Building corporate sector
By Shahid Javed Burki

MY article in Dawn (‘A stunted corporate sector’, February 13, 2007) on the reasons why the corporate sector in Pakistan had not developed to the point where it could play a part in the global economy provoked some debate in the columns of some newspapers. This is heartening since the subject needs to be looked at carefully and policymakers need to address some of the obstacles the corporations face that affects their healthy development.

Public policy has a major role to play in the development of the corporate sector in the country. Without the creation of a supportive environment, Pakistani companies will continue to languish in the margins of the global corporate business.

The subject is of interest at this time not only because of its history but because some members of the corporate community have begun to walk the corridors of power once again in order to seek protection from international competition. This is particularly the case with the textile industry, the country’s largest industrial sub-sector.

Should the state intervene to prop textiles or should it be left to face the winds of foreign competition? What is the role the exchange rate policy should play in aiding the sectors that rely on foreign markets for a good part of their sales?

These are important questions and they may be taken up in the budget for 2007-08. But the current travails of the textile sector were not the reason for me to write on the subject of corporate Pakistan.

I was prompted to write the article after watching the recent developments of large corporations across the border in India. Some of them have become global in scope, acquiring assets in both the old (steel) and new (information technology and pharmaceuticals) sectors in the developed world. Why were Pakistani companies totally absent from the global field, was the question I raised in the article.

There are several reasons why the corporate sector in Pakistan has failed to develop world class companies. Among the two that are most important was the nationalisation of large industries and financial companies in the early 1970s and corporate dependence on the government for support particularly during their lean periods.

I held the nationalisation programme carried out by the administration of Zulfikar Ali Bhutto to be an important reason for the stunted growth of the corporate sector. I suggested that the banking sector in particular would have done well had it been allowed to continue in the private sector.

In 1974, when the banks were nationalised some of them had developed to the point from where they were looking to move to Europe, the Middle East and other parts of the developing world. Penetrating the Middle Eastern market at that time would have been an extremely fortunate development since, in the early 1970s, the countries in this region were about to launch a massive programme aimed at economic development and modernisation.

Had the Pakistani banks been present at the start of the process that saw the economic transformation of the Middle East, they would have gone on to become global players in the world of finance.

I singled out the United Bank Limited as one institution that had developed a large Pakistani presence on account of the exceptional entrepreneurship of some of its managers. In the early 1970s it was poised to go global but then the Bhutto administration struck. Some of the bankers who had grown with the UBL went on to play significant roles in the banking world.

Most notable among these was Agha Hasan Abedi who founded the Bank for Credit and Commerce International, the BCCI. While the BCCI had an unhappy ending it launched many banking careers for bankers from Pakistan. It also laid the foundations for the development of the banking sector in the countries of the Gulf. Some of these banks entered Pakistan once the banking sector was reformed and the process of privatisation was launched.

The banks, once in the public sector following their nationalisation, lost the dynamism they had acquired during the period of Ayub Khan. They were used to favour the friends and supporters of whichever regime happened to be in power. As was the case with other public sector corporations, they were forced to hire staff they did not need. Little attention was paid to the examination of loan applications that were received; much of the lending was done without due diligence.

Consequently by the end of the 1990s, most public sector banks were groaning under the weight of non-performing loans. Some of them have still to fully recover.

My singling out the nationalisation of industry and finance as the single most important factor for setting back the development of the corporate sector was not appreciated by Tariq Islam, a nephew of Zulfikar Ali Bhutto, who contributed a spirited article to the pages of this newspaper in April.

The article was meant to honour the late prime minister on his death anniversary. “ZAB has been much maligned for his economic policies and nationalisation programme,” he wrote, “Pakistan was ruled by the famous 22 families who held complete monopolistic sway over the economy. Together they owned industries and the banks, disbursed loans to each other and controlled the means of production and supply. The poor were becoming poorer, they were without a voice, without hope, without a future.”

The “sway” of the 22 families over the country’s industry and finance is exaggerated. There was a serious analytical flaw in the conclusion that Mahbubul Haq drew from the numbers at his disposal when he delivered his famous “22 families speech”. His data referred to the distribution of assets among the companies listed on the Karachi stock market.

It was a bit of a stretch to extend that conclusion to the entire economy which is what he did for the sake of a greater political impact of his limited finding. This is also what Tariq Islam did in his article. However, it is not my intention to relive that controversy.

What I would like to stress though is that nationalisation is not the right remedy for correcting the concentration of economic power, in particular concentration in the sectors of industry and finance. What is required is intelligent public policy aimed at creating regulatory mechanisms that would not only check concentration but also encourage competition.

The debate on the working of the corporate sector has been joined by several other contributors who have enriched the discourse which, I hope, will also begin to interest the makers of public policy in Islamabad. In his thoughtful article published in Dawn on May 12, J.M. Sheikh, questioned my focus on the 1972-74 nationalisation as the turning point in the development of the corporate sector.

“No, nationalisation was not the unmitigated disaster that Mr Burki and others make it out to be,” he wrote. Instead he assigns much higher significance to the way the sector was being managed and believes that nationalisation, while it may not have been the ultimate solution, gave the system the shock it deserved. He suggests that Prime Minister Bhutto’s policies introduced many reforms in the corporate sector. This was particularly the case in bringing in and encouraging the introduction of professional managers into the nationalised industries.

“The demand for professional management increased with nationalisation and this was met with both thorough in-house training as well as by public service institutions”, writes Mr Sheikh. I suppose by “public service” institutions, he means the civil and later the military bureaucracy that supplied the nationalised industries a great deal of manpower.

In his contribution to Dawn on May 19, Shadab Fariduddin focuses on the negative role being played by the military’s growing economic interests in the country. “It can be argued that there are some industries such as defence production in which the army’s involvement is justified,” he writes. But the military has gone much beyond and penetrated the sectors in which it does not have any comparative advantage. It “spans retailing, real estate, banking, insurance, airlines, livestock, commercial agriculture, information technology, infrastructure construction, lower and higher education, bottling water, leisure and recreation, fertiliser and chemicals, power generation, trading, pharmaceuticals production, healthcare and many other areas of economic activity.”

The military’s involvement in the economy is not unique to Pakistan. It happens in both developed and developing countries. In the United States, for instance, the Corp of Engineers has a significant role in the development of infrastructure. Much of the intricate levee system along the Mississippi River was built by the American army. The Chinese People’s Liberation Army, the PLA, has extensive business interests in several sectors of the economy. The military is deeply involved in the economies of Argentina, Chile, Egypt, and Turkey.

What creates problems is when the military “unlevels” the playing field. That appears to be happening in Pakistan and is the subject of a recent book length study by Ayesha Siddiqa. To quote once again from Mr Fariduddin, “military businesses enjoy special concessions in terms of taxes and duties that help 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.”

Public policy has also given the state the role of the nurse for the private corporate sector with the government stepping in to provide support when the companies should have been left to fend for themselves. To extend the medical metaphor a bit, the industrial policy pursued by the country in the first three decades of independence made the state become the midwife, watching and helping the birth of private sector companies. This created what economists call “path dependence” which has survived to this date.

Path dependence happens when economic matters continue to pursue the course of action that have produced satisfactory results in the past. According to this line of thinking, what has succeeded in the past should also work in the future. There are currently demands emanating from the textile sector for support since it has failed to deal with the competitive environment created by the end of the Multi-Fibre Arrangement that had provided protective space to the exporters in the markets of major importers.

Public policy needs to address these issues. It needs to balance the demands of the citizenry for the provision of goods and services it needs at affordable prices as well as the requirement that the corporations in both the public and private sectors can face external competition. I am sure the discourse on the subject will continue and would contribute to the formulation of intelligent public policy aimed at developing an efficient corporate sector that can become global. Such policy must also protect public interest.

