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1
Executive Summary
Pakistan’s Engineering Industry has a large potential to grow and contribute
towards GDP and exports. It is diverse and all its sub-sectors have their own dynamics
and value chain. On one hand, the diversity can become a challenge while on the other, it
provides an opportunity of growth due to a wide canvas. Pakistan’s Engineering Industry
has proven to be robust and dynamic and has shown promising growth during the last few
years even in difficult times when other sectors of economy did not perform well.
However, the huge potential of export growth in engineering goods remains unutilized
due to multiple reasons. The government did not focus on Engineering Industry with all
its possibilities as it has remained busy in promoting other traditional export sectors.
Also, the Engineering Industry itself has not been forthcoming in framing issues, seeking
solutions and projecting its potential.
The NEEDS exercise was initiated in “Private Public Debate” model with the
objective of mitigating this general neglect. A well structured debate on all the issues
faced by the Engineering Industry ensued for a period of eight months wherein vision and
mission for industry were agreed & adopted, methodology & work plan for the exercise
were developed, issues were framed & articulated and institutional arrangements for
solutions to problems were discussed and proposed. The performance targets for the
Engineering Industry were also fixed wherein the exports are expected to grow to US$ 2
billion by 2016-17, US$ 5 billion by 2022-23 and go beyond US$ 10 billion by 2026-27.
Thereafter, an exponential growth is to be achieved.
Working out of performance targets in given time lines was possible only after
developing an understanding of historical trends witnessed over the last decades and
current situation analysis. Pakistan’s Engineering Industry, after having made a humble
start, has evolved to its current stage where with some effort it can take off and reach next
level of development. The industry has already realized this situation and after having
diagnosed barriers and challenges it faces, needs to make efforts to overcome them. But,
can the industry do it alone? It operates in a regulatory environment created by the
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Government. The needed resource allocations always falls short due to their flow towards
traditional export sectors. The support structures are not enough. The existing technical
and managerial capabilities do not match the needs of an expanded operation. Finally, the
governmental super structure is non-functional. Therefore, the Engineering Industry has
felt discouraged to make export growth efforts in the past. Consequently, the potential
has remained dormant.
The private public debate during the NEEDS exercise has, however, brought the
potential to surface once again. During the exercise, the industry discussed what can be
done immediately and what more can be done in future. After discussions on sub-sectors
and product groups, the industry has listed the thrust products of engineering industry for
exports. The industry was also been able to identify potential markets for the thrust
products. A consolidated potential matrix is given at the end of this report. Individual and
grouped thrust products are discussed in chapter 5 of this report wherein sub-sectors of
Engineering Industry are analysed briefly but in specific terms.
The hitherto dormant potential of Engineering Industry can be realized only if an
enabling environment is created by the Government of Pakistan to support the efforts
made. The private public debate focused on this aspect, as well. A number of proposals
were discussed, some of which were not adopted as impractible. However, twenty eight
proposals were adopted for action by the Government of Pakistan as well as the
Engineering Industry. These proposals are contained in Part III of this report and are also
listed as follow:(i)

Export Houses:
Trading export businesses have been proposed to support export by small
scale manufacturers. They need to be recognized as Export Houses so that
their activities are regulated and their operations are facilitated by the
Government.

(ii)

Market Surveys and Information:
Market surveys and information of potential markets is an essential tool for
planning export businesses. A system of collection & analysis of information
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relating to potential markets has been proposed in order to guide exporters in
the right direction.
(iii)

Trade Fairs/ Exhibitions:
Participation in trade fairs and exhibitions is an important marketing activity
wherein contacts are developed with prospective buyers. It has been proposed
that well coordinated effort for participation in trade fairs/ exhibitions may be
made wherein Engineering Development Board may be given a lead role.

(iv)

Trade Delegations:
Trade delegations are targeted marketing efforts facilitated by the Government
through political leadership and administrative assistance. A structured
approach to utilize this instrument has been proposed to enter the African
markets. Ministry of Industries & Production has been proposed to lead with
assistance from Engineering Development Board.

(v)

Investment Needs:
In order to produce exportable products worth more than US$ 10 billion, the
industry needs additional modern technologies and productive assets. The
funding needs of the industry are, therefore, expected to increase manifold.
Over the next fifteen years the funding needs are expected to be US$ 7.7
billion. It has been proposed that State Bank of Pakistan may make this
allocation and earmark the amount out of LTFF for exporters.

(vi)

Engineering Industry Venture Capital Fund Management Company
A targeted Venture Capital Fund has been proposed to be created for
Engineering Industry for investment in new ideas, technologies and projects
for which funding are not available out of banking system. The need to
promote new ideas, new technologies and new services is essential. At times
such endeavours are considered risky by the banks and they are reluctant to
provide

funding.

The

Engineering

Industry

Venture

Capital

Fund

Management Company has been proposed to fill the gap.
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(vii)

EXIM Bank of Pakistan
The commercial banks have little specialization to cater to export business and
practically no inclination to provide services to Engineering Industry. There is
a need to establish a financial institution specializing in export related
financial products. Therefore, EXIM Bank of Pakistan has been proposed to
be established. It has also been proposed that State Bank of Pakistan and
Ministry of Finance may bring out the deferred proposal in this regard and
proceed with further necessary action.

(viii) Export Credit Insurance Corporation of Pakistan:
The risk coverage and insurance needs of engineering exports are diverse and
wide spread as compared to other export sectors. The current spectrum of
insurance business in Pakistan cannot possibly serve the needs of securitizing
bank loans, risk coverage of bid bonds & performance guarantees, credit risk
coverage, etc. It has, therefore, been proposed that a specialized insurance
company with the name of Export Credit Insurance Corporation of Pakistan
may be established to provide specialized services.
(ix)

Export Refinance:
The export refinance scheme of State Bank of Pakistan, as per its existing
design, does not serve the needs of Engineering Industry exporters (especially
in heavy equipment sub-sector). It has, therefore, been proposed to suitably
adjust the export refinance scheme so that it can be utilized by heavy
equipment exporters.

(x)

Para 7 of Export Policy Order:
Para 7 of Export Policy Order deals with exports to Afghanistan and through
Afghanistan to Central Asian Republics. Over a period of time, it has been
repeatedly amended and the para has lost coherence becoming open to
multiple interpretations. The para is proposed to be substituted with redrafted
one.
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(xi)

Occupation of Domestic Space for Enabling Exports:
Occupation of domestic market space is felt essential to produce for export
markets at competitive prices through achieving economies of scale.
Unfortunately, the regulatory environment encourages the reverse of it and
needs to be corrected. Amendment of Customs Exemption SRO 575(I)/2006
has been proposed for this purpose. Compliance by all procurement agencies
and PPRA with SRO 827(I)/2001 in letter and spirit has also been
recommended.

(xii)

Withholding Income Tax on Exports:
To compensate for entry costs in export markets and to encourage exports by
Engineering Industry, withholding income tax (final liability) has been
proposed to be reduced from existing 1% to 0.5%.

(xiii)

Waiver of Levy of Federal Excise Duty on Technology Acquisition:
A federal excise duty at the rate of 10% of the charges has been levied on
franchises. However, it has been levied in such a manner that it has become
chargeable on technology acquisition agreements entered to by Engineering
Industry as well. This is considered anti investment and anti-exports. It has
been proposed that federal excise duty on technology agreements made by
Engineering Industry may be withdrawn.

(xiv)

Zero Rating of Sales Tax:
Although, sales tax on exports has been zero rated, the refund of input tax paid
on raw materials is delayed abnormally resulting into blockade of working
financial capital of Engineering Industry. It has been proposed that Sales Tax
Refund Rules may be amended to prescribe a maximum time limit for grant of
refunds.

(xv)

Common Facility Centres:
Common Facility Centres are essential for manufacture of quality exportable
goods by micro and small scale engineering concerns. Some of these centres
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have been established by the Government of Pakistan. However, this activity
needs to be further promoted through involvement of private sector. A
facilitation and incentives regime has been proposed to attract private sector
into establishing Common Facility Centres.
(xvi)

Testing Laboratories and Standard Certification:
A number of countries prescribe standards for import of engineering goods.
Proper testing and certification is required before these goods can be exported
to such countries. The government infrastructure is quite weak and has failed
to deliver in this regard. It is essential that establishment of testing
laboratories and standard certification is promoted in private sector to serve
the export needs of industry. A facilitation and incentive regime has been
proposed to attract private sector for establishment of testing centres in this
regard.

(xvii) Business Support Centres:
A large part of Engineering Industry operates at small level and has little or no
managerial capacity to run their businesses on modern and professional
footings. They need management support which they cannot afford to hire.
This is a development activity and is proposed to be carried out by the
Government of Pakistan through establishment of a support organization in a
business model. A professionally run company, instituted in terms of section
42 of SECP laws, has been proposed to run business support centres in
clusters of small scale engineering concerns.
(xviii) Energy Efficiency Audits:
Energy is an important input for Engineering Industry and has become a large
part of the cost of manufacture. Since, most of the productive assets and
manufacturing practices are old, they tend to consume more energy pushing
the cost of manufacture upward. It has been proposed that ENERCON and
NPO should play a proactive role in raising the awareness level regarding
energy efficiency. It has also been proposed that they should provide
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assistance in getting the energy efficiency audits conducted and facilitate in
adoption of measures recommended in audit reports.
(xix)

Trade Agreements:
The Government of Pakistan has signed a number of trade agreements on
bilateral and multilateral level. Further developments like NAMA are also
under discussion at international scene. The knowledge about such agreements
is very scanty among the Engineering Industry. It has been proposed that the
threats and benefits arising out of such trade agreements may be propagated to
raise awareness of the industry so that it can prepare to face threats as well as
cash on opportunities. An awareness campaign has been proposed to be
launched in this regard.

(xx)

Human Resource Need:
To produce US$ 10 billion worth of exportable engineering goods and to
manage additionally acquired productive assets & technologies, it has been
estimated that 1.5 million technically trained workforce and 100,000
management staff would be needed over a period of 15 years. This workforce
needs to be trained according to the requirements of Engineering Industry. It
has been proposed that Higher Education Commission, NAVTEC and
provincial TEVTAs should undertake the training work to provide for the
needed manpower.

(xxi)

Training & Skill Development of Technical Workforce in Private Sector:
Training of 1.5 million strong technical workforce is a huge challenge. The
current training setup in government sector can never turn out this number. It
is, therefore, imperative that private sector should play its role. A facilitation
and incentive regime has been proposed to attract private sector into training
of technical workforce so that the required number of skilled manpower can
be made available.
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(xxii) Training and Skill Development of Management Staff in Private Sector:
It is estimated that approximately 100,000 management staff would be needed
by Engineering Industry over the next 15 years. The skill set needed by the
management staff is not taught currently in universities. The skill set needs
pertains to operations, trade laws, fiscal laws, etc. Specialized courses and
diplomas at post graduate level are required to be offered. The need cannot be
satisfied through the existing system. It has been proposed that specialized
institutes imparting needed skill set may be established in private sector. A
facilitation and incentive regime has been proposed to attract private sector in
this regard.
(xxiii) Corporatization of Engineering Industry:
The Engineering Industry needs to corporatize and manage its operations
professionally. It needs to re-engineer the ways it does its business so that it
can manage its growth and the resultant change. It was felt that there is
reluctance in the Engineering Industry to adapt to modern ways of
management. The thinking and decision making processes, therefore, need to
be changed. It has been proposed that an awareness campaign may be started
to prepare industry to embrace change. The income tax regime and SECP laws
are also proposed to be rationalized to remove barriers in this regard.
(xxiv) Engineering Industry Technology Up gradation and Acquisition
Schemes:
The current state of technology in most of the Engineering Industry is old and
not suitable for entering the high end markets. The industry needs to acquire
new technologies in order to survive in the existing export markets and to
enter new ones. However, the acquisition of new technologies involves
investments and fund availability which is not always available. The
Government of Pakistan needs to incentivize up gradation of existing and
acquisition of new technologies. An incentive regime in this regard has been
proposed to facilitate technical assistance agreements, licensing agreements
and joint ventures through venture capital funds, funding at concessionary
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rates on the lines of LTFF and through grants as per international best
practices.
(xxv) Engineering Industry Statistical Data System:
Capacity, production and trade statistics are an important input for taking
decisions at enterprise level as well as by the Government of Pakistan. The
current data collection and reporting system can serve no purpose in this
regard. Resultantly, either bad decision are made or no decisions are made at
all. There is a need to make institutional arrangements to ensure availability of
data vital for decision making. It has been proposed to establish a data
collection and reporting system within Engineering Development Board
through the instrument of Engineering Industry Manufacturers Register.
(xxvi) Trade Diplomacy and Trade Missions Abroad:
Trade diplomacy is not only an essential governmental intervention, it is also
a very strong marketing tool for exports. Unfortunately, Pakistan’s trade
diplomacy mechanism has failed to deliver on its functions and needs to be
totally revamped and reorganized. A detailed proposal regarding functions,
status, administrative control, new setups, structure of trade missions, display
centres, database resources, training and target based evaluation has been
made. The Ministry of Commerce may take necessary action in this regard.
(xxvii) Strengthening and Reorganization of Engineering Development Board:
The NEEDS exercise was undertaken with a lot of commitment. Unless its
proposals are implemented with same level of commitment, the results cannot
be achieved. It is, therefore, proposed that the Government of Pakistan may
declare the Engineering Development Board to be the “apex and focal point”
for harmonizing and coordinating government policies impacting Engineering
Industry and to create a clear cut focus. The Board also needs to be
strengthened and reorganized to take up new functions like data collection &
dissemination and serving as secretariat to steer the NEEDS exercise further.
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Certain functions currently being performed by the Board also need to be
moved out being not relevant.
(xxviii)National Engineering Exports Development Council:
The NEEDS exercise was conceived and undertaken in the spirit of private
public partnership. Its proposals are also proposed to be implemented in the
same spirit. To ensure the continuity of private public partnership and for
coordination and periodic evaluation of working and performance, it has been
proposed that a National Engineering Exports Development Council may be
constituted headed by a prominent industry leader. Membership is proposed to
be taken out of Engineering Industry exporters, relevant government
departments and academia. The secretariat, administrative, logistic and
financial support to the Council is proposed to be provided through
Engineering Development Board.
It is hoped that after implementation of proposals contained in this report, the
industry would achieve a new high level paradigm. However, it would only be possible if
all the proposals are implemented in tandem. This is important as most of the proposals
are cross cutting and mutually reinforcing. Non-implementation of even a few proposals
would take the steam out of even the implemented proposals. This is an important aspect
and would have to be kept in perspective through all stages of further working and
development.
Moving forward into the implementation phase of NEEDS exercise would need
full commitment on the part of Government of Pakistan as well as the Engineering
Industry. A lot of mutual self assurance and hand holding would be needed. In this phase,
the NEEDS exercise would also need patronage by a lead organization having enough
experience in the field of institutional development. Such an organization should be
overseeing the implantation of proposals and keep the process on track. A number of
multilateral development institutions have this experience and Government of Pakistan
may involve any one of them as partner. Such patronage may be needed for an initial
period of 5 years after which the patronizing institution may exit and do periodic
monitoring afterwards.
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2
Defining the Objectives: Vision and Mission
Pakistan’s Engineering Goods Industry, despite being small in terms of size,
contribution to GDP and exports, has a large potential to grow and contribute in GDP and
exports. The engineering sector is diverse and all its sub-sectors have their own dynamics
and value chain. The engineering sector is largely dependent on imports for its inputs, is
technology & knowledge intensive and employs relatively more skilled people than other
sectors. Owing to continuous need for skill, product design and manufacturing process
improvement, it faces altogether a different challenge to compete internationally.
Pakistan’s engineering sector has proven to be robust and dynamic and has shown
promising growth during the last few years. The engineering sector registered an export
growth of 26% (in selected non-traditional sub-sectors) during 2008-09 over 2007-08, at
a time when other sectors were showing contraction. The Minister for Commerce rightly
praised the performance of Engineering Industry in his annual policy speech, 2009.
Engineering Industry, has been operating under the same set of regulatory and
facilitation regime, which the other traditional export sectors like textile, leather, etc.
avail. In fact the regulatory and facilitation regimes were designed and implemented for
sectors like textile and would always work to the detriment of engineering sector instead
of benefitting. It remains imperative to appreciate the fundamental challenges confronted
by the Engineering Industry which is different in many ways from rest of the industrial
economy. There has seldom been a structured and elaborate debate on the core challenges
faced by the Engineering Industry. The governmental policies and their formulation
process have also been devoid of clear projections; identification of key products;
competition and complementarity analysis; the required facilitation framework through
specific set of regulations & incentives; and their implementation and follow up.
Generally, the Engineering Industry itself, unlike other export oriented sectors of textiles,
leather, etc has not been forthcoming in framing issues, seeking solutions and projecting
its potential, due mainly to relative in-experience and less awareness of the regulatory
and facilitation regimes. Similarly, the key governmental agencies are also less aware of
the Engineering Industry, its issues and potential.
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With these fundamental realities in mind and the fact that Pakistan’s future lies
only in developing a competitive Engineering Industry, the stakeholders in private sector
as well as public sector had to start a debate in partnership with each other. The Private
Public Debate, if not well structured, cannot lead to any workable conclusion. So the first
job taken was to define a Vision and a Mission for the Engineering Industry. The
statements of the Vision and Mission had to be owned by the private sector as well as
public sector. Moreover, these needed to be well grounded in current realities of
Engineering Industry in specific and overall economic situation of the country in general.
The export performance of the Engineering Industry, its growth rates and contribution to
exports had to be taken in consideration to work out future course of action from a
baseline. The baseline performance is shown in the Table below:
Table: 2.1
Pakistan’s Exports of Engineering Goods (Million US$)
Year

Exports of
Engineering Goods
Actual

2004-2005
2005-2006
2006-2007
2007-2008
2008-2009

%Inc/Dec
over previous
year
6.03
10.27
7.01
1.59

639.01
677.56
747.15
799.59
812.37

Total country
Exports
Actual

14,410
16,414
17,155
19,146
17,627

Engineering
Share in Total
Exports
Engineering
share in Total
Exports (%)
4.43
4.13
4.36
4.18
4.61

%Inc/Dec
over previous
year
17.03
13.91
4.51
11.60
-7.93

Fig 2.1
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As indicated in the Table 2.1, the growth in exports by Engineering Industry has
been slightly fluctuating between years of good performance and those of stabilization.
The share of Engineering Industry exports in overall exports of Pakistan has been steady
over the last years (4% to 5%). In the global picture, the engineering goods constitute
more than 60% of the world trade. In Pakistan’s context, even a large segment of
engineering needs is met through imports which constituted upto 40% of total import bill.
Despite some growth in exports, contribution of Pakistan engineering exports in world
trade is abysmally low. There can be a host of reasons for non-realization of potential of
Pakistan’s Engineering Industry which has otherwise shown some resoluteness with
small numbers only. The reasons for non-realization of potential would be dealt in
subsequent chapters. However, if a concerted effort is made, the numbers are bound to
improve significantly. A projection for such an improvement is given in Table 2.2.
From the base year level of US$ 812 Million to the year 2026-27, when the
Engineering Industry would cross US$ 10 billion mark, a lot of ground needs to be
covered. It is expected that in the initial phase, the progress in achieving higher levels of
export growth would be slow mainly because of building a new enabling infrastructure
and the initial teething problems. The new enabling infrastructure would need to seep in
and fresh investments and new technologies would need to be absorbed by the
Engineering Industry. Once the initial phase is over, the efforts will start bearing fruits in
the shape of accelerated growth. The first milestone of US$ 2.0 billion is likely to be
crossed by the year 2016-17. The second milestone of US$ 5.0 billion would be crossed
in the year 2022-23 and finally the US$ 10.0 billion would be achieved in the year 202627. Thereafter, the Engineering Industry would need to maintain and sustain the pace of
development for an exponential growth. If the projected growth pattern is compared with
the actual export growth pattern of already mature engineering industries of South Korea,
Taiwan, China and India, a similar trajectory with little variance can be observed in the
formative phases.
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Table: 2.2
Projected Exports of Engineering Goods

Year

Projected Exports of
Engineering Goods
(Million US$)

2008-09 (Base Year)

800

2009-10

864

2010-11

935

2011-12

1,020

2012-13

1,120

2013-14

1,245

2014-15

1,400

2015-16

1,580

2016-17

1,800

2017-18

2,050

2018-19

2,375

2019-20

2,780

2020-21

3,280

2021-22

3,900

2022-23

4,680

2023-24

5,660

2024-25

6,900

2025-26

8,500

2026-27

10,540
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Fig: 2.2
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While embarking on National Engineering Exports Development Strategy
(NEEDS), the Engineering Industry of Pakistan needed to craft a Vision Statement and
outline its Mission accordingly. The Vision and Mission Statements adopted by the
industry are as follow:
VISION:
A globally integrated Engineering Industry capable of exporting
engineering goods, services and solutions to the satisfaction of
international market as per norms of quality, cost and delivery and by
doing so provide engineering back bone to national economy as its engine
of growth.

MISSION:
To have an exponential growth in export of engineering goods and services by
way of:(i)

Efficient and cost effective manufacturing practices.

(ii)

Reduction in cost of doing business.

(iii)

Achieving economies of scale and producing exportable surplus.

(iv)

Adherence to standards and quality.

(v)

Improvement in entrepreneurship and managerial skills.

(vi)

Improvement in skill set of work force.

(vii)

Acquisition of modern technologies.

(viii)

Becoming a part of global supply chain.

(ix)

Being proactive in marketing internationally.
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(x)

Research and development for product improvement.

(xi)

Improvement in regulatory regimes, facilitation regimes and support
infrastructure.

(xii)

Inculcation of export culture in Engineering Industry.

(xiii)

Achieving export targets of US$ 2.0 billion in 2016-17, US$ 5.0 billion in
2022-23 and to cross US$ 10.0 billion in 2026-27.

(xiv)

Maintaining consistent growth for exponential increase in exports.
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3
Methodology and Work Plan
The arena of Engineering Industry has a very wide spectrum. The range of its
products is large and covers areas from infrastructural products, plant and machinery,
producer goods, consumer durables to every product which needs to be designed,
fashioned or fabricated. Its products are not only diverse from manufacturing aspect but
also in application. Therefore, all the products of Engineering Industry have their own
individual dynamics. More so, interdependence of processes weaves a web of complexity
in its value chain having vertical and horizontal linkages. Allied issues like financial and
economic

feasibility,

commercialization,

technology

acquisition,

supply

chain

management, logistics, investments, technical and managerial human resources, etc,
make it even more difficult to take a single snapshot. Development and implementation
of “National Engineering Exports Development Strategy” is an endeavour to integrate
Pakistan’s Engineering Industry with global value chain through strengthening of all its
backward and forward linkages, which by itself is a complex structure even at macro
level. So, any effort to workout “National Engineering Export Development Strategy” for
Pakistan’s Engineering Industry in generalized terms was thought to be simplistic and
unproductive. The productive exercise could only be the one which gets into specifics
and details to identify barriers and challenges being faced by the Engineering Industry at
the sub-sector level as well as at macro level. Once, the barriers and challenges were
identified at sub-sector level, these were functionally grouped together for removal.
Finally, the strategy traversed into institutional arrangements for removal of barriers and
meeting the challenges. Only in this manner, the effort could be translated into a strategy.
Methodology:
Although a number of standard research methods, planning models, techniques
and tools were available, it was considered that no such single method, model, technique
or tool can fit to serve the purpose because of a complex situation. It was, therefore,
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decided to develop a model wherein the methods, techniques and tools can be used in
conjunction with each other. The methodology had to remain flexible to cater to
unaccounted factors which could surface during the exercise. A list of methods,
techniques and tools used during the exercise is produced below with some explanations
regarding their usage.
Methods Used:
1. Review
a. By stakeholders
b. By third party
2. Structured questionnaire and tabulation of responses.
3. One on one Interviews.
4. Focused Groups discussions.
5. Induced brain storming sessions.
6. Data collection from secondary sources.
7. Statistical Projections.
Work Undertaken:
A number of activities were undertaken during the NEEDS exercise wherein
above methods were used singly or in conjunction with others. A brief description of
activities is given below:
1. The Concept Paper:
The Engineering Development Board (EDB), after having felt the need for an
exercise to look into Engineering Industry in order to realize its export potential made
informal consultations with leading exporters of engineering goods and the likely
facilitators of such an exercise. As a result of these informal discussions, the
“Concept Paper” for “National Engineering Export Development Strategy” was
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prepared. An informal consensus among the Engineering Development Board, the
leading exporters of engineering goods and the facilitators was also developed.
2. Methodology, Work Plan, Vision and Mission:
The Development Analysis & Research Team (DART), who had agreed to join
the exercise as facilitators and resource persons on voluntary basis, developed the
methodology and conceived a work plan for presentation to the proposed Working
Group. Statements of Vision and Mission for the NEEDS exercise were also
prepared.
3. Constitution and First Meeting of Working Group:
The Engineering Development Board after having consulted the leading exporters
of Engineering Industry constituted a Working Group to lead the exercise. This
working group had representation from almost all the sub-sectors of Engineering
Industry. The management experts and academia were also taken on board. First
meeting of the Working Group was held on August 6, 2009. After due deliberations,
the Concept Paper, Methodology, Work Plan, Vision Statement and Mission
Statement were adopted by the Working Group.
4. Rollout of NEEDS exercise:
After the approval of basic documents, the core work on NEEDS exercise started.
The activities undertaken in this regard are briefly described below:
a. Review:
Although very little literature existed, the available literature was collected
and reviewed to create a knowledge base. Similarly, laws, rules and procedures
impacting export of engineering goods were collected and reviewed to understand
the regulatory and facilitation regimes currently in place.
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Both the above reviews were done by the Engineering Industry stake
holders as well as the facilitators to the “NEEDS” exercise.
b. Structured Questionnaire:
A detailed questionnaire was developed by the facilitators covering all the
aspects of Engineering Industry as well as regulatory and facilitation regimes.
Although, a long questionnaire of 20 pages, more than 150 stakeholders in
Engineering Industry responded to it and provided the necessary input to start up
the exercise. The responses were tabulated on sub-sector and functional basis and
an assessment of barriers, challenges and future needs of the Engineering Industry
was made.
c. One on One Interviews:
Leading exporters from Engineering Industry as well as management
professionals were selected for one on one interviews. These interviews were
conducted informally to diagnose issues which the industry normally does not
discuss publically. A number of internal issues, weaknesses, strengths, barriers
and challenges were to be identified in this manner.
d. Collection of data:
Sub-sector wise and aggregated data on manufacturing capacities, actual
production figures, import and export figures needed to be collected for an in
depth analysis of strengths and weaknesses of the Engineering Industry. Data was
collected from various sources like the Federal Bureau of Statistics, ITC, Trade
Map, United Nations Trade Statistics Division and the manufacturers themselves.
Data on a number of vital factors was not available at all. The little data which
was available was not usable as none of the figures coming out of different
sources matched with each other on account of variance in collection methods and
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baselines. So, the data had to be made useable by cleaning it, an exercise which
always leaves a margin of error. Therefore, it may be noted that figures used in
this report are only indicative and not exact.
e. Constitution of Sub-Sector Focused Groups:
The Engineering Industry, depending on its dynamics and value chain,
was divided into twenty sub-sectors. A “Sub-Sector Focused Group” was
constituted for all sub-sectors for in-depth discussion on the issues faced by it.
The Engineering Development Board co-ordinated and provided administrative
support for undertaking this exercise. The facilitators joined the meetings of
Focused Groups to explain the objectives and steer the proceedings as per defined
outlines. The Sub-Sectors Focused Groups so constituted are listed below:
i.

Cars/ LCVs/ HCVs

ii.

Motorcycles and Rikshaws

iii.

Autoparts

iv.

Home appliances (Electrical)

v.

Cutlery and Kitchenware

vi.

Electrical machinery and Equipment

vii.

Heavy Sheet Metal Fabrication

viii.

Electronics

ix.

Forgings and Castings

x.

Refractories

xi.

Tractors, Farm Machinery and Equipment

xii.

Moulds and Dies

xiii.

Industrial Machinery and Equipment

xiv.

Surgical Instruments and Medical Equipment

xv.

Electric Fans

xvi.

Pumps

xvii.

Wires and Cables
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xviii.

Steel Structures

xix.

Pipes, Tubes, Valves and Other Fittings

xx.

Maintenance Services

Meetings of the Sub-Sector Focused Groups were conducted in a systematic
manner. A number of induced brainstorming sessions were also conducted to explore the
possibilities for future and identify needs of the Engineering Industry.
f. Functional Focused Groups:
As a consequence of receipt of responses to questionnaire, notes of the interviews
conducted and proceedings of Sub-Sector Focused Groups, issues were framed and
articulated. However, their resolution and path finding for the future was still to be done.
To move forward, the information at hand was re-arranged on functional basis. Papers
containing discussion points were prepared on functional lines. “Functional Focused
Groups” were constituted to deliberate on issues framed which are listed below:
(i)

Market Access & WTO Related Issues

(ii)

Import/ Export Regulatory Framework

(iii)

Insurance and Other Commerce related issues

(iv)

Export Facilitation Schemes (FBR related)

(v)

Export Facilitation Schemes (Commerce and TDAP)

(vi)

Export Marketing and Promotion

(vii)

Technology Acquisition and Product Development

(viii)

Skill Development/ Human Resource Development

(ix)

Financial Regulations/ Foreign Exchange Regulations

(x)

Role of Financial Institutions

(xi)

Energy

(xii)

Global Supply Chain

(xiii)

Raw Material/ Input Availability

Meetings of Functional Focused Groups were held to look into the grouped issues
and discuss the proposed solutions to problems, challenges and barriers. Since, the
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Functional Focused Groups also had representation from related Governmental
Departments, Management Experts and Academia, more informed discussions were held.
Institutional arrangements were proposed to continuously evolve all the systems, instead
of one time static solutions.
g. Final Consultative Workshop:
The draft report containing analysis and recommendations so prepared needed to
be formally adopted by the Engineering Industry. Therefore, a final Consultative
Workshop was organized on 29th April, 2010 to discuss the different components of
recommended strategy coming out of the NEEDS exercise.
h. Report Writing:
On the basis of discussions held and problem solving prescriptions made, a draft
report based on inputs, recommendations and proposals of all stakeholders has been
prepared.
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PART – II

Engineering Development Board

26

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

4
Engineering Industry: Situation Analysis
Engineering Industry in Pakistan had a very humble start. It inherited a negligible
capacity to produce engineering products. It comprised of small workshops producing
diesel engines, lathe machines, manual cane crushers, etc in and around Lahore. There
was also small scale manufacturing of surgical instruments in Sialkot, cutlery in
Wazirabad and kitchen utensils in Gujranwala. Karachi, Khairpur Mirs and Peshawar
also had small workshops manufacturing small daily use items. The only large
engineering unit, the Muglahpura Engineering Workshop, was exclusively engaged in
production of railway machinery and stock. For almost 10 years after the independence,
the Engineering Industry remained muted. Its below the line operations were
unorganized, but it kept itself alive through the efforts of mechanics, craftsmen and
immigrants who had inherited workmanship from earlier generations (cluster of Kotli
Loharan) or were ex-employees of large industrial units in India.
Although a large part of it expanded as unorganized segment and remained
involved in below the line manufacturing, some entrepreneurs did made efforts to
organize themselves to manufacture engineering products. Most of them were successful
as a large vacuum existed in the domestic market place in respect of engineering goods
and products. Their operations were small to medium scale and they were producing
basic mechanical and electrical products. A lot of credit needs to be given to them as
these people laid the foundations of Engineering Industry in Pakistan. The high turn was
the entry of Public Sector Corporations in engineering sector. The public sector made
huge investments in the shape of Heavy Mechanical Complex, Heavy Foundry and
Forge, Pakistan Machine Tool Factory, Pakistan Engineering Company, Pakistan Steel,
and a few other units. Although these units were not a financial success, they did play a
huge economic role in further strengthening of the Engineering Industry. A higher level
base for the industry was created in this phase. The Engineering Industry has since made
progress form where it started. It now produces automotives and parts thereof, home
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appliances, electrical machinery and equipment, heavy sheet metal fabrications, industrial
machinery, forgings and castings, tractors, farm machinery & equipment, electrical
fittings, fans, pumps, wires & cables, pipes, and a lot of other products. Reaching at this
stage has not been easy. Maintaining its current status is at times difficult and proceeding
further from here would surely be more difficult.
Engineering Industry’s biggest problem lies in its very roots. It started as
unorganized small workshops, manufacturing small items on conventional methods and
machines. The transfer of knowledge and methods from teacher to student without
exposure to new and modern techniques gave rise to a culture of small sized isolated &
fragmented units now numbering in thousands and scattered throughout Pakistan. Even in
cases, where manufacturing activities are clustered in and around townships and cities,
the size of individual units remained small. Only they grew in numbers. The smallness of
size is always associated with other allied issues like managerial and technical capability
to run an efficient business, weak financial position, inability to acquire new technologies
& productive assets, low economies of scale, little outreach to market & sell and many
others. So, the very phenomenon which helped start engineering activity in Pakistan is
keeping it to the ground and not allowing it to rise high. These units need to be organized
and supported through a strong institutional framework so that they are not only able to
survive but also grow to medium sized units producing quality goods. In fact, a small
number has already managed to reach medium scale and is performing well. Others only
need to follow them.
The entrepreneurs who started later as small to medium scale units have also
made progress. They had to face the low quality cheap products supplied by unorganized
units domestically and also had to face imports coming from big industrial houses having
large economies of scale. Some could not survive. But those who did, learnt their lessons,
made adjustments, increased product mix, expanded and are today the forerunners of
Engineering Industry. Some of them have even grown big. They now produce goods as
mentioned earlier in this chapter. To grow further from here, they also face a set of
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barriers and challenges. They need to expand but bank financing is hard to come by and
is prohibitively expensive. The manpower needed to produce high end products is not
available. The regulatory regime is not conducive enough to facilitate progress. Support
from the Government to enter export markets is not enough. The internal changes these
units need to make are structural. The international linkages to enter global market get
discouraged by the geo-political situation of the region. To overcome these challenges
and barriers, the government and the industry need to work together and create a winning
position for all.
Some foreign investment has also come in the engineering sector. Largely, it is in
automotive sector. However, it is also visible in home appliances, electrical machinery
and pumps. An endured presence of foreign investment in engineering sector does
indicate the confidence of international players in Pakistan’s engineering economy. In
fact more foreign investment is needed. It has a huge economic impact as with
investment, the technology, knowledge, new skill and exposure also becomes available.
Once these factors are absorbed into the engineering culture, the Engineering Industry
can move towards next step of its evolutionary development.
Starting from a negligible base and spending initial time quietly, the Engineering
Industry has come a long way. But, this long way can also be described as half way
because the industry is yet to match or even get closer to leading engineering economies
of the world. Since detailed information and data on industry’s performance is not
available, here reliance has to be placed on macro data. Pakistan still imports a lot of
engineering goods. Share of engineering goods in total imports has ranged from 33%
40% over the last five years. During the last financial year, Pakistan’s total imports were
US$ 34,695 million out of which engineering goods accounted for US$ 11,545 million.
Although, exact local production and supply figures are not available due to unorganized
nature of industry, it can easily be stated that a lot of domestic market space is occupied
by imported engineering goods. It is an opportunity lost for the industry. Can they gain
on this space in coming years? It is too early to guess on this question. However, the
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industry does appear to be preparing to gain on the domestic space. The results would
depend on the sustained efforts of the industry and creation of an enabling environment
by the Government.
On the export front, current situation is a mixed trend. Export of engineering
products have shown a steady trend of growth over the past five years. Even in 2008-09
when Pakistan’s overall exports contracted, the engineering sector exports grew. In some
sub-sectors of Engineering Industry, the growth in exports was phenomenal. The share of
engineering sector exports in overall export earnings of Pakistan has hovered between 4%
and 5%. This means that overall export performance is only the organic growth. Globally,
engineering products constitute 60% to 65% of the world trade. In comparison, a share of
only 4% to 5% in overall exports appears dwarfed. But, in Pakistan’s context, where
Engineering Industry started from almost a zero, reaching the export figures of US$ 812
million may mean a lot. As far as for critics, who would give the example of performance
of similar industries in Malaysia, Singapore, Thailand, Vietnam and Taiwan, it can be
argued that the governments of all these exemplary countries did provided outright
support and enabling environment to their respective engineering sectors. In case of
Pakistan, such outright support and enabling environment has been missing for a long
time and is still being awaited. As soon as it is made available, the Engineering Industry
has the potential and vigour to outperform itself as well as others.
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5
Sub-Sectors of Pakistan’s Engineering Industry
The scope of Engineering Industry is very large and diverse, form the simplest of
processes to the most intricate. The range of the engineering products is also very wide.
From simple metal works to intricate electronics, it produces an unimaginable range of
products. Individual dynamics of each of its products, whether upward production
processes or downward marketing and sales, are different form each other. So,
understanding engineering sector as a single unit cannot be a viable option. To
understand engineering sector, it has to be divided into sub-sectors so that a proper
analysis can be done.
With this broad limitation on analysis in mind, it was decided to divide
Engineering Industry into sub-sectors as per its peculiar situation within the economy of
Pakistan, for the purposes of NEEDS exercise. The Engineering Industry was, therefore,
divided into twenty sub-sectors for discussions on their dynamics, current state of affairs,
strengths, weaknesses, potential and need assessment. This chapter contains analysis of
most of these sub-sectors. For others, only the thrust products have been picked up to be
reported in this chapter. This was done due to little potential and an under developed
nature of the product. This report does not intend to undermine their importance. The
only reason was that the focus of this report was export and export alone. Therefore, only
such sub-sectors and products were picked up for reporting which had existing and future
potential for exports.
A list of sub-sectors and products covered in this chapter is as follow:
(i)

Industrial Machinery and equipment

(ii)

Automotive Vehicles

(iii)

Motorcycles and Auto Rickshaws
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(iv)

Autoparts

(v)

Tractors, Farm Machinery and equipment

(vi)

Home Appliances (Electrical)

(vii)

Cutlery, Blades and kitchenware

(viii)

Surgical Instruments

(ix)

Electric Fans

(x)

Iron and Steel Pipes and Tubes

(xi)

Pumps

(xii)

Other Sub-Sectors and products:
a. Electrical Machinery
b. Electrical Fittings.
c. Wires & Cables
d. Valves and Flanges
e. Steel Structures
f. Prefabricated Buildings
g. Special Purpose Vehicles
h. Castings and Forgings
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5.1
Industrial Machinery & Equipment
Starting from a negligible base, Pakistan’s Engineering Industry has come to a
stage where it can produce some important and critical parts of industrial machinery and
equipment through forgings, castings and heavy sheet metal fabrication. This sub-sector
manufactures pressure vessels, process vessels for chemical industry, boilers, heat
recovery boilers, heat exchangers, fabricated equipment for chemical, dairy & food
industry, natural gas filters & separation systems, industrial waste water treatment plants,
pre-engineered skid packages, storage & transport tanks, small scale combined cycle
power plants on waste heat and bio mass, sugar cane crushers and a number of other
fabrications. The sub-sector provides industrial machinery and equipment for oil & gas,
cement, sugar, fertilizer, chemical, refineries, energy, textile and many other sectors.
There are around fifteen industrial concerns involved in heavy sheet metal fabrication.
All of these units are in organized segment and of a fairly large size. The local
Engineering Industry is only meeting 25% to 30% of local demand and the rest is being
met through imports. Recently some of the manufacturers have entered the export market
and initial performance can be termed as good. The export performance in 2005 was US$
2.7 million, in 2006 US$ 1.9 million, in 2007 US$ 3.8 million and with a jump in 2008
US$ 19.4 million. The exported products include parts of sugar plants, pressure vessels,
heat exchangers, water tube boilers and water treatment plants. Exports were directed to
the markets in UAE, Bangladesh, Egypt, and Syria with sugar cane crushers exported to
South America, Africa and USA.
The industry has a potential to grow as a number of opportunities are likely to
emerge. Planned investments in power generation, oil and gas sectors are likely to create
demand for machinery and equipment. Sub-contracting opportunities in upcoming mega
projects in Middle East and Africa are likely to enhance export potential. Finally, with the
rise in energy costs, the opportunities of supply of renewable energy equipment
manufacture including biomass boilers and small scale biomass power plant manufacture
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would be available. The general outlook of the industry is of hope. However, the industry
also faces a number of challenges. It needs to graduate to the next stage of development
by developing its core competencies, manufacture of high value added machines,
improve its product mix, develop design capabilities, adopt modern technologies and
improve productivity. As such the industrial machinery and equipment sub-sector has just
begun to walk and needs to cover a long distance. During the discussions in NEEDS
exercise, the sub-sector did come up with its own analysis of its strengths and weaknesses
which are described below.
Strengths:
(i)

Some of the players have linkages with international technology players and
through this have become part of the global value chain to a limited extent.

(ii)

A few leading engineering companies have their own design capabilities.

(iii)

The industry can provide competitive engineering solutions within their
specialization.

(iv)

Low wage work force as compared to competitors.

(v)

The industry is already into sub-contracting with large EPC companies.

(vi)

The industry has corporate culture and enough managerial skills.

Weaknesses:
(i)

Lack of in-house process design capabilities needed to win turnkey projects.

(ii)

Inability to invest in innovative technologies due to their high cost.

(iii)

Inability to handle large projects due to financial constraints.
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(iv)

The industry needs highly skilled manpower which is hard to get. The
productivity level is very low. There is a skill shortage as well as a skill gap in
key modern technologies. Little facilities for training compound the problem.

(v)

The machinery & equipment supply involves performance guarantees and bid
bonds which are difficult to get from the financial institutions.

(vi)

The industry has very limited research & development facilities.

Potential matrix:
A potential matrix for Industrial Machinery & Equipment sub-sector was prepared
on the basis of available information and data and is given in Table 5.1.1.
Table 5.1.1
Potential Matrix
SubSector

Products

Industrial
Machinery
&
Equipment

1. Pressure Vessels
2. Process Vessels
3. Boilers
4. Heat Recovery
Boilers
5. Heat Exchangers
6. Fabrications
7. Waste Heat Boilers
8. Biomass Boilers
9. Natural Gas Filters
& Separation Systems
10. Storage &
Transport Tanks
11. Small Scale
Combined Cycle
Power Plants
12. Waste Water
Treatment Plants
13. Cane Crushers
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Existing
Export
Markets
1. UAE
2. Bangladesh
3. Egypt
4. Syria
5. South
America
6. Africa
7. USA

Potential Export Comments/ Barriers/ Challenges
Markets
1. Middle East
2. South America
3. South Asia
4. North America
5. Africa
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1. The industry needs to graduate to
next level of development by
developing its core competencies.
2. The industry needs to develop inhouse process design capability
needed to win turnkey projects.
3. The industry needs to develop
international linkages and become a
part of global supply chain.
4. If the enabling environment is in
place, the industry would be able to
achieve an export target of US$ 400
million in next 15 years.
5. The manufacturers must group
together to create synergies instead
of competing with each other.
Together they can become an EPC
themselves.
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Need Assessment:
(i)

The financial needs of the industry are large and required to be met through
improvement in concessionary finance regime of SBP.

(ii)

Skill development institutions, so that highly skilled manpower can be made
available.

(iii)

Investment for acquiring innovative technologies.

(iv)

Availability of bid bonds and performance guarantees through insurance
cover.

(v)

Participation in relevant trade fairs/ exhibitions.

(vi)

Participation in trade delegations.

(vii)

Acquiring process design capability.
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5.2
Automotive Vehicles
The group comprises of Cars, SUVs, LCVs, Buses and Trucks. The industry
assembles and produces almost all categories of vehicles. The country’s requirements are
mostly met through local production except for imports for some categories of cars,
trucks & prime movers and special purpose vehicles. The general strengths and
weaknesses of manufacturers are as follow:
i. Strengths:
a. All the players can be classified as medium to large scale manufacturers.
b. Most of the vehicles are being manufactured under technical/franchise
agreements with foreign principles.
c. All the players are corporate companies having managerial capabilities to
manage domestic as well as export operations.
d. The players in this group are mostly of financially sound health having good
relationship with banking sector.
e. There are joint ventures with foreign principals who have also invested in
Pakistan.
f. This segment of industry has a large unutilized capacity for producing exportable
surplus.
ii. Weaknesses:
a. The industry as a whole is inward looking and there appears little orientation for
exports with very few exceptions.
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b. The industry works under franchise/ licensing agreements with foreign principals
and their licensing is usually territory bound. Any export outside Pakistan cannot
be made without the permission of principals. There are little exceptions to this
rule.
c. Despite having surplus capacities, the industry works on low economies of scale
and do not work to achieve higher economies of scale through exports.
d. There is front loading of costs due to procurement of CKD kits through overseas
trading corporations who have large profit margins, licensing fees and technical
fees. This front loading of costs makes the vehicles assembled in Pakistan price
uncompetitive in international market.
The above general analysis cuts across the whole four wheeler group of
automotive industry. The product category specific issues are described as follow:
(i)

Cars:
There are five car manufacturers in Pakistan. One of them has closed down
and one is operating only marginally. This leaves only three manufacturers. One
of these is a wholly owned Japanese company and the other two are joint
ventures. They produce motor cars from 800 cc to 2000 cc. Although, having
surplus unutilized production capacity, they are inward looking with no
orientation of exports. Only one of them had exported in small numbers to
Bangladesh, that too on the behest of its principals. Unless the issue of licensing
for territories outside Pakistan is resolved, there appears no likelihood of any
export of motor cars from Pakistan.
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(ii)

Light Commercial Vehicles (Cargo):
There are six light commercial (cargo) vehicle manufacturers in Pakistan,
three of whom are operating under franchise/ licensing for territory
agreements and face the same issues as those of motor cars as described
above. Therefore, expectation of export can only be made in respect of
manufacturers of light commercial vehicles who do not have territorial
licensing constraints. Although, LCV manufacturers without territorial
licensing constraints are relatively smaller in operation and size, they can be
price competitive as they are sourcing their components for assembly mostly
from China and at much cheaper prices. The freight advantage for exports to
Afghanistan, Middle East and North & East Africa can be substantial.
Therefore these territories become their natural markets and there are good
chances of success.

(iii)

Buses:
There are six bus manufacturers currently registered with the Engineering
Development Board out of which only two are noteworthy. The bus
manufacturers are in organized sector and operate under franchise/ licensing
agreements with their foreign principles. They are bound by the technical
assistance and territorial licensing agreements. The strength of this category is
in availability of trained manpower for fabrication of bus bodies on the locally
made chassis of HCVs out of imported components under SRO 656(I)/2006.
There is unutilized surplus production capacity available for manufacture of
buses for export. Recently, a Japanese principle has decided to make Pakistan
“hub” for export of buses to Middle East and Africa. This decision of the
Japanese principle was based on two factors namely: (a) low cost of
fabrication in Pakistan; and (b) freight advantage for export to Afghanistan,
Middle East and Africa from Pakistan as compared to East Asia. Once, the
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export of buses from Pakistan starts, the sustained success can be achieved
through customer support and marketing efforts.
(iv)

Trucks, Prime Movers, Trailers:
There are eight truck, prime mover and trailer manufacturers registered
with the Engineering Development Board who manufacture these vehicles
under SRO 656(I)/2006. The industry is operating under franchise/ licensing
agreements with foreign principles. All the manufacturers are in organized
sector. However, only two of them have market penetration and success.
Generally, the industry is inward looking with no or little export orientation.
This is mainly because of the issue of territorial licensing of Pakistani
manufacturers. Unless this issue is resolved, there cannot be any export of
trucks, prime movers or trailers out of Pakistan. Over the history of this
category of vehicles, some negligible exports to Afghanistan, UAE and
Somalia were made, but those too were on the behest of principles taking a
decision on the basis of fright advantage, etc.

Potential Matrix:
A matrix of potential has been prepared on the basis of information and data
available and is given in Table 5.2.1.
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Table 5.2.1

Potential Matrix
Sub-Sector

Product

Automotives
(four
wheelers)

Car &
SUVs

Existing
Export
Market
Bangladesh

Buses

Potential
Export Market

Comments/ Barriers/ Challenges

Bangladesh

1. Unless the issue of territorial licensing is resolved
with J.V partners and principles, exports at any scale
cannot start.
1. The export has been planned by at least one
manufacturer and others would follow, depending on
the success of pioneer work.
2. Redesigning of buses to suit traffics rules, climatic
conditions and road safety conditions is a challenge
for industry.
3. No direct shipping routes to African markets can
become a barrier for exports.
1. Unless the issue of territorial licensing is resolved
with J.V partners and principles, regular export
cannot be started by licensees who are allocated only
the territory of Pakistan.
2. The manufacturers not restricted by the territorial
licensing agreements can export.
3. Redesigning of LCVs to suit traffic rules, climatic
conditions and road safety conditions is a challenge
for industry.
4. No direct shipping routes to African markets can
become a barrier for exports.
5. Entry cost in new market is very high and can
become a barrier.
1. Unless the issue of territorial licensing is resolved
by manufacturers, no regular export can start.
2. Redesigning of vehicles to suit traffic rules,
climatic conditions and road safety conditions is a
challenge for industry.
3. No direct shipping routes to African market can
become a barrier for exports.
4. Entry cost in new market is very high and can
become a barrier.

1. Afghanistan
2. Africa
3. Middle East

LCVs

Bangladesh

1. Bangladesh
2. Afghanistan
3. Africa
4. Middle East

Trucks,
Prime
Movers,
Trailers

1.
Afghanistan
2. Somalia
3. UAE

1. Afghanistan
2. Africa
3. Middle East

Note: The combined export potential of this sub-sector is US$ 100 million.
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Need Assessment:
(i)

Thrust product wise market studies of potential markets need to be
done for assistance to exporters.

(ii)

The entry cost in new markets need to be partially compensated to
motivate exporters on risk taking in new markets.

(iii)

The issue of territorial licensing cannot possibly be resolved by the
vehicle manufacturers themselves. The Government of Pakistan should
take initiative at senior level and interact with foreign principles
through trade diplomacy.
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5.3
Motorcycles and Auto Rickshaws
Motorcycle:
Pakistan’s motorcycle industry has reached its current stage through a long
evolutionary process. The foundation for this industry was laid in 1965 when Honda
started its assembly operations in Pakistan. They were followed by other assemblers like
Yamaha, Suzuki and Kawasaki. Going through the deletion programme period, the
industry developed its backward linkages and a huge vendor base is now locally
available. The strength of the industry is evident from the fact that over 85% components
used in the manufacture of motorcycles are now produced locally. The industry was
initially dominated by Japanese brands. However, a number of local brands have spurred
up during the last 7 years. While the joint ventures with Japanese companies helped in
bringing in the required critical technical knowhow and technology, the developments
were capitalized by the local entrepreneurs. There are now approximately seventy five
assemblers producing 70cc, 100cc and 125cc motorcycles with popular 70cc segment
holding eighty percent of the domestic market share. With the advent of local cheaper
brands, the market of motorcycles expanded. Within a span of ten years, the market has
seen growth from under 100,000 units per year to more than a million units in 2008-09.
In the current year it is expected to touch 1.2 million with Honda sharing almost half of
the market. There are surplus unutilized capacities available to produce exportable
surplus and motorcycle industry is already in export mode. In the year 2008, motorcycles
over US$ 4 million were exported to Afghanistan, Bangladesh and some African
countries. Although, export is small in numbers, proactive manufacturers are already
exploring export markets.
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Auto Rickshaws:
Despite being smaller in size than the motorcycle industry, the Auto Rickshaw
has a bit different history but almost the same value chain dynamics. The foundations of
the industry were laid down by Vespa who has discontinued its production for various
reasons. There was a stage when there was no auto rickshaw being manufactured in
formal sector despite the fact that demands for three wheelers existed in the market place.
The void so created was filled by informal sector as backyard small time manufacturers
converting motorcycles into rickshaws. The formal sector restarted its operations with the
arrival of Kinki and a local brand Sazgar. The industry has developed backward linkages
and over 75% of the parts are localized. There are around 25 manufacturers of auto
rickshaws registered with Engineering Development Board and most of them are either
inoperative or work with small numbers only. The Auto Rickshaw industry holds a lot of
promise for Pakistan. The basic Auto Rickshaw which is being produced for transport of
passengers only can be converted by altering and redesigning its cabin into variants for
use as cargo delivery vehicle, mobile workshop, ice cream vehicle, mail delivery vehicle,
food delivery vehicle, medicine delivery vehicle, etc. The export orientation of the
industry started in 2007 when some rickshaws were exported. In 2008 auto rickshaws
worth US$ 0.08 million only were exported. Although the number is very small, it does
indicate that the auto rickshaw industry has started looking outward for a foot hold in the
potential export markets.
Strengths:
(i)

Low cost work force.

(ii)

Sizeable domestic market and economies of scale.

(iii)

Established vendor base.

(iv)

Presence of renowned brands.

(v)

Competitive in many international markets.
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(vi)

Minimum standards available in case of Motorcycles.

(vii)

Export orientation of industry and some experience in exporting.

(viii)

Government support for export in the shape of R&D allowance.

(ix)

There are no territorial licensing restrictions even on manufacturers of
international brands like Honda.

Weaknesses:
(i)

Low skill level of manpower.

(ii)

Lack of designing and product development activities.

(iii)

High cost of entry in potential markets for advertising and establishing after
sale network.

(iv)

Most of the players are small scale with low level of managerial and technical
know how to enter export markets.

(v)

Most of the players have little financial strength to bear the cost of entry in
international market.

(vi)

Knowledge about potential markets and their dynamics is not available with
the industry.

Potential Matrix:

A matrix of potential has been prepared on the basis of available information and
data and is given in Table 5.3.1.
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Table 5.3.1
Potential Matrix
Sub-Sector

Product

Automotives
(2/3
wheelers)

Motorcycles

Auto
Rickshaw

Engineering Development Board

Existing
Export
Market
1.
Bangladesh
2.
Afghanistan,
3. Kenya
4. Saudi
Arabia

Potential
Export
Market
1. South
Asia
2.
Afghanistan
3. African
Continent,
4. Middle
East
5. Central
Asian
Republics

1.
Bangladesh
2. Sri Lanka
3. Kenya

1. South
Asia
2. African
continent
3. Middle
East
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Comments/
Challenges

Barriers/

1. Standard requirements in a
number of markets need to be
met.
2. Export market information is
needed.
3. High entry and sustaining
costs in new markets.
4. Product mix needs to be
improved.
5. Trade fairs, exhibitions and
trade delegations to be attended.
6. The export potential is over
US$ 500 million if proper
marketing and after sale
network is established.
1. Standard requirements in a
number of markets need to be
met.
2. Export market information is
needed.
3. High entry and sustaining
costs in new markets.
4. Product mix needs to be
improved.
5. Trade fairs, exhibitions and
trade delegations to be attended.
6. The export potential is over
US$ 100 million if proper
marketing and after sale
network is established.
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Need Assessment:
(i)

Thrust product wise market studies of potential markets to be done for
assistance to exporters.

(ii)

The entry cost in new markets need to be compensated to motivate exporters
on risk taking in new markets.

(iii)

Assistance in design and development.

(iv)

Managerial capacity building.

(v)

Technical skill set need to be improved.

(vi)

R&D allowance to be paid to Auto Rickshaw exporters.

(vii)

Assistance in standards and certification requirements.

(viii)

Targeted “export refinance” and “long term financing facility” for exporters.

(ix)

Participation in trade fairs and exhibitions.

(x)

Participation in trade delegations.
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5.4
Autoparts
The auto parts manufacturing industry of Pakistan constitutes a significant part of
the Engineering Industry. Although minute in the beginning, the auto parts manufacturers
gained strength on the basis of automotive deletion policy of the Government of Pakistan.
Apart from the local content requirements, requiring automotive manufacturers to help
develop and use locally made components, the government extended support in the shape
of Vendor Training and Development Cell, Special Technical Cell, Automotive Training
and Testing Centre, etc. The efforts put in by the auto parts manufacturers to develop this
important sub-sector of the economy (or their own manufacturing capability) also
contributed in taking their business to next stages of development. This task has not been
easy and moving forward from here would be even more difficult. The difficulties arise
essentially from the fact that the auto part manufacturing industry is very diverse in
nature as far as technologies involved are concerned. The engineering and ancillary
processes are large in number and it is not possible for manufacturers to have all the
technologies and processes in house. Although the auto parts sub-sector has aggressively
pursued capacity expansion, acquisition of technologies, productive assets, capacity
building, etc over the last five years, a lot is still left to be desired.
The product mix of the auto parts industry is limited, mainly because of its
evolutionary process. Since, the auto part industry got its foundations laid on the basis of
erstwhile local content policies of government on automotive sector, all the developments
happened around vehicles being assembled in Pakistan. There are in fact very few
exceptions to this phenomenon. The auto parts made locally are essentially those which
are meant for Toyota, Suzuki & Honda Cars; Hino buses and trucks; Honda Motorcycles;
Messy Ferguson & Fiat Tractors; etc. In a way, almost all the auto parts made in Pakistan
are designed and meant to be fitted in Japan origin cars, trucks, buses and motorcycles.
Agricultural tractor parts are those which are meant for MF and Fiat Tractor models made
in Pakistan. The other limitation on the product mix is of technologies and engineering
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processes available in Pakistan. Such technologies and processes can be generalized and
grouped as casting & machining, forging and machining, sheet metal work, rubber work,
plastic mouldings, wiring harnesses & assembly, air conditioner assemblies, radiator and
alike. Very few auto parts manufacturers have ventured outside these limited technology
areas and have become a part of global value chain of automotives.
There is yet another limitation on export in the shape of restriction on sales. In
case of technical assistance agreements, the auto parts manufacturers have only been
licensed to sell in Pakistan. Similarly, in cases where design drawings are provided by
auto assemblers, there is usually a condition that auto parts manufacturers can only sell to
that specific assembler and not otherwise.
The auto parts sub-sector produces for supply to assemblers of automotives, for
sale in the replacement market and in limited quantities for export. About 95% of
manufacturers are small and medium scale companies with major clusters in & around
Lahore and Karachi. With 253 companies currently member of PAPAAM, the sub-sector
has over 600 manufacturers. As mentioned earlier, the technology and process
requirements of manufacturing are diverse and multiple. Therefore, the industry has to
build linkages and absence or lack of any of them creates a handicap. The managerial
capacity is, therefore, an essential requirement. A few manufacturers have also gone into
production of accessories & generic auto parts and, therefore, do not face limitations of
product specifity.
The auto part sub-sector is exporting a diverse range of products to many
countries including USA, Germany, Italy, UK, France, Hungry, Spain, Turkey, UAE and
Bangladesh indicating capability of some players in industry in meeting quality standards
for these markets. The export performance of this sector is encouraging with US$ 21
million in 2005, US$ 21.6 million in 2006, US$ 27.5 million in 2007 and US$ 29.6
million in 2008. Although, there is growth in exports over the years, it can at best be
termed as organic growth. The actual export potential of the auto part sub-sector remains
unutilized requiring efforts by manufacturers to export and the government to create an
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enabling environment for them. The strengths and weaknesses of the sub-sector were
identified for capitalizing on strengths and overcoming of weaknesses and are listed in
proceeding paras.
Strengths:
(i)

Export orientation already exists at limited level.

(ii)

OEM (auto assemblers) standards already achieved for the existing product
mix.

(iii)

Low volume production capability.

(iv)

Large pool of low cost human resource.

(v)

A number of basic technologies already available.

(vi)

Under utilized production capacity available to produce exportable surplus.

(vii)

A few companies are large enough having adequate financial and managerial
capacity to export.

Weaknesses:
(i)

The product mix is generally limited to a few models of Japanese vehicles.

(ii)

Only those parts can be manufactured in Pakistan for which existing
technology level is commensurate.

(iii)

The basic engineering and ancillary process spectrum is very wide to be put
together under one roof.

(iv)

Almost 80% of the industry is at low to medium technology level.

(v)

Almost 90% of the industry does not possess managerial capability to handle
export business.

(vi)

Lack of designing and product development capacity.
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(vii)

Most of the players are small having little financial strength.

(viii)

Knowledge about potential markets and their dynamics is not available with
industry.

(ix)

Knowledge about processes and becoming a part of global value chain is not
available with industry.

(x)

There are very few generic products produced by the industry.

Potential Matrix:
A matrix of potential has been prepared on the basis of available information and
data and is given in Table 5.4.1.
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Table 5.4.1
Potential Matrix
SubSector
Auto
Parts

Product

Existing
Export
Markets
Plastic Parts 1. EU
Group
2. Middle
East

Potential
Export
Markets
1. EU
2. Middle East
3. Africa
4. USA
5. Australia
6. South Asia

Rubber
Parts Group

1. EU
2. Middle East
3. Africa
4. USA
5. Australia
6. South Asia
1. EU
2. Middle East
3. Africa
4. South Asia
5. Australia
6. North
America
1. EU
2. Middle East
3. Africa, 4.
Australia
5. South Asia
6. North
America
1. EU
2. Middle East
3. Africa
4. Australia
5. South Asia
1. EU
2. Middle East
3. Africa
4. Australia
5. Asia

Cast &
Machined
Parts Group

1. EU
2. Middle
East

Forged &
Machined
Parts Group

1. EU
2. Middle
East

Sheet Metal 1. Middle
Parts Group East

Wiring
Harnesses

Comments/ Barriers/ Challenges

1. Plastic auto part makers can easily diversify
as relevant technologies have been absorbed.
2. Designing and product development.
3. Parts can be produced at low economies of
scale.
4. Standards and certification requirements.
5. Co-ordination for ancillary processes.
1. Designing and product development.
2. Standards and certification requirements.
3. Product Mix needs to be improved.
4. New technologies need to be acquired.

1. Designing and product development.
2. Parts can be produced at low economies of
scale.
3. Standards and certification requirements.
4. Co-ordination for ancillary processes.

1. Designing and product development.
2. Parts can be produced at low economies of
scale.
3. Standards and certification requirements.
4. Co-ordination for ancillary processes.

1. Designing and product development.
2. Parts can be produced at low economies of
scale.
3. Standards and certification requirements.
4. Co-ordination for ancillary processes.
1. Parts can be produced at low economies of
scale.
2. Low cost work force.
3. Standards and certification requirements.

Note: The sub-sector is estimated to have an export potential of US$ 300 million in 15 years.
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Need Assessment:
(i)

Thrust product wise market studies of potential markets to be done for
assistance to exporters.

(ii)

Common Facility Centres preferably inside auto parts clusters.

(iii)

Testing Labs and assistance in standards and certifications.

(iv)

Assistance in design development and product diversification.

(v)

Managerial capacity building.

(vi)

Technical skill set need to be improved.

(vii)

Targeted “export refinance” and “long term financing facility” for exporters.

(viii)

Participation in trade fairs and exhibitions.

(ix)

Participation in trade delegations.

(x)

Generic products development.
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5.5
Farm Machinery and Equipment
Farm Machinery and Equipment sub-sector has two distinct segments: (i)
Agricultural Tractors and (ii) Other Farming Machinery & Equipment. Both the segments
have their own cultural, technological and business dynamics. So it is considered prudent
to deal with them separately for the purposes of this report.
A. Agricultural Tractors:
The agricultural tractor manufacturing and assembling industry in Pakistan is
quite old. Rana Tractors (now Millat Tractors) started assembly of Messy Ferguson
Tractors in Lahore in the 1960s and were followed by Alghazi Tractors (Fiat), Allied
Tractors (Ford), Fecto (Belarus) and some others. A few closed down while others
survived and progressed. In the current scenario, market is dominated by Millat Tractors
and Alghazi Tractors producing tractors form 50 to 85 HP and controlling 98% of the
domestic market share. The local industry produces 54,000 tractors per year. The industry
has a very strong backward linkage and depends on its vendor base in a big way. In some
models of tractors local content is above 80% which gives a lot of strength and price
competitiveness to tractor manufacturers. The agricultural tractor industry is totally in
organized sector having technical, managerial and financial strengths. The two leading
manufacturers are working under franchise/ technical assistance with foreign principals
and have limitations on export territory. Even otherwise, the demand of agricultural
tractors in the domestic market consumes their entire production capacities. Despite
interests shown form South Asian, Middle Eastern and African countries no exports
could be made as there is no exportable surplus. The basic reason for import interest form
this region is that Pakistani agricultural tractor is the cheapest in the world market. The
price competitiveness is essentially for the reason that Pakistani manufacturers produce
the very basic tractor needed by farming communities in these developing countries.
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The export performance of the agricultural tractor industry has been dismal. A
few tractors are exported or smuggled into Afghanistan. A few more are exported to
Bangladesh and UAE by traders in the garb of used tractor or in SKD condition declared
as parts and components. Although, there is demand for Pakistani tractor in South Asia,
Middle East and African continent, it is not being met. A strength and weakness analysis
of the industry can show the possibilities available for and problems confronted by the
industry.
Strengths:
(i)

Agricultural tractor industry is mature and is well entrenched in the domestic
market and almost totally occupies the space.

(ii)

Technology base is strong enough to manufacture basic agricultural tractor.

(iii)

Basic skill set is available.

(iv)

Large pool of low cost human resource.

(v)

The manufacturers are organized and large enough having managerial and
financial capability to enter export market.

(vi)

A large vendor base is available to support manufacturing and supply to after
sale market.

(vii)

Interest of buyers in potential markets already exists.

Weaknesses:
(i)

Manufacturing capability not enough to produce exportable surplus.

(ii)

The franchise/ technical assistance agreements limit exporting rights.

(iii)

Product development not undertaken to produce higher end tractors needed for
sophisticated markets.
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B. Farming Machinery and Equipment
The industrial segment manufacturing farm machinery and equipment is large,
fragmented and totally unorganized. It consists of hundreds of micro and small scale
manufacturers throughout the country operating out of their back yards and small
workshops with outsourcing for components to other small scale operators. The
manufacturers are clustered in and around Daska, Faisalabad, Okara and Mian Channu,
the places which have emerged as centres for manufacture. The fact that the entire
activity is done in unorganized sector explains a lot about this sector. The production
assets and technology available is obsolete and inefficient. The manpower is untrained
with low skill level. The management is done by the owner himself who is usually
illiterate and without any working method. No equipment is produced on the basis of
design drawing. No standards are followed in respect of input materials. There are no
performance standards for the equipment produced. The financial strength of all the
manufactures is weak with perennial cash flow problems. But still the industry has been
able to manufacture and satisfy the needs of domestic farming sector in a big way. The
equipment manufactured in Pakistan is even exported to Afghanistan and in small
quantities to Africa where farming needs are similar to Pakistan.
At one point, Millat Tractors entered the farm machinery and equipment arena
and for some time manufactured and supplied standardized machinery and equipment in
local market. This was the only organized sector effort. However, the effort had to be
aborted for the reason that their supplied equipment, although better in quality, could not
become price competitive. The farming communities in Pakistan could not be attracted to
buy better but expensive equipment due to affordability issues. The National Agricultural
Research Council of Pakistan has also developed standardized design & drawing based
quality equipment. But for some reasons, there is no co-ordination between NARC and
private sector manufacturers. The Agricultural Engineering Departments of the Provincial
Governments and their performances have also been below mark. A “Centre for
Agricultural Machinery Industries” was established with financial assistance from Dutch
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Government at Mian Channu which serves as common facility centre and training
institute for the cluster there.
Overall, the current state of affairs is a mixed bag of performances and
opportunities. The world trade market of over US$ 4 billion exists. Most of this market is
for high end standardized products. But due to affordability issues in poor agricultural
countries, a market for low end products also exists. Some estimates are that the world
trade market for low end products is around US$ 500 million. Pakistan has already
entered this low end international market and agricultural implements are currently
exported to Nigeria, Kenya, Tanzania, Morocco, Ghana, Afghanistan, etc. All of this
export is made through trading export businesses who work as consolidators and
exporters operating in these countries. The export performance in numbers is, however,
negligible. The improvement in current state of affairs can be managed through
capitalizing on existing strengths and by overcoming the weaknesses.
Strengths:
(i)

Pakistan is an agricultural economy with a sizeable home market providing a
base for development of farm machinery and equipment industry.

(ii)

Low volume production capability in existing manufacturers.

(iii)

Competition in low end international market can be faced because of price
competitiveness.

(iv)

Low cost of labour.

(v)

Support of vending base available.

Weaknesses:
(i)

Lack of standardization and specialization.

(ii)

Lack of design and engineering capability.

(iii)

Low level of management capability and practices.
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(iv)

Low quality of manufactured products.

(v)

No knowledge of international market and its dynamics.

(vi)

No brand development.

(vii)

Cut throat competition on prices resulting into manufacture of sub-standard
products.

(viii)

Practically no financial strength and no support available from financial
institutions to manufacturers.

Potential Matrix:
On the basis of available information and data a potential matrix for this subsector has been prepared and shown in Table 5.5.1
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Table 5.5.1
Potential Matrix
SubSector

Products

Farm
Machinery
&
Equipment

Agricultural Tractors

Agricultural Implements
1. Wheat thrashers
2. Laser scraper
3. Sunflower thrasher
4. Reaper
5. Straw chopper
6. Disc harrow
7. Seed drills
8. Potato digger
9. Potato planter
10. Disc plough
11. Chisel plough
12. Border disc
13. Bed planter
14. Ridgers
15. Tillers
16. Blades
17. Seed graders
18. Cartage trolleys
19. Comb ploughs
20. Cultivators
21. Land levellers
22. Lawn movers
23. Maize Sheller

Engineering Development Board

Existing
Export
Markets
1. Afghanistan
2. Bangladesh
3. UAE
4. African
countries
(informal
exports)

Potential
Export
Markets
1. Afghanistan
2. South Asia
3. Middle East
4. Africa

1. Afghanistan
2. Bangladesh
3. UAE
4. African
countries

1. South Asia
2. Middle East
3. African
continent
4. Afghanistan
5. CAR
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Comments/
Challenges

Barriers/

1.Tractor manufacturers need
to increase their production
capacity as well as of their
vendors
to
create
an
exportable surplus.
2.Tractor manufacturers need
to resolve territorial licensing
issue.
3. If the above two
challenges are met by the
industry, the export potential
can go up to US$ 500
million.
1. The industry needs to
restructure itself through
mergers and grow into an
economic size.
2. Adoption of design
drawings and standards is a
must for boosting exports.
3. Existing model of exports
through third party trading
export businesses need to be
formalised and supported.
4. The industry can easily
cross the US$ 100 million
mark in the projected
strategy period if it can meet
its challenges successfully.
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Need Assessment:
(i)

Product wise market studies of potential markets to be done for assistance to
exporters.

(ii)

Additional common facility centres in clusters where not available.

(iii)

Test and certification laboratories.

(iv)

Assistance in design and drawing development.

(v)

Managerial capacity building.

(vi)

Improvement in technical skills.

(vii)

Targeted financing for productive asset acquisition.

(viii)

Business Support Centres for providing management assistance.

(ix)

Formalizing existing export arrangements through third party “Export
Houses”.

(x)

Establishment of at least one modern manufacturing facility in organized
sector to serve as role mode for rest of the sub-sector. The investment is risky
and may be done through proposed “Engineering Industry Venture Capital
Fund Management Company”.
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5.6
Home Appliances
Home appliances industry got established in Pakistan in 1980s on the basis of
fiscal incentives offered by the Government of Pakistan. In the initial phase the industry
worked with low economies of scale and high production costs while remaining protected
by high customs duties on import. With the start of supply side reforms and reduction in
import tariffs in 1990s, the home appliances industry received its first shock as now it had
to face competition from imported products. Fortunately, the market size started
expanding. The industry also restructured itself and staged a come back with higher
economies of scale and reduced costs of production. Amazingly, an industry which was
not prepared to talk about exports at the time of Engineering Vision in 2002 has taken the
initiative of exports itself. Although small in number, the industry has exported
refrigerators and freezers worth US$ 6 million in 2008, washing machines worth US$ 2
millions in 2008 and air conditioners worth US$ 5 million in 2008. This small success is
not without problems the industry faced while making its efforts to enter international
market.
The domestic home appliance engineering industry consists of medium to large
size units in organized sector with enough managerial capacity. Product wise analysis of
the industry is as follow:(i)

Refrigerators:
Refrigerator manufacturing in Pakistan has now matured. Last year the

industry manufactured approximately 900,000 units and this year the number is
expected to cross one million. All the players in this product are in organized sector,
have sufficient managerial and technical capabilities and have sufficient financial
strength to manage their organic growth. However, there are two shortcomings in this
product. Firstly, the compressor and a few other critical components are not
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manufactured locally and have to be imported, thus, increasing cost of production.
Secondly, the industry only manufactures “direct cool” refrigerators and “no frost”
refrigerators are not manufactured at all. This takes a large chunk of international
market out of the potential of this industry to export. As far as competition in “direct
cool” market segment in international market is concerned, the going is not smooth.
Pakistan origin refrigerators have to compete with Chinese origin refrigerators which
are cheaper as Chinese Government offers hidden subsidies upto 18% of the export
price.
(ii)

Freezers:
Like refrigerators, the freezer manufacturing in Pakistan has also matured.

Last year the industry manufactured approximately 125,000 units and this year it is
expected to cross 150,000 mark. All the manufacturers are in organized sector and
have the same strengths, weaknesses and problems that are characteristic of
refrigerator manufacturer.
(iii)

Air conditioners:
Air conditioners industry was established in Pakistan in 1980s through fiscal

incentives and a high tariff wall to protect local industry. It used to produce window
type air conditioners. The whole of industry closed down as the consumer preference
shifted form window type to split type energy efficient air conditioners. Almost in the
same time frame Pakistan underwent a fiscal policy restructuring phase wherein
through supply side reforms, the import tariffs were liberalized. For some years
Pakistan was only marginally manufacturing air conditioners. Around 2006, the
activity restored but only to a limited extent. Now air conditioners are being
assembled in Pakistan through CKD/ SKD operation only to avail the fiscal
incentives offered by the Government of Pakistan. It is estimated that 500,000 units
would be assembled in Pakistan in the current year. In its present state air conditioner
manufacturers are not in a position to export and compete Chinese exporters who also
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supply CKD/ SKD kits to Pakistan. In fact, the industry needs to do a lot of inward
thinking to integrate backward and add value locally so that they are able to reduce
their costs and export at competitive prices.
(iv)

Washing Machines:
Washing machines industry in Pakistan is clearly divided into tow groups: (i)

the organized sector and (ii) the unorganized sector. The organized sector of washing
machine industry started in 1980s through fiscal incentives and in its initial phase
worked under high tariff walls. The washing machine industry survived the supply
side reforms and has matured. It produces approximately 150,000 units of single tub
washers and 125,000 units of semi-automatic twin tub washing machines. No fully
automatic machines are manufactured in Pakistan. In comparison the unorganized
sector mainly clustered around Gujranwala and Lahore is stated to be much larger
than the organized sector. Though exact figures of manufacture are not available there
are varying claims of manufacture from 500,000 units to 750,000 units per year. This
sector also claims to have exported small quantities to poor African markets.
The strengths and weaknesses of this sub-sector were indentified for capitalizing on
strengths and overcoming of weaknesses. Strengths and weaknesses are listed in
proceeding paras.
Strengths:

(i)

The Home Appliances sector has matured over its history and is ready to take
off.

(ii)

Export orientation already exists at limited level.

(iii)

Economies of scale exist. The sub-sector has occupied a large part (over 95%)
of domestic market.
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(iv)

Large pool of low cost human resource.

(v)

A number of basic technologies have already been acquired.

(vi)

The organized sector has sufficient managerial capacity to handle export
business.

(vii)

Industry has freight advantage over Chinese competitors in Middle East and
African markets.

Weaknesses:
(i)

The products are low tech. Refrigerators and freezers are based on direct cool
technology. Fully automatic washing machines are not produced.

(ii)

A large part of washing machine segment is unorganized and does not have
managerial capacity to handle export business.

(iii)

Knowledge about potential markets and their dynamics is not available with
Home Appliances industry.

(iv)

The organized sector of Home Appliances industry needs to expand its
production capacity and need funding availability from financial sector.

(v)

Standards and certification requirements in target markets need to be
addressed.

Potential Matrix:
A matrix of potential has been prepared on the basis of available information and
data and is given in Table 5.6.1.
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Table 5.6.1
Potential Matrix
SubSector

Product

Existing
Export
Market
1. Afghanistan
2. UAE
3. Sri Lanka
4. Iraq

Potential
Export Market

Comments/ Barriers/ Challenges

Home
Appliances

Refrigerators

1. Afghanistan
2. Middle East
3. South Asia
4. Africa

Freezers

1. Afghanistan
2. UAE
3. Sri Lanka
4. Iraq

1. Afghanistan
2. Middle East
3. South Asia
4. Africa

Washing
Machines

1. Afghanistan
2. UAE
3. Sri Lanka
4. Iraq

1. Afghanistan
2. Middle East
3. South Asia
4. Africa

1. Potential of expansion in new markets
exists where Pakistan has freight
advantage over Chinese competitors.
2. Government support to counter
subsidies allowed to Chinese
competitors.
3. Designing and product development.
4. Standards and certifications
requirements.
5. After sale service network needed.
1. Potential of expansion in new markets
exists where Pakistan has freight
advantage over Chinese competitors.
2. Government support to counter
subsidies allowed to Chinese
competitors.
3. Relatively low economies of scale.
4. Designing and product development.
5. Standards and certification
requirements.
6. After sale service network.
1. Potential of expansion in new markets
exists where Pakistan has freight
advantage over Chinese competitors.
2. Government support to counter
subsidies allowed to Chinese
competitors.
3. Large unorganized segment need to be
converted into organized sector.
4. Designing and product development.
5. Standards and certification
requirements.
6. After sales service network

Note: The industry has an export potential of US$ 300 million in 15 years, if a head start can be provided.
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Need Assessment:
(i)

Market studies in respect of refrigerators, freezers and washing machines with
reference to potential markets to be done for assistance to exporters.

(ii)

Common facility centres for washing machine unorganized sector.

(iii)

Testing labs and assistance in standards and certification.

(iv)

Managerial capacity building in unorganized washing machine sector.

(v)

Technical skill set need to be improved.

(vi)

Targeted “export refinance” and “long term financing facility” for exporters in
organized segment.

(vii)

Participation in trade fairs/ exhibitions.

(viii)

Participation in trade delegations.

(ix)

Assistance in developing after sale network in potential markets.

(x)

To compete Chinese subsidized products, R&D allowance on the pattern of
motorcycles be allowed. Chinese offer up to 18% hidden subsidies. Pakistan
may allow at least 5% R&D allowance.
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5.7
Cutlery, Blades and Kitchen Ware
Cutlery and kitchenware industry is clustered in and around Wazirabad within the
traditional metal workmanship triangle in the province of Punjab. In its early days the
town used to produce arms and ammunition for British Indian Army. During the World
Wars, the industry in and around Wazirabad, was manufacturing arms and accessories
like bayonets, karpans, knives, daggers, etc. for allied forces. After the world wars, the
market for war related products dried up. Soon after most of the Hindu entrepreneurs left
because of partition of India and with it a huge sub-continental market was lost. This
industry, therefore, had to go through restructuring and diversification. The industry
emerged out of the crises with product diversification and started manufacturing cutlery,
knives of various kinds, blades, scissors, shears, daggers, swords, replicas of swords and
knives for decorative purposes and kitchenware. Ever since, the industry has grown and
has weathered many up & down swings.
Currently, there are about 300 units present in Wazirabad cluster and almost half
of them are members of “Pakistan Cutlery and Stainless Steel Utensils Manufacturers
Association”. Both local and imported raw materials are easily available which include
stainless steel sheet, re-melted metals, brass sheets, densified wood, camel bones, steel
wire, plastics, magnetite grinding wheels, polishing tools and other consumables. The
industry claims to have achieved a value addition of more than 50%. A few players of the
industry are located outside the Wazirabad cluster in Sialkot, Lahore and Karachi. One
important segment of industry (shaving blades and disposable razors) is entirely situated
outside Wazirabad. On its part, the Government of Pakistan has been supporting this
industry to improve. Pakistan Cutlery Institute and Cutlery and Small Tools Service
Centres at Wazirabad were established by the Government. However, the industry is
totally dissatisfied with their performance as they are run in beaurocratic mode without a
supportive business model.
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The industry occupies the domestic market space (90 %+) and very few items of
cutlery, kitchenware and blades are imported. The exports of this sub-sector are
traditionally directed towards Afghanistan, Middle East, USA and Western Europe. The
additional markets of Eastern Europe, Africa and Southern & Central America need to be
explored. Over the last few years the export performance of this sector has been
encouraging. The industry exported goods worth US$ 50 million in 2005, US$ 45 million
in 2006, US$ 64 million in 2007 and US$ 70 million in 2007. This growth is only
organic.
The industry has a limited product range and variety within each product.
According to the industry, the low performance of industry is only because of this reason.
The new fond competition in international market form Chinese and Mexican suppliers is
a challenge to be met on the basis of quality, cost and delivery. If product range and
variety within each product is improved and new markets entered, the potential of export
can go up US$ 400 million to US$500 million. To achieve this target the industry need to
do a lot of inward thinking, restructure itself on modern concepts, acquire new
technologies, acquire additional productive assets, improve manpower skill set, launch a
marketing drive, do branding of manufactured products and above all develop managerial
capabilities. All this is possible if strengths are capitalized and weaknesses of the industry
are overcome.
Strengths:
(i)

Availability of skill set at basic level at low costs.

(ii)

Maturity of industry.

(iii)

Sufficient manufacturing capacity at basic level.

(iv)

A number of technologies available at basic level.

(v)

A few companies are large enough having adequate managerial, technical and
financial strength and can serve as role model for others.
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(vi)

Sufficient export orientation and experience with some companies.

Weaknesses:
(i)

The industry is fragmented and most of the units are micro or small.

(ii)

Skill set for higher value addition is not available.

(iii)

Limited product mix and variety for products.

(iv)

Knowledge about potential new markets and their dynamics is not available.

(v)

Hardly any brand development & marketing and dependence on sale through
third party.

(vi)

Cut throat competition within the industry resulting in constantly declining
unit prices.

(vii)

Internal conflicts of the industry.

(viii)

A number of ancillary processes have to be outsourced.

(ix)

Out dated technologies and productive assets.

(x)

Little or no managerial skills to handle export business in most of
manufacturers.

(xi)

Standards and certification.

(xii)

Quality management system is non existent.
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Potential Matrix:
On the basis of available information and data a potential matrix has been
prepared and is given in Table 5.7.1
Table 5.7.1
Potential Matrix
Sub-Sector

Products

Existing Export Potential
Markets
Export
Markets
Cutlery & 1. Tableware
1.Western Europe 1. Europe
Kitchenware 2. Kitchenware
2. North America 2.
North
3. Various Knives
3. Middle East
America
4. Blades
4. Africa
3.
Central
5. Scissors
5. Bangladesh
America
6. Shears
4.
South
7. Daggers
America
8. Swords
5. Africa
9. Replicas
6. East Asia
10.
Ornamental
7.
Middle
Swords, etc
East
8. CAR
9. South Asia
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Comments/
Challenges

Barriers/

1.
If
properly
restructured, the subsector
can
have
exponential growth to
reach a level of US$
400 million export per
year.
2. The industry has to
resolve
internal
conflicts and cut throat
competition which is a
challenge
for
the
industry itself.
3. The biggest barrier is
to change the existing
culture
within
the
industry to accept new
ways of doing business.

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

Need Assessment:
(i)

Thrust product wise studies of potential markets to be done for assistance to
exporters.

(ii)

Existing government run Institute and Service Centre to be privatized to be
run on a business model replacing existing operational methods.

(iii)

Testing labs and assistance in standard conformance and certification.

(iv)

Assistance in design development and product development.

(v)

Managerial capacity building.

(vi)

Improvement in technical skill level.

(vii)

Targeted financing for expansion of capacities, productive assets acquisition
and new technology acquisition.

(viii)

Participation in trade fairs and exhibitions relevant to the industry.

(ix)

Participation in trade delegations for Africa, East Asia and South/ Central
America.

(x)

Business support centre for micro and small scale manufacturers.
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5.8
Surgical Instruments
Clustered in the traditional metalwork skill triangle of Punjab, the surgical
instrument industry is over 100 years old. The industry is diverse and large. Form micro
enterprises to small and medium scale manufacturing concerns, there are over 2,000
players who are member of “Surgical Instruments Manufacturers Association of Pakistan
(SIMAP)”. Out of these over 600 small and medium scale companies are in export
business. In addition, significant export business is generated by trading export houses
having offices in USA and Europe. According to industry sources only 5% of the
instruments produced are sold in domestic market, while the rest 95% are exported either
directly or through export houses. The product mix of the industry include surgical
instruments, dental instruments, veterinary instruments, stainless steel hollow ware for
use in hospitals, hospital furniture, manicure instruments and pedicure instruments. To
produce this product mix, the industry uses imported as well as local stainless steel and
steel forgings as major inputs. Most of the processing chemicals and materials are
imported. Stainless steel of required grades is normally imported from Japan, Taiwan and
Europe and is used for production of operation theatre instruments and hollow ware. The
local stainless steel is mainly used in production of single use/ disposable instruments.
Forgings are sourced mainly from Daska where a number of units having forging
capabilities are located and concentrated. Major technologies and processes used by the
industry are milling, shaping, grinding, polishing, hardening, tempering, ultrasonic
cleaning, electroplating, etching, etc. The industry claims to have achieved an average
value addition of 70% to 75%, which is substantial.
The export performance of surgical goods industry has been impressive. It has
been the top export earner amongst the engineering sub-sectors. The industry had
exported goods worth US$ 185 million in 2005, US$ 171 million in 2006, US$ 241
million in 2007 and US$ 280 million in 2008. The exports have shown a growth trend
throughout the history. However, according to critics from within the industry, the
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performance is negligible when compared with the potential. The questions they raise are
about the market space not occupied and left to others. According to them, if the industry
organizes itself by making peace with each other to avoid cut throat competition, the unit
values of exported items can be much higher as compared to what they are getting.
According to their estimates, the exports could have been around US$ one billion if full
potential was realized. There are some inherent strengths and weaknesses of surgical
instruments industry which need to be looked into and would be dealt in subsequent
paras.
On its part, the Government of Pakistan has been putting effort to assist surgical
instrument industry to grow further. Surgical instruments have always been the focus of
Ministry of Commerce and Trade Development Authority of Pakistan as far as
facilitation for exports is concerned. The Federal Board of Revenue has always adjusted
import tariffs to facilitate surgical industry to import its inputs at zero or minimal rate of
customs duty. There are other zero rating schemes for import of inputs by the export
sectors as well which can be used by the surgical instruments industry. More recently, the
Government of Punjab has established a centre within the surgical cluster to serve as
common facility centre for testing, outsourcing of ancillary processes and training of
manpower.
As stated earlier, the surgical instruments industry is not without inherent
strengths and weaknesses which are listed below:Strengths:
(i)

Availability of basic skill set.

(ii)

Maturity of industry.

(iii)

Sufficient manufacturing capacity at basic level.

(iv)

Large pool of low cost human resource.

(v)

A number of basic technologies available.
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(vi)

A few companies are large enough having adequate managerial and financial
capabilities to expand internationally.

(vii)

Sufficient experience of exports and international linking.

(viii)

The industry is predominantly export oriented.

(ix)

Most of the products are generic.

Weaknesses:
(i)

The industry is fragmented into over 2,000 micro and small scale units. Few
units are midsized.

(ii)

Skill set for higher value addition is not available.

(iii)

Little or no managerial skill in micro or small sized units.

(iv)

Limited product mix and no diversification into electro medical instruments.

(v)

Knowledge about potential markets and their dynamics is not available.

(vi)

Hardly any brand development and marketing resulting into dependence on
third party marketing mechanism based in Europe.

(vii)

Cut throat competition within the industry resulting into constantly reducing
unit prices.

(viii)

Internal conflicts of the industry.

(ix)

No research and development and new product development.

(x)

Micro and small units does not have all ancillary processes.
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Potential Matrix:
A matrix of potential has been prepared on the basis of available information and
data and is given in the Table 5.8.1.
Table 5.8.1
Potential Matrix
Sub-Sector

Products

Surgical
Instruments

1. Surgical
Instruments
2. Dental
Instruments
3. Veterinary
Instruments
4. Stainless steel
hollow ware
5. Hospital
Furniture
6. Manicure
Instruments
7. Pedicure
Instruments
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Existing
Export
Markets
1. Germany
2. France
3. Italy
4. UK
5. Belgium
6. Hungry
7. Spain
8. Turkey
9. India
10. UAE
11. USA
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Potential Export Comments/
Markets
Challenges
1. Europe
2. North America
3. South America
4. Central
America
5. East Asia
6. South Asia
7. Central Asian
Republics
8. Middle East
9. African
Continent
10. Australia

Barriers/

1. Potential of
exponential growth in
exports.
2. Brand development is
a challenge for surgical
industry.
3. Product development.
4. Standards and
certification.
5. The industry needs to
resolve internal conflicts.
6. The industry has the
potential of making
exports over US$ 1.25
billion per year.
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Need Assessment:
(i)

Thrust product wise market studies of potential markets to be done for
assistance to exporters.

(ii)

Additional Common Facility Centres.

(iii)

Additional Testing Labs and assistance in standards and certification.

(iv)

Assistance in design development and product diversification.

(v)

Assistance in brand development.

(vi)

Managerial capacity building.

(vii)

Improvement in technical skill set.

(viii)

Targeted financing facility for expansion of capacities, productive asset
acquisition and technology acquisition.

(ix)

Participation in trade fairs and exhibitions relevant to industry.

(x)

Participation in trade delegations for Africa and Central & South America.

(xi)

Business support centre for micro and small scale manufacturers.

(xii)

Internal conflict resolution.

(xiii)

Improving size of units through mergers.
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5.9
Electric Fans
Electric Fan industry is probably as old as Pakistan is. Starting as small scale
manufacturing concerns in Lahore and Gujranwala, the industry moved both ways and
expanded. The number of units increased: a few in cottage, others in small and medium
scale. The cottage units either closed down or grew into small and medium scale units.
Currently, there is hardly any manufacturing in cottage except the vendor units, supplying
components to electric fan industry. Overall the electric fan industry has grown in size
and the number of units are over 250 now. The fan industry is mainly clustered in and
around Gujrat and Gujranwala with some manufacturing units in Lahore and Karachi.
There are around 150 vending units in and around Gujrat and Gujranwala clusters. The
electric fan industry is usually divided into organized and unorganized sectors. However,
the so called organized sector units, some of which are even corporate companies, share
management and manufacturing practices similar to unorganized sector. Even basic
management concepts like assembly line, inventory management, etc are not heard off in
electric fan industry circles. None of the units can be termed as large scale organized
manufacturing.
The product mix of electric fan industry includes ceiling fans, pedestal fans, table
fans, circomatic fans, louver fans and exhaust fans. However, there are serious limitations
on this product mix. Firstly, the electric fan industry produces a very basic fan which the
modern world discontinued a long time back. It does not produce variants of fans with
modern features. For example the ceiling fan produced in Pakistan (commonly known as
builders fan) has a lot of variants internationally. It is produced as decorative fan, fan
with in built light fittings, fan with plastic blades, slow speed fan, etc. Different climatic
zones and different economic classes require electric ceiling fans according to climatic
zones and according to their tastes. The same is true of other categories of fans. However,
the electric fan industry keeps on producing the basic fans in the basic form. Even in the
domestic market, the demand for variants of electric fans is rising and is met through
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imports. For a long time Pakistan did not import fans and the industry basked in the
sunshine of control over domestic market. This control is being loosened slowly and
imports have started. One day, the industry may receive the rude shock of having to
compete with technologically advanced and efficient electric fans even in the domestic
market.
As mentioned earlier, electric fan industry manufactures 6 to 7 types of fans. Fan
categories such as tower fan, box fan, blower fan are not manufactured locally. Despite
the above mentioned weaknesses, it is claimed that the industry is agile and flexible
enough to change because of low intensity technologies are needed for the required
change. Since, the industry is largely in unorganized mode, the actual production capacity
and actual production cannot be known exactly.
The Government of Pakistan established a “Fan Development Institute” at Gujrat
with the objectives of providing technical training to work force of fan industry and to
serve as common facility centre. The administrative control of the Institute was handed
over to “Electric Fan Manufacturers Association”. Though, the Institute is operational, its
performance can at best be termed as poor if not adverse. It leave a lot to be desired.
Despite the handicaps, the export performance of electric fan industry has been
promising and shows potential. The exports were US$ 15.5 million in 2005, US$ 18.5
million in 2006, US$ 23.4 million in 2007 and US$ 27.5 million in 2008 with markets in
Middle East, North Africa, Afghanistan and Bangladesh. The performance of electric fan
industry is, however, dwarfed by the fact that its share in international trade is only 0.8%.
The international trade stood at US$ 3,250 million in 2008. With global warming on the
rise, the demand for electric fan is bound to rise internationally. Moreover, with the
availability of electricity to more and more people, especially in developing world, the
demand will grow further. During the NEEDS exercise, the industry was sensitized about
upcoming threats and opportunities and cautioned to prepare. But, are they ready for it?
And, is the government of Pakistan preparing an enabling environment for electric fan

Engineering Development Board

78

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

industry? In order to answer the above set of questions, one needs to first establish a
baseline viz a viz strengths and weaknesses of the electric fan industry.
Strengths:
(i)

The industry is quite old and mature in basic fan manufacturing.

(ii)

The industry has always shown agility and flexibility.

(iii)

A large number of manufacturing units have export orientation.

(iv)

Already established trading links in selected export markets.

(v)

Basic skill set already available.

(vi)

Although weak, the vendor support available.

(vii)

Located in clusters, so easy to re-organize.

(viii)

Basic technology already available.

Weaknesses:
(i)

Low economies of scale. Global players in Taiwan, Thailand have much high
economies of scale.

(ii)

Absence of large scale manufacturing techniques/ absence of assembly line
concepts.

(iii)

Poor quality management.

(iv)

Old and basic manufacturing techniques which are at times even ancient.

(v)

The industry works in unorganized mode.

(vi)

No modern management concepts.

(vii)

No research & development, no reverse engineering and no new product
development.
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(viii)

Shortage of skilled manpower.

(ix)

Use of low quality raw materials by small units.

(x)

Weak supply chain and inventory management.

(xi)

Lack of market diversification with no knowledge of potential markets.

(xii)

Testing and certification needed to enter high end markets.

(xiii)

Most of the players have little financial strength to support export business.

(xiv)

Internationally weak image of brands.

Potential Matrix:
A matrix of potential has been prepared on the basis of available information and
data and is given in the Table 5.9.1.
Table 5.9.1
Potential Matrix
SubSector

Products

Electric
Fans

1. Ceiling Fans
2. Pedestal Fans
3. Table Fans
4. Circomatic Fans
5. Exhaust Fans
6. Louver Fans
7. Box Fans (New)
8. Tower Fans
(new)
9. Blowers (New)
10. Decorative Fans
(New)
11. Slow Speed
Fans (New)
12. Fans with light
fittings (New)
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Existing
Export
Markets
1. UAE
2. Yemen
3. Saudi Arabia
4. Sudan
5. Afghanistan
6. Bangladesh
7. Others in ME
and North
Africa
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Potential
Export
Markets
1. North
America
2. South
America
3. Africa
4. Australia
5. Europe
6. South Asia
7. Middle East
8. Central Asian
Republics

Comments/ Barriers/
Challenges
1. The fan industry has
the potential to reach
export levels of US$
750 million in next
fifteen years on the
basis of improved
product mix and entry
into potential markets.
2.
Designing
and
Product Development.
3.
Standards
and
certification
requirements.
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Need Assessment:
(i)

Market studies of potential markets be done for assistance to exporters.

(ii)

Fan Development Institute to be strengthened and re-energized to work as
common facility centre and testing lab. It can even be privatized to work on a
purely commercial business model.

(iii)

Assistance in design development and product diversification.

(iv)

Managerial capacity building.

(v)

Technical skill set to be improved.

(vi)

Targeted “export refinance” and long term financing facility” for exporters.

(vii)

Establishment of a modern unit as pilot project to set an example for others to
emulate. Funding for this unit may be provided through proposed
“Engineering Industry Venture Capital Fund Management Company”.

(viii)

Participation in trade fairs/ exhibitions.

(ix)

Participation in trade delegations.

(x)

Study tours of Taiwan and Thailand to study management and production
practices.

(xi)

Brand development in international market.

(xii)

Establishing links with international chain stores.
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5.10
Iron & Steel Pipes and Tubes
Iron & Steel pipe and tube industry in Pakistan is quite old. It produces a large
range of products from cast iron pies, galvanised iron pipes, cold rolled tubes, square CR
tubes, rectangular CR tubes, elliptical CR tubes, API line pipes, black pipes, structural
pipes and spiral welded pipes. In seamless tube category the industry produces heat
exchange tubes, pressure tubes, boiler tubes, low temperature service tubes, precision
shaft tubes, linked tubes, etc as per international standards. The leaders in this industry
are large scale corporate units having sufficient managerial, technological and financial
capability. They can easily be compared with any iron and steel pipe making industry and
at least one of them has become international player in export market. There are also
medium and small scale manufacturing units who essentially produce for domestic
market. Some of them have the capacity to enter export business provided guidance and
support is provided to them.
The export performance of industry has improved over time. The industry
exported pipes and tubes worth US$ 26 million in 2005, US$ 34 million in 2006, US$ 47
million in 2007 and US$ 66 million in 2008. The growth in export of this sector has
shown an impressive trend. However, this performance is attributed to large scale units
only who meet international standards and certification requirements like API, ISO and
others. Seen in the context of global market, there appear to be a lot of space which can
be occupied by Pakistan’s pipe and tube industry. The global demand for steel pipes and
tubes is 85 million MT (mainly ERW pipes and seamless pipes). In this huge market,
Pakistan’s share appears to be marginal. The positive side is that this share is
progressively rising. The rate of growth is more than organic and in 2008 the exports
grew by 40% over 2007 exports. If this growth pattern continues, Pakistan’s pipe and
tube industry has the potential of becoming a major player in international market.
Pakistan already exports to Afghanistan, Singapore, Kuwait, Saudi Arabia, UAE, Iran,
Syria, Bangladesh, Sri Lanka, Germany, Australia and USA. The vast continent of Africa
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with its expanding market can be the next destination. The South American markets also
hold a lot of promise in this regard for seamless categories of tubes. Although on the
growth path, Pakistan’s iron & steel pipe and tube industry does have its strengths and
weaknesses which need to be looked at before projecting any export targets.
Strengths:
(i)

Large scale units are technologically advanced and produce on internationally
recognized standards.

(ii)

Large scale units have achieved economies of scale and are price competitive.

(iii)

Low labour cost with basic skill sets.

(iv)

Large home market to sustain the export business.

(v)

Over a period of time the industry has matured and commands respect in the
regional market.

(vi)

Large companies have enough managerial, technological and financial
strength to grow in export business. They have sufficient experience and
linking in export market.

(vii)

Enough export orientation in large scale units.

Weaknesses:
(i)

The industry needs to expand its production capacities to produce enough
exportable surplus for growth in exports. (The largest unit in Pakistan is
already in expansion phase. However, further expansions may be required).

(ii)

Large dia pipes attract prohibitive cost of freights and cannot be exported to
far distance markets as they cannot remain price competitive.

(iii)

The small and medium sized units have restricted themselves to domestic
market and there is no export orientation.
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(iv)

The small and medium sized units have no culture of compliance with
internationally accepted standards and have no international certifications.

(v)

The small and medium sized units have little managerial, technological and
financial capabilities to enter the export market. In fact most of them are
content with sales in domestic market.

(vi)

Knowledge about potential markets and their dynamics especially in Africa
and South America is not available with the industry.

(vii)

The industry needs to expand product mix and variety.

(viii)

The raw material price fluctuations are volatile.
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Potential Matrix:
A potential matrix has been prepared on the basis of available information and
data and is given in Table 5.10.1.
Table 5.10.1
Potential Matrix
SubProducts
Sector

Existing
Export
Markets
Iron & 1. Cast Iron Pipes
1.
Steel
2. G.I Pipes
Afghanistan
Pipes 3. CR Tubes
2.
and
4. Square CR Tubes
Singapore
Tubes 5. Rectangular CR
3. Kuwait
Tubes.
4. Saudi
6. Elliptical CR Tubes Arabia
7. API Line Pipes
5. UAE
8. Black Pipes
6. Iran
9. Structural Pipes
7. Syria
10. Spiral Welded
8.
Pipes
Bangladesh
11. Heat Exchange
9. Sri
Tubes
Lanka
12. Pressure Tubes
10.
13. Boiler Tubes
Germany
14. Service Tubes
11.
15. Precision Shaft
Australia
Tubes
12. Europe
16. Line Tubes
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Potential
Export
Markets
1. Middle
East
2.
Afghanistan
3. South
Asia
4. Europe
5. Australia
6. African
Continent
7. South
America

Comments/
Challenges

Barriers/

1. The industry can have
exponential growth in export
and cross US$ 1 billion mark
in next 12-15 years.
2. High freight cost of large
dia pipes is a barrier against
entry in long distance
markets. However, small dia
pipe can be exported to long
distance markets.
3. The Industry needs to
enhance its capacity to
produce enough exportable
surplus
for
expanding
African markets. With high
bank rates, this expansion
can
become
a
tough
challenge for industry.
4. Reorganization of small
and medium scale segment of
industry to produce small dia
pipes with standards and
certification for export to
regional markets.
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Need Assessment:
(i)

Managerial capacity building and technological improvement in small and
medium sized units.

(ii)

Expansion of capacities to boost exports through availability of concessional
finance like LTFF.

(iii)

Assistance in compliance with international standards and certification
requirements by small and medium sized units.

(iv)

Participation in relevant trade fairs and exhibitions.

(v)

Participation in trade delegations destined to Africa and Central & South
America, especially by manufacturers producing small dia pipes.

(vi)

Market study reports for Middle East, Africa, Central & South America and
South Asia.
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5.11
Pumps
In Pakistan, the pump manufacturing is dominated by unorganized SME sector.
The industry is concentrated and clustered in and around Karachi, Lahore, Gujranwala
and Faisalabad. There are about 70 registered and relatively organized units. The number
of unregistered and unorganized units is estimated to be over 500. This number also
includes indirectly involved businesses of vendors supplying to manufacturers operating
at medium, small and micro level. Only a few units are considered operating
professionally like KSB Pumps Company, Gundfos (multinationals), HMA Pumps, Meco
(Pvt) Ltd, Pakistan Engineering Company, etc. The industry has been experiencing
falling profits in spite of the rise in product prices. This is attributed to be rising
production costs, high prices of raw materials and a cut throat competition through price
cutting in the domestic market. The resultant causality was the quality of the product
which deteriorated significantly. This is added by the threat of entry by large foreign
suppliers in domestic market who may carry the advantage of superior quality at cheaper
prices due to higher economies of scale. It may be noted that there is no large scale
manufacturing of pumps in Pakistan.
A very small number of pump manufacturers in Pakistan have their in house
foundries and casting process is generally outsourced to small scale foundries. Almost all
pump manufacturers have their in house machine shops and for this purpose use outdated
machines. In comparison medium scale manufacturers are using CNC machines for
facing, turning, grinding and milling applications. Some pump manufacturers even
outsource this process to backyard workshops. All such manufacturers are producing
pumps in non conformance with acceptable standards and their products are highly
inefficient. Despite the above, they occupy a large part of the domestic market space. All
of them need to be uplifted so that they can play a positive role in the economy of
Pakistan. They need to be supported through Common Facility Centres, Business Support
Centres and other means.
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The few units which are organized enough and have some technical knowhow and
expertise coupled with medium to high level of management skills would not number
more than 25 (estimated as data is not available). This segment of the pump
manufacturers holds potential to grow. The pump manufacturing industry also offers
huge potential for new entrants with technological know how and modern production
facilities. As far as exporting is concerned, it is done by the few manufacturers who are
organized enough and have some technical expertise at basic level. They also have some
conformance to acceptable standards in the export market. Pakistani pump exporters are
not up against exporters form the developed world who have far more technical expertise
and established marketing networks. Instead, they can only export low end and basic
products in price conscious markets. As far as past export performance is concerned, it
can only be termed as marginal. Over the past five years, export values of pumps from
Pakistan have fluctuated between US$ 3 million to 5 million. In comparison the world
trade is over US$ 35 billion with 6 leading countries holding over 25% of the world
trade. Even Pakistan imports pumps for industrial and other applications worth around
US$ 60 million every year. The situation may look discouraging but it also indicates
presence of a huge opportunity. Pakistani Engineering Industry producing pumps can
capitalize on it, if it upgrades itself technologically, conform to standards through
certification and acquires enough managerial skill to stage a paradigm shift. The few
medium scale organized units or the new entrants in this sector can certainly do it. While
discussing the potential and growth opportunities further in this report, the reference to
industry would be only to the extent of few organized units. However, the proposals
would also include uplifting of unorganized sector. During the NEEDS exercise the pump
industry did came up with its own SWOT analysis and identified its strengths and
weaknesses which are described below:Strengths:
(i)

A few units have access to medium level technology.
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(ii)

The organized sector observes minimum standards and is relatively quality
product oriented.

(iii)

The pumps manufactured in Pakistan by organized sector can be exported to
low end markets.

(iv)

The organized sector can produce low volumes competitively.

(v)

Presence of a multinational company in Pakistan to set examples for others in
quality control.

Weaknesses:
(i)

No long term vision of pump industry, even in the organized segment.

(ii)

Unskilled labour, ancient technology and lack of coordination with support
agencies by large unorganized sector.

(iii)

Lack of standardization and quality control in large unorganized sector.

(iv)

Lack of formal financial assistance.

(v)

Poor product mix. Mostly water application pumps are manufactured.

(vi)

Lack of testing facilities to test and certify performance of pumps.

(vii)

A general dependence on obsolete design without preparedness to adopt new
designs.

(viii)

Low economies of scale.

(ix)

Use of low quality raw materials.

(x)

Very little export orientation with no knowledge of potential markets.

(xi)

Little managerial and financial strength even in organized sector to handle
export business.
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(xii)

Skill set for higher value addition is not available.

Potential Matrix:
A potential matrix for pump sub-sector of Engineering Industry has been prepared
on the basis of available information and data and is given in Table 5.11.1.
Table 5.11.1
Potential Matrix
SubProducts
Sector
Pumps Water Application
Pumps:
1. Submersible Pumps
2. Non clogging
Pumps
3. Deep Well Turbine
Pumps
4. Deep Well Ejector
Pumps
5. Sludge Pumps
6. Centrifugal Pumps
7. Mono-Block Pumps
8. End suction Pumps
9. Circulatory Pumps
10. Geared Pumps

Existing
Export
Markets
1. UAE
2. Saudi
Arabia
3.
Lebanon
4.
Morocco
5. South
Africa

Potential
Export
Markets
1. Middle
East
2. African
Continent
3. South
Asia

Comments/
Challenges

Barriers/

1. The pump manufacturing
industry needs to manage a
total shift to achieve growth in
exports.
2. If supported and properly
restructured, the industry can
achieve an export level of US$
100 million in 15 years.
3. For the time being, the
industry can focus on export of
low end very basic pumps in
low technology level markets.
4. The organized sector need to
upgrade and expand to produce
enough exportable surplus for
potential markets.

Need Assessment:
(i)

Thrust product wise studies of potential markets to be done for assistance to
exporters.

(ii)

Testing Labs and assistance in standard conformance and certification.

(iii)

Assistance in design development and product development.

(iv)

Managerial capacity building.

Engineering Development Board

90

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

(v)

Targeted financing for expansion of capacities, productive asset and new
technology acquisition.

(vi)

Participation in relevant trade fairs and exhibitions for exposure and to
develop linkages for possible joint ventures.

(vii)

Participation in trade delegations to Africa and Middle East.

(viii)

Common Facility Centres and Business Support Centres for uplifting the
unorganized segments, micro enterprises, etc.

(ix)

Establishment of a modern unit as a pilot project to set an example for others
to emulate. Funding for this unit may be provided through Venture Capital.
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5.12
Other Thrust Products
5.12.1 Electrical Machinery and Equipment:
The electrical capital goods industry in Pakistan is producing machinery and
equipment for power transmission and distribution to meet the requirements of WAPDA
and KESC (80%) and a few other industrial consumers (20%). Operating at less than
50% of its installed capacity because of liberal imports by WAPDA, KESC & others, the
industry is faced with contraction of sales in the domestic market. This could mean
looking outward for sales in other comparable markets in Africa. However, industry is
currently not working on these prepositions and has limited exports to Bangladesh and
Kuwait. In 2008, the industry’s total exports were around US$ 10 million only. Electrical
Machinery has been taken as a thrust product due to surplus production capacity and
market availability in Middle East and Africa.
Table 5.12.1
Potential Matrix
SubSector
Electrical
Machinery

Products

Existing
Export
Markets
1. Switch 1.
Gear
Bangladesh
2. Control 2. Kuwait
Gear
3.
Distributi
on
Transfor
mers
4. Power
Transfor
mers
5. Energy
Meters
6.
Insulators

Engineering Development Board

Potential
Export
Markets
1. Middle
East
2. North
Africa
3. East
Africa
4. Central
&
Southern
Africa
5. South
Asia

Comments/ Barriers/ Challenges

1. The industry need to team up with electricity tower and
wire and cable manufacturers and provide a complete
solution in the shape of EPC, without which exports may
not be possible.
2. The industry needs to come in survival mode and
develop international linkages to become sub-contractors
for supply to large upcoming infrastructural projects in
Africa.
3. The industry needs to improve its product mix.
4. The industry needs to acquire new technologies to have
a sustained presence after entry in international market.
5. The industry needs to add maintenance services as its
product to take up work relating to maintenance of
electricity distribution system in Middle East and Africa.
They would need to team up with wire and cable
manufacturers as well.
6. There is a potential of exports which in due course may
rise to above US$ 200 million if teaming up is done.
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5.12.2 Electrical Fittings:
The electrical fittings are manufactured in Sargodha (70%) followed by Lahore
(20%) and Karachi (10%). There are around 20 small scale units, around 200 small
workshops and around 1,000 manufacturers in cottage sector. It is one of the growing
industries in Pakistan. The total estimated monthly production is nearly 10 million pieces
of various fittings per month. This sub-sector of industry is predominantly unorganized. It
is faced with competition from import of similar goods from China. However, share of
domestic industry is claimed to be on the rise. There is some surplus production capacity
with the industry. Electrical fittings manufacturing industry is not in the export mode.
However, it has the capacity to start exports after reorganization and through “Export
Houses” providing marketing and sales support. It is a new item identified for exports in
the potential markets of Africa. The potential matrix is as follow:
Table 5.12.2
Potential Matrix
SubSector

Products

Electrical

1. Electrical Switches
(Piano Type)
2. Sockets
3. Bulb Holders
4. Bell Push Buttons
5. Ceiling Rose
6. Power Plugs
7. Indicators
8. Fuses
9. Buzzers
10. Fan Dimmers
11. Tube Chokes &
Pattis
12. Main Switches
13. Extension Wire
Set

Engineering Development Board

Existing
Export
Markets
Nil

Potential
Export
Markets
1. North Africa
2. East Africa
3. Central &
West Africa
4. Southern
Africa
5. South Asia
6. Middle East
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Comments/ Barriers/ Challenges

1. There is no existing export orientation.
2. No management capacity, therefore,
export possible only through third party
“Export Houses”.
3. The industry needs to reorganize
itself.
4. Government support needed in the
forms of specialized common facility
centre, testing lab, business support
centre and training institute at Sargodha.
5. Industry needs to improve product
mix, variety and quality of the product.
6. Industry may need to meet standard
specifications (TBTs) in the importing
countries.
7. Market information & study reports on
African markets are needed.
8. There is a huge potential of export for
this group of products which in due
course may cross US$ 100 million.
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5.12.3 Wires & Cables:
The electric wires and cables industry in Pakistan is fairly developed and has
attained a maturity level where it can step into the high end products. It has also the
capacity of entering the export markets. Although, the industry is facing problems in high
tension wire and cable in domestic market due to imports by institutional buyers, the
other market segments are dominated by the local products. There is marginal export
orientation. In 2008, wires and cables worth US$ 4 million were exported to UAE,
Kuwait, Saudi Arabia, Bangladesh and Sri Lanka. The industry’s products are also
informally exported/ smuggled to Afghanistan for which no data is available. The
products of this group have been identified as having exportability in the potential
markets on the basis of surplus production capacity and existing demand of lower end
products in African countries. However, to have a quantum jump in exports, the industry
needs to develop high end products which can be tested, certified and exported to
European Markets. The potential matrix is as follow:
Table 5.12.3
Potential Matrix
SubSector

Products

Electrical 1. Low
Voltage
Cables
2. Medium
Voltage
Cables
3. Coaxial
Cables
4. GWC
Cables
5. XLPE
Power Cables
6. Overhead
Conductors
7. Speciality
Cables
8. General
Domestic
Cables
9. Enamelled
Copper Wire

Existing
Export
Markets
1.
Afghanistan
2. UAE
3. Kuwait
4. Saudi
Arabia
5.
Bangladesh
6. Sri Lanka
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Potential
Export
Markets
1. Afghanistan
2. Middle East
3. South Asia
4. Africa
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Comments/ Barriers/ Challenges

1. The industry needs to team up with electric
machinery and electricity tower manufacturers to
provide a complete solution in the shape of EPC,
without which exports at large scale may not be
possible as far as overhead conductors are concerned.
2. The industry needs to develop international
linkages to become sub-contractor for supply to large
and upcoming infrastructural products in Africa.
3. The industry needs governmental support for
participation in trade fairs/ exhibitions for
international exposure. The industry also needs
governmental support to become part of trade
delegations for African Continent.
4. Market information on Africa and Middle East is
urgently needed.
5. There is good potential of exports to upcoming
African markets. The export potential of sector is
estimated to be US$ 200 million.
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5.12.4 Valves and Flanges
The industrial and other valve making industry is small in size. There are three
main manufacturers of valves and flanges operating in organized sector. In addition
around 10 manufacturers operate in unorganized sector without a brand name. A huge
domestic market exists for valves owing mainly to infrastructural and development
works, industrial usage, commercial buildings, shopping malls and home related
applications. The industry is in infancy stage and the possibility of new product
development and capacity expansion exists. There is already some export orientation. In
2008, the industry exported some valves to UAE, Saudi Arabia, Kenya, Bangladesh and
Qatar. Valves have been picked up as a thrust product because of huge export potential in
Middle East and Africa. The potential matrix for the product is as follow:
Table 5.12.4
Potential Matrix
SubSector

Products

Existing
Export
Markets
Valves 1. Gate Valves
1.
and
2. Globe Valves
Afghanistan
Flanges 3. Check Valves
2. UAE
4. Butterfly Valves 3. Saudi
5. Balancing Valves Arabia
6. M.S. Flanges
4. Kenya
7. S.S. Flanges
5.
8. Couplings
Bangladesh
9. Strainers
6. Qatar

Engineering Development Board

Potential
Export
Markets
1. Middle
East
2.
Afghanistan
3. Africa
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Comments/ Barriers/ Challenges

1. The industry needs to improve product
mix.
2. The industry needs to expand
production capacity.
3. For higher end applications in Oil &
Gas, Chemical Process Industry and
Pressure Vessels, the products need to be
tested and certified internationally. The
industry needs government support in this
regard.
4. For low end commercial and household
usages in target markets, studies and
information is needed by the Industry.
5. Liberal imports of valves by public
sector organizations are hurting this
budding industry in domestic market.
6. As per industry’s own assessment, the
export potential is over US$ 50 million in
five years.
7. If expansion is supported through
liberal availability of financing the
industry can meet export target of US$
100 million in 15 years.
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5.12.5 Steel Structures/ Towers:
Steel structure is a generic term and covers a wide range of products. However, in
Pakistan, steel structures are produced in the shape of towers for electricity transmission,
towers to support telecom operations (line as well as cellular) and for installation of
commercial as well as industrial projects. Such steel structures are essentially fabrications
to support commercial activity and support structures for industrial machinery and
equipment, exclusively designed and fabricated with specified objectives. A number of
companies are manufacturing standardized towers and other structures for this purpose.
Some steel structures are also built by common workshops for low end purposes. There
are around 10 units operating in the organized sector. They manufacture steel structures
using design drawings and use the required quality of steel as per specifications. The
opportunity of exporting steel towers to African countries exists. However, there is one
handicap which needs to be overcome. Steel towers cannot be exported as fabricated at
the manufacturing facility. They are transported in unassembled form to locations where
they are needed. Such structures are assembled/ installed on site. Therefore, the
prospective exporters need to establish a business of installation of structures in the
country of import or establish partnership with an installation company which can market
their products as well as undertake installation. Unless, this relationship is established,
export may not become possible.
A potential matrix for this product is given in the Table below:
Table 5.12.5
Potential Matrix
SubSector

Products

Steel
Structu
res

1. Towers for
Electricity
Distribution
2. Towers for
Telecom
Companies
3. Commercial
and Industrial
Structures

Existing
Export
Market
s
Nil

Engineering Development Board

Potential
Export
Markets

Comments/ Barriers/ Challenges

1. Middle
East
2. Africa

1. Steel towers for electricity transmissions are manufactured
for lines up to 500 KV.
2. Transmission towers for telecom companies are
manufactured according to need.
3. The technology, design and skill level from 1 & 2 above
have been perfected.
4. There is rising demand in the African continent.
5. The challenge is in establishing partnerships with local
installation companies who can represent Pakistani exporters as
well as do the local engineering work.
6. The industry needs information on market development and
on competing countries for which market analysis reports needs
to be provided.
7. Export of steel structures is estimated to go up to US$ 100
million in 15 years.
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5.12.6 Prefabricated Buildings:
Prefabricated buildings are increasingly getting popular as they can be fabricated
and installed easily and save a lot of time. Due to their modular nature it is also easy to
make alterations whenever needed. These buildings are increasingly being used as grain
storage silos, sheds, industrial applications, commercial activities & warehousing and
hospitals/ schools/ emergency housing in disaster hit areas. The speed with which they
can be built and the ease of alteration are the main reasons for their popularity. The fact
that these can be insulated or designed for special purposes adds to their utility. At least
one company in Pakistan has already acquired the capacity to design these buildings.
They can also prepare detailed drawings as per the specialized needs of any customer,
fabricate these buildings and install them any where in Pakistan. More and more
warehouses, sheds and industrial buildings are built through steel prefabrication now.
Such buildings are also getting popular in parts of Africa and there is growing market.
The challenge is in finding the local agent or partner who can market buildings fabricated
in Pakistan as well as assemble and install these buildings on site. Otherwise, the
exporting company from Pakistan would need to take a team on ground to do the job or
establish an office/ business in target market. The product and market both are available;
the challenge is to put them together. A potential matrix for these products is given in the
Table below:Table 5.12.6
Potential Matrix
Sub-Sector

Products

Prefabricated
Buildings

1. Sheds
2. Silos
3. Livestock
Farms
4. Warehouses
5. Commercial
Buildings
6. Industrial
Buildings
7. Schools
8. Hospitals
9. Emergency
Housing
10. Aircraft
Hangers
11. Parking
Sheds
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Existing
Export
Markets
Nil

Potential
Export
Markets
1. Africa
2. South Asia
3.
Afghanistan
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Comments/ Barriers/ Challenges

1. The manufacturers have knowledge, technology
and capacity to design, detail and fabricate buildings
as per international standards.
2. The manufacturers have the managerial and
financial strength to support export business.
3. There is an apparent rising demand in the
potential markets.
4. The challenge is in establishing partnerships with
local installation companies who can represent
Pakistani exporters as well as do the local
engineering work.
5. The industry needs information on market
development and on competing countries for which
market analysis report needs to be provided.
6. The export potential of these products is US$ 200
million in 15 years.
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5.12.7 Special Purpose Vehicles:
Special purpose vehicles are built on standard commercial vehicle platforms/
chassis to serve specified objectives and needs of a service delivery consumer. The
product range is quite large to serve diversified objectives and range from mobile
hospitals & clinics, ambulances, mobile schools & libraries, construction vehicles,
maintenance vehicles, bulk carriers, liquid carriers, municipal services vehicles, fire
fighting vehicles, to general cargo carriers. Pakistan produces a number of such vehicles
and manufacturers have the capability to design and manufacture such vehicles as per the
requirements of customers. There are four manufacturers in organized sector. However,
about forty manufacturers in unorganized sector operate out of roadside workshops to
churn out cargo related vehicles built on commercial vehicle platform. As far as exports
are concerned, the possibility of exporting is only out of organized sector who have
already exported in small numbers to Sri Lanka and Bangladesh. This segment is facing
similar difficulties as faced by other sub-sectors viz a viz financing, human resource,
marketing, fiscal regimes, enabling environment, etc. Such difficulties need to be
removed by the Government. The industry players are looking at a huge potential of
export to Afghanistan, Middle East and Africa. The potential matrix for this sector is
given in Table below:Table 5.12.7
Potential Matrix
SubSector

Products

Special
Purpose
Vehicles

1. Mobile Hospitals
2. Mobile Clinics
3. Ambulances
4. Mobile Schools &
Libraries
5. Construction Service
Vehicles
6. Fire Fighting Vehicles
7. Maintenance Vehicles
8. Bulk Carriers
9. Liquid Carriers
10. General Cargo Carriers
11. Semi Trailers
12. Dangerous Goods
Carriers
13. Safety Vehicles
14. Etc.
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Existing
Export
Markets
1. Sri
Lanka
2.
Banglade
sh

Potential
Export
Markets
1. South
Asia
2. Middle
East
3.
Afghanistan
4. Africa
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Comments/ Barriers/ Challenges

1. The export of specialized vehicles requires a
lot of working capital. Export refinance is a
huge need of the exporting companies.
2. Exporters need to create a marketing network
and after sale service in target markets which
require upfront non redeemable costs.
3. The manufacturers need market information
and analysis reports for which support is
needed.
4. There is an apparent rising demand in the
potential markets.
5. The manufacturers need to attend relevant
trade fairs/ exhibitions and participate in trade
delegations.
6. The industry estimates an initial export of
US$ 100 million which may rise to US$ 300
million in 15 years subject to the condition that
enabling environment is created.
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5.12.8 Castings and Forgings:
Casting and forging units play an important role in Pakistan’s exports of
engineering products. They provide feedstock and basic components to export oriented
industries like surgicals, cutlery, fan, industrial machinery & equipment, auto parts,
domestic appliances, etc. Such forging and casting units also indulge in direct exports.
The industry operates at all levels and include units form large scale like HFF, HMC,
PMTF, Mughalpura Railway Workshops, etc to medium scale units like Rastgar Alloys,
Qadbros, Infinity Engineering, etc to countless number of small and micro level foundries
and forging units scattered in the technology triangle of Central Punjab, Karachi and
Peshawar. The large and medium scale units are fully equipped but face problems like
financing, human resource skill level, enabling environment, etc. In recent years, casting
and forging industry in Europe, USA and other developed countries has undergone
significant shrinkage associated with intense global competition, technological change
and environmental factors. Demand for automotive castings and forgings are also on the
rise in Asian countries. Indian industry which could fill the gap is also facing problems as
the price of input steel in India is higher than the rest of the world. Thus, there are
tremendous opportunities for Pakistani manufacturers to supply the needed products to
international market and meet the demand. The potential matrix is as follow:
Table 5.12.8
Potential Matrix
SubSector
Castings
&
Forgings

Products

Existing
Export
Markets
1. Castings 1. Europe
2. Forgings 2. USA

Engineering Development Board

Potential
Export
Markets
1. Western
Europe
2. Eastern
Europe
3. North
America
4. Australia
5. East Asia

Comments/ Barriers/ Challenges

1. The medium size players need capacity
expansions in order to meet international demand.
For this purpose, LTFF needs are larger at
concessional rates.
2. Export refinance facility needs to be expanded.
3. Foundry and Forging Technology Institute may
be established to provide training courses for
workforce.
4. Market information and analysis reports may be
provided for guidance to industry.
5. The manufacturers need to attend relevant trade
fairs and exhibitions for networking and becoming
a part of global value chain.
6. If present trend continues, the industry expects
to achieve export target of US$ 1 billion in 15
years.
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PART – III
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6
Marketing & Allied
6.1 Export Houses
6.2 Market Information Reports
6.3 Trade Fairs
6.4 Trade Delegations
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6.1
Export Houses
A large part of Engineering Industry, especially in sub-sectors of auto parts,
cutlery & hollowware, farm machinery & equipment, surgical instruments, pumps and
fans is small in size. The medium sized and large units in these sub-sectors are currently
exporting whereas export potential of small sized units remains unutilized. Although,
their manufactured products can be exported to less technology demanding and price
conscious markets in Asia and Africa, they have been failing to do so. There are multiple
reasons for non realization of their potential, some of which are listed below:
(i)

Little or no knowledge of export potential and business.

(ii)

Little or no knowledge of export related laws and procedures.

(iii)

No knowledge of potential markets.

(iv)

No brand development of products.

(v)

No standardization of products.

(vi)

Very little financial strength to support export activity.

(vii)

No capacity to raise finances from the banking system.

(viii)

Very little managerial capability to handle export business and logistics
required.

If efforts are made to develop the needed capacity within the small scale
manufacturers, the waiting time would be very long. In the meantime, the existing
opportunity in Asia and Africa can be lost to other exporting countries. Therefore, there is
a need to create a channel through which this capacity gap can be bridged immediately.
One such bridge can be export through professionally managed trading houses
specializing in export business. In fact, even currently, there are a few trading houses in
private sector trying to bridge this gap. They have been trying to upgrade their supply
chain so that suitable products can be procured for exports. Their efforts to market these
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products have some fruits, although negligible. Their underperformance can be attributed
to the reasons outlined below:
(i)

The governmental laws, rules and procedures are designed in a manner which
discourages such activity. Uptil now, the concept of Export Houses has been
recognized as indirect exporters only within the scope of DTRE scheme.

(ii)

The facilitation regime offered by the Government is biased in favour of
manufacturer-cum-exporter and does not treat trading houses equally.

(iii)

The “Duty and Tax Remission for Exports” scheme as contained in Customs
Rules, 2001 require trading houses to submit bank guarantee, whereas other
securities are acceptable in case of manufacturer-cum-exporter. Obtaining
bank guarantees from the banking system is only possible after deposit of
100% cash margin. This involves financial costs and burdens competitiveness
of trading export business.

(iv)

On procurement from the small manufacturing concerns, the trading export
businesses are required to deduct withholding income tax at the rate of 3.5%
of the value of supply. They are also required to deduct withholding income
tax at the rate of 6% if services in shape of contract manufacturing or jobbing
are obtained. Although a concessionary rate of 1% has been provided to
indirect exporters registered under DTRE scheme, it is not always possible to
work under this scheme due to capacity constraints of micro and small level
manufacturers. It means that supplies of products and services rendered by
small scale operations are considered local business and outside the export
chain. Finally, on export by trading export businesses another withholding
income tax at the rate of 1% is deducted out of foreign exchange payments
through the banking channel. This creates a clear cut anti-export bias if
exports are made by trading export businesses as withholding income tax on
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supply chain of the exported products is deducted at a higher rate and that too
more than one time.
(v)

Special Excise Duty at the rate of 1% and Sales Tax at the rate of 16% is paid
by trading export business at the time of procuring goods for exports. These
taxes are technically supposed to be refunded by the Government as exports
are zero rated. However, existing rules and procedures for refund of this
amount are such, that it almost becomes impossible to obtain refund within
any reasonable time. Such refunds are blocked for months and years and the
working capital of trading export businesses finally dries up.
There is no denying the fact that the export potential of small scale manufacturers

needs to be realized. There is also no denying the fact that this potential can only be
realized through bridging the gap by trading export business. This is high time that the
Government realizes the usefulness of this arrangement. It is, therefore, proposed that the
Government may appreciate the concept of “Export Houses” and announces a special
scheme for promotion of this activity. The proposed scheme for Export Houses may have
the following features:
(i)

The “Export Houses” may be officially recognized for promotion of exports
by Trade Development Authority of Pakistan.

(ii)

The “Export Houses” in the Engineering Industry may be registered by the
Trade Development Authority of Pakistan on the recommendations of the
Engineering Development Board.

(iii)

The State Bank of Pakistan may recognize and treat “Export Houses” at par
with manufacturer-cum-exporter and extend benefits of all financial and
banking products and facilities like Export Refinance on equal basis.
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(iv)

The DTRE procedures as contained in Customs Rules, 2001 may be suitably
amended to treat registered “Export Houses” at par with manufacturer-cumexporter.

(v)

The withholding income tax rate for suppliers of goods and services to
registered “Export Houses” may be reduced to come at par with tax rate
applicable to exporters, so that manufacturers of exported goods through
“Export Houses” are also treated as exporters.

(vi)

Supplies by manufacturers to registered “Export Houses” may be treated as
sales tax zero rated and exempt from Special Excise Duty under the Sales Tax
and Federal Excise laws to avoid blockage of funds in the shape of unpaid
refunds.

(vii)

The “Export Houses” may submit Insurance Policies to the Government at the
time of registration to securitize the government revenue.

The recognition of “Export Houses” through a special scheme in this regard has to
be jointly managed by the Trade Development Authority of Pakistan, Engineering
Development Board and the Federal Board of Revenue. The following actions are to be
taken in this regard.
(i)

Trade Development Authority to notify the scheme for Export Houses in
consultation with the Engineering Development Board and Federal Board of
Revenue.

(ii)

The State Bank of Pakistan to notify that registered “Export Houses” shall be
treated at par with other manufacturers-cum-exporters.

(iii)

The Customs Wing of the Federal Board of Revenue to suitably amend
Customs Rules, 2001 to accept insurance policies instead of bank guarantees
in case of registered “Export Houses”.
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(iv)

The Direct Taxes Wing of the Federal Board of Revenue to suitably amend
the withholding Income Tax rates so that suppliers to registered “Export
Houses” are treated at par with exporters as far as withholding income tax is
concerned.

(v)

Indirect Tax Wing of Federal Board of Revenue to suitably amend zero rating
of Sales Tax laws and rules as well as Special Excise Duty laws and rules to
treat supplies to registered “Export Houses” as exports, and therefore treated
as such for charging of tax purposes.

Action By:
(i)

State Bank of Pakistan

(ii)

Federal Board of Revenue

(iii)

Trade Development Authority of Pakistan

Co-ordinators:
(i)

Proposed “National Engineering Exports Development Council”

(ii)

Engineering Development Board

Time Available:
(i)

For FBR actions: December 2010

(ii)

For TDAP actions: December 2010

(iii)

For SBP actions: December 2010
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6.2
Market Surveys and Information on Market Access
Information regarding any potential market is an important factor for determining
the possibility for putting in marketing and sales effort. Uptil now, exports of engineering
products from Pakistan to various markets in the world have been made on the basis of
random contact and bits & pieces of information available with the industry. No
organized effort has ever been made to do a proper market survey and analysis on the
basis of a focus lead approach to cover all aspects of the targeted market. Such aspects
can range from a macro economic analysis, cultural preferences, climatic conditions,
stage of market development, regulatory environment, industrial development, already
established trade linkages to a whole plethora of other aspects.
The Engineering Industry, as is known, is very diverse in its product range. The
various aspects of market research would figure out differently in respect of various
products depending on the market segmentation and end use of the product. Availability
of market and market access information can serve as a base for interested exporters of
engineering products to make out their own strategy, develop a marketing plan and make
entry in target markets. Unfortunately, the large number of players in Engineering
Industry are small to medium scale and without managerial capability to collect such
information and to analyze it to be put into any use. They do not undertake any export
effort on the basis of organized planning and the existing exports are on the basis of
random contact and scattered bits of information. Simultaneously, Government of
Pakistan’s support organizations have also never thought of providing basic information
to existing and prospective exporters. No such reports were ever produced for the benefit
of Engineering Industry exporters.
Therefore, the participants of NEEDS exercise felt compelled to suggest to the
Government of Pakistan to undertake product group wise studies of the potential markets
(country/ region) so that basic information is made available to the industry in its bid to
plan and launch an organized export drive individually and collectively.
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Proposed Structure of Market Research Reports/ Information Need Analysis
Since a comprehensive approach is to be adopted, the information need can be
diverse and may include the following:(i)

General Macro Analysis:
a. Geographic.
b. Demographic.
c. Climatic.
d. Cultural.
e. Economic indicators (GDP, Per Capita Income, Income Distribution by
Classes, Income Distribution by Function, Spending Patterns, etc).
f. Political System.
g. Dispute Resolution System.
h. Literacy and Innovation Indexes.
i.

Stage of Industrial Development.

j.

Stage of Market Development.

k. Already established trade linkages.
l.

FTAs, RTAs, PTAs, Customs Union, etc and their relevance to Pakistani
exporters.

(ii)

Logistics:
a. Distance from Pakistan.
b. Air routes from Pakistan.
c. Sea routes from Pakistan.
d. Road routes from Pakistan.
e. Cultural similarities and differences.
f. Language barriers.
g. Diplomatic relations.
h. Banking channels.
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i.
(iii)

Visa requirements.

Product Group/ Category Analysis:
a. Is the product group/ category manufactured locally? How much?
b. Is the product group/ category imported? From where and how much?
c. Demand and demand growth of products.
d. Competition and complimentarity analysis with Pakistan.
e. Variations between Pakistani products and those available in host country.
Need for product improvement.
f. Import regulatory regime.
g. Import related tariffs and taxes.
h. Technical barriers against imports (NTBs).
i.

Safety and Quality Standards.

j.

Prescribed energy efficiency standards or minimum energy performance
standards.

k. Labelling requirements.
l.
(iv)

Certification requirements.

Market Analysis:
a. State of market development and sales channels.
b. Gap analysis of the product group/ category. Space available.
c. Entry barriers for the product group/ category and how to overcome them.
d. Absorption capacity of the market for product group/ category.
e. Consumer preferences for product group/ category.
f. Trade preferences for product group/ category.
g. Competition analysis with other exporting countries.
h. Competition analysis with domestic manufacturers.

(v)

How to start a business and develop channels
a. Legal framework relating to establishing a business, marketing office,
subsidiary, sales and service setup, appointment of agents, etc.
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b. Business and common practices relating to establishing a business,
marketing office, subsidiary, sales and services setup, appointment of
agents, etc.
The preparation of reports requires trained & professional research manpower,
administrative support, logistical support and financial resources. Although, trained and
professional research manpower is available locally, the administrative, logistical and
financial resources need to be made available either out of government funding, export
development surcharge, technical assistance or support from multilateral development
institutions or donor agencies. The Engineering Development Board and proposed
“National Engineering Export Development Council” are proposed to be the lead
organizations in this regard.
A report pertaining to an individual product, product group/ category or a class of
products has to be prepared for targeted markets which may be a single country, a trading
block of countries or any other grouping of countries depending on multiple factors.
Once, such reports are made available to the Engineering Industry of Pakistan these (i)
would provide inducement to manufacturers to think globally and (ii) would enable them
to plan their actions for exports on individual and collective basis.
Actions By:
(i)

Engineering Development Board

(ii)

Proposed National Engineering Export Development Council

Co-ordinators:
(i)

Engineering Development Board

(ii)

Proposed National Engineering Export Development Council

Funding:
(i)

Government of Pakistan
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(ii)

Export Development Surcharge

(iii)

Technical Assistance from multilateral development institutions or donor
agencies

Time Available:
(i)

Work to start immediately.

(ii)

All studies to be completed within two years.

(iii)

All studies to be updated on yearly basis as a continuous work.

Engineering Development Board

111

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

6.3
Trade Fairs/ Exhibitions
Trade fairs are regarded as round abouts on road map of the world trade. They
have evolved over the trading history of mankind and have finally reached their current
shape. Trade fairs, at times, are general in nature. However, the specialized/ industry
specific trade fairs have gained importance recently and are more popular especially in
Engineering Industry. They are not only important for marketing, sales and sourcing of
products but also for other reasons. Manufacturers, traders, technology providers &
seekers, etc get around each other for sharing of knowledge, experience, perceptions, etc.
They interact and know about products, technologies, innovations and markets not
already known to them. The learning experience of all those who attend trade fairs has
mostly been rewarding. The best rewards have been in the shape of overcoming of fears
of the unknown markets. The best learning has been in knowing the ways in which world
players conduct their business and present their products. Even some of the investment
and joint venture decisions are bred in these trade fairs. Precisely, this is why exporters
from around the world spend time, money and effort to prepare and attend trade fairs.
However, trade fairs remain open ended pursuits where uncertainties and opportunities
equally present themselves.
Over the history of Pakistan the attendance of trade fairs by the Engineering
Industry can only be termed as low key. For a long time, there was no tendency to attend
trade fairs. A slight change came in late eighties and nineties when the Engineering
Industry went out to trade fairs for sourcing but not marketing of their products. A few
who attended for marketing had no experience, were ill-prepared and had only a luke
warm show. The situation, however, changed when Engineering Development Board
with the help of Trade Development Authority of Pakistan organized participation in
trade fairs (Hannover, etc). The Engineering Development Board could help the
exhibitors in preparing for meaningful participation by way of coaching to get proper
brochures/ catalogues printed, prepare proper samples, assistance in negotiations and in
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organizing the “Pakistan Pavilion”. The resources made available by Trade Development
Authority and Pakistan Industrial Development Corporation became very handy and
useful. As a result of attendance by Engineering Industry in specialized trade fairs/
exhibitions, the industry gained confidence and experience. The attending exhibitors were
also able to secure export orders and even becoming part of global value chain as
component suppliers. The Engineering Development Board and the Engineering Industry
were also able to develop trust with each other for continuation of their efforts in future.
The specialized trade fairs/ exhibitions for Engineering Industry are now
considered an important activity by the industry and continued attendance is considered
important for boosting exports of engineering sector. The continuity of support from
Governmental agencies can foster this outward looking culture so that new vistas of
opportunity are opened up for industry. The continued support is also necessary because
for small and medium scale manufacturers/ exporters it is impossible to individually bear
the cost of attending and manage logistics. Of course, they can share only a part of costs
and matching grant or sharing of expenses can be borne by the Government. Moreover, if
they operate as a group under an umbrella provided by the Government, logistics become
easy and they are able to put up a better show for an improved image of Pakistan and
Pakistani products. The Engineering Industry need to attend the following exhibitions on
regular basis:
(i)

Hannover Messe, Germany

(ii)

Midest, France

(iii)

MEC SPE, Italy

(iv)

Lighting & Middle East Electricity, Dubai

(v)

Medica, Germany

(vi)

Maison & Object, France

(vii)

WIRE, Germany

(viii)

Tube, Germany

(ix)

Agritechnica, Germany
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(x)

EIMA & EIMA Gardening, Turkey

(xi)

SAITEX, South Africa

(xii)

Johannesburg International Motor Show, South Africa

(xiii)

ELENEX, South Africa

(xiv)

Auto Expo, Kenya

(xv)

Kenya Trade Expo, Kenya

(xvi)

Jihaz Manzil, Morocco

(xvii) SISTEP, Morocco
(xviii) Alger Industries, Algeria
(xix)

Equip Auto, Algeria

(xx)

Foire International De Sfax, Tunisia

(xxi)

Expomed, Turkey

(xxii) Meditex, Bangladesh
(xxiii) Info Dental, Germany
(xxiv) Iran International Auto Parts, Iran
(xxv) Tendence Lifestyle, Germany
Considering the above, the Engineering Industry is of unanimous opinion that the
responsibility for work relating to Engineering Industry Trade Fairs/ Exhibitions may be
given to Engineering Development Board and the proposed “National Engineering
Exports Development Council” as the expertise and knowledge available with these
organizations about the Engineering Industry and its value chain would prove highly
instrumental in achieving maximum results. It is also proposed that Trade Development
Authority may extend its full co-operation to Engineering Development Board and
Engineering Industry, in this regard.
Actions By:
(i)

Ministry of Commerce

(ii)

Trade Development Authority of Pakistan
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(iii)

Engineering Development Board

(iv)

Proposed Engineering Export Development Council

Co-ordination By:
(i)

Engineering Development Board

(ii)

Proposed National Engineering Exports Development Council

Funding By:
(i)

Out of Export Development Surcharge collected on exports made by
Engineering Industry.

(ii)

Out of funds allocated to Engineering Development Board for this purpose.

Time Available:
(i)

Immediate
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6.4
Trade Delegations/ Single Country Exhibitions
Trade delegations and single country exhibitions are targeted marketing and sales
missions. These are taken up after doing advance research on the target market, selection
of products, selection and advance contact with likely buyer and with diplomatic and
government support. Usually a Government Minister or a high level official leads such
missions. These activities invariably involve the governments, diplomatic missions,
chambers & other trade associations and individual businesses of the host country. These
are, therefore, considered as an effective tool for relationship building. Although, certain
limitations are attached to such missions, such as limited scope of exposure, limited
display of products, limited publicity, etc but they do provide greater focus within their
narrow scope. Such visits bring more knowledge about host country’s market, regulatory
environment and government & institutional approach to build long term contacts and
trade relations.
While making a selection for destinations, normally those markets are preferred
which are relatively less exposed to visiting country’s trade and industry but otherwise
offer potential of development and growth of exports. A competition and
complimentarity analysis helps in identifying such markets. For Pakistan’s Engineering
Industry in particular, most of the African markets are new and less heard of. Due to a
small & narrow manufacturing base, low technology level & affordability issues and on
account of need to move forward many of such markets hold a lot of promise and
potential for Pakistan’s Engineering Industry.
The barriers and challenges, however, await in less developed markets.
Weaknesses of such markets like under developed banking sector, institutional
immaturity, inaccuracies of trade data & statistics and relatively less established business
practices can only be overcome through missions having institutional support and
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backing. The contacts made by participants of trade delegations can be further
strengthened through successive visits and exchanges.
To have better results of trade delegations, a small exhibition of samples,
brochures and catalogues is preferred at the Chamber of Commerce and Industry, thereby
enabling matchmaking meetings and follow up visits, etc. Separate visits to large buying
houses also help in achieving the objectives. There is also a need to develop a calendar
for such visits in consultation with Engineering Industry based on market study and
analysis and thereby providing them sufficient time to prepare. Soon after the visit, a
follow up strategy needs to be discussed and planned in order to further pursue the
contacts made and to fulfil the procedural and regulatory requirements for export to such
markets on sustainable basis.
As mentioned earlier, the unexplored and upcoming African markets hold a lot of
potential and promise for exports by Pakistan’s Engineering Industry. Trade delegations
are considered an ideal instrument for probing and entering these markets. After a careful
selection of products, collection of information on target country market, proper planning
& preparation of brochures, catalogues & samples and organizing the visit through
government to government interaction, trade delegations from Engineering Industry
should visit African markets. The outcome of such visits could be high if proper follow
up plan is drawn and implemented.
Actions By:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Export Development Council.

Co-ordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.
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Funding:
(i)

Part financed by the Engineering Industry going as part of Trade Delegation.

(ii)

Partly financed out of Export Development Surcharge collected from exports
made by Engineering Industry.

(iii)

Out of funds made available to Engineering Development Board for this
purpose.

Time Available:
(i)

Preparation to start immediately.

(ii)

At least four visits every year for the next five years.
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7
Investment and Finance
7.1 Investment Need Analysis
7.2 Engineering Industry Venture
Capital Fund Management
Company
7.3 EXIM Bank of Pakistan
7.4 Export Credit Insurance
Corporation of Pakistan
7.5 Export Refinance

Engineering Development Board

119

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

7.1
Investment Needs for Achieving Export Targets
As per the adopted Vision and Mission statements of “National Engineering
Export Development Strategy” an export target of US$ 10 billion is to be crossed by the
15th year in 2026-27. This is a tall order and a difficult one. The Engineering Industry has
opted to accept it as a challenge. In order to meet it, it needs to restructure itself, acquire
new skills, upgrade technology and above all to invest in productive assets. All this needs
financial capital to be invested and employed with a clear cut objective. The capability of
the Engineering Industry to absorb this capital investment also needs to be kept in mind.
Keeping the existing state of affairs in mind, the capital investments may be low, but as
the absorption capacity of the Engineering Industry increases, more and more capital
would need to employed to continuously increase and upgrade the production/
manufacturing infrastructure. The investment need analysis was done with these basic
assumptions and constraints in mind as well as the immediate and recurring needs of the
Engineering Industry. The yearly capital investment need of the industry is given in the
Table 7.1.1.
The investment targets as indicated in the Table 7.1.1 may appear small in the
initial years but as the Table progresses, investment targets become very ambitious. This
is because of initial lower level of absorption capacity by the industry. As this capacity
increases, the investment at higher levels would become possible. The ambitious part also
may look too ambitious. So are the export targets and only through an ambitions
investment outlay, production capacities can be created and tall export targets can be
achieved. It may be noted that this investment is needed only to cater to the export needs
and not for domestic needs. It may also be noted that the projected figurers in the Table
above only pertain to the funding needs through banking system and the project equity
share by the industry would be contributed by the Engineering Industry itself. Since, the
investment is totally directed for exports, it is proposed that the investment may come out
of “Long Term Financing Facility” scheme for exporters offered by the State Bank of
Pakistan on concessional rates.
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Table 7.1.1
Projected Investment Needs of Engineering Industry
Sr. No.

Year

Projected
Exports (US$
Million)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

2010-11
2011-12
2012-13
2013-14
2014-15
2015-16
2016-17
2017-18
2018-19
2019-20
2020-21
2021-22
2022-23
2023-24
2024-25
2025-26
2026-27

935
1,020
1,120
1,245
1,400
1,580
1,800
2,050
2,375
2,780
3,280
3,900
4,680
5,660
6,900
8,500
10,540

Additional
Investment
Needs (US$
Million)
60
66
80
100
125
150
180
210
260
325
400
495
610
775
1,000
1,250
1,600

Additional
Investment Need
(PKR Million)
5,100
5,610
6,800
8,500
10,625
12,750
15,300
17,850
22,100
27,625
34,000
42,075
51,850
65,875
85,000
106,250
136,000

To ensure that the needs of Engineering Industry are met, the State Bank of
Pakistan may earmark this minimum level amount out of LTFF exclusively for
Engineering Industry. This facility can also be offered through the proposed “Exim Bank
of Pakistan” or pending its establishment, existing banking channels can be utilized.
Actions to be taken are as follows:
(i)

Provision of a minimum of projected investment need in the Table above out
of Long Term Financing Facility for the Engineering Industry exporters at
concessional rates.

(ii)

The additional provision of projected investment may be earmarked
exclusively for disbursement to Engineering Industry.
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Actions By:
(i)

Ministry of Finance.

(ii)

State Bank of Pakistan.

Co-ordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Time Available:
Work to start immediately. Announcement to be made in budget speech 2010.
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7.2
Engineering Industry Venture Capital Fund Management
Company
The investment environment of Engineering Industry is peculiar to itself. The
kinds of investments needed to realize the vision and complete the Mission of NEEDS
exercise would mean venturing into businesses and projects not experienced before.
Investments would be needed on new ideas, new production facilities, new technologies,
new products and new services. These investments may hold the promise of high yields
of profits but would be considered potentially high risk until the pioneering work proves
itself to be successful. Capital resources needed to start such projects and to sustain them
through initial incubation period are usually not available through traditional sources of
funding, especially the banking system. Even if, the banking system is ready for funding
(least likely), the demand of securitizing the loans through acceptable collateral cannot
always be met. More so, the cost of funding is currently so high that only this by itself
would be sufficient to fail the project in the incubation period.
The need to promote new ideas, new production facilities, new technologies, new
products and new services is essential like a life saving drug; is immediate as if we were
to do it much earlier and are already late; and urgent as we cannot move forward without
it. The calculated and hedged risk taking has to be induced and promoted to make the
Engineering Industry agile and buoyant in its behaviour and outlook. One way of
achieving the objective could be the use of investment instrument commonly known as
“Venture Capital”. Born in the capitalist economies, it has evolved into various structures
and shapes. In the capitalist economies there are three types of venture capital funds,
namely: (i) VC Funds by angel investors; (ii) VC subsidiaries of Financial Corporations;
and (iii) VC Funds operated by private investors. In some other economies venture
capital funds are run by Governments as development activity to provide needed
investment in sectors where funding is not otherwise available through regular channels.
Governments have also used venture capital funds for socio-economic benefits. The use
of government run venture capital funds has picked up pace in some European and Asian
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countries. Where the Government run VCFs are not operating, the Governments have
otherwise adopted policies to foster and nurture these funds through easy regulations and
tax breaks. The Venture Capital companies, in fact provide more than just the funding
need for investment. They also provide project management assistance, mentoring, hand
holding, monitoring and above all providing credibility in the market place. Therefore,
their role becomes crucial in the success of new ventures.
The experience of venture capital funds in Pakistan has not been so good. There
are a total of five venture capital fund companies in Pakistan, out of which two had not
come into operation. The other three have also not met with any success. The two papers
produced by CSF of USAID namely: (i) Venture Capital Action Agenda; and (ii) Venture
Capital in Pakistan, clearly spell out the reasons due to which the venture capital fund
culture could not flourish in Pakistan. The Securities and Exchange Commission of
Pakistan probably needs some rethinking and needs to look into “The Private Equity and
Venture Capital Fund Regulations, 2008” which according to a private sector expert
“have put a straight jacket on risks for the promotion of whom, these were intended”. A
real venture capitalist would probably draw agreements under the “Contracts Act” rather
than operate under above mentioned regulations. Therefore, a revision of the regulations
to bring them in line with international best practices is considered necessary to make this
important investment instrument a success in Pakistan.
The case for a government funded Venture Capital Fund in Pakistan is equally
important. Such funds have operated successfully in India, China and a few European
countries. The government funded venture capital fund is, therefore, proposed to be
targeted and for specified activities. The salient features of the VC Fund are proposed to
be as follows:
(i)

An “Engineering Industry Venture Capital Fund Management Company” may
be established to exclusively serve the needs of Engineering Industry. India
and China already have such industry specific VC Funds.
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(ii)

Either the existing rules may be relaxed for the operation of this Company or
separate rules may be framed wherein there are no financial limits on capital
holding, financing, etc.

(iii)

The company may provide VC Funds for the following activities:(a) Common Facilities Centre establishment.
(b) Testing laboratories and Certification Centres establishment.
(c) Technical and managerial skill imparting and up gradation institution
establishment.
(d) Design Centre establishment.
(e) Technology acquisition for new and existing projects.
(f) Productive asset acquisition for new and existing projects.
(g) Research and development for new products and improvement in existing
products.

(iv)

The company may not discriminate between large or small sized ventures.

(v)

The basic funds for the company may be provided by the Government of
Pakistan. Alternatively, funds may be arranged through multilateral
development institutions.

(vi)

The Company may be managed through professionals and controlled through
Private Public Partnership. The proposed “National Engineering Exports
Development Council” and Engineering Development Board may be
considered as necessary stakeholders.
The establishment of “Engineering Industry Venture Capital Fund Management

Company” as well as revision of Private Equity and Venture Capital Fund Regulations,
2008 is likely to promote the culture of venture funding in Pakistan on one hand and on
the other would go a long way in achieving the objectives of NEEDS exercise.
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As per the Income Tax laws, exemption on VC Fund incomes is due to expire in
2014. Most probably, it could expire even without benefitting any body. It is, therefore,
proposed that the Income Tax exemption may be extended upto 2025.
Action By:
(i)

Securities and Exchange Commission of Pakistan.

(ii)

Ministry of Finance.

(iii)

Federal Board of Revenue.

Co-ordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Funding:
(i)

Government of Pakistan.

(ii)

Multilateral Development Institutions.

Time Available:
(i)

Work to start immediately.

(ii)

Revision of regulations by SECP by December, 2010.

(iii)

Engineering Industry Venture Capital Fund Management Company to be
established to become operational by June, 2011.

(iv)

Extension of Income Tax exemption upto year 2025 in budget 2010.
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7.3
EXIM Bank of Pakistan
Pakistan has a fairly developed commercial banking sector. Even at times of
crises, it has remained a healthy and thriving sector of the economy. The commercial
banking sector’s appetite for profits has lead it towards consumer related banking
products which are more lucrative as compared to the financing of engineering or export
sectors. However, its general attitude and dealings with Engineering Industry has always
been less than ideal or favourable. The lending criteria of the banks is so strict that it is
almost impossible to obtain credit for new project setup, expansions, working capital, etc.
There is apathy and lack of interest on their part as far as upcoming Engineering Industry
is concerned. On top of it, the lending rates are so high that the long gestation period
engineering project can only ill afford subscribing to such credit. The State Bank of
Pakistan has announced and implemented two schemes namely “Export Refinance” and
“Long Term Financing Facility” for exporters. These funds are released through
commercial banks. The Engineering Industry can hardly avail these facilities as
commercial banks have inclination towards textile and other traditional sectors for some
reasons. Coupled with above, the lack of focus and expertise on Engineering Industry by
the commercial banking sector creates a financial draught like situation for it.
Under the circumstances there is a need to have a financial institution dedicated to
exports alone. More financial products can be developed and offered to exporters in this
regard. As far as special treatment of Engineering Industry is concerned, the proposed
financial institution should at least have sectoral distribution on the basis of last year’s
export performance by that sector.
It is, therefore, proposed that a financial institution may be established with the
name and style of “Exim Bank of Pakistan” for providing financial services and
assistance to exporters and imports for export purposes, and for functioning as the
principal financial institution in this regard. The proposed Exim Bank of Pakistan shall be
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the leader and also shall co-ordinate the working of institutions engaged in providing
financial services and assistance to exporters and imports for export purposes. The
proposed Exim Bank of Pakistan shall promote country’s international trade and for
matters connected therewith or incidental thereto. The broad objectives and functions of
the proposed Bank shall be as follow:
1) The Bank may have a clear cut focus and expertise relating to exports and imports
for exports.
2) The Bank may grant loans and advances by itself or in participation with any bank
or financial institution in Pakistan and outside Pakistan for the purpose of
facilitating exports of Pakistan origin goods and services.
3) The Bank may function as the principal financial institution for coordinating the
working of institutions engaged in financing of the exports and imports for export
purpose.
4) The Bank may grant loans and advances to other scheduled banks, any other bank
or financial institution by way of refinance of loans and advances granted by it for
purpose of exports or imports for export purpose.
5) The Bank may issue bid bonds or guarantees in or outside Pakistan.
6) The Bank may accept, collect, discount, re-discount, purchase, sell or negotiate in
or outside Pakistan, bills of exchange or promissory notes arising out of
transactions relating to exports or imports for export purpose.
7) The Bank may grant, open, issue, confirm or endorse letters of credit and
negotiate or collect bills or other documents drawn there under.
8) The Bank may offer project finance, equipment finance, technology and related
services finance, export product development finance, research and development
finance, and general corporate finance.
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9) The Bank may manage special schemes like Export Refinance and Long Term
Financing Facility, etc.
10) The Bank may undertake any transaction involving a combination of government
to government and commercial credit for purposes of exports or imports for
export purpose.
11) The Bank may finance exports or import of machinery for exports by intending
manufacturing concerns.
12) The Bank may buy or sell off, or enter into such other dealings in foreign
exchange, as may be necessary for the discharge of its functions.
13) Any other function incidental or ancillary to the meeting of overall objectives of
the Bank.
The establishment of a specialized financial institution like the proposed “Exim
Bank of Pakistan” is to be managed by the Ministry of Finance and State Bank of
Pakistan. During the NEEDS exercise, it was learnt that one such institution was under
consideration but due to some reasons, the proposal has been delayed or shelved which is
not understandable. The need for such a specialized financial institution has never been
more. The establishment of proposed “Exim Bank of Pakistan” needs to be facilitated by
the Ministry of Finance and State Bank of Pakistan. Actions to be taken are as follow:
(i)

The Ministry of Finance and State Bank of Pakistan may bring out the long
delayed proposal for establishment of Exim Bank of Pakistan.

(ii)

A clear cut message be sent to exporters specially those in Engineering
Industry that the Government of Pakistan is out to support their effort.
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Actions By:
(i)

Ministry of Finance.

(ii)

State Bank of Pakistan.

Co-coordinators:
(i)

Proposed National Engineering Exports Development Council.

(ii)

Engineering Development Board.

Time available:
(i)

Work to start immediately. Announcement to be made in budget 2010. Bank
to start/functioning in on year.
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7.4
Export Credit Insurance Corporation of Pakistan
Insurance and related services are always considered a necessary back up support
for exports especially of Engineering Industry for which the risk factor is at times greater
as compared to other exporting sectors. The exporters of engineering goods need to be
protected against credit risk losses in export of goods and services under short, medium
and long terms. The protection against unforeseen losses which may arise out of
international economic or political shocks need to be covered. Also, risks linked to
foreign exchange conversion rate fluctuations are to be covered through insurance
services. Above all, they need risk covers in respect of bid bonds and performance
guarantees.
Export financing has always remained a major issue for the Engineering Industry
of Pakistan. The lending criterion followed by the Commercial Banks with heavy
demands of collateral make it impossible for Engineering Industry to tap into the banking
institutions. This coupled with the historical bias of financial institutions in favour of
textile and other traditional sectors and tight rationing of credit literally creates a financial
drought like situation. However, non-availability of collateral to meet the lending
criterions of financial institutions remains the biggest impediment on the way to making
financing available to engineering sector. In this situation the government has to do fresh
thinking and come up with solutions to facilitate flow of financing towards engineering
export sector. A solution is replacing collateral requirement with an insurance cover. The
availability of insurance cover in lieu of collateral for export credit and other trade related
financial services, therefore, assumes prime importance.
A review of the international best practices, especially those of comparable
economies does indicate that economies which are currently more developed than
Pakistan, introduced insurance schemes to securitize loans to serve the needs of export
sectors, when they faced issues similar to those currently faced by Pakistan. Also, a

Engineering Development Board

131

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

number of countries which are currently at the similar stage of development as that of
Pakistan have introduced export credit insurance schemes.
It is high time that the Government of Pakistan also introduces similar schemes to
facilitate exporters, especially of Engineering Industry. This can be done through
establishment of “Export Credit Insurance Corporation of Pakistan” on the same lines as
those of “State Life Insurance Corporation of Pakistan” and “National Insurance
Company Limited”. The proposed “Export Credit Insurance Corporation of Pakistan”
may be established in Public-Private partnership with clear cut and well defined mandate
and objectives.
The following are proposed to be the objectives of the Corporation:(i)

To facilitate and boost performance of exporting sectors of Pakistan.

(ii)

To protect exporters through credit insurance covers against credit risk losses
in export of goods and services under short, medium and long term.

(iii)

To facilitate availability of adequate bank finance to exporters by providing
export credit insurance and securitization to bankers at competitive rates thus
reducing pressure on exporters to provide collateral.

(iv)

To provide risk cover against bid bonds, performance bonds, etc.

(v)

To protect exporters against unforeseen losses, which may arise due to failure
of the buyer, bank or problems faced by the country of the buyer by providing
cost effective credit insurance covers in the form of Policy.

(vi)

To provide foreign exchange conversion rate fluctuation covers to exporters to
protect them in respect of their exchange losses under medium and long term
exports.
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(vii)

To develop further insurance services and products in line with international
best practices.

The insurance business in Pakistan is regulated by the Insurance wing of the
Ministry of Commerce. The private insurance companies are regulated by the Securities
and Exchange Commission of Pakistan. The establishment of proposed “Export Credit
Insurance Corporation of Pakistan” has to be facilitated through these organizations.
Actions to be taken are as follows:(i)

The Ministry of Commerce to initiate the process of establishment of
proposed “Export Credit Insurance Corporation of Pakistan”.

(ii)

A consortium of private sector insurance companies may be created to
work as managing partner for the proposed corporation as it may operate
as “Public-Private Partnership” to achieve optimum results.

(iii)

The initial funding for the proposed corporation may be taken out of
Federal Insurance Fund currently held by the Ministry of Commerce and
lying unutilized. Alternately, the initial funding can be provided out of
profits of State Life Insurance Company Limited and National Insurance
Company Limited who can become stakeholders in the proposed new
corporation.

(iv)

Securities and Exchange Commission of Pakistan to oversee the
establishment of proposed corporation to ensure a speedy and timely
creation of this important institution.

Actions By:
(i)

Ministry of Commerce, Government of Pakistan.

(ii)

Securities and Exchange Commission of Pakistan.
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Co-ordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Time Available:

(i)

Work to start immediately. To be completed by 30th June, 2011.

(ii)

Announcement may be made by Ministry of Commerce in Trade Policy
Speech, 2010.
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7.5
Export Refinance
The State Bank of Pakistan has issued and is operating Export Refinance Scheme
to provide credit to exporters and indirect exporters at concessionary rate of mark up as
otherwise general rate of mark up available from commercial banks is prohibitively high.
This scheme is operated through commercial banks which extend export refinance
according to their own lending criteria which most of the time is discouragingly tough.
Moreover, the Engineering Industry has faced issues in the operation of this scheme, as
listed below:(i)

The branches of commercial banks are not usually equipped with enough
expertise to handle export refinance business. They are more interested in
deposits and personal loans, where their performance is judged.

(ii)

The knowledge base within commercial banks regarding dynamics and
working of Engineering Industry is quite weak. The commercial banks usually
regard Engineering Industry as high risk area.

(iii)

The commercial banks had traditionally dealt with textiles and commodities
and have developed expertise and linkages over a long period of time.
Therefore, it is natural inclination on their part to do business in sectors where
they have linkages. Resultantly, most of the export refinance facility
appropriated by the State Bank of Pakistan flows in that direction and very
little is left for Engineering Industry.

(iv)

The manner, in which export refinance scheme is designed, is suitable only to
the traditional export sectors and commodities. It is not at all suitable for the
needs of the Engineering Industry.
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(v)

Under the scheme, the facility is available for 180 days. Probably, the
traditional export sectors and commodities can manage exporting within this
time. But for the heavy engineering sub-sector supplying machinery and
equipment for plant setups and infrastructural projects, the time is too short as
the manufacturing time is long. Both the direct and indirect exporter face this
issue. At times, they have to pay penalties or request for waivers.

(vi)

In part II of the scheme, it is prescribed that revolving facility would be
available on one half of the previous year export performance in respect of
eligible commodities. The Engineering Industry which plans to achieve export
growth at exponential basis, condition of half of last years export performance
seems illogical.

The above situation needs to be rectified to facilitate exports by Engineering Industry.
The proposals are as follow:(i)

State Bank of Pakistan must advise the commercial banks to develop expertise
in all the sectors of economy and arrange for due expertise to handle export
business, especially for the Engineering Industry.

(ii)

At least 20% of the funds available in export refinance scheme may be
allocated for Engineering Industry. State Bank of Pakistan may issue
necessary instructions in this regard.

(iii)

The time limit of 180 days may be extended to 365 days for heavy
engineering sector.

(iv)

In Part II of the scheme, revolving funds may be allocated on the basis of one
hundred percent of last year’s performance in case of heavy engineering
sector.
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Action By:
(i)

State Bank of Pakistan.

(ii)

Commercial Banks.

Co-ordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Time Available:
(i)

Immediate.

Engineering Development Board

137

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

8
Fiscal and Regulatory Regimes
8.1 EPO: Export to Afghanistan and CARs.
8.2 Occupying Domestic Space for Enabling
Exports.
8.3 Withholding Income Tax on Exports
8.4 Levy

of

Federal

Excise

Duty

on

Technology Acquisition
8.5 Zero rating of Sales Tax on Exports

Engineering Development Board

138

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

8.1
Export Policy Order: Exports to Afghanistan and through
Afghanistan to Central Asian Republics
Engineering Industry exports to Afghanistan and through Afghanistan to Central
Asian Republics are substantial through formal as well as informal channels. Afghanistan
by itself is an important market. One it is land logged and secondly the Pakistani industry
has long standing and traditional linkages in the economy of this country. The size of the
informal trade may even be bigger than the formal trade (exports) of Pakistan’s
Engineering Industry. This export trade has gone on through informal channels even at
the height of war there. With the rising expectation of peace in Afghanistan, the markets
of Central Asian Republics also present themselves as potential markets.
Para 7 of the Export Policy Order, 2009 issued by the Ministry of Commerce
deals with the regulatory framework provided for exports to Afghanistan and through
Afghanistan to Central Asian Republics. The paragraph has been amended repeatedly
over the past may years. Because of successive amendments, the paragraph has lost
coherence and is open to multiple interpretations. There are voids and repetitions in the
phraseology of this para which need to be corrected. Considering the fact that informal
trade between Pakistan and Afghanistan need to be converted into formal trade and to
remove infirmities, the para 7 have been rewritten as produced below:“7. Export to Afghanistan and through Afghanistan to Central Asian Republics:1) In Pak Rupees:- Subject to provisions of sub-paragraph (1) of paragraph 4, export of
all commodities produced or manufactured in Pakistan, excluding those produced or
manufactured under various schemes enumerated in Chapter XII of Customs Rules, 2001
issued under SRO 450(I)/2001 dated 18th June, 2001 or under any bond to produce/
manufacture for export, shall be allowed via land route or by air, against Pak-rupees on
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filing of regular customs documents without form ‘E’, subject to the condition that such
exports shall not be entitled to
(i)

Zero rating of Sales Tax on taxable goods;

(ii)

Refund of Sales Tax;

(iii)

Rebate of Central Excise Duty; and

(iv)

Repayment or drawback of Customs Duty.

2) In Convertible Currency:- Subject to the provisions of sub-paragraph (1) of
paragraph 4 and Schedule III all goods produced or manufactured in Pakistan, shall be
allowed via land route or by air against irrevocable letters of credit, confirmed orders on
realization of export proceeds through banking channel or advance payment, in
convertible currency and shall be allowed:
(i)

Zero rating of Sales Tax ( wherever applicable);

(ii)

Refund of Sales Tax (wherever applicable);

(iii)

Rebate of Central Excise Duty (wherever applicable); and

(iv)

Repayment of drawback of Customs Duty (wherever applicable).

Provided that zero rating/ refund of Sales Tax, rebate of Federal Excise Duty and
repayment/ drawback of Customs Duty shall not be allowed on export of vegetable ghee
and cooking oil.
The export under this provision shall be subject to the following conditions, namely:a) The proof that goods exported from Pakistan have reached Afghanistan will be
verified on the basis of copy of import clearance documents by Afghan Customs
Authorities across the border:
Provided that this condition shall not apply to exports made to international
Security Assistance Force (ISAF) and Defence Logistic Support Centre (DLSC) in
Afghanistan. To claim the facility of zero rating/ refund of Sales Tax or duty
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drawback/ repayment of Customs duty as well as Federal Excise Duty refund
against goods exported to ISAF and DLSC, the relevant authorities will allow
processing on the basis of receipts issued by the Afghan offices of these agencies
confirming that they have received the goods. The receipt will be reconfirmed by
the representatives of these agencies in Pakistan.
Provided further that export made to International Security Assistance Force
(ISAF) and Defence Energy Support Centre (DESC) may be made on deferred
payment basis, without opening of Letter of Credit, subject to the following
conditions, namely
i.

The waiver shall be applicable strictly to exports made to ISAF and
DESC;

ii.

Shipments to ISAF and DESC are made by their authorized agents
duly endorsed by the ISAF and DESC receiving agent in Afghanistan;
and

iii.

Payment of foreign exchange is received within sixty days of shipment.

b) Packages or retail packing shall be prominently and indelibly be marked with the
expression “For Export Only”, and in case of international donor agencies “For
Export Only – supply for aid to Afghanistan (insignia of the organization) – not
for sale in Pakistan”.
c) Export shall be allowed only through authorized export land routes i.e. Torkham,
Chaman, Ghulam Khan (for export of cement only) and Qamar Uddin Karez
(when it becomes operational).
d) Export of goods produced or manufactured under schemes enumerated under
Chapter XII of the Customs Rules, 2001, issued vide SRO 450(I)/2001 dated 18th
June, 2001 or under any bond to produce/ manufacture for export shall be
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allowed under normal procedure. However, export of vegetable ghee and cooking
oil from such schemes or bonds shall not be allowed.
e) Zero rating/ refund of Sales Tax, repayment/ duty drawback of Customs Duty as
well as refund of federal excise duty against goods exported to ISAF and Defence
Logistics Agency may be allowed on production of receipts issued by the
aforementioned agencies confirming that they have received the goods. The
receipts will be reconfirmed by the representatives of these agencies located in
Pakistan. In case of deferred payment these shall be allowed afer receipt of
payment.
3) Exports By International Donor Agencies: - Export of such goods as are made by or
on behalf of UNHCR, World Food Programme, UNDP, UNFPA, ICRC, WHO, FAO,
UNICEF against international tenders, as relief goods to Afghanistan, shall be allowed
the facility of normal duty drawback against payment in convertible foreign currency,
through all standard modes of payment including letters of credit, advance payment and
DA/ DP basis.
4) Normal regime of facilities under the Sales Tax Act, 1990, The Federal Excise Act
2007 and Customs Act, 1969 shall remain available on exports to the Central Asian
Republics via Iran.
5) Export of narcotics and psychotropic substances and their precursor (including acetic
anhydride) to Afghanistan shall not be allowed.”
It is suggested that existing para 7 of Export Policy Order, 2009 issued by the
Ministry of Commerce may be substituted accordingly.
Action By:
(i)

Ministry of Commerce
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Co-ordination By:
(i)

Engineering Development Board

Time Available:
(i)

Trade Policy, 2010
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8.2
Occupying Domestic Space for Enabling Exports
The Heavy Engineering Industry, which otherwise remains the very back bone for
growth of various other sectors of economy, is faced with serious problems in the
domestic market place. Despite operating in a large market where public sector
procurement for development and infrastructure projects exceed Rs. 200 billion every
year, the Engineering Industry is yet to earn a respectable share. When it comes to heavy
industrial products, the local industry has a marginal share in public sector procurement.
This could be precisely the reason as to why heavy engineering sector could not expand
to achieve economies of scale in production, without which export price competitiveness
would remain a far cry. Despite the fact that heavy engineering goods industry has the
requisite knowledge, expertise, experience and productive assets to produce for national
needs, it was never allowed to do so. Unless, they are allowed to perform in the domestic
market, they cannot go global and export.
The industry has sufficiently demonstrated its capacity and capability to produce
goods such as high pressure steam boilers (used in power plants and other large projects),
pressure vessels, heat exchangers, power transformers, high tension cables, switch gears,
heavy duty pumps, large diameter pipes, valves, steel fabrication designing &
construction and many other heavy equipments for sugar, cement, power, chemical, oil &
gas and processing industry, etc. Few companies have all the requisite capabilities to
become EPC (Engineering, Procurement and Construction) companies, to integrate
various goods and services from within the country as well as foreign sourced to execute
large projects.
World experiences and more so of the developing economies of the region are
witness to the fact that their government’s deliberately created space for the domestic
companies and pursued the policies of support, protection and giving preference to them
against imports in state procurements. They created enabling policy framework to support
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their industry and implemented such policies consistently. They have been hedging the
risks of such entities through exchange rate cover, bid bonds and sureties through
national banks and prohibiting the state purchases of foreign origin goods, both in
national and international tenders.
In Pakistan, the engineering sector has been a constant victim of a strong tendency
of bypassing the government policies by the state itself, influential foreign mega
corporations and donor organizations. The circumvention of procedures, transparency
criteria and detailed disclosures policy and rules of PPRA (Public Procurement
Regulatory Authority) has rather been a routine. At numerous occasions, the government
has been pleased to waive off the “locally manufactured” clauses, to accommodate many
interests and allow imports with exemption from customs duty. This was done without
taking into consideration that without occupation of domestic market space the national
Engineering Industry would not be able to grow. Free flow of foreign origin goods was
always allowed into the country. Resultantly, many such local entities have now started
representing the big foreign firms to participate in public sector procurements, without
any benefit to the economy in terms of jobs, investment and exports. They have now been
encouraged by the fact that many procurement authorities have laid down the provisions
in the tender documents to encourage trading companies to supply without any
consideration to the origin of goods.
Interestingly, to encourage the setting up of new facilities in sectors such as retail
chains by foreign companies, poultry and horticulture, logistics and warehousing etc the
imported infrastructure (even prefabricated buildings) in the finished form has been
allowed free of Import Duty, WHIT and Sales Tax. On the other hand, the local
manufacturers are liable to pay all the duties and taxes on import of inputs as well as on
local supplies in terms of Customs Exemption SRO 575(I)/2006. In order to leverage the
local industry’s participation and sales to the public sector entities, government did issued
regulations vide a notification SRO 827(1)/2001 dated 03-12-2001. The said notification
is neither honoured nor is implemented or pursued by various government departments,
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despite it being in force. Meanwhile, the local industry is faced to sit with large idle
capacities.
To remove distortions in various policies of the government and to develop the
engineering sector on sustainable basis, following measures are proposed;
1

Create even playing field for the local engineering industry versus imports.
Distortions need to be removed where local industry is subjected to payment of
duty/taxes, while imports of finished goods are exempted under Customs and Sales
Tax exemption notification SRO575 (I)/2006 dated 05-06-2006

2

Government may conduct a detailed analysis of business environment for local
industry versus competitors and assess the need of an enabling policy mix to create
an environment for fair competition on urgent basis.

3

Implementation of SRO 827(I)/2001 dated 03-12-2001 across the board, with
fixation of responsibility on non implementing authorities.

4

Implementation of Power Policy 2002, in letter and spirit, with no duty exemption
allowed on import of locally manufactured goods as provided in the relevant
customs exemption notification. PPIB and FBR to ensure proper implementation.

5

Concessionary imports to strictly comply with the relevant Customs General Order
issued by FBR for eligibility of exemption.

Actions by:
(i)

PPRA and other Government Procurement agencies regarding SRO827(1)/2001
dated 03-12-2001.

(ii)

PPRA to ensure implementation of public sector procurement related rules,
procedure and regulations.
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(iii)

PPIB not to recommend the waiver of locally manufactured clause, in favour of
IPPs for eligibility of customs duty exemption.

(iv)

FBR to review SRO 575(1)/2001 dated 05-06-2001 for withdrawal of customs duty
and sales tax exemption on import of capital goods, machinery and equipment,
otherwise manufactured locally.

Co-ordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Time Available
(i)

FBR actions to be taken in budget 2010-11.

(ii)

Immediate directive for compliance to PPRA, Public Sector Departments and
PPIB.
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8.3
Withholding Income Tax on Exports
Section 154 of the Income Tax Ordinance, 2001 deals with withholding income
tax on exports which is to be deducted by the authorized dealers in foreign exchange at
the time of realization of foreign exchange proceeds on account of export of goods at the
rates specified in Division IV of Part III of the First Schedule to the Ordinance. As per
the Schedule, the rate at which tax is to be so deducted is 1% of the export proceeds. This
deduction is considered payment towards final liability of income tax.
Since, this deduction is mandatory and considered final payment, the exporters of
engineering products have to bear it even if they are exporting on marginal profits or
making a loss. Such situations of marginal profits or making a loss arise especially in
cases where market entry barriers are to be overcome through reduced first cost offers as
a marketing tool or through sunk investments in marketing and creating after sale service
setups. Even otherwise, if exports of products of Engineering Industry are to be
encouraged and promoted, the Government of Pakistan needs to extend all possible fiscal
incentives in this regard. Reduction in rate of withholding income tax out of realization of
foreign exchange proceeds of Engineering Industry exports would be a desirable step in
this direction. It is, therefore, proposed that Division IV of Part III of the First Schedule
to Income Tax Ordinance, 2001 may be suitably amended to reduce the rate of
withholding income tax to 0.50% on exports of Engineering Industry.
Action By:
(i)

Federal Board of Revenue (Direct Taxes Wing).

Coordination:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Time Available:
(i)

Budget, 2010.
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8.4
Levy of Federal Excise Duty on Technology Acquisition
The Federal Excise Act, 2005 levies federal excise duty on goods and services as
specified therein. Section 3 of the above mentioned Act specifies that subject to the
provisions of the Act and rules made there under, federal excise duties shall be levied and
collected in such manner as may be prescribed. Clause (d) of sub-section (1) of section 3
of the Act includes services in the purview and reads as follow:
“Services provided in Pakistan including the services originated outside but
rendered in Pakistan”
The scope of term “services” has been limited to such services as are specified in
chapter 98 of the First Schedule to the Customs Act, 1969. Further, the services
mentioned in First Schedule to the Federal Excise Act, 2005 are to be levied and charged
to federal excise duty at the rates, set forth therein. Sr. No. 11 of Table II of the First
Schedule of Federal Excise Act, 2005 reads as follow:
“11. Franchise Services

9823.0000

Ten percent of the charges”

Further, the term “franchise” has been legally defined in section 2 of the Federal
Excise Act, 2005 as follow:
“franchise” means an authority given by a franchiser under which the franchisee is
contractually or otherwise granted any right to produce, manufacture, sell or trade in or
do any other business actively in respect of goods or to provide service or to undertake
any process identified with franchiser against a fee or consideration including royalty or
technical fee, whether or not a trade mark, service mark, trade name, logo, brand name or
any such representation or symbol, as the case may be, is involved”.
This means that any technology transfer agreement, purchase of technical data,
purchase of designs, procurement of drawings, franchise for using brands, logos & names
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for international acceptance or any other such activity in pursuance of technology
acquisition which needs to be done for technology up gradation of Engineering Industry
against a financial consideration has become liable to federal excise duty at the rate of
10% of the charges. Like wise, if any of the above mentioned services are performed
within Pakistan whether for operations in Pakistan or exports abroad, those also become
liable to federal excise duty at the rate of 10%. In the back drop of importance of
technology acquisition from abroad, provision of engineering services within Pakistan or
export of these services abroad, imposition of federal excise duty seems counter
productive and illogical. A country which is already deficient in technologies for
production of engineering goods, imposition of FE duty is like taxing knowledge,
development, growth and exports.
Perhaps the framers of Federal Excise Act, 2005 only had fast food restaurants
and alike services in their view and the possibility of taxing technology did not cross
them, otherwise they could never had imposed F.E duty in this manner. The Engineering
Industry of Pakistan have been agitating against this front loading of costs as well as
recurring costs on acquiring technological know how as they perceive it as anti growth,
anti investment and anti exports.
It is suggested that the procurement of services by Engineering Industry as
defined within the scope of the term “franchise” as mentioned earlier in this chapter, may
be exempted from levy of federal excise duty. It has caused enough damage to the
Engineering Industry already and cannot be afforded further.
Action By:
(i)

Federal Board of Revenue.

(ii)

Ministry of Finance.
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Co-ordination By:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Time Available:
(i)

Budget, 2010.
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8.5
Zero Rating of Sales Tax on Exports
All goods exported, including products of Engineering Industry of Pakistan, are
charged to sales tax at the rate of zero percent. Such exports are termed as zero rated
supplies. The legal cover for zero rating is provided under section 4 of the Sales Tax Act,
1990. The intent of law and the declared policy of the Government of Pakistan are very
clear. However, the procedures and practices adopted to ensure zero rating on export
supplies create problems. As per the existing procedures, the engineering industry pays
sales tax on import or local procurements of input materials needed for the manufacture
of export goods. Such payment of sales tax becomes input tax and is to be claimed as
such in the next monthly sales tax return for the tax period (month). On making of
exports/ zero rated supply an invoice showing the tax charged as zero is shown with zero
output tax. Since, the tax liability turns out to be in the negative, the excess of input tax is
carried forward for the next tax period or is claimed as refund. This is where the problem
starts.
Chapter V of the Sales Tax Rules, 2006 deals with refunds. These rules provide
procedure for filing of sales tax refund against exports as well as their processing &
scrutiny for payment of refund. The exporters from Engineering Industry have faced
multiple problems in this regard. What happens is that as soon as complete information to
support refund claim is filed with refund divisions of Sales Tax Collectorates, Regional
Tax Offices or Large Taxpayer Units, a report is to be generated through CREST which
in most of the cases would raise objections. Further, the processing officer or officer in
charge of refund division also raises queries. He can also opt for inquiries or audits as
deemed appropriate to him in terms of Rule 29 of the Sales Tax Rules, 2006. A lot of
time is lost in this process and efforts are needed to be put in to satisfy the processing
officer. Once the refund claim is approved and sanctioned, the next block comes in the
name of treasury officer in CSTRO who takes his own time as the queue of pending
claims is long. The usual excuse is FBRs informal advisory on stoppage of issuance of
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refund payment cheques so that higher revenue collection figures can be shown. A
normal refund claim on an average takes more than six moths to be paid if someone is
lucky. If we also add manufacturing time to the refund processing time, the money in the
shape of input tax remains blocked with the sales tax department for more than one year.
It has to be kept in mind that this precious money comes out of the working capital of
exporters on which banks charge anything from 18% plus, as mark up. The blockage of
working capital coupled with hassle and harassment caused in the refund process has
been identified by many exporters from Engineering Industry as a barrier against exports
which needs to be removed. The industry is also mindful of the fact that government
revenues need to be safeguarded. Considering the above, following is proposed:(i)

A maximum time limit of one month may be prescribed in Chapter V of the
Sales Tax Rules, 2006 for processing, scrutiny and issuance of cheques in
respect of zero rated export refund claims.

(ii)

Rule 29 of the Sales Tax Rules, 2006 may be suitably amended to prescribe
that any information required, inquiry made or audit conducted by the
processing officer shall be within 30 days prescribed for payment of refund.
Further, all scrutinizing steps shall be taken in one go and not one after
another.

Action By:
(i)

Federal Board of Revenue (Indirect Tax Wing).

Coordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Time Available:
(i)

Budget, 2010.
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9.1
Common Facility Centres
The operations of Engineering Industry involve a large number of ancillary
technologies, engineering processes and minute but important steps to finally reach the
stage of a finished engineering product. Some of these are necessary for achieving
desired quality of the product, a few to improve optical value & presentation of the
product and others for the very manufacture itself. To produce and manufacture an
exportable product, all of these steps are considered essential. Acquisition of all the
needed technologies and processes involve heavy investment and hiring of skill sets to
actually perform these functions. The Engineering Industry of Pakistan mostly consist of
small and medium scale units and cannot afford making investments in technologies and
manufacturing processes as well as in human resource since they are ancillary in nature
and most of the time would remain unutilized. The techno financial feasibility of having
unutilized ancillary technologies and engineering process cannot even workout for large
scale manufacturing due to idle time. Therefore, these ancillary functions have to be
outsourced to specialized companies/ concerns having these facilities. A look at the
international practices also suggests the desirability of outsourcing. The outsourcing
patterns in Pudong Development Zone and Shenzhen Development Zone in China are
huge success stories of creating synergies.
The ancillary’s technologies, processes and functions which need to be
outsourced are listed below. However, this list is only indicative and not exhaustive.
(i)

Heat treatment

(ii)

Surface treatment

(iii)

Electro plating.

(iv)

Machining

(v)

Galvanizing
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(vi)

CAD/ CAM/ FEA facilities.

(vii)

Tools and Dies

(viii)

Forging Shops.

(ix)

Press Shop/ Sheet Metal Shop

(x)

Spectrometers

(xi)

Measuring Equipment

(xii)

Others.

It may also be noted that more than one Common Facility Centres would be
needed to serve the needs of Engineering Industry. The geographical spread of these
centres is important. Since, different sub-sectors have concentration at various geographic
locations; the selection of technologies, processes and functions has to be done according
to sub-sector which has concentration at a given location. The geographic spread is
proposed to be as follow. This list again is only indicative and not exhaustive.
1. Kot Lakhpat, Lahore

General

2. Sunder, Lahore

General

3. Sheikhupura Road, Lahore

General

4. Gujranwala

Cutlery and Kitchenware

5. Wazirabad

Cutlery and Kitchenware

6. Sialkot

Surgical

7. Gujrat

Fans

8. Daska

Agri Implements/ Forgings

9. Mian Channu

Agri Implements

10. Sargodha

Electrical Fittings

11. Hyderabad

General

12. Sukhar

General

13. Sher Shah, Karachi

General
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14. Port Qasim, Karachi

Auto parts

15. SITE, Karachi

General

16. Korangi, Karachi

General

17. Malir, Karachi

General

18. Peshawar

General

19. Uthal/ Hub/ Bela

General

20. Rawalpindi

General

The Federal Government of Pakistan as well as the provincial governments have
already taken this initiative and established some Common Facility Centres at Lahore,
Karachi, Gujrat, Wazirabad, etc. The success of these centres is a mixed bag of activity
and frustration. A few of these centres have practically closed down with no activity at
all. While the other few are working. In any event, the initiative has not been termed as a
huge success. The reason is that the government established and run Common Facility
Centres have a beaurocratic touch and are not run on purely business basis. The twin
objectives of establishing and running these Centres on self sustaining basis in evolving
mode and provision of facilities to Engineering Industry (the purpose for which they were
established) can only be achieved if they are operated in a business model as per the
practices of industry.
The small scale jobbers in private sector provide this facility on single technology
basis. They have low level of technology, skill level and without any managerial
capacity. Moreover, they do not provide multiple technologies and processes as a single
stop solution. Although, a viable business activity, no CFC has come up in private sector
in a big way despite the fact that the Government has laid basic foundation for an
established tradition of CFC and outsourcing culture. The reasons for non-participation
by private sector are as follow:
(i)

Size of investment needed is too large (especially in land).

(ii)

Long gestation period.
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(iii)

High risk (regarded by many).

(iv)

No success story in organized sector to emulate.

(v)

No inducement from Government for risk taking, etc.
There is no denying the fact that the participation of private sector is

necessary to take the initiative of the Government further to its next level. To
induce and ensure participation of private sector, the Government should remove
barriers as identified above. Further, it is proposed that the Government should
offer the following:
(i)

Earmarking of one plot in every present and future industrial estate/
cluster for Common Facility Centre.

(ii)

The needed investment/ funds should be provided out of LTFF or by
proposed Engineering Industry Venture Capital Fund Management
Company, once it is established.

(iii)

Engineering Development Board may get prepared a techno-financial
feasibility and business model for use by private sector. Funds for this
activity can come out of share of Export Development Surcharge
contributed by the Engineering Industry exports. Alternatively multilateral
development institutions or donor agencies can be approached to provide
funding as Technical Assistance.

(iv)

Income Tax may be exempted for CFCs established in next five years.
This exemption may be time bound for a maximum period of 10 years.

Actions By:
(i)

Engineering Development Board.

(ii)

Federal Board of Revenue.
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(iii)

Private Sector Entrepreneurs.

(iv)

Federal and Provincial Ministries of Industries.

(v)

State Bank of Pakistan.

Co-ordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Funding for Feasibility and Business Model:
(i)

Export Development Surcharge.

(ii)

Multilateral Development Institutions.

(iii)

Donor Agencies.

Time Available:
(i)

Work to start immediately.

(ii)

Work to be completed on feasibility study and business model by June, 2011.

(iii)

Further developments to remain a continued phenomenon.
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9.2
Testing Laboratories and Standard Certifications
The engineering products are required to be made according to specifications and
then labelled so that the user of such goods while utilizing them knows as to what class
and categories of goods are under use. In cases where engineering goods are to be used in
conjunction with other engineering goods, provision of specifications and labels has more
importance due to matching requirements. A number of governments prescribe standards
for safety and quality control purposes. A few governments also specify minimum energy
performance standards in order to conserve energy and to reduce carbon foot prints. At
times, the product as well as the manufacturer needs to be registered with respective
national testing authority and only then the product can be exported to that country. The
safety, quality and energy standards are also buyer driven in quality conscious societies.
The standards and adherence thereof are also important for reputation of an engineering
product and the brand it carries. If a product is standardized and matches the satisfaction
level of user/ consumer, it would ensure repetitive buying. Therefore, standards are also
necessary as a marketing tool. The standards of engineering goods may vary from
product to product, for different categories of the same product and for the same product
category from application to application. Such regulations become barriers against
market entry and the only way to enter such markets is to comply with them through
testing, certification and labelling.
There are thousands of engineering goods manufacturing units in Pakistan at
large, medium, small and micro level. They all need tests to be carried out on their raw
materials before use to know their suitability for use. Tests also need to be carried out on
end products to ascertain energy performance and to meet quality and safety
requirements. The possibility of usage of number of engineering goods for various
applications is unlimited. So is the possibility of the kinds of tests to verify that they meet
the required standards. It is not possible for any single laboratory to possess equipment
and know how of testing methods to conduct tests on the entire range of engineering
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products. Worldwide testing laboratories specialize in products, tests and testing methods
and only perform a limited range of tests within its specialized field. Unfortunately,
Pakistan has such facilities at a very limited scale. Pakistan Council for Scientific and
Industrial Research (PCSIR) run labs are situated in major industrial cities. They too do
not possess the capability of performing the whole range of tests required and operate
within a narrow focus. Moreover, the tests reports issued by them are not very authentic.
PCSIR testing laboratories are run like government departments in beaurocratic mode
and not under a business model to suit the needs of engineering industry.
There is a need to create an enabling environment wherein private sector
entrepreneurs can establish and run testing laboratories to operate in a business model
suitable for needs of the Engineering Industry. Such laboratories have to be accredited by
Pakistan National Accreditation Council (PNAC) before starting their operation. In
addition, they can also have accreditation form international organizations. Although, a
viable business activity, no testing laboratory in private sector has come up despite the
fact that PCSIR has laid some tradition and foundation for such businesses. The reasons
for inactivity by private sector are as follow:
(i)

Size of investment needed is too large.

(ii)

Long gestation period.

(iii)

High risk (regarded by many)

(iv)

No success story in private sector to emulate.

(v)

No inducement from government for risk taking.

(vi)

The level of technology and skill level needed to run the operation is too high
and expensive.

There is no doubt that the participation of private sector is necessary to make this
essential facility available to Engineering Industry in relation to exportable products. To
induce and ensure participation by the private sector, the government should remove
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barriers as identified above. The government also needs to offer incentives to private
sector as listed below:
(i)

Earmarking one plot in every present and future industrial estate/ cluster for
testing and certification labs.

(ii)

The needed investment/ funds should be provided out of LTFF or by proposed
Engineering Industry Venture Capital Fund Management Company, once it is
established.

(iii)

Engineering Development Board may get techno-financial feasibilities and
business models prepared for use by private sector. Funds for this activity can
come out of Export Development Surcharge contributed by Engineering
Industry exports. Alternatively, multilateral development institutions or donor
agencies can be approached to provide funding as Technical Assistance for
this purpose.

(iv)

Income Tax may be exempted on testing and standard certifications
laboratories to be established in next five years. This exemption may be made
time bound for a period of ten years.

(v)

In cases where product or manufacturer is required to be registered with
national authority of importing country, the exercise to conform can become
very expensive. The Government of Pakistan may provide technical &
financial assistance in the regard through allocation out of Export
Development Surcharge.

Action By:
(i)

Engineering Development Board.

(ii)

Federal Board of Revenue.

(iii)

Pakistan National Accreditation Council.
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(iv)

Private sector Entrepreneurs.

(v)

Federal and Provincial Ministry of Industries.

(vi)

State Bank of Pakistan.

Coordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Funds for Feasibility and Business Model:
(i)

Export Development Surcharge.

(ii)

Multilateral Development Institutions.

(iii)

Donor Agencies.

Time Available:
(i)

Work to start immediately.

(ii)

Work to be completed on feasibility and business model by June, 2011.

(iii)

Further developments to remain a continued phenomenon.

Engineering Development Board

163

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

9.3
Business Support Centre
Thousands of engineering concerns making exportable products in Pakistan are
small in size. This is especially true for surgical, cutlery, farm machinery, pumps, fans
and kitchen ware sub-sectors. Some of them work as vendors to finished equipment
manufacturers making and supplying constituent components or contributing in basic or
ancillary processes. They contribute to export of engineering goods one way or the other.
While, their individual sizes and scales may be small, overall contribution is substantial.
Since, all of them are in cottage or unorganized sector, quantification of their contribution
is not possible. Still, nobody doubts their importance and contribution to export of goods
by Engineering Industry.
The mere fact that they are cottage, micro or small sized indicates that they have
little or no financial strength. They usually work with old, second hand and antiquated
machines. They cannot afford to have professional managers and usually operate as self
hired individuals or as small scale family businesses. They in fact operate marginally on
the fringes of regular manufacturing Engineering Industry. There is dire need to uplift
them. Make them learn new processes and understand some management concepts so that
they can contribute to exports of Engineering Industry in a better way. As the quantum of
engineering goods export rises as forecasted in the first chapter of this report, these small
time contributors could become a drag in the overall export expansion effort. Without
their uplifting, at least a part of efforts could be wasted. Therefore, there is a need to
support them in a big way. This could be done through establishment of “Business
Support Centres” within the clusters of such activities. These centres can provide the
managerial support to micro and small businesses acting in advisory capacity on
government rules and procedures, raw material procurement, inventory management,
trainings, machine and process up gradation, price negotiations, sales and marketing, etc.
This has to be kept in mind that the establishment of Business Support Centre is a
development activity which cannot be undertaken on commercial basis through a self
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sustaining income model. Therefore, it is suggested that a Company may be formed
under section 42 of SECP Law. This company can then establish BSCs at desirable
locations to perform the desired functions. Some of the locations are proposed as follow:(i)

Sialkot

(ii)

Wazirabad

(iii)

Gujrat

(iv)

Gujranwala

(v)

Daska

(vi)

Mian Channu

(vii)

Faisalabad

(viii)

Sheikhupura

(ix)

Peshawar

(x)

Sargodha

(xi)

Multan

(xii)

Sukhar

(xiii)

Hyderabad

(xiv)

Karachi – (5)

(xv)

Lahore – (4)

(xvi)

Hub

Action By:
(i)

Ministry of Industries & Production.

Co-ordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.
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Funding By:
Endowment fund with contributions from:(i)

Government of Pakistan

(ii)

Multilateral Development Institutions

(iii)

Donor Agencies

Time Available:
(i)

By June, 2011
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9.4
Energy Efficiency Audits
Energy is an important input for Engineering Industry. In some sub-sectors of
Engineering Industry the element of energy cost may be more than any other raw
material. Re-melting steel furnaces and foundries are classical examples in this regard. It
contributes to costs of manufacture and an inefficient use of it can in fact increase the
cost of manufacture rendering the product price uncompetitive. So, the quantum of
energy used to manufacture a unit of a product would matter a lot. This element of cost is
attracting cost accountants as the cost of energy is constantly rising. During the NEEDS
exercise almost all the sub-sectors of Engineering Industry reported outdated machinery
and equipment and that too of poor quality. The age and quality of a machine &
equipment does have an impact on the energy consumption. The older and poorer quality
machinery and equipment consumes more energy to manufacture per unit as compared to
new and better quality machinery and equipment. The increased consumption of energy
per unit of production would ultimately increase the cost of production rendering them
price uncompetitive. Marketing and sale of such products in export market may not be
possible as energy efficient manufacturers from other countries would be offering lower
prices and would throw the energy inefficient manufacturers/ exporters out of market.
Very few manufacturers of engineering goods in Pakistan are cognizant of this fact and a
vast majority, especially in unorganized segments, are totally ignorant of the importance
of energy efficiency.
The energy efficiency concepts are not new to the world. The Government of
Pakistan also created an organization namely ENERCON to have a focus on energy
conservation and efficiency. The ENERCON has done some work in this field but failed
to make any impact. A predominantly large number of manufacturers in private sector
still remain to be sensitized and made aware of the importance of energy efficiency. The
National Productivity Organization has also done some work from their own perspective
and is currently assisting some textile units to increase their energy efficiency. As far as
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Engineering Industry is concerned, the concept of energy efficiency is known to very few
manufacturers in organized segments and some of them practice it.
In fact, there is a dire need to propagate these concepts with the Engineering
Industry as a whole. They need to be sensitized and made aware of the importance of
energy efficiency. The government should also assist them in having the energy
efficiency audits conducted. Once an energy efficiency audit is done and
recommendations for energy efficiency improvement are available, those should be
adopted and implemented by the industry. The international experience shows that the
process is self financing. Usually, the cost of getting energy efficient is recouped in the
shape of savings in costs of energy within one to two years. However, the savings
continue after that. The cost of production goes down resultantly and the manufacturer
becomes cost competitive.
It is, therefore, proposed that the ENERCON and NPO in collaboration with EDB
and proposed National Engineering Exports Development Council may launch an
education and awareness campaign for the manufacturers of Engineering Industry. They
may also assist the Engineering Industry in getting the initial energy efficiency audits
conducted.
Action By:
(i)

ENERCON

(ii)

NPO

Coordinators
(i)

Engineering Development Board

(ii)

Proposed National Engineering Exports Development Council
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Funding By:
The awareness campaign needs to be funded. The needed funds may be sourced through
the following:(i)

Export Development Surcharge contributed by Engineering Industry through
deductions from export proceeds.

(ii)

Multilateral Development Institutions.

(iii)

Donor Agencies.

Time Available:
(i)

Designing of campaign to create awareness about energy efficiency to be
completed by June, 2011.

(ii)

Work to be done on continual basis.
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9.5
Trade Agreements
The Government of Pakistan in its bid to promote international trade with friendly
countries and to gain market access for its exportable products has been negotiating
agreements and arrangements with trading partners. A number of free trade agreements,
preferential trade agreements and regional trade agreements have been signed and
implemented. More of such agreements are at negotiation stage and would be signed for
implementation soon. Moreover, Pakistan is a member of WTO and has already
submitted its schedule of bindings at multilateral level. A list of bilateral and multilateral
agreements is given below:
(i)

South Asian Free Trade Agreement (SAFTA)

(ii)

Economic Coordination Organization

(iii)

Pakistan – Sri Lanka Free Trade Agreement

(iv)

Pakistan – Malaysia Free Trade Agreement

(v)

Pakistan – China Free Trade Agreement

(vi)

Pakistan – Iran Preferential Trade Agreement

(vii)

Pakistan – Mauritius Preferential Trade Agreement

The Government of Pakistan does undertake a consultative process with domestic
industry through Chambers of Commerce and Industry and relevant Associations.
However, it is generally felt that this process is not exhaustive and certain interests of
protecting domestic market place and access in the market place of trading partners are
not taken care of. The industry is generally sceptical about trade agreements and only
feels threatened because of possible/ actual erosion of their protection levels. The
industry is also not aware of the available and additional market access in other countries
arranged through these trade agreements. In fact, in a predominantly large part of
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industry, the knowledge about actuals of trade agreements is non existent. The same is
true of Non Agricultural Market Access (NAMA) being debated universally. The
industry is generally unaware of the threats and opportunities which would arise when
NAMA would be finalized.
This general unawareness is dangerous. The industry in general and engineering
sector in particular would be caught unprepared as a consequence of NAMA finalization.
Even presently the benefits accruing out of FTAs, PTAs, and RTAs, are not being taken
and opportunities are being lost. Therefore, there is an urgent need to sensitize the
Engineering Industry and increase their awareness level about trade agreements. Of
course, only a well informed and prepared industry can perform upto the expectations and
meet its export targets. The programme must include written and printed material,
workshops, seminars, focused group discussions, etc. Ministry of Commerce should be
taken into loop in this regard.
Action By:
(i)

Engineering Development Board

(ii)

Ministry of Commerce

Co-ordinators:
(i)

Engineering Development Board

(ii)

Proposed National Engineering Exports Development Council

Funding By:
(i)

Export Development Surcharge

(ii)

Multilateral Development Institutions

(iii)

Donor Agencies
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Time Available:
(i)

Work to start in 2010 after proper planning and consultation.

(ii)

Work to remain a continued phenomenon.
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10.1
Human Resource Need Assessment
Human resource is an important factor of production. Without it, the wheel cannot
rotate. The input materials, capital goods and financial resources are equally important
but even they are products of human endeavour. Pakistan possesses this resource in
abundance. However, very little has been done to make human resource useful so that it
can be employed to meet ever increasing economic and development challenges faced by
Pakistan. The entire world acknowledges the benefits of having a properly trained, skilled
and mobile workforce in whom work ethics have been imbibed. All the leading countries
of the world invest heavily in skill development, vocational training and technical
education relevant to their work places. Unfortunately, Pakistan has fallen behind on this
account. The results are obvious. Firstly, the workforce finds it difficult to get a job
because in most of the cases they are without the required training and skills. Secondly,
the employers do not find the workers with required skill set and have to make do with
unskilled or semi skilled workforce. This results in low productivity of manpower
impacting on productivity of plant, machinery & equipment and reducing the yield on
financial capital. The so called low cost manpower, therefore, becomes heavy on cost of
production and consequently becomes high cost manpower.
The Engineering Industry needs high skill levels in all traits in order to remain
productive and to maintain quality. More so, to remain cost competitive and achieve
export growth, a highly skilled workforce with diversified skill set is needed. The
Government of Pakistan has been putting efforts to improve this situation. NAVTEC at
Federal level as well as provincial TEVTAs have the mandate to improve skill set. Their
effort has brought some results at limited scale and a lot of ground still needs to be
covered. The current skills level available in manpower is quite low as compared with
international and even regional standards. The percentage of production staff trained by
occupation is only 4%. In comparison, India’s performance is 7% and that of Sri Lanka is
22%. On the management side as well, the trained manpower is only 2% in comparison
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to India at 6% and Sri Lanka at 11%. All put together there are 61 Polytechnic Institutes/
Colleges of Technology in public sector and 47 such institutes in private sector. The total
number of vocational institutes is 310. Out of this total of 418 institutes less than 25%
relate to vocations relating to Engineering Industry. In the given situation, it can easily be
stated that even to sustain the organic growth in Engineering Industry, the training and
skill imparting effort needs to be improved substantially.
The skill pyramid of technical manpower (Fig 10.1.1) is indicative of the kind of
training needed at various levels within the Engineering Industry. The same is also
explained as below:
(i)

Basic Trade Level:
The need of theoretical knowledge is low (5%) and the operating skill level is
high (95%). These workers repetitively perform predefined tasks without
much understanding as to why they are doing what they are supposed to do.

(ii)

Diploma Technicians:
The need for theoretical knowledge is low (20%) and the operating skill level
is high (80%). These technicians essentially manage the equipment, processes
and people. They contribute to shop floor management as well.

(iii)

Technologists:
The need for theoretical knowledge is 40% with operating skill level of 60%.
They are incremental modifiers of equipment and processes. They also
provide supervision for technicians and basic trade level workers.

(iv)

Engineers:
These are translators of theoretical knowledge & concepts into equipment and
processes.
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(v)

Scientists:
Scientists are at the top of the skill pyramid. They make discoveries and
develop fundamental principals.
The Engineering Industry of Pakistan needs trained basic trade level workers,

diploma technicians and technologists in a big way. The functional set of trainings which
are needed relate to the skills listed below. However, it must be kept in mind that the list
is only indicative and not exhaustive.
(i)

Welders

(ii)

Fittters

(iii)

Machinists

(iv)

Polishers

(v)

Forging workers

(vi)

Foundry workers

(vii)

Metallurgists

(viii)

Machine Operators

(ix)

Sheet Metal Workers

(x)

Fabricators
The need of the Engineering Industry of Pakistan in the current scenario may be

limited to basic trade level workers, technicians and technologists. However, a few
engineers are also needed. With further growth, the need for engineers would increase.
Pakistan’s Engineering Industry envisages an accelerated growth in its manufacturing
activity to meet its export targets. Further investments in productive assets, technologies,
etc are due to be made. To manage all this and to operate at optimum level, a need
assessment was done for the additionality of technical manpower requirements needs
using the law of averages. It was estimated that to meet the increased needs of
Engineering Industry approximately 1,500,000 basic trade level workers, technicians,
technologists and engineers would be needed over next fifteen years.
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Fig 10.1.1

In addition to the above, the management capacities of Engineering Industry
would need to be enhanced. The industry would require trained management staff to deal
with human resource, financial issues, strategic management, logistics, marketing and
sales. A number of universities and other institutions are churning out business graduates
every year in thousands. The management skill set available with such graduates is
usually not relevant to Engineering Industry. Firstly, they are mostly taught theory which

Engineering Development Board

177

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

is not relevant to the work environment of Pakistan. Secondly, the designed exercises
they conduct during their studies are not relevant to work environment here. And thirdly,
they have no local knowledge, especially that of Engineering Industry. To serve the needs
of Engineering Industry management, it would be more prudent if the educational
institutions lay more stress on applied side rather than theory. Skill sets relating to the
local work environment, regulatory environment, trade related laws and fiscal laws need
to be developed as well. A need assessment was done to determine the additional
management staff which may be needed to support future export business of Engineering
Industry in an expansion mode. Additional management staff requirements were
estimated to be approximately 100,000 over the next fifteen years.
The assessment of additional requirements of technical and management related
manpower has been made. The NAVTEC, TEVTAs and other institutions are to be
informed of the needs in number as well as quality of skill sets. This domain is essentially
of HEC, NAVTEC and TEVTAs. To deliver on the need, they are to have a lot of
linkages with Engineering Industry to have their continuous input to design curriculum
and run relevant courses. It is, therefore, proposed that Advisory Bodies may be
constituted within HEC, NAVTEC and TEVTAs for providing input to them regarding
needs of Engineering Industry. Similar bodies for other industrial sectors already exist
within NAVTEC. Further proposals regarding contribution to skill development by
private and public sectors are covered in proceeding sub-chapters.
Action By:
(i)

HEC

(ii)

NAVTEC.

(iii)

Provincial TEVTAs.
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Coordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council

Time Available:
(i)

Immediate.
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10.2
Training and Skill Development of Technical Workforce
The Engineering Industry of Pakistan is expected to make an investment of over
US$ 7.5 billion (or over Rs. 600 billion) in the next 15 years. With this investment, new
productive assets and modern technologies would be acquired. A new knowledge base
and higher level of skill set would be needed to operate and maintain these physical and
intellectual assets. The existing state of skilled and trained human resource is not
sufficient for the present productive assets and technologies and manufacturers feel
deficient in this respect. With the increase in quantity and quality of productive assets and
technologies, the situation may become desperate. It is, therefore, imperative to make out
a plan to meet the challenge of technical human resource need upfront.
The availability of the existing number of technical training institutes, colleges
and universities have proved to be insufficient to meet the demands of industry,
quantitatively as well as qualitatively. NAVTEC at the Federal level and Provincial
TEVTAs apparently are cognizant of the state of affairs and are trying to play a proactive
role with the involvement of private sector. However, they have to work within the
limitations of PSDP and available government funding. The situation does not appear to
be improving in short to medium term and by then it may be too late to take any
immediate step. Probably no quick fix would be available as establishment of technical
training and skill building institutions with modern day curriculum and training module
development does take quite a long time. The building up of demand during this period
would create even more pressure. Pakistan appears to be at a take off stage once again
and if this take off is aborted due to lack of trained & skilled manpower, the economy
would surely crash land for a disaster. Therefore, there is an urgent need to find a solution
now rather than wait for the last moment. Since, NAVTEC and TEVTAs appear to be
falling short because of lack of resources and beaurocratic procedures, the only other
option is to invite, motivate and attract private sector into technical training and skill
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building institutions. This way, the efforts would be doubled to meet the challenges of
shortage of trained and skilled human resources.
In fact a few industrial houses form within the Engineering Industry, after having
experienced the pain of human resource scarcity, have already started operating such
institutions by themselves so that they can meet their own needs. Probably, very few
engineering companies would have such financial and administrative flexibility. The
large majority of Engineering Industry players do not have resources to be employed in
this direction. Moreover, academia and educational entrepreneurs should be operating
such institutions and not the industry itself. But, this is an untested field for private sector
to walk in.
In this situation, the Government of Pakistan needs to incentivize entry of
educational sector entrepreneurs to start such institutions. The set of incentives is
proposed to be as under:
(i)

The financial capital needed to start technical training and skill building
institutions to serve the needs of Engineering Industry may be provided
through “Engineering Industry Venture Capital Fund Management Company”
a such undertakings would be treated as high risk and long gestation in the
beginning. Institutions availing venture finance must start training before 31st
December, 2015.

(ii)

The government may partly subsidize the cost of training by picking up 50%
of the cost from resources generated through Export Development Surcharge
contributed by the Engineering Industry out of its export earnings. It may be
noted that trained and skilled manpower would help boost further exports and
in fact would contribute back to the Export Development Surcharge
collection.

Engineering Development Board

181

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

(iii)

The government may declare earnings out of such training and skill building
institutions free from income tax for a period of ten years from the day of start
of training courses subject to the condition that such institutions start their
operation before 31st December, 2015.

(iv)

Feasibility studies and business models for establishing such institutes may be
got prepared by Engineering Development Board to facilitate private sector.

Action By:
(i)

Federal Board of Revenue.

(ii)

NAVTEC.

(iii)

Ministry of Commerce.

(iv)

Engineering Development Board.

(v)

Proposed “Engineering Industry Venture Capital Fund Management
Company”.

Coordinators:
(i)

Engineering Development Board.

(ii)

Proposed “National Engineering Exports Development Council”.

Funding By:
(i)

For feasibility study and development of business model out of Export
Development Surcharge.

(ii)

For establishing training facilities by proposed “Engineering Industry Venture
Capital Fund Management Company”.

(iii)

For providing subsidy for training fee out of Export Development Surcharge.

Time Available:
(i)

Work to start immediately and continue.
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10.3
Training and Skill Development of Management Staff
The Engineering Industry has grown and changed over last so many years. The
manner in which it has grown and changed has created a general pattern of deficiency of
management capacity which needs to be improved. In addition, as a consequence of
implementation of proposals of NEEDS exercise, the industry is likely to experience a
massive cycle of growth and further change. All this would need to be managed to avoid
chaos as well as to steer the process in the right direction at micro level within individual
companies. The industry would require trained and skilled management staff to deal with
human resources,

financial issues,

strategic

management,

logistics,

inventory

management, production management, marketing, sales and compliance with trade and
tax related laws, rules & regulations. In fact the companies would be changing the very
way of doing their businesses by business process reengineering.
A number of Universities and Colleges are turning out business graduates by
thousands very year. However, the skill set available with such graduates is not usually
relevant to Pakistani environment in general and Engineering Industry in particular.
These graduates are generalists and the so called specialization or majors they do, serves
no substantial purpose. They are usually taught theories of management developed in
environments not similar to Pakistan. Of course these theories can be taken as fresh ideas.
But can these be correlated or adopted in Pakistan without local knowledge, something
which is not imparted at all. Even the management exercises done to perfect management
skills are taken out of course modules developed in the western societies. These graduates
need to be trained in the local work environment, otherwise they cannot become
employable. The knowledge of the local economy, local trade laws and especially the
knowledge of Engineering Industry has to be imparted to make them useful and
employable.
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To meet this objective, the curriculum and course modules being taught in the
business management Schools, Colleges and Universities need to be revised to make it
relevant to the realities of Pakistan. Knowledge about manufacturing and trade related
laws, rules, procedures and practices should be made a part of the curriculum. Also, the
knowledge about manufacturing base, especially Engineering Industry, also needs to be
made a part of curriculum. The current trend of 90%+ theory based education needs to be
changed to 50% theory and 50% skill based education.
In the Pakistani training system, there are no or few skill based courses at
graduate and post graduate levels. Also, no courses at certificate or diploma level are
offered on a number of functionalities with specific reference to Pakistan. Few of which
desirable courses are listed below:
(i)

Inventory Management.

(ii)

Supply Chain Management/ Logistic Management.

(iii)

Import Management.

(iv)

Export Management.

(v)

Compliance of tax and trade related laws.

(vi)

Change Management.

(vii)

Corporatization and Corporate Management.

(viii)

Shop Floor Management.

(ix)

Other related functional courses.
Probably regular universities and colleges cannot offer or run these courses on

regular basis. However, if specialized institutes are established to provide these skill
based trainings in the form of finishing schools, further education schools or applied
management schools, the regular graduates can polish their skills before entering the job
market. In this way, not only the fresh graduates would become employable, the
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Engineering Industry would also be able to benefit from enhanced skill levels. The
working managers can also opt to improve their skills through refresher courses.
In the earlier part of this report, an assessment has been made regarding number
of additional management experts that would be required additionally only to support
export business. These, 20,000 plus management professionals need to be trained
accordingly over next fifteen years. Following proposals are made to meet this additional
demand:
(i)

The Higher Education Commission may have a relook at the curriculum and
course modules currently taught at various Universities, Colleges and
Institutes. These may be revised to become skill based instead of theory based.
The proposed “National Engineering Exports Development Council” may
develop the details of needs of Engineering Industry and share it with Higher
Education Commission for further necessary action.

(ii)

Professional certificate and diploma level courses for graduates may be
offered through new Institutes established for this specific purpose. The
financial capital needed to start such institutions may be provided through
“Engineering Industry Venture Capital Fund Management Company” as such
undertakings would be considered risky with long gestation period. The
facility may be made available for Institutes, which start their operation before
31st December, 2015.

(iii)

The government may partly subsidize the cost of training from its resources
generated through Export Development Surcharge contributed by Engineering
Industry out of its export earnings. It may be noted that the trained and skilled
management would help boost further exports and in fact would contribute
back to the Export Development Surcharge.
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(iv)

The government may declare earnings out of such training and skill building
institutions free from income tax for a period of ten years form the day of start
of training courses subject to the condition that such institutions start their
operation before 31st December, 2015.

(v)

Feasibility studies and business models for establishing such Institutes may be
got prepared by Engineering Development Board to facilitate private sector.

Action By:
(i)

Federal Board of Revenue.

(ii)

Higher Education Commission.

(iii)

Ministry of Commerce.

(iv)

Engineering Development Board.

(v)

Proposed “Engineering Industry Venture Fund Management Company”.

(vi)

Proposed “National Engineering Export Development Council”.

Coordinators:
(i)

Engineering Development Board.

(ii)

Proposed “National Engineering Export Development Council”.

Funding By:
(i)

For feasibility and development of business model out of Export Development
Surcharge.

(ii)

For establishing training facilities by proposed “Engineering Industry Venture
Capital Fund Management Company”.

(iii)

For providing subsidy for training out of Export Development Surcharge.

Time Available:
(i)

Work to start immediately and continue.
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10.4
Corporatization of Engineering Industry
The Engineering Industry of Pakistan has arisen out of its negligible existence
over a period of 63 years and reached its current state. Entrepreneurs who started at micro
level have slowly reached the small to medium scale manufacturing. The growth and
expansion has always been need based with no proper reorganization and
debottlenecking. The contribution of engineering sector exports is attributed to such
entities to a large extent. In their evolutionary process of slow growth, most of them have
carried with them the old practices and patterns of management of shop floor as well as
other aspects of their businesses. In the presence of such practices only a slow growth
would be possible as these have become a barrier for further growth. If the industry is to
grow at an accelerated rate, produce enough exportable surplus and market it in
international market, the old practices would need to be left behind. The Engineering
Industry would need to learn new ways of doing its business. The awareness that they
need to change have to be created and any resistance against change becoming a barrier
would need to be neutralized. This is not an easy task but can be done with concerted and
sustained effort.
During the NEEDS exercise, the following was observed.
(i)

A number of manufacturing concerns which started at micro level but had
grown to medium level have converted themselves into private limited
companies after getting registered with Securities and Exchange Commission
of Pakistan. However, this corporatization is only notional. These companies
are still operating on old and traditional methods and practices. Professional
management is either not available or if available is not being utilized.
Modern management concepts relating to production, human resource,
financing and marketing are not practiced. There are only few exceptions to
above phenomenon.
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(ii)

A number of manufacturing units starting at micro level have grown big
enough but are afraid of converting themselves into corporate entities. Mostly,
this is the fear of the reporting system which comes with incorporation of
companies. They are also afraid that if they are registered as a company with
SECP, they would need to maintain accounts, get them audited and report to
government authorities. Such requirements would entail additional costs as
well as they may become liable to pay more/ additional taxes due to a higher
rate of income tax on corporate entities. Such entities are currently working as
proprietorships or associations of persons.

(iii)

The manufacturing units starting at micro level and growing into sizeable size
are usually family run businesses. As the families grow and split themselves,
the businesses are also divided turning them back to small sized units. These
resultant small sized units either die out or restart their struggle once again to
grow. The process repeats itself time and again. There are examples of huge
businesses just dying out after splits and divisions.

(iv)

After the start at micro level, one generation has totally passed and the second
generation is in the process of phasing out. They were ill educated, had no
formal training, learnt their business through trials and errors, followed no
organized path and had no vision for their future. Still they managed to reach
the current stage. Going further from here requires education, formal training,
learning curves based on international best practices and a vision for their
future. Fortunately, most of these people sent their kids for formal education
and training. Some of these kids were even sent abroad for education. The
next generation having been educated is more organized and have some vision
for their growth in future. In fact, they are the hope. It has been observed that
wherever this third generation has replaced the second generation, the change
in management processes has started. With more and more of educated third
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generation coming into decisions making positions, the change would become
more visible.
(v)

There is no culture of hiring professionally trained manpower to run these
engineering concerns. The decision making is reserved for family members
only.

(The above mentioned four observations have been quoted without any reference to
actual names of companies or businesses, but these are actually observed realities).
The above mentioned observations lead us to the following issues:
(i)

Companies, which have turned only notionally corporate, need to adopt
corporate culture, so that modern management practices can be followed.

(ii)

Divisions and splitting of engineering concerns lead to weakening of
businesses and even result in their demise. If these manufacturing concerns
can be converted into corporate entities run by hired professionals, they can
survive and grow for the benefit of owners of the business. These businesses,
which are also national assets, can be saved from weakening or closing down.

(iii)

A corporate entity run by professional management, even if hired one, always
performs better than a non corporate entity. The fear of getting corporate for
reasons already mentioned has to be overcome by raising awareness that
additional costs would be more than offset by the additional profits.

(iv)

The third generation educated stock has to be strengthened and capitalized
upon to create examples to be emulated by others.

(v)

The income tax rates need to be rationalized for corporate entities, association
of persons and sole proprietorships so that the disincentive for corporatization
is removed.
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The engineering businesses, even if owned privately, are national assets as they
contribute to GDP, employment, taxes and exports. They need to be not only saved but
also taken to next stage of development to further contribute in the economy of Pakistan.
The above mentioned five issues can be resolved by increasing awareness about benefits
of corporatization and use of skilled and professionally trained management personnel.
Amendments in income tax laws also need to be made. This awareness can be created
through contact by already aware players within the Engineering Industry. The following
actions are proposed in this regard:(i)

The Engineering Development Board may organize a series of seminars and
workshops in different industrial towns to create awareness about benefits of
corporatization and use of skilled and professionally trained management.

(ii)

Income tax laws to be amended to create parity between corporate entities,
association of persons and sole proprietorships.

Action By:
(i)

Engineering Development Board.

(ii)

Federal Board of Revenue.

Coordinators:
(i)

Engineering Development Board.

Funding:
(i)

Export Development Surcharge.

Time Available:
(i)

Work to start in 2010.

(ii)

Work to be done on continued basis.

(iii)

Income tax rate rationalization to be made in budget, 2010.
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10.5
Engineering Industry Technology Up-gradation and
Acquisition Schemes
The current state of technology in most of the Engineering Industry is old and
even at times archaic. May it is be basic manufacturing processes or the ancillary ones,
the way they are conducted with help of machinery & equipment, has an impact on
quality, value addition and economy of the product. The Engineering Industry has to
continuously improve its manufacturing processes by improvement in existing
technology or acquisition and adoption of new ones. Only through this improvement, the
manufactured products can remain qualitatively and price wise competitive in export
market. Otherwise, these would be slowly edged out by the qualitatively better and price
competitive products.
Technology up-gradation need is a common factor in all sub-sectors and in most
of the products of Engineering Industry. The current state of technology is usually so low
that any improvement in it can only make a marginal impact. Internationally, the products
made on superior technologies would still be qualitatively better and price competitive.
The engineering sub-sectors namely auto parts, cutlery and kitchenware, forgings and
castings, farm machinery & equipment, industrial machinery & equipment, surgicals,
electric fans, pumps, structural steel and structures, electrical fittings, sewing machines,
specialized vehicles, etc need an immediate technology injection. The Engineering
Industry also feels that it needs a quantum leap for acquisition of new and latest
technologies. Once a technology is acquired, it needs to be absorbed by the industry. The
existing manufacturing processes need to be redesigned, workforce need to be retrained
and even the end product itself would need to have a new look. All this cannot happen
overnight. One also needs to work on management of change and acceptability of new
technology by workforce.
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On the other hand, acquisition of new technologies is not a simple shopping
phenomenon. A number of technologies are copy righted. At times, the acquisition of
technology also means acquiring new designs, drawings, processes, knowledge,
productive assets, etc. In some cases, it may also mean entering into licensing
agreements, exclusivity agreements and joint ventures. It may also involve payment of
technical assistance fees, royalty or one time payments for design and drawings. It may
be noted that Government of Pakistan has levied a 10% federal excise duty on payment
of such fees, thus resorting to a tax on technology acquisition. A separate proposal on this
aspect is also a part of this report.
If the Government of Pakistan wishes that Engineering Industry acquires new
technologies, then it needs to motivate and encourage the industry for doing so. Given the
current financial status of the industry, it may not be possible for it to venture out into this
exercise all by itself. Looking at the international experience, it is learnt that a number of
governments in East Asia established specialized funds to support their industry in
acquiring new technologies. Some governments even went to the extent of providing out
right grants for this purpose. The Engineering Industry feels that the Government of
Pakistan can follow the example of East Asian countries to support its drive to meet the
desired objective of quantum leap into latest technologies.
Considering the above need, proposals were formulated as follow:(i)

The levy of Federal Excise Duty on acquisition of technologies may be
withdrawn forth with.

(ii)

The funding needs for acquisition of technologies and entering into TA
agreements, licensing agreements and joint ventures may be met through
proposed “Engineering Industry Venture Capital Fund Management
Company”.

(iii)

Pending establishment of the proposed company mentioned at (ii) above, the
State Bank of Pakistan may announce a scheme on the lines of LTFF for
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exports, to provide credit facilities at concessionary rates exclusively meant
for acquisition of technologies and if need be for support in entering into TA
agreements, licensing agreements and joint ventures.
(iv)

In case of acquisition of technologies which are new and of pioneering nature,
their absorption in manufacturing processes is not only difficult and costly, it
is also risky. The entrepreneurs and engineering units need to be encouraged
into doing this so that a technological leap forward can be achieved. The
Government of Pakistan must follow the example of East Asian countries and
provide matching grants to the extent of 50% of the cost of acquisition. A
separate fund for this purpose may be created within the Ministry of Industries
and Production. A Board consisting of Government officers, academia and
engineering industry experts may be constituted to administer this fund and to
approve cases for matching 50% grant for acquisition of latest technologies.

Actions By:
(i)

Federal Board of Revenue.

(ii)

State Bank of Pakistan.

(iii)

Ministry of Industries.

(iv)

Ministry of Finance.

Coordinators:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Funding:
(i)

State Bank of Pakistan.

(ii)

Government of Pakistan.
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(iii)

Multilateral Development Institutions.

Time Available:
(i)

Work to start immediately.

(ii)

Waiver of FE duty on technology acquisition in budget, 2010.

(iii)

Concessionary finance facility for technology acquisition to be announced by
SBP by December 2010.

(iv)

The scheme for grants for technology acquisition to be prepared by EDB by
December, 2010. Ministry of Industries to move a summary for the Cabinet
and after approval of the scheme and allocation of funds for this purpose,
launch the scheme in July, 2011.
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11
Institutional Framework
11.1 Engineering Industry Statistical Data
System
11.2 Trade Diplomacy and
Trade
Missions Abroad
11.3 Strengthening & Reorganization of
Engineering Development Board
11.4 National
Engineering
Exports
Development Council
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11.1
Engineering Industry Statistical Data System
All countries of the world collect data and information on trade and
manufacturing for multiple reasons. They make use of it to achieve various objectives.
The industrial data and information is a tool equally important for industry. Rather, its
availability for industry at times is more critical than for the governments. Unfortunately,
in case of Pakistan, the situation is reverse. There is practically no data collection and
reporting system. The government only makes a half hearted effort which is not well
coordinated and produces some isolated bits of data through various departments. The
data so produced cannot be put together for any useful purpose and at times only reflects
aggregated figures. Therefore, it cannot be used for taking important decisions. The
behaviour of industry for sharing information and data is even more regretful. They are
not prepared to share any data, may it be their product mix, production capacities or
actual productions. During the NEEDS exercise, the efforts to collect data mostly proved
futile. With only less than 20% of industry prepared to share data, it turned out to be a
statistical nightmare.
The current state of affairs of data collection is as follows:
(i)

Import and export data at six and eight digit level of Harmonized Commodity
Coding and Description System is available from Customs Department and
Federal Bureau of Statistics.

(ii)

Import and export data, as reported by Government of Pakistan, is available at
six digit level of Harmonized Commodity Coding and Description System
from Trade Map as well as United Nations Trade Statistics Division.

(iii)

Very little data is available on the number of engineering industrial units in
Pakistan. Industrial census is periodic and its data is not useful for doing any
study in detail. Moreover, the data does not reflect some important elements
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such as product mix, production capacity and capacity utilization. It also does
not reflect information on technologies, human resource capabilities,
backward & forward linkages, etc.
(iv)

Practically, no data is available on small scale manufacturing which constitute
a large part of engineering activity in Pakistan.

(v)

The statistical cell within Engineering Development Board has recently
started its operation. However, it also depends on information received form
Customs Department and Federal Bureau of Statistics. Therefore, data
maintained by it has the same infirmities as are earlier mentioned about its
sources.

(vi)

Some data on industries operating under various concessionary customs
notifications is available with the Engineering Development Board. This data
too can be used for only limited purposes. Also, this data covers a small
percentage of engineering activity.

(vii)

The Customs General Order listing products manufactured locally have some
information. This data also covers a small percentage of products and does not
provide enough information for any useful analysis.

With the kind of industrial information and data availability and in the absence of
critical information, a lot of decisions made by the Government of Pakistan as well as by
the Engineering Industry become only a guess work. No informed decision can be made
and at times decisions cannot be made at all. The kind of decisions to be made by the
Engineering Industry as well the Government of Pakistan are listed below.
(A) Engineering Industry Decisions to be Based on Data:
(i)

Fresh investments.

(ii)

Capacity expansion.
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(iii)

Changes in product mix.

(iv)

Improvements in products.

(v)

Technology acquisitions.

(vi)

Manpower hiring and training.

(vii)

Input sourcing.

(viii)

Inventory management.

(ix)

Marketing drive and sales strategy.

(x)

Entry into international market and exports.

(xi)

Competition and complimentarity analysis.

(xii)

Teaming up to create synergies in international market.

(B) Government of Pakistan Decisions to be Based on Data
(i)

Cluster development.

(ii)

Planning of industrial estates.

(iii)

Planning of provision of utilities like electricity, gas, water, etc.

(iv)

Planning on logistical network.

(v)

Introduction of facilitation schemes.

(vi)

Establishment of educational and technical training institutions.

(vii)

Assessment and availability of funding needs through financial institutions.

(viii)

Planning and undertaking of trade diplomacy including trade agreements.

(ix)

Planning and participation for trade fairs/ exhibitions and trade delegations.

(x)

Decisions regarding fiscal regimes.
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(xi)

Decisions regarding establishment and location of support organizations like,
Common Facility Centres, Testing Labs, Business Support Centres, etc.

(xii)

Planning and undertaking awareness campaigns regarding various issues.

(xiii)

Quantification of resources needed for various facilitation regimes.

(xiv)

Impact assessment and adjustment in ongoing facilitation schemes.

In comparison, the scene at international level is quite different form that of
Pakistan. A lot of industrial data is collected in different manners and is used by the
industry as well as governments for making informed and just decisions. Out of the data
collection models used internationally, two are considered quite effective and are
described below:
(i)

Collection through Industry Associations:
The industry associations, especially in developing countries, collect data
from their members for analysis and providing advice to its members for
taking decisions critical to progress of their businesses. Such associations and
their members act professionally run and are open to each other. Associations
also use the data so collected for making out proposals and reaching out to
their respective governments for policy adjustments. Unfortunately, none of
the associations representing any of the sub-sectors of Pakistan’s Engineering
Industry is doing this exercise in its entirety (one exception could be PAMA).

(ii)

Manufacturer Registers:
A number of countries have prescribed and maintain manufacturer registers.
Some of these registers have attained international fame (e.g. Thomas
Register). Such registers maintain data and continuously update it for new
manufacturers and changes in old manufacturers data. This data is available
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both to the industry as well as government so that informed decisions can be
made by both.
There is no doubt that availability of manufacturers information and data is
critical for both the Industry and Government alike. In the absence thereof, the decisions
made by the industry as well as the Government in Pakistan often go wrong or no
decisions are made. As a consequence, the industry as well as the nation suffers heavily.
Therefore, there is an urgent need for developing a database for making informed
decisions. The following are proposed in this regard:(i)

The Industry/ product associations within Engineering Industry need to
reorganize and put their act together. They need to collect data of their
members and other related activities for supporting their members as well as
to interact with the Government of Pakistan in a more informed manner. They
must have a permanent statistics cell within associations. Given the current
level of capacity within these associations, this task appears difficult.
However, with proper motivation and awareness increase, it is hoped that they
would be ready to work on it. On its part the Engineering Development Board
can prepare a model for information & data collection based on computer
software and share with Associations so that data is collected on a
standardized mode.

(ii)

The Engineering Development Board must strengthen its Statistical Cell to
operate a manufacturer’s register which may be named as “Engineering
Industry Register” wherein information and data on all manufacturers and
service providers of engineering products may be stored. It should be a
computer software based system which can be designed on the pattern of
registers maintained by other countries. The Statistical Cell of EDB must also
coordinate with various associations, FBS, FBR, Provincial Governments and
other agencies for collection and continuous updating of data and other
information. The EDB may need to seek help for learning from international
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experiences in this regard. Help may be sought from multilateral development
institutions in the form of Technical Assistance which may cover (i) review of
ground situation in Pakistan, (ii) need assessment, (iii) review of international
best practices, (iv) designing of system and data fields, (v) developing and
programming of needed computer software and (vi) institutional framework to
undertake work on continual basis.
Action By:
(i)

Relevant Industry Associations.

(ii)

Engineering Development Board.

Coordination By:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Exports Development Council.

Funding By:
(i)

Government of Pakistan.

(ii)

Multilateral Development Institutions.

Time Available:
(i)

Work to start immediately.

(ii)

System to be completed by 30th June, 2011.

(iii)

Further work to be done on continued basis.
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11.2
Trade Diplomacy and Trade Missions Abroad
Trade diplomacy has increasingly become an important function for modern
governments. Through this function the governments protect and support their economic
interests in foreign lands as well as promote export trade for the benefit of their domestic
manufacturers and businesses. The commercial and trade offices in foreign lands not only
represent their respective governments but also the manufacturers and businesses having
trading interests in host countries. The Ministry of Commerce of the Government of
Pakistan has a total of fifty nine officers along with relevant officials posted in 39
countries. Some of the countries have two or even more offices. The commercial and
trade offices ideally should be performing a number of functions, as are illustrated below:
(i)

Represent Pakistan and its people in countries and regions they are located in
as far as economic and trading interests are concerned.

(ii)

Identify existing economic and trading opportunities for Pakistani
manufacturers and businesses especially with reference to exports from
Pakistan.

(iii)

Develop economic and trading opportunities for Pakistani manufacturers and
businesses especially with reference to exports form Pakistan.

(iv)

Identify Pakistan origin products which can be exported to country/ region
they are located in.

(v)

Undertake regular market studies, customer analysis, market segmentation
analysis and collect other useful information for the benefit of the
Government of Pakistan and the exporters from Pakistan. Such studies,
analysis and information are to be communicated to the concerned in Pakistan.
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(vi)

Undertake geographical, political and economic risk assessment and collect
other useful information for the benefit of Government of Pakistan and
exporters from Pakistan. Such studies, analysis and information are to be
communicated to the concerned in Pakistan.

(vii)

Showcase and market Pakistan and Pakistani products by image building and
marketing.

(viii)

Establish liaison and links within local business and trading communities to
help Pakistani exporters in establishing export trade links and dealings. They
are also to liaise with relevant ministries, government departments, chambers
of commerce and trade associations in host country and region in order to be
able to support exports from Pakistan.

(ix)

To gain knowledge about host country/ region’s trade relations with other
countries by analyzing trade agreements, FTAs, PTAs and RTAs and by
assessing implications about exports form Pakistan.

(x)

To gain knowledge about prescribed technical standards for products,
technical barriers and tariffs of the host country and assessing implications
about exports from Pakistan. Such information should be communicated to the
concerned in Pakistan.

(xi)

Develop marketing tools to support exports from Pakistan by identifying and
analyzing phenomena within market dynamics of the host country.
Developing ties with buying houses, important firms, marketing companies
and present & potential customers is an important tool in this regard.

(xii)

Market Pakistan as a favourable destination for investment.

(xiii)

Support exporters of Pakistan through legal and other possible aid in case of a
trade dispute.
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(xiv)

Identify potential sources of raw materials and other imports with the
objective of facilitating their sourcing by Pakistan’s industry and trade.

If the performance of Pakistan’s commercial and trade offices abroad is assessed
against the above benchmarks, it can only best be termed as unsatisfactory. In fact the
poor performance of commercial and trade offices abroad can easily be attributed to
system failure for which no single person or office is solely responsible. The system is
riddled with deficiencies of resources, manpower, expertise, geographic dispersion and
above all it has lost focus of its objectives. During the discussions in NEEDS exercise, a
number of deficiencies of the system were brought out which are listed as follow:(i)

Geographic Spread:
It is important to have a look at geographic locations of commercial and trade

offices. They are located in North America (8), some countries of Europe (19), China (4),
GCC (6), Africa (5), Australia (1), South America (2) and the rest in Asia (12).
Surprisingly, Afghanistan has 2 commercial offices, Saudi Arabia has 4 commercial
offices, United Sates has 5 commercial offices and UK has 2 commercial offices. This
geographical spread has no logic as vast continents of Africa and Asia have been totally
ignored. African continent comprising of 55 countries has only five offices. Large
number of Asian and South American economies also has no representation from
Pakistan’s trade apparatus.
(ii)

Personnel Selection:
A look at the list of officers posted in trade missions abroad indicate that all of

them come from the beaurocratic services of the Government of Pakistan. But, the
surprising fact is that a lot of them do not come from trade related services. Therefore,
they do not possess the necessary training, experience and required expertise to perform
functions expected out of a commercial and trade officer. In fact expectation of
performance out of them would be expecting too much.
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(iii)

Basic Orientation:
The basic orientation of trade missions abroad is for promotion of traditional

export items of Pakistan, e.g. textile, sports goods, rice, etc. The briefings commercial
and trade officers get before proceeding on their postings abroad are also on traditional
export items and in most of the cases they are unaware of the products and potential of
Pakistan’s Engineering Industry in exports.
(iv)

Information Database:
There is no database developed by the Ministry of Commerce and Trade

Development Authority to provide information to trade missions abroad and to support
them in performing their functions. In the absence of a proper database on Pakistani
products and manufacturers, the required functions cannot be performed by trade
missions in an effective and efficient manner.
(v)

Linking by Pakistan’s Industry:
The Pakistani industry, including Engineering Industry, has failed to utilize

whatever assistance which could be made possible out of existing apparatus. The inaction
by Pakistan’s industry in soliciting support from trade missions abroad has also been a
barrier.
(vi)

Culture and Attitude:
Mainly because of lack of focus, background, training, and expertise the officers

posted in trade missions develop a culture and attitude of political officers working as
regular diplomats. The realization that they are on commercial and trade mission and
have to work as sales persons and marketers of Pakistani products is simply missing.
Their activities usually revolve around diplomatic circles with a lack of interest in their
own functions. Most of the time, they remain involved in counsellor functions and
issuing visas.
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(vii)

Administrative Control:
The commercial and trade officers report to Embassies of Pakistan abroad for

administrative and other purposes. Since, the trade missions are not regular part of the
Foreign Office, they usually receive an attitude of indifference & neglect and find little
support in performance of their functions.
(viii) Resource Gap:
The trade missions abroad work with insufficient resources not enough to perform
in an effective manner. The expected functions simply cannot be performed with the
resources made available to them.
(ix)

Monitoring and Performance Evaluation:
There is no effective monitoring and performance evaluation either by the Trade

Development Authority of Pakistan or by the Ministry of Commerce. No targets are
given to trade missions. In the absence of periodic submission of reports and an
evaluation system for performance by the trade missions against performance targets,
whatever happens; it happens by luck or coincidence.
Analysis:
The trade diplomacy mechanism of the Government of Pakistan in its current
shape, geographical spread, resources, manpower, attitude and focus cannot match the
immediate needs of the Government of Pakistan, the manufacturing export industry
including engineering sector and the economic interests of Pakistan. It needs to be
revamped and overhauled in its totality and should be provided a new paradigm to
support Pakistani exports so that the widening trade gap can be filled. The diverse needs
of Engineering Industry exports are demanding and only an effective and efficient trade
diplomacy mechanism can deliver upon them. Looking at international best practices and
experiences, the trade diplomacy mechanism needs to be totally reoriented taking
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industry and trade as equal partners. The case studies of trade missions of India and
China and the efforts they put out can be taken as examples.
While, other countries have outperformed Pakistan in trade diplomacy and
promotion of exports, the Ministry of Foreign Affairs, the Ministry of Commerce and
Trade Development Authority have only debated time and again on the kind of functions
to be performed by trade missions. While one side would argue that trade missions are
sales persons for Pakistani products, the other point of view is that they are diplomats
looking after the economic interests on behalf of the Government of Pakistan. Off and on,
this debate has never been concluded with only unclear directions without focus. The
economic and trading interests of Pakistan, including those of exporters, continue to
suffer as a consequence.
The need for revamping, overhauling and restructuring the trade missions of
Pakistan has never been more. They need to be provided with resources. They also need
to be given a clear cut direction, agenda, targets, and made to perform for evaluation on
regular basis.
Proposed New Structure:
The trade diplomacy and trade mission infrastructure may be rebuilt on the lines
as follow:(i)

Functions:
The trade diplomacy apparatus and the trade missions may be provided a clear
cut agenda and terms of reference as described in the first para of this chapter.

(ii)

Status:
The debate about status of trade missions as to that of a diplomat or a sales
person must end. We must accept that both are equally important aspects of
the same job and should be performed with equal enthusiasm.
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(iii)

Administrative Control:
The reporting and administrative control of trade missions abroad may
become the responsibility of Ministry of Commerce. The trade missions
should report exclusively to the Commerce Ministry and follow their
instructions. However, they may co-ordinate with Embassies for creating
synergies and optimum performance.

(iv)

Trade Ambassadors:
Ministry of Commerce may appoint five ambassadors at large or roaming
ambassadors. These ambassadors should report to Secretary Commerce and
have permanent offices in the Ministry of Commerce in Islamabad. They may
have the geographical responsibilities for,
(a)

Americas

(b)

Africa, excluding North Africa

(c)

Middle East, North Africa and Central Asian Republics

(d)

Rest of Asia and Australia

(e)

Europe

The above proposed ambassadors shall co-ordinate with the (i) Governmental
agencies in Pakistan, (ii) businesses, trade, industry and exporters in Pakistan;
and (iii) supervise the work of trade missions abroad. It is important here to
mention that selection of persons to be posted as ambassadors have to be done
on the right criterions. Ideally, they should be professionally qualified people
having a minimum of twenty years of administrative, public policy and trade
related experience in private public sector.
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(v)

WTO Mission in Geneva:
The appointments to WTO Mission in Geneva should be considered as
exclusively trade diplomacy assignments and continued as per existing
practices.

(vi)

New Trade Missions:
New trade missions may be established at locations including:-

(vii)

a)

Sudan (Africa)

b)

Ghana (Africa)

c)

Angola (Africa)

d)

Madagascar (Africa)

e)

Congo (Africa)

f)

Tanzania (Africa)

g)

Mauritius (Africa)

h)

Algeria (Africa)

i)

Vietnam (Asia)

j)

Kampuchea (Asia)

k)

Oman (ME)

l)

Iraq (ME)

m)

Syria (ME)

Personnel of Trade Missions:
The trade missions of Pakistan may consist of the following:(a)

An officer of the government of Pakistan with a minimum of 12+ years
of experience from the trade related services like, Commerce and Trade
Group, Customs Group, etc. Such officer should be in BPS 19 and above
and no BPS 18 officer may be posted as the job requires considerable
experience. He/ She shall be head of the trade mission.
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(b)

A sales and marketing officer having masters degree in economics,
commerce, business administration, etc may be appointed. He/ She shall
have a minimum of 10 years of experience in sales, marketing and
export in any corporate entity in Pakistan and should be able to
demonstrate interpersonal skills.

(c)

A research officer having masters degree in economics, commerce,
statistics, etc. may be appointed. He/ She shall have a minimum
experience of 5 years in market research and exports in any corporate
entity in Pakistan. He/ She should be able to demonstrate analytical
skills.

(d)

Other secretariat and administrative support staff.

(viii) Display Centres:
The trade mission of Pakistan may be a purpose designed facility. The facility
must include a display centre wherein the products of Pakistan especially
those of the Engineering Industry, should be exhibited on permanent basis.
Such a display centre is necessary to show the host country importers about
availability of Pakistani products. The trade missions should invite the trading
community of host country on important Pakistani and local events to exhibit
Pakistani products. Even otherwise regular Pakistani exhibitions should be
arranged.
(ix)

Database:
A database may be developed about Pakistan’s engineering products,
manufacturers of products and exporters of products by the Engineering
Development Board, Trade Development Authority of Pakistan and the
Ministry of Commerce. This database should be continuously updated to
reflect the current situation. The EDB has already developed a database for
engineering products and exporters which can serve as a starting point. The
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database should be centrally maintained with remote excess through internet
provided to trade missions. The available information should be used to
provide immediate information to prospective buyers in the host country.
(x)

Resources:
Enough financial and administrative resources may be placed at the disposal
of trade missions to enable them to perform the functions assigned to them.

(xi)

Training of Officers:
The officers being posted in trade missions should be adequately trained in
skills and must be provided enough knowledge and orientation about trade,
business, industry and products of Pakistan including their export potential in
the targeted markets. A special emphasis on products of Engineering Industry
and their export potential should be laid. For such a purpose, these officers
should be deputed to Engineering Development Board for briefings for a
period of one week. They should also serve a week with any exporting unit of
the Engineering Sector.

(xii)

Export Targets:
All the trade ambassadors and trade missions should be given export targets
on the basis of historical export data and unrealized potential. Their
performance should be evaluated on the basis of meeting of export targets.

Actions By:
(i)

Ministry of Commerce.

(ii)

Trade Development Authority of Pakistan.

(iii)

Engineering Development Board.
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Co-ordination By:
(i)

Engineering Development Board.

(ii)

Proposed National Engineering Export Development Council.

Time Available:
(i)

Work to start immediately.

(ii)

Announcement to be made in Trade Policy 2010 by Ministry of Commerce.

(iii)

New proposed setup to become operational by June, 2011.
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11.3
Strengthening and Reorganization of
Engineering Development Board
The Government of Pakistan, like every other Government, makes policies and
creates structures for implementation thereof, issues orders, procedures & rules for
coordinated and focused work on these policies and monitors & evaluates progress of
achievements. The policies so formulated and implemented cannot bear results if
operated in isolation of each other. The governance is a complex affair. This is so
because the governmental functions and policies overlap and impact each other. If they
are contradictory to each other, they are bound to create problems instead of achieving
results. However, if governments are able to harmonize them with each other, synergies
can be created for spectacular results. This is precisely the reason that the decision
making process of the Government of Pakistan is a consultative one. Such consultations
are inter-departmental. However, it is viewed that the process of consultation within the
Government of Pakistan is quite lengthy and imperfect. At times, the relevant
government departments just guard their territories and functions and an overall holistic
view is not taken to move forward. Similarly, in implementation feet dragging is done
and many policies are implemented only partially. This situation is highly undesirable
and a workable approach needs to be evolved for harmonizing governmental policies for
Engineering Industry.
The situation calls for a need to have a lead organization acting as focal point for
doing the follow up, coordination and harmonization work to achieve desired objectives
and results. Even without the NEEDS proposals, there was always a requirement for
having an “Apex Organization” to coordinate and harmonize governmental policies and
work relating to Engineering Industry of Pakistan.
Over the last fifteen years, the Engineering Development Board has been
performing the functions of coordinating, harmonizing and advising various government
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departments within the Government of Pakistan as part of its functions. Created in 1995,
the EDB has come a long way to become a focused organization, winning the confidence
of various government departments and the Engineering Industry as a whole. The EDB
has been performing functions as follow:
(i)

Policy planning and formulation in respect of Engineering Industry and
recommendation thereof to the Government of Pakistan. The EDB did the
basic policy formulation work for the Government of Pakistan such as
Automotive Industry Development Programme (AIDP), Modernization of
Trucking Sector, Steel Policy, Electronics Policy, Chemical Vision, etc.

(ii)

Annual Efficiency and Competitiveness Exercise through constitution of
sectoral committees in public private partnership, under the convenor ship of
private sector stakeholders, to deliberate budget related proposals. Such
proposals are then pursued with FBR for adoption and implementation by the
Government.

(iii)

Annual exercise to develop trade policy related proposals in consultation with
private sector stakeholders. These proposals are pursued with Ministry of
Commerce.

(iv)

Consultation with stakeholders on the framework set by the Government in
respect of trade agreements.

(v)

Continuously providing sector specific inputs to the Ministry of Industries and
Production.

(vi)

Export promotion of products of Engineering Industry through participation in
trade fairs such as Hannover Messe, Midest, Euromold, etc during the last five
years. This was done in collaboration with TDAP. However, this has been
discontinued and now TDAP does this function exclusively despite
resentment shown by Engineering Industry.
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(vii)

Arranging international consultants to assess, diagnose and map the
capabilities of engineering entities in the areas of management, shop floor,
work flow processes, human resource, supply chain, waste minimization,
financial management, order processing and export marketing, etc. The
support for international aid agencies operating in Pakistan is obtained in this
regard.

(viii)

Continuous implementation and monitoring of “Tariff Based System”
commonly known as TBS for regulation of automotive industry in Pakistan.

(ix)

Preparation of Sectoral Reports and Cluster Reports for analysis of
Engineering Industry.

(x)

To act as a technical arm of the Ministry of Industries & Production and
provide technical assistance in this regard.

(xi)

Any other work assigned to it by the Ministry of Industries & Production and
the Government of Pakistan.
However, it is equally important that EDB remains focused on its functions. Any

deviation from them would unnecessarily scatter the energies and the desired objectives
can get lost. In this regard, the following are proposed:-

(i)

The Engineering Development Board was created with the sole objective of
policy planning and formulation in respect of Engineering Industry of
Pakistan. This focus must not be lost. No work should be assigned to EDB
other than the one pertaining to Engineering Industry.

(ii)

The work assigned to EDB, regarding technical assistance to the Ministry of
Industries & Production on all issues, should be reassigned to a technical wing
to be created within the Ministry. There used to be such a wing within the
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Ministry which no longer exists. This technical wing should be re-established.
Manpower for this wing can be taken out of EAC manpower currently at the
disposal of EDB for exclusive performance of this function.
(iii)

In pursuance of proposal contained in Chapter 11.1 of this report a statistical
wing would need to be created within Engineering Development Board.

(iv)

A clear cut direction is proposed to be issued by the Government of Pakistan
to all its departments to consult and consider opinion of Engineering
Development Board while making any policy or taking any action impacting
Engineering Industry of Pakistan.

Action By:
(i)

Ministry of Industries & Production, who may submit a summary to the
Cabinet in this regard for approval in principle.

Time Available:
(i)

Summary to be submitted by 15th May, 2010.

(ii)

Decision to be obtained by 30th May, 2010.
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11.4
National Engineering Exports Development Council
The work on “National Engineering Exports Development Strategy (NEEDS)”
was conceived and undertaken under the model of “Private Public Debate” in which the
Engineering Industry of Pakistan and the Government of Pakistan had partnership.
Detailed interactions and discussions were held over a period of eight months. As a
result, the Engineering Industry has been able to do its own analysis, identify its own
strengths and weaknesses, and above all the industry has drawn a road map for growth.
However, the industry felt that the targets it has set for itself are quite steep and they
would need the governmental support to meet the common objectives. Therefore, a
number of proposals to create an enabling environment for the industry were also brought
out. These proposals broadly cover areas of marketing, investments, finance, fiscal &
regulatory regimes, support organizations, human resources, capacity building and
institutional frameworks. These proposals are a part of this report. However, details of
some of these proposals need to be worked out for their implementation. This report has
to be considered only as end of the beginning of a long drawn exercise in which
proposals are to be given a final shape, these are to be implemented and monitored to see
if desired results are being achieved. Monitoring and periodic evaluation is necessary to
know and act if any midterm adjustment in strategy is needed, and if needed the
management of this adjustment.
The NEEDS exercise started as a “Private Public Debate”. It was lead by the
Engineering Industry of Pakistan and Engineering Development Board played a major
role in this exercise. Other government departments also contributed by becoming a part
of discussions. This exercise needs to be taken to its next logical stages in the same
manner. It is, therefore, proposed that a “National Engineering Exports Development
Council” may be constituted in “Private Public Partnership” to carry the work forward.
The proposed Council shall develop further on the basic work already done and is
proposed to perform functions as detailed below:-
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Functions of National Engineering Exports Development Council:
(i)

The Council shall keep alive the spirit of Private Public Partnership and be a
channel of communication and coordination between various departments of
the Government of Pakistan and Engineering Industry of Pakistan.

(ii)

The Council shall develop further, wherever required, on the conceptual
proposals as contained in the initial NEEDS report for their implementation.

(iii)

The Council shall keep a close liaison with the Government of Pakistan and
its various departments and shall also follow up with them for smooth and
complete implementation of proposals.

(iv)

The Council shall oversee the performance of various institutions in private
and public sector established in pursuance of NEEDS proposals and suggests
corrective measures, if needed.

(v)

The Council shall act as a “think tank” to provide policy planning support to
the Government of Pakistan.

(vi)

The Council may undertake any other work relating to implementation of
NEEDS proposals and further promotion of exports of the Engineering
Industry.
These are important functions and responsibilities. The delivery on the objectives

of NEEDS exercise require a dedicated team, a lot of logistical & administrative support
and financial resources. The selection of representation on the proposed Council has to be
very credible with people who have a proven track record and command respect in
Government circles as well as within the Engineering Industry. With adequate
administrative and logistical support and availability of financial resources, the job can be
completed and objectives achieved. Inadequate availability of resources would mean a
half hearted attempt and wasting of resources without achieving desired results. The
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proposals on structure & membership of Council, administrative & logistical support and
financial resources are as follow:
(A) Structure and Membership of Council
The structure and membership of the Council shall be as follow:
(i)

The Council shall be headed by a chairperson who shall be a prominent leader
of Engineering Industry and an exporter himself. The chairman shall be
appointed by the Government of Pakistan for a period of three years. The term
of appointment can be extended by the Government for a further period of
three years.
The Engineering Industry is of unanimous opinion that the Government of
Pakistan may appoint Mr. Razzak Dawood, Chairman, Descon Engineering as
the first Chairman of the Council.

(ii)

The chairman shall be assisted by a co-chairperson from the Government
Sector.

(iii)

The Council shall consist of 25 members nominated by the Government of
Pakistan.

(iv)

The Council shall have fourteen members from amongst the Engineering
Industry. Such members shall represent various sub-sectors and must be
exporters of engineering goods & services. The Engineering Industry is of
unanimous opinion that Mr. Rizwan Qadri, Director M/s Qadbros Engineering
who also acted as Convener to NEEDS exercise shall be a member of the
Council.

(v)

The Council shall have nine members from the government sector
representing various government departments and functions.
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(vi)

The Council shall have two members as industry experts and represent
academia. The Engineering Industry was of unanimous opinion that Mr.
Zaheeruddin Dar, CEO, Development Analysis & Research Team, who
worked as Lead Facilitator and Main Technical Resource Person of NEEDS
exercise shall be a member of the Council to ensure continuity of the effort.

(B) Secretariat, Administrative and Logistic Support
As mentioned earlier, to deliver on objectives of NEEDS exercise and further
working, implementation, monitoring and evaluation of NEEDS proposals, the Council
shall need secretariat, administrative and logistic support. A permanent management
support system, therefore, needs to be established so that the work is undertaken on
continual basis. It is, therefore, proposed that the Council may be established as a
Company under section 42 of Companies Ordinance, 1984 so that it can govern itself
under a set procedure as well as have the autonomy to operate in a business model.
(C) Financial Resources:
The implementation of NEEDS proposals as well as functioning of proposed National
Engineering Exports Development Council would need financial resources to be placed
at the disposal of EDB for performing functions expected out of them. Financial
resources are needed on the following accounts:
(i)

Undertake further studies for implementation of proposals contained in
NEEDS report.

(ii)

Market study reports regarding thrust products in relation to potential
markets. Professional assistance would be required to be hired for
doing and compiling such studies.

(iii)

Preparation of feasibility reports and development of business models
through professional assistance which would need to be hired.
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(iv)

Assistance to Engineering Industry with respect to trade fairs/
exhibitions and trade delegations.

(v)

Awareness and capacity building assistance through workshops,
seminars, focused group discussions, study tours, etc.

(vi)

Appoint permanent staff and hire consultants for providing input and
assistance to the Council.

(vii)

Other secretarial, administrative and logistic work.

Until now, the Engineering Industry of Pakistan has been contributing from its
own resources towards supporting the NEEDS exercise. It also contributes regularly
towards export development fund which is collected by the Government of Pakistan at
the rate of 0.25% of value of engineering products exported out of Pakistan. This fund is
maintained and managed by the Ministry of Commerce for promotion of exports of
Pakistani products. The Engineering Industry feels that their contribution towards Export
Development Fund should be utilized for this purpose. The Engineering Industry also
proposes that a part of contributions made by the Engineering Industry towards Export
Development Fund should be placed at the disposal of Council, so that the Council has
enough resources at its disposal to perform functions assigned to it and the objectives are
met with success. Alternately, the Government of Pakistan should either allocate
financial resources out of its funds, or technical assistance may be sought from
multilateral financial institutions. Once established, the Council may generate its own
resources through contributions, donations or charging a fee for providing services.
Action By:
(i)

Ministry of Industries and Production, who may move a summary to the
Cabinet for approval of the establishment of proposed “National Engineering
Exports Development Council” along with proposed membership of Council
and provision of secretariat, logistic, administrative and financial resources.
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Time Available:
(i)

Summary to be submitted by 15th May, 2010.

(ii)

Decision to be obtained by 30th May, 2010.
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PART - IV
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12
End Note: The Promise
The first phase of NEEDS exercise has come to its close. It started with the aim of
developing a strategy to realize the export potential of Pakistan’s Engineering Industry.
As the exercise progressed, it grew in scope. It was considered necessary to adopt a
comprehensive approach while taking up allied issues simultaneously. Completion of the
first phase of NEEDS exercise is only the end of the beginning. During this phase
baselines were established, problems diagnosed, challenges & barriers defined and a need
analysis done for preparing to realize the export potential over a period of time on a
sustainable basis. It has finally emerged as a set of proposals to overcome identified
challenges and barriers faced by the industry. In the next phase, these proposals are to be
implemented for creation of an enabling environment for the Engineering Industry. The
industry needs only the start up support and once the momentum is gained, further
developments shall happen automatically, hopefully without any further problems and the
process shall become self sustaining.
There is an existing paradigm of industry consisting of old patterns, archaic
technologies & productive assets and ancient manufacturing practices. This old paradigm
is also dotted with multiple spots of modernity, innovative thinking and brilliant
performances. The effort is to shift to a paradigm wherein modernity, innovative thinking
and brilliant performances are to dominate the scenery. To achieve this new paradigm the
industry is to go through a process of change from within as well as with reference to
enabling environment. Once the process of change is triggered, the motion would set in.
The seeds for change are already available in the system and only need an enabling
environment to expand and create the new paradigm.
The process of change has rather already started at a small scale. During the first
phase of NEEDS exercise, a large number of entrepreneurs and industrial units were
directly and indirectly involved during two tiers of focused group discussions, filling out
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of questionnaires, one on one interviews and other consultative processes wherein
analysis of various sub-sectors of Engineering Industry was undertaken. They were also
involved in the process of finding solutions and working out proposals. The contact so
made, views exchanged and experiences shared have impacted them. A change in thought
process of these participants was witnessed. The process of change always starts with
change in thinking and outlook for future. A hope or a promise seen even at a far distance
always motivates for undertaking efforts to actualize it. The light at the end of the tunnel
has been seen and now the Engineering Industry of Pakistan only needs to travel the
length of tunnel to lighten up the way forward.
The strategy for realizing the export potential of Engineering Industry of Pakistan
consists of 28 proposals for the implementation of which both the industry and the
Government of Pakistan are to work as equal partners. It is a private public partnership
which has developed out of the private public debate taken up during the first phase of
NEEDS exercise. The results can only be achieved through this partnership in which the
Government of Pakistan is to assist the Engineering Industry through creating an initial
enabling environment. A facilitation & support system is part of this enabling
environment through which the industry can create a self sustaining mechanism for
continuous growth in exports.
The proposals are divided in six groups relating to (i) marketing, (ii) investment &
finance (iii) fiscal & regulatory regimes, (iv) support organizations (v) human resource,
capacity building & technology up-gradation and (vi) institutional frameworks. All these
proposals are equally important. These proposals in themselves are a recipe for growth of
Engineering Industry and its exports. Some of the proposals are drawn up at conceptual
level. These proposals need to be further worked up in detail before implementation and
this report has to be considered only as the beginning of an exercise in which they are to
be given an implementable final shape by relevant quarters. The implementation and
operation also needs to be monitored to see if the strategy is going in the right direction
and objectives are being met. Periodic reviews and evaluations would therefore, be a
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must for any midway adjustments if needed. This also needs to be done in private public
partnership for which establishment of “National Engineering Exports Development
Council” has been proposed.
The proposals contained in the strategy are interlinked and all of them are cross
cutting and mutually reinforcing. So all the proposals have to be given equal and due
weightage for working out details, implementation, monitoring, evaluations and midway
adjustments. Only simultaneous implementation of proposals would create the desired
impact and if any one or some of these proposals are ignored or given lesser level of
importance, the impact may be lost altogether. This is an important aspect and would
have to be kept in perspective through all stages of further working and developments.
The implementation of proposals is not going to be easy as they would require
institutional arrangements, legislative changes, allocation of administrative resources and
above all financial resources. The Engineering Industry believes in the sincerity and
commitment of the Government at administrative and political level. As far as financial
resources are concerned, an effort has been made to point out the possible sources of
funding which can be tapped in for delivery in implementation. It has also been amply
stated that commitment of financial resources and expenses on support system (especially
human resource development) are in fact investments which would repay in the shape of
enhanced dividends for the Engineering Industry as well as the Government of Pakistan.
Moving forward into the second phase of NEEDS exercise would need total
commitment on the part of the Government of Pakistan as well as the Engineering
Industry. A lot of hand holding of each other would be needed as self assuring exercise.
In the second phase, the NEEDS exercise would also need fathering by a lead
organization having enough experience in the fields of development, financial controls
and institution building. Such an organization should be overseeing the implementation
of proposals and keep the process on track. A number of multilateral development
institutions have this experience and expertise. The government of Pakistan may involve
any of such organizations to partner with and to oversee the entire process. Such
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patronage would be required for an initial period of five years only. Once the process is
rolled on the right track, the patronising organization can exit and do periodic monitoring
thereafter.
Apart from proposals, an important aspect of the first phase of NEEDS exercise
was to identify thrust products of Engineering Industry which can be exported. For this
potential export markets were also to be identified. This work was taken up during the
course of data collection and consultative meetings. The thrust products of Engineering
Industry have been identified. Some of them are already being exported. Others are new
products having substantial export potential. The export markets were also identified in
the same process. Some of them are the existing markets where exports can be enhanced
through extra efforts. Others are new and additional markets which can be penetrated
through marketing effort and contact.
A matrix of thrust products and potential markets was prepared for sub-sectors of
Engineering Industry and forms part of the sub-sector wise analysis. A consolidated
matrix of thrust products and potential region wise markets has also been prepared to
have a macro picture for a directed approach during implementation of proposals and
thereafter. The consolidated matrix of thrust products and potential markets is given in
the form of Table 12.1.
Also as part of the first phase of NEEDS exercise, targets were set for growth in
exports for each sub-sector and the Engineering Industry as a whole. Time lines were also
set for achieving these targets. Form the base year of 2008-09 when engineering exports
were only US$ 812 million to the year 2026-27 when exports would cross US$ 10 billion,
a lot of ground is to be covered. It was estimated that in the initial years the progress in
achieving higher levels of export growth would be slow mainly because of the reasons
that new enabling environment and infrastructure would need seasoning to get mature in
order to deliver and the new investments and technologies would need to be absorbed by
the Engineering Industry. Once the initial teething is done, the efforts would bear fruits in
the shape of accelerated growth. The first milestone of US$ 2 billion is estimated to be
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achieved by the year 2016-17. The second milestone of US$ 5 billion would be crossed in
the year 2022-23 and finally the US$ 10 billion mark would be crossed in the year 202627. Thereafter, the Engineering Industry would need to maintain and sustain the pace of
development for an exponential growth in exports (Fig 2.2).
Such is the promise the NEEDS holds for the Engineering Industry, the
Government of Pakistan and the nation at large. This promise is within reach and can be
fulfilled. What is needed is trust building and steadfastness. The Engineering Industry
and the Government of Pakistan both need to support each other for realizing the
potential of a backbone industry and the country. As far as the commitment and sincerity
of purpose on the part of Engineering Industry is concerned, it can be depicted aptly
through the following saying……
“There are two types of workers. One type would say that give me a job
and I would spend all my life polishing the tools. The other type would say
that give me the tools and I would finish the job.”
The Engineering Industry of Pakistan is the second type. They only need the tools
to finish the job.

Engineering Development Board

228

Development Analysis & Research Team

National Engineering Exports Development Strategy (NEEDS)

_________________
Engineering Development Board

229

________
Development Analysis & Research Team

