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THE Privatisation Commission has announced a list of more than 80 state-owned enterprises including industrial units, banks, utility companies, railways and insurance firms for privatisation on the newly evolved concept of public-private partnership.

According to the privatisation policy approved in February last year, 26 per cent shares of these industrial units will be offered to the private investors, along with management control. The policy aims at improving the performance of these units, enhancing technological capability, increasing investment through upgradation of manufacturing facilities, and generation of jobs. 

The list includes strategic industrial units too. Out of these listed entities, 23 state-owned enterprises (SOEs) have been placed for fast track process of divestment to be completed this year. 

Engineering companies namely Heavy Electrical Complex (HEC) and Pakistan Machine Tool Factory (PMTF) are being privatised in the first phase of the programme, while Pakistan Steel Mills and Pakistan Engineering Company (PECO) are to be sold in the second phase in the year 2011. 

After the decision of the Supreme Court against privatisation of Pakistan Steel, the government redefined, in May 2008, the term “National Strategic Assets”. It directed the PC to drop a number of strategic SOEs, including Pakistan Steel, from the privatisation list. The government has now taken an unannounced U-turn on its policy. 

It is imperative that the strategic industries should be dealt differently allowing public sector to continue to play its role in the industrial development and achieving self-reliance in strategic areas. Both, PMTF and HEC, like Pakistan Steel, are high-tech industries of great strategic importance.

Engineering industry complex is highly capital intensive and involves long gestation period. There are high costs of technology and building-up of inventory of imported materials and components for a long time. It not very attractive to the private investor, the driving motive for which is the profit, within shortest possible time. Domestic private sector has never come forward to invest in manufacturing of heavy engineering goods, electrical equipment and steelmaking. Indeed, the overall investment in engineering industry now presents a dismal picture. 

Machine tools industry is fundamental for the industrial growth in any country as it provides principal industrial equipment base for manufacturing sector. Globally, it is over $65 billion industry, growing about five per cent annually with best potential markets in developing countries. 

PMTF, set up in collaboration with the world renowned Oerlikon-Buhrle of Switzerland, has built up, over a period of decades, technology of precision machine tools, having developed capability to design and manufacture of conventional and CNC machine tools. The diversified product range includes automobile transmission parts and components, die-cast parts and armaments. 

Currently, the company has domestic orders in hand for supply of weapons valuing Rs14 million, whereas export orders of additional $2 million are being negotiated. The manufacturing of defence equipment could come to a halt, in case of its divestment, and related technology it assimilated and corresponding expertise it developed over the decades will go down the drain. 

The company has been on active privatisation list for quite sometime but efforts to privatise it have failed .But the damage has been done. The short sighted policies and long and unsuccessful privatisation process have adversely affected company’s performance. PMTF is likely to turn into a sick unit under the given conditions of financial constraints. 

This time again, the prospective buyers would be interested only to purchase its assets, particularly the enormous real estate it owns. The 26 per cent shares of the company to be offered for divestment are expected to be worth Rs76 million, whereas its 226 acres prime industrial and commercial land located in Landhi alone is valued over one billion rupees. 

Out of this, 60 acres is vacant, which can immediately be utilised for commercial purposes. Interestingly, land lobby is already active to take over PMTF’s free land, under one garb or the other. For many years, a part of PMTF-owned land has been encroached upon where a petrol pump station operates. Sadly, the federal and provincial governments could not take any action against land-grabbers.

Heavy Electrical Complex at Hattar, another strategic unit, has an installed capacity for producing power transformers of cumulative capacity of 3,000 MVA annually. 

HEC has created a strong technical foundation for high voltage transformers based on the Chinese technology, and has independently designed, produced, tested and qualified 31.5/40 MVA, 132/11.5 transformer. As new construction and grid expansion takes place in a big way, the demand for power transformers will go up. 

It has been on the privatisation list for long. It is being put on the sale again. As uncertainty about its future prevails, HEC has suffered a net loss of Rs80 million during 2008-09, while it was profitable entity until then. Located in a front-line industrial estate, with all requisite infrastructure facilities, HEC is a great attraction to real estate investors. The premises cover an area of 81 acres, of which 31 acres is free land attached to the factory. Meanwhile, its government loans of about one billion rupees have been written-off and brought-forward losses of Rs377 million are to be borne by the PC. It may be noted that total assets of HEC are worth Rs1,404 million, whereas total liabilities are only of the size of Rs233 million.

There can be a turn-around of the two strategic units once these are de-listed from privatisation. Since these companies were performing well in recent past, there is no rationale to transfer their management control to private sector who would take over the valuable assets of the two SOEs simply by injecting around a nominal $1 million for each. There is however an urgent need of undertaking rehabilitation, modernisation and/or expansion of installed facilities at the units, which can be done either through bank borrowings or by selling free land attached to each at market rates. 

Here one is reminded of privatisation of engineering industrial units since 1992, which has produced dismal results in the past. In all, six units of State Engineering Corporation have been privatised so far. Total proceeds of these six transactions amounted to a paltry sum of Rs140 million, or $1.65 million in today’s price, which was hardly ten percent of their total assets, notwithstanding annual revenues of tens of millions rupees the units generated for the government during pre-privatisation period.

These were prime industrial units and most of these were profitable at the time of divestment. Karachi Pipe Mills, Pakistan Switchgear Ltd and Textile Machinery Co are closed ever since private investors took over, while MSC and Quality Steel have, of late, started nominal operations after closure for many years. Pioneer Steel is the only unit in business as it was taken over, though at a token price, by its original owner before nationalisation of the mills. It seems that the new owners were interested only in valuable real estate belonging to these enterprises. 

The government is therefore well advised to learn from the past experience of privatisation of engineering industrial SOEs. 

