are abso involved in other food-processing
activities and in the production of chemical-based consumer goods such as soap and detergents,
which to an extent are hased on the same raw materials, They . theretore. are likely to take
the lead in the restructuring of Pakistan’s ghee industry.

Sugar: from strides to doldrums

Pakistan’s sugar industry encompasses a traditional small-scale sector producing grr and
shakkar (lump and brown sugar) and a large-scale sector using modern production micthods,
The Latter has grown rapidly since the miud- 1960s, with the number of mills doubling 1o 45,




Industry Branch Profiles: Retrospects and Prospects 49

The main reasons for the failure to meet demand were due not only to an unexpectedly fast
growth in consumption. but also to policy-related obstacles to the modern sector. and to the
low productivity in agriculture.

Pakisten was self-sufficient in sugar production in the carly 1980s. Per capita sugar
consumption levels have grown rapidly and prices have escalated. Annual consumption of
sugar rose from 5 kg in 1970 to 18 kg per head in 1989.* The refined sugar output of 1.9
million tonnes in 1989 was short of an estimated demand for 2.1 million tonnes. Around
80.000 tonnes have already been imported. The high international prices of $496 per tonne
coupled with a 20 per cent subsidy and distribution cost caused a heavy burden on the foreign
exchange reserves and government spending in 1989.

Pakistan is the world’s sixth largest sugar-cane producer but yields are only 35 to 40 tonnes
per hectare — among the lowest in the world. ** Although cane production peaked in 1981/82.
with 36.6 million tonnes. only 14.5 million found its way to the modern mills {see Annex
Table A-,). The tonnage of cane crushed by modern mills in 1987/88 was 54 per cant of
the total crop which came close to the 1981/82 record. The peaks in the cane crops are related
to price increases for cane producers: both the 1981/82 and the 1987/88 production peaks
tollow the setting of higher prices in the previous year. In the past, however, the price of
sugar produced by the modern mills was controlled and there was excise duty to be paid.
The traditional industries were exempt from these measures. As a consequence, a large part
of the crop was used to nake the more profitable gur and shakkar. Sind was the only province
where the modern mills Jominated the cane market. probably because of their relatively strong
position in that province, and the weakness of the traditional sector.

The sales price of sugar was decontrolled in 1983/84, resulting in expanding production.
although there was a brief recession 'n 1985/86. New incentives. such as a two-year reduction
in excise duty for new mills. also helped to boost production. In the last production season.
however, these incentives were withdrawn and the customs duty on imported sugar was
abolished to compensate for rising world prices. The surcharge on cane to be paid by modern
mills since 1987/88 probably exercised a negative influence as well. Although production
of sugar continued to grow in 1988/89. it could not keep pace with the rising demand. Both
the government and the sugar mills have established research institutes to enhange yields
but research results ure not disseminated regularly to growers.

The productivity of this branch of the food industry is also lowered as a consequence of the
crude production methods in the traditional sector. Gur/shakkar producers extract only about
50 per cent of the cane’s sugar content; the mills extract 80 per cent, and in recent years
the extraction rate in many of the large miV's h.s increased. Given the large share of the
cane supply which is processed by the smaii .cale sector, its production methods represent
a serious loss.

Sugar manufacturers reacted adversely to the Central Government's decision to abolish customs
duty of Rs 4 per kilogram on imported sugar to compensate for rising international prices,
and to remove two major incentives granted to the producers: exemption of excise duty on
sugar produced in excess of the factory’s average production; and a 50 per cent excise duty
rebate for the first two years of production at new factories. These concessions had in the
past enhanced the profit of sugar mills. The manufacturers are trying to convince the
government of the ill cffects of these measures leading to a fall in sugar output. The government
is of the opinion that the shortfall is artificial and stocks are being withheld for speculative gains.

According to the National Commission on Agriculture, by the year 2000 demand for refined
sugar will be to the tune of 3.2 million tonnes. Mcasures may need to be taken to fill the

* This is still among the lowest in the world, compared with 50 kg in developed countrics.

** Sugar Industry”. Economic Review (Karachi, May 1989, pp. 119 120
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sugar supply gap. Expansion ot the modern mills is possible as toreign exchange costs are
relatively modest since currently about 75 per cent of sugar mill machinery utilized is focally
manutactured. Expanding the capacity of existing mills to close the gap would cost about
Rs 100 nulhion in termis of capital expenditure (in 1986 prices). Sanctions are o longer required
for the establishment of private sector umits involving an imvestment of less than Rs 1 billion.
This should. in principle. stimulate the expansion of private sector investiuent m the sugar
industry since an average modern sugar mill can be established for less than one-thied of
this amount.

The policy eavironment tor the modern mills could be improved in several respects. The
govermment s policies tor the traditional sector could also be revised. While there are important
socio-cconomic gains e support of the small-scale sector. it s clear, in the present case.
that the traditional sector is not an etficient user of cane. It is also realized that the increase
in refined sugar consumption will in the medium- and long-terni fead to market losses tor
traditional products. Measures may thus be needed to make the traditional sector more efficient.

The two main by-products of sugar production are bagasse (the tiis. s residue of sugar-
cane) and molasses (a thick syrup separated from sugar). Bagasse can be used to generate
clectricity and or to produce fibreboard and paper. The tormer is already taking place on
a large scale. In fact. the sugar factories have a power surplus. and arrangements to feed
this power into the national cicetricity grid may be considered.

Pakistan’s molasses production is roughly hall the amount of sugar produced. and is almost
wholly exported at low prices. The material could be used to produce more industrial alcohol
= which only happens on a very maodest scale. This again could. among other measures.,
reduce the need to import high-octane blending compounds for car fuel. The product s,
morcover. non-polluting. Molasses could also be subjected to a desugarizing process to vield
liquid sugar. This could he used. tor example. by the beverages industry. reducing the
supplementary sugar imports now needed.

Beverages: filling the supply gap

This subsector of manufacturing in Pakistan encompasses a wide range of non-alcoholic drninks
such as acrated water, frut lavoured drinks, fruit juices. squashes and syrups. There are
104 beverage factories in Pakistan. with a combined mstalled capacity oi around 1,300 million
botiles per year.

Almost one-halt of the capacity is focated in Sind. and most of the remaining capacity in
the Punjab. As Annex A-6 shows, growth in this subsector ol manufacturing has been rapid
in the 1980s. but the supply gap persists.

Acrated water has long been the most important product in this branch of industry. At present.
installed capacity is 1.000 mitlion bottles per year. But the demand tor fruit juices is rising
rapidly. Production is expected to reach 402 mitlion bottles in 198990, which means that
installed capacity of firms (see Table HE2), most of it located in Punjab. was probably almost
tully utilized. Output s expected to grow by more than 10O per cent by 1990, much of 1t
coming tfrom new units pracducing froit juice i paper packs. in line with present consumer
preferences. Even with this expansion of production. there will be an estinuted supply gap
ot some 540 milhion bottles. if no turther cxpansion s sanctioned.

The growing consumer preference for more nutritious fruit juice and fruic-hased drinks augurs
well tor the industey 's promising future. The production base will need to be expaunded as
currently the domestic truit juice idustry accounts tor ondy 154 per cent of the total market
for ~olt drinks i Pakistan,

The export potential of the fruit juice industey bas evohed the imterest of toreign firms, In
F98K. Merrers Cagill South Asia Lid. of Singapore established a wholly owned trun juice
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Table 11L.2. Installed capacity of fruit juice. 1987

Capacity

Existing enterprise Location t\Miilion bottles)
Bens .ahore 430
Shezan Lahore 150
Tops Pindi 150
Frost ! ahore is.0
Bambino D.G. Khan 540
Kamran (Frooto) Karacht 8.0
Fruitha Naracht 20
Monaliza Karocht 930
Fruit Sap Mulan FES
Continental (Chern Berryy Karach I8.0
Ambrosta [nternational Hub 53.0
Mualih Food (Best) Lahore is.0

Total 4035
Upcoming units Million paper pachs
Sahiwal Frun Sahiwal 24
Fawad Limited Multan 20
O.K. Frut juice Mulian 72.0
Abbasin Mardan 12.0
Azmat Food Sheikhupura 220
Brooke Bond Khancwal 12.0

Total 1224

Source: Economic Review (Karachi. August 1987).

producing plant at Sargodh, Punjab. exclusively concerned with exporting to Europe and
the Middle East. The plant has planned to utilize the latest technology and to rely upon Cagill's
extensive international contacts to develop its market. The plant is to have an ultiznate production
capacity of 16.500 tonnes per annum. It would consume 10 per cent of the present tetal
production of oranges in Pakistan in the first phase of its establishment. The project is estimated
to cost around Rs 1 billion ($4.75 million at present exchange rates) with a foreign exchange
component of about 60 per cent. Rs 49 million are to be spent on importing machinery and
cquipment mainly from Europe.

[n spite of the wide range of equipment now made in Pakistan. the engineering industry is
cvidently not supplying high quality cquipment for the soft-drink industry. The new Cagill
plant could offer an opportunity to transter the latest technologies to Pakisten manutacturers
in order to produce high quality beverage equipment. Imports of bottle cleaners, refrigeration
cquipment. water boilers. bottle conveyors and syrup tanks arc restricted and enterprises
are expected to allocate 70 per cent ol equipment expenditures (o local purchises.

Milk products: exploring new avenues

Pakistan spends o substantial portion of its torcign exchange on the imiport of strained milk
products. The per capita availability of milk increased from 89 lirres in 1983 %4 10 98 litres
in 198687, The local production of milk from anmitls constitutes about 97 per cent of the
total milk supply. The remaining 3 per cent is met by imports. Table HIEL3 show s the value
of milk, cream. and baby mitk tood imports i the [980s.

Although 97 per cent of Pakistan’s consumption ol milk products is covered by domestic
production, imported milk products constitute one of the mare important food import catecories.,
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costing Rs 426 million in foreign exchange in 1986/87. Per capita consumption of milk-
based baby foods is rising and the supply gap is growing.

With a view to enhancing the production of milk products. two new companies have been
granted permission. Milk Pak Ltd.. Lahore. will have annual capacity to manufacture 6.000
tonnes of instant milk powder. 2.300 tonnes of infant food basea on milk. and 2.100 tonnes
of cereal-based toods. leading to a total production capacity of 10,600 tonnes of strained
baby tood. This is a joint venture with Nestlés of Switzerland. It appears that the Swiss firm
has arreed to allow the export of locally produced intant milk and baby fo-«is under its brand
name. There are clear signs that the supply of milk-based baby food will be inadequate to
meet the growing demand. and there is a need to identity some alternatives. *

Raw matetials for the production of alternative products to supplement milk-based baby food
are available in abundance in Pakistan. Infant foods based on fruits and vegetables have the
same nutritive value as those solid foods that are used as supplements to milk formulations.
It is unfortunate that the country’s abundant supply of fruits and vegetables has not been
used for the production of strained baby foods. Experiments have shown that the nutritive
value of vegetable protein mixture is greatly enhanced by mixing it with a small quantity
of milk protein. This would create a linkage between vegetable and milk processing. To keep
pace with the srowing demand tor infant foods in Pakistan these new avenues could be explored.

Table I11.3. Imports of milk, cream and baby food, 1982/83 — 1986/87
(Mithions of rupees)

Year Milk and cream Baby milk tood
[982 83 573.00 76.00
1983 84 I51.00 64.00
1984 85 161.00 60.00
145 86 456.00 223.00
1986 87 126.00 163.00

Source: Government of Pakistan, Federal Buieau of Statistics.

Table I11.4. Exports of biscuits from Pakistan, 1971/72 - 1985/86

Quantty Value
Year tMetric tonnes) (Million rupecs)
1971 72 664 2.237
1972 73 535 2.720
1973 74 599 4.250
1974 75 591 5.240
1975 76 Kh)| L7170
197677 225 2,383
1977 7% 1S 1100
1978 79 132 1.720
1979 R0 148 1.866
1980 81 248 1,365
198 82 213 3454
1982 8} 96 10,409
1983 84 426 12.220
1984 K5 259 S.613
1985 86 193 357K

Sowrce: Government of Pahistan, Federal Burcau of Statistics.

¢ Alternatives to milk-based baby food are discussed in MM Nazre, Steained baby food sndusiey 0 Pakistan”,
Pakistan and Gulf Feonomist (slamabad. February 4 10, 1989), pp 19 and 20,
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Biscuit production: upsurge of investment

There has been an upsurge of investment in the modern plant facilities for the manutacture
of biscuits. waters and confectionery items in Pakistzn in the last 15 years. Concurrently.
biscuit production has risen in consecutive years and by 1985/86 it reached 36.800 million
tonnes. compared with 23,400 million tonnes in 1981/82. Today the country is self-sufficient.
and a substantial quantity is also exported to Afghanistan. Tunisia. the Middle East countries
and the Gulf States. Table I11.4 shows that exports rose significantly until 1983/84. A drastic
fall in the value of exports in recent years was largely due to lost markets as a result of severe
competition.

The demand tor biscuits is projected at 64.338 tonnes for 199091 . Encouraged by the positive
consumer response to fine-quality biscuits several companies have embarked upon ambitious
plans in collaboration with world-renowned biscuit companies. Several new projects also
came on stream. Details pertaining to production capacity and project cost of biscuit firms
are presented in Annex 1able A-7.

B. TEXTILES: REVERSING THE LONG-TERM DECLINE

The textile industry in Pakistan is of great significance in ter ns of its contribution to employment
and exports. The production of cotton textiles predominates. despite the existence of a large
Jute industry. an increasingly important carpet industry and synthetic textiles. Although the
share of textiles in MVA fell from 32.4 per cent in 1977 to 17.4 per cent in 1985, the industry
currently employs 28 per cent of the total labour force and accounts for around 56 per cent
of the country’s total exports.

The cottage and small-scale segments of the extile industry employ more than double the
number of workers employed by the farge-scale mills (see Table 111.5). In contrast to the
ingustry’s significant growth in the 1950s and 1960s. production and exports stagnated in
the 1970s and a large part of the industry became “sick™ in the 1980s. In 1988/89 cotton
cloth production stood at 123.5 million square metres. compared with the peak level of 625.3
million square metres in 1970/71. The decline in cotton cloth production in large-scale
manutacturing has been essentially due to a loss of output to the smali- ale sector because
of fiscal and labour laws. Despite this decline. market leaders in textiles rank among successtul
enterprises and retain the highest share of gross fixed capital formation within Pakistan
manutacturing,

In the past. textile exports comprised mainly yarn and grey cloth. Over the years there has
been significant growth in the exports of synthetic textiles, Garments. madc-up articles. hosicry,
canvas and tarpaulin have also emerged as important export items. Textile CXports rose from
$610.52 million in 1978/79 to $2.494.72 million in 1987/88. The export unit value of Pakistan
textiles destined for the United States was $0.54 per square metre in 1985/86. compared
with $1.65 for the Republic of Korea and $1.51 for India. The relatively low unit value of
Pakistan textile exports reflects partly poor quality products targeted for the low-income groups.
It also reflects the fact that grey rather than dyed. bleached and printed cloth is exported.

A substantial portion of the country *s cotton yarn export is destined tor Japan and the Republic
of Korer, while the United States is an important market for ready-made garments, hosicry
and towcels (see Table 11.6). Synther.o tesiiles are cxported mainly to the United Kingdom
and Saudi- Arabia. Saudi Arabia is . noimportant market for tents and canvas,
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Table II1.5. Overview of the cotton textile industry, 1988

Drrect
Number of cmployment
units Equipment ( Estimates)
A. Large-scale mill sector
1. Spinring 186 4.72 million spindles 150.000
including rotors
2. Composite mills 4+ 16.000 looms
3. Finishing 10 1.000
+. Garments 50 3000 sewing machines 5.000
Total 156.000
B. Contage small-scale sector
1. Power looms 15-20.000 100000 looms 150.000
2. Finishing 150 6.000
3. Towels 160 2.500 looms 4.000
4. Garments 2.500 80.000 sewing machines 150.000
5. Hosieny 550 10.000 knitting machines 20.000
Total 330.000
Source: Seventh Plan Working Group Report. T.C.O.
Table I11.6. Main markets for Pakistan’s textile products, 1987/88
(Millions of dollars)
Total exports
Export item from Pakistan  Main markets Exports
Cotton yarn 54102 Japaa 3151
Republic of Korea 647
Cotton fabrics 4R5.40 United Kingdom 542
United States 441
Ready -made garments 349.91 United States 108.9
Germany. Fed.Rep.of 47.8
Honiery 134.34 United States 56.5
Germany . Fed.Rep.of 248
Tewtile made-ups 200,93 United States 41.0
Germany ., Fed.Rep.of 258
Towels /.44 United Siates 40.5
Germany, Fed.Rep.of 101
Synthetic testiles [98.0:4 United Kingdom 47.1
Saudi Arabia 6
Tents and canvas 30.33 Saudi Arabia 19.7
Duban 1.9
Sowrce: Pakistun and Gulf Feonomist (April 15 21, 1989).
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The textile industry is increasingly exposed to neo-protectionism on the world market. The
export of Pakistani textile products is restrained by quota restrictions tinposed by the United
States. the EEC. Canada. Sweden and Finland within the framework of the Multifibre
Agreement (MFA) and bilateral agreements. These non-tariff barriers. however. adversely
affect only 27 per cent of textile products in Pakistan. Although a major refaxation of the
United States quota tor Pakistan textiles announced in late 1989 may lcad to higher exports,
the narrow production base.. outdated technology . inadequate rescarch., limited product range
and increasing quality consciousness in importing countries will need to be addressed. with
a view 1o sustaining textile export performance. Non-tarift barriers are generally imposed
on the quantity of products. This calls for an improvement in quality in order to sell the
restricted quantity at a high price. In this context Pakistan is facing stift competition from
other developing countries. Pakistan's garment industry scems to be losing its competitive
edge to potential competitors in textile exports. mainly to China. Japan. Republic of Korea.
Taiwan Province. India and other countries of South-East Asia. especially Indonesia.
Bangladesh and Sri Lanka. However. cotton yarn exports of Pakistan to Japan and East Asia
continue to retain their popular image. Several measures have already been initiated 1o boost
high value textile goods exports.

Pakistan is in the process of developing a long-term textile strategy. The First National Textile
Conference* held in April 1989 recommended:

a) establishing a federal textile ministry:

b) abandoning the old MFA negotiating strategy adopted by Pakistan in the past (the
major concern of which was achieving a marginal increase in quotas):

¢} developing target markets; and
d) encouraging direct foreign investment especially in the quality product arcas.

Pakistan will hopefully be able 1o strike a balance between a domestic demand-oriented., mainly
labour-intensive industry producing cheap and durable products for low inceme groups. and
the need to rapidly expand the production of quality tewiles and wearing apparel. To achieve
the latter, rationalization initiatives need to be implemented. Fashion and design centres need
to be developed and possibilities for extensive collaboration with internationa! firms (particularly
those based in South-East Asia) could be explored. Although raw cotton exports are a major
source of foreign exchange they are mainly destined to countries whose cotton textile exports
compete with those of Pakistan.

Cotton yarn

Cotton spinning is Pakistan’s single largest industry. Although its growth prior to the mid-1970s
was fast. the quality of products was poor, and there was too little investment in modern
production methods. A period of contraction followed. The situation was exacerbated by
lack of investment capital and increased import duties on spinning machinery. As a consequence
of the reduced output of yarn, Pakistan was unable to fully exploit the export potential for
textile products existing at the time. From 1985 onwards. liberalization of imports and
investment sanctions as well as the reduced restrictions on location have led to strong apacity
expansion in the spinning industry. Between 1988 and 1990, more than one million additional
spindles were imported for installation.

The improved policy environment is clearly visible in the expansion of production (see Annex
Table A-8). There was a 42 per cent increase in yarn production between 1985/86 and 1987/88.
The 1988/89 production was forecast at 779,000 tonnes, representing another 13.8 per cent
increase during the year. Quality has also been improved, with a shift in production from

¢ Foran analytical review of the problems and prospects of the textiic industry in Pakistan. sce Pakistan and
Gulf Feonomive. “Textile industey spectal report” (slamabad. April 15 21, 1989), pp. 26 42,
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coarse- to medium-count yarns. Exports virtually doubled between 1984/85 and 1988/89.
reaching up to 292,000 tonnes in the latter year. with the proportion of medium-count yarn
increasing to 45 per cent in 1987/88. Even so, there is a need for further improvements.
The spindles being installed at present run at twice the speed of the old ones and are more
cost-efficient. Accelerated replacement would thus help to raise production and lower
production costs.

There is an additional reason for increasing quality and lowering cost. The average price
of cotton yarn in the world market had tallen to $2.14 per kg by the end of 1988 compared
with a unit value of $2.57 per kg for Pakistan cotton yarns in 1987/88. This meant that the
price of Pakistan cotton yarn was no lower than the prices prevailing on the world market.
The costs of electricity and packing materials are higher than those prevailing in neighbouring
countries. The changes that take place in principal market destinations are also posing challenges
+o Pakistan. The Japanese are investing heavily in the United States with their latest technology
with a view to exporting cheap textiles to some Latin American countries for conversion
into garments. In the face of global textile restructuring the demand for quality is rising and
competition is becoming increasingly severe.

A polyester fibre project is being set up at Hattian in the Sarhad Province at an estimated
cost of Rs 2.14 billion ($1 19 miliion). An important industrial firii of the country with long
experience of the textile industry is sponsoring this project with the participation of two well-
known transnationa! corperations. one from Japan and one from the Republic of Korea. The
two transnational corporations will each contribute about 12.5 per cent of the project cost.
They will supply raw materials and production technology and the Japanese firm will arrange
a foreign loan. Total production capacity is estimated at 52,000 tonnes of polyester fibres,
of which 13,000 tonnes will be purchased by the Pakistan partner.

Cortton cloth

In cotton cloth production, the formerly dominant position of the large-scale mill sector has
been strongly eroded. From its production peak of 685.3 miilion square metres in 1970/71,
its output has declined to less than 40 per cent of that figure in recent years (sec Annex Table
A-8). The number of looms was aimost halved during the period. The sinall-scale power
loom, which now provides 88 per cent of the cotton cloth output, owes its strong growth
to incentives made available in 1968, such as excise tax exemption for units with up to 4
power looms. Under these circumstances it is only logical that there has been very little
investment in the large-scale mill sector, and that most equipment is obsolescent, with product
quality suffering as a result.

The quantity and quality of cloth produced by the power looms sector has also become a
cause for concern. Small enterprises usually do not have the possibility to finance modern
equipment and consequently their output mainly consists of grey cloth of inferior quality.
Output in the sector declined in 1987/88. Some years ago, the government approved a policy
package to modemize the power loom sector, with Rs 25 million being made available annually
during 1987 — 1990 for loans to purchase locally produced automatic looms. Part of the export
was specifically reserved for products of the sector, and funds for bulk purchase of yarn
were also made available. But due to the lack of organization within the sector, ard to the
strict regulations of the allocation of loans, the response to these incer.:ives has remained limited.

Further growth in the textile sector is likely to be concentrated in factories using shuttleless
looms. These are being established independently from the large-scale mills, and are expected
to supply 120 million square metres by 1991/92. The daily output f these looms is not only
more than six times that of a conventional loom, but the quality of the product is also better,
and production costs are lower, They need better quality yarns, and are thus likely to stimulate
madernization in the yarn industry.
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During the 19805, the share of exports in total cloth production has usually been around 335
per cent, most of the cloth exports being produced by the small-scale sector. There was a
sharp drop in exports in 1987/ 88. &s growing domestic consumption took a larger than average
shate of the lower total output. Export carnings could probably be increased if the capacity
of bleaching. dycing and finishing operations were expanded. At present. these can only handle
an estimated 250 million square metres of cloth. and grey cloth remains the chief export
praduct of the industry.

Clothing and miscelluneous made-ups

Details on garment production are rather scarce. mainly because production has so far been
concentrated in small-scale enterprises. Only recently have large units been established. Total
production in the late 1980s was estimated to have averaged 600 million units. of which two-
thirds were exported. Trade figures show that exports of textile made-ups (garments) grew
significantly during 1982/83 - 1987/88 (sce Table 111.7). By 1986/87. garment exports alone
stood at $452 million compared to $40 million in 1977/78. A fall in the exports of woven
garments in 1987/88 was offset by a significant rise in knitwear exports. and the overall increase
in the exports of garments was still 7.1 per cent. The performance of garment exports during
the Sixth Plan (1982/83 — 1987/88) exceeded the target by more than 20 per cent in 1982/83
prices. Garment exports are projected at $1. 155 nullion for 1991/92 and there is an ambitious
target of $3.5 billion for garments set for the year 1998/99, based on expectations of strong
world market growth in the 1990s.

Some 95 per cent of world exports are absorbed by OECD countries and the USSR. Although
the Middle East countries also constitute an important market for Pakistan garments. the country
could try to increase its share in these principal world markets. which at the moment stands
at only 1 per cent. India and most of the East and South-East Asian countries are strong
competitors. Improvements in garment quality and design will be essential to increase exports.
But better quality. to a large extent. depends on better quality fabrics and accessories. and
new capacity in the weaving, knitting. dyeing. processing and finishing industry . Like garment
machinery, its spares and accessories should be exempt irom impor: duty. Duty drawbacks
may be revised in order to provide additional incentives. Queta management could be
rationalized in order to speed up slow-moving product categories. Bilateral agreements with
the United States, which is the largest market for Pakistan garments. were negotiated. As
a result, quota restrictions have been removed in fate 1989 on a number of items, such as
shirts. blouses and play units. Possibilities for counter trade with the USSR should also be
explored.

Towels and bed sheets or covers are the two other significant made-up txtile items apart
from ready-made garments. Production is again concentrated in relatively small establishments
using labour-intensive methods of production. Capital costs, morcover, are kept low by the

Table I11.7. Exports of textile made-ups (excluding garments), 1982/83 - 1987/88

Export value Export index
{Millions of rupees) (1982 K3 1y
Al made-up Towcls AL made-ups Towcls
1982/83 I.605 498 100 100
1983/84 1.656 629 103 126
1984/RS 1.991 757 124 152
1985/86 3.0 1.0 21 219
1986/R7 4.217 1441 63 289
1987/8% 5.599 2,067 249 415

Sowurce: Pakistan and CGulf Economist (April 18 21, 1989), p.
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use of cheap. domesticatly produced machinery. In recent vears labour costs hanve. however.
mcreased much faster than those in competing countries such as India, Bangladesh and Sri
Lanka. and at present minimum wages for weavers in some parts of India are only one-third
ol those in Pakistan. The quality of Pakistan bed-linen. morcover. s relatively low . and per
unit export carmings are therefore low as well. Quality improvement did take place w the
towel industry . and it has become a fust growing product. Its share in total exports of non-
sarment exports rose frons 31 per cent in 1982 X3 10 37 per cent in 198777,

Further growth prospects will depend crucially upon the cost and quality of the product. The
ability of Pakistan producers to respond more rapidly to requests tfor changes in colours and
design tcompared with their competitors in India and China) should be of great importance
in retaiming and expanding their market share. The EC. United States. Canada. Norway .
Finland and Sweden have htted quota restraints on towels. but still maintiin restrictions on
bed-hinen. Among the non-guota markets the Pacific basin could be targeted in view of rising
income and wage lesels in the region. But non-quota markets are limited. and the Middle
East has already been well explored by Pakistan exporters.

Non-traditional textile items such as table linen. kitchen linen. curtains and upholstery are
arcas where export prospects could be explored. There are few quota restrictions on these
ttems. With the exception of the hand-loom industry of India. the existing potential competitors
in South Asia have not developed this industry to any significant extent. With adequaice financial
assistance and incentives to foreign investment. these ron-traditional textile made-ups could
become major export carners.

Woollen textiles and carpets

As Annex Table A-9 shows. the woollen textiles and carpets industries are relatively small
and not as dynamic as the cotton textiles sector. But the carpet industry has become Pakistan™s
fourth fargest toreign exchange carner. Iis share of total export carnings equalied 6.1 per
cent in 198788 Leading carpet exporters in 1989 were Punjab Carpets (Lahore), Imran
Brothers (Lahore). Sheikh Carpets (Liahore) and Habib Corporation (Karachi).

During 1982 - [98R. carpet exports grew at an average innual rate of T per cent in dollar
terms. Duc toancreasing competition. carpet exports from Pakistan suffered major setbacks
in both North American and EC markets recently. The government has reacted by announcing
aseries of rebate and inceniive schemes to encourage carpet exports, including concessionmary
credit. duty drawhack facilitios, free import of wool, tax exemptions. market rescarch assistance
and organization of carpet exhibiticns in order to attract targeted foreign buvers.

The carpet industry employs roughly 150,000 persons and is mainly cottage-based. with 80
per cent of cottage production in rural and semi-rural Punjab districts. In order 1o produce
high quality carpets it would be essential to encourage the establishment of organized factones.
Further expansion of the (adiustry requires a rationalization of production structure, leading
toa tighter integration of production and marketing tunctions. There is also a need o increase
collaboration wun top quality international designers to upgrade product quality. and the
industry could also be equipped to respond to the preferences of individual buyers. This would
help re-establish the strong position of Pakistan carpets in international markets.

C. CHEMICALS: ACCENT ON IMPORT SUBSTITUTION

The major products of the chemical industry are fertilizers (urca, ammonium nitrate.
nitrophosphate), soda ash, sulphuric acid. chlorine. paints and varaishes, polishes and safety
matches. As Table L8 shows, growth of physical production has been fluctuating with no
clear production trend in product categories.
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Table 1118, Production of major chemical products, 1984/85— 1988/89

1984 85 [Y8S X6 1986 X7 [UNT 88 JUNS X9

Fertilizers

(Thousand tonnes)
Urea 1.814.9 I.820.8 1.892.6 P985 ..
Superphosphate 1058 1058 1076 1078 1334
Anunoaium nitrate 4064 343 4133 37 3325
Ammonium sulphate 79.0 92.6 Yi.e 98> 923
Nitrophosphate 308.3 R ) 234 3337 3461
Orthers

(Thousand tonnes)
Suda ash 1221 12%.4 130.3 134.1 146.1
Sulphuric acid 77.9 0.4 77.6 78.7 648
Caustic woda 160 he 549 613 610
Chlorine gas 3.4 7. 7.0 6.0 8.3
Paints Il Iy 129 12.3
Safety maiches- 1.765.1 1.899.6 21296 1908

Source: Economic Survex 1988 89 p. T8 -T9.
a Provistional estimate.
b In anlion boxes.

Demand for chemical products continues to grow significantly faster than local production.
Imports of chemical products have grown at an annual average rate of 24.8 per cent during
1981 —1985. Currently almost 18 per cent of the country’s total expenditure on imports is
allocated to chemicals. compared with only 9 per cent in 1981/82. The government endeavours
to increase domestic production of chemicals in order to keep pace with the rapidly rising
demand. Insufficient private investment has hitherto gone into long-gestation projects in the
chemical industry. It is hoped that the new waves of liberalization will attract new investment,
especially foreign investment.

A basic chemicals project is being established at Chunnian by Yagub Ali Company. The
project is to cost Rs 1.7 billion (380 million) and has a foreign exchange component of about
50 per cent. mainly provided by Pakistan expatriates resident in the United Kingdom. The
plant is being imported from the United Kingdom. An annual production capacity of 8.000
tonnes of caustic soda and 25.000 tonnes of PVC resin is envisaged.

Fertilizer industry: persisting supply shortages despite high capacity utilization

Currently nine firms are engaged in the production of fertilizer. The public sector company .
the National Fertilizer Corporation (NFC), operates five fertilizer subsidiarics which account
for around 50 per cent of the nitrogen capacity and 100 per cent of the country's phosphorus
capacity. Pakistan depends cntirely on imports to meet potash requirements.

Despite a significant spurt in the production of fertilizers. Pakistan continues to depend on
imports, reaching 210.000 tonnes for nitrogen and 354,000 tonnes for phosphorous in 1986/87.
Nitrogen accounts for around 75 per cent of the total fertilizer nutrient, with phosphorus
and potash mecting the remaining 23 per cent and 2 per cent, respectively.

Production of chemical fertilizers expanded rapidly until the carly 1980s. and a sizeable surplus
was even exported in 1983/84, 1984/85 and 1985/86. There was a sudden upsurge in the
demand i.. late 1986, and the rising domestic demand could not be fully met from local
production. An increasc in demand for urca was attributed to an increase in agricultural
commaodity support prices, increased irrigation facilitics and hetter availability of bank credit
to farmers as well as favourable weather conditions. When bad weather adversely affected
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tarm operations in 1987, there was a seasonal fall in the consumption of tertilizers. The demand
tor fertilizers is expected to grow at an annual average rate of 5 per cent duning the period
1987/88 — 1992/93.

Supply shortages continue to persist despite very high levels of capacity utilization in tertilizer
firms. indicating the need for additional capacity for the production of phosphatic and
nitrogenous fertilizers. Annex Table A- 10 shows that capacity utihzation rates in the production
of both nitrogenous and phosphatic fertilizers exceeded 100 per cent in most tirms in 1986/87.
The government has been encouraging rehabilitation of the »xisting plants. with a view
conserving energy. reducing costs and maximizing capacity utilization.

In the past. despite price controls new investment in fertilizer plants remained attractive as
2 minimum retern on equity was assured. In May 1986, however. price controls were abolished
with the exception of those for phosphatic fertilizer. Producers now expect protection which
the government has so far not granted and as a resu't projects approved three years carlier
have not been implemented. Investors still have to face such problems as irregular power

The dominant firm in the industry . the public sector company National Fertilizer Corporation
(NFC). which operates five subsidiaries. has launched a Rs 818 million expansion and
modernization project which is to increase urea production from 1,740 tonnes/day to 2,175
tonres/day. This project is expected 1o save $14 million annually in imports, and to cut energy
consumption in the urea factory by almaost one-fifth. Fanji. Dawood. Hercules and Exxa have
also initiated an announced expansion. Finally. to improve domestic raw material supplics
tor the fertilizer industry . the Sarbad Development Authority has prepared a programnie (yet
to be executed) to exploit the Kakul/Lagharban phosphate rocl. deposits. In spite of these
improvements, it will be a major task to keep up with expected demand increases in the future.

An issue that also deserves more attention i< the achievement of a proper balance in the
production of various types of fertilizer. There has not been sufticient rescarch into the fertilizer
nceds of the various types of soil and cultivation in Pakistan. but it is clear that far more
phosphatic and potassic fertilizers would have to be used if maximum results are to be achieved.
But in spite of price controls, phosphatic fertilizer is too expensive for the average small
farmer, and imports of potassic fertilizer are also costly. While ways need to be found to
provide potassic and phosphatic tertilizer at a lower price. agricultural rescarch, extension
services and support or land reform schemes would, thercfore, be needed as well. In
combination. these would not only help the fertilizer industry. but also stimulate agricultural
production. and thus —~ indirectly — the agro-processing subsector.

If new capacity is not developed for the production of phosphatic fertilizer the supply gap
will widen to around 730,000 tonnes per annum. It is estimated that if demand for urea grows
at 100,000 tonnes per year. Pakistan will need one new urea plant every five years. Lack
of new investment in the fertilizer industry is partly due to the low price of fertilizer in Pakistan.
A new urea fertilizer plant would cost up to $300 million. Because of the high cost of inputs,
a new fertilizer plant can only be viable if the domestic urea price is around Rs 4,500 per
tonne against the current level of Rs 2,640. The present situation is also marked by uncertaintics
for investors in the fertilizer industry as to whether or not they will be able to obtain gas
for use as a feedstock. The experience of the operating enterprises is not a happy one as
a result of load shedding especially in the northern region.

The fertilizer industry is likely to be of considerable interest to forcign investors. Several
private sector projects have been sanctioned in the fertilizer industry during 1989, These
include private schemes for about 900,000 tonnes of nitrogenous fertilizer and 400,000 tonnes
of urca fertilizer which are expected to come on stream by 1992, The government estimates
that Pakistan would require 2.3 million nutrient tonnes of urca by the year 2000, This would
call for the cstablishment of 3 major plants over the next decades. Pakistan has ample gas




Industry Branch Profiles: Retrospects and Prospects 61

reserves. There is thus considerable scope for joint venture projects involving the simultaneous
development of the energy and the fertilizer sectors — hoth areas of top priority for the
Government of Pakistan and the main institutional donor agencies.

Pharmaceutical industry: transnationals take the lead

Over 9.000 drugs both for imports and local manufacture are registered in Pakistan. Domestic
production meets around 80 per cent of the demand for drugs. medicines and pharmaceutical
products. The total value of locally produced pharmaceuticals stood at Rs 4,762 million in
1985/86.

Around 70 per cent of the market for pharmaceuticals is dominated by transnational
corporations. Total investment in the pharmaceutical industry in Pakistan is estimated at Rs
2.200 million. The capacity utilization of firms on an average was reported to be 67.5 per
cent in 1988. However, the capacity utilization in joint venture companies is higher than
that in wholly locally-owned firms. Locally swned firms are heavily dependent on the import
of raw materials. semi-finished products and packing materials. The stage at which the domestic
pharmaceutical industry is operating is largely formulation and packing of imported ingredients.
This probaply is also true of the transnationals.

The total paid-up capital of 15 pharmaceutical companies listed on the Karachi Stock Exchange
stood at Rs 605.23 million in 1988.* Almost all the companies recorded an increase in sales
except Hoechst and Sandoz in 1988 (see Table 111.9). Several companies have initiated
expansion plans. Amalgamations of some companies are under active consideration in order
to improve quality and to reduce production costs. Although many enterprises are endeavouring
to expand. pricing policy is still a major constraint** inhibiting the progress of pharmaceutical
companies.

There is a need for a dialogue between the government and the drug manufacturers on the
rationalization of the pricing system in order to bring it in line with market realities and the
cost of imports. The maximum retail prices of drugs are controlled under the Drugs Act

Table 111.9. Sales of pharmaceutical companies listed on the Karachi Stock Exchange,
1987 and 1988
(Millions of rupees)

Company 1987 1988 Percentage change
Abbott 341.66 408.75 +19.63
Boots 137.74 260.52 +89.13
Ciba-Geigy 1.162.i4 1.202.48 +3.47
Cyanamid 217.40 24419 +12.32
Ferozsons 46.79 48.08 +2.75
Glaxo 471.21 505.31 +7.23
Hoechst 515.47 513.18 -0.44
Leiner Gelatine 10.18 2337 +139.39
P. Leiner & Sons 16.75 26.19 +56.35
Parkc Davis 185.53 195.22 +5.22
Reckitt & Colman 311.95 393.29 +26.07
Sandoz S81.42 651.61 +12.07
SK & F 169.32 165.12 -2.4%
Wellcome 451.68 548.95 +21.53
Wyeth 201.83 23895 +18.39

Source: Economic Review (August 1989), p. 31,

* Scc Economic Reviev. "Pertormance of pharmaceutical companies listed on KSE™ (August 1989 7. 33

** For an analytical review of major constraints, sce Ifttkhan Ahmed. ‘Pharmaceutical industry: problems and
tssues’, Pakistan Management Review (1986), Vol. XXVII, No. 2 and 3, pp. 2731,
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cnacted in 1976.* Under the provisions of this Act the Registration Board is empowered
to approve the maximum retail price. At present. the maximum retail price ol an imported
drug includes the profit of the seller. an import licence fee. an insurance fee and distribution
cexpenses. The pricing of locally manufactured drugs includes the cost of raw and packing
materials as well as the protit of manutacturer and retatler. It should also cover expenses
on admimstration, sales promotion and distribution.

Over-centralizetion of the drug administration has also made it ditficult to resolve certain
ssucs expeditiously . Matters pertaining to renewals of drug manufactuniag ficences. registration
of drugs. price fixation and revision could be decentralized.

Paint manufucturing

Out of more than 2000 paint manutacturing enterprises in Pakistan 109 are large-scale units
n the organized sector. The total produciion of paints in the organized sector rose from 9,694
tonnes to 12,243 tonnes during 1981/82 and 1987/88. respectively. representing an average
annual tncrease of 4 per cent. Special types of paints are imported. while a smll quantity
of paints is exported to the Middle East and Afghanistan.

Apart from houschold use. the main customers for paints are the railways, shippin, companices.
the detence forces and car. bus and truck companies. There was a significant increase in
the demand for paints during 198586 - 1986/87. The year 1987/88 was marked by a fall
both in production and total demand for paints (sce Table HIL 1)),

Table 1IL10. Paints — Key statistics, 1980/81 - 1987/88

tTonnes)

Domestie

Year Production Imports Eaports demand
1980 81 9652

JYUR1 X2 12,013

1982 X3 10051

1983 R4 X513

[984 X3 PE182 - .
T9RS X6 FE.03) I 78 12243
[URH X7 12,970 (R 113 12,6158
JURT 8% 12243 72 9% 12417

Sowrce: Governiment of Pakistan. Federal Bureau of Statisties.

The demand for paints is estimated to grow at an average annual rate of § per cent, leading
1o a demand for 15845 tonnes by 1992 Tt seems Hikely that existing capacity can deal with
the increase,

D. CEMENT: MAJOR MODERNIZATION INITIATIVES

In 1989 there were 19 cement plants in operation. The combined capacity of these plants
is about 7.5 million tonnes per annum. During the period 1982 - 1989 cement production
grew at an average annual rate of 6 per cent per anoum. Cement imports have declined from
1.5 mullion tonnes in 198 1/82 1o 1.3 million tonnes in 1987/88. Five cement prejects have

v Uind. 1 the provisions of this Act the Registrasion Boged s cmpowcred to approve the smaxaimum retanl price
The nipamum retul price of an imported drug includes the probit of the seller. an import heence fee. an isurance
fee amt distribution expenses. The pricing of locally naanufactured drugs includes cost ol sas and packimg materials
as wellas the profit of mane!ecturer and retiber. T should also cover expenses onadninistration. sales promotion
and distribunion.
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been commissioned during 1985 — 1988 — Attock. Cherat. Pakland. Surcla and Dadabhery
= o increase import substitution. So far only Surela. located at Darwaza (near Quetta) has
gone into production. The factory has a rated capacity of 70.000 tonnes per annum.

Most of the cement plants are in the public sector. The State Cement Corporation of Pakistan
(SCCP) controls 15 plants and their combined output in 1987/88 was almost 5.7 million tonnes
(see Annex Table A-11). almost 90 per cent of the country’s total production. which was
estimated at 6.5 million tonnes. Judging by capacity uilization rates. the public-sector plants
have done better than those in the private sector. where utilization rates averaged 60 per
cent during 1986 — 1988. To the extent that information is available. most cement plants seem
profitable undertakings. SCCP claims that it has been able to pay consecutively increased
dividends “every vear’.

SCCP has commenced a major balancing. modernizing and restructuring (BMR) programme.
involving an expenditure of Rs 4.500 million (8213 million). for the modernization of its
plants. Total production capacity is to be increased with the aim of making Pakistan selt-
sufficient in cement by the end of fiscal year 1990. Production capacity is also being expanded
by the establishment of a joint venture concern — Attock Cement Pakistan Ltd. This will
mvolve the collaboration of Pakistan private sector enterprises and a French company. Pharon
Holdings. with a peblic sector firm — Heavy Mechanical Complex — which will supply
both local and imported machinery. The total investment involved is Rs 1.042.992 million
(3495.000) with a foreign exchange component of 34 per cent.

The rehabilitation of several old units is to take place on the basis of proposals by a firm
from the Federal Republic of Germany. The World Bank and the Asian Development Bank
have oftered loans of Rs 260 million for the modernization of one of these plants.

One of the first modernization. schemes to be completed — Javedan Cement — was expected
to be operational by the end of 1989. The modernization project not only involved the
acquisition of new machinery. but also a re-assessment of raw material supplies and steps
to improve quality control,

New cement varieties have also heen developed to serve domestic demand better and to make
better use of available resources. A pozzuolana cement formula, for example, was developed
by the Pakistan Counc ™ of Scientific and Industrial Research, Lahore, with the specitic purpose
of cnabling the construction of the Kalabagh dam with locally available raw materials. The
product. moreover. is better suited for this particular type of construction work than the
available slag cement. The cost of production is one-third of that of Portland cement and
its use in the dam would save the country around Rs 300 billion.

By 1992 total production capacity of the cement industry is expected to increase at 7 million
tonnes annually. Since the transportation of cement is costly, wide regional dispersion of
cemeni plants is essential. At present. a very large proportion of the investment is concentrated
in the south of the country. There is. therefore, a strong need to develop production sites
in Sarhad province and in Northern Baluchistan, if suitable raw materiais can be found in
locations where infrastructural (road, power) costs are not prohibitive.

E. IRON AND STEEL: VIABLE AVENUES

Integrated steel production is a recent phenomenon in Pakistan. In 1981, the first steel was
produced in the Pakistan Steel Mill at Karachi. The plant was fully commissioned in 1984,
and has meanwhile been expanded to a capacity of 2.6 million tonnes. Capacity utilization
was expected to reach 80 per cent in 1989, Partly as a result of long delays, construction
costs of the mill were high, and the mill made losses during the first few years of operation.
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Pakistan Steel Mill is expected to record a net profit of Ks 100 million in 1989/90. This
has encouraged the government to proceed with the commisstoning of a billet caster with
an annual capacity of 400,000 tonnes and capable of providing good quality billets to the
engineering sector. Production during 1988/89 was 850.000 tonnes. Total sales are expected
to rcach Rs 1 billion during 1989/90. The production capacity is planned to be increased
to [.3 millien tonnes by 1991,

Apart from Pakistan Steel. a large number of mini-steel mills are involved in the making
of steel. usually on the basis of scrap. Their products are of low quality. Around 90 per
cent of the smelters, 80 per cent of the semi-integrated mills and 70 per cent of the re-rollers
are located in the province of Punjab. Total production value of basic metals was Rs 4.4
billion in 1987/88.

The demand tor steel in Pakistan is projected at § million tonnes by the year 2000.% Pakistan’s
existing steelmaking capacity can deliver only 1.8 million tonnes of steel. There is a need
to explore viable avenues to achieve self-sutficiency in steel production. These include:
— more efficient utilization of rated capacity at Pakistan Steel:

— expansion of Pakistan Steel’s capacity to 4 million tonnes: and

— construction of a direct reduction plant based on Nokkundi iron ore and natural gas.
The steel industry in Pakistan is currently based on imported raw materials. Domestic raw
materials would reduce its vulnerability to fluctuations in international market prices and
toreign exchange situation. Pakistan possesses reserves of about 450 billion cubic metres
of natural gas. and the proven iron ore reserve at Nokkundi is 100 million tonnes. The ore
contains on an average 48 per cent iron, which is low. but it can casily be beneficiated to
a standard grade concent:ate by wet magnetic separation. The concentrate could be blended
into the sinter mix of Pakistan Steel. This possibility is currently under investigation. Pellets
made from Nokkundi concentrate have been tested for direct reduction operations, with positive
results. Punjab would constitute the major market as approximatcly 80 per cent of the country s
smelters and semi-integrated steel plants are located there. The actual implementation of the
project would depend on the availability of infrastructural facilities: at present, there is no
rail infrastructure in the area.

Pakistan’s optimism with regard to the future of iron and steel products 1s retlected in the
large number of downstream projects for Pakistan Steel which have been approved. Annex
Table A-12 lists 32 projects approved so far. These range from iron foundries to steel pipe
manufacturing, spare parts and precision engineering. By-products wi.l include slag cement
and coal tar. The projects have an average investment cost of around Rs 45 million, and
in many cases the foreign cxchange share is around 50 per cent. The larger projects in terms
of investment are in tin-plate production. A number of projects are joint ventures with overseas
companies.

So far, seven of the projects have gone into production, with onc undergoing trials and another
one under construction (See Table II1.11). Most of them are modest-sized units producing
steel tubes. The largest projects and those demanding technical sophistication (¢.g., in the
engineering industrics) have yet to be completed. In the case of the tin-plate factories, Pakistan
Steel’s rolling mill capacity will have to be expanded first, to secure a sufficient supply of
intermediate inputs. It probably requires a tandem mill which is not financially viable.

The steel industry is an arca where opportunities exist for the expansion of foreign investment.
For example, the technology for the new billet project was obtained from Voest Alpine of
Austria on a non-turnkey basis and the Austrian firm retains ¢ role in technological planning
and upgrading. Europcan firms are heing solicited to partict, ate on both an cquity and a
management contract basis in the expansion of Pakistan Steel (Fased in Karachi) and for the:
establishment of three steel mills using indigenous tron ore at Kalabagh and Quetta.

* For the detals of steel demand forecast in Pakistan. sce Sher Atzal Khan, “The ron and steel industry of

Pakistan and prospects forats future developinent’. Pakistan Steel Journal (Karacht, January March 198%), pp.
25 37




Table 111.11. Downstream projects of Pakistan Steel, 1989

Foreign

Product/ Total exchange

capacity cost COMA
Name of project Location (Tonnes) (Millions of rupecs) Operational since
Crescent Steel Nuooriabad Large diameter 165,00 R3.00 1986
and Allied Products Dadu (K" 0 667) welded
Limited Sistt. steel pipes

25,194
Steelex (Private) S.LT.E. Small diameter 17.57 17.55 1985
Limited, Karachi (1°2" 10 6”) pipe
tHap Steeh 12,000
Peshawar Pipe Mills Peshawar C.1. & M.S pipes 17.00 6.59 1985
Lud. (1727 10 3" diay

10,000
Jamal Pipe Lahore API grade pipe 15.00 .00 1988
Industries Lid. (1727 1 24" dia)
Lahore 20,000
General Pipe Lahore Steel pipe .98 Construction and
Industries 15.000) erection started in

Junuary JOKK

Amrcliwala Hardware SLT.E Small section plant 60.00 30.00 1986
Industries Limited Karachi 45,000
Abbas Steel Landh Wire rod, baling 48.00 23.50 1987
Industries (Pvt) Karachi hoops and wire
Limited products manu-

tacturing plam

5,000
Undok Millsons Nooriabad G pipe 17.00 %50 Triad procduction
Foundry (District fittngs slarted 1n

Dadw 1.2%0 September [9RK

Thatta Cement Thatta Slag cement manu- 1983, JUR4
Javedan Cemem Monghopir facturing plants

300,000/ 100,000

Source: Annex Table A-12.

S9
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F. ENGINEERING INDUSTRY: FRESH INCENTIVES TO ENHANCE
THE INDIGENOUS BASE

The engineering industry in Pakistan encompasses 1900 registered enterprises. with an annual
production of around Rs 17.5 billion worth of engineering goods. The industry employ s around
205,000 persons. Total investment in engineering industries hitherto has been estimated at
more thian Rs 100 billion. The size structure of engineering tirms is presented in Annex Table
A-13.

The local production of engineering goods grew sharply over the years since 1970 There
has been a steady upward trend in the production of almaest all categories of engineering products
tsee Table HIL12).% A striking increase of output was recorded by the electronics and transpon
cquipment industries in 198788,

The range of engineering goods now being produced includes diesel engines. cars. agricultural
machinery. machine tools, textile machinery. houschold and industnial sewing machines. radios.
houschold appliances. road rollers. concerete mines. bulldozers. sugar-cane crushing machinery.
overhead travelling cranes. pumps. printing and book-binding machinery. oftice machines,
needles. oil expellers and other edible oil extraction plants. flour rice mills. fish trawlers.
food processing machinery. cement plants. ice plants and cotton ginning plants.

An important role in the development of engineering industries has been played by The Pakistan
Industrial Development Corporation (PIDC). established in the 1950s. and the State Engincering
Corporation (SEC). cstablished in 1974,

These public-sector corporations were responsible for the establishment of seve al targe
enterprises. such as the Pakistan Machine Tool Factory. Apart from the public sector industrial
enterprises. there are a number of large torcign-owned enterprises (in automobiles and clectrical
cquipment. especiallyy and a large number of relatively small- and medium-sized engineering
voncerns in Pakistan. More than halt of the small- and medium-sized engineering establishments
covered by the 1984785 Census of Manufacturing had asset vatues below Rs 1 million
(S50.000). In the fabricated metal and non-clectrical machinery industries. where capital
investmients are not necessarily high. the majority of firms had asset values below Rs 250.000.
Many informal sector enterprises should also be classified under engineering. The 1984/85
Census of Manufacturing reports probably only 1,136 registered enterprises, whereas it may
be conservatively estimated that the number of engineering workshops throughout the country
would approach 100.000. The overwheliming majority of these are engaged exclusively in
the provision of repair and maintenance services.

Table 112, Local production of engineering goods, 1970/71 — 1987/88, selected years
(Millions of rupecs)

Product 197071 TYR1.K2 TURS &6 1986 87 [URT ¥R
Mot products 254 992 1.76% 2083 RIRALS
Machinery other than

clectrical 133 2048 2,040 2,244 2,468
Flectrical machinery 165 RN B 2.860 3,289 3,782
Electronies 200 TRS 109 1199 2.380
Transport cquipment 382 2,621 4.6258 5,180 6,600
Total 1.314 4 .566 12.3K3 13.945 17,568

Sowrce: Pakistan and Gulf Feonomise (June 25 Tuly 1. 198K Feononie Review (May 989,

* Basic metals mcluded i Pakistans engmeening aindastry statistios, have been excluded here,
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Concurrent with the rising production trend in engineering goods. imports also rose signiticantly
in the late [Y80s (see Tuble HE 13). Imports stood at Rs 23355 mitlion in 1987 38, compared
with Rs 19225 million in 1985 86, representing an average annual increase of 7 per cent.
Currently . imports account for 60 per cent of the total supply. The conspicuous growth in
textile machinery imports in 1987 88 was an indication of the modernization cttorts in the

branch ¢wuch as the introduction of shutticless looms). as discussed previously in this Chapter.

The majo. industrial financing corporations sanctioned investment projects worth Ry 9.6 billion
for the engineering sectors (including basic metals) during the period 1982~ 1987 which iy
broadiv in line with the Sixth Plan estimates. Much ot this investment represents money
borrowes from the Development Finance Institutions and banks. New investment of privaicly
owned funds within the engineering sector remainy small. The self-financing ratio of
engineering firms registered at the Karachi Stock Exchange averaged only 10.7 per cent
annually over the 1980 - 1986 period against. tor example. 47.8 per cent for chemicals.
Presently the establishment of a small engincering firm requires a minimum capital expenditure
of between Rs 200,000 and Rs 300.000. Theretore. entry into the engineering industry is
hevond the means of most small entrepreneurs.

In the future. the share of private enterprise is to expand in stages. Investment requirements
for the 1988 89— 1992 93 period have been estimated at Rs 23,1 billion. of which Ry 22.0
billion is to be in the private sector. It is not. however. clear whether these estimates take
account of the large amount of excess capacity in the domestic engineering industry: average
capacity utilization is only 40 per cent. This is partly a result of the low competitiveness
of many Pakistan engincering products. which lack an edge over imports. In such cascs.
imestment may be required to improve quahty. The problem is partly a shortage of
intermediates. and in this case the expanding volume of production and range of products
of Pakistan Steel would go some way to solving capacity utilizi tion proplems.

The 1987 — 1990 trade policy imposed an import ban on seven engineering products. namely.
sugar machinery. transtormer and switch gears of 33 kW boifers. crancs. diesel generators
and centrifugal deep turbine pumps. w h a view to encouraging local production. Duties
on raw materials required for the manufacture of certain engineering products are being
rationalized. It should be stressed that in several cases. such as electrical equipment. this
polivy will only achieve its purpose it it is combined with product guality improvements.

Table 15,13, Imports of engineering goods, 1985/86 — 1987/88

(Millions ot rupees)

Deseription JURS KO 1986 87 [U8T 8N

Power generation machinery 273X 2.282 lodi
(non-clectrical)
Agricultural machinery and

implements 443 542 657
Textile machiners (IR 1.707 3
Construction and nmining

machinery Iy 1,755 1524
Electrical machmery amd

apparatus LR LR 3688
Raslway vehicles Y91 1,270 1,130
Road motor vehicles 525K 5.539 6,900
Arreratts, ships and boats 20919 JLOK2 14558
Oflice machines 40 578 790
Tora 19,225 18,771 23,355

Seniree Government of Pakastan, Federal Burcau of Statistics
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The 1989 Industrial Policy Package has granted an income tax holiday for a period of 8 years
tor all industnes to be located in selected industrially backward areas. Customs duty exemptions
have been granted to imports of machinery. provided such machinery 1s not manutactured
locally. These incentives are available to industries set up before 30th June 1993. Concessional
credits. at an interest rate not exceeding 6 per cent. are also available from financial institutions
and banks for the purchase of locally-manufactured machinery.

At present cottage industry subsidies and incentives are limited to enterprises with asset value
worth Rs 100.000. This means that no cottage industry type concessions and incentives are
presently available to engineering units. For engineering entrepreneurs with a fixed asset
value in the Rs 500.000 — 1.000.000 range. more incentives could be made available. More
significant is the fact that there exists no consistent policy package tor involving local
engineering plants on a subcontracting basis in the major national projects. International tenders
tor work on these projects do not stipulate that local expertise and resources should be utilized
for design and manefacturing purposes, and measures could be formulated to exploit these
possibilities to speed up development in the engincering industry. There is also considerable
scope for stimulating co-operation between transnational corporations and local enterprises
to acquire modern technoiogies. This should be part of a national technology policy.*

Electrical capital goods: a case for amalgamation of small uniis

A quick glance at Table HI.14 strikingly reveals the supply gap in clectrical capital goods.
The capacity utilization rates in most recognized manufacturing units are far below the installed
capacity. The projected demand for 1992/93 indicates the need for optimal use of installed
capacity and further development of the industry to keep pace with rising demand.

Utilization rates were lowest in generators. electric motors. power transformers and circuit
breakers. In the latter two product categories. the future supply gap is likely to be highest.
Even in the mid-1980s. with much lower demand levels. Pakistan had to import that type
of equipment.

The number of units in many cases is too small to exploit the economies of scale available
in the industry. Their small size may also mean that they have neither a sufficient number
of highly qualified technicians nor sufficient capital to install the latest production equipment.
This would account for the relatively low quality of much of the -Jomestic output of electrical
capital goods. In order to raise quality and output, amalgamation of smaller units may be
sought. This would help to achieve cconomies of scale that could facilitate rationalization
of production which is necessary in many product categories.

Domestic appliances and electrical consumer goods: the challenge of import penetration

The gap between the production capacity of the domestic industry and the demand in the
Pakistan market is even wider in the case of electrical appliances. As Table HH.15 shows,
there is excess capacity ... all the listed product groups, and in some cases (refrigerators,
air conditioners) imports outstrip domestic production. Utilization rates are below 30 per
cent in most product groups. Reportedly ., the situation is better in the radio/television industry.,
where some 80 per cent of the market is supplicd by domestically produced goods. Foreign
enterprise also accounts for a large share in the domestic output of radios and TV-scts, and
these firms planned expansion in 1988/89.

* Foran analytical exposition of technology policy issues and constraints facing engineering industries, see

“Engincering industry: time for technology policy . Pakistan and Gulf Feonomise (October 1420, 1989, pp.
26 44




Table II1.14. Installed capacity of electrical capital goods industries in 1985/86 and demand forecast for 1992/93

Total
Recognized installed Utilization of Demiand
manufacturing capacity capucity forecast”
ltems units 1985/86 (Pereentage) 1992/93
Transformers
a) Distribution transformers 8 2,800 MVA 50-60 3,950 MVA
b) Power transformers: 66 kV and
132 kV k] 400 MVA J0-40 1,664 MVA
Switchgear and controlgear 6 6,000 panels 50-60 8,185 pancls
and boards and boards
Conductors 10 40,000 tonnes 40-50 52,615 tonnes
PVC cables 8 30,000 tonnes 40-50 41,900 tonnes
Insulators 2 5.000 tonnes 50-60 6,236 tonnes
11 kV Dropout fuse fittings 7 300,000 units 20-30 .
Electric motors 20 700,000 HP 10-40 880,000 HP
Generators and diesel generating sets 3 100,000 kVA 30-40 136,410 kVA
Electricity meters
— Single phase 4 755,000 units 6070 -
~ Three :hasc 3 114,000 units 70 - 80 } 1,676 mittion
Miniature circuit
breakers single, double,
triple pole 40 Amps/500 Volis 1 150,000 units 20-25 292,310 units

Source: Economic Review (August 1988).
a/ Based on the demand forecast for the Seventh Five-Year Plan.
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Table 111.15. Pertormance of domestic appliances

and consumer goods in the organized sector, 1985/86

Industry s
Number of Existing Annuul share in Utifization
recognized installed domestiv domestic of
ltems manulacturing capacity demand Imports market capacity
units (Number) (Number) (Number) {(Number) tPercentage)
Refrigerators, deep 13 125,000 115,000 90,000 25,000 20
trecsers
Air conditioners 13 71,000 IR.000 28,000 10,000 I8
Electric fans SO 1.8¢ F00.00) 20,000 680,000 45
million
Incandescent lamps 8 97 54 9 45 56
million nillion mitlion million
Fluorescent lamps 9 139 5.6 1.6 4 29
million million million willion

Source: Economic Review (Aupust 1988).

a Including a 0.5 million installed capacity of unorganized units.
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A tairly large proportion of imported clectrical appliances is known to enter the country in
the perscnal baggage of people returning tfrom travel abroad. This makes it difticult to control
imports. If the domestic industry is to be competitive. it is clear that quality and satety standards
will have to be improved. *

Automobiles: accelerated expansion

The automotive industry in Pakistan started with assembly operations in the 1950s and 1960s.
In 1973, a public company. the Pakistan Automobile Corporation (PACO). was set up to
develop a supporting engineering infrastructure. obtain advanced technology and initiate import-
substituting domestic car manufacturing. PACO co-ordinates the activities of 11 aftiliated
companies and four joint ventures.

The total number of locally assembled vehicles is estimated to rise from 44211 in 1987/88
to 70.000 in 1992/93. Table II1.16 reports the sales of motor vehicles in 1985/86 — 1987/88.
The sale of jeeps. trucks and buses has stagnated. The sale of light commercial vehicles in
1987/88 fell for the third consceutive year, while tractors recorded a steady increase in sale
for three consecutive years. Capacity utilization in the production of trucks. buscs and tractors
declined in recent years in contrast to a rapidly rising capacity utilization rate in the production
of cars.

The government’s indigenization policy has paid off in some areas. while it remains theory
in some crucial segments of the automobile industry. A successful deletion programme by
Bedtord Truck. which had achieved 65 per cent of local content with one of its models over
a twenty-year period. failed as the government recently allowed Bedford 1o scrap the model.
On the other hand. the PACO units have developed a network of 450 local vendors for the
production of vehicle parts and components at competitive prices. The PACO group has
achieved indigenization across different segments of the automobile industry ranging from
20 per cent to 82 per cent. With the aid of assistance rendered by UNIDO, PACO cestablished
a Vendor Development and Trainiag Cell to provide technical information and training to
prospective vendors for the manufacture of auto parts conforming to international specifications.
By the end of 1988 around 400 vendors supplied locally produced components to PACO
units. The annual value was Rs 1.2 billion.

Table I11.16. Sales of locally assembled motor vehicles, 1985/86~ 198~

(Numbcr)

198.5/86 1986 87 SR
Truckhs 2.245 2.371 2,380
Buses S0 517 §28
Light commercial vehicles 12,384 11.306 11.257
Jeeps 2243 2,164 2210
Tractors 9.626 10,780 11.780
Cars (Suzuh) 800 ¢0) 15.978 13,783 16,680
Total 43,061 40,921 44,832

Somrce: Pahistan Automobile Corporation.
a Projection

* For example, electric Fams are often manutactared by small producers who devote very hittle attention 1o safety
standards . Hence nmiany consumers are prepired to pay twace as much as for anmported fan ot g well known
brand than for the local product




72 Industry Branch Profiles: Retrospects and Prospects

Currently there are 200 auto parts-manutacturing umits. public and private. in operation in
the organized and unorganized sectors. Around 81 per cent of the installed capacity in the
production of auto parts is located in Sind. while the remaining 19 per cent is siteated in
Punjab. The leading units include Allwin Engineering. Baluchistan Wheels. Landhi Engineering
and Pak Machine Tool Factory. The fatter company . tor example. has become a major supplier
of transmissions to the domestic market. Pakistan still imported Rs 6,969 million-worth of
vehicle parts in 1987/88.

Little progress has been made in the indigenization programme of Pak Suzuki Motor Company .
a joint venture between PACO and Suzuki Motor Company Limited (SMC). Japan. The
company is producing 800 cc vehicles and recently launched @n expansion programme to
build a 1.000 cc range car. This joint venture failed to achieve the use ot local content above
30 per cent. while the target was set at 80 per cent. In jeep assembly only 18 per cent deletion
has been achieved. The Suzuki plant pushed for lower deletion targets. and the period of
deletion was extended up to 1995 with reduction in the use of local components. The World
Bank has agreed to provide $S17.5 million to Pakistan to produce exportable 800 ¢c and 1000 cc
Suzuki cars. The total cost of expanding the Suzuki Company is estimated at Rs 1.4 billion
(365 million). The national Development Finance Corporation (Pakistan’s largest DFD s
providing 516 million tor this project.

Pak Suzuki achieved @ commendable financial success. and its contribution to the exchequer
in its six years of operation has been very significant. In the face of Pak Suzuki's high
profitability . the other major Japanese car manutacturers. as well as Fiat and Peugeot. have
shown an interest in locally manutacturing small cars and a range of pick-ups and vans. in
mid- 1989 Toyota succeeded in obtaining a licence for a new car plant to produce cars with
13.5 per cent local content. which shows that foreign firms can successtully negotiate with
the Government of Pakistan for tlexibility in industrial policy.

A private plant is being established in Sind to produce compuicnis of Tovota cars locally .
This project is being sponsored by the Habib Group (one of Pakistan’s largest business houses).
The plant is to have an annual capacity to manufacture 10.000 Toyota Corolla cars. 6.((K)
units of Hilex pick-ups. 200 units of Hi-ace vans and 200 land cruiser jeeps. The project
is to be implemented in three phases. Tovota of Japan will acquire a 25 per cent equity stake.
The project will cost Rs 850 million (539.8 million) and external loan financing will amoumnt
to $12 million.

Sind Engincering Linuted (SEL) has plans to set up a new engine assembly plani for MAZDA
engines from parts imported in a completely knocked down (CKD) condition. The project
— the first of its kind — will be operational in 1990. The total cost of the project is estimated
at Rs 5.0 million (3234 thousand) out of which Rs 2.0 million will be spent on the construction
of the building. The plant will be run on computerized and scientitic hines and Japanese experts
will visit SEL to train its workers. Plans arc under way to introduce a new range of MAZDA
products — B-2200 pick-ups. and 15- as well as 12-seater MAZDA E series vans - within
the next six months to optimize the production facilities.




IV

CHANGING INDUSTRIAL STRATEGY,
POLICY ISSUES AND INSTITUTIONAL
FRAMEWORK

A. INDUSTRIAL STRATEGY AND PLANNING

For well over a decade Pakistan has been follov-ing a more liberal industriai policy with
renewed encouragement of the private sector. Priv-tization received a new connotation when
the new government. in 1989, launched a major programme to divest a part of public sector
shares to the private sector.

Although the private sector has been assigned an increasingly important role. the public sector
remains crucial in view of its central role in producing certain key products and the associated
downstream industries. Government industrial policy in favour of public sector investment
will need to concentrate in areas where private investment has been lacking — such as steel,
heavy engineering, fertilizers, petrochemicals, etc. Priority in public sector investment is
being accorded to the development of steel-based engineering industries, agro- and mineral-
based industries, and agricultural input industries. As a result of inefficiency, public sector
investments have come under increasing criticism.

Policy initiatives in pursuit of de-regulation and liberalization during 1982/83 —[987/88
included inter alia: an increase in the investment sanction limit; drastic reduction in the list
of specified industries (which require government sanction): reduction of tariffs on a number
of raw materials; intermediate and capital goods; introduction of a three-year liberal trade
policy: and upgrading of an Industrial Incentives Reform Cell (IIRC) into a Tariff Comniission
in 1989 to make recommendations on fiscal anomalies and effective protection.

A series of measures has been introduced to de-regulate industrial operations in the cement,
oil-seeds and fertilizer industries. Private investment was permitted in cement production
and State-owned enterprises were allowed to vary their prices. Subsidies were substantially
reduced and cement imports permitted. A similar package of de-regulation and reform was
adopted for the oil-seeds sector and a major divesture programme was initiated by the public
ghec corporation.

The new course of de-regulation and liberalization had a mixed impact on private-sector
investment during the Sixth Five-Year Plan (1983/84 — 1987/88). Private investment in small-
scale, agro-industries and non-metallic minerals exceeded the Plan target. In textiles, chemicals,
pharmaceuticals, rubber and miscellancous products private investment was in line with the
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targets sct for the Plan period. However. private investment in petrochemicals and tertilizers
tell far short of expectations. while it was only 67 per cent of the Plan target in basic metal
and other engineering industries.

The private sector has generally been reluctant to invest in long-gestation capital-intensive
industries in the absence of fong-term commitments tor protection and incentives. Low tarifts
onimported capital goods have meant strong competitive pressures from {oreign producers.
This is one major reason for fow private investrnent in engineering industries. Lack of a secure
and inexpensive supply of gas inhibited private investment in the fertlizer industry. The high
cost of some of the industaal inputs has made export industries less attractive than import-
substituting industries.

During the Sceventh Plan period (1988/89 — 1992/93) poiicies and incentives are being
formulated to ercourage key industries such as engineering and high technology industries
and to stimulate the modernization of agro-processing industries. Emphasis is placed on more

cfficient export-oriented and sophisticated  industries and on fostering  the process of

industrialization ia less-developed areas.

The Scventh Plan envisages @ substantial increase in private investment. Of the projected
private investment of Rs 87.6 hillion, compared with Rs 9 billion for the public sector, Rs
22 billion is carmarked for the engineering goods industry, Rs 19.6 billion for the agro-based
and small-scale industries. Rs 24.9 billion for the textile industry and Rs 14 billion for the
chemical industry. The reniuning Rs 7.1 bilhion is planned tor other industries. It is hoped
that the new waves of liberalizati-n and fresh incentives will attract the private sector to key
priority sectors where suppiy shortages persist. ¢.g.. clectricnty generation, telecommunications
and roads. Negotiations are under way to create a $600 million private sector fund in order
to promoie private investment in clectricity generation. This investment fund is Tikely to be
contributed by both bilateral and multilateral agencies.

An increase in the outlay for small-scale industries is expected to enhance their employment
potential. The Plan also endeavours to strengthen linkages betw cen smali engineering industrics
and large-scale industries through the encouragement of subcontracting arrangements. The
Plan envisages an annual average growth rate of 8.1 per cent in industrial output during
1988/89 — 1992/93. The targeted growth rate is optimistic. particularly for large-scale
manufacturing.

The Seventh Five-Year Plan commenced at a time whea the IME World Bank-induced
conditionality was accepted by the government for a three-year period. It is important to
examine the prospects tor industrial growth in the light of the influence of the IMF and World
Bank recommniendations on industrial policy in Pakistan.

B. THE INFLUENCE OF THE IMF AND WORLD BANK

Within the context of the December 1988 three-year agreement with the IME. the Government
of Pakistan 1s formally committed to “consult with the Managing Director of the Fun!t on
the adoption of any measures that may be appropriaic ... or whenever the Managing Director
requests such consultation. ™ The industrial policy outlined in the letter of intent commits
the government to the following:

(1 de regulating business decisions;
(i linting the list of specitied industries:

IME docwment ERD 8K 331 November 1988, veproduced i Brsmess Reconder tKarachn, Tane 1 T84y
Fhe IME agreement was siened by the precious govermment. but has been taliv endorsed by the nes convermment
Phe present govermmient s mote coneerned about presers g ats ties wathe the IME and the World Bank
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(1i1) raising the investment sanctioning linut a: ually:*
(iv) phasing out industrial location policies over a three-vear period. aad provision of
infrastructural services at prices that reflect economic costs:
(v) divesting the shares of public sector companies to the private sector:
(vi) institutir @ 2 corporate rationalization programme to enhance efficieney in the
remaining. i.c.. non-divested. public enterprises:
(vii) consider, g a realistic trade regime as a primary investment or structural adjustment
cttort:
(vii)) enhancing export incentives:
(ix) reducing the level of protection accorded to different industries:
(x) reducing the list of restricted import items as well as those subject to quantitative
restrictions:
(xi) achieving a tariff range of 0 to 100 per cent by Ist July 1990: and
(xii) phasing out all tarift exemptions by 1990/91 except duty drawback for exporters.
exemptions for import of capital equipment in key industries and reasonable baggage
allowances.

In addition to the above industry-specific recommendations. the following prescriptions of
the IMF’s macroeconomic recipe have a direct impact on industrial development in Pakistan.

(1) anincrease in the level of indirect taxation (in the form of a generalized sales taxy
by July 199G

(i) withdrawal of subsidies on gas. electricity. telephones and fertilizers:

(ii1) an increase in oroducer prices of major crops (wheat, cotton. sugar-cane. rice and
oil sceds) and in the prices of petroleum products:

(ivya 12.5 per cent reduction in the public sector development programme during the
agreement period (1989 —1991): and

(v) restriction on government borrowing and credit allocation to the private sector,

The overall thrust of the IMF/World Bank-induced policy pronouncement is industrial de-
regulation and privatization. In order to stimulate private industrial investment the World
Bank has cxtended three major industrial investment credits (IICs) to Pakistan. The purpose
of these credits has been to restructure the industrial financing system and to further develop
the capital market. The present HC (totalling $148 million) is concerned with increasing the
availability of equity tinance through the development of the Karachi and Lahore Stock Markets
and increasing the competition among major institutions involved in the promotion of industrial
finance. During negotiations with the World Bank. the government agreed 1o facilitate financial
institutions” membership of the Karachi Stock Exchange and to implement business
diversification programmes by the Pakistan Industrial Credit and Investment Corporation
(PICIC) and Industrial Development Bank of Pakistan (IDBP) in order to provide a wide
range of financial scrvices.

Phasing our non-tariff barriers

The World Bank*# argues that Pakistan’s trade rezime provides high and extremely uneven
levels of protection to various demestic industries. vith many commaodities benefiting from
almost absolute protection. Due to exemptions, baggage allowances and extensive smuggling.
some products enjoy lower nominal protection than those implicd by the statutory tariff rates.
This combination of heavy protection and extensive exemptions and import lcakages (formal
and informal) has 1estered an inconsistent structure of protection with indeterniinate and.
perhaps. continuously changing ceffects on the incentives for industrial investment. As a result,
socially suboptimal production and investment decisions in terms of production mix,

* The it was rnsed from Rs 700 anllion i 1985 16 Rs | llon i 959,

©r World Bank. Pakosian: Growth Dhrowsth Adpeament (Washington, 1) O, T98K), Report No. 7THIS PAK. p 71,
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diversification and plant scale are being undertaken while other economic opportunities are
toregone. Finally. as a result of the complexity and diverse etfects of various elements of
the protective structure. it is very difficult for the government to determine the etfects of
the present import regime and thus administer the protective system in a way that supports
Pakistan’s cconomic objectives.

On the basis of this analysis the World Bank argues the case ©or Pakistan phasing out non-
tariff barricrs. lowering terifts. eliminating exemptions and devaluating the rupee in terns
of major trading partner currencies. The World Bank has drawn up a two-phase trade reform
package for Pakistan:*

Phase one:

(i) replace existing bans and restrictions with tarift protection (except for those regulations
instituted for non-economic objectives such as health, safety. religious. and national
security purposes), and also remove the remaining value limits on imports of
machinery and millwork:

(i1) abolish surcharges (except for Igra)** and raise the customs duty on duty-free items
to at feast 10 per cent:

(iii) lower prohibitively high tarifls;

(iv) maintain the export promotion measures supporting freer access to imports, and reduce
duty exemptions/concessions (with the exception of inputs for export products and
the duty-free baggage allowance. whose scope ought to be gradually reduced):

(v) rationalize the taritf structure to remove various anomalies: and

(vi) introduce special excise taxes on consumption of luxury goods.

Phase two:
(i) lower all tarift rates from a maximum ceiling of, say. 120 per cent initially. and
gradually reduce these maximum ceilings. in two to three successive years, to about
50-60 per cent; and
(i1) complete the phasing out of non-export related duty exemptions/concessions and
the differential treatment of imports.
In the face of a mounting pressure to liberalize the industrial policy and tradc regimes, the
new government remained fully committed to de-regulation and tarift reform initiatives.

C. THE NEW INDUSTRIAL POLICY PACKAGE

New waves of liberalization

The “Industrial Policy Package 1989° was formulated with a view to overcoming the
inadequacies of the industrial development policies of the past. The sanctioning procedure
has been liberalized: projects costing Iess than Rs 1 billion no longer require sanctioning
provided the entire amount is realized from private sources, except for those projects which
fall within the specified list or where foreign equity is 50 per cent or more. The list of specitied
industries necessitating government approval has been reduced from 12 6 7. The sanctioning
procedure has been simplified and a time limit of 60 days has been fixed for approval of
a project whenever sanction is required. Under the new policy the Ministry of Industrics
would ensure the supply of infrastructural facilities to the industries within 60 days of approval
of a project. Other salient features of the New Industrial Policy Package include an array
of incentives and a “one window” facility to speed up the pace of industrial investment in
the country. The Policy Package aims at achieving the following objcctives:

* Ibid, pp. 76 and 77.

7o dgra s an cducation tax.
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(1) creating employment opportunities through the development of labour-intensive
projects:
(it) reducing regional imbalances in industrial development:
(iii) assigning a pivotal role to smell-scale industries: and
(iv) developing key industries such as biotechnology. fibre optics. solar energy equipment.
computers and software. electronic equipment and fertilizers.

De-regulation

With a view to removing the difficulties faced by local as well as foreign entreprencurs in
obtaining sanctions for the establishment of industrial enterprises. the Board of Investment
(BOI) headed by the Prime Minister and the Commitiee of Investment (COI headed by the
Minister for Industries were constituted. The present government dissoived the Board of
Investment and restored the sanctioning authority of the Investment Promotion Burcau. Under
the 1989 New Industrial Policy Package BOI sanction will be required only in the following
cases:

(1) industrial units costing over Rs 1.000 million:

(i1) specitied industries. namely. arms and ammunition. security. currency printing and
mint, high explosives. radioactive substances. uicohol and beverages based on
imported concentrates. manufacture of automobiles. tractors, farm machinery and
petroleum blending plants; and

(iil) projects where major policy decisions are involved.

The sanctioning procedure has been liberalized. giving maximum liberty to the entrepreneur
for the selection and establishment of enterprises. The sponsors can also apply directly to
commercial banks and development finance institutions for financial assistance. Those
implementing a project requiring no sanction of the government can apply directly to the
Chiet Controller of Imports and Exports for an import licence or permit for plant and
machinery. Obtaining a No Objection Ceriiticate (NOC) from the Provincial Government
has also been simplitied.

Fresh incentives

A four-year tax holiday has been allowed throughout Pakistan to those key industries which
are established up to the end of the Seventh Plan, i.c.. 30th June 1993, This income tax holiday
is admissible for a period of 8 years for all industries proposed to be located in selected less
developed arcas. A higher income tax rebate has been granted for higher value added exports.
Export carnings from textile garments, leather garments, engineering goods and electronics
are cligible for 75 per cent income tax rebate. compared with 50 per cent for other items,

The key industries are exempt from payment of customs duty on imported machinery. provided
such machinery is not manutactured locally. The incentives will be admissible to industrics
sct up between 1988/89 und 1992/93. The output of industries set up in selected backward
arcas s exempt from sales tax for a period of 8 years. Quantitadive restrictions and non-tariff
barriers on 162 import items have been removed with a view to ensuring an adequate supply
of raw materials to domestic producers. The negative list of imports has been reduced
significantly. Duty drawback is to be paid within one week.

Overscas Pakistanis are not required to disclose the origin of the funds for investment, and
can import sccond-hand machinery without producing a surveyor’s certificate. There is no
restriction on the re-sale of the machinery after it has been imported. Oversceas Pakistanis
are also permitted to invest their savings in new public share otters. Further, non-resident
Pakistanis can invest in industrial projects in the Karachi Export Processing Zone (KEPZ)
on the hasis of regulations for non-repatriable investment.
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The indigenization policy

The indigenization policy encourages linkage. besveen large 2nd medium/small industries
and the saving of foreign exchange. Duty on raw materials used by engineering industry
or by their vendor units is capletely waived or substantially reduced. There are no capacity
restrictions on industries covered by the deletion programme. The customs duty exemption
on raw materials extended to assembly-cum-manufacturing units is also extended to their
approved sub-units. to the extent that those manutacturing items come under the deletion policy.

Industrialists are provided with loans at concessional interest in order to encourage the use
of focally manutactured machinery. A penalty duty of 100 per cent over and above the existing
rate of duty may be levied it any item is not deleted as per the scnedule. A separate celi
has been set up in the Ministry of Industries with a view to formulating and monitoring the
deletion programme of all the automotive, electrical engineering and other industries in the
public and private sectors.

The indigenization policy in Pakistan will need to be streamlined with a view to formulaiing
a cohesive strategy conducive to foreign investors as well as achieving the basic objectives.
This calls for an in-depth study of factors thai continue to impede the country’s progress
in indigenization.

D. REVIEW AND APPRAISAL OF INDUSTRIAL POLICY

Policy continuity

Since the advent of the present regime the process of liberalization is being speeded up. as
the present governmeni semains fully committed to the progressive expansion of the private
sector. There has been a sharp reduction in the number of industries resersed tor the public
sector. and new avenues are open to the private sector. The government also commits itself
not to nationalize any industrial unit in the future.

Liberalization, de-regulation and new incentives can foster industrial development when the
provincial authorities participate fully in the new course of industrial revitalization. Without
a significant increase in the resources of the concerned provincial authorities. who are in
charge of providing infrastructural facilities. the practical implementation of new incentives
may be difficult. The New Package ensures the supply of infrastructural tacilities within 60
days of the approval of an industrial project. This necessitates provineial co-operation to gear
the local machinery in charge of these facilities. Tt is also felt that representations from the
Central Board of Revenue. the Customs Department and financial institutions in decision-
making bodies would tacilitate the smooth implementation of industrial de-regulation policies.

Incompatible fiscal policy

An o, feature of the industrial incentive system is the gra ™ phasing out of exemptions.,
subsidics. cte. There has been an increase in the tax burden as a large number of industries
previously exempted from sales tax are now subject to it As aresult of ancincrease in the
tax hurden the corporate saving rate is expected to remain stagnant dusing the fiscal year
1989/90. A number of major industrial units — in the textile and sugar sectors in particular

staged protracted lock-outs tollowing the extension of siles tax coverage in the 1989/90
budget. Recently there w partial retraction of sales tax extension measures. The IME/World
Bank-induced fiscal re as tend 1o be restrictionist, given o reduction in savings il
investnent.
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Closing down “sick ™ industrial units

The government is for the first time in over 40 years committed to permanently closing down

"sick” public sector units. Banks and financial institutions have been instructed to develop
financial packages for the liquidation of “sick™ units. The phasing out of the “sick™ units is
part of a more comprehensive State withdrawal from manufacturing investment both as owner
and regulator.

It is estimated that around 1.000 industries are non- operational. The new government's
determination to permanently close down sick units was timely. But liquidation of a company
does not necessarily mean the physical destrnction of assets. These assets could be used by
other industries. There is a need to formulate a comprehensive policy for putting the physical
assets of non-operational units to alternative uses. Concessional financial assistance would
be needed to tacilitate such an exercise.

Foreign investment

Foreign investment has remained concentrated in a small number of subsectors — fertilizers.
petroleum. tobacco. food manutacturing and electricals. Further foreign investment has been
oriented towards projects where initial fixed capital costs were high or where foreign
collaboration was essential due to changing production technologies. There has been liitle
incentive for the creation of linkages with local manutactures. Product technologics. especially
in pharmaceuticals. beverages. twbacco and electronics have been jealously guarded and new
investment has been low,

There has been continuing dialogue between foreign companies and the government regarding
the determination of technical fees and royalties. particularly in projects involving the import
of advanced technology. Government guidelines are regarded as inadequate by many foreign
companies despite the new waves of liberalization.

The most important constraints on the growth of forcign private manutacturing investment
have been the infrastructural bottle-necks. This is true in all regions with the exception of
a few major aties. Continuing energy shortages have been particularly inhibiting. The
transportation and telecommunications bottle-necks have also been serious constraints.
Stimulating foreign investment would involve more than offering attractive incentive packages.
Improving the forcign investment climate requires an immediate improvement in the law and
order situation. and an increased commitment of financial resources to reduce cnergy and
transportation constraints over the medium run. Moreover, adequate physical infrastructure
will have to be provided in arcas which have a strong industrialization potential,

New trade policy

In spite of some progress in implementing the reforms suggested by the World Bank, trade
performance has not improved. Pakistan’s manufactured export performance has been
distressingly poor in recent years. A major impediment to the growth of engineering exports
has been the widening conflict between the two major public sector engineering companics.
Karachi Shipyard and Heavy Mechanical Companies on the one hand and Itetag Foundries
Ltd (the Teading private-sector engineering tirm) on the other. ftefagq Foundries was unable
to produce for most of 1989 because Karachi Shipyard and Pakistan Railways retused to
unload and transport raw materials purchased by Itefaq. These problems will need to be
addressed with an objective evaluation of political conflicts that hinder industrial performance.
Product groups in which. according 1o World Bank estimates. the effective exchange rates
are most favourable to exporters (¢.g. manufaciured exports) have not performed better than
others. Terms of trade continue to be unfavourable and there are simply fev: reasons for
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believing that eliminating the presumed anti-export basis in the protectionist system will
stimulate exports. Low price elasticities of demand for textiles and clothing exports may
continue seriously to constrain the growth of Pakistan’s exports in the medium run.

Technology policv*

A serious drawback of past industrialization strategies has been the lack of clearly defined
means for absorption and promotion of industrial technology. The frontiers of modern
technologies have not been properly assessed. This problem manifests itself in a number of
ways. e.g.. weak appraisal of modern technology . lack of information on the costs and benefits
of alternative technologies. lack of importance attached to the technology issue at the time
of implementing projects. and I~ck of management capability for the smoother transter of
technology.

There is a need to make a comprehensive évaluation of the role of existing technical universities,
technology research centres and regulatory agencies related to industrial technology transter
and development. Without closer linkage to these rescarch organizations and in-house R &
D efforts industry will hardly be able to modernize and become internationally competitive.
The small-scale engineering units have limited access to the latest technology . Institutional
arrangements ‘or the transfer. development and dissemination of information on technology
to small industries are deemed vital. The Seventh Plan devotes some attention to technology
transfer through subcontracting and the new policy package explicitly reters to the introduction
of new technologies as a major issue. But the technology policy deserves more attention to
enable Pakistan industry to modernize and become more competitive.

Industrial location policy

In order to achieve regional balance in industrial development it is necessary to identify growth
opportunities in each province and to create infrastructural facilities after careful assessment
of suitable ventures in those areas. Although provincial governments have identificd many
growth areas. the problem is to sclect the most logical arcas on the basis of cconomic criteria.
A decentralized provincial emphasis would also need to pay attention to economics of scale
and the locational requirements of various industries.

Some provincial governments argue the case for the public sector playing a significant role
in the most backward areas. If such initiatives are to be subsidized. the pros and cons of
such an exercise will need to be analyzed in the light of its long-term implications for striking
a regional balance ir industrial development.

Capaciry utilization

Much of the policy focus hitherto has been on investment planning. An examination of
production planning is warranted to identify the determinants of optimal use of existing
production tacilities. Sizeable capacity in manufacturing remains unutilized mainly because
of supply constraints. There exists substantial scape for changes in the supply response of
these factors to industrial revival. However, when domestic supplies of industrial inputs fail
to meet demand. there is a clear case tor making more favourable allocations of foreign
exchange for the import of raw matesials.

Assistance to input supphes can be especially effective in solving difficulties experienced
by small firms in capacity utilization. Input supply constraints could be cased 1o a large extent
through the hiberalization of bank credit for raw material purchases. Import of raw materials
by smali-scale industries could also reduce their competitive disadvantage and mahke them

* The followang section s based on specific recommendations of an Expert Working Group on Industrial Pobicy
and Stratepy - Sce Eeonomie Review (Karache 1988, VoL XIX. No S, pp. 2736
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more efficient in utilizing existing capacity. Underutilization of capacity is often related to
labour disputes. New incentive schemes with wage remuneration for greater productivity
could enhance capacity utilization.

The role of the public sector

The public corporations sponsored by the Federal Government hold assets worth Rs 27.08
billion in manufacturing. Financial allocations for the modernization and expansion of existing
enterprises imply a rise in public-sector industnial activity in absolute terms. The expansion
should be matched by further rises in performance. As mentioned earlier. commercialization
of the public corporate sector has enhanced the financial performance of many enterprises.
Nevertheless. bureaucratic practices still impede performance in many instances. A more
business-oriented public corporate planning policy couid help to further improve the
performance of the public sector. There is a need to prepare strategic plans for the public
sector and further privatization of public sector industries may have to be contemplated.

Wage increases in public sector enterprises could be related directly to corporate profitability .
Public sector projects will need to be treated on a par with private-sector projects in matters
related to pricing. project approval. financing and tanff protection. Additional investment
will have to be financed from internal reinvestible funds. Internal gene-ation of resources
for such a task calls for determined efforts towards restructuring some public-sector enterprises.
The new divesture policy has created an uncertain environment for the public-sector enterprises.
This affects the operating environment and staff morale. A clearly formulated divestment
policy which takes account of all these relevant aspects is therefore needed.

Downstream enterprises

The creation of downstream industries has not been clearly conceptualized. Around 41 per
cent of the total industrial investment is earmarked for basic metal, engineering goods,
chemicals, petrochemicals, fertilizers and pesticides during the Seventh Plan with a hope
that there will be simultaneous development of respective downstream industries. The expected
structural change that these industries were to bring about did not occur during the Sixth
Plan period.

In the case of petrochemicals, an opiion open to the Government of Pakistan is to negotiate
with large enterprises in Asia to ensure the supply of raw materials at tavourable prices in
return for equity investment in downstream petrochemical projects in Pakistan. A well-defined
indigenization policy for the engincering industries could be formulated to promote downstream
activities.

Energy

There is considerable emphasis on private investment in the energy sector now. This policy
initiative won the approbation of scveral multilateral and bilateral agencies. But even if all
hydro. thermal, coal. nuclear and conventional resources for generating clectricity are employed
the supply may not keep pace with the growing needs for industrial and other uses. A need
exists (o examine other options.

Pakistan is in a privileged position to explore the possibility of Lsing solar energy technology.
Maodern and advanced methods have recently come to light and a number of countries have
developed programmes on solar cnergy. Such initiatives could form an integral pant of industrial
planning in Pakistan in order to achicve self-reliance in meeting the country's energy needs.
Government rescarch institutions and private organizations may be encouraged to explore
the possibilities of alternative sources of cnergy.
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E. INSTITUTIONS FOR INDUSTRIAL FINANCE

A Kkey clement within the industrial incentive system has been the provision of low-cost
industrial finance. The five national commercial banks (NCBs) in an average typical year
account for about 85 to 90 per cent of all advances. The State Bank makes specitic credit
allocations to the NCBs which cannot be utilized for other puiposes. With the development
of the Term Finance Centiticate (TFC) term lending has become very popular since 1983,
In 1987 1ctual disbursement of term loans to industry amounted to Ry 4 billion. representing
about 45 per cent of gross tixed investment. Loan fiancing is of critical importonce in
maintaining industrial investment fevels.

The following are the key financial institutions:

— The Pakistan Industrial Credit and Investment Corporation (PICIC)
This is the only privately-owned institution: it is specialized in foreign exchange [oans
to medium- and large-scale industry.

— The Industrial Development Bank of Pakistan (IDPB)
Its activities tocus on medium- and small-scale industry.

— The National Development Finance Corporation (NDFC)
This institution provides term financing and working capital.

— Buankers® Equity Limited (BEL)
Originally an Islamic financial institution. Itunderwrites equity issues and arranges consortia
hinance participation by the NCBs.

— The Investment Corporation of Pakistan (ICP)
Engages in similar financing activities. and operates @ number of mutual funds.

— The National Investment Trust (NIT)
This institution operates mutual funds and unit trust schemes.

-— Pak-Kuwait. Pak-Libya. Pak-Saudi
Joint ventures, providing loans and venture capital.

— Leasing companies
A number of these have been established since 1985, They cater for small-scale enterprises.

Since the adoption of a tight money policy by the centrai bank. the Development Finance
Institutions (DFIs) have become more caatious. Some. such as the IDBP, have taced serious
problems of default. Although BOI's emphasis on speedy decisions have led 1o a spate of
projectapprovals by NDFC. BEL and PICIC during 1989, these have remained concentrated
among a small number of business houses. Continuation of 4 conservative monetary policy
will mean a reduction in the level of industrial credit. This will disproportionate!y affect small-
seale and medium-scale enterprises.




RESOURCES FOR INDUSTRIAL
DEVELOPMENT

A. AGRICULTURAL RESOURCES

Food and cask crops: enhancing productivity

The major food and cash crops have recently achieved significant productivity growth rates
due to the combined etfects of favourable weather conditions. introduction of new high vielding
varieties. increased availability of fertilizer inputs and pesticide. policy measures facilitating
investments in water development and irmigation systems and. in particular. higher procurement
and support prices.

Self-sufficiency has now been achieved in respect of ali major food crops. with the exception
of edible oils. The major food grain crop is wheat with a total production of 12.9 million
tonnes in 1987/88. followe by rice with 3.3 million tonnes and maize with 1.1 million tonnes.
The two major food crops which reached the highest production growth rates during
1970 - 1989 were cotton, wheat and maize (see Table V.1). In 198889 the quantum indices
(1969/70 = 100) reached a level of 223 for wheat and 186 ¢ maize compared to an average
index value of 179 for total agricultural production. Of the cash crops. the most important
are sugar-cane and cotton: 33.7 million tonnes of sugar cane and 1.4 million tonnes of raw
cotton were produced in 1988/89. Production growth was highest for cotton.

Pakistan has traditionally been a rice-exporting country. Although rice exports have declined
from $242 million in 1983/84 10 $231 miilion in 1987/88. the country ranks among the world’s
major suppliers. Roughly one-third of exports were of high quality basmati rice and two-
thirds were of other varicties. The other major agricultural export is raw cotton. the export
of which increased from £136.3 million i i983/84 to $380.1 million in 1987/88.

An important scgment of the agricultural sector is the fruit-producing subsector. The rate
of growth of production of citrus, mangoes and guavas has been modest and production levels
of the first two have been subject to some fluctuations (see Table V.2). Banana production
has increased significantly but the quality of Pakistan bananas is low, and little rescarch has
been done to improve upon this.

While export carnings of fruit have increased by more than 250 per cent. the volume of expe:ts
increased by only 60 per cent during 1984/85 — 198788, The increase in export carnings
of fruits has largely been a consequence of improvements in prices. and there has not been
a significant breakthrough in major (particularly Middle Eastern) markets. The fruit-processing
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industry relies exclusively on the surplus of the fresh fruit markets. There are no major firms
with production facilities of their own. and contracting arrangements with truit producers
are very uncommon. * The fruit processors usually work in small-scale establishments and
are in no position to exploit economies of scale. They are unable to guarantee deliveries on
time and are therctore ai a serious disadvantage in the Middle Eastern markets. While the
Seventh Plan recegnizes the importance of the fruit processing industry as an export revenue
generator. a programme to increase the vertical integration of the truit processing industry
has yet to emerge.

The main constraint on the growth of agricultural productivity has been the fand tenure system.
In order to enhance agricultural productivity and inter-sectoral terms of trade. the government
is refying upon the standard IMF package of raising procurement prices and other policies.
However. there has been a simultancous decontrol on the prices of major agricultural inputs
— fertilizers. pesticides. seed. power — and the level of agricultural subsidization has gone
down significantly. This is likely to have a negative impact on the productivity of small-
and medium-sized farms and will possibly increase the concentration of landholdings and
agricultural income.

It may therefore be expected that agricultural productivity will grow slowly and remain
susceptible to changing weather conditions. and — particularly in Punjab and Sind — to floods
which have become more damaging in recent years. Nevertheless supply shortages may not
constitute a major censtraint for the expansion of the agro-based industrial branches in the
medium run.

Fisheries: insufficiently exploited potential

Pakistan has large fish stocks. but most of these have not yet been commercially exploited.
Total catch in 1986/87 amounted to 398.000 tonnes with more than 80 per cent coming from
marine sources (see Table V.3), prawns and shrimps being the main item. Apart from their
importance as a cheap source of protein supply. fish and fish preparations accounted for around
3 per cent of total exports in 1986/87. Their share of GDP. although increasing, has remained
below 1 per cent. About 10 per cent of the output is exported. Processing is minimal.

The government is endeavorring to develop the fisheries sector. Loans for the purchase of
fishing trawlers are granted on very attractive terms. The rehabilitation of the Karachi fishing
harbour and the construction of Korangi fishing harbour are scheduled for completion by
1993, Under the Seventh Plan the Giwadar fisheries harbour-cum-mini-port is to be built

Table V.1. Index value of production of major crops, 1985/86— 1988/89
(1970 71 1)

198RS 86 1986 R7 1987 8% JURX XY
Wheat 218 186 196 AN
Rice (RA] 158 147 139
Mawe 140 158 157 154
Sugar cane 120 129 142 145
Total fond 181 I78 172 18
Cotton n 242 27 259
Tobacco ) t) 6l (M 62

Somrce: Goverament of Pakastan. Pakostun Eeonomie Surves JONS 89 Statistical Appendie, p 44

* The only mtegrated Large scale frnn processor, Mitchell’s of Okara. sold offits farms when st was transterred
trom British to Pakistany ownership.
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Table V.2. Major fruit production and exports, 1984/85-1987/88
(1980 81 = 1001 (Theusand tonnes)

Citrus Mango Banana Gunva Fruit exports

Quantity  Index  Quantity  Index  Quantity Index  Quantity  Index  Quantity  Value Rs

million
1984 85 [.373 148 692 127 R 111} 88 232 66 23
1985 86 1.434 155 713 130 40 107 3 252 96 33
1986 87 1467 15% 737 I35 202 154 39 257 104 543
1937 88 1411 152 712 130 208 159 335 270 108 646
Source: Economic Survex 1985 - 1989_ p 45,
Table V.3. Fish production, 1977/78 - 1986/87
(Thousand metric toanes)
Ycar Manne Total Inland
1977 78 RRE N 1 2679 332
1978 79 257 8 2930 352
1979 80 259.6 300.4 0.8
1930 3} 233.0 2793 46.3
1981 82 261.5 3178 56.3
1982 83 278.2 3373 59.1
1983 34 831 3434 60.3
1984 8S 308.0 378.6 70.6
198S 86 320.0 395.0 7i.0
1986 87 325.0 3938.0 73.0

Source: Minniny of Finance: and Allied Baok Limited. Monthiy Agricultural Review (August 1987).

to provide facilities for the operation of 550 ¢ ill-netters. Facilities for handling and storage
will also be provided. The construction of another fishing harbour at Pasni is envisaged during
1988 — 1993,

A shrimp conservation policy will need to be formulated in order to reduce juvenile mortality.
Experiments will have to be conducted on brackish water shrimp culture in the Indus Delta.
The quality of catch can be cnhanced through training for fishermen and quality control
measures.

Shrimp constitutes around 80 per cent of total fishery exports. Inedible and small fish are
used for the production of fish meal for poultry feed. The Middle East. Japan. the United
States and the United Kingdom and other European countries are the main market destinations
tfor Pakistan’s fish exports. The volume of fish exports fell from 36.3 million kg in 1984/85
10 35.9 million kg in 1985/86. A further fall to 29.6 nuilion kg was estimated for the year
1986/87. The reasons for the fall in the volume of fish exports are an insufficient number
of fish-processing plants and inadequate freezing. cold storage and canning operations.

Exploitation of the country’s fish potential can also stimulate the ship-building industry. So
far. large mechanized vessels and fishing gear have been imported. Table V.4 shows the
number and type of fishing vessels used for inland and marine fishing. Although the number
of fishing craft has gradually increased. this increase is not sufticient to ex,.'oit the country s
fisheries potential, and investiment in additional fishing craft capacity could be undertaken.
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Table V.4. Inland and marine fishing craft, 1977/78 - 1984/85

Intand Manne
Sail-cum
Sal Row mechanized Sail Gikl- Mechanized
Year boats buoats buoats baats Trawlen netier sl boars
197778 8.107 .. .. 6.166 1.151 R¥2 397
1978 79 RAX7 .. .. 5863 1.270 90} .04
1979 30 X.90% . .. 5.908 1.280 95 P.135
1980 81 7.246 9. 145 . SR 1.296 sy 1.333
1981 82 7.887 2.065 .. 5478 1.315 918 1.6
1982 X3 R.018 20068 .. 3.397 765 03 .63}
1983 X4 8.300 2397 5492 3. 1431 1,125 390
1984 85 3.840 2732 .. 2882 i.539 1. IR3 4.163

Sowrce: Directorate of Manne Fisheries.

Livestock products

Livestock contributed a share of 7.4 per cent to GDP in 1987/88. The livestock sector holds
a share of roughiy 15 per cent in total export earnings with leather alone accounting for over
8 per cent. The current Five-Year Plan aims at high growth rates for livestock products.
which is to be achieved above ali by the encouragement of large-scale private farm enterprises.
Table V.5 indicates the production of important livestock products.

The Seventh Plan strategy endeavours to enhance the productivity of livestock. The major
thrust will be towards breed improvement through cross-breeding. artificial insemination and
embryo transfer technology . Research on the utilization of agricultural waste. industrial by-
products and crop residues as animal feed will be intensified. Tie government plans to
discourage the export of molasses and to increase its use as animal feed.

Table V.3. Production of livestock products, 1975/76, 1980/81 and 1988/89

Products Unit 197576 1980 81 TYRE RY
Milk Million tonnes 3.3 9.2 13.7
Mear heet mutton) Million tonnes 0.6 0.8 1.2
Poultry meat Thousand tonnes u A 172
Eggs Million number 1.2 23 4.3
Hides Million number 1.5 4.9 bR |
Shins Million number -8 269 5.2
Wonl Thousand tonnes 0.7 RER 572

Sowrce: Gosernment of Pakistan. Economic Adviser’s Wing. Finance Division. Pukistan Economic Survey,
Statistical Supplemens 1988 89,

A major constraint in realizing the poteatial for incecased productivity is the lack of advisory
services on improved methods of farm management and nutrition. Constraints that inhibit
the development of the meat industry include shortage and poor quality of feed., a disorganized
marketing system. the limited use of modern technology and inadequate extension services.
The government envisages a programme for computerized determination of feast-cost feeds
based on the changing costs of ingredicents for the beacfit of feed mills and poulvey producers.
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In order to encourage commercial mezt production the government has decided to exempt
all machinery and equipment for livestock farms. feed lots and feed mills from duty. Private
livestock farms with their own feed mills and slaughter houses are being encouraged. The
government also plans to encourage discase-free zones tor the production of meat tfor export.
Although the private sector has shown interest in commercial meat production in response
to the various incentives provided by the governmient. there are still many constraints hindering
the development of the meat industry. ¢.g.. a disorganized marketing svstem. the limited
use of modern technology . and so on.

B. MINERAL RESOURCES

Pakistan is endowed with a4 wide range of non-fuel minerals. These resources are currently
insufticiently exploited partly because there is a lack of detailed geological surveys. Table
V.6 presents physical volumes of mineral production.

Investment in mining is accorded priority in the current Five-Year Plan. partly with a view
to reducing the high share of imported raw materials required tor the operation of the Karachi
Steel Mill imainty metallurgical coal. iron ore and manganese). Among others. more resources
will be devoted to the activities of the Geological Survey of Pakistan as a precondition for
extending the area and intensity of further explorations. Coal with estimated total reserves
of | billion tonnes is first-ranking in the Plan’s order of priorities. followed by copper. gold
and silver and by phosphate and iron ore. The exploitation of considerable copper reserves
found at Saindak in Baluchistan is to be implemented soon and may. besides meeting the
domestic demand. also contribute to export earnings. *

Table V.6. Production of selected minerals, 1975/76, 1980/81 and 1987/88

Item Unit 1975 76 1980 81 Y87 88
Antimony Tonnes 60 39 45
Argonite marble Thousand tonnes 65 114 216
Celesute Tonnes 957 298 1.632
Chromite Thousand tonnes 12 I 9
Coal Thousand tonnes I.138 1.597 2,727
Dolomite Tonnes 356 24244 133.69]
Fire clay Thousand tonaes 41 60 134
Fuller's carth Thousand tonnes 23 A | 17
Gypsum Thousand tonnes KAS" 554 404
Lime stone Thousand tonnes 2.968 RIRT R 7.6i0
Magnesue Tonnes 8118 7 L2
Rock salt Thousand tonnes 427 sS4 s02
Stlica salt Thousand tonnes 43 L8 16
Ochres Tonnes 11,838 448 1430
Sulphur Thousand tonnes 1.552 403 60
Soup stone Thousand tonnces 26 28 KX
Barite Thousand tonnes 11 2 13

Somrce: Government of Pakistan, Economic Adviser’™s Wing. Finance Division, Pakistan Economic Survev., vanous
INSHES.

= The reservorr of muncrab resources in Pakistan can deliver ccononmically viable projects only when adeqguate
infrastructural facihines are created i mimng arcas on o priorty basts. With the aid of appropriate imtitutional
arrangements and facilities the private sector coutd make a0 sigaificant contribution te the countrs “s mineral
produchion.
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Gypsum

According to an estimate. there are more than 5.5 billion tonnes of hugh quality gypsum deposits
in Pakistan. Some of the major deposits are situated adjacent to existing transportation faclities
and consuming centres. So far as the demand is concerned. the salt-atfected soils falling within
the Canal Command Areas of the Indus plain. which have a surtace of about 7.8 million
acres. need crushed gypsum at the rate of 2 — 3 ronnes per acre per year for their improvement.
Furthermore. rearly 52 per cent (or 4 million acres) of this area is marked by marginal or
hazardous-quality subsoil. This will also require large quantitics of gypsum. It is therefore
expected that the demand will increase considerably in the years o come.

Rock phosphate

The Sarhad Development Acthority (SDA) has established the presence of a total of 12.5
million tonnes of deposits with a content of 28 per cent or more of phosphorous pentoxide.
The beneficiated rock is suitable for the manutacture of phospheric acid and nitrophosphate.
and pilot plant studies are under way to use this rock tor high valuc-added phosphatic fertilizer.
A mine with a capacity of 0.2 million tonnes per vear will be developed subject to satisfactory
results from the pilot plant tests.

Building stones

Vast reserves of building stone (e.g. marble. onyx. serpentinite and crystailine limestone)
exist. The extent of present development and exploitation varies from product to product
but. because of the crude methods employed. the rate of extraction is low. During the Seventh
Five-Year Plan marble deposits in the Federally Administered Tribal Arcas (FATA) will
he developed along more scientific lines.

Ceramic minerals

Large deposits of refractory materials including magnesite. chromite. dolomite. fluorite, china
clay. fire clay. quanzite, graphite. serpentinite and silica sand are tound in the country. With
growing requirements to feed metallurgical high-temperature turnace units, most of the
materials are expected to be further developed and processed. In addition to an existing capacity
near Shah Dheri (Swat). there are 3.5 million tonnes of proven china clay reserves at Nagar
Parkar (Sind). which have been found to be suitable for the ceramic industry.

Magnesite and silica sand

The Pakistan Industrial Development Corporation has identified about 11 million tonnes of
“probable” and 3 million tonnes of ‘mincable” reserves of magnesite in Kumhar area. Huge
quantities of silica sand are available that could provide a base for manutacturing high quality
glass products and solar-clectronic waters. During the Seventh Plan, a number of silica sand
washing plants will be established for these purposes.

Nephyline syenite

About 6 million tonnes of nephyline syenite have been found at Koga (Mardan). Certain iron-
free zones of nephyline syenite have been delincated that can be used as a replacement of
feldspar in the ghass and ceranics industry . The development and exploitation of this mineral
will be carricd out further during the Seventh Plan period.

Barite

Extensive deposits of barite are present in Lasbela and Khuzdar (Baluchistan). sutlicient to
meet domestic demand for barite use in oil drilling, pecial paints and industrizl chemicals.
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For these purposes, an open cast mine has been developed as a joint-venture and a modern
grinding mill of 24.000 tonnes per yer capacity has been constructed in Khuzdar. An additional
plant to export the material to the Middle East tor use in oil drilling is planned.

Salt

Large salt reserves are found in the country. specially in the Salt Range (Jhelum). Mining
is being done at various locations. particularly at Khewra. Other areas have been investigated
for development and exploitation. A sal iodizing plant will be established at Khewra.

Sul,. hur

Some sulphur reserves are available in Pakistan. The Koh-e-Sultan deposits in Chagai
(Baluchistan) are being developed by the Baluchistan De.clopment Authority. Further
exploration is likely to reveal additional stocks.

Copper

The Saindak Integroted Mineral Development Project formulated by the Resources
Development Corporation (RDC). established in 1974 under the Ministry of Petroleum and
Natural Resources. was based on the establishment of a metallurgical complex comprising
a copper smelter. a sulphuric acid plant and 2 steel billet mill. Following extensive
investigations. the Government of Pakistan approved the project at an estimated cost of Rs
4.080 million with a foreign exchange ccmponent of Rs 2,108 million. The project on
completion will yield an average annual produ “tion of 18.604 tonnes of copper for 16 years.
The ore rescrves will also yield 1.56 tonnes of gold and 2.3 tonnes of molybdenum.

Iron ores

Iron ore deposits are being explored at Chigendik and Pachinkoh in the Nokkundi arca. The
Chigendik ore body contains approximately 5 million tonnes of ore with an average iron
content of 45 per cent wkich can be mined by open-pit methods. The Pachinkoh ore body
contains approximately 45 million tonnes of ores with an average iron content of 49 per cent
most of which (80 per cent) can be obtained through underground methods. These ores can
be concentrated to up to 68 per cent iron content and used as feedstock and in pellet-
manufacturing plants. According to studies. the pellets are suitable as charge materials for
blast furnace operations and in direct- reduction plants to produce direct-reduced iron pelicts.
The project receives the highest priority in the Seventh Plan.

Precious minerals and stones

There is significant potential for expanding the production of precious stones. in Pakistan,
especially in the northern parts of the country. The high-class ruby. emerald and aquamarine
deposits merit detailed exploration by deep drilling and underground working. Presently,
out of thirty showings, two to three ruby deposits are operative in Hunza. Emeralds and
aquamarine are being mined in various parts of the northern areas, especially Swat. Detailed
exploration and development in all the promising zones. especially Azad Jammu and Kashmir,
have been planned.

C. ENERGY RESOURCES

The overall supply of commercial and non-commercial energy can be gauged from Table
V.7. Oil and natural gas account for over 50 per cent of toal energy supply. The gross supply
of commercial cnergy increased at an annual average rate of 5.6 per ceni during
1982/83 - 1987/8%. The Table reveals the significant increase in the share of indigenous crude
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preduction during 1982 83 - 1987 88 Imports are expected to fall to 8.6 per centof the gross
supply of commercial energy by the year 1992 93, Non-commercial energy is expected to
contribute around 27 per cent of total energy supply in 1962 93_ It continues te play an important
though diminishing role in overall energy supply.

Pakistan's per capita cnergy consumption is among the lowest in the workd. Total energy
consumption has grown at an annual rate of 6.6 per cent during 1982 83 — 1987 88: demand
within the industrial sector has grown at the rate of 9.4 per cent. The industrial sector is
the leading enery, consumer. In 198788 industrial energy consumption amounted to 6.5
miilion tonnes of oil cquivalent (MTOE) - representing 26 per cent of the tota!.

During 198889 — 199293 Pakistan ¢ >cts to spend Rs 1319 billion ($7.7 billion) on the
energy sector — this is 37.7 per cent of the total public sector investment outlay during the
Seventh Plan period. Significant oil finds have reduced the import dependence from 90 per
cent in 1980 to about 60 per cent in 1988, Pakistan ofters extremely liberal terms te transnational
oil corporations - currently nine are operating in Pakistan, with Union Texas having the most
CONSPICUOUS SUCCESS.

Unlike the rapid growth of crude oil production — which has created problems since retining
capacity is currently only about 60 per cent of extraction levels — all other encergy sectors
have grown at levels well short of the Plan target. During 1982 83 ~ 1987/88 gas production
increased at an annual rate of 3 per cent and hydroclectricity at the rate of 7 per - ent.

Expansion of hydroclectric generation is being delayed due to international and interprovingial
conflicts. The stallation of a nuclear power station has been delaved because of United
States opposition to the development of Pakistan’s nuclear development programme. This
power station was originally designed for completion by 1991 and was to have a Y00 MW
capacity. France has cxpressed an interest in the project.

Pressure has also forestalled the development of the Kalabagh dam with a capacity of 3,600
MW. The disbursement of foreign aid committed to this project is conditional and subject
to Pakistan abandoning the proposed nuclear power station. There are no chaaces of Kalabagh
being built while the United States remains uncertain about Pakistan™s nuclear plans.

The World Bank is exerting pressure for a major privatization of the energy distiibution and
sencration system. There are very few domestic bidders but several international companies
have expressed mterest. The bulk of the tinancial assistance to the energy sector comes from
foreign donors. The World Bank and the Asian Development Bank are currently funding
a major transmission project to link the north and south of the countr -,

It is estimated that Pakistan is losing about $500 million annually of value added in
manutacturing due to load-shedding. according 1o a United States Agency for International
Development (USAID) Report.* The Report estimated that hydro-sceason induced load-shedding
resulrs tn an I8 per cent loss of MV A for small industries, compared with §.5 per cent tor
large industries. Commenting on the present energy scenario, the USALD Report says that
the effective demand for energy is reduced to abeut 4,800 MW and that the energy sector
is unable to provide reliable supplies of energy to meet this level. There is. in addition, a
farge unmet demand of industrial and other consumers. According te the Report. Pakistan
will need at least 6,000 MW more by 1993, or a doubling of capacity, 1o meet the growing
demand. This will require up to Rs 100 hillion of additional investment.

*bor detwls, see Feonome Review (Karachi, 1980, Vol XX, No o b, p S7
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D. INTERNATIONAL ASSISTANCE FOR INDUSTRIAL DEVELOPMENT

Pakistan continues to reiy heavily on external financing and technical assistance for its
devclopment initiatives. The economy s aid-intensiveness is evidenced from the fact that over
the last five years Pakistan received on an average aid commitments of $2.4 billion annually
from multilateral agencies (53.4 per cent) and bilateral donors (46.6 per cent). Total md
committed to Pakistan stood at $3.0 billion in 1990, compared with $3.2 billion in 1989.
Grants and credits account for around 70 per cent of all external contributions: most of them
are granted on concessional terms at | per cent interest rate and between 40 to 50 years maturity .
Multilateral assistance outweighs hilateral contributions, a fact explained mainly by the large-
scale operations of the World Bank and the Asian Development Bank (AsDB). In 1988, Pakistan
was the sixth largest recipient of multilateral aid after India. China. Indonesta. Bangladesh
and Egypt.

The majority of World Bank/International Developnient Association (IDA) funds is directed
to energy. irrigation, agriculture and industry. By the end of 1988 World Bank loans and
IDA credits to the industrial sector of Pakistan amounted to $547.62 million, representing
15 per cent of the World Bank s cumulative {inancial assistance to Pakistan, compared with
24 per cent for the energy sector.

The tinal disbursement of the third fertilizer industry rehabilitation loan totatling $25.4 million
was made in April 1988 by the World Bank. The loan was meant for the rehabilitation and
rationalization of the fertilizer production facilities of two companies of the National Fertilizer
Corporation (NFC). and enhancement of the capacity of the NFC group of companies through
an operational, management and training improvement programme.

The third industrial investment credit of the World Bank amounts to $150 million (negotiated
in 1989). It is aimed at: financing private industrial projects through an expanded term-lending
system: assisting the government in developing a more efficient stock market to increase
the resources of equity finance for industry: stimulating competition among participating
tinancial institutions as a means of improving the services to the private sector: and achieving
a more market-determined interest rate structure. Technical assistance programmes include
training, provision of necessary office equipment and sector studies as well as advisory services
required to improve the efficiency of the credit delivery system for industrial finance.

The contribution of the World Bank to the newly established Energy Development Fund is
noteworthy. The second energy sector loan amounts to $150 millicn. The Fund is expected
to attract the participation of the private sector in the development of energy. The World
Bank envisages the creation of a framework for private sector participation in the cnergy
sector during the Seventh Plan and at achieving a greater private sector participation in the
Eighth Plan.

Small-scale industry development continues to be a priority of the government. The World
Bank has supported the strategy by providing credit, technical and marketing assistance to
small-scale industries and by improving the institutional arrangements. The Waorld Bank
endeavours to provide technical and financial assistance to small-scale enterprises for expansion
and modernization.

With a $634 million loan from the Asian Development Bank (AsDB). Pakistan became the
largest recipient of AsDB loans in 1988. The primary commitment of the AsDB in Pakistan
remains with agriculture, energy and industry. The Bank’s conditionalitics arc largely similar
to those of other multilateral agencies, namely, de-regulation. promotion of private epterprises,
privatization, liberal trade policies and reforms in the taxation system. AsDB’s project assistance
to the industrial sector in 1988 and 1989 encompassed loans @ small-scale industrics and
to National Development Leasing Corporations for financing the equipment necds of primarily
private enterprises. The Asian Development Bank planned a capital assistance of $200 million
to establish a credit line for the financing of medium- to large-sized industries in 1989,
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The United Nations Development Programme (UNDP) is currently assisting the Government
of Pakistan within the tramework of its Fourth Country Programme covering the peniod January
1987 to December 1991 The overall objective of UNDP technical co-operation during the
Fourth Country Programme is to improve the eftectiveness of the utilization of development
resources for the country’s investment programmes and to increase the absorptive capacity
of the national development infrastructure through technical assistance projects. Emphasis
is placed on projects that are aimed at pre-investment activiries, such as the preparation of
master plans, investment programmes for various subsectors. preparation of feasibility studies.
technical support for the implementation of specific investment programmes that include
external financing. strengthening institutions and at human resource development. A majority
of UNDP projects is directed towards institution building. Around 14 per cent of the projects
are related to the industrial sector.

With a UNDP budget of $6.5 million. UNIDO implemented 25 projects in the second half
of 1988. There has recently been a shift in UNIDO technical assistance to large-scale industrial
projects that are expected to have an indelible impact on the economy and growth rate. This
is evidenced by the approval in 1988 of technical assistance inputs to the Hyderabad Leather
Footwear Centre. the Pakistan Machine Tool Factory and the Synthetic Fibre Development
and Application Department. A $3.4 million budget was carmarked for these projects. The
approved technical co-operation projects in 1989 included. inter alia, assistance to a plastics
technology centre. heat treatable steel. investment costing. industrial training. policy planning,
tannery waste treatment and the research and development centre for petrolcum and
petrochemicals. UNIDO has generated a number of project ideas that are in tune with the
country's industrial objectives. The UNIDO pipeline projects include. inter alia, assistance
to the modernization of central laboratories. integrated development of leather production,
industrial data systems, heavy foundry and forge. and the industrial training and consultancy
scrvice of the Textile Industry Research and Development Centre.

The Aid to Pakistan Consortium comprises Belgium, Canada, France, the Federal Republic
of Germany, ltaly, Japan. Netherlands, Norway, the United Kingdom and the United States.
Leading non-consortium members include China, Kuwait. Saudi Arabia. Spain, Sweden,
Switzerland and the USSR. Outstanding bilateral commitments (including contributions from
non-consortium members) to technical assistance to industry stood at $39.8 million in 1989.
The United States programme assistance to Pakistan is governed by the March 1986 negotiations
which resulted in a commitment to provide $2.3 billion of financial assistance in support
of economic policy reforms to improve domestic resource mobilization, stimulate private
sector invesinent and enhance the overall performance of the Pakistan cconomy. In particular,
the programme attempts to address balance-of-payments pressure. weak domestic resource
mobilization, imbalance between energy supply and demand, low agricultural productivity,
high population growth rate, high inflation, low literacy rates, poor quality of key institutions,
lagging arcas and problems pertaining to narcotics production and use. Ameng the bilateral
technical assistance to industry, the Netherlands contribution is significant. In 1988 the
Netherlands co-financed the third small-scale industries project to support the government’s
strategy for small-scale industrial development. Netherlands technical assistance to the leather
industry in 1989 was focused on the modernization of the Institute for Leather Technology
and on the cstablishment of a Leather Service Centre at Kasur. Technical assisiance was also
rendered to a metal industrics project and to strengthening credit facilities for small-scale
industries in Punjab.

Concessional multilateral assistance and bilateral funds will be sought for the implementation
of the new ambitious public sector programme as the financial provisions for these projects
are not yet clearly spelt out. The need for external assistance is more pronounced in view
of the fact that the new public sector projects have not been budgeted for in the current annual
plan. It is estimated that the forcign exchange component of the total investment expenditure
will be around 60 to 70 per cent.
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The new government's adherence to the policy course suggested by the IMF and Weorld Bank
has won the approbation of many multilateral agencies and bifateral donors. International
support to Pakistan's development eftorts is therefore likely to increase. However, external
capital and technical assistance has o keep pace with the changing dimensions of requirements.
The industrial sector of Pakistan needs substantial intermational assistance to build up a strong
industrial base and to generate a sustainable pace of industrial expansion.

Industrial development in Pakistan is thus crucially dependent on external financing and
technical assistance. Technical co-operation inputs will need to focus on the formulation of
viable subsector-specife strategies. The specific needs of key manufacturing subsectors are
often ignored by the macrocconomic policy orientation advocated by donor organizations
and agencies. The conception of subsector-specific policies will need to be formulated on
a continuing basis according to the changing dimensions of subsectoral problems and needs.
particularly in the key industries of engineering. textiles. fertilizers. leather and fruit processing.
Central to a viable strategy is the rapid creation of infrastructural facilities. the absence of
which is a major constraint to industrial developmeat. Multilateral organizations and bilateral
donors can play a significant role in the creation of a strong infrastructural base. the preparation
of feasibility studies. and in attracting foreign investors to promising industrial ventures.
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Annex Table A-1. Role of manufacturing in gross fixed capital formation, 1982/83 - 1987/88

(Million rupees i current prices unless otherwise specificd)

Sector 1982/83 1U83/84 1984/KS 19KS /N6 19RG/KT 1UR7/8K"

Giross tived capital formation 56.741.% 61.439.0 71,7971 R0.893.2 93.K61.5 HHLRO4. S

Manutacturing 10,5889 12,827.7 12,035.6 16,283.0 16,6880 17.827.0

Other secton 46,1959 S0.611.3 S8.50l1.8 64,6402 77,1738 K1917.8

Share of manutacturing i gross lixed capital

formation (pereentage) 18.6 20.2 18.0 201 17.% 17.5

Share of private sector manultacturing

(pereentage) Sy 5.6 70.0 70.8 §0.0 8.7

Share of public sector manutactuning

(pereentage) 48.7 444 0.0 8.5 0. 17.3

Private sector manuficturing 54128 7.127.3 9,064.6 11,6308 134083 14,7434
1 Large-seale 4.068.3 5.658.) 7.469.3 9,784 .8 114484 12,1997
) Small-scale 1.344.2 1.472.0 1,595.1 1.845.7 2,082.% 2,543.7

Public aector manulacturing S.1434 $.700.4 8.0 4,622.5 11897 3,084.0
1 Large-scale S.116.7 5.685.8 K175 4.565.4 Li6lY 3.047.5
i Small-scale 6.7 14.9 538 57.1 27K 6.5

Source: Federal Burcau of Statistics, Pakistan Statistical Yearbook (Karachi, 1989).

a Revised.
b/ Provisional.
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Annex Table A-2. Volume and value of Pakistan's exports, 1977/78 - 1987/88

(value in million US dollars)

1977 78 197K/79  1979/K0  19K0/81  19R1/R2  1982/83  19KV/KS  19KR4/RS  [9NS/BO  |YRO/BT  JURT/RR

Raw couon

Volume tm. Kg) 101.00 $5.00 281.00 2500 23130 284.92 4R, 22 262.99 63K.51 640.96 502.00

Value 1O 10 66.20 23500 52860 27HS0 0 065K 1M INTO4 SIA66 44679 61130
Basmat rice

Volume (000 MT) 2R0.00 180.00 20.00 410,00 261.8¢ 237.74 405893 174.06 260,54 1K7.68 22180

Value 12400 13840 22550 290.00 18542 14K21 23384 10KA6 17A8Y 1AN08 16070
Other rwe

Volume 1000 MT) 60000 K0.00 770.00 %30.00 68922 667.10 K89.10 S44.63 1055 4K 105274 9KK.40

Value 119.30 206.00 196.70 275.80 208,08 141.49 178.14 111.50 168.86 161.08 203.20
Conon yarn

Volume (m kg) 60.00 97.90 99.90 98.20 9s.60 10 1M N 12586 18790 259.67  210.90

Value 107.00 197.60 208.90 207.00 196.67 247.51 208 261.93 279.51 Soe 01 $41.%0
Cutton cloth

Volume (movy.mir) 451.50 3180 S45.80 S00.90 AL 6803 664 3R 687.62 RRARAR R LURAR )] LEL N, 4]

Value 17570 21570 24420 24140 27950 2R1.S9 36024 30864 Y 4321 488 20
Leather

Volume (m.w.nun 870 170 10.20 8.80 1101 10.74 16.64 1387 17.71 19.9% 2010

Value 61,30 124.00 127.70 90,10 R .21 94.02 146.27 153.20 179.68 23741 246,50
Carpets

Volume (m.sy.min) 190 2.50 2.70 2.%0 1.93 2 4.69 xm .57 2N 106

Value 1IR30 17480 22210 226.60  189.10  180.50 1720 130 VR7 16639 19976 28284
Fish and preparations

Volume (m.Kp) 13,30 13.60 1320 19.70 17.60 16.58 27.63 1634 REN V) 9,98 43.60)

Value .80 14.70 Sioh $6.50 1487 70.58 74.71 LIN ] 82.71 1232 12420
Guar and products

Volume (MT) 90.00 110.00 90.(%) 49.00 6.2 6241 TR.68 66.93 72 K8 74.00 $1.20

Value 20.50 27.50 60 28.99 2892 22.58 bR | ] 224K 27.81 IV K $2.40
Ready -made garments

Volume (m. Dozzny 1.93 bR A ] 278 451 487 4.08 6.79 7.19 10.27 15.44 14.84

Value 29,80 K10 AR 4 75.26 9418 12242 16278 13271 20639 38497 W9.N0
Syathetw Tewile Fabrios

Volunw (m sy mitr) RTRY 10.30 S0 90.80 1230 140.24 6. 14 28.60) 9.4 277.63 20410
Value 1588 6.56 548 284K 2380 220,12 10770 41.94 4969 18703 |97.40
Raw woal

Volume tm Ky) 4.90 S0 4.20 2.0 S.80 704 X224 10.77 9.7 K87 6,10

Value ERY 10,10 9.589 S.08 10.62 12 80 1271 17.22 16.97 [LIRN 16,492
Others
Value RS SK 9294 65116 H06.72 RIR.68 K76 90 936.59 N12.68 LU AP 97427 117190
Tutal expons

Valuete& D FAL00 170960 2363170 2957.80  J465.000 269500 276K.000 2491.00 37000 36K 00 448400

Valuetiob) 279K 2319 2627 2669 2487 2942 REDL] 40100

Sourve: Planming snd Development Divison.

(0.0]}




101

NEDANUAL RINUIYD pur SInojos pur sa£p csautapau pue sqnap Suipnavyg o
‘sos ' (HHOT IWOMIRY) W6, YOOGIDIL IDIINHNS UDISIYNG SHISURIS JO ARAING [PIOPA] ‘uRISINRg JO WMUBIIAOD 2un0g

HOLEr'To 96 06 TRLL'GR L 90L9L R0S1'89 1mog
TS O'RRL' T CSPR' T 6'L06' 11 L6 suodu 1341y
RYIA! 0Ly '606'C 1'998 8 '6LR anoy pue sasind “suiean
0190t ) £'r86'0 $RIS™Y 8'699'¢ SAQRIGEL IO
R9L6°Y tSLL9l L AN I LRCINGY 1’68808 s1npoad pue wndposiag
Tl 6 198 0'tee ALY S[RIMU SROUD)-UON
09291 L Ot B'Rt6't Lse0't JODIIYL AMMMINUMU PUR AN PUR Uod}
929" Lo RRRS'| YRS | el yps-uy
9'T9L't L'6to " i pauyss aedng
vR'C osLle LS’ B'998°C vay
6290’} 991 LRSSl [ P4 N Laavonms pur paeoq “1adeg
1'loL's 6'LLI'6 RSIR'L LKy wawainba uodsues )y
S C R 1'ss6't| WAL NY] ('RTR'ON t'cit'e (LATIRNIEA LTI S BN TITRL] T
'S’y ey RUL'T 1't6L'c PRLO'CT spoad eannay
LLrC'Y 1'6L0'C 668 N8t 91 S (EIWAY )
LARLL I S HTL TCRY 6 CIY RS sanojos puw sas(g
TRY'T $INTT 6'EL6 | H66L | £ 068" | sautpa pue sdnacg
BOEN'H 2019’9 $E09'S L'9RS'E LT RTATIETR)
(R/9861 YR/SRO | SH/tR6L tR/CR6! tR/IR61 wa

L8/9861 — £8/7861 ‘sisodw) Jofew s ueisped ‘g-v Qe xauuy

(saadns jo suoyji )




NEY EIP OCING) CSMISUEIG JO DRG] JRIOPD] TUEISINEG JO JUDUUEIAGTY 201008

0ot | L%9861

a YR SRO|
190°1 [$. 8.
Y6 rRA%01
toR LR/ (RO
1YL cR/1%61
ey 180861

(WO SY) PapPe nje A mag

L8/9861 — 18/086] ‘$33L1A3( JO UOHINPOI] “9-V I[YE] XUUY

Muoy s (i (n Y B ddseyans roand s ardng
xm.l \l'l\ 'l\)l\_lu 'lu‘l'lll"{ B2 Y

rann g

(LY Iy Pafhvesyg A Jn Al el o 10 NXS Y TRV [LLINTL N [LLTR . KK K]
(LY PoRp o] It 1t 1. e 10 X%7 [SX Y LIT R [ES NS 30| Ry
(LY by PR L% 2y NI E tt sty sty lot’t [CUR TN | UK Nl
(LY a0y PR ] IS 8 24 NEEN 1ty LT ety Tn ] L LS R g WX tRe|
(LY e P siuo g o8N ot NN (2 21 XN (2 NI ] FPERS i Y | i B30
(LY Iy thy HIK'Y e 3% iy o1l tr s o 1ty LN Zet 111 X oN6t
(LS} th LK’V e 0% ¥ NI 122 Y N Rt Ky int'tl X IN64
the'l s 'y IS 3 13 oAl el Oty 9y [T 8 e (L2 34 N1 1% (NG
thy'l LLUPN LY <0 Tl ty Kl % (1X1 LN Tty TR Tty (LN

[V U RS T (R LTS \ul ey qﬂuﬂd d’i NN 1R (A% VT (A% LU [TLN ALY
imv asd ™ \vqhud FAS m[hud FAR Tat iV B ) gaitg
EXL W] aring avad wr ) ATy r3m, ry

88/L861 —08/6L61 ‘uotidnposd sedns uo ejep 12y G-V Qe Nuuy

RRO1 IMQUIINN(] T MILLY NURHLY] 2Ny

6TeCRY KR LR61
] YRY RN L% yx6l
; 1667119 YR SRl
‘ 6l ore <~ tR6l
[ AN = {R6!
| IWTLs 8 CR61
CLTTIEE R 1861
(S2ULO] ) uonInpoig FLAY Y

88/L861 —T8/1861 "334d AGEEI Jo UNPNPOL -V IAYEL NUUY

sonsnels uouonbb;d [ensnpup ZolL




Annex Table A-7, New biscuit projects, 1987
(Millions of rupees)

Tesul Foreign
Name of project Location Product/capacity [IN] exchange Remarks
Great Pakistan Hy derabad Biscuits 100 tonnes 549 Proposed 1o expand by
Food Industries Wafers MX) tonnes per 300 tonnes for wafers
annum
Big Mak Food Lud. Kutlakhpat Biscuits 1,200 tonnes Now prodducing
tSubsidiary of Liahore Waters 300 tonnes
Proneer Alliance) Candies 750 1onnes
Totfees 600 10nnes
Diamond Food Hub Chowki Biscuits 3,700 tonnes §0.00 26.00 Under installution
Industries Limited per annum on the
basis of 2 shilts
per day
Danich Butter Nooriabad Butter cookius 14.45
Cookes Ld
Continental Sukkur Biscuits 1,800 1onnes HY .46 28.03 Gueneral Biscuits of
Biscuits Lad. Wiaters 1,000 tonnes France holds equity
Water sticks 112 tonnes of 26 per cemt
per annum
Mcehtab Industries Sahiwal Biscuits 1,920 tonnes 182 Sanctioned by 1DBP in
tKaranchie) Waters 600 tonnes 1984
per annum
International Hub Chowki Biscuits (Meijb) 13.00 Colluboration with
Buscuits Lid. 1,200 tonnes per Muiji Jupan
(Dawood Group) annum
Karam Industries Hub Chowki Riscuits 1,800 tonnes 208.98 105.38 IDBP project
Linuted per annum
Confectionery

4,530 1onnes

Source: TDBP, PICIC

and Investment Promotion Bureau.
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Annex Table A-8. Production of varn and cotton cloth. 1977/78 - 1986/87

Total yvarn Total production
produced of cloth
Year (Tonnes) {Thousand sguare metres)

197778 29734 REIC )
1978:79 327.789 339442
1979:80 362.%62 342335
198081 374947 307.882
198182 430,154 335021
1982/83 HE 430 335537
198384 431.581 296,596
1984 85 431,731 271.831
YRS 86 482 1R6 253480
198687 586.371 237879
1987 88 689000 240, 10

Sowrce: Government of Pakistan, Federal Burcau of Statistios.
a  Estimate.

Annex Table A-9. Production of woollen textiles, 1977/7 - 1986/87

Woollen Woollen Waonllen
Number of fabrics blankets canpets
reporting tThousand tThousand tThousand
Year factories square metres) units) sguiare meters)
1977 78 14 780 42 545
1978 79 14 1.691 18] 587
1979 80 13 1435 179 669
1980. 81 i2 1.733 227 615
1981 82 12 1.633 6 403
1982 X3 13 1190 R mn
1983 84 17 1398 155 sl
1984 8S IX 1.670 87 427
1985 X6 20 1,801} hRh] S84
19%6.87 21 1.776 S04 Sie

Source: Government of Pahistun, Federal Burcau of Suiistics.




Annex Table A-10. Fertilizer production capacity and capacity utilization, 1986/87

(In thousand tonnes unless otherwise speciticd)

Capacity
Year of Installed capacity Output utilization
slart-up Products Products (Percentage)
Nll " Nu Nu h
Natwnal Fentilizer Corporation
of Pakistan (PVT) Lud., Lahore
(1 Pak-American Fenilizers
Lid., Daud Khel
- Am.Sulfate (AS 21N) 1962 90 19 92 19.2 101
12) Pak-Arab Fertiheer
tPvio Ld., Muhan
- CAN (269 N) 1958/ 450 17 413 107.5 92
= Urca (46% N) 1962 93 EX] . L1 40.4 . Y4 .
- NP 23-23-0 1979 08 70 70 124 74.4 74.4 106 106
(1) Pak-Saudi Fertilizers
Lid.. Mirpur Mathelo
= Urca (46% N) 19RO 5§87 256 600 276.0 108
1) Puk-China Fertilizers
L., Haripur
- Urea (36% N) 1982 Y6 44 89 40.9 93
(5) Llallipur Chemicals and
Fentilizers Lud.
~ SSP (IR P) Faisalabad 1987 20 4 24 4.3 108
- SSP (185 P) Jurunwala 1967’ 80 14 &1 14.6 104
St qotal 1.691 5449 L] 1,714 558.4 93.3 102 106

S0l
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Annex Table A-11. Output and capacity utilization, State Cement Corporation of Pakistan plants,

1980/81 — 1987/88

(Thousand tonnes)

Year Output Capacity utilization
(pereentage)
1980. K1 .53 923
198182 3,657 R&.7
1982 &3 31,938 87.9
198384 4.503 RY. |
1984 85 4.69¥ 91.6
198586 4.9K1 1.6
1986 K7 5,402 9313
1087.88 5,683 97.2

source: Economic Review, May 1989, p. 123,
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Annex Table A-12. Downstream projects of Pakistan Steel, 1989
(Millions of rupees)

801

Product/ Foreign

capacity Total exchange
Name of project Location (Tonnes) cost COSIS Operational since
Fecto Tinplate Bin Qasim 120,000 900.00 374.00 Project approved by Investment
(Fecto Group) Promotion Bureau
Omega Tinplate Lid. Nooriabad 45,000 620.00 398.90 Approved by Investment Promotion
(Dawood Group) Dadu Burceau in March 1984
Colour Profile Lud. Rub Industrial 15.000 44.30 17.00 The setting up of the
(Proposed) Estate project has been agreed by
{Adamjee Group) Lasbella, Pakistan Steel in November 1985

Baluchistan

Metal Concepts Inc. Bin Qasim Pakistan 163.16 96.0 Pakistan Stcel has agreed
(USA) (Arif Humayun) finished metals in principle for setting-up

50,000 of the project at Bin Qasim

in September 1986

Eastcoast Bin Qasim Steel furniture 6.76 Pakistan Steel has agreed in
Engincering (Pvt.) and iixtures principle for setting-up the
Limited, Karachi 4,500 project at Bin Qasim 1986
Crescent Steel Nooriabad Large diameter 165.00 83.00 The project nas gone into
and Allied Products Dadu (8" 10 66”) production from 27-7-1986
Limited Sistt. welded steel pipes

25,194
Steelex (Private) SA1TE. Small diameter 37.57 17.55 The project has commenced
Limited, Karachi (i/2” 10 6" pipe) production in November 1985
(Haji Steeh 12,000
Peshawar Pipe Mills Peshawar C.l. & M.S pipes 17.00 6.59 The project went into

Ltd.

(172" 10 3" dia.)
10,000

production in July 1985



Annex Table A-12. (continued)

Product Foreign
Capacity Toal exchange
Name of project Location (Tonnes) cost COSIN Operational since
Easteoast Bin Qusim Steel pipe 69.9] 10.25 The proposal for setting-up
Engincering (Pyvio) (2" w0 B dia) of the project was apreed by
Limited, Karachi 30,000 Pakistun Steel in December 1986
Sachal Pipe Mills Bin Qasim Sweel pipe 49.78 25.00 Pakistan Steel agreed in
Ld. (12" w0 127 principle for setting-up
nominal dia.) of the project at Bin Qasim
25.000 vide letter duted 3-5-198)
Dadu Plate Mill Bin Qusim Checkered 77.07 24.08 The setting-up of the project
L. plates has been agreed by Pukistan
10,000 Steel in 1986
Razzague Steel SILTE Builders hardware: 6.00 The proposal for setting-up
Lud. Karachi various type of of the project was approved
hinges, door by Pakistan Stee! 31-7-1988
bolts and handles
Jamal Pipe Lahore APl grade pipe 15.00 9.00 The commercial production
Industries Ltd. (2% 10 24" diao sturted w.e . Junuary 1988
Lahore 20,000
General Pipe Lahore Steel pipe 198 Construction and crection
Industries 15,000 started in January 198K
Owmar Jibran Bin Quxim Pre-engincering 84.54 53.56 The setting-up of the project

Engincering

Lud. Karach

building manufae-
wring, steel

pants for
machinery,
threading of oil
country tubulurs
and automotive
components planm

at Bin Qusim has been by
Pukistun Steel

601




Annex Table A-12. (continued)

Product/ Forcign
capacity Total exchange
Name of project Location (Tonnes) cost COSLS Opcrational since
SASM Engineering Bin Qasim High quality 170,12 50.00 The setting-up of the project
Ltd.. Karachi special components at Bin Qusim was agreed by
and equipment Downsiream Committee in 1988
manufacturing
plant (mostly the
parts for sugar
mills)
B.T.M. World Trade Bin Quasim Pressing unit for 222.27 116.78 The setting-up of the project
(Private) Limited machinery and at Bin Qasitn was agreed in
fabricating body principle in the Downstream
components of Committee in 1987
cars, scooters,
motoreyceles, light
commercial
vehicles and trucks
Muhipole Bin Qasim Tapered steel 113.08 74.15 The project was struck oft
Mawlacturing poles from the list of Downstream
Company Linited 8.000 Industries of Pakistan Steel
in November 1988
Ayub Associates Hatar Galvanized 6.10 31.90 The setting-up of the project
Abbuottabad (Haripun) sheets corru- has been agreed by Pakistan
gating Steel in 1988
25.000
Zenith Engineering Bin Qasim Automubile 11.55 4.89 The setting-up of the project
(Private) Linuted exhaust system at Bin Qasim has been agreed
Karachi manufacturing by the Downstresm Committee
plant in 1988

20,000

oLt



Annex Table A-12. (continued)

Name of project

Location

Product/
capacity
(Tonnes)

Opcrationa} since

Amrcliwala Hardware

Industries Limited

Castle Engineering
Lud.. Lahore

Abbas Steel
Industries (Pvt.)
Limited

Undok Millsons
Foundry

Pan Islamic lron
and Steel Co.
Limited, Sukkur
(Proposed)

Chiragh Sun
Engincering (Pat.
Limited

-~

S.ILTE.
Karachi

Chunian

(Distt.
Kasur)

Landhi
Karachi

Nooriabad
(District
Dadu)

Bin Qasim

Bin Qasim

Small section plant
45,000

Cold drawn stecl
bars and shapes
manufacturing
plant

20,000

Wire rod, baling

hoops and wire

products manu-

facturing plant
35,000

G.1. pipe
fittings
1.280

Cast iron
foundry
5,000

Forge, foundry
and machine shop
2.000

(Spare parts)

Foreign

Total exchange
cost COStS
60.00 30.00
20.00 2.50
48.00 23.50
17.00 8.50
8.00 2.00

The project has gone into
production in Junc 1986

The setting-up cf the project
at Bin Qasim has been agreed
by Pakistan Steel in
December 1986

The project has gone into
production in October 1987

The project has been approved
by Central Investment Promo-
tion Commitiee (CIPC). The
construction and erection work
of the project has been
completed and the trial
production started in
September 1988

The setting-up of the project
was agreed by Pakistan Sieel
in December 1986

The promotors agreement has
been signed between Pakistan
Steel and Chiragh Sun in 1987

Ll




Annex Table A-12. (continued)

Product’ Forcign
capacity Towl exchange
Name of project Location (Tonnes) cont oSty Operational since
Thatta Cement Thatta Slag cement manu- The Blust Furnace Grunuluted
Javedan Coment Monghopir facturing plants Slug allocuted by the Minis-
300,000/ 100,000 try of Production for SCCP
tactories is provided to them
for production of slag cement
Both the cement plunts have
been producing slng cement since
November 1983 und July 1984
respectively
Pakistan Slag Bin Qusim Slag cemem 250.40 79.14 The setting-up of the project
Cement Industries manutacturing has been agreed by Pukistan
Limiieu plant Steed in the Downstream
200,000 Industrial Estate, Bin Qusim
based on wtilization of blus
furnace granulated and
boulder slag
Pakistan Nooriabad Slag wool manu- K848 IR.60 Pakistan Insulution (Private)
Insulation facturing plant Limited submitted & fensi-
Private) Lid. $.500 hility report in September
198K
Envicrete Bin Qunim Slag block plant 96.00) 42.00 The setting-up of the project
Limited 20 mallion block wis agreed in Junuary 1986
Ahwan Rashd Bin Qusim Coal-tar distill- 200,00 54.00 The proposal was discussed in
(Private) Ll ation plant the Downstream Industries
SO000 ftonnes Committee meeting held on
of anthracene, 1-7-19K7
xylene,
naphtalene,
tarpitch, eteny
Maks Coaltar & Pilot plant for 200,00 S§4.00 The setting-up of the project
1] Products Ing. coal-tar distillation at Bin Qasim wias agreed by
(Bitumen Emulsions) 3,000/ 3,500 Pakistan Steel in December 1988

Source: Economic Review (Karach, May 1989), pp. 73 76,

il




Annex Table A-13. Size structure of engineering firms, 1984/88

Size of
CRICTPRISC
aceording

to
value of
1wed assets

Rs
250,000

250,000 - S00,000
S00.000 1O, 000
1,000,000~ 2 000,000
2000000 —~ 2 S0, (X
2,500,000 - S,.000,000

Over 5,000,000

Non-

Fubricuted clectricul Electricul Trunspornt

Basic metal metals muchinery machinery cquipment
Per Per Per Per Per

Number  conmt Number  cent Number  cent Number  cent Number  cent
47 M2 130 822 198 2.8 68 M8 12 42.9
M 17.8 42 16.9 62 6.5 41 0.8 12 9.9
40 20.6 3t 12.5 $) 13.6 16 8.1 12 9.9
kM) 15.8 14 56 26 6.9 18 9.1 12 9.9
8 4.1 b 2 h) 1.3 2 1.0 4 A
13 6.7 10 4.0 9 2.4 I8 9. 4 KPR
22 1.3 14 5.6 24 6.4 RE 17.2 28 20.6

Source: Census of Mamdacturing Indusery 1984785, p. 26,

/7”/8“
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B.1 LEGAL FRAMEWORK GOVERNING FOREIGN PRIVATE
INVESTMENT

A. The Foreign Private Investment Promotion and Protection Act, 1976

Definitions
In this Act. unless there is anvthing repugnant in the subject or context.
(a) “forcign capital” means investment made by a foreigner in an industrial undertaking in Pakistan:

() in the form of foreign exchange. imported machinery and equipment: or
(i) in any other form which the Federal Government may approve for the purpose.

(b) “forcign private investment” means investment in forcign capital by a person who is not a citizen
of Pakistan or by a company incorporated outside Pakistan. but does not include investment
by a foreign Government or agency of foreign Government:

(¢) “industrial undertaking” means an industry. undertaking or establishment engaged in the
production. distribution or processing of any gouds. the providing of services specified in this
behalf by the Federal Government or the development and extraction of such mineral rescorces
and products as may be specified in this behalf by the Federal Government.

Words and expressions used but nat defined in this Act shall have the same meanings as in the Companies
Act. 1913 (VI of 1913).

Field for foreign private investment

The Federal Government may. consistent with the national interest. for the promotion of foreign private
investment. authorize such investment in any industria’® undertaking,

(a) which docs not exist in Pakistan and the establishment whereof. in the apinion of the Federal
Goevernment. is desirable: or

(b) which is not being carried on in Pakistan on a scale adequate to the economic and social needs
of the country: or

(¢) which will contribute to:

(i) the development of capital. technical and managerial resources of Pakistan;
{ii) the discovery, mobilization or better utilization of the national resources:
(1ii) the strengthering of the balance of payments of Pakistan:

(iv) increasing employment opportunitics in Pakistan: or
(v) the cconomic development of the country in any other manncer.

Approvei of foreign private investment

Where the Federal Government sanctions an industrial undertaking having foreign privaic investaient,
it may do so subject to such conditions as it may specify in this behalf.

Protection of agreemenis

Where the Federal Government considers it accessary in the public interest to take over the management
of an industrial undertaking having forcign private investment or to acquire the ownership of the shares
of citizens of Pakistan in the capital of such industrial undertaking. any agrecement approved by the
Federal Government relating 1o such undertakings entered into between a foreign investor or creditor
and any person in Pakistan shall not be affected by such taking over or acquisition.
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Foreign capital or foreign private investment in an industrial undertaking shail not be acquired except
under the due process of law which provides for adequate compensation to be settled in the currency
of the country of origin of the capital or investment and specifies the principles on and the manner
in which compensation is to be determined and given.

Repatriation facilities
Subject to the provisions of the Foreign Exchange Regulation Act. 1947 (VII of 1947):

(2) a foreign investor in an industrial undertaking established after the [st day of September. 1954,
and approved by the Federal government. may at any time repatniate in the currency of the
country from which the investment originated.

(1) foreign private investmemt to the extent of oniginal investment:
(1)) profits carned on such investment: and
(i) any additional amount resulting from the re-invested profits or appreciation of capital
investment:

(b) a creditor of an industrial undertaking referred to in clause (2) may repatriate foreign currency
loans approved by the Federal Government and interest thereof in accordance with the terms
and conditions of the said loan.

Provided that nothing in this section shall affect the ferms of the permission to make such investment
granted to a foreign investor before the commencement of this Act.

Remitances by foreign emplovees

Foreign nationals employed with the approval of the Federal Government in any industrial undertaking
having foreign private investment ma; take rertittances for the maintenance of their dependents in
accordance with the rules. regulations or orders issued by the Federal Government or the State Bank
of Pakistan.

Tax concession and avoidance of double taxation

The Federal Government may allow such concessions to industrial undertakings having foreign private
investment as may be admissible under any law for the time being in force.

Foreign private investment shall not be subject to other or more burdensome taxes on income than
those applicable to investment made in similar circumstances by citizens of Pakistan.

Foreign private investment shall be allowed all the 1ax concessions which may be admissible on the
basis of any agreement for avoidance of double taxation which the Government of Pakistan may have
entered into with the Government of the country of origin of such investment.

Equal treatment

Industrial undcriakings having foreign private investment shall be accorded the same trecatment as
is accorded to similar industrial underiatings having no such investment in the application of Jaws,
rules arai regulations relating to importation and exportation of goods.

Removal of difficuliies

If any difficulty arises in giving cffect to any provisions of this Act, the Federal Government may
make such order, not inconsistent with the provisions of this Act, as may appear to it to be necessary,
for the purposc of removing the difficulty.

Provided that no such power shall be exercised after the expiry of one year from the commencement
of this Act.
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Power 10 make rules

The Federal Government may. by nctification in the official Gazette. make rules for carrying out
the purposes of this Act. and such rules may. among other matters. provide for the employment of
Pakistan and foreign nationals in industrial undertakings having foreign private investment.

The Act provides fe security against expropriation and adequate compensation in case of acquisitions.
The Act also guarantees the following:
(i) Remittances of profit and capital:

(i) remittances of appreciation of capital investment:

(i) foreign private investment shall not be subjected to more burden of taxes on income than those
applicable (o investment made in similar circumstances by citizens of Pakistan: and

(iv) relief from double taxation in cases of those countries with which Pakistan has agreement for
avoidance of double taxation.

Foreign investment is also entitled to the following facilities:

(i) foreign nationals employed in Pakistan are permitted to send monthly remittances to the country
of their domicile up to 50 per cent of net income: and

{ii) foreign nationals on returning from Pakistan are permitted to transfer their savings.

B. The protection of rights in industrial property order, 1979
{President Order No. 5 of 1979)

Interpretation

In this order. "indv :rial property " means property. moveable or immoveable. used in the production,
manufacture, proce sing or assembling of any goods or the development and cextraction of mineral
resources, of both in such production. manufacture., processing or assembling and in such development
and extraction, and includes any right, title or interest in such property.

Order 10 override other laws

This Order shall have effect notwithstanding anything contained in the Constitution or any other law
for the time being in force.

Protection of industrial propeny rights

(i) No person shall be deprived of his industrial pruperty save in accordance with law.

(1) No industrial property shall be compulsorily acquired or taken possession of save for a public
purposc and save by the authority of law which provides for adequate compensation being
given therefore within 2 reasonable time specified therein and cither fixes the amount of
compensation or spec fies the principles on and the manner in which compensation is to be
determined and iven.

(iii) Any person to whom compensation is to be given under any such law as is referred to in clause
(41) may apply to the Count of competent jurisdiction for a decision as to whether such
compensation is adequate or otherwise and for the determination of adequate compensation.,

Saving

Nothing in this order shall be deemed to apply o, or to have effect in respect of, any industrial property
which was compulsorily acquired or taken possession of before the commencement of this order.
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C. Guidelines for the contraction of loans, credits and royalty technical fee
agreements in the private sector

A number of steps have been taken by the Government to improve the access of the private sector
to toreign currency resources and to facilitate transter of modern technology . To promote these
objectives the Finance Minister announced in his budget speech for 198384 that requirements of
clearance of the State Bank of Pakistan and the Ministry of Finance to the terms and conditions of
toreign credits including suppliers, credit and credits under the Pay As You Earn Scheme will not
he required if these conform to certain standard conditions. Agreemients for payment of royalties.
technical fees and employment of foreign experts could also be entered into without prior clearance
of the State Bank of Pakistan or the Ministry of Finance it these contorm to the standard terms fixed
by the Government. It was stipulated that guidelines will he announced by the Government in this
respect. These guidelines are now issued as paras 3 and 4 below. Agreements conforming to these
guidelines will not require prior approval of any Government agency. The borrower will. however.
be required to furnish one copy of the loan agreement to the Exchange Control Depariment. State
Bank of Pakistan, Karachi and the External Finance Wing., Mimistry of Finance. Islamabad for
registration. The registration with the State Bank will constitute the authority for the authorized dealer
to remit the principal. interest and other charges as specified in the agreement to the creditor. Likewise.
the party entering into agreements for transfer of technology involving payment of royalties. technical
tees and payments 1o expatriates, will submit one copy of the agreement to the State Bank of Pakistan.
Exchange Control Department, Karachi. for registration. The registration with the State Bank will
serve as the authority for payments in foreign exchange as admissible under the Foreign Private
Investment (Promotion and Protection) Act. 1976.

It is expected that the foreign loans raised by the private sector will encourage toreign participation
in high technology arcas and in projects that will break new ground. These loans shall not carry any
Government or State Bank guaraniee. it would. however. be permussible tor commercial banks to
issue Bank Guarantees after due scrutiny and with the prior approval of the State Bank as required
under the Foreign Exchange F.egulation Act.

D. Guidelines for foreign loans and credits

Ratelimit for which
sanction is not required

Rate of interesi:

() Interest on loans from banks Not exceeding .5 per cent above
commercial institutions LIBOR

(h) Interest on suppliers” credits:

(i) Foreign credits negotiated At the rates negotiated by the
through Development institution concerned
Financing Institutions viz.
PICIC. IDBP. ctc
(1) In other cases Not exceeding 1.5 per cent above
LLIBOR

The approval of the Government of Pakistan will be required where credit for export is provided
at a concessional rate by the banks/financial institutions under the instructions or policy of forcign
goverpments,
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Ruate/limit for which
sanction is not required

Front end fees/charges for cash loans
mentioned at (2) above where applicable:

(1 Commitment fec Not exceeding 0.5 per cent per
annum
(:) Management fee Not exceeding 0.5 per cent of loan

amount for syndicate loans only

(iti) Legal expenses:

(2) Single bank loan At actual not exceeding $5.000
(b) Syndicated loan At actual not excecding $10.000
Down payment: Subject to maximum of 15 per cent
Repayment period:
Pay As You Earn Scheme Not less than § years
Other loans Not less than 7 years

The LIBOR rate will be app'icable in cases where loans are obtained from Euro-currencies market.
For loans and credits secured from other markets abroad. the margin will apply with reference to
the rates prevailing in the respective centre. For example in the case of a Japanese yen loan obtained
from the Japanese domestic market. the margin will apply with reference to the Japanese long-term
prime rate.

E. Guidelines for agreements for transfer of technology

Rovalty

— Definition of royalty:
A royalty is a fee paid by a local firm to the foreign collaborator in consideration of:
“Licence to use the foreign manufacture’s patent/brand name for marketing the product(s)’.

— No royalty would be allowed:
(a) On consumer goods for the home market: and
(h) In cascs where more than S0 per cent shares are held by the owners of the patent/
trade mark/brand name.

The existing agreement will. however, be continued as per the terms and duration already determined.
— In other cases. the royalty shall be allowed as under:

(a) Up to 3 per cent on capital goods manufactured for exports;

(b) Up to 2 per cent on consumer goods manufactured for exports: and

t¢) Up to 1 per cent on capital goods manufactured for the home market.

— Royalties shall be for a period not exceeding § years.

— Royalties will be calculated and centified by the applicants’ auditors on the basis of ex-factory
price less excise duty and sales tax, if any. for home market and F.0O.B. price for cxports.
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Technical fee

— Definition of a technical fec:
It is a fee paid by the local firm to the foreign collaborator in consideration of:

(2) Engincering and technical services including assistance with the manufacturing process.
testing and quality control. assistance by way of making available a patented process and/or
secret know-how. and rights to avail of the technical/confidential information
resulting from continuous technical rescarch and development. ete: and

(b) Technical training of local personnel.

— No technical fee shall be allowed on consumer goods or for a simple conventional process. or
on goods which are being produced in the country without foreign technical collaboration.

— A technical fee may either be determined 2s a lump sum to be paid in instalments or be allowed
as under:

(@) Up to 3 per cent on engineering goods and for such basic manufacture which requires
sophisticated technology:

(b) Up to 1.5 per cent for product(s) other than (a) on new products only:

{¢) The aggregate rate of royalty and technical fee should aot exceed 5 per cent:

(d) Technical fees shall not be allowed for more than S years: and

(¢) Lump-sum technical fees will not exceed 5 per cent of the foreign exchange cost of plant
and machinery and will be admissible only for items (a) and (b).

— For basic manufacture. the technical fee will be calculated and certified by the company s auditors
on the basis of ex-factory price.

— For assembly/manufacture. the technical fee may be calculated on the F.O.B. price of deleted
components or parts of the product(s) which would be manutactured by local licensed firm. or
on the ex-factory price of locally produced components or parts o the products(s) whichever is fess.

— While calculating the technical fee. the excise duty, sales tax and the value of imported components
and parts should be deleted from the ex-factory price. Documentary evidence in support of the
above may be called for from the applicant(s).

— In the agreement no provision should be made for any compulsory minimum payment of a
royalty/technical fee.

— Incase of payment of the technical fee in a lump sum it should be spread over a number of years
and should be linked with transfer of technology or services rendered. Further, the supplier of
technology should affirm that the price is in line with the agreement made in other countries.

— There should be no requirement for purchase of raw material components from a particular source.
— Agreements should be under the Pakistan Law.

— Arbitration should be held in Pakistan under Pakistan Law.

F. Guidelines for engagement of expatriates

Foreign experts/technicians may be employed without reference to any goverament agency for rendering

such services as supervision of installation, commissioning of the plant and training of personncl.
Limits for per diem rates are indicated below:

Foreign technicians:

Canada, United States, Western Not exceeding $250 per day.
Europe and Japan
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East European countries and China The rates fixed by the concerned government
organization of the respective countrics.

All other countries Not exceeding $175 per day.

General guidelines

Agreements not in conformity with the above. will require prior clearance from the competent authority.

Remittance of principal and interest. etc.. in respect of foreign loans and royalty/technical fee spall
be made at the official rate of exchange prevailing on the date of remittance.

Requests for exemption from income tax on icterest camed on foreign loans will continue to be
considered on a case-to-case basis.

These guidelines are subject to revision from time to time as and when required pursuant to changes
in the domestic and international capital markets.

G. Industrial property rights

The protection of industrial property has as its object patents. utility models. industrial designs. tra-te
marks. etc.

The Patent Laws in Pakistan are aimed at providing protection to industrial property. Industrial property
rights are protected under the Patents and Designs Act and the Trademarks Act. Grant of Patent confers
on the patentee the exclusive privilege of making. selling and using the invention throughout Pakistan
for a period of 16 years (extendable according to circumstances) in consideration of his disclosure
to the invention at the Patent Office. Today more than 8.000 patents are in force. Copyright of an
original or new design is granted for a period of § years which is extendable upon applications for
2 further periods of 5 years each. The grant of licence for working a patent or using a design against
payment of royalty is permissible.

The protection of rights in industrial property ordinance, 1979
(President’s Order No. 5)

This Order specifies that no industrial property would be compulsorily acquired. without authority
of law which provides for adequate compensation being given within a reasonable time. The adequacy
or otherwise of the compensation so fixed can also be challenged in a court of competent jurisdiction.

H. Issue of capital

The Law

Control over issue of capital in Pakistan is exercised under the Capital Issue /Continuance of Control)
Act. 1937 Tt prohibits issuc of capital in Pakistan or a public offer for sale of sccuritics by the Pakistan
company or a foreign company without consent of the controller of Capital Issues. Similar restrictions
apply if the capital is raised or securitics are offered abroad by a company registered in Pakistan,
Subscribing to issues not approved by the Controller of Capital Issues is prohibited. Issuing of a
prospeztus or any otker offer for public sale of sccurities not approved by the Controller of Capital
Issucs is also prohibited.

The Controiler of Capital Issues can impose conditions either at the time of giving permission to the
issuc of capital or giving recognition or at any other time thereafter and those conditions are binding
on a company. Orders issued under these powers from time to time have the force of faw.
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The Policy

Control on issue of capital is designed to ensure a balunced investment of the country s resources.
protect public participation in premature projects. and prevent over-capitalization and undue dependence
on loan capital. Permission to issue capital does not. however. represent assurance by the government
of the profitability of a project. In cases where the sanction of a government or semi-government
ageney is required before setting up a project. consert to issuc capital is given only when the project
is approved by competent authority. For example. (1) insurance companies have o be approved by
the Ministry of Commerce. ¢2) industrial companies have to follow the guidelines laid down by the
goverament for sanction of industrial projects.

Policies are also aimed at broadbasing the corporate ownership. protecting the interest ol general
sharcholders and preventing abuse of power by controlling interests in companies.

Size of company

A private company is allowed to issue capital up to Rs 50 million. If it intends to issue capital beyond
this limit. it is required to convert itself into a public company and offer 50 per cent of the total capital
to the general public. However. in the case of companies with foreign capital. 50 per cent disinvestment
ix restricted to the local capital only.

Broadbasing of ownership

Fresh issue

At feast 20 per cent of a public ofter is reserved for the National Investment Trust (NIT). Any shares
nat picked up by NIT under this option are required to be offered to the general public. For the balance.
applications for shares of the value of Rs 5.000 have a preference (prior accommodation) over
application for shares of a value exceeding Ry 5.000.

Right Issues

(i) Public limited companies listed on the Stock Exchange can apply for the issue of right shares
to the existing sharcholders in accordance with provision of Companics Ordinance. 1984

(i) In case of public limited companies not fisted on the Stock Exchange. the right sharces may
be offered to existing sharcholders within the exemption limit of Rs 50 mithon. However.
it it is desired 1o rzise any part of the capital from the general public. 50 per cent of the capital
at par shall he offered to the gencral public and NIT and prior approval of the Controller of
Capital Issues be obtained to the proposed issue and the prospectus.

Bonus issues

(i) Companics are allowed to capitalize their free reserves provided that after issue of bonus shares
and tax payable thereot. the net free reserves do not fall below 25 per cent of the enhanced
share capital. However. non-listed companies cannot capitalize reserves beyvond their paid up
capital of Rs 50 million.

I. Positive list and prohibited list

Forcign private investment shall be classified as cither prohibited or allowed subject ty normal
restrictions. The following two lists assign the sectors o cither of these twe calegorios;

Positive List Prohibited List
(1) Livestock farming (1 Agriculural land
(i) Sced farming (i) Forestry
i Dairy farming (iii) Irrigation

(iv) Poultry tarming (iv) Real estate
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Positive List Prohibited List

(v) Deep-sca fishing including land.

(vi) Coastal Fishing housing and

(vii) Inland fishing commercial and
(viii) Manufacturing (other than office buildings

spectfied Hist) {v) Radioactive minerals

(ix) Construction (vi) Insurance

(x) Power generation (vi) Health

(xi) Oil. gas and coal
exploration and mining
(xii) Metals and minerals (other
than radioactive)
(xitt) Tourist services and hotels
(xiv) Nuclear energy
(xv) Export-related trading
and commerce
(xvi) Transport and
communications
(xvii) Gas transmission and
distribution
(xviii) Liguid petroleum gas (LPG) import
and marketing
(xix) Power transmission and
distribution
(xx) Banks and financial
services
(xxt) Oil distribution

Source: Government of Pakistan. Ministry of Industries, Pakistan Investment Guide (Islamabad. July
1989).

B.Il FISCAL, MONETARY AND OTHER INCENTIVES

Fiscal. monetary. trade and industrial policies have beep attuned to bring about desired changes in
the industrial sector. Unprecedented and revolutionary incentives have been provided in the new
industrial package. as follows:

Income tax holiday

A four-year income tax holiday has been allowed throughout Pakistan to those key industries which
arc established between st July 1988 and 30th June 1993, The tax holiday will be admissible to key
industries, viz biotechnology, fibre optics. solar cnergy cquipment. computers and software. other
clectronics equipment and fertilizers.

In order to encourage industrial development of hitherto less developed arcas. the income tax holiday
stated above has been made admissible for a period of cight years for all industries proposed to be
located in NWFP, Baluchistan (except Hub Chowki arcas). FATA, northern arcas and Azad Kashmir,
and four years' tax holiday will be available in the Divisions of Dera Ghazi Khan and Bahawalpur
in the Province of Punjab and the Divisions of Sukkur and Larkana in the Province of Sind (o all
industrics set up between st July 1988 o 30th June 1993,

Exemption from customs duty

‘The key industries referred toin (1) above have also been exempted from payment of customs duty
on imported machinery. provided that such machinery is not manufactured locally. The incentives
will be admissible 1o industries set up between Ist July 1988 to 30th June 1993,
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All industries proposed to be located in NWFP, Baluchistan (except Hub Chowki areas). FATA.
northern areas, Azad Kashmir. Divisions of Dhera Ghazi Khan and Bahawalpur in the Province of
Punjab and Sukkur and Larkana in the Province of Sind have been exempted from the levy of import
surcharges on imported machinery. provided that such machinery is not manufactured locally, and
also granted exemption of customs duty and sales tax.

Exemption of sales tax

For a petiod of eight years. the output of industries set up between st July 1988 to 30th June 1993
in NWFP. Baluchistan (except Hub Chowki areas). FATA, northern areas, Azad Kashmir has been
cxempted from payment of sales tax.

The other measures taken for the promotion of industry in the country are given below:

— To augment job creation. the Agricultural Development Bank of Pakistan and the nationalized
banks will set apart Rs 1.2 billion during the next financial year for the establishment of agro-
based industries in rural areas.

— To facilitate industrial investment in the private sector, the government has allowed six private
sector parties to establish Investment Finance Banks.

— For genuine newcomers who do not own a major industry the following relaxations have been made:

(1) their projects shall normally be financed at a debt equity ratio of 70:30;
(i1) the condition of depositing the equity component in cash has been dispensed with.

— Realizing the inaccessibility, lack of infrastructure and seasonal nature of most of the business
undertakings in the northern area, the government has decided to provide concessionary finances
at a mark-up of 6 per cent per annum to finance mineral exploration projects. hotels. manufacturing
of furniture, food processing etc.

— Nowadays. the electronics industry Gecupies a pivotal position in the process of industrialization.
Customs duty exemption and tax holiday have been made available to this industry. if set up in
NWFP or Islamabad. This industry was also declared as ‘Key Industry” last year. Keeping in view
the crucial role of the electronics industry in the industrial development of the country. the
governmernt has decided to extend the scope of customs duty and sales tax exemption on imported
raw materials and components to the electronic industry set up anywhere in Pakistan.

— Till June 1989, the scope of exemption on the import of plant and machinery for the manufacture
of pharmaceutical raw materials in the country was restricted to such pharmaceutical units which
made use of the local flora and fauna. In the abseace of a basic pharmaceutical industry in the
country, pharmaceutical units have not been able to make use of this facility. It has now been
decided to extend the scope of this concession to such basic chemicals which can be imported
from world-wide sources without any franchisc. Besides, exemption on import of pharmaceutical
raw materials is proposed to be extended to the manufacture of all medicinal preparations registered
as drugs under the Drug Act.

— Customs duty exemption on mining machinery and equipment was withdrawn last year. The
government has now decided to restore this concession on such mining equipment and machinery
which is not being manufactured in the country.

Income tax structure

Tax credit for investment by companics in industrial undertakings

Tax credit is admissible to a company in respect of the amount invested in the acquisition of share
capital of a company which scts up an industrial undertaking, to the extent indicated below:

(a) 30 per cent of the amount invested if the industrial undertaking is located in Baluchistan, Tribal
Arcas, northern arcas or Azad Kashmir;
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(b) 15 per cent of the amount invesied where the industrial undertaking is located at any other
place. excluding the Talukas of Karachi and Hyderabad and Tehsils of Faisalabad and Lahore
(Section 106 of Income Tax Ordinance. 1979).

Investment allowances to persons other than companies

An allowance of 33.33 per cent of the total income subject to 2 maximum of Rs 5.000 is admissible
to any person. except a company. in NIT units. specified certificates and debentures and in the acquisition
of the share capital of industrial companies other than by purchase from a previous owner (Section
45 of the Income Tax Ordinance. 1979).

Tax credit on investment by companies in shares and debentures and wealth tax exemption
Companies investing in shares or debentures of the Equity Participation Fund are allowed tax credit
of 50 per cent of the amount invested in such shares or debentures.

Sales tax exemption on machinery

Machinery or component parts for industrial use are exempt from payment of sales tax if
produced/manufactured in Pakistan (SRO 697(1)/77 dated 4—8-1977. amended from time to time).
Sales tax exemption or export of manufactured goods

In order to promote the export of manufactured goods. a general exemption from sales tax is given
to all goods exported from Pakistan. {n addition. the raw matenal used in their manufacture is also
exempted from sales tax.

Exemption of dividend income
Exemption of dividend income is available as stated below:

{a) in respect of dividend income reccived from the National Investment (UNIT) Trust or any
mutual fund established by the Investment Corporation of Pakistan or from a company listed
on the Stock Exchange in Pakistan, other than that specified in sub-clause (b) or sub-clause (¢)-

() Where such dividend income does not exceed fifteen thousand rupees: the whole of
such income.

(ii) Where such dividend income exceeds fiftcen thousand rupees: fifteen thousand rupees.

(b

-—

in respect of income from dividends declared and paid by any public company registered at
any time between the first day of July 1977 and the thirticth day of Junc 1982 (both dates
inclusive) under the Companies Act. 1913, (VII of 1913), and having its registered office in
Pakistan, out of its profits for any income year ending on or before the thirticth day of Junc 1982,

(¢) in respect of dividerd income received from any public company registered under the Comipanics
Act, 1913 (VII of 1913), at any time hetween the first day of July 1978 and the thirticth day
of Junc 1982 (nercinafter referred to as the said period), having its registered office in Pakistan
and cngaged in an industrial undertaking set up in Pakistan at any time within the aforesaid
period out of the profits of the undertaking. for a period of five years beginning from the year
in which commercial production is commenced.

Bonus shares

The face value of any bonus shares or the amount of any bonus declared. issucd or paid by a company
to its sharcholders with a view to increasing its paid-up capital is exempt in the hands of sharcholders.
Exemption to foreign technicians

Salary received by any person who is not a citizen of Pakistan is exempt for a period of cight years
from the date of his arrival in Pakistan for services rendered by him during such period as a technician
under a contract of service approved by the Commissioner of Income-tax hefore the commencement
of his service or within one year of such commencement.
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Tax rebate on income from exports

Rebate is allowed to all commercial and industrial exportens from 235 per cent to 75 per cent of the
tax attributable to income from exports of approved tems manufactured in Pakistan.

Tax rebate for limited companies

Super tax rebate of five per cent is allowed o industrial undertakings set up between Jubs 1975 and

June 1980 provided the cost of fixed assets exclusive of cost of fand does not exceed Rs 5.0 million.

The tax rate has been reduced to SO per cent in the case of private limited companics and 40 per
cent ia the case of public imited companics.

Depreciation

Depreviation allowance is calculated on the cost of assets at the time of their acquisition in the first

vear and on the written-down value in subsequent ycans.

An initial depreciation allowance at a rate of 30 per cent is allowed on ships and at a rate of 25 per
cent on other plant and machinery. The rate of initial depreciation allowance on residential buildings
tor industrial labour s 10 per cent.

In respect of assets most commonly in use. the rates of normal depreciation allowance are as follows:

— Building (not otherwise specified) 5 per cent
—  Factory or workshop (excluding godowns. oftices and residential

quarters) 10 per cent
~ Machinery and plant (st otherwise speviticd) 10 per cent
— Batteries. X-ray and clectro-therapeutic apparatus and accessories 20 per cent
—  Machinery esed in the production and exhibition of cinematograph

films 20 per cent
—  Motor-vehicles. all sons 20 per cent
-~ Moulds used in the manufacture of glass or concrete pipes 30 per cemt
-~ Below-ground installations in mincral ol concerns 100 per cent

Rute of income 1ax

Individual. unregistered firms or assaciations of persons are taxed on g graduated seale principle.
The ctfective rate of tax does not exceed 45 per cent of the tavable incors Current rates of tax are
as follows:

- Where the taxable income does 5 per cent of the
noi exceed Rs 25,000 tavable income
Where the taxable income exceeds Rs 1.250 plus IS per
— Ry 25.000 but does not ¢xceed Rs 50,000 cent of the amount

cxcecding Rs 25,000

- Where the taxable income exceeds Rs 5.000 plus 25 per
Rs 50.000 but does not exceed Rs 100,006 cent of the amount
cweeding Ry 50,000

Where the taxable income ¢xceeds Rs [7.500 plus 35

Rs 100000 but does not exceed Rs 200,000 per cent of the
amount cyeecding
R+ 100,000

Where the taxable income exceeds Ry 200,000 Rs 52500 plus 45
per cent of the
amount cxeeeding
R~ 200000
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Provided that:

(b

()

(d)

nv income tax shall be payable by an assessee where his total income does not exceed Rs 24.000.

where the total income of an assessee exceeds Rs 24.000 but does not exceed Rs 28.000 and
itincludes any income chargeable under the head “Salary ™ (such income being more than fifty
per cent of his taal income). income tax payable by him shall. before any rebate is allowed
for any allowance referred to in clause (d). be taken as Rs 60. and where the total income
of such assessee exceeds Rs 28.000 the tax payable by him before any rebate is allowed as
aforesaid. shall be an amount equal to the aggregate of Rs 60 and the tax computed at the
rate specificd in the paragraph as applied to the balance of his taxable income exceeding Rs
4.000.

where the total income of an assessee exceeds Rs 24,000 but does not exceed Rs 25.000. income
tax payable by him shall not exceed fifty per cent of the amount by which the total income
exceeds Rs 24.000.

notwithstanding anyvthing contained in the Income Tax Ordinance. the rebate for any allowance
under section 39. 40. 41, 42_ 43 $4A. 46 or 46 shall be computed at the average rate of tax
and allowed accordingly.

where the total income includes any income from a share of the income. profits and gains
of a firm to which paragraph C of Pant II applied.

Super tax

Super tax on the income of banking companices is charged at a rate of 35 per cent on total income
excluding the intercorporate dividend received by such public company or any bonus or bonus shares
income. In the case of any other company, tax is charged at the rate of 20 per cent in the case of
the income of private limited companies and 10 per cent in case of public limited companices. excluding
any bonus or bonus shares issued by it. The following rebates are admissible in respect of super tax
payable by Pakistan companies other than banking companies:

D

i

an)

(iv)

(v)

(vi)

a rebate of 5 per cent to such company not being a banking company if it is a public company.

a rebate of 5 per cent to such company not being a company if it is a public company to which
clause (i1i) does not apply, if its paid-up capital plus free reserves as on the last day of the
income year does not exceed Rs 500.000.

a rebate of S per cent on so much of the income, profits and gains of such company. being
a public company. as arc derived by it from an industrial undenaking if its paid up capital
plus free reserves as on the last day of the income year does not exceed Rs 1.000.000.

a rchate of S per cent on so ~wch of the income, profits and gains of such company. as are
derived by it from industrial undertaking commencing commercial production at any time
between the first day of July 1975 and the thirticth day of Junc 1980 (both dates inclusive)
if the original cost of fixed asscts (excluding the cost of land) owned by the company and used
by the undertaking docs not exceed Rs 3.000,000. so however. that no rebate under clauses
(i) and (iii) shall be allowed to such company.

a rebate of 10 per cent on so much of the income profits and gains of sucn company as are
derived by it in Pakistan from processing. freezing. preserving and canning of food. vegetables.
fruit. gram, meat, fish and poultry and

a rehate of 15 per cent to such company on so much of the income, profits and gains accruing
or arising outside Pakistan.
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Inter-corporate dividend tax

Inter-corporate dividends received by a company other than a public company are taxed at the following
rates:

(1) where such divideads are received 5 per cent of
by the public company and are such amount
declared and paid by a Pakistan
comoany in respect of the share
capital issued. subscribed and paid
after the fourteenth day of August

1947,
() where such dividends are received by IS per cent of
a foreign association declared to such amount

be a company by the Central Board of
Revenue under Clause (16) of Section
2 of the Income Tax Act.

(111) in other cases 20 per cent of
such amount

Relief from double taxation is also available to the entreprencurs of those countries with which Pakistan
has an agreement for avoidance of double taxation. These countries are: Austria. Bangladesh. Belgium,
Canada. China. Denmark. France, Genmany ., Federal Republic of . Greeve, India. Iran (Islamic Republic
of). Ircland. ltaly . Japan. Lebanon. Libyan Arab Jamahiriya. Malaysia. Malta. Netherlands. Norway .
Philippincs. Poland. Romania. Saudi Arabia. Sri Lanka. Sweden, Switzerland. Thailand. United
Kingdom and the United States.

B.lIl INVESTMENT PRIORITY AREAS

Agro-based industries

(1) Feeding and fattening ingredients for livestock

{2) By-products of sugar-cane/sugar

(3 Textile weaving

(4) Newsprint and craft paper

(5) Mechanical/chemical pulp

{6) Processing. canning and preservation of fruits and vegetables

Chemicals

(1) Fertilizer
(2) Tannery chemicals
(3) Petrolcum derivatives
() Basic manufacture of insccticides and pesticides
(5) Basic manufacture of pharmaceuticals and its rescarch products
(6) Terephthalic Acid (TPA)
{7) Mono Ethylene Glycol (MEG)
(8) Dycs/pigments
(9) Coal-tar fractionization/distillation
{10) Fibreglass
thh Plastic raw materials such as PVC, polycthylene. polypropylenc
(12) Mecthanol
(13) Special glass
(14) High quality ccramics wares
(15) Catalyst manufacturing
(16) Industrial solvents
(17) Synthetic rubber
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Mechanical engineering items

(1) Engines and their pans for the automobile industry
(2) Forging casting of automobile parts
3) Diex. moulds

() Gear boxes

(5) Differential gears

(6) Tic rod ends

(N Oil fuel pumps

(%) Gauges

(9 Brakes

(1) Steering geans

(1 Wind shiclds

Metallurgical products

(1) Alloy steel manufacturing

(2) Aluminium alloy manufacturing

{3) Copper alloy manutacturing

(4 Zinc alloy manufacturing

(3) Other non-ferrous alloy manufacturing
(6) Non-ferrous alloys

(1) High pressure hose pipes

(8) Scamiess pressure pipes of large diameter

Machinery and equipment

(1) Hydraulic machincry. presses. pumps and other equipment

(2) Computerized machinery for boring and cutting. grinding and other purpuse equipment
{37 Injection moulding machines

4 Pressure dic casting machines

(5) Tolls and bits manufacturing

(6) Testing equipment manutacturing

(7 Oil exploring rigs

(8) Textile weaving and spinning machinery

(9 Paper and pulp-making machinery

Electricaifelectronics

(1) Capacitors

(2) Resistors

(3) Deflection yokes

4 Coils

(5) Picture twbes

(6) Dimdes

(N Integrated circuits

(%) Tuners

(9 Heavy clectrical equipment

(10) High voltage circuit breakers
(I Transformers (66 AV and above)
(12) Chips. silicon and solar energy photovoltaic cells
(13) Tungsten filament and cathodes
(14) Compressors

(15) Expansion valves

(16) Overload relays

(7 Copper tubing

(18) Condensers

(19 Thermostats

(20) Electro-medical equipment
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(21) Radars. microwave and HP egquipment
(22) Gemerators

(23) Computers

(24) Auto bulbs

(25) VCRs

(26) Video/audio heads

(27) Video/audio tapes

Others
(1) Mineral exploration and processing
B.IV INDUSTRIAL ESTATES

. Industrial estates where all basic facilities i.e. developed land. power, gas, weter and
telecommunications are available

Year of

Nume of industrial estate establishment
(a) Punjab -

1. Small Industrial Estate 1962/63

2. Lahore Township Scheme 1963

3. Small Industrial Estate 1963/64

4. Small Industrial Estate 1963/64

5. Small Industrial Estate

6. Industrial Estate 1968
(b) Sind

7. SITE. Karachi 1947

8. SITE. Hyderabad 1950

9. SITE. Kotri 1962

10. SITE. Sukkur 1963

11. Sukkur 1964/65
(c) NWFP

12. Small Industrial Estate, Peshawar 1961/62

13. Industrial Estate Jamrud Road, Peshawar 1965/66

14. Small Industrial Estate Mardan 1974/75

(d) Baluchistan

15. Hub Industrial Trading Estate. Tehsil Hub Distt. Lasbela 1982
16. Small Industrial Estatc Tchsil and Distt. Quetta -

I1. Industrial estates where all basic facilities except gas are available

Year of
Name of industrial estate establishment
Punjab
1. Thal Mandi Town Bakkar 1952/53
2. Thal Mandi Town Layyah 1952/53

1. Thal Mandi Town Jauharabad 1952/53




Investment Information 133

4. Thal Mandi Town Saraj Mohajir 1952 53
5. Small Industrial Estate Kot Lakhpat Lahore 1963 64
6. Small Industrial Estate. G.T.Road. Jchlum
Sind
1. SITE . Kotri. Kotri Taluka Dadu Disut. 1962
NWFP
1. Small Industrial Estate. Abbottabad 1973 74
2. Small Industrial Estate. Khalabat 1973 74
3. Small Industrial Estate. D.I.Khan 197374
4. Industrial Estate Hattar. Haripur. Abbottabad 1985 86

B.V IMPORTANT CONTACT POINTS

Telegraphic Telephone Telex
Postal address address number number
Ministry of Industries INDUSTRIES 8273238 5774
Government of Pakistan MIND PK
Pakistan Scct. Block "A°
Islamabad
Investment Promotion Burcau IPEEBEE 719968 23137
Kandawala Building M_A. Jinnah Rd. SUPPLY PK
Karachi
Otfice of the Controller of FINANCE 811962 54202
Capital Issues MFIN PK
Government of Pakistan
Finance Division
Islamabad
Central Board of Revenue CEBOR 827832 856
Government of Pakistan 82473 CEBOR PK
Finance Division. CDA Block,
No. 1.2.3
Islamabad
Office of the Chiet Controller CHIEF IMPEX 820482
of Imports and Exports
Government of Pakistan
Ministry of Commerce
5-Civic Centre
Istamabad
Investment Advisory Centre of CENTINVEST 512086 88 25101
Pakistan 5115852 IACP PK

Ground Floor

State Life Building No. 2
Dr. Ziauddin Ahmad Road
Karachi
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Telegraphic Telephone Telex

Postal address address number number
Pakistan Industrial Credit and PICICORP 225391 -9 2710

Investment Corporation PICIC PK
State Lite Building No. 1
Post Box No. 5085
I.I. Chundrigar Road
Karachi
Industrial Development Bank of INDEBA 22853539 KR-23722

Pakistan. Head Office
State Life Building No. 2
Wallance Road. P.O. Box 5082
Karachi
National Investment Trust WETRUST 222056 -59 24476
oth Floor NIT PK
National Bank Building L1
Chundrigar Road
Karachi
Federation of Pakistan FEDCOMERC 532179-98 25370
Chamber of Commerce and Industry FPCC&l
Sharah-c¢-Firdousi. Mair: Clifton
Karachi-6
Chamber of Commerce and Industry  CHAMCOMIND 226091 —95 23613
Aiwan-c-Tijarat Road KCCI PK
P.O.Box No. 4158
Karachi-2
Investment Centre PAREP LONDON 071 -235-2044
Embassy of Pakistan
15, Lowndes Square
London SWIX 9IN
United Kingdom
State Bank of Pakistan PAKMONEY 2314150 23730
[.{. Chundrigar Road SB PK
Karachi
Pakistan Banking Council BANK COUNCH. 231641 2751
8-Habib Bank Plaza HB PK
I.I. Chundrigar Road
Karachi
Export Processing Zone EXPOXONE 219765 -6 25692
Hateez Centre 3300345 EPZA PK
Sharah-c-Faisal 33XXS5 -6
Karachi
The Maraging Director BANQUITY 513683 24646
Bankers Equity Limited 514017 BEL. PK

Ist Floor

State Life Building No.3, Dr.
Ziauddin Ahmad Road
Karachi
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Telegraphic Telephone Telex

Postal address address number number

The Chairman TERMFUND 551187 23842

National Development Finance 551977-719 NDFC PK
Corporation 551091-92

NSC Building 4th Floor 551108

M.T. Khan Road

P.O.Box No. 5094

Karachi

The Executive Director INVESTFUND 820191 5400

Regional Development Finance 821450 RDFC PK
Corporation

Ghousia Plaza. Blue Area

P.O. Box 1893

Islamabad

The Managing Director PAKUWAIT 513261 24396

Pak Kuwait Investment Co.Ltd. 513280 PKIC PK

7th Floor

Sheikh Sultan Trust Building

10 Beaumont Road. GPO Box 10425

Karachi

The Managing Director COINVEST 312045 2439

Pak-Libya Investment Co.Ltd 515950 PKIC PK

Ist Floor

Sheikh Sultan Trust Building

10 Beaumont Road. GPO Box 10425

Karachi

The Chief Executive SAPICOIB 821493 5663

Saudi Pak-Agricultural and 821494 SAPIC PK
Industrial Company Limited

2nd Floor, 44 East. Ali Plaza

Blue Area

Islamabad

The Chairman AGRIFIN 829090 -99 5618

Agricultural Development Bank ADBP PK
of Pakistan

1. Faisal Avenue

P.O.Box 1400

ADBP Building

Islamabad

The Managing Director SMALBIZFIN 821639

Small Business Finance Corporation 825823

National Bank Building 820328

Ground Floor, Civic Centre 825652

P.O.Box No. 1587
Islamabad
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B.VI INSTITUTIONS SUPPORTING INDUSTRY

Pakistan Industrial Credit and Investment Corporation (PICIC)

Pakistan Industrial Credit and [nvestment Corporation Limited (PICIC) was set up in 1957 as 2 semi-
autonomous body for the purpose of promoting private investments in industry . Industrial projects
which do notinvolve foreign private investment are processed and finally sanctioned by PICIC without
reterence to the goveranent except in specitied cases. Its main functions are:

- giving long-term and medium-term loans in foreign and iocal currency. PICICs assistance 1s
generally given for acquisition of fixed assets and it does not provide loans for working capital.
It alse does not provide finance where a refunding operation is contemplated.

— direct participation in shares and in debentures stock.
— underwriting public issucs of shares and other securities.

— assisting Pakistan entreprencurs to obtain suitable foreign investment for their enterprises and
conversely assisting foreign investors to locate suitable investment opportunities ia Pakistan.

— assisting entreprencurs in the preparation of investment proposals and acting as a financial adviser
to enterprises it has agreed to finance, providing technical and managerial advice or assisting them
in vbtaining such advice.

PICIC ncgotiates and borrows forcign currency/loans with the approval of the government from foreign
agencies such as the World Bank. Asian Development Bank. cte. The Corporation also arranges for
Joint financing of projects with foreign financial institutions such as the International Finance Corporation
(IFC), Washington D.C.. and the Netherlands Financierings Maatschappij Voor Ontwikkelingslanden
N.V.(FMO). The Government of Pakistan also places at its disposal credit lines oftered by foreign
countries tor industrial projects in the private sector.

PICIC provides long- and medium-term loans and credit in foreign as well as local currency. Tis
minimum lending limit is Rs 2.5 million for rupee loans and the equivalent of Rs 1.5 million for foreign
currerey loans, relaxable to the equivalent of Rs 0.750 million for underdeveloped arcas. There iy
no minimum lending fimit for balancing. modermization and replacement of existing units and enterprises
which are existing PICIC clicnts.

Industrial Development Bank of Pakistan (IDBP)

The Industrial Development bank of Pakistan (IDBP) is an organization similar to PICIC with the
main difference that it provides medium- and long-term credit to entreprencurs for the development
of small and medium sized industrial projects. The Bank. which has been in evistence for twenty -six
years, also guarantees loans on behalt of the government and administers the equity participation fund,
which provides equity support to industrial projects belonging to the underdeveloped arcas of the country
and extends financial assistance o0 small-sized projects, in collaboration with the Small Industries
Corporation set up in the province. Financial assistance is also provided for the balancing. madernization
and cxpansion of cxisting units.

IDBP provides loans to industries both in foreign exchange and local currency. The Bank grants loans
within the tollowing maximum limits:

(i) Industrial corporation not R 1.5 million with forcign
incorporated under Coinpanies Act, 1913 cexchange component not
weerding Rs 1 omillion

(1) Other concerns (joint stock companics) million both for foreign
excaange and local currencies
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The above limits do not apply to mining. cotton, inland transport and such other industry as the Federal
Government may direct the Bank to finance beyond that limit. or to any concern in any other industry
which the Federal Government. cither on its own initiative or on the recommendations of the IDBP
Board. may exempt from the limit.

Banker’s Equity Limited (BEL)

BEL was established in 1979 to meet the diverse requirements of the industrial financing needed to
promote and accelerate industrial development in the private sector. The financing operations of the
Bankers Equity Limited have three distinct features. First. it provides financial assistance to large-
and medium-size industries” projects and does not accept applications for financial assistance for initial
finance falling below Rs 2.5 million. Second. it provides financial assistance under an arrangement
of a single package deal as against the multiple system of project financing being followd in the country.
Third. it provides financial assistance purety on a profit- and loss-sharing basis within the framework
of the Islamic financial system being developed in the country. Bankers Equity is generally tlexible
in the terms and conditions of its financing and its business operations are solely conducted on the
basis of the commercial and economic viability of the projects seeking assistance. The types of financial
assistance being provided by the Bankers Equity Limited include direct financing through cquity
subscription in the natue of co-sponsors” equity and underwriting of public issues of shares. and term
financing under profit- and loss-sharing arrangements in the form of purchase of Participation Term
Certificates (PTCs). loans for purchase of local machinery and foreign currency loans and guarantees.
Bankers Equity Limited. being the first registered Modaraba Company in the country . also makes
arrangements for financing through floatation of Modarabas. a newly introduced concept of Islamic
finance.

National Development Finance Corporation (NDFC)

The major objective of NDFC is to promote industrial expan: . and economic growth in the country
by providing financial and technical assistance, both in foreign currency and local currency. for the
establishment of new enterprises as well as for the balancing, modernization and expansion of existing
projects in the public and private sectors. It also finances the w .rking capital requirements of projects.
All financial assistance by NDFC is provided to limited companies. Existing proprictorship and
partnership concerns can also apply for financial assistance. However, before funds are disbursed,
they will have to form limited companies.

NDFC is nresently involved in all the major sectors such as sugar, cement. energy. engineering,
transport. mining. ghee. food, poultry. hotels, health services, etc. NDFC can finance all types of
industrial projects.

The foreign currency funds are generally provided by NDFC at the interest rate of 14 per cent with
repayment periods ranging between 5 and 10 years. NDFC also provides local currency long-term
financing on a non-interest basis in line with State Bank of Pakistan instructions. The modes presently
adopted are case and mark-up at agreed amounts on a monthly basis. Mark-up is based on purchase
of assets for the project by NDFC and resale of these to the borrower at mark-up. Local fabricated
machinery (LFM) needs of a project are also financed under mark-up arrangements., in accordance
with the State Bank of Pakistan’s instructions. The profit rates charged by NDFC and other charges
and fees levied are almost the same as those charged by the other financial institutions.

Disbursements arc made against foreign currency and suppliers’ credit facilities through the opening
of Letters of Credit (1/Cs). The foreign currency L/Cs are opencd against financing from bilateral
and multilateral foreign currency resources with NDFC. The local currency L/Cs are opened against
finances approved by the State Bank of Pakistan for local manufactured machinery.

For viable projects. NDFC may finance up to 60 per cent of the total project cost. The balance of
40 per cent is required to be met hy project sponsors and/or the general public as the case may be.
NDFC's financial assistance is gencerally sccured against first charge on the project assets.
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Regiowal Development Finance Corporation (RDFC)

The government in 1985 sct up the Regional Development Finance Corporation in 1985 which is jointly
owned by NDFC. the nationalized banks and IDBP. The corporation promotes investioent 12 the less
developed arcas of Pakistan, namely NWFP. Baluchistan, Azad Kashmir State ot Jammu and Kashmir.
the northern arcas and such other arcas s may be declared by the Federal Government by notification
in the ofticial Gazette as less developed arcas. Its major objectives are () identification of commercially
viable investment opportunities in less developed arcas: (it} preparations ot teasibility studies: (i)
providing financial support for new projects or expansion and balancing. modernization and replacemem
{BMK) of existing units: iv) locating new investors: and (v) providing support to the mining sector.
RDFC’s primary aim 1s promotion of commercially viable projects. In accepting projects of
commercially viable projects for assistance. it considers not only the credit standing of borrowers
and commercial protitability of projects. but also their relevance to the national economy as well as
their impact on the less developed arcas of Pakistan. The entreprencur is tree to apply tor financial
assistance for industries specified in the Industrial Investment Schedule ot any other industry permtted
by the Government from time to time.

National Investmem Trist (NIT)

National Investment (Unit) Trust. the only Mutual Fund in Pakistan. was established in November
1962 under Goverament auspices tor the mobilization of savings for investment in the corporate sector
in order to broadbase its holding. It mobilizes funds by sale of Units through its own offices and
commercial banks spread throughout the country. The income from the investments is distributed to
the Unit holders annually on a prorate basis.

Investment Corporation of Pakistan (ICP)

The Investment Corporation of Pakistan is a statutory body established by the Government to broaden
the base of equity investment and to expand opportunities of profitabie investment in companies shared
by the middle class. The Corporation plays the role of investment bank for the development of a capital
market in Pakistan. It underwrites new issues of public limited companies tor the purpose of
establishment new projects. BMR of existing projects or augmenting their sworking capital requirements.
ICP arranges underwriting consortia of banks and financial institutions for providing rupee foans.
Future financing by the Corporation will be in the form of Participation Term Certificates. ICP abso
opens and maintains investors” accounts on a profitloss-sharing basis. Under the aew scheme. the
Corporation allows its account-holders to receive 60 per cent of the profit carned on joint equity
investment whereas 40 per cent of the profit will be the share of the Corporation. In the event of
loss. the position is reversed. The major share. i.c. 60 per cent of the loss will be borne by the
Corporation and only 40 per cent by the account-holders. The Corporation also provides investment
counsel to the investors,

1CP also manages closed-end Mutual Funds. with a view to offering the benefit of pooled investment
1o those who lack the professional skill to manage their own portfolio. Following Islamization of the
cconomy in the country. the operations of [CP Mutual Funds have been made free from the element
of inferest.

Commercial banking structure

There is a well organized banking system in Pakistan. comprising the State Bank of Pakistan (the
central bank of the country), commercial banks. specialized banks and financial institutions and co-
operative banks. The State Bank of Pakistan excrcises control and regulates the activities of scheduled
banks in pursuance of the responsibility assignied to it under its Charter. The commercial banks now
also constitute the most important source of institutional credit in the cconomy. Being the country *s
largest deposit institutions and the main source of short- and medium-term credit, they form the heant
of the financial system,
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Effective from Ist January 1974, Pakistan banks were nationalized under the Bank (Nationalization)
Act 1974, As a result. the Pakistan commercial banks were re-grouped into five banks as follows:

1. Allied Bank ot Pakistan

2. Habib Bank Lid.

3. Mustim Commercial Bank Lid.
4. National Bank of Pakistan

5. United Bank Ltd.

These banks function uader the overall management and guidance of the Pakistan Banking Council.
At present the following foreign banks are also operating e Pakistan:

Bank of America

Bank of Tokyoe

Chartered Bank

European Asian Bank

Citibunk

General Bank of Netherlands

Grindlays Bank Lid.

Rupali Bank

Bank of Credit and Commercial International (Overseas)Lid.
10. Bank of Oman Lul.

I1. Banque de I'Indochine et de Suez (France)

2. Dubai Bank Ltd.

13. Middle Eust Bank Ltd.

14. Union Bank of Middle East Ltd.

I5. American Express International Banking Corporation

‘' ld e

>
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Investment Advisory Centre of Pakistuan

Investment Advisory Centre of Pakistan (IACP). a leading industrial and management consultancy
organization. was established by the Government of Pakistan in 1963 with the aim of contributing
to the successtul realization of various schemes by public and private agencies and entreprencurs.,
Its scope of operations encompasses activities relating to identification of industries. preparations cf
feasibilities, arrangement of finances. management services, cte. Over the years it has broadened its
activitics and now has become an organization of international repute. It has acquired experience in
undertaking rescarch on planning, construction. supervision and operational management in many
industrial ficlds both in Pakistan and abroad. Tt has a distinct honour of serving European, Asian,
Middle Eastern and African countries besides prominent international agencies. The studies conducted
tfor domestic and overseas clients have been widely acclaimed at home and abroad as a work of high
professionalism.

IACP has highly experienced and qualified professionals from the disciplines of industrial . chemical
and mechanical engincering. textiles, agriculture. cconoinics, statistics, marketing. management,
finance, operations rescarch, cte. It has one of the finest information retrieval services. The Head
Office is located at Karachi with zonal offices in the citics of Gilgit, Lahore, Mirpur (Azad Kashmir),
Peshawar, Quetta and Sukkur in addition to a Liaison Office at Islamabad.

This organization has also served over 20 foreign countries in planning and formulation of industrial
studies. They regularly prepare Portfolios of Investment Bricfs on a number of industries such as
agro-based industries, textiles, leather. chemicals. engineering, clectrical. electronics. non-metallic
minerals and service industrics, The Bricfs can be obtained at a nominal cost from the office of IACP
at State Life Building No. 3, Dr. Zija-ud-Din Ahmad Road, Karachi.

The organization of the IACP is fully equipped with all necessary expertise to prepare bankable studics
on all industrial sectors. Such studics can be prepared on specific request from clients.
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The areas in which IACP is playing a definite role are:
Economic sectors

Manufacturing

Services, transport and communication
Petroleum. rufinery/oil and gas
Chemicals/pharmaceuticals

Export markets development
Agro-based industries

Research applications

Pre-investment and feasibility studies
Socio-economic/benchmark/market development surveys
Management control and manpower planning systems analysis
Project appraisal and technical evaluation

Improvement of technologies/capacities
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ANNEX C. TOP 75 COMPANIES RANKED ACCORDING TO NET WORTH. 1988
(Million ot rupees)

Serial Rank in Net worth
number Name 1987 in 1988
I Pakistan Intermational Airlines Corpuration I 6.967.61
2. Karachi Electric Supply Corporation 2 3.499.22
3 Sui Gas Transmission Company Limited 3 974.18
4. Pakistan Swate Oil Lid. 5 912.96
5. Pakistan Oilficlds Lud. 4 887.64
6. Sui N. Gas Pipelines Lid. 6 706.39
7. National Refinery Lid. 7 706.07
8. ICI Pakistan Manufactures Limited 3 631.87
9. Pakistan Tobacco Company Limited 9 481.68
10. Glaxo Laboratories (Pakistan) Limited 10 405.54
I Lever Brothers Pakistan Limited 21 392.60
12 Pak Suzuki Motors Cimpany Limited 14 376.35
13 Pakistan Burmah Shell Limited it 350.60
14. Bata Pakistan Limited 3 3i4.39
15. Packages Limited 12 309.09
i6. Cherat Cement Company Limited 16 204.04
17. Dawood Hercules Chemicals Limited I8 287.65
18. Nishat Mills Limited 39 24225
19. Southern Gas Company Limited 17 242.23
20. Crescent Textile Mills Limited 26 241.04
21 £xxon Chemical Pakistan Limited 15 234.65
22. Asbestos Cement Industries Limitea 19 229.38
23. Millat Tractors Limited 20 225.66
24, Premicr Sugar Mills and Dist. Company Limited n 225.08
28, Sapphirc Textile Mills Limited 27 215.86
26. Zcal Pak Cement Factory Limited 23 193.40
27 Al-Noor Sugar Mills Limited 24 191.51
28. Pakistan Insurance Company Limited 25 183.87
29. Dewan Textile Mills Limited 16 17413
30. Crescent Jute Products Limited 40 171.27

i Adamjce Insurance Company Limited 2% 165.14




144 Top Companies Ranked According to Net Worth

Senal Rank in Net worth
number Name 1987 n 1988
32 Habib Sugar Mills Limited 30 157.87
RRH Gulistan Textile Mills Limited 45 156.06
M Bawany Sugar Mills Limited 29 156.01
3s. Milkpak Limted . 149.80
36. Welicome Pakistan Limited 37 143.12
37. Mustckham Cement Limited 35 142.16
3. Pakistan Papensack Corporation 58 141.84
39. Shakarganj Mills Limited 2 140.29
40. Faran Sugar Mills Limited 32 140.67
41. Dawood Cotton Mills Limited 38 140.21
42. Rathan Maize Products Company Limited 33 140.01
43 Javedan Cement Limited 4 136.89
. Dewan Sugar Mills Limited 46 135.57
45. Pakistan Services Limited 51 133.84
46. Crescent Sugar Mills and Distillery Limited . 13224
47. Kohinoor Industrics Limued . 128.66
48. National Development Leasing Corporation . 128.36
49. Kohinoor Textile Mills Limited . 128.10
50. Reckitt and Colman (Pakistan) Limited 53 127.79
51. Mchran Sugar Mills Limited 41 127.55
52 Premier Tobacco Industries Limited 42 126.54
53 Shahmurad Sugar Mills Limited 43 125.99
54 Metropolitan Steel Corporation Lid. 59 125.13
55. Zahoor Textile Mills Limited .. 122.47
56. Huffaz Scamicss Pipe Industrics Lid. 49 120.15
57. Mohammad Farooq Textile Mills Ltd. 60 119.37
58. Philips Electrical Industries of Pakistan Limited 5s 119.00
59. Burcewala Textile Mills Limzted . 118.31
60. Sicmens (Pakistan) Engincering Co.Ltd. . 115.67
6l. Central Cotton Mills . 115.30
62. Ravi Rayon Limited 47 114.53
63. Fazal Cloth Mills Limited . 111.91

64, Hinopak .. 111.73
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Seral Rank in Net worth

number Name 1987 in 1988
65. United Sugar Mills Limited 11118
66. Lakson Tobacco Company Limited 50 ez
67. Pangrio Sugar Mills Limited 48 109.1o0
63. Services Pakistan limited 107.65
69. Sindabdgar Sugar Mills Limited 56 107.01
70. Ghanbwal Cement Limited 105.63
Tt Abbou Laboratories (Pakistan) Limited 57 1044}
7n. Brooke Bond Pakistan Limited 102 42
73. Gul Ahmed Textile Mills Limited 102.19
74. Fateh Textile Mills Limited 98.51
75. Wyeth Laboratories (Pvt) Limited 98.48

Source: Economic Review. “Top 75 companies’ (September. 1989).

1y¢
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