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INTRODUCTION:
ACHIEVING MACROECONOMIC STABILITY WHILE POSITIONING FOR SUSTAINED
GROWTH

Pakistan’s economy was battered by multiple shocks by mid-FY08
Pakistan’s economy was under extreme stress by mid-2008, principally owing to exceptionally large
twin deficits (the fiscal deficit for the FY08 eventually rose of a 10-year high of 7.6 % of GDP and the
current account deficit to an all-time high of 8.5 % of GDP). The resulting macroeconomic risks were
compounded by the international commodity price shock, the crisis engulfing the international
capital markets and domestic political turmoil. The economic situation became more complicated
due to severe energy shortages, terrorism and the influx of IDPs. Supply shortages of key staples –
despite substantial domestic production – also contributed towards increase in social unrest.
Key macroeconomic indicators other than fiscal and current account also presented a bleak picture:






The burgeoning twin deficits, coupled with the international commodity prices shock, and
depreciating rupee pushed up inflationary pressures, with CPI inflation trending up sharply,
from 6.4% in July 2007 to a high of 25.3% by August 2008
There was a sharp decline in external financial inflows, putting severe pressures on the
country’s foreign exchange reserves, and the Pak rupee.
Rupee parity deteriorated, with the cumulative depreciation of 22% against the USD during
January-November 2008.
Not surprisingly, the resulting shocks to aggregate demand and business confidence
impacted economic activities, with negative growth in LSM, and as a consequent decline in
overall GDP growth.

Pakistan entered into an IMF supported Macroeconomic Stabilization program in
November 2008. Progress so far has been mixed…
It was against this background, the Government entered into an IMF Stand-By Arrangement in Nov
2008. The agreement, inter alia, aimed at reduction in both fiscal deficit and borrowings from SBP,
through implementation of VAT, reduction in subsidy in power sector, and increasing the tax net,
etc.
Initial progress in implementing IMF reforms and attendant improvement in foreign currency
reserves helped support a revival in the domestic economy, This process was helped by a gradual
improvement in the global economy, and declining domestic inflation (following a tightening of
monetary policy and weakening international commodity prices) and strong agri-sector
performance. The current account deficit dropped to sustainable limits. However, significant
structural problems remained unaddressed including the continuing fiscal imbalances, enactment of
legislation for greater autonomy to the central bank, elimination of subsidy on power, issues of
circular debt in energy etc.
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Pakistan’s economy showed resilience post- floods, despite the drag from the ongoing
struggle against militancy…
Pakistan’s economy showed resilience after suffering enormous damages from the devastating
floods of 2010. A buoyant agriculture sector helped by a surge in commodity prices eased the
pressures arising from the floods and gave a boost to the rural economy. Purchasing power
generated in the rural areas had positive impact on demand for some consumer goods
manufactured domestically. Strong export performance and higher than expected remittances have
brought about a significant improvement in the external current account. Foreign exchange reserve
position remained satisfactory and the pressure on rupee-dollar parity remained muted.
FY11 real GDP growth is likely to be in the range of 2 – 3 percent. Inflation, which was initially feared
to rise to around 20%, will be close to 14.5%, though higher than 11.7% seen in FY10.

… however, unfinished structural reforms continue to raise risks to a sustained economic
revival
Despite this resilience, Pakistan’s economy is facing a number of risks. The disruption of the
arrangements with the IMF coupled with the deteriorating security situation has given rise to some
erosion of confidence in the economy. Low growth rates since FY07 are not enough to generate
employment opportunities for the increasing labor force. In addition, stubbornly high food inflation
during recent years has also eroded the purchasing power of low income groups. Poverty levels and
depth of poverty in urban areas have probably increased due to the combined impact of low growth
and high food inflation. The situation becomes even worse for the poor as government has limited
fiscal space to implement effective anti-poverty measures.
Similarly, government’s fiscal policy is a major risk. Given the pressures to pursue populist policies,
deep rooted reforms such as bringing incomes from agriculture and services sectors under the tax
net, implementation of RGST, adjusting energy prices in line with the world price movements are
likely to prove difficult unless major political parties reach a consensus on these issues. If these
corrective measures are not taken, debt and debt-servicing burden will continue to squeeze the
fiscal space. Consequent upward pressures on interest rates will also continue to crowd out demand
for private sector credit. Recent revenue generation efforts are a step in the right direction (despite
continuing reversals) but implementation path is uncertain and much more needs to be done.
Government will also not able to resolve circular debt issue without sufficient revenue generation
measures. This single issue is impacting banking liquidity, capacity utilization in energy sector and
production activities in manufacturing sector. Implementation of reforms in energy sector,
rationalization of energy tariff is the case in point here, is also needed to resolve the energy
shortages.
Although, external sector is doing well in FY11, this situation can be reversed if international oil
prices continue to rise due to the Middle East political situation and domestic demand begins to
push up on the back of higher growth in exports and increased farm incomes, A resurge in imports
could potentially push up the current account deficit. Debt repayments to the IMF and Paris Club
creditors would also put pressure on the external account.
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Also, investment (both foreign and domestic) is inadequate to achieve a respectable growth rate in
coming years. Reduction in terrorist activities may help boost foreign investors’ confidence.
However, government needs to take serious actions to improve domestic law & order conditions. In
particular, the government needs to address the cases of ransom, looting and extortions, which are
now commonly reported in the media.

KEY PRIORITY ISSUES







Reducing fiscal weaknesses i.e. lack of revenue mobilization efforts, uncontrolled non
productive expenditures and poor debt management.
Keeping IMF program on track.
Reviving role of government as a development agent.
Energy Sector Reforms.
Industrial restructuring.
Restructuring of PSEs.

RECOMMENDATIONS
Fiscal Measures












Several studies that have been carried out recently show that Government could generate
an additional Rs.300-400 billion in revenues within the present tax regime through better
coverage and enforcement. Taxation measures should focus on documentation and
broadening the tax base for direct taxes.
Presumptive basis of taxation should be replaced by net income tax earned basis. Wealth
tax in the old form need not be introduced but a tax on assets created out of untaxed
income be levied.
Reforms are needed to address over-invoicing, mis-declaration and Afghan Transit Trade
leakage issues. Use of IT tools in customs could help in this regard. Gradual reduction in
Custom duties on smuggling prone items will discourage these malpractices.
Provincial Governments do have the necessary legislations in place to tax income on
agriculture. The threshold levels, exemption limits should be reinforced, the collection
machinery, compliance and enforcement measures strengthened. Urban immovable
property Tax in major cities can substantially augment the tax base of the local governments
if a more realistic valuation is arrived at through periodic surveys and assessments
Expenditures can be reduced by restructuring of Public Sector Enterprises that will staunch
operating losses; by Subsidy rationalization and targeting subsidies to the poor only through
Benazir Income Support program (BISP); better implementation and avoidance of waste in
development projects.
If the above measures are implemented, and a policy that taxes incomes from all sources
above threshold of Rs 300,000 is implemented it is expected that Tax -to- GDP ratio would
reach 15% in five years time and sustained fiscal deficit would not exceed 4 % of GDP.
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As banking sector cannot accommodate the fast rising levels of Government debt a Debt
Management Authority be established to efficiently plan and manage the cost, maturity and
wider distribution of Govt debt.

Reviving role of Government in development








Public sector expenditures should be cut in ways that protect investment in infrastructure
and social services. One of the ways to do so is to promote well structured Public-Private
partnerships in these sectors.
Development of financial markets particularly the long term debt market is another way to
raise funding for large lumpy power, energy and transport projects
Comprehensive government support to improve agri-productivity and raise value-addition i
n agriculture and livestock sectors would give a big boost to food security and cash incomes
in the rural areas of Pakistan
Collusive and anti competitive practices can be curbed by strengthening regulatory bodies
and respecting their independence
Institutions such as Infrastructure Development Fund and Mortgage Refinance Corporation
need to be established to help the financing needs of the private investors in these sectors

Energy Reforms
Despite its key role in enabling economic growth the policy approach to the energy sectors is highly
fragmented, with responsibilities for various sub-sector distributed across a number of ministries in
the Government. These include the Ministry for Petroleum and Gas, Ministry for Water and Power,
the Alternate Energy Board, Pakistan Power Infrastucture Board. In addition, the two energy sector
regulators OGRA and NEPRA report to the Cabinet Division.
As a result, the country has no clear consolidated vision of future energy needs, composition of
energy mix, etc. with a resulting a lack of coherence in energy policies and implementation. This can,
and has, inflicted serious costs to the domestic economy.
In order to frame and implement a consolidated energy policy for the country a Ministry of Energy
should be established. Other recommendations for the short term are:






Stock of energy sector circular debt is manageable provided the flow is stopped. TFCs can be
sold to the market to liquidate the circular debt stock.
Energy pricing needs to be rationalized in order to curb excessive consumption and priority
allocation be provided to productive activities.
Differential taxation of energy sources is advisable.
Work on gas fields with significant potential is mired in legal disputes. These should be
resolved expeditiously.
Existing electricity generating units should be refurbished to improve efficiencies offers
potential for quick gains in supply
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Industrial Restructuring




Business laws including the Companies’ Ordinance, laws governing mergers and acquisitions
and conglomerates need to be revised and modernized.
Much of the spadework on Bankruptcy laws, as Corporate Rehabilitation Act has been done.
These need to be enacted soon.
Accountability of audit firms for professional misconduct can be accomplished by improved
regulatory and enforcement mechanisms by ICAP.

Restructuring of PSEs


The direct role of administrative Ministries in controlling PSEs should be replaced by a
single Government holding company such as Khazana in Malaysia. Independent boards of
Directors should be formed and empowered to govern these public enterprises with clear
mandates, targets and accountability. PSEs must improve or be privatized / closed.

Reform of Civil services


The recommendations of the National Commission for Government Reforms (NCGR) in
regard to the Civil services of Pakistan and that of the 2010 Pay and Pension Commission in
respect to the restructuring of Education, Health, Police and Judiciary should be examined
and implemented

7

P

Integrated Energy
Planning and Pakistan’s
Energy Future
A PBC Position Paper
Energy Expert Group

2011

ENERGY PANEL

ENERGY PANEL MEMBERS
Mr. Farooq Rahmatullah
Chairman Energy Expert Group – EAC
CHAIRMAN ENERGY PANEL – PAKISTAN ECONOMIC FORUM
Mr. Farooq Rahmatullah is a law graduate from University of Peshawar. He joined Burmah Shell
Oil and Distribution Company in 1968 and worked in different capacities i.e. Chemicals, Human
Resources, Marketing, Supply, Distribution, Retail, etc. Transferred to Shell International London
in 1994,
In 2001 Mr. Farooq, was appointed as Chairman of Shell Companies in Pakistan and Managing
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 To provide a road map for Pakistan to achieve greater energy
self sufficiency by pursuing policies that are sustainable,
provide for energy security and conservation, and are
environmentally friendly.
Integrated Energy Plan 2010- 2025
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INTRODUCTION*1
This document is a brief developed over several weeks of engagement and work by the Energy Panel
of the Pakistan Business Council. The findings and recommendations were then debated and
discussed by the Chairmen, CEO’s in an extraordinary encounter. The subsequent document which is
at hand has been made more concise and is the ultimate distillation of this work. It is largely based
on the Integrated Energy Plan developed by the Energy Expert Group in 2009 which was constituted
by the Economic Advisory Council under the auspices of the Ministry of Finance. However it has
benefitted from being updated and the input of the members of the Pakistan Business Council. We
hope that this will be the catalyst for an informed and important engagement with the Government
of Pakistan so that a more diverse, secure and clean energy future can be achieved.
The document after this introduction includes very concise proposals to overcome the existing
energy crisis. These recommendations must be read in conjunction with the Integrated Energy Plan
2010- 2025 which will be available as part of this Position Paper.
For nearly six decades, no Pakistani government has made any effort to prepare for the country’s
energy requirements. As a consequence, Pakistan has been saddled with “weak institutions,
inappropriate pricing policies and insufficient public sector investment.” The net result, according to
the government’s figures, by 2030, energy demand in Pakistan will be almost 64 percent greater
than projected supply. Unless Pakistan moves to address this shortfall, the country will inevitably
pay a huge cost not only in an economic sense, but also in terms of serious social issues and slow
progress towards the creation of a stable social and political society.
Most governments have resorted to ad hoc measures to deal with Pakistan’s energy needs and have
failed to address deep-rooted structural problems in the energy sector. The government’s so-called
strategy for placing the country on a sustainable path of development is, in fact, “no more than a
long wish-list of projects and intentions.” Pakistan must develop a “comprehensive strategy” for
meeting its energy needs over the next quarter century. Such a strategy would offer realistic
approaches for addressing the widening energy supply-demand gap and, among many other things,
would require greater political will than succeeding governments have displayed to date to
overcome resistance to the construction of the dams that will enable the country to exploit its
enormous hydroelectric potential. Considerable emphasis needs to be placed on the development
and exploitation of new technologies, such as renewable energy, turning cellulose into energy
(agricultural, industrial and domestic waste) and through energy efficiency and conservation
measures as a means for Pakistan to meet its coming energy requirements.
Forty percent of Pakistani households are not connected to the electrical grid, over the next 20
years, the country’s overall demand for energy will increase by 350 percent. Whether these people
should be connected to the electrical grid or be given off grid solutions is a matter that has never
been sensibly debated or decided on. Succeeding governments have gone headlong in building
distribution infrastructure indebting public sector utilities, allowing massive theft, not investing in
upgrading and expanding cheap electricity production capacity. During this same period, the
percentage of Pakistan’s total energy needs met from domestic sources will fall from 72 to 38
percent. There is a need to develop an integrated energy development plan combining energy
imports, the development of indigenous energy resources, a more diversified energy mix, and
programs emphasizing greater energy efficiency and better management. In the near term, gas
imports via pipeline and LNG can deliver energy at relatively competitive prices. The government has
in the past given a high priority to tapping the energy resources of Pakistan’s neighbors, several
projects for the import of natural gas from the Middle East and Central Asia and of power from
Tajikistan and Kyrgyzstan have been under consideration but have never really been consummated.
Moving from the near to the medium term, Pakistan will need to develop the rich coal deposits of
the Thar Desert, as well as nuclear power. The “cornerstone” of the government’s long-range policy,
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involves a shift from a predominantly state-controlled industry to an arrangement where the private
sector plays a leading role in the development and management of the country’s energy program.
Having undertaken a study of various “energy futures”—alternative scenarios of growth and energy
needs, based on a simple macro energy forecasting model between 2010 and 2025 in an economic
environment characterized by low and medium growth rates and assuming adequate investment in
Pakistan’s hydroelectric generation capacity it is most likely to produce sustained economic growth,
especially if supported by substantial support from international agencies. The EEG has been suitably
modest in the predictive capabilities of its model as it is felt that what takes place outside the energy
sector has a huge impact on the country’s energy future policies directly targeted at the energy
sector. It appears indisputable that choices in the energy sector made today will have a major impact
on whether Pakistan succeeds in generating high GDP growth rates a generation hence.
We remain optimistic, however, and believe that the role of the private sector will expand in the
years ahead, as the government continues its policies of privatization and deregulation.
It is essential to institute appropriate accounting systems for energy demand and supply as a first
step, followed by national efforts to tackle inefficiencies in energy generation and distribution. Large
hydroelectric projects should be undertaken after low-cost conservation measures have been fully
utilized. The government’s current “supply-side approach” to energy has stifled environmental
consciousness and efforts toward energy conservation while leading to massive investments in
energy generation at the expense of ecological considerations. Above all, we should reconsider what
constitutes a successful energy policy. It is important to challenge perceptions, for instance, that
reaching the country’s energy extraction potential is necessarily a sign of achievement. Affordability,
energy security, energy diversity, a sensible balance between fossil fuel and renewable coupled with
energy efficiency and conservation and a recognition of the country’s carbon footprint all must
surely be counterpoints to consider as well.
The centrality of secure and affordable sources of energy for Pakistan’s future along with job
generation, economic growth, and political stability all go hand-in-hand with plentiful and affordable
energy supplies. Pakistan, by virtue of its location and natural endowments, has many
technologically feasible options to meet its growing energy requirements. The challenge lies in
establishing the commercial and political feasibility of these options, and in utilizing the country’s
limited capital and execution capacity optimally.
There already exists widespread agreement on at least the broad outlines of an energy strategy for
Pakistan. Pakistanis know what needs to be done. But solemn promises and soaring rhetoric will not
get the job done. Preparing for Pakistan’s energy needs over the next quarter century will require
long-term vision, a national commitment widely shared among the country’s political and business
leaders, inspired leadership sustained from one government to the next, and most of all, political will
to make and carry out difficult choices. Pakistan—the country, not just the government of the day—
needs to decide that muddling through is not enough. Pakistan, as a country, has to decide that it
must get serious about creating an energy strategy, and then—and this is the hard part—about
implementing it.
It is with this in mind that the Energy Expert Group, consisting of industry professionals has
developed on a pro bono basis, over a period of one year the first ever Integrated Energy Plan. This
exercise has provided the first comprehensive document which provides an integrated approach to
the development of Pakistan’s energy industry. This document was developed after several months
of consultation with local and international sectoral specialists, public and private sector
stakeholders and with the Government of Pakistan. This plan has seen support from most sectors of
the Government of Pakistan and its major international partners but it now requires implementation
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in totality. We recommend having an integrated energy ministry which, with the help of the best
professionals available in the field, should oversee the implementation of an integrated energy plan.

NOTE:
*1 – Sections of this introduction have been drawn from the results of work undertaken by several
eminent scholars in 2007 on behalf of the Woodrow Wilson International Centre for Scholars which
resulted in a book entitled Fueling the Future: Meeting Pakistan’s Energy Needs in the 21st Century.
The results of this book are very much in line with the findings of the Energy Expert Group who
subsequently wrote the Integrated Energy Plan. This is the energy strategy that a number of these
scholars proposed in 2007.
It is for the Government to seek the implementation of the Integrated Energy Plan by honest,
dedicated, well recognized and eminent industry professionals.
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Energy Mix
The objective of this proposed plan is to aim for greater self sufficiency and if the plan is
implemented the energy mix by the year 2025 will be as follows projected on GDP growth 2.5 –
4%:

2010 Current Energy Mix
LPG, 0.9%

Nuclear, 0.6%

Coal, 10.4%
Hydel, 15%

Gas, 43.7%

Oil, 29%

2025 Proposed Energy Mix
Nuclear, 3%
Renewable,
12%

LPG, 2%

Coal, 15%

Gas Local , 21%

Gas Import, 7%

Oil, 20%
Hydel, 20%

The proposed energy mix will maximize use of indigenous resources for meeting energy demand
Implications of business as usual


Unless there is political will and resolve to implement an integrated energy plan the country
will face growing crisis on the energy front
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With nominal GDP growth projections of 2.5 – 4% the energy consumption by the year 2025
would be 138 MMTOE which translates to a Power Requirement of 39,000 MW. Oil
Requirement will be 34.5 MMTOE Gas Requirement 69 MMTOE



The total energy import bill in 2025 at US$ 100/ bbl will be

$ 62 billion*2

2025 Energy Mix
Outlook
Business as Usual
LPG, 2%

Nuclear,
1%

Renewabl
e, 1%

Coal, 9%
Hydel,
12%

Oil, 25%

Gas
Import,
45%
Gas Local ,
5%

*2 Projections made by Goldman Sachs, Morgan Stanley and others have indicated that price
of crude will be closer to US$ 200/ bbl by 2020.This will increase the import bill for Pakistan to
US$ 124 billion under the ‘Business as Usual’ scenario.
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Gas Allocation – Using Economic Criteria


Price parity between competing fuels and across users



Group gas consumers into the following two blocks:


Block A to include: Power generation & Industry.



Block B to include: Commercial, Domestic and CNG use.



Priority allocation to, and within each Block to be determined by economic value, job
creation, contribution to exports etc.



In order to incentivize distribution companies to work on commercial considerations pricing
mechanism should permit fair margins on gas selling price. Distribution companies to be
fined if UFG’s are greater than acceptable. Reduce UFG’s by at least 50% from current levels.



Merge transmission business of SSGC and SNGPL. Distribution operation to be separated
from transmission.



Subsidies to domestic users to be progressively eliminated.



All gas water heaters to be converted to solar geysers.



All Subsidies on gas to fertilizer industry to be systematically removed.



Do not provide gas to every small village and town, off grid needs should be met by solar,
LPG or other hybrid solutions.



Privatization of gas distribution.
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E & P – Maximizing Indigenous Resources




Pricing (Local Gas & Oil Pricing)


Gas and oil pricing policies over the past two decades have not realized the full
potential of this sector because Pakistan still has a very large unexplored
sedimentary basin. No large international companies have bid for exploration in the
last few bidding rounds.



Policies to be formulated for giving attractive incentives for the development of
Tight and Shale Gas.

Security & Legislative Problems


The provinces of Baluchistan and Khyber Pakhtunkwa are virtually inaccessible due
to the prevailing law and order situation.



The crisis created in the follow up legislation of the 18th Amendment must be
resolved as top priority as this issue has brought to a standstill decision making by
the Government in E&P affairs.



Petroleum Policies announced in 2001, 2007 and 2009 failed to attract investment in the
E&P sector. It is therefore recommended that the well head gas pricing should be based on
70% of a basket of imported crude price. This is in line with the 1997 Petroleum Policy price
which gave great impetus to investment in oil and gas exploration. The pricing of this policy
was later rescinded by later Governments.



The GOP should engage a world class consultant to evaluate the unconventional gas
reserves in Pakistan and make the study available to potential investors



To have a formula of making the local population as stakeholders.

Power sector – SMART Solutions & Remedies – Short to Midterm (One to Two Years)
1. Immediate upgrading/revamping plan for existing units will result in an additional
2,000 – 2,500 MW
2. Promote Sugar Industry to export excess energy to Grid (incentive tariff programs).
3. Network Capacity expansion. Network study of each DISCO to be done.
Estimated cost of Network Study per DISCO: USD 40,000 ~ 50,000
4. “ENERGY CONSERVATION’’ programs to be implemented.
5. Swift measures to be taken to address both technical and administrative losses.
Technical / administrative loss reduction. (Pak average~30%; benchmark~7%). We
can save USD1bn by controlling non-technical losses in 3 years and invest this money
in revamping.
6. Metering systems (prepaid / remote) to curtail administrative losses.
7. Utilization of indigenous engineering resources and infrastructure.
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8. Encouraging investors as well as multilateral institutions to invest in Power Sector in
Pakistan.
Estimated cost is approximately USD 2 billion with a payback on most of these
investments occurring within one year.
Energy conservation program
•

Fuel conservation.

•

Replacement of inefficient and outlived thermal units with
Combine Cycle technology using the existing infrastructure.

•

Fuel Gas allocation to high efficiency (50%) combined cycle
power plants instead of low efficiency (30%) steam power
plants. Leading to at least 2,000 MW of additional power
generation from the same quantum of gas. Thereby
reducing circular debt and price reduction of electricity.

•

Energy Audits.

•

Media Campaign.

•

Establishing Load Dispatch Centre.

•

Efficient Metering Management System.

•

Haphazard development of networks has resulted in
bottlenecks.

•

Continuous reinforcements of networks by adding and
upgrading Grid Station / Transformers / Transmission Lines.

Efficient Load Management

Network Improvement

 Creation of a single Governing Board to address all Energy issues. The recommendation of the
Energy Expert Group is to have an integrated energy ministry which with the help of the best
professionals available in the field should oversee the implementation of an integrated energy
plan.
Power Sector - SMART Solutions & Remedies – Long term (Five years & beyond)
In view of depleting Gas reserves, need to move fast towards developing coal and hydro power
plants. This will also reduce our dependence on imported fuel (furnace oil).
1. Pakistan has tremendous potential of Coal fired / Hydro power plants that need to
be exploited. (Life Line for Pakistan Energy Planning).
2. Base load power plants (1000 -1500 MW) should be installed to reduce the energy
gap.
Base Load Power Plant’s estimated cost: 1.0 to 1.1 Million USD per MW
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1.

Existing fleet of low efficient steam turbine power plants using natural gas should be
primarily used with Furnace Oil and Natural gas to be allocated for new most efficient power
plants (~60% Combined Cycle Power Plant) (convert where ever possible).

2.

Renewable energy resources should be realized to cater for peak demand.
- Wind Power Plants
- Solar Thermal Power Plants

The Estimated cost for implementation of the above would be Approximately USD 4-5 billion and
will provide within the mid and long term a sustainable means to bridge the burgeoning energy
gap that Pakistan faces with a strong emphasis on maximizing the use of indigenous resources in a
most efficient manner. The benefits would be an additional 5,000 MW of power generation
capacity.

The ultimate objective is to…
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Supply

35000

Push Demand curve downward

MW

30000

25000

Push Supply curve upward

20000

15000
2009 2010 2011 2012 2013 2014 2015 2016 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027
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The ultimate objective is through demand and supply side management to reduce demand through
energy conservation and efficiency programmes while increasing supply through new and efficient
plants and technologies.
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Coal Sector – Project UPDATE & Recommendations

Thar Coal Potential
Thar Desert contains the world’s 7th largest coal reserves:

175 Billion Ton =

50 Billion TOE =

2000 TCF

Total Thar Coal Reserve

More than Saudi Arabia
& Iranian Oil Reserves

68 times higher than
Pakistan’s total gas reserves

1%

=

Thar Coal Reserve

25%
Pakistan’s Power
Generation Capacity in
2010
PAKISTAN

Development of Block II alone
would bring in investment of
USD 12 Billion
Entire Thar Coal Reserves can be
used to generate 100,000 MW
of electricity for over 200 years

Thar

Location of Thar Coal Field
Source:: GSP data/report – Energy equivalent is based on Shenhua report/RWE
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•

Bankable Feasibility Study (BFS) for Thar Block II Coal Mining Project has been completed

•

Technical, environmental and social viability of the Project has been confirmed meeting all
International Standards

•

Phase 1: 6.5 MMT/annum Coal Mine and 1200 MW Power Plant

•

Total exploitable Lignite reserve of 1.57 Bn tons that can support 5,000 MW for 50 years

•

Lignite quality better than being used in Greece & Germany for Power Generation

•

GoS & GoP should develop & ensure timely availability of the needed infrastructure (roads,
water, offtake and mining) to ensure that the Thar power and mining projects can be
achieved within an acceptable time frame

•

GoS to pursue EWG & GoP to ensure JEWG recommends to Govt. of China to instruct
Chinese Financial Institutions for financing of Thar Projects
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Renewable Energy Opportunities


Pakistan can harness the potential of wind, hydel, solar and biomass to setup Renewable
Energy Projects



Pakistan’s renewable energy strategy should focus on renewable technologies that can add
significant generation capacity at a competitive tariff

Hydro Power:


Current installed capacity: 6555 MW (including 1,400 MW Run of the River)



Realizable potential : 17,000 MW, of which 12,000 MW is reservoir based hydel and 5,000
MW is run of river based power generation

Wind Energy:


Pakistan’s Wind Energy potential is estimated at 50,000 MW



AEDB has issued 96 LOIs (50 MW each) for wind power projects issues. Not a single project
has achieved financial close to date

Recommendation:


Pakistan should plan to increase hydel and wind power to 50% of electricity generation
within the next decade

An Integrated Energy Ministry:
Have an integrated energy ministry which with the help of the best professionals available in the
field should oversee the implementation of an integrated energy plan.
CONCLUSION


Have an integrated energy ministry which with the help of the best professionals available in
the field should oversee the implementation of an integrated energy plan.



Capacity building of institutions within the Government & public sector companies.



Resolution of Circular Debt - currently about Rs.300 billion .



Implement steps to generate additional power from existing capacity – 2500 MW by life
extension (to be implemented within 6- 12 months)



Price parity between competing fuels.



All gas area and water heating should be progressively converted to solar passive PVC
heaters to yield at least a further 200MSCFd or 1000 MW of additional power.



Thar Coal – Make it Happen (2016)



Deregulate Oil Sector .



LNG – Make it Happen (18 months)
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E&P Sector- pricing and security issues to be resolved and implications of the 18th
amendment.

FINANCIAL IMPACT OF IMPLEMENTING THE ABOVE PROPOSALS


Moving from business as usual to implementing above recommendations will result in
average saving of $15 billion per annum for the next 15 years.



The total energy import bill in 2025 will be reduced from $ 62 billion to $ 28 billion.



Implementation of the above will complement GDP growth by 2%
On calculations of $100/barrel this would mean savings of $30 billion in oil and $200 billion
in import of gas over a fifteen year period. Total saving of $230 Billion.
Meaning an average saving of $15 Billion per annum

NOTE: on calculations of $100/barrel this would mean savings of $30 billion in oil and $200 billion
in import of gas over a fifteen year period a total saving of $230 Billion. This equals an average
saving of $15 Billion per annum. The saving in 2025 alone will be approximately US$ 34 billion.
However it is important to note that a number of studies indicate that price of crude is expected
to increase substantially over the period of study. Some predict that the US$ 200/ bbl is expected
by 2020.

17

P

Social Protection:
Targeted, Transparent, Empowering
A PBC Position Paper by the Social Protection Panel

2011

SOCIAL PROTECTION PANEL

SOCIAL PROTECTION PANEL MEMBERS
Mr. Hussain Dawood
Mr. Hussain Dawood is Chairman of Dawood Hercules Corporation Ltd., Engro Corporation Ltd,
Karachi Education Initiative/Karachi School for Business and Leadership, Pakistan Poverty Alleviation
Fund, which is, globally, the largest World Bank financed social fund. He is also a Chairman of the
International Advisory Council of the Cradle to Cradle Institute in San Francisco. He also serves as a
member of the Boards of Pakistan Business Council, Pakistan Centre for Philanthropy and
Beaconhouse National University and he is on the Board of Karachi Education Initiative UK, London
and Asia House, London. He is a member of the World Economic Forum’s Global Agenda Council on
Anti-Corruption and is active in its Partnering Against Corruption Initiative (PACI). He is the Honorary
Consul of Italy, in Lahore. The Italian Government in recognition of his contribution conferred on him
the award ‘Ufficiale Ordine al Merito della Repubblica Italiana’.
Previously he was an Advisor to the Ministry of Commerce, Government of Pakistan, Director of the
State Bank of Pakistan, Commonwealth Business Council, London, Member of the Karachi Stock
Exchange, Member Board of Governors of the Shaukat Khanum Memorial Cancer Hospital &
Research Centre; Member Board of Governors of the GIK Institute of Engineering Sciences &
Technology; Director of SOPREST (Society for the Promotion of Engineering Sciences & Technology);
Trustee and Honorary Treasurer of the Al-Shifa Trust Eye Hospital; Senator of the University of the
Punjab; Director on the Boards of the Hailey College of Commerce; the Centre for Advanced
Molecular Biology; the Centre for High Energy Physics; the Pakistan Red Crescent Society, the
Technical Education & Vocational Training Authority, Punjab Government.
He is a MBA from the Kellogg School of Management, Northwestern University, USA, and is a
graduate in Metallurgy from Sheffield University, UK.

Dr. Asad Sayeed
Dr. Asad Sayeed is a Ph.D in Economics from Cambridge University. His is currently Director at the
Collective of Social Science Research, a Karachi based research and consulting organization. He has
been the Convener of the Social Protection Sub Committee of the Panel of Economists constituted
by the Planning Commission, Government of Pakistan in 2008. He has published widely in local and
international journals and is a frequent contributor to the Pakistani and international electronic and
print media.
Dr. Sayeed has worked on different facets of social protection, including cash transfers, employment
programs, old age benefits, disaster insurance, etc. He has also authored the zero draft of the
National Social Protection Policy for the Government of Pakistan in August 2010.
Apart from the Government of Pakistan, Dr. Sayeed has worked on Social Protection with the
Institute of Development Studies (IDS), University of Sussex, the World Bank, Asian Development
Bank and the International Labour Organization (ILO).
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His other areas of research interest include Political Economy of Growth and Structural Change,
Industrial Policy in Developing Countries, Labour Market Dynamics in Developing Countries, Health
Economics, Macroeconomic Policy and the Political Economy of Corruption.

Mr. Haris Gazdar
I am a Senior Researcher at the Collective for Social Science Research, and work mainly on social
policy issues. I have a masters in economics from the LSE, and worked in teaching and research
capacities in England before returning to Karachi. I have conducted research on a range of social
policy issues including poverty, education, food security, labour, social protection, humanitarian
disaster, and public action. My professional activities include consulting as well as academic
research. I have worked in an honorary advisory capacity with government (Planning Commission,
various Sindh govt bodies), national and international research programmes and political parties.
A recent review paper on social protection in Pakistan which was published as a research report by
the Centre for Social Protection, Institute of Development Studies Sussex can be accessed at:
http://www.researchcollective.org/Documents/Social_protection_in_Pakistan_In_the_Midist_of_pardigm_Shi
ft.pdf
http://www.ids.ac.uk/download.cfm?objectid=E2238D08-EE28-16B9-095295DDFCE2A26D
A more detailed professional profile can be accessed at:
http://www.researchcollective.org/researchers_info.php?AUTHOR_ID=A_001

Mr. Kamal Hyat
Education Qualification:
A.I.B (Associate Institute of Bankers)
BA (Economics and Political Sciences)

London United Kingdom
University of the Punjab 1960

1976

Work Experience
1998 – 2010

As Chief Executive/Managing Director, Pakistan Poverty Alleviation Fund (PPAF),
established values, operational policies/procedures and effectively implemented
World Bank (WB) US$ 107 million poverty alleviation project (including WB funding
of US$ 90 million). In view of PPAF’s excellent performance, the WB approved the
follow-on project ahead of scheduled time and this second US$ 368 million project
(including WB funding of US$ 238 million) has been successfully negotiated and
executed with Government of Pakistan and World Bank.

1983 – 1997

Set up a project to introduce the use of educational aids for young children. The
pioneering effort was a success and the materials developed are being widely used
both by public and private sector organizations.
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1995

Team leader and consultant to the Aga Khan Rural Support Programme in Gilgit for
the purpose of examining the feasibility and rationale of supporting the on-going
AKRSP projects with a suitable financial institution.

1994

Visited Bangladesh to study the Grameen Bank project and prepared a Report for
Replication of the project by the Government of Pakistan.

1981 – 1982

Circle Executive, Punjab, with Muslim Commercial Bank, Punjab province.

1975 – 1981

Senior Vice President with Muslim Commercial Bank, Lahore region.

1962 – 1975

Worked in various positions as covenanted executive with Grindlays Bank, dealing
with all aspects of banking operation, and was elevated to the position of Chief of
Northern Area Operations in 1974. During this period, was selected to attend a
course dealing with Methods and Organization in the United Kingdom.

1960 – 1962

Attended a training and orientation course in the United Kingdom for working as a
covenanted executive with the Grindlays Bank.

Professor Mohammad Waseem
Professor Mohammad Waseem teaches Political Science in the Department of Social Sciences,
Lahore University of Management Sciences (LUMS). He has written on ethnic, Islamic, constitutional,
electoral and sectarian politics of Pakistan. His books include: Politics and the State in Pakistan
(1989), The 1993 Elections in Pakistan (1994), Strengthening Democracy in Pakistan [jointly with S. J.
Burki] (2002) and Democratization in Pakistan (2006). He also edited the book Electoral Reform in
Pakistan (2002).
Professor Waseem was Pakistan Chair at St Antony’s College Oxford from 1995 to 1999. He was a
Ford Foundation fellow in the Brookings Institution in Washington DC in summer 2010. He has been
a visiting scholar in Sciences Po Paris and International Programme for Advanced Studies MSH Paris;
Fulbright Fellow in New Century Scholars Programme at The Brookings Institution, Washington DC;
fellow of the Ford Foundation at Oxford; DAAD fellow at the University of Heidelberg; Fulbright
Fellow at Columbia University New York; the Indian Historical Research Council Fellow in New Delhi;
the British Council Fellow in London; and the American Political Science Association Fellow in
Washington DC.
Professor Waseem has been on the editorial boards of academic journals Ethnicities (Bristol),
Contemporary South Asia (Bradford), International Studies (JNU New Delhi) and The Historian (GCU
Lahore).

4

Mr. Rashid Bajwa
Dr. Rashid Bajwa is the CEO of NRSP; Pakistan’s largest nonprofit organization. NRSP's mandate is to
alleviate poverty by harnessing people's potential and undertake development activities in Pakistan.
It has a presence in 54 Districts in all the four Provinces including Azad Jammu and Kashmir through
Regional Offices and Field Offices. NRSP is currently working with more than half a million poor
households organized into a network of more than 100,000 Community Organizations.
Dr. Bajwa joined NRSP in 1992 and was made its CEO in 1997. Prior to his appointment in NRSP, he
served in the Civil services of Pakistan (DMG) from where he has resigned. The key strength of Dr.
Bajwa is to understand best practices in participatory development in Pakistan and the region
undertaken by his mentor Mr. Shoaib Sultan Khan and then adapt them in a way that these
initiatives are sustainable. Policy advocacy and presenting “lessons learnt” to the policy makers is
another key responsibility of Dr Bajwa. The conceptualization of the UC Based poverty reduction
plan; transformation of NRSP’s MF programme into the NRSP Bank; the outsourcing of Primary
Health Care facilities in a public-private partnership mode (now scaled up as PPHI); the Rasool Pur
Primary Education Model (now part of the PESRP); scaling up of the Micro Health Insurance initiative
are some of the activities that were done jointly by Dr. Bajwa and Shoaib sb.
Dr. Bajwa is a medical graduate and has a MD from USA and a Master in Public Health from UK.

Ms. Sania Nishtar
Sania Nishtar is the founder and president of the NGO think tank, Heartfile, which today is the most
powerful health policy voice in Pakistan and is recognized as a model for replication in other
developing countries. Her areas of interests are health systems, global health, broader issues of
governance and public-private relationships.
In Pakistan her pioneering work in the health sector has inspired new initiatives and has shaped
policies on health reform and non-communicable diseases. She is also the founder of Pakistan’s
Health Policy Forum and provides support to many agencies in an advisory role. She additionally sits
on many governing boards and is a visiting faculty to many educational institutions. Within Pakistan,
she is also a voice to catalyze change at the broader governance level as an op-ed columnist in
Pakistan’s largest English newspaper.
Internationally, Sania Nishtar’s scope of work has several dimensions. She is a member of many
Expert Working Groups and Task Forces of the World Health Organization and is currently a member
of the board of the International Union for Health Promotion and the Alliance for Health Policy and
Systems Research. She is also a member of the World Economic Forum's Global Agenda Council, the
Clinton Global Initiative, the Ministerial Leadership Initiative for Global Health and many other
international initiatives. She has formerly been on several international Boards, and has chaired
several global campaigns and programs. She has also been an advisor to WHO on numerous
occasions, has published over 100 journal articles and is the author of 6 books. Her book on Health
Reform entitled ‘Choked Pipes’ will be released by Oxford University Press in February 2010.
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She speaks to audiences around the world and has been extensively published in and quoted in the
media. Sania Nishtar is the recipient of Pakistan’s Sitara-e-Imtiaz (presidential honour), the European
Societies Population Science Award, 16 gold medals and many accolades of the International
Biographical Centre, Cambridge and the American Biographical Center. Sania Nishtar holds a
Fellowship of the Royal College of Physicians and a Ph.D from Kings College, London.

Mr. Shahid H. Pracha
Mr. Shahid H Pracha serves as Chief Executive of the Dawood Foundation, the philanthropic arm of
the Dawood Group and as a Director on the Boards of Dawood Hercules Corporation Ltd., Dawood
Hercules Fertilizers Ltd., Dawood Lawrencepur Ltd., Central Insurance Company Ltd., Inbox Business
Technologies Pvt Ltd. and Tenaga Generasi Ltd. He is also a Director on the Board of Engro Powergen
Ltd and Engro Powergen Qadirpur Ltd.
Mr. Pracha is a graduate electrical engineer from the University of Salford, UK and prior to joining
the Dawood Group, spent a major part of his career with ICI Plc’s Pakistan operations in a variety of
senior roles including a period of international secondment with the parent company in the UK. He is
also a founding member of the Pakistan Society for Human Resource Managers and previously
served as the first CEO of the Karachi Education Initiative, the sponsoring entity of the Karachi School
for Business & Leadership.

Mr. Shoaib Sultan Khan
Shoaib Sultan Khan is known for organizing millions of poor people to promote their own
development. He initiated the Aga Khan Rural Support Programme (AKRSP) in 1982, pioneered the
community-driven Rural Support Programme (RSP) movement in Pakistan and has steered various
programmes in Pakistan and India that have formed over 800,000 Community Organizations and
Self-Help Groups that represent over 14.4 million families. Mr. Khan is the Director of eight out of
ten Rural Support Programmes in Pakistan. In 2009, Mr. Khan was elected Senior Fellow at ASHOKA.
In recognition of his work at AKRSP, Mr. Khan was awarded the United Nations environment
Programme Global 500 Award in 1989, the Sitara-e-Imtiaz by the President of Pakistan in 1990; the
Ramon Magsaysay Award by the President of Philippines in 1992; the World Conservation Medal by
the Duke of Edinburgh in 1994; the Rotary International (Pakistan) Man of the Year in 2005; the
Sitara-e-Eisaar for earthquake and the Hilal-e-Imtiaz on Pakistan Day in 2006 by the President of
Pakistan.

Mr. Sono Khangharani
At the age of 55 years, with twenty-five years’ diverse experience of teaching, serving in corporate
sector and Rural Development Programmes and well known in the development and NGO sector in
Pakistan, he was born to a poor family in the scorching heats of summer in a small village of Thar
Desert of Sindh province in Pakistan in March 1956. After acquiring primary education from the
village, he got his Secondary Education Certificate in 1974 from central town Mithi, now a district
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headquarters. He sought admission in Sindh Agriculture University Tandojam for his degree courses
in 1974. Having acquired a degree in Veterinary Sciences, D.V.M. (Doctor of Veterinary Medicine)
from Sindh Agriculture University Tandojam, Pakistan 1981, he started his job career teaching the
undergraduate students in the same University as Lecturer in 1982. He established his credibility as
honest, and hardworking teacher with first three years of his career.
He served in Sindh Agriculture University till 1987 when he moved over to the corporate sector and
joined a multinational agro-livestock project in Pakistan funded by Agriculture Development Bank of
Pakistan. There he worked as a scientist specializing in the bovine embryo transfer technology. He
has in his credit number of successes in the sector of livestock using and introducing the technology
at the commercial scale in Pakistan. He stayed there for four years from mid 1987 to the end of
1991. As he was incline to serve to the richer segment of the society, therefore, he decided to move
towards more meaning full job where he could serve the poor better.
From 1993 to July 1996 he worked as a professional in the sector of Natural Resource Management
(NRM) Sector with National Rural Support Programme (NRSP) in Islamabad. National Rural Support
Programme is one of the largest rural development programmes in Pakistan, which is sponsored
partially by the Government. As a senior professional member of the team, his was to trained poor
community members all over Pakistan for improvement of the productivity of the livestock. He was
responsible in policy decision-making regarding the entire Programme activities as well as designing
and accomplishing NRM development strategies/policies for community organisations.
On 1st July, 1996 he joined Tharparkar Rural Development Project (a project of Save the Children
UK) as Project Director. There he was assigned the responsibility of transforming an internationally
managed relief cum development project into a full autonomous local NGO with its own vision,
mission, goals, and strategies, developing programme strategies. He, with genuine and continuous
support from Save the Children, successfully launched a local NGO, Thardeep Rural Development
Programme, in 1998.
Currently, he is working as Chief Executive Officer, Thardeep Rural Development Programme (TRDP)
and Sindh Rural Support Organisation (SRSO). He is helping rural development programme
(benefiting over 600,000 rural households) through grassroots level institutions financed by national
and International Donors. Besides his official obligations, he has been involved in supporting poor
students, people with disabilities, people in disasters, and parents of the poor girls in helping them in
all social needs.
As a rural development professional he has a long understanding of working in rural and under
privileged areas of Punjab, NWFP, Balochistan, and Sindh including "THAR desert". He also has
experience of studying the cultural values of different clans and communities of rural Pakistan. He
has been involved as a member and Honorary Director on different forums such as Pakistan Microfinance Network, Rural Support Programme Network, Member on the provisional steering
committee on decentralisation and devolution plan, and member on national committee on microfinance set by State Bank of Pakistan. Besides, he has also received a number of professional training
in the recognised universities and training institutes nationally and internationally including the
Summer School of Save the Children Kathmandu.
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Introduction
Pakistan is facing a perfect storm where high inflation and a stagnating economy resulting from the
war on extremism, high energy and commodity prices and natural disasters like the recent floods
have all combined to create serious economic distress for the poor and vulnerable sections of
society. While many of the economic ailments are endemic, the impact has been particularly severe
and has accentuated the general lack of opportunity and joblessness resulting in food insecurity and
a reversal into poverty for many. It is, therefore, imperative that adequate and effective social
protection measures are undertaken at the policy and implementation level. Not only does the
present crisis in Pakistan merit a well thought out and coherent social protection program because
of the current situation but it is also an important instrument in ultimately creating citizenship based
entitlements as enshrined in the Constitution (article 38 a –d), providing economic stability to the
poor and achieving the goal of national cohesion through distributive equity and broadly improved
social indicators.
Social protection can be broadly defined as provisions that “society provides to individuals and
households through public and collective measures to guarantee them a minimum standard of living
and to protect them against low or declining standards of living arising out of a number of basic risks
and needs.” This includes different forms of social assistance as well as social insurance benefits
provided by the state. It is also important that social protection is conceptualized as distinct from,
yet linked to, other social sectors, such as education, health, provision of clean water, etc. It is worth
emphasizing that reduction in poverty and inequality will only occur through adequate emphasis on
both social protection as well as other social policy areas in equal measure.

Background and Issues
In June 2007, the Government of Pakistan adopted a National Social Protection Strategy (henceforth
NSPS). The Strategy had three overarching objectives:




To support chronically poor households
Protection Against adverse Shocks
Promote Investment in Human and Physical Assets

In addition the policy envisaged an increase in social assistance from Rs. 11 Billion in 2007 to Rs. 36
billion in five years.
However, events in 2007-08 altered the projections envisaged in the NSPS a great deal. First,
increase in commodity prices internationally and the subsequent economic crisis that it precipitated
domestically prompted a response from the newly elected democratic governments. Second, the
initial response by the Government of Pakistan to the international commodity price spike of
providing blanket subsidies proved to be counterproductive and unsustainable.
After the induction of new governments at the Centre and in the Provinces as a consequence of the
2008 elections, there was an immediate social protection response to the crisis. As shown in Figure
1, there was an appreciable improvement in social protection allocations. As such, allocations for
social protection increased at a much faster rate than envisaged in the NSPS.
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Figure 1

Govt spending on SP as % of GDP
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It was also acknowledged that social protection has to be targeted to those who truly deserve to be
protected. For too long, the government has provided subsidies which are meant for the poor but
because of their universal character or because of inappropriate targeting methods, the non-poor
have disproportionately benefited. Untargeted subsidies mean that scarce resources go to subsidize
the rich as well as the poor. One indication of a shift away from generic to targeted subsidies is
demonstrated in Figure 2.1
Figure 2

Govt spending on fuel subsidy and SP as
% of GDP
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Source: Economic Survey, Government of Pakistan. 2010

1

Figure 2 is an incomplete picture as it only incorporates subsidy provided on fuel. If subsidies provided on
electricity and gas are also included the figure for untargeted subsidies will increase much further.
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A large part of this increase occurred because of the initiation of the Benazir Income Support
Program (BISP) as a targeted cash transfer for the poorest segments of the population in 2008. While
the targeting mechanism for BISP remains weak at present, the commitment to move towards a
robust means test in the form of the Poverty Score Card as the basis of targeting is a move in the
right direction. Similarly, in the case of Swat IDPs and flood victims, the mechanism of geographical
targeting through the NADRA database was adopted. The Sindh Government also initiated an
agricultural land distribution scheme for female peasants for which identification of beneficiaries
was done on the basis of a poverty scorecard.
The transition to targeted subsidies, however, remains incomplete. Food subsidies – particularly
subsidization of wheat flour and sugar – through the utility stores at the Federal level, through
Ramzan Packages and the sasti roti scheme (which has been recently abolished) at the provincial
level have remained generic in character.
For the transition from untargeted to targeted social protection to take its course, it is important
that an efficient, coherent and appropriately responsive social protection policy is put in place.

Recommendations
1. Targeting
Spending on social protection is a subsidy. Not only do untargeted subsidies fail to maximize benefits
for the poor, they also do not fulfill the goal of improving income distribution. The importance of
credible and robust targeting for social protection delivery is, thus, self evident.
For targeting to be effective, it has to fulfill the criteria of transparency and verifiability. For this
purpose, it will be important that a system is developed for the identification of the poor that is
based on rational criteria. Because of resource constraints, it is important to satisfy those who
consider themselves poor (or may even be below the poverty line) as well as the public in general
that social protection resources are going to those who most deserve assistance. Targeting based on
rational criteria and one which is verifiable, will develop confidence amongst the public at large of
the utility of resource allocation for social protection as well as enable the government to rectify
inclusion and exclusion errors that inevitably creep up when assistance at a large scale is being
disbursed.
Targeting mechanisms should also be dynamic. This will mean that systems should be able to be
updated periodically in a transparent and verifiable manner with the objective of excluding those
who are no longer eligible for benefits and including those who have become eligible in the
intervening period.
Targeting methods used will have to match the instrument chosen and the cohort of beneficiaries it
intends to target. These are:


Targeting the Poor: For this purpose the Poverty Scorecard being administered by BISP is the
appropriate instrument. Not only should BISP make a transition of choosing its beneficiaries
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through this program in June 2011 (as planned) but all other cash transfer programs and
food subsidy schemes should choose beneficiaries based on the poverty scorecard.
Geographical Targeting: This method chooses a particular region which needs to be targeted
for social protection benefits. This is most useful when devising social protection schemes in
disaster areas or regions which require special attention. The NADRA data base is the
appropriate vehicle through which geographical targeting can be done.
Self Targeting: Instruments such as an employment program or a nutrition program can be
self targeting. By keeping the wage below the going market wage rate, an employment
program will target only those who cannot find employment through the market. Similarly
nutrition programs can be launched through schools in the poorest areas and formulated to
be self targeting to reach children at the most critical development ages.

2. Create Public Private Partnerships
Pakistan can boast of a large and vibrant non-governmental sector that provides for welfare of the
population. Some of these schemes have developed impressive levels of outreach across the
country, expertise in providing small infrastructure, livelihoods, education & health facilities and
most importantly developed management capacity for administering these provisions. The Pakistan
Poverty Alleviation Fund (PPAF) provides a good model of how funds can be effectively and
transparently administered by setting governance standards for, and building administrative
capacity of, its large network of partner organizations spread throughout the country. While it is
acknowledged that the non-governmental sector can never reach the scale that the state can, its
good work should be built upon by the government through Public Private Partnerships (PPPs). This
will also enable the Government to respond much more quickly to the emerging situation.
In some areas, such as the pilot for the Poverty Scorecard and in administering the land distribution
scheme in Sindh, there has been fruitful collaboration between the Non-government sector and the
state in social protection provisioning, there is further room for PPPs in a number of areas. This will
not only enhance cost effectiveness but also enrich state run programs by the accumulated
experience and expertise of the non-governmental sector. Moreover, by engaging the nongovernmental sector in monitoring and evaluation of state based social protection instruments, their
efficiency and transparency can be improved considerably.

3. New Social Protection Initiatives
International commodity price volatility as well as the domestic political-economic situation
necessitates other instruments of social protection to be introduced to protect vulnerable citizens. In
this regard, there are three areas where specific social protection programs are required:
a) Food Subsidy
Given the volatility in international food prices and the inability of the administration to insulate
domestic prices, a targeted food subsidy needs to be introduced soon.
Presently the federal government provides food subsidy through the utility stores network and the
Punjab government administered the sasti roti scheme from 2008-10. For both programmes, it is
impossible to determine the number of beneficiaries and their socio-economic characteristics. The
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numbers can be large or small and beneficiaries can be rich or poor for the simple reason that the
schemes are by and large untargeted. Without a beneficiary list and a system of verification, the
non-poor also become beneficiaries of these schemes. In fact, the more entrepreneurial of them
have the incentive to arbitrage the subsidized goods being sold with the higher prices prevailing in
the market.
Protecting the poor and the vulnerable will require a targeted food subsidy. Based on a mechanism
where the poor are identified – potentially this can be done through the poverty scorecard – they
can be provided a basket of subsidized food items. The network of Utility Stores is an existing asset
that can be used for this purpose and if necessary it should be extended to areas hitherto
uncovered.
b) Employment Program
In areas affected by the War on Extremism and by the recent floods, livelihood provision needs to be
made through an employment scheme. Such a scheme will also facilitate the construction of small
infrastructure that has been damaged because of the disasters. An employment program that
provides 100 days of employment in a year to unskilled workers should be initiated in a phased
manner. In the first phase, the scheme should be introduced in FATA, Balochistan and the flood
affected districts across the country.
It is extremely important that the design of the program incorporates three elements. One, the
primacy of the program as an employment generation program should be adhered to. As such,
public works with a high and pre-determined unskilled-labor to total cost ratio should be chosen.
This will necessarily imply that it should be kept outside the mainstream PSDP budgets of the
provincial and federal governments. Second, the targeting mechanism for the choice of beneficiaries
should be explicit, transparent and verifiable. It should also limit one household member to take up
employment at a time in order to maximize benefits. Third, portfolio of projects to be undertaken
should be determined bottom up, i.e. at the local level. In order to ensure their technical feasibility,
they should be approved by a committee at the district level.
It is also advisable that the government enters into PPPs with NGOs that have outreach and
expertise in providing livelihood schemes in the country to make up for its own lack of expertise in
administering such works at the local level.
c) Health Insurance
One of the major triggers into poverty are health shocks for the poor and the vulnerable. Any
effective poverty alleviation strategy will require targeted health cover for basic medical cover to the
poorest. For this purpose, a health insurance scheme for the poorest population, chosen through the
poverty scorecard should be initiated. This is another area where the government should enter into
a PPP with a national level NGO – the National Rurual Support Program (NRSP) – that has been
delivering such an insurance package across several districts in the country.
d) Nutrition Program
Recent research also suggests that malnutrition, especially amongst children is high in the country. A
targeted nutritional program for children is needed to address growth stunting amongst the young
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population. Since there are a number of design issues associated with the nutritional program –
given its controversial pilot done earlier through the Tawana Pakistan Program – that a pilot is done
in a few districts where there is greatest threat of malnutrition. Based on the lessons learnt, the pilot
should be expanded to other parts of the country.

3. Rationalization of Instruments
While there is an elaborate array of social assistance and social assistance schemes that exist at the
governmental level (Annex 1), it is important that duplication and overlap across programs is
reduced to improve cost effectiveness of what is already a meager allocation.
The existing Social Protection Instruments are riddled with duplication and overlap. In line with the
aim of improving cost effectiveness and targeted interventions, it is necessary that the Federal and
Provincial governments lay out a roadmap for rationalization of existing social protection
instruments.

4. Allocations
As mentioned earlier, government spending on social protection has increased substantially since
2008. This increase has almost exclusively taken place in the realm of social assistance and within
such assistance cash transfers through the BISP have dominated. To provide a more comprehensive
cover as enunciated above as well as to compensate for loss of generic subsidies, a progressive
increase in allocations for social protection will be required.
In 2009-10, the aggregate spending on non-pension social protection was close to 1% of GDP. This
ratio should be progressively enhanced to 3% of GDP by the year 2015. This will be in line with
minimum social protection requirements outlined above and will be in the ball park of benefits
provided by other similarly placed developing countries in the region and elsewhere.
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Annex 1
Social Protection Programmes in Pakistan: 2009-10
Social Assistance
Programme

Government Level

Targeting Mechanism

Bacha Khan Poverty Alleviation
Programme

Khyber Pakhtoonkhwa
Government

Targeted

Benazir Income Support
Programme (BSIP)

Federal Government

Targeted

Microfinance

RSPs/MFIs

Self-targeted

Pakistan Bait-ul-Mal

Federal Government

Targeted

People’s Work Programme (I & II)

Federal Government

Self-targeted

Punjab Food Support Programme/
Sasti Roti Scheme

Punjab Government

Targeted

Wheat Subsidy

Federal Government

Non-targeted

Utility Stores

Federal Government

Non-targeted

Grant of State Land to Landless
Peasants

Sindh Government

Targeted

Low Cost Housing

Federal Government

N.A.

Minimum Wages

Federal & Provincial Governments

N.A.

National Disaster Management
Authority (NDMA)

Federal & Provincial Governments

Non-targeted

Waseela-e-Haq

Federal Government

Targeted

Zakat

Federal Government

Targeted

Programme

Government Level

Targeting Mechanism

Employees Old Age Benefits (EOBI)

Federal Government

Targeted

Provincial Employees Social
Security Institutions

Provincial Governments

Targeted

Social Health Insurance

Federal Government

Targeted

Worker Profit Participation Fund

Federal Government

Targeted

Workers Children’s Education
Ordinance

Federal Government

Self-targeted

Workers Welfare Fund

Federal Government

Targeted

Compensation to the heirs of terror
victims

Federal & Provincial Governments

Targeted

Social Insurance

Source:
1) Pakistan Economic Survey 2009-10, The Tenth Five Year Plan 2010-15, http://www.bisp.gov.pk/Statistics.aspx,
2) http://www.pbm.gov.pk/Projects%5COngoing%5CCSP%5Ccsp.html & various sources
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Introduction
This report presents the recommendations of the Education Panel of the Pakistan Economic Forum
created by the Pakistan Business Council. It highlights some of the key strategic issues facing the
Pakistan Education System and presents strategic recommendations to address these. These
recommendations were developed through a series of meetings, videoconferences, and exchange of
concept papers by members of the Educational Panel and informed by comments on these by the
PEF at its Lahore meeting on April 1, 2011.

Background
The Pakistan Business Council (PBC) formed a Pakistan Economic Forum (PEF) with the mandate to
engage key stakeholders, leaders, and experts from different sectors in deliberations and debate on
issues affecting the economy of Pakistan. It is expected that these deliberations will gradually turn
into a think-tank to foster economic growth in the country by informing and influencing the
government’s policies, priorities and actions. Under this forum, five panels were created each for
Energy, Macro-economic Stability, Regional Trade, Education, and Social Protection sectors in
Pakistan. Each panel was responsible for deliberations on key issues and formulation of strategic
recommendations to share with policy makers and concerned authorities to inform their short and
long-term development plans, policies, and practices.

Composition of Education Panel
The Education Panel was Chaired by Mr. Shamsh Kassim-Lakha (Founding President of the Aga Khan
University and former Federal Education Minister) and Co-Chaired by Mr. Razzak Dawood (Former
Federal Minister of Commerce and Rector Lahore University of Management Sciences). Its members
are:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.

Mr. Shahid Hafiz Kardar
General Javed Ashraf Qazi
Mrs. Nasreen Kasuri
Mr. Salman Burney
Mr. Asaad Ayub
Mr. Asif Saad
Mr. Sikandar M. Khan
Dr. Sohail Naqvi
Dr. Rasul Bakhsh Raisani
Dr. Muhammad Memon
Dr. Mir Afzal Tajik

Governor State Bank of Pakistan
Senator and Former Federal Education Minister
The Beacon House System, Lahore
CEO, GSK Pakistan
CEO, The Citizens Foundation
CEO, Lotte Pakistan
Chairperson, Millat Tractors and Former Head TEVTA
Executive Director, Higher Education Commission
Pro-Vice Chancellor, University of Balochistan
AKU- IED, Karachi
Head, Outreach, AKU-IED, Karachi (Rapporteur)

Mrs. Naheed Durrani, Secretary, Department of Education and Literacy, Government of Sindh
participated in some dialogues at the invitation of the Panel.
The Chair and Co-Chair are grateful to members of this panel for their valuable contributions to
these deliberations.
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Terms of Reference (ToRs)
The Terms of Reference of the Education Panel were as follows:
1. The panel will address all aspects of the formal education continuum, from pre-primary to higher
education, including vocational education.
2. It will identify issues it believes are constraining the quality of education with respect to its
relevance to the social and economic growth of Pakistan as well as the development of its
citizens.
3. The panel will spend maximum time looking into the future and formulate policy options rather
than ‘looking at the rear view mirror’, at the weakness of the past decades.
4. The panel will make practical policy recommendations on what government, civil society and
business might do, including through partnerships among them, to address the above issues,
leading to the formulation of an education policy that will prepare Pakistanis for the 21st
Century.
5. In making its recommendations, the panel will be guided by the outcome of the 18th
Amendment to the Constitution, whereby, school education is a provincial subject whereas the
status of higher education is under review at this time.

Deliberation Process
The panel members were engaged in an intensive and rigorous process of deliberations and
discussions on educational issues through a series of videoconferences, face-to-face meetings,
development and review of concept papers, exchange of views and ideas via email and telephone,
and presentations. While deliberating on key strategic issues members were guided by the following
considerations:


The 18th Amendment to the Constitution rightly addresses the importance of devolution for
future development of Pakistan. For devolution to succeed, it is necessary at least for
education and health, to ensure that key elements of quality and purpose are not jeopardized.
It is critical therefore that bulwarks are put in place at the outset for a smooth and effective
transition of responsibilities from the federation to the provinces. It is also important to
consider that:
o No economic development will occur without continued attention to improving the
quality and access to education.
o Education is the key to developing a knowledge based society.
o Impact of any changes and reforms in the education policy takes a generation to
show outcomes.
o Although educating its citizens is the responsibility of the State, it alone cannot
provide quality education; hence, it should facilitate the private sector’s efforts in
this field.
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Key Issues and Recommendations
The list of issues affecting access to and quality of education in the country is never ending. At the
same time however, unlike many other national reforms, it is the experience from around the world
that educational reforms are much more complicated and difficult to implement because of a variety
of reasons including the large number of stakeholders involved and their competing priorities and
values. Besides, the education sector is one of the largest if not the largest national employer. The
situation in Pakistan is further complicated by the fact that there exist at least three different
education systems in Pakistan (national curriculum and examinations, Madrassa education and
overseas systems such as ‘O’ and ‘A’ levels and others); educational priorities and policies have been
changing with every change in government; and historically education has received very low priority
in terms of funding and human resources.
The Education Panel’s deliberations resulted in a long list of over two dozen recommendations in
critical areas in education. Considering prevailing political conditions, resource constraints and
competing priorities, there was agreement however that it was not practical to expect government
to address all of these at this time. Therefore following further reflection, the Panel prioritized eight
strategic areas for further consideration by the Pakistan Economic Forum on April 1, 2011 at LUMS,
Lahore. Consequently, there was consensus that access and quality of education can both be
improved by adopting the following recommendations:

Importance of Political Will and Strong Visionary Governance
One of the main reasons for the pathetic situation of education in Pakistan is the lack of
commitment and political will required to transform the education system of Pakistan. This has
been a weakness of successive governments since independence. These include attention to
curriculum, teacher education, physical facilities and school administration. The percentage of GDP
Pakistan spends on education (2% in 2009-2010) is far less than that of other developing countries
such as Bangladesh (3% ), Iran (5.2%), Malaysia (4.7%), Maldives (8.3%) and India (4%). The
percentage of GDP allocated to public schools is 1.5% which is less than the annual combined
subsidies given to loss making state operated organizations including PIA, Pakistan Steel, and Pepco.
Even the 2% of GDP dedicated to education is not prudently used due to poor governance and
management. The multi-layered and hierarchical structure of governance and management in
public sector education has hugely hindered any progress. Teachers and head teachers are the key
implementers of any change and innovation at school level but they have no authority to make any
meaningful decisions for their schools. Similarly, parents and community leaders, who are the direct
beneficiaries of educational provisions, have no say, nor do they have any active role to play in
schools. There is no communication and coordination amongst different levels of hierarchy.
Recommendations: Success of any education reforms will require a long range vision of Pakistan’s
human resources and their development. This must translate into a strong political will and sustained
support from the entire political leadership of the country. All political parties including government
must demonstrate their active support and will for education reforms by:
 Increasing the education budget by 0.6% of GDP every year until it reaches 5% of GDP in five
years.
 Revamping the governance and management practices at all levels including empowerment of
district education departments, schools, and head teachers as well as community
representatives.
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Separation of the education cadre from the Basic Pay Scales.
Details of this revamping can be provided once government accepts this recommendation.
Many of these recommendations and their implementation strategies are also available in the
report of the National Commission for Government Reforms, 2007.

Inadequate Access to School Education
Pakistan stands 2nd in the global ranking of out of school children. Out of 70 million school age
children only 28 million (40%) attend schools and 42 million (60%) are still out of schools. This
means that one of every 10 children out of school around the world is a Pakistani. Around 68% of
the 28 million children enrolled in schools attend government schools and 32% of the children go to
private schools. The main reasons for the dropping enrolment in schools are poor infrastructure,
shortage of qualified and poorly motivated teachers, absence of effective governance and
management, and declining quality of education in public sector schools. For example, 85% of the
49,605 government schools in Sindh have less than 5-rooms, and over 10,000 of these schools are
shelter-less. Of them, 45% do not have drinking water and toilet facilities while 86% of these schools
do not have electricity. Over 30,000 public sector schools in Sindh have either one or two teachers
and over 10,000 schools have enrolment as low as 35 students only1. The situation in rural Sindh
and other provinces especially KPK and Balochistan may be worse.
The position at the national level is not dissimilar, where 11% schools lack building facilities, 60%
schools lack electricity, 36% schools lack drinking water facilities, 38% lack toilets facilities for
students, 39% schools lack boundary walls, and 11% school buildings are declared as dangerous. The
rural schools have been badly affected by lack of the above basic facilities2.
Recommendations: According to the Constitution of Pakistan (Article 25—A), “The State shall
provide free and compulsory education to all children of the age of five to sixteen years in such
manner as may be determined by law”. However, this does not mean that education should only be
provided in State owned facilities; on the other hand, the State should:
 Consolidate the public sector schools and improve their standard of education.
 Encourage the private sector to provide education to more children.
 Private schools (the vast majority of which are not for profit that educate children from middle
and low income families) should be incentivised by government on the condition that in return
they enrol without fees, a certain percentage of students from poor economic background.
 Use information technology to increase access to education.
 Both public and private schools in thickly populated areas should run double-shifts to
accommodate more students.

Poor Quality of School Education
The quality of education in public sector schools is declining due to several reasons. Poor
infrastructure, absence of well-defined education standards, poor quality of teaching and learning,
1

Sindh Education Information System (SEMIS) Education Data, Karachi.
Pakistan Education Statistics 2007-2008. Academy of Educational Planning and Management , MoE,
Islamabad.
2
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defective examination system, poorly motivated teachers, weak leadership and management are
amongst the key factors impeding the quality of education in government schools. A study
conducted on educational achievements reveals that only 35% of school children, aged 6—16, can
read a story, while 50% cannot read a sentence. Similarly, less than a third can answer simple
comprehension questions after reading a paragraph in Urdu (Pakistan Education Task Force- March
for Education, 2011).
Another reason for the poor quality education is the absence of accountability at all levels and lack
of professional capacity of teachers, head teachers, and education managers. There is no
accountability of teachers, nor is there any reward or punishment for them. The absence of checksand-balance has led the teachers to get away with their lethargic attitudes. Because these teachers
are appointed as permanent employees, they pay little heed to their performance. They draw their
salaries (higher than those of counterparts in private schools) whether they work hard or not at all.
The public sector has been spending substantial amount on continuing professional education of
teachers and other staff but this has not made a significant difference at institutional and classroom
levels.
As a result of the 18th Amendment to the Constitution, the federal ministry of education stands
abolished which raises a number of questions. These include who should represent the country at
international fora on Education For All (EFA) and Millennium Development Goals (MDGs) on school
education, responding to Parliament’s queries on education, briefing on education to international
donors, high-powered delegations, and others, follow up of education policy and plan, and
coordination of curriculum and other strategic matters of education.
Recommendations: After the implementation of the 18th Amendment, school education is a
provincial subject and all should now work towards making this a success. However, there is a
serious risk of affecting quality and purpose of education unless some effective and efficient
mechanism for coordination and quality assurance is put in place jointly by the federation and the
provinces to ensure a smooth transition for at least five years. Such a coordinating body for school
education should:
 Develop education standards, policy and planning, and quality assurance.
 Work with the provincial governments in developing core national curriculum to meet the diverse
needs of the country.
 Coordinate with the provincial governments on effective implementation of national curriculum,
follow up of education policy and plan, monitoring of EFA and MDGs and offer support for
creating effective coordination among provinces on strategic education matters. The Education
Policy of 2009 which was supported by all provinces offers a good basis for such collaboration.
 Support in the preparation of syllabi and textbooks by the provinces.
 New teachers should be recruited on contract basis and the extension of their contract must be
linked to their performance.
 Revamp pre-service/in-service/continuing professional education programmes for teachers, head
teachers, and education managers to enhance their professional skills, competences, knowledge
and attitude for improving student learning outcomes.
 Empower school heads to improve performance of schools.
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Sustainability of Higher Education Reform
Since the introduction of far reaching reforms in higher education in 2002, including the creation of
the Higher Education Commission (HEC), there has been significant improvement in the quality of
tertiary education in Pakistan and equitable access to it. This has resulted from empowerment of
universities, support for research through introduction of a host of different programs including the
Pakistan Education and Research Network and the Digital Library Program, provision of scholarships,
improvement in governance and management of institutions as well as increased funding for
development of faculty and other human resources, physical facilities and research. Careful
regulation of quality and accreditation at all levels through programs such as standardization of
bachelor, master and PhD level degree programs as per international norms has played a critical role
in consolidating this achievement. The process of higher education reform needs careful thought
and requires the buy in of multiple stakeholders including faculty, students, parents and of course
the relevant governments. Therefore it takes time to put in place and its impact takes even longer
to materialize, often as long as a generation. The above referred reforms in higher education which
have been in place for less than a decade have yet to show their full impact. A weak examination and
assessment system further affects the quality of their graduates enrolled through colleges or
privately. Consequently, even with the current level of investment and impressive progress in many
areas, some public sector universities still suffer from stagnation and inertia due to poor governance
and management, inadequate funding, shortage of qualified staff, and absence of dynamic
leadership.
Knowledge creation through research and innovation is a fundamental role of universities. The
higher education sector forms the backbone of a knowledge economy and for Pakistan to truly
benefit from its young population it is crucial that it invests substantially in this sector. While there
has been an impressive eight fold increase in international research publications and there is now a
concerted program for converting this innovation into patents, the contribution of most Pakistani
universities to knowledge generation through research, publication and scholarly work is not yet at a
level comparable to regional peer institutions. Enhanced focus is required on the research and
innovation role of universities and their linkage to the local economy.
Under these circumstances, recent moves following the 18th Amendment, to drastically contract the
remit of the HEC has raised justified concern that even these hard earned gains will be jeopardized
and quality will deteriorate further, especially in new public and private institutions.
It is noteworthy that despite sizeable funding increases for higher education, Pakistan invests less
than 0.30% of its GDP in this critical sector, which is far lower than most developing countries in the
region (India 1.03%, Iran 1.1%, and Malaysia 1.2%). It is therefore essential that such support be
continued and enhanced through contributions both from the federation and the provinces if recent
gains are to be consolidated and advanced. While there is sympathy for the financial constraints of
the country, it is interesting that around 35,000 Pakistani students are studying abroad due to lack of
access to good quality higher education institutions at home. Assuming each of them on an average
spends around $15,000 per annum, this represents a drain of around $500 million annually –an
amount similar to the current funding allocation for all higher education in the public sector.
Pakistan not only loses this huge amount of foreign exchange but also loses its intellectual capital in
the form of brain-drain as most of the highly talented students who go abroad for studies never
come back. The Panel recommends that the quality and capacity of public sector universities must
be improved further with continued government funding and careful oversight.
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Recommendations: Considering the foremost importance of higher education for the future
development of the country and building upon the encouraging initiatives taken by HEC, it is
recommended that:







To reap the full benefit of investments already made, the HEC must be allowed to continue in its
current form, at least for a period of five years to enable it to:
o Further develop and strengthen educational standards
o Promote and fund research, publication and scholarly work
o Ensure accreditation and quality assurance
o Provide International interface
The role of HEC regional centers in the Provinces must be enhanced to allow for higher level and
greater consultation with Provinces in all areas of higher education.
The quality of public sector universities must be improved further through collective oversight of
the performance of tertiary education both by the federal and provincial governments
HEC should work towards improved governance mechanisms, respecting the autonomy of
universities while also ensuring greater accountability to the stakeholders.
The provincial government should provide financial support for key elements of higher education
especially research to supplement federal funding.

Incentives for Public-Private Partnership in Education
Private sector education institutions provide access to around 28% of children at affordable cost and
supplement government’s efforts in this constitutional responsibility. Policy makers often overlook
that only a small fraction of these private schools cater to the economic elite while an overwhelming
number serve children from the middle and low economic segments of society. They operate in local
mohalas and galis and are founded and administered by the local communities. Sadly, despite their
noteworthy contributions, all private schools suffer from lack of recognition and incentives by
government. There is a traditional disenabling environment and little or no political support for
them to expand capacity and further improve the quality of their offerings. Nevertheless the private
sector has made a break-through in education by providing a better quality of education to a
significant number of children in Pakistan; and at a lower transactional cost than the public sector. It
is doubtful that while government is engaged in a major devolution in this field, it will be able to
substantially increase the capacity and quality of its schools at the same time.
Recommendations: Government should create an enabling environment for public—private
partnership by recognizing the private sector’s role in education and providing incentives to
encourage and facilitate the private sector in taking new initiatives. The government should assist
the private sector by providing:






Loan and grant funding through appropriate mechanisms that would enable not for profit
private schools and educational institutions to expand their capacity and thereby complement
government’s efforts to create greater access to education.
“Education Vouchers” to high achieving but un-affording students. These vouchers can only be
redeemed at schools that qualify under pre-set standards of performance. The Punjab
Education Foundation has successfully operated this scheme with impressive outcomes. The
value of these vouchers should reflect the cost of providing an acceptable level of education
such at not for profit schools operated by The Citizens’ Foundation.
Private sector schools of high credibility should enrol at least 10% of talented students from
poor economic background. Schools admitting students with “Education Vouchers” should be
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obliged to enroll a higher percentage of poor but meritorious students in return for this
support.

Examination and Textbook Boards
Because parents and school administrations most often judge their performance by the outcome of
examination results, teachers around the world teach to pass the examination rather than to the
curriculum. Consequently, the saying goes that, “it is the examination tail that wags the education
dog”. In Pakistan, the main reason for the deteriorating quality of education in public sector schools
is the poor practice of examinations conducted by the public sector Examination Boards. The
examination system deployed by almost all these Boards encourages rote learning by students. As a
result, both students and teachers use various means, often un-fair, to pass the examinations. At the
same time, the Examination Boards are largely driven by financial considerations and operate with
very little oversight and accountability either to their provinces or the federation. No education
reform will succeed unless the public sector Examination Boards are transformed in line with
modern practices and international standards of examination and assessment that largely test
critical thinking and ability to apply knowledge.
Text Book Boards were established by each province to oversee the quality of text books. Instead,
they have tended to write or commission books themselves and have them printed under their
patronage and control. Almost in all cases, these Boards prescribe only the one book they sponsor
and thereby earn significant sums of money from this monopoly. Text Book Boards seldom invite
tenders from private sector publishers whose books are available at competitive rates.
Recommendations: Public sector Examination Boards need to move away from their dominant
culture of testing rote learning and memorization to assessing students’ comprehension and their
level of analysis and application. Similarly, the Textbook Boards, which are working as publishers and
printers of books, need to transform into credible institutions that provide oversight for quality of text
books, enabling schools and students to have choices in the books they use for their lessons.
Therefore it is recommended that:







The public sector Examination Boards completely revamp their system of examination in line
with modern methods of assessment, eventually leading to computerized examination systems
to avoid corruption which is now rampant.
Provincial and federal governments must review the system of oversight of these Boards and
ensure they strictly follow their mandate.
The private sector should be encouraged to come forward and establish credible Boards to
develop examination and testing systems of international standards for which there is
increasing demand and market. In doing so, they will follow the national or provincial
curriculum as laid down by government.
The Textbook Boards should not act as publishers and printers but as overseers of high quality
school books by private publishers.
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Mainstreaming of Madrassa Education
Due to inadequacy of the public education system, an increasing number of children receive
Madrassa education which is predominantly Islamic education with an out-dated curriculum,
traditional pedagogies, and ineffective examination and assessment practices. The approach largely
involves indoctrination and the outcome is devoid of critical thinking and life skills. Most Madrassa
curricula have very limited room for secular subjects such as science, mathematics, IT and languages.
Therefore, lacking the required technical knowledge and skills, Madrassa graduates are unable to
compete in the job market and are unable to contribute to the economic growth of the country.
Despite these issues, Madrassas adamantly resist change and innovation which can bring about
positive reform in their education system.
Recommendations: To bring Madrassa education in level with mainstream education, government
should take the following steps:







Revamp the Madrassa education curriculum, pedagogies and assessment and examination
practices in a way that these promote critical thinking, creativity, and technical skills in students.
Curriculum of Madrassa education should move away from a narrow approach to Islamic
education and should encompass a broader framework of religious education which promotes
tolerance, respect, and appreciation for diversity and pluralism.
Madrassa education should include a core of secular subjects including science, maths, IT,
languages and possibly technical education and vocational training to enable students to
compete in the job market and thus contribute to the economic growth of the country.
Acceptance of degrees issued by Madrassa must be subject to their compliance with the above
requirements.
Some Muslim countries have successfully mainstreamed Madrassa education and the example of
Indonesia and some East African countries are worthy of emulation.

Supply-Driven Technical and Vocational Education
Considering the immense and growing need of Pakistan’s economy and huge prospects for overseas
employment, there is a major dearth of technical and vocational education institutions. There are
only 624 TEVT institutions with 7042 teachers and 105,000 students. The existing institutions are
suffering from out-dated curriculum, shortage of qualified teachers, and poor examination and
assessment practices. On the other hand there are a disproportionately large number of students
enrolled in BBA and MBA programmes in small private institutions running purely on commercial
basis and whose quality is often suspect. This exacerbates the gap between the available qualified
manpower and the demands of industry, business, agriculture and other technical fields.
Recommendations: To address the country’s growing need for qualified manpower in industry,
business, agriculture and other fields of the economy, government must consider paying greater
attention to technical education and vocational training by doing the following:
 Establish a credible polytechnic institute in each district and a technical training centre in each
tehsil.
 Revamp the curriculum, pedagogies and assessment practices of the existing TVEIs to link their
programmes to industries, businesses, agriculture and other economic sectors.
 Encourage and incentivise the private sector to establish new technical and vocational education
institutions of international standards such as City and Guilds. Where such institutions are
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established by industrial units and businesses, they should be incorporated as separate legal not
for profit registered entities to ensure proper governance and accountability.
 Funding for these technical and vocational institutions can come from the sponsors’ own sources
supplemented by a government “Education Voucher” scheme. In addition, listed corporations
contributing Workers’ Profit Participation Fund and Workers’ Welfare Fund should be allowed to
spend 50% of these funds to support technical institutions founded by them. Alternatively, their
contributions to WPPF and WWF should be reduced by 50%. There fortunately is significant
overseas donor assistance available for such training and greater efforts should be made to
harness this aid.
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Background

Regional trade has to be seen in the context of Pakistan’s overall economic growth objectives.
Pakistan needs economic growth of 7 percent or more for the next four decades. This is just 1
percentage point higher than the growth rate we have achieved in several decades in the past, and
only 2 percentage points higher than our average growth rate since 1947. Sustained growth at these
rates will double GDP every 10 years, will result in substantial improvement in living standards
within a generation and will engender a sense of optimism in the citizens. But there is an important
caveat. We have to seek a growth vent (source of growth) that is geographically balanced and thus
can be sustained politically. Furthermore, the growth vent we seek requires tapping into lucrative
markets outside our borders in a manner that creates several growth nodes viz., a southern and
western node (Karachi, the Arabian sea coastline of Sind and Baluchistan), a central node (Multan,
Lahore) and a northern node (Peshawar, Abbottabad). A liberalized economic relationship between
Pakistan and India and other neighbors (Iran, Central Asia and China) can help achieve all three
objectives: a high growth rate that is regionally balanced, and can therefore be sustained for a
longer period than we have ever achieved in the past (I. Nabi, August 2010).
Seen in the context outlined above, the current state of trade between the two largest South Asian
economies is not encouraging. Pakistan and India account for most of South Asia’s regional GDP
(nearly 90%, Figure 1a) and yet direct trade between the two largest regional economies is almost
non-existent (Figure 1b shows that in 2009 India Pakistan world-wide trade was $462 billion and
their bilateral trade a mere $1.7 billion). While a more conducive trade regime with other regional
neighbors is important, the critical area of focus (as viewed by the Pakistan Business Council) is our
trade and broader economic relation with India.
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Figure 1a: India , Pakistan and South Asia GDP
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Figure 1b: India, Pakistan total and bilateral trade

India and Pakistan share a long border, have similar language, taste, and cultural ethos, and until not
too long ago enjoyed well-connected markets and transport networks. These features should
provide a good launching pad for trade and investment flows. However, this has not been the case.
Trade relations have been difficult in the past because India and Pakistan have viewed each other
through a geo-political lens and not as vibrant trading partners. This outlook has to change and
Pakistan, in particular, needs to recognize that India is no longer confined to a low “Hindu rate of
growth” but is a vibrant, rapidly modernizing economy that is increasingly integrated with the world
economy. India’s recent GDP growth rate averaging 8 percent is more than twice ours (Figure 2) and
because India’s population growth is lower, per capita income in India is growing even faster (Figure
3). This divergent economic performance has several implications (Table 1). One is that in the not
too distant future living standards, including the quality of infrastructure and public services, will be
better in India. Significantly, India will also have a larger lobbying presence in international forums,
which will have consequences regarding our ability to maintain parity across a broad range of
contested and competing issues. Further, India’s capacity to modernize its security establishment
will be far greater than ours.

GDP growth rate (%)

Source: WDI 2011
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Figure 2: GDP growth in India and Pakistan 1980-2008

4

2008

2006

2004

2002

2000

1998

1996

1994

1992

1990

1988

1986

1984

1982

1980

12
10
8
6
4
2
0

The key question is how we can turn India’s growing economic capability to our advantage and thus
bridge the income gap and then over take India’s growth rate , as we did in the 1960’s and the
1970’s. This is not as ambitious as it might seem given the current performance of the two
economies. As Figure 2 shows, in most years in the 1980’s, Pakistan’s GDP growth was higher than
India’s. Furthermore, even now, Pakistan ranks higher than India on many indicators of the cost of
doing business (Table 2). Thus a solid foundation already exists to build a mutually beneficial
economic relation with India.
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Note: The projections have been done using growth rates averaging over the last 5 years.
Figure 3: Current and Projected GDP per capita in Pakistan and India (in the absence of a pick-up in Pakistan’s growth).

Table 1: Sobering trends
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2006

2020

Pakistan’s GDP as share of India’s
GDP

14 percent

9 percent

GDP per capita in Pakistan as
percentage of India’s.

99 percent

54 percent

$ value of one percent GDP spent on
services (or defense) in India

$7 billion

$22 billion

$ value of one percent GDP spent on
services (or defense) in Pakistan

$1 billion

$2 billion

Table 2: Investment and Cost of Doing Business Indicators Comparison (2010)
Indicators

Pakistan

India

Trade: Cost to export (US$ per container)

611.00

1055.00

Trade: Cost to import (US$ per container)

680.00

1025.00

Trade: Time to import (days)

18.00

20.00

Ease of doing business index (1=easiest to 183=most difficult)

83.00

134.00

Cost to start a business (% of income per capita)

10.70

56.50

Time required to start a business (days)

21.00

29.00

Procedures required to start a business (number)

10.00

12.00

Total tax rate (% of profit)

31.60

63.30

Profit tax (%)

14.30

24.00

Other taxes (%)

2.30

21.10

Tax payments (number)

47.00

56.00

Time required to enforce a contract (days)

976.00

1420.00

Cost to enforce a contract (% of claim)

23.80

39.60

Procedures required to build a warehouse (number)

12.00

37.00

Closing a business: cost (% of estate)

4.00

9.00

Closing a business: recovery rate (cents on the dollar)

36.50

16.30

Source: Doing Business 2010, World Bank

A historical perspective is useful to appreciate that a liberal economic relation with India would be a
source of economic growth for Pakistan.
The regions that comprise Pakistan have enjoyed five major growth vents in the last 100 years that
have contributed to improving living standards. The first growth vent, lasting nearly half a century,
was the construction of canals in the Indus basin that brought about long lasting changes in the
design of institutions, location of population and modes of exchange that now constitute the core
structures of our economy. Subsequent growth vents were experienced following Independence in
1947. The first was the Korean War boom that has had a deep impact on how we have managed the
economy (the exchange rate policy and preference for consumption over savings and investment
can be traced back to this commodity boom). The second was import substituting industrialization
that gave us rapid growth in the 1960’s (but growth that could not be sustained). The third was the
green revolution technology that gave robust agricultural growth in the 1970’s and 1980’s and,
finally, overseas migration and the resulting remittances that have spurred growth for the last 30
years.
Each of the growth vents sketched above has contributed significantly to increasing living standards
but these sources of growth have now been exhausted. The economy is thus poised for a new
growth vent. The consensus view of the Pakistan Business Council is that regional trade would
constitute such a growth vent. However, the full benefits of this source of growth will not be realized
without the resumption of trade and broader economic relations (skills, technology and investment
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flows) between India and Pakistan. Significantly, such a growth vent would also bring about more
regionally balanced growth within Pakistan (see Box 1 below).
Box 1: Regional trade beyond the borders to promote more regionally balanced trade within the
border: A historical perspective
Historically, the regions of Lahore, Peshawar and upper Sind were connectors of the lands to their
west – Iran, Central Asia and China - and those to the east – India - and as such became centers of
trade, commerce and culture. This flourishing activity made them growth nodes that brought
prosperity to their surrounding regions.
Lahore in Punjab was the center of trade, commerce, finance and education for a region that
included Indian Punjab, Haryana, Jammu and Kashmir valleys and Himachal Pradesh to its east, and
linked these regions with Persia and Central Asia to its west. Lahore was cut off from the West with
the coming of the British and from the East soon after 1947.
The ancient walled city of Peshawar has cast a huge and disproportionate shadow on South Asia’s
culture. The prominence of Peshawar is on account of the fact that the merchants of the walled city
constituted a prosperous hub of economic transactions between South Asia and the Central Asian
territories. The civilizing influence of trade on the surrounding Pashtun areas would also have been
substantial. Imperial rivalry between Russia and Britain cut off Peshawar from its northern markets
and 1947 severed access to the Indian markets. The pool of economic transactions for Peshawar
shrank dramatically. It is also noteworthy that the modern silk route through Hazara and Gilgit
Baltistan on to China is an attempt to reproduce the ancient trade links that were severed during
colonial times.
Sind is hugely significant in shaping our religious/cultural psyche embedded in the venerated Sufi
tradition of Islam. The Sufi saints chose to settle in Sind along the Indus because there were
receptive host communities that were benefiting from the trade routes between markets in
territories that now lie in India and Iran through Baluchistan.
These cultural centers have defined themselves historically based on a pattern of economic
transactions, trade routes and cultural influences, as parts of much larger regions that lie outside the
borders of the modern nation state of Pakistan. A liberalized regional trade regime, especially one
between India and Pakistan, will help restore the vibrancy of all three major economic/cultural
centers of Pakistan and thus would contribute significantly to the objective of regionally balanced
growth.
(I. Nabi, August 2010)

The Key Issues

(i)

Post liberalization trade and investment volumes

Predicting trade and investment volumes following economic liberalization between India and
Pakistan is difficult. On the one hand, there is history and cultural similarity and, on the other, there
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are grievances and grudges. PBC regional trade group (that comprised businessmen, academics and
civil servants) did a survey of perceptions within the group. The range of perceived trade flows
following liberalization is reported in Table 3. The longer term perceived impact (in about ten years
of liberalization) is significant.
However, in order for trade flows to realize their full potential, investment flows must also be on the
normalization agenda. Influx of investment will be good news for Pakistan as it currently needs
capital inflows to move to a higher growth trajectory. India, being right next door, and with a large
pool of savings would be a promising source of investment. Three-fourths of the panelists agreed
that investment flows by both Indians and Pakistanis, following trade liberalization, will increase in
volume. Hence it is not only the Pakistan economy that would benefit from bilateral investment
flows; India also stands to gain. As compared to their home-country, Indian investors will find in
Pakistan an environment much more conducive to economic activity (see Table 2). The assumption,
of course, is that law and order in Pakistan will have improved significantly.
Joint ventures of Pakistani and Indian investors can be visualized in the old trading centers of
Peshawar, Lahore and Sind taking advantage of plentiful Pakistani labor, shorter transportation costs
(from Peshawar to the Central Asian markets, and from centers in Karachi and Gwadar to the Gulf
and Middle East markets) and Pakistan’s excellent infrastructure along the North South Corridor
(linking Peshawar, Lahore and Karachi).
Table 3: Pakistan Business Council (regional trade group members) perceptions on likely trade and
investment flows following India-Pakistan liberalization
Trade volume
Short term

(ii)

Investment flows into Pakistan
By Pakistanis

By Indians

Substantial increase

Sustained increase to
be more than $1bn a
year.

$1-5bln

Medium term

$10-20bln

Long term

$15-50bln

Tapping into India’s knowledge economy

Partly because of size and partly because of shrewd investment in higher technical education, India
is rapidly positioning itself as a knowledge economy. This is best evidenced in the phenomenal
success in the IT sector. India now accounts for 60 percent of global outsourcing in this sector
(export of computer and business services in 2008 was estimated at $52.3 billion). Indian
manufacturing sectors of pharmaceuticals and automotive parts are also emerging on the
international scene. There is also an impressive network of agricultural research. A liberal trade and
investment regime will allow Pakistan to tap into the pool of Indian skilled workers and technology
to improve international competitiveness of Pakistani firms.
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Box 2: Accessing Indian Technical Expertise: The Case of Pharmaceuticals
(CEO, GETZ Pharma, Mr. Khalid Mahmood)
Pharmaceuticals are the seventh largest manufacturing export of Pakistan, amounting to $100
million. Despite the remarkable development of this industry in the past couple of decades, Pakistan
lags well behind the big players of the region- India and China. The growth of the Indian
pharmaceutical industry, for the local market and the export market of both formulations and raw
materials has been an astonishing 20-25% per annum in the last half decade and at $15 billion in
2009/10, Indian export of pharmaceuticals, drugs and fine chemicals is huge compared to Pakistan’s.
Furthermore, US $ 6-10 billion of research and development work, clinical trials, bio-equivalent
studies have been invested by the West in India in the last decade – technologies that do not exist in
Pakistan.
Aside from import of pharmaceutical raw material (considerably cheaper than other suppliers),
Pakistan has much to learn from India on Pharmaceuticals technology. Indian machinery for
pharmaceutical manufacturing costs less than half of other international suppliers. More
importantly, senior Indian pharmaceutical technical consultants, who can design plants and systems
for companies in Pakistan, will strengthen international competitiveness of Pakistani firms enabling
them to export to Europe and the U.S. Recent experience of Pakistani firms with Indian consultants
is that their consultancy rates are half those of the Europeans and they have a better working ethos.
Importantly, for cultural reasons, they have worked congenially with companies in Karachi. Such
transfer of skills from India came to an abrupt end after the Mumbai attacks. It is now time for
Pakistan to normalize the relationship to build a strong foundation for future growth of this industry.
Box 3: Implications for Automotive Parts Industry
(CEO Spelgroup, Mr. Almas Hyder)
Pakistan’s automotive parts industry has seen remarkable growth in the last ten years under the
present trade policy and local market conditions. Liberalizing the broad economic relation with India
will present new opportunities but also some challenges. The biggest opportunity, of course, will be
access to the much larger Indian market for automotive parts that will allow us to overcome the
problems of small scale, and thus may help us become more competitive globally. We are likely to
be competitive due to currency advantage. This will help us in acquiring Indian technology and raw
material in the diverse fields of plastics, rubber and metals that are needed in automotive parts.
Joint ventures would facilitate such access even more. We can also look to hiring Indian industry
specialists as consultants to improve our engineering and business practices. Also, many global
companies now have service centers in India and a more open economic relationship will allow
access to the technical know-how of such advanced global companies. Importantly, land routes
through India will provide greater access to other SAARC countries where we already enjoy
competitive advantage.
However, we will need to be watchful as we liberalize trade with India. Tariff/ administrative barriers
in India are perceived to be rampant and would negate the benefits mentioned above.
Furthermore, there is the perceived risk that India’s strong technology base may create one-way
trade and may harm local industry, especially the small and medium manufacturers who are just
finding their feet. The process for remedying such potential harm needs to be put in place and
staffed up with the best expertise in order to avoid delays in providing remedy. The protective
environment currently enjoyed by the Pakistani automotive parts industry will be removed and this
will lead to a major industry shake up. There will, inevitably, be losers and this needs to be thought
through in calculating the benefits of opening up to India.
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Box 4: Perspective of General Tyre and Rubber Company
(Chairman General Ali Kuli Khan Khattak).
The tyre industry was established in Pakistan some 47 years ago with foreign investment in General
Tyre. The company continues to enjoy strong technological support from a tyre manufacturing giant
in Europe. Many medium sized firms have also entered the industry but without technological
backing from an established source and, therefore, industry quality standards have fallen.
Market size for tyres is currently estimated at around 6.2 million tyres per year. Local manufacturing
accounts for one-third and imports cater for the rest. There is massive under-invoicing of imports
and smuggling is rampant. The Indian tyre industry is at least six times the size of Pakistan’s. This is
on account of several factors: India’s larger domestic market, consistent and highly protected import
policies over the years and a recent surge in international business confidence that has attracted
high volumes of foreign investment and latest technology. An example is General Tyre’s European
technology partner that has recently acquired a fully owned subsidiary in India, taking Indian tyre
technology to an even higher plane. For reasons well known, Pakistan has not been able to attract
similar investors.
The main benefit in liberalizing economic relations with India would be the transfer of technology,
especially from the more advanced foreign companies and joint ventures in the Indian tyre industry.
This should be accompanied by an aggressive policy for quality standards in our domestic tyre
industry combined with efforts to curb smuggling and under-invoicing. Another advantage, of
course, is that the market in smuggled Indian tyres will be formalized and subjected to the standard
policy framework. These policies, in conjunction with technology transfer from India, will put our
industry on par with Indian manufacturers. The growing Indian market would then become an
export destination for Pakistan’s tyre industry.
Being a huge land mass, the logistic/transportation costs, depending on the location of the
manufacturers, are considerable within India (made worse by the fact that India’s internal logistics
costs are high by international standards). This will play to Pakistan’s advantage and we would
emerge as a more economical option for Indian tyre markets close to our borders. But we must
move quickly before India’s infrastructure improves.
We would, of course, need to ensure that our potential exports are not discouraged by non-tariff
barriers in India (in particular, restricted entry points); this has to be negotiated as part of the
liberalization deal with India.
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Box 5: The Case of Textiles
(Shaukat Ellahi Sheikh, Managing Director, Nagina Group)
Pakistan’s textile industry accounts for 9% of GDP, 46% of manufacturing value added, 55 percent of
export earnings and 38% of manufacturing sector employment. The comparable figures for India are
4%, 20%, 17% and 21% respectively.
Pakistan and India have created a large textile industry with the current focus being on producing
goods primarily for exports. Both countries enjoy comparative advantages in the sector due to
indigenous production of raw cotton and abundance of cheap labor. The textile sector was very
successful in launching the industrialization of both countries. Recent data shows that India was
successful in creating a textile industry with heavy focus on the finished product while Pakistan
remained inclined to producing and exporting intermediate products like yarn and greige fabrics.
India produces approximately 5.44 million tons of raw-cotton while Pakistan produces 1.85 million
tons annually. Further, India has been successful in creating a large chemical based synthetic fiber
and product industry with export capability while Pakistan could manage to produce only a portion
of its synthetic fiber needs. India was also quick to establish a large machinery manufacturing base
which has become a significant source of capital goods for the Indian textile industry. However,
Pakistan has still to make its mark in the capital goods producing industry and relies largely on
imported machinery for textile production.
The importance of the textile sector to Pakistan in terms of export earnings, employment,
proportion of gross domestic product and linkages with the rural sector is enormous. It is imperative
that Pakistan is able to sustain the textile sector. Under normal circumstances the ideal plan for
Pakistan would have been to grow the textile industry by investing heavily in completing the value
chain i.e. using the intermediate items currently being produced to manufacture finished textiles like
garments, towels and home furnishings. However, the massive energy shortages being suffered by
Pakistan, shortage of indigenous production of raw cotton and synthetic fibers together with a
negative image due to law and order issues is preventing this investment. Therefore, Pakistan needs
access to markets for its intermediate products until it too can create a sizeable finished product
industry. China is one such market which is importing intermediate products from Pakistan.
However, if Pakistan could get greater access to the Indian market, it could benefit from the finished
goods manufacturing capability of India.
Liberalizing textile trade with India will be a significant boost to the Pakistan textile industry in other
ways also, some of which are: (i) access to relatively cheap raw cotton and synthetic fiber. Due to the
short distance, Pakistan will not only benefit from the cheaper price but also the ability to source
raw material just in time, (ii) access to significantly cheaper Indian textiles machinery and spare
parts, (iii) access to technology in India: due to the large size of the Indian textiles industry and its
vertical integration, the human resource in Indian textiles industry has developed to world
standards. However, Indian consultants are significantly cheaper than those from Europe and the
United States.
It is important that policies create a liberalized environment that allows fair trading. Pakistan and
India thus will have to create a framework where issues like tariff rationalization, anti-dumping
measures, efficient payments and settlement systems, free movement of businessmen and laws
governing logistics can be worked out. We will do well to remember that in a liberalized
environment, Pakistan will gain access to a market of 1.1 billion people in an economy growing at 8%
plus annually and creating a middle class with a huge appetite for textiles.
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Box 6: The Case of Agriculture:
(Farmer, Industrialist and Member National Assembly, Mr. Jahangir Khan Tareen)
India’s agricultural development still has a long way to go as does Pakistan’s but there are some key
areas where India has developed faster as their needs are more critical. This is also because India has
been markedly more successful than Pakistan in creating the legal and institutional basis for
development of the private sector in agriculture support services. Two sub sectors will benefit
substantially from the opening with India:
a.

Seed Industry:
Pakistan fulfills the bulk of its vegetable seed requirement by import from India. In other
sectors as well e.g. Alfalfa, India is the importer of choice. This is due to two reasons:
one, the lack of seed development research in Pakistan and secondly, the similarity of
climate which makes seed produced for north India adaptable to Pakistan.
In the last decade Indian cotton farming has progressed by leaps and bounds primarily
due to the sustained development of the private sector seed companies, which have
been able to structurally link to the international technology pipeline. The best example
is the number of Monsanto licensees and partners in India and the maturing of hybrid
cotton production.
If Pakistan-India trade is opened up at the formal level and the private sector on both
sides becomes confident of the durability of the trading relationship, Pakistan can
benefit significantly from the heightened status of Indian research. It should be noted
that the development of the Indian seed industry is mainly responsible for the jump in
Indian cotton production of over 75% in less than a decade while Pakistani cotton
production has stagnated in the same period of time.

b.

Powered Irrigation:
A significant difference in Pakistani and Indian agriculture is the percentage of irrigated
land in the total cultivated area of the country. In Pakistan the bulk of cultivated area is
irrigated and in India it’s the other way round with the bulk of the area dependent on
rainfall. This has led to the increasing use of drip irrigation and power irrigation in India.
The Indian private sector has been at the forefront of this effort and is therefore much
further along the learning curve than the Pakistani private sector. Given that Pakistan is
increasingly becoming a water deficit country, sustainable free trade will lead to this
technology transfer for the benefit of the Pakistani farmer.

(iii)

Non-tariff barriers

There is widespread perception in Pakistan that the Indian trade regime includes a long list of nontariff barriers that affect trade volumes despite a statutory liberal tariff regime. This is offered as the
principal reason why India imports little from Pakistan despite having given most favored nation
status to Pakistan unilaterally. The biggest non-tariff barrier in trade flows, of course, is poor trade
logistics and visa restrictions that hamper businessman from travelling across the border to strike
trade deals. These non-tariff barriers are the result of security based relationship between the two
countries that needs to be revisited if trade is to take place on a meaningful scale.
Non-tariff barriers are also slapped on for health and safety reasons and there is evidence that the
Indian trade regime includes such barriers in its protectionist arsenal. The extent to which these
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barriers are protectionist and harmful to regional trade needs to be investigated. We should use this
opportunity also to examine our own trade regime for similar trade retarding measures.
Anti-dumping measures are another form of non-tariff barriers especially when they are invoked by
monopoly producers of intermediate materials. There is evidence that the Indian trade regime uses
anti-dumping measures to protect large Indian manufacturers. However, this is not a Pakistan
specific measure. Furthermore, the use of anti-dumping is on the rise in Pakistan also for the same
purpose, i.e. to protect monopoly/oligopoly producers of intermediate goods. As in India, such
protection raises the production cost of downstream small and medium sized firms. The use of antidumping to protect local monopolies lowers welfare gains from trade and must be reviewed for
their efficacy.
(iv)

Gainers and losers from trade with India

A number of studies (Ministry of Commerce, 1996; Nabi and Nasim, 2001; Naqvi and Nabi, 2008)
have carried out careful analysis of gainers and losers from liberalizing trade with India. The studies
conclude:










Pakistani consumers will be unequivocally better off as seasonal price hikes will be brought
under control via access to a much larger market. Costs of most consumer products will fall
and the variety available will increase. It will also help moderate inflation that affects the
poor disproportionately and contributes to political instability.
Farmers will benefit from exchanges on technical know-how, the benefits of which can be
easily conveyed across our long common border. This will help boost farm productivity and
lower costs of production for Pakistani manufacturers, making them more competitive
internationally. Furthermore, rural incomes will rise, which will help lower rural poverty and
ameliorate political tensions in the rural areas.
Our small manufacturers will be able to enjoy potential sub-contracting arrangements with
larger Indian manufacturers, which will help increase their efficiency. Our industrial clusters
of small manufacturers in Sialkot, Gujranwala, Gujrat, Faisalabad and Hyderabad will be the
chief beneficiaries, enjoying scale advantages of producing for a much larger South Asiawide market.
Some large-scale manufacturers who enjoy monopoly power in the Pakistani market and are
subsidized by the government will be adversely affected in the short run. On the other hand,
more dynamic producers will become more competitive which will boost Pakistan’s exports
in the international market. Liberalization will also allow commodities apart from textiles to
enter into our trade mix, providing sectors other than textiles an opportunity to grow.
Lastly, the government will be better off because legalized trade will generate tax revenues
now lost to smuggling.

Even though the studies yielding the conclusions listed above use sound analytical techniques, they
are static in nature, and cannot capture the full dynamics of trade liberalization. In the real world,
trade liberalization has invariably resulted in much larger gains than any static analysis can predict.

(v)

National security and stop-go India-Pakistan trade

Economic liberalization with India may help allay security concerns that have prevented trade from
flourishing. Opening up of trade and two-way investment flows will create stakeholders on both
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sides of the border who will lobby for keeping the overall relationship between India and Pakistan on
an even keel. The panel estimated that flows amounting to approximately 10-15 billion USD will
prove to be the tipping point, making the gains from trade large enough for economic well-being to
outweigh geo-political pre-occupations.
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Box 7: The new (old) road to Kashmir
The time is ripe to take a new –and yet familiar – road to Kashmir. This road would be built on the
solid foundations of economic geography and trade.
The high valley of Kashmir drains into northern Punjab via rivers and “nullahs”. Clinging to the
contours of the drainage system are land routes that have facilitated movement of people and
goods for centuries. This has evolved into an intricate network of commercial and social “biradaries”
that bonds northern Punjab and Kashmir and has facilitated the outflow of Kashmiris from the
resource-poor valley into the plains. The new strategy must re-establish this network.
This can only be done through unbridled trade with India across the entire length of the
international border and the Line of Control. We are committed to this in the SAARC agreements. Let
us hasten it forward.
Trade with India can only do good. Consumers will benefit unambiguously. Some powerful protected
manufacturers will be hurt but they have enjoyed super profits long enough. Let them now compete.
Many will see India as an opportunity to enjoy scale economies that a large middle class offers.
Agriculture will benefit from the more advanced crop technologies across the border.
A liberal trade regime will promote greater travel. We will see, firsthand, the historical evidence of
the grandeur of Muslim rule in India and visit the dargahs of sufi-saints. The Sikhs will travel to
Hasanabdal, Nankana and Lahore to pay homage to their history and religion. An elderly generation
of Punjabi and Sindhi Hindus in India and Northern Indian Muslims in Pakistan will fleetingly recapture the “gali- koochas” of their youth. How can this be bad?
And if commerce and people begin to move freely along the old trade routes across the LoC and recreate traditional networks, who will be able to tell where “Occupied” Kashmir ends and “Azad”
Kashmir begins?
A liberalized trade regime could easily see India-Pakistan trade jump to $2-3 billion and much larger
in the medium term. Powerful commercial lobbies in Delhi, Lahore, Bombay and Karachi will then
ensure that no one tramples on the rights of Kashmiris to trade, fraternize and prosper — be they
Muslim, Hindu or Buddhist. How could this be bad?
Ravian, DailyTimes, 13 September 2002

(vi)

SAFTA, ECO, China and Pakistan

The calculus of costs and benefits of liberalizing bilateral India-Pakistan economic relationship pales
in comparison to the potentially huge benefits of seeing that opening in the context of Pakistan’s
role, given its location as the connector of regional power houses.
Resource rich ECO (Economic Cooperation Organization comprising Central Asia, Iran and Turkey)
and manpower rich SAFTA are naturally complementary regions and together they can turn this land
of nearly 2 billion people into an economic power and reclaim its historical position as a cultural hub.
Pakistan enjoys the unique location advantage as a connector of the two regions. As things currently
stand, Pakistan is on the periphery of SAFTA and India plays the role of connecting the SAFTA
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economies and enjoys the benefits that accrue. The natural economic alliance of SAFTA and ECO will
shift the role of the regional connector to Pakistan along with all the economic benefits that are
associated with this role.
Pakistan’s role as a connector of regional economies gets further fillip from the fact that our location
allows us also to connect SAFTA and ECO to the other regional power house, China. Thus our
geographical location, supported by a sensible geo-political strategy and complemented by
investments in skills and infrastructure, and trade policies that support the facilitation of regional
trade rather than protect local monopolies, will open up economic opportunities on a scale we
cannot even imagine in our current economically confined state. Box 1 shows that we have
historically enjoyed this role and the benefits that come from it.

Recommendations
I.

Regional trade
(i) Redefining the national security paradigm:
The greatest threat to national security now comes from violent internal dissention rooted
in economic depravity. Economic well-being and the promotion of regional trade that will
rejuvenate economically deprived border areas should therefore be the cornerstone of the
new national security paradigm.
(ii) Improving internal governance:
Improving the internal law and order situation, which includes eradication of violent militant
groups as well as protection of property rights and improved overall governance, must be
core elements of the new national security paradigm.
(iii) A supportive trade policy:
Given the strategic role Pakistan has to play as a connector of trade between three vibrant
regions of the world, the trade policy has to be agile and forward looking. A recent review of
trade policy carried out for the Planning Commission1 shows that it lacks strategic focus and
the policy making environment is in need of thorough reform. It has to move away from
protecting local monopoly interests focused on our small internal market to facilitating
regional trade. This will require a much more strategic trade policy and, in turn, will need
more skilled personnel and better functioning institutions to design and implement the
policy.
The role of the National Tariff Commission in particular, needs to be examined. It must
move away from initiating anti-dumping proceedings at the behest of those who seek costly
protection (and thus put road-blocks in the flow of trade) to building up the capacity to
reject quickly bogus complaints of dumping.

1

Pakistan’s Trade Policies: Future Directions , prepared by Garry Pursell, Ashraf Khan and Saad Gulzar with
support from the International Growth Center.
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(iv) Develop a strategy for transit trade:
To enjoy the full benefits of trade and investment flows between China, Central Asia, Iran
and India, a comprehensive strategy for promoting transit trade corridors must be
developed, including capability to process goods.
(v) Supportive infrastructure investments
Investment will be needed to upgrade infrastructure that includes road/railway networks
and move to state of the art trade facilitation (customs clearance, warehousing). Publicprivate partnerships (including investors from regional trading partners) should be harnesses
to build the infrastructure cost-effectively.
(vi) Conducive financial services
The regulatory framework must be fine-tuned so that banking and other financial services
can play their proper role of lubricating regional trade and facilitating investment flows.
II.

Specific to India
(i) Timing:
Liberalizing the economic relationship with India takes on greater urgency with time to
enable us to enjoy our current entry point comparative advantage in the cost of doing
business, and especially the advantage in infrastructure efficiency; this advantage will be
eroded as India reduces business costs and improves its infrastructure. Had we liberalized
twenty years ago, we would have enjoyed the entry point advantage of a much better
overall investment climate that we lost over time.
(ii) MFN status:
Give India MFN status. The immediate implication of this is to allow trade with India based
on the usual negative list (prohibiting trade in explosives, goods that pose risk to the
environment and health etc) rather than a positive list (only those goods on the list can be
imported).
MFN status to India must be accompanied by setting up a bilateral commission to address
the issues that are closely tied up with India and Pakistan having a normal economic
relationship that results in sustained benefits. The commission would focus on:
a. Goods and services related non-tariff barriers:
Use the WTO framework for addressing Indian (and Pakistani) non-tariff barriers and
then bring these into the strategic regional trade policy framework outlined above.
Develop institutional capacity (National Tariff Commission) to address non-tariff
barriers and anti-dumping complaints with a view to promoting trade rather than
hindering it.
b. Land routes:
The maximum benefits from a more liberal trade regime with India will come from
land routes that minimize response time to market forces; open up as many land
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routes as possible, building on the old road and railway networks all along the
border from the Kashmir region to the Arabian Sea.
c. Travel:
Travel (visa, air/road/railway transport) must be facilitated to promote competitive
trade in goods and services that benefits small and medium sized firms, to tap into
the large pool of Indian skilled workers, gain access to Indian farm and other
technology and encourage cross border tourism.
(iii) Cross border investment flows:
The regulatory framework must facilitate cross border investment flows rather than hinder
it.
(iv) Proactively address the trust deficit to prevent stop-go cross border trade:
To create a sustained momentum for liberalizing trade and investment flows, set up a
regional trade forum (comprising the private sector, academia and the media), that monitors
the working of the bilateral commission mentioned above. The forum should identify
barriers to trade embedded in the trade policy, the payment system and communications
(including travel); the forum should also help identify losers from liberalizing trade with India
and suggest ways to compensate them and should help in formulating a broader regional
trade and investment promotion strategy.
Initiatives like “Aman ki Asha” have the capacity to build large constituencies for healthier
India-Pakistan relationships and should be encouraged as part of the strategy to have a more
orderly transition to a liberalized economic relationship with India.
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