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25th March 2024 

 

To: The Federal Ministers for: 

- Finance and Revenue;  

- Commerce;  

- Industries and production;  

- Investment;  

- Petroleum;  

- Power; and 

- Planning  

 

 

Dear Ministers, 

Pakistan has prematurely deindustrialized. Jobs have been lost. Pakistan’s 
share in world exports has declined, exports are narrowly based and over-
reliant on USA and Europe. Agriculture, the bedrock of Pakistan’s economy 
and source of livelihoods for the vast majority is struggling to feed the 
growing population at an affordable cost. It is also unable to consistently 
provide enough cotton, the major input to t e x t i l e s ,  the country’s largest 
export industry. With disproportionate burden of taxes, long periods of 
unrealistic exchange rates, unsupportive import tariffs, poorly negotiated 
FTA with China, power outages and now uncompetitive energy cost, 
smuggling, under-invoicing, illicit trade and high cost and crowding out of 
private sector credit, the role of manufacturing in the economy has declined. 
Unable to meet domestic demand from local production of even basic goods, 
reliance on imports has increased. As a result, Pakistan suffers from 
recurring external account crises, leading to repeated IMF Progammes.  

There is urgent need to reverse this deindustrialization. With that in 
mind, the Pakistan Business Council (PBC) published the attached 
Checklist for Industrialization soft copy of which is available on: 
https://www.pbc.org.pk/wp-content/uploads/Checklist-for-
Industrialization-1.pdf).  

Since December 2023 when the checklist was published, several 
challenges have become more acute. If not addressed urgently, more 
jobs will be lost, exports will struggle, reliance on imports will grow and 
with decline in profits, so will government’s tax revenue. 

https://www.pbc.org.pk/wp-content/uploads/Checklist-for-Industrialization-1.pdf
https://www.pbc.org.pk/wp-content/uploads/Checklist-for-Industrialization-1.pdf
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1. Uncompetitive energy tariffs for industry:  

 

 

 

 

With both, power and gas tariffs for industry significantly higher than 

India, Bangladesh and Vietnam, it is not realistic to expect textile exports 
to compete. Nor can energy intensive industries focused on the domestic 
market offer goods at more competitive rates than imports. 

Tariff increases are not a sustainable way to stem the growth of the energy 
circular debt. Besides creating an even larger incentive to steal 
electricity, higher tariffs burden the few that pay their bills. Industry bears 
the costs and consequences of idle generation capacity, gaps in power 
transmission resulting in the use of expensive fuel, line losses, theft, under 
recovery of dues and cross subsidy to residential users. In gas too, cross 
subsidies and UFG increase the costs for industry. As a result of high cost, 
domestic output of yarn and cloth is at a 20-year low. Imports of these 
higher energy consuming products are rising, reducing the net value-
added through exports. 

There are no quick-fix solutions such as tariff increases to resolve the 
challenges of the energy sector. Fundamental reforms will take time. By 
committing to pursue these reforms with determination, the government 
must engage the IMF in a more reform-centric and phased programme.  

 

Industry is the source of employment, exports and tax revenue. Fifty-six 
percent of direct taxes are paid by industry, which is more than twice its 
share in the GDP. Denying industry competitive energy tariffs undermines 
its positive contribution to the economy.  

 

Market dynamics should be allowed to determine tariffs, government 
should restrict its role to removing bottlenecks in transmission and 
maintaining merit order in generation, private sector should be allowed to 
import and distribute LNG, well-head rates should be reviewed to 
incentivize exploration, utilization of spare generation capacity should be 
incentivized through marginal pricing especially during the winter 
months, cross-subsidies should be replaced by direct transfers, DISCOs 
should either be privatized or outsourced to the private sector, loan 
tenors should be extended to match the useful life of assets, interest on 
commercial loans should be renegotiated to bring it to G-to-G level, 
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transmission gaps should be removed to allow cheaper renewable power 
in the South to be evacuated and plants based on imported coal should be 
converted to Thar coal.  

 

Tariff increases may provide short term relief to the fiscal deficit but 
undermine the health of the economy. The aim should be to boost demand 
through lower tariffs, at least for the productive sectors. The highest 
priority should be to provide energy to exporters at a competitive cost. 

 

2. Cost of borrowing 

 

A large fiscal deficit on account of high government spending and low tax 
and other revenues, together with increase in energy tariffs is preventing 
inflation to subside sufficiently to trigger a cut in the policy rate. High level 
of government borrowing also crowds out the private sector from bank 
credit. Both, the private sector’s profitability, and the government’s 
finances suffer from high borrowing cost. Notwithstanding the 
ineffectiveness of the policy rate as a tool to dampen demand (which is 
already at an all-time low), and the disproportionate impact that the policy 
rate has on the formal sector, it is vital to control government spending 
and borrowing. As mentioned above, the IMF must be engaged to shift 
away from the hopeless pursuit of energy tariff increases as a cure for our 
challenges in the energy sector. These steps should lower the rate of 
inflation and lead to cuts in the policy rate. 

 

3. Misuse of tax exemptions for FATA and PATA 

 

Whilst the caretaker government took bold steps to limit the misuse of 
Afghanistan transit trade, duty and tax concessions provided to FATA and 
PATA are being misused. Duty and GST-free imports of materials, 
significantly higher than the justified demand of FATA/PATA, are being 
dumped in the rest of the country. This is undermining industries such as 
iron and steel, resulting also in loss of tax revenue. Quantitative, 
qualitative and time limits governing how much of what can be imported 
for how long under concessions for FATA and PATA should be set. 

 

No doubt, there are many challenges that the incoming government has 
to deal with. We are encouraged by your resolve to broaden the tax base. 
The recent launch of the “Tajir-Dost” initiative is one step towards this 
objective. We also hope you will consider a “Sanat-Dost” programme to 
reduce the disproportionate burden of taxes on industry and the formal 
tax-paying sector, as also on their heavily taxed salaried employees. Brain 
drain is starting to impact quality of talent. Super Tax and double taxation 
of inter-corporate dividends is discouraging scale and listing of 
companies on the stock exchange. There needs to be a clear order of 
preference favouring listed companies, followed by other companies, 
then association of persons and finally, individuals in business. Presently, 
the effective tax rate on the corporate sector after taking account of tax 
on dividends is higher than on the unincorporated sector.  On no account 
should the formal sector suffer from more onerous tax regime than those 
who pay no taxes. The government should clearly support wealth creation 
through fair means. 
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Pakistan Business Council, as the country’s preeminent business 
advocacy body, supported by over 100 leading Pakistani and 
multinational companies that generate 40% of the country’s exports and 
pay a third of direct taxes, assures you of its full cooperation. 

 

Yours faithfully, 

 

 

 

Ehsan Malik 

 

cc: Secretary, Special Investment Facilitation Council  

 

 
 

 


