Why corporate sector lags behind
By Shadab Fariduddin

THIS article furthers the debate initiated by Mr J.M. Shaikh and printed on May 12 on the reasons behind the corporate sector’s stunted growth. Any study of a society is incomplete without considering the processes of wealth creation its people adopt. Processes of economic undertakings become identities of nations, societies, people and even individuals.

America is the “consumption powerhouse” of the world, China the “manufacturing hub”, India the “global IT and outsourcing giant”, Nigeria the “the nation of scams and scandals”, Dubai the “trading centre point”, Hong Kong and Singapore the “financial services hubs”. Then there are epithets like “the Asian Tigers” and “emerging economies” that paint the character of the economic evolution of these societies.

Dr Ishrat Husain, ex-governor, State Bank of Pakistan, is one of the finest economic brains in the country. In a masterly exposé, ‘Pakistan: economy of an elitist state’, Dr Ishrat has revealed the true character of wealth creation processes in our country.

Active ingredients of the grow-rich formula in Pakistan are tax evasion, labour exploitation, opportunism, scams, shortsightedness and silo mentality, speculation, and special favours. Sadly missing in action are fundamentals such as vision, caring and sharing, customer service, consumer care, ethics, equity and a sense of societal contribution.

One category of elites is business tycoons that grow into politics. They are of the Nawaz Sharif ilk. Originally industrialists, they were nurtured by army dictators. They reached their ultimate goals when they gained political power and became prime ministers, federal ministers and ministers of state. The second type of elite consists of politicians who become business barons such as Chaudhry Shujaat and Asif Zardari.

Essentially feudalist in character, they built their business empires on power graft, craft and cronyism. As political robber barons, they gradually achieved forward integration of landholdings with agro-based industries, thanks to easy bank loans and concessions. Their means of earning maximum profits come from hoarding, import permits, price manipulation and government tenders.

Both these corporate types inherently lack the ingredients to become global economic forces. Political corporate outfits lack the strength of business fundamentals, and hence, by definition, are like seasonal lilies, flourishing when founders are in power, floundering when they are not. Because of higher uncertainty, both corporate types have a greater business continuity risk, which makes them unattractive for collaboration in the eyes of true foreign investors and businessmen.

True business families stayed clear of politics and focused on what they do best: creating value. The Habibs, the Shirazi Group, the Adamjees, the Rafis and the Mians remained committed to the cause of business and wealth creation by risk-taking and enterprise much like their Indian counterparts such as the Tatas and Birlas. However, the economic space available to true business leaders in our country has shrunk over the years.

This is not to say that the two politico-business types don’t exist in India. Our neighbour has its own fair share of examples of the scandalous nexus between politics and business. However, there is one critical difference: India’s enviable continuity of democratic governments never let the Indian army become an unwieldy, fearsome business empire as in Pakistan. Democracy and constitutionalism effectively checked the army’s drift into the business of business.

The huge economic space was thus filled by the expanding private sector, which learned to manage big operations needed to cater to huge internal markets. The Indian corporate sector grew organically in terms of its capacity to manage the economies of scale, which is a pre-requisite of global expansion. As against this, the army’s camel entered the businessmen’s tent in Pakistan. This third category is thus the elitist of all elites in Pakistan’s economy.

The army business empire is immune to the vicissitudes of business cycles: when faced with recession, it can always fall back on the public exchequer to support itself. This assertion is evidenced by the fact that all businesses of the military have steadily grown, even when other actors suffered during economic recessions in the last two decades.

It can be argued that there are some industries such as defence production in which the army’s involvement is justified. Yet, the military industrial complex spans retailing, real estate, banking, insurance, airline, livestock, commercial agriculture farming, information technology, infrastructure construction, lower and higher education, bottling water, leisure and recreation, fertiliser and chemicals, power generation, trading, pharmaceutical production, healthcare and many other areas of economic activity.

These outfits are so sacred that they can’t be “privatised”, that is, sold to more efficient private sectors in Pakistan or abroad. They crowd out the private sector when it comes to getting public procurement. As a result, private enterprises do not learn to manage the economies of scale.

Military businesses enjoy special concessions in terms of taxes and duties that helps them outdo the others. They collude among themselves to keep rivals out. In this scenario, private corporations in Pakistan are unlikely to grow big enough to become global outfits.

Will we, instead, see internationalisation of our army’s businesses to compete with the Indian global giants? Unlikely. The only legitimate area of international cooperation, and thus globalisation, is where the army’s core capability lies: defence production. We may see a global corporation emerge.

Two assumptions underlie the desire: the looming diplomatic sanctions over the A.Q. Khan fiasco don’t come into force and competitors like Sweden, France, the US, Russia, China and Ukraine let us play fairly in the global market!

The government-business relationship shaped two different types of economic behaviour in India and Pakistan. In India, the corrupting nexus did not come about as in Pakistan. The government was either not supportive of businesses or was indifferent. It did not resort to selective use of public policy. Public resources were not directed towards private gains. Tax evasion, debt write-offs, special concessions to political cronies did not become widespread in India. There were well-laid-out rules, howsoever restrictive and cumbersome, by which the businesses learned to play.

The swadeshi (self-sufficiency) movement was integral to India’s independence struggle. It protected indigenous industries, helped them grow organically and created pride in the “made in India” label. Successive governments and political leaders lived and breathed the swadeshi movement, demonstrating their commitment to the principle by using Indian products and produce. The political leadership shaped the consumption and production behaviour of its people.

We were about 40 years late in realising the vibrancy of indigenous business. When the ‘be Pakistani, buy Pakistani’ slogan was raised in the late 1980s, two things happened. First, the slogan did not sink in well with the masses because the leader who raised it did not live it.

Second, the nation’s negative attitude towards Pakistani goods had already been shaped. Preferences for foreign labels meant that local goods would not generate enough demand to justify investment in plant expansion. Manufacturers became traders. Phony foreign goods flooded the markets. Bara markets sprang up. Economic incentives for investment dwindled. All this meant that even genuine local manufacturers could not grow large enough to prepare for global expansion.

Government-business ties in Pakistan have always been politically motivated. Politicians used power to further their own business interests. Power in the hands of politicians meant punishment for business competitors. The world’s second largest ship-breaking industry was ruined so that Ittefaq Foundries could prosper. Ships carrying scrap for Ittefaq were not allowed to unload their cargo at the port.

Not to be left behind, army rulers have used fiscal policy and public infrastructure expenditure to build and strengthen their own business constituencies. The Frontier Works Organisation is awarded contracts to build virtually all mega projects announced by Gen Musharraf. Knowing fully well that it cannot execute them all, it has sub-contracted them to private construction companies!

Patterns and types of labour exported from the two countries also explain why Indian companies are now global while ours remain stunted. Apart from the numbers going abroad for jobs and other reasons, the qualitative difference stems from the nature of skills that went abroad and became part of the expatriate communities of the two countries.

For historical and demographic reasons, more Indians now live abroad than Pakistanis. However, a critical difference lies in the composition of the two expatriate communities and the economic roles played by them. India exported brains; Pakistan sent out brawn.

Educated well, Indians sought white-collar jobs in the fiercely competitive corporate world of Europe and the US. Their skills and competence carried a much higher price tag compared to those of Pakistani labourers. Indians progressed more rapidly up the socio-economic ladder as compared to the blue-collar Pakistani workers.

With the advent of knowledge economy, the mind, as the source of value generation, commanded premium. The Indians benefited. Emphasis on good education paid off. Many rose to become CEOs of Fortune 500 companies. The linkages they developed, the competence they nurtured, the respect they commanded and the wealth they accumulated spilled over back home and came in handy in the globalisation of Indian corporations.

Remittances by the Indian labour class were used more judiciously than those by Pakistanis. By nature, Indians are more mature in money matters than Pakistanis who are given to conspicuous consumption. A higher portion of remittances went into building up the national savings rate and thus ploughed into the productive investment in India. The Indian government also strictly discouraged the import of consumer durables, garments and electronics.

Pakistan suffered on both counts. Being a new nation, Pakistan lagged behind in producing enough professionals. Nevertheless, the way we squandered billions of dollars sent home in the last four decades by toiling Pakistani expatriates is criminal. Assuming a plausible average of one billion dollars a year, we may well have received over 30 billion dollars since 1975, when work-force exports really picked up thanks to Zulfikar Ali Bhutto’s vision and diplomacy.

Overseas Pakistanis don’t have shareholding in local businesses; they do not have businesses of their own either. The industrial landscape of Pakistan lacks meaningful participation by overseas Pakistanis. No wonder our businesses remain stunted and don’t have a global face to show.
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