
Investment collapse and government
Some things ¥e vety'8ear l\ -"'-'QJ?".,.IvDrSaisal Bari theabovemightbe-trueto anextent.

aboutthe statehf the Pa '\6T~" Whatmakesthestoryevenmoreinterestingis that
kistanieconomy.Weare ~~\'1.d. . \ though interest rates on borrowing for industrial in-

not doingtoowelland ha' e . . vestmenthave comedown significantlyin the lastfew
not for quite a few years. ,\ All surveys that have trIed years,thishas not spurred the demand for investment
lot of the explanation for this ~ ,. funds. In fact, banks seem to be loaded with cash. They

comes from industrial per- f,~ ' ~~ to document Ilmpedlments have been forced to enter consumer lending in a big
formancehavingbeen rather IJ 71 I~ way, and have comeup with all sorts of packagesfor
P
,

oor over these years. Both .'~\ to Investment' have consumers,butindustrialdemandforfundsnasnot
largesear-eandsmatrscale~- ~\\ . . . budgedby.much. .
d aveso~e OwnS1- ,i Identified the CBR as one. There.mightbe ot.~erex~lanationsforthe~ackof

c tl over e I c- ' ({ mdustrial growth. Somemight have to do wIth our
ade, and c°':ltinue to be slow despite government of thema;or obstacles to inabilio/to movetohigherqualityproducts,.thelack
eflQrt" at revIval foryears. - 'I of a tramed and educated workforce to deal Wlth more

Themillion-dollarissuehas to do with understand- doing business in sophisticatedquality,and Just-In-Timedelivery.Oth-
ing what is keepingindustrial activityslow and ham- ers mighthave to do with viciouscyclesoflow quality
pering revival. The usual answers have to do with the Pakistan' or low output or lock-ins that might have happenedhighrisksof investingin Paki~tan,and the political . I due to sunk investments made at one point, but these
ana other uncertainties assoClatedwith setting up a areunlikelyto explaintheslowdown acrossall indus-
businesshere.Thesehave someexplanatorypower. A tries and of the extent we see. ...
lot of investors do feel that Pakistanprovides,a high Wemightnot have a completelistofreasons,but we r
risk environment, especially for longer gestation offering legal protection as well as by trying to per- have enough clues (givenabove) that we canmai-;ea \
pr2i~ct~- - suade investors that the political risks of appropria- coherentstart at addressing someproblems.Everyso
Y1 ~s also explains some of our difficulty with attract- tion, lack of protection and the possibilities of renego- often one hears of a new task force or committee to \
~g foreign ~v~stments. Fo~ei~ ~vestmenl can come tiation are.very low, but few have been convinc7d by . look into 'imped~ents to investment: But !n ty~ical
m as portfoho mvestment smce It ISeasy to move out, the rhetonc. One cannot really blame them. The mter- government fashion they end up recommendmg things
but foreign dir~c..t~ents ar~ harder to attract, as national and local political situation is such, and recent that almost never get done. The example of the CBRis
that usually implies the investor hii5 to sinkccapital events in amultinational in Islamabad have also shown probably the best documented. All surveys that have
into a market, and it can take monthstto-move money this, that no investor in his right mind can seriously tried to document 'impediments to investment' have
out of a particular mvestment, il one is able to. A high contemplate coming in on.the promises of the govern- identified, the CBR as one..of. the .major obstacles to

risk environment ~vide ~OPriate guaran- ment or by taking on a local partner. doing business in Pakistan (tax related iss~~s of cos~oftees to potefinatInves ors efore ey will even think But what is stopping local investors? Most local compliance/ratesoftaxes and unpredictability ofpohcy
of putting money in. investors have better information, have bett~ COnne,~ t' cl;11lI1g~being thernain cul,p,rits)'.~oP-h~s ~enaw;are

This is exactly what we did with the IPPs. We guar- tions and can make, money through manipulation ~f-.~gf this fer ~years, crnd has 'had comrmsslOns up<;>n
anteed them hIgh returns over a long time horizon, the rules of the game, so what is making them shy commissions and task forces galore work on ~e 1S-
and received 'siza:ble investment under those condi- away from investing? The political situation should sues, and have gathered a,Plethora of .suggestions.
tions. B"utwe have not been able to honour some not be so large a deterrent for them. They have even had committees reconcIle reports of
contracts. The temptation to renegotiate was too hard There is some research that shows the regulatory previous committees, yet to date the progress, ~terms

to resist. The problem is that renegotiation, though framework imposes significant transaction costs on of reforming the CBR ~d addressm!? people s %n-
successful wftfi existing investorS'itenas to make other investors in Pakistan. Setting up a factory or a com- cerns, has been almost nil. The same IStrue of 0 er
investors shy. We arehopinginvestors will enter other mercial unit, and running it, brings an investor in areas. . . .
areas, especially oil and gas, but w~ have to guarantee contact with so many departments, and so often at GoP has promised foreIgn IDvest?rs they .wIll be
generous returns here too and ensure thatthe urge to such high cost that it makes a lot of activities too hard, treated fairly. Some of the IPPs WIll not ~ the
renegotiate is somehow r~sisted. or not profitable enough, to pursue. Research has also OTom;"p wnrt], ml1rh 'I<"I>"';T>-.l-J r""" rif nM""t"
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This is exactly what we did with the IPPs. We guar-
anteed them high returns over a long time horizon,
and receivedsizaDle investment under those condi-
tions. B"ut we have not been able to honour some

contracts. The temptation to renegotiate was too hard
to resist. The problem is that renegotiation, though
successful wIth existing investors;temrs to make other
investors shy. Weare hoping"investors will enter other
areas, especially oil and gas, but w~ have to guarantee
generous returns here too, and ensure that the urge to
renegotiate is somehow resisted.

One can see the effect of perceptions of risk on
investor .willingness to come to Pakistan through re-
vealed interest of investors in assets that the' govern-
meht wantsi:o privatise. UBL wentaftefmuch wheel-
ing and~deaIIng, in whicn man,y-a reputation was
tarnished:' Therels little or no interest in KESC, and
most American firms are 'not-interested in retail re-

lated outfits:~ is~~:xample: Even PrCL, oncee~ect~ fetch $7-8 bi on, ISnow Oiilyexpected10
brIng $1billionodd. And even here, only a few secand-
string-companres, none of the telecommunications
leaders, have shown much interest. WAPDA, Rail-
ways and other state assetsshow similar lack of inves-
tor interest. In some of these cases it is not the inherent
lack of profit-making opportunities causing lack of
interest. Some are going to be monopolies or oligopolies
at worst. They are likely to make a lot of money, if
managed well. It is more the political risk that is
making investors shy away.

Gop has tried to address this by assuring investors,.-
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tions and can make, money through manipulation MJ...of thi;'f€ir'Y~ars,'aRd has"had commissions upon
the rules of the game, so what is making them shy commissionsand task forcesgalore work on the is-
away from investing? The political situation should sues, and have gathered a plethora of suggestions.
not be so large a deterrent for them. . They have even had committeesreconcilereports of

There is some research that shows the regulatory previous committees, yet to date the/progress, in terms
framework imposes significant transaction costs on of reforming the CBR and addressing people's con-
investors in Pakistan. Setting up a factory or a com- cems, has been almost nil. The same is true of other
mercial unit, and running it, brings an investor in areas.
contact with so many departments, and so often at GoP has promised foreign investors they will be
such high cost, that it makes a lot ofactivities too hard, treated fairly. Some of the IPPs will not th~ the.
or not profitable en<;lUgh,to pursu.e. Research has al~o promise ~orth much. ,Evet; in the' c.ase of prIvate f'
sho~ that.thequalItyand costofIn!'rastructureava,ll- part~~rshlP.s, compa~'\lesh~e W~stInghouse and 1
able In Pakistan also lmpose

,

very high costs. Electnc- MobIhnk might have InterestIng thlt;gs to te~l.Even (
'

ity and transport costs, the uncertainty involved in the privatisation process, the most high profIle gov-
having access to i~rastructure (reliability of service), emInent attempt to be 'fair and transpa~ent' h~s been ...

seaport and airport facilities, sewerage and water found wanting.Sohow canwe have revIvalofInvest-
~ccess and access to gas, all impose significant costs on ment? .
Investors, and to an extent it can be shown that these Policies need implementation, promIses need en-
costs'in Pakistan are larger than in other countries in forcement and commitment, and consistency an~ ~ans-
the region. Thus net returns to investment are lower, parency, in the face of opportunistic oP1;'ortuntti)s C
which will surely have a dampening effect on the la Williamsonand the transaction costlitera~~! are
quantum of investment. necessaryprerequisites for establishinga credl e enf

But this is not the full story. Though infrastructure viromnent. The work GoP has done so far, o~ an~;g
costs have increased significantly with the deregula- these fronts, does not even come c1?~eto adt d::S ite
tion ofthe last decade, the increase is notlarge enough the core issues. It is not thu~ surprISIng tha e~as
to really explain the slowdown in industrial growth. sharp cuts in interest rates, Investment respons
Some researchers have speculated that in addition, the been fairly m~ted. . icsat the
crackdown on banks and the way credit was being (The author ISan AssocIateProfesso~of Econom
disbursed up to now has also slowed down industrial LahoreUniversity of Manl!gement ScIences) to:
expansion. Initiatives like NAB have also been said to E-mail queries and comments
have had some effect on reducing investment. All of faisal@nation.com.pk 8\,
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