Growth Drivers
….the time to trigger them is now!
With Pakistan’s macro-economy showing signs of stabilizing, the focus must
now turn to growth. The Pakistan Business Council (PBC), Pakistan’s
premier pan-sectoral business advocacy body, composed of the most
significant local and multinational investors, has drawn a checklist of the
measures required to start triggering growth. Unlike trade bodies and
chambers that represent the interests of members from a particular
industry or part of the world, the PBC advocates what’s good for Pakistan.
It does so without sectoral or other biases and shapes its advocacy on
research and engagement, as exemplified by numerous reports available
on its web-site, events, participation in government task forces and
interaction with diplomatic representatives and multilateral organizations.
More on the PBC on www.pbc.org.pk and on Twitter: @ThePBC_Ofﬁcial.
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The Context
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The PBC’s main advocacy thrust is “Make-in-Pakistan,” the
objective of which is to generate jobs; promote value-added
exports; encourage import substitution; and the broadening of
the tax base. This follows the premature deindustrialization of
the economy, loss of jobs and of share in world exports.
The PBC’s “Make-in-Pakistan” thrust is also premised on the

Pakistan is De-industrializing

proven correlation between manufacturing and GDP growth for
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a country of Pakistan’s size and at its stage of development.
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To give the government credit, it has implemented many of the
PBC’s recommendations. Pakistan’s exchange rate is now
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competitive with its key global competitors; the free trade
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advantage; the fiscal regime to facilitate scale through holding
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companies and group formation has virtually been restored to
the pre-Finance Act 2016 basis; presumptive tax which
favoured commercial importers over manufacturers has been
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withdrawn and a start has been made to documenting the
economy. The country has several strong positives to build the
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economy. The security conditions are the best in two decades,
electricity power generation is well up even if the cost is
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uncompetitive, a new government with fresh hope is in power,
two major leakages from the economy – flight of capital abroad
and diversion of investment into unproductive hoarding of land
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But there is more to do....
However, there remain significant gaps in the policy framework,
foremost amongst which is the inability to provide assurance of
long-term continuity to enable businesses to plan. Examples of
this are policy U-turns affecting the cost of electricity for the
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five key export sectors and the withdrawal of tax credits on
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investment. Fortunately there was a change of heart on the
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former, which threatened to render exports uncompetitive.
However, the latter does nothing to correct the investment gap
vs. our South Asian peers. The silo-centered ways of working of
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ministries, motivated generally by short-term revenue
considerations at the expense of long-term growth, need to be
addressed by the ECC and the cabinet. Otherwise, to quote
from the poet Yeats’ poem, The Second Coming: “Things

apart, the center cannot hold.”
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The Growth Triggers
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The immediate triggers for economic growth would
be lower borrowing cost and easing the cash flow
constraints limiting growth. The latter can be
accomplished by release of tax refunds and export
Two Contrasting Trade Strategies –

rebates, re-engineering the processes to avoid their

Vastly Different Outcomes

build-up in the first place, targets for private sector
lending, especially to SMEs, and DFIs playing their

exports had grown to $243 Bn, fueled by imports of
$237 Bn, turning it into a production centre, creating
millions of jobs. Its Foreign Direct Investment, unlike
Pakistan is export focused.

Foreign Direct Investment
Vietnam
Export Focussed
Samsung alone accounts for
25% of Vietnam’s Exports
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recommend the implementation of cascading tariffs
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role for long term funding and SME credit. We also

High Policy Rate
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The current policy rate of 13.25% is neither the right
medicine nor the correct dosage for mostly,
A Closer Look at Inflation

supply-side inflation. Business and government are
both held hostage to high borrowing cost despite
alternatives available to build foreign exchange
reserves.

Front-loaded Tax Targets
The IMF’s front-loading of tax targets is fundamentally

Feb ‘20/Feb ’19 CPI
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Weighted Contrib. of Food inflation

6.3%

Weighted Contrib. of Utility inflation

0.6%
5.5%

Non-Cost Push Inflation

flawed in that it puts the cart (higher revenues) before
the horse (institutional reform of the FBR). This leaves
little choice for the FBR but to chase existing tax payers.

Tax Contribution

Already manufacturing carries a disproportionate tax
burden.
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No Export Policy

Agriculture
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Wholesale/Retail

19
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Manufacturing

13

58

Services

48

37

Pakistan has no industrial or export policies despite a
general acceptance of the importance of both. In a
“do-nothing-new-on-exports-scenario,” if exports grow
in line with recent growth rates and imports rise at the

% of GDP

% of Tax
Burden

rate of GDP growth, Pakistan’s trade deficit in FY 2023
will grow back to the FY2019 level. Hence PBC’s
recommendations for a National Charter for Exports, as
also the research articulating the need for market

Projected Trade Deficit

access.
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Political Economy
Pakistan’s is a political economy. Following eighteen
months of economic stress, it is essential that people
start seeing some green-shoots. As important as it is to
improve the management of agricultural supplies, curb
cost-push inflation, assist the needy through subsidies
and strengthen the Public Sector Development
Programme, the government must now trigger the
growth drivers, which will enable business to create
jobs, provide disposable incomes and contribute higher
tax revenues from improved profitability. Pakistan's
global standing is contingent on the strength of its
economy. Both have significant scope to grow. A
checklist of Growth Drivers follows.
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A checklist of Growth Drivers
Symptom

Impact

Cause

Cure

01

Reduced proﬁts, higher

The high policy

Reduce the policy rate to a level

losses, loss of tax revenue,

rate of 13.25%

appropriate for the approximately 5%

High cost of borrowing for

loss of jobs and reduction

the formal sector. (The

in disposable incomes.

non-supply side, non-utility cost
inﬂation. A policy rate of 13.25% is
neither the right medicine, nor the

informal sector is less
affected as it relies mainly

Creates unfavorable

on non-bank credit)

operating environment for

correct dosage for a 5.5% inﬂation rate.
For more on this and related issues,

the formal vs. the informal

please watch the recording of a Seminar

sector

co-sponsored by the PBC and the State
Bank of Pakistan:
https://youtu.be/DWUR138wRFk
A need to build

Float $ bonds instead of encumbering

forex reserves

the government and the private sector
with high Rupee borrowing costs. This
would also be an opportunity to address
the short-term (and vulnerable) maturity
proﬁle of the carry deposits – 3 to 12
months tenor.

02

Reduced ability to fund the

Delays in

Redesign processes to eliminate/reduce

Cash ﬂow constraints

business

refunds

the need for refunds. Pending this,
accelerate the rate of refunds

Delays in

SBP to authorize credits to exporters’

rebates

accounts upon realization of export
proceeds

100% LC

Remove the LC margin on materials

margin on

required for manufacturing

industrial inputs
Banks are
risk-averse
towards SMEs

SME development is the role of the
government

as

a

key

stakeholder.

Shareholder interest will guide the
commercial banks to be risk-averse.
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Symptom

Impact

Cause

Cure

The private sector is

Consider targets to promote bank

crowded out by

lending to the private sector

government
borrowing from

See also:

banks

www.pbc.org.pk/research/

Minimum tax based

Withdraw turnover-based minimum tax,

on turnover

at least for the ﬁrst ﬁve years of a

increases the cost of

business and thereafter reduce it for low

investment and

margin businesses. Also exempt

inequitably taxes

businesses otherwise enjoying a tax

sales instead of

holiday (e.g. in Special Economic Zones)

proﬁt. It also serves

from minimum tax.

as a barrier to entry
of new players and
works counter to
public interest.
Tax is demanded in

The practice of demanding payment of

advance of due

tax before the due date should be

date to meet

prohibited. Such advance collection

collection targets

should not qualify for target
achievement.

03

Competitiveness

Poor integration into the

is impacted

global value chains

of

Local manufacturing

Import tariffs are

Expedite implementation of cascading

designed to raise

tariffs, with duty-free imports of raw

revenue rather than

materials and low duty on intermediate

promote industry

items not available in the country

Regionally

Address the transmission and

uncompetitive

distribution losses instead of passing

electricity costs

them on to consumers
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Symptom

04
Lack-luster growth
of exports

Impact

Cause

Cure

Trade deﬁcit mostly

No export (or

A long-term National Charter for

contained by import

industrial) policy to

Exports, owned and monitored by the

compression

diversify markets,

Prime Minister which “empowers” rather

broaden the export

than “controls” exports; allows all taxes

offerings or to

and duties incurred up to the point of

promote branding

export to be removed easily from export

of value-added

pricing; promotes value-added branding

exports

through brand acquisition as well as
brand development; allows prospective
(rather than just retrospective)
investment in market development; and
enables Pakistani exporters to
warehouse and sell through portals such
as Amazon. It also recommends the
development of export houses along the
Mitsubishi and Mitsui model.
Please see PBC’s Recommendations for a
National Charter for Exports:
www.pbc.org.pk/research/

Seek parity market access with
Bangladesh and others into Japan,
Canada and Australia to unleash an
export potential of over $3 Bn.
Please see PBC’s reports:
www.pbc.org.pk/research/
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Symptom

Impact

Cause

Cure
Enhance trade representation in (and
negotiate trade agreements with) Africa.
Pakistan has 4 full time in-country trade
representatives vs. 10 of India’s. Pakistan
has one trade agreement vs. India’s 13.
Pakistan’s exports to Africa amounted to
$1.5 Bn vs $27 Bn of India’s in 2018.
Export of goods attracts rebates. Export
of services does not. This anomaly needs
to be addressed to accelerate the
growth of exports by the IT, BPO and
other service industries.

05
Policy U-turns on energy

Uncertainty and loss
of business
conﬁdence

cost and investment

- The 7.5 c/KWh
elect. tariff for core
export sectors was
withdrawn with
retroactive effect,

incentives

then restored.
- Investment tax
credit withdrawn

Provide long term commitment to
promote investment and exports. The
ECC and the Cabinet should align the
silo-centered, mainly short-term,
revenue chasing policies and actions of
the various ministries. Export sector must
be provided energy at a cost which is
competitive with countries like Bangladesh, India and China. Investment tax
credit should be restored to pre-Finance
Act 2019 rates.
Please see Dawn’s Editorial based on
PBC’s stance:
https://www.dawn.com/news/1530596
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Scale and

Utilities, even at high

competitiveness are

cost, are difﬁcult to

Industry unable to expand

marred. Also,

secure. Neither is

production

employment

affordable land

opportunities are

available near large

constrained

cities and population
centres

- Fast forward “plug & play” Special
Economic Zones. Please see PBC’s
Recommendations for SEZs:
www.pbc.org.pk/research/

- Make energy available to existing
units
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Symptom

07
The tax base remains
narrow, with a
disproportionate burden
on manufacturing
Illicit trade continues to
harm the formal sector.

Impact

Cause

Cure

Signiﬁcant disruption

Incomplete

- The front-ended IMF programme

in supplies to the

documentation of the

targets tax revenues without institutional

domestic market.

economy with

reform of the FBR. The right order would

‘stop-start’ attempts
Pressure to extract

to include traders in

higher/advance taxes

the tax base and to

from existing tax

enforce the CNIC

payers to meet the

requirement.

IMF targets.

be reforms, then targets.
- Lack of political will to convert the
“talk” into “walk” on taxing the trade, as
evidenced by several extensions of the
CNIC provision
- The Tax Policy Board is dormant. The

Smuggling,

role of Audit has not been separated

under-invoicing,

from FBR.

misdeclaration of
imports, misuse of

- Electronic exchange of trade data,
especially with China is pending

the Afghan transit
trade and
counterfeiting

- Provincial authorities need to clamp
down on known centers of illicit trade

continue to impact
the formal sector.

- Qualitative and quantitative limits on
Afghan transit trade should be
negotiated
- The trial jurisdiction of counterfeiting
cases should be transferred to consumer
courts and the harmed brand owners
should be able to retain their own
prosecutors to try the cases
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Uncompetitive wages

There is no ﬁnancial

Whilst differentiated minimum wages are

vs. countries like

incentive for the

not politically feasible, provincial

Uniform labour costs across

Bangladesh and India

formal sector to

governments should bid to attract

the country

that have different

locate industry in less

investment by the formal sector through

wage rates

developed areas

wage cost subsidies. This is practiced in

depending on

the developed world.

location
The informal sector exploits labour by
paying below minimum wages and thus
enjoys an advantage.
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Symptom

Impact

Cause

Cure
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Loss of scale, higher

Post the 18th

In response to PBC's advocacy, the

cost and difﬁculty in

Amendment,

Council of Common Interests has

Regulatory burden and

doing business

fragmentation of

empowered the Ministry of Science

authority between

and Technology to draw up a national

the centre and the

Food standard. This standard is

provinces.

awaited. Provinces should focus on the

bureaucratic drag

implementation of this common
Multiple standards
and regulations in the

standard and step-up their oversight on
loose and unbranded products.

four provinces and
the federal capital.
Multiple taxes,

The gold standard is a National Tax

complex compliance

Authority with fewer taxes and simpler,

and return processes

digital return processes

and disputes on
jurisdiction
A “controlling” and

Regulatory Guillotine and institutional

suspicious

reforms

bureaucratic mindset
- as opposed to
empowering and
facilitating attitude
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About the PBC
The PBC is a private sector business policy advocacy forum composed of Pakistan’s largest businesses /
groups including multinationals that have a significant investment in and a long-term commitment to the
growth of Pakistan. Members turnover represents every ninth Rupee of Pakistan’s GDP and together the
members contribute 25% of the annual tax revenues and 40% of exports. More information about the
PBC, its members and its activities can be found on our website www.pbc.org.pk
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The PBC Members
by Sector
PBC currently has 81 members, whose businesses cover nearly all sectors of the formal economy. The
sector wise representation (in alphabetical order) is detailed below:

Sector

Member Companies

Large-Scale Manufacturing
Agro Industries

1

Cement

2

Chemicals / Fertilizer

8

Energy

2

Engineering

9

Fast Moving Consumer Goods

17

Packaging Material

2

Pharmaceuticals and Healthcare

6

Textiles

10

Total Members in Large-Scale Manufacturing

57

Services
Financial service

12

Hospitality

1

Insurance

2

Logistics / Courier

2

Telecommunication

1

Utilities

1

Total Members in the Services Sector
Conglomerates

19
5
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29 MNC’s from
13 Countries
USA

UK

UAE

Switzerland

Japan

16

29 MNC’s from
13 Countries
Netherlands

France

South Korea

Bahrain

Hong Kong

Germany

Sweden

Turkey

8th Floor, Dawood Center,
M.T. Khan Road,
Karachi, Pakistan
T - +92 21 3563 0528 - 29
F - +92 21 3563 0530
www.pbc.org.pk

