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1.0 Executive Summary
The China Pakistan Economic Corridor (CPEC) is
one of the biggest and most significant project in the
history of Pakistan. The total investment volume of
CPEC is about US $46 billion out of which US $9.79
have been allocated to transport related
infrastructural projects. Successful implementation
of CPEC requires fulfillment of construction and
infrastructural needs that depend greatly on three
major sectors: cement, stone crushing and steel.
Keeping in view the importance of these three
sectors, this study endeavors to assess whether
these sectors have sufficient capacity to meet the
infrastructural investment requirements for CPEC.
We use latest CMI 2010-11 data of Punjab province
and employ DEA bootstrap technique in order to
measure capacity utilization for three sectors. The
results reveal that Steel, Stone and Cement sectors
are utilizing 35%, 50% and 60% capacity
respectively. Conversely, there is un-utilized
capacity of 65%, 50% and 40% in steel, stone
crushing and cement industry respectively. It may
be concluded that there is enough unutilized
capacity in these sectors to fulfill the rising demand
for the completion of CPEC. Some policy
implications are also shared based upon the
analysis done in this study.
2.0 Background
China Pakistan Economic Corridor (CPEC) is a very
ambitious effort by the two countries that will lead to
greater investment and rapid industrialization of
Pakistan. Successful implementation of it will be a
game-changer for the people of Pakistan in terms of
new economic opportunities leading to higher
incomes and significant improvements in the living
standards for ordinary Pakistanis. This project will
not only improve Pakistan's current situation, but
also the lives of nearly three billion people across
the region as part of the larger Chinese vision of a
grand Silk Road Economic Belt, which stretches
across Asia through the Middle East and connects
to Europe. Pakistan will become the most
strategically important country in the region
because it will improve trade and economic
connectivity between Asia, Middle East and
Europe.
It is necessary for every firm of the country to know
about its potential output and its utilization of
capacity to tap into the opportunities created by
CPEC. By doing this, the firms will be to identify if
they need to improve their current capacity
utilization or make greater fixed investments to
increase their capacity. Capacity utilization plays a

significant role in the evaluation of economic activity
and explains the behavior of investment, inflation,
productivity and output (see for example Greenwood
et al.,(1988)).
There is meaningful debate about whether Pakistan
especially Punjab is able to cater the requirement for
the expected investment from China in terms of the
opportunities created by CPEC. The purpose of this
study is to assess the existing production capacity
and utilization of different sectors regarding
infrastructural investment. There are four CPEC
transport related infrastructural projects estimated at
a total cost of US $9790 million details of which are
given in table 1. This study has been able to identify
three main sectors, namely, steel, cement and stone
crushing, to assess their production capacity and
existing capacity utilization.
Table 1: CPEC- Transport Infrastructure Sector Projects
Project

Length (km)

Cost (US$ M)

KKH Phase II (Railkot-Islamabad
Section)

440

3,500

Peshawar-Karachi Motorway
(Multan-Sukkur Section)

392

2600

1736

3,650

RAIL SECTOR PROJECT
Expansion and Reconstruction of
existing Line ML-1
Havelian Dry Port (450 M, TwentyFoot Equivalent Units)

40

TOTAL

9,790

Based on the above background, the purpose of this
study is to:
1.Assess the existing production capacity of steel,
cement and stone crushing sectors.
2.Identification of output gap in concerned sectors.
3.Propose policy implications on the base of empirics
2.1 Cement Industry
Cement is the prime ingredient used in construction.
. Cement consumption has a direct correlation to
economic growth and improvement in the living
standards of the people.
Cement industry grew gradually over the time in
Pakistan. State Cement Corporation of Pakistan
(SCCP) was established in 1972 after
nationalization and the control of production of
cement was given to the SCCP. From 1977 to 1995,
cement import was allowed due to high demand.
The private sector took command after 1995 after
which additional capacity was installed to fulfill the
high demand. Cement manufacturers spent almost
US $1.5 billion to enhance their capacity.

Figure 1: Capacity Utilization of Cement Sector
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industries. But unfortunately this sector is currently
performing below its capacity despite its immense
potential. Figure 3 gives an overview of steel import,
production and usage. The difference between
production and usage is met through imports since
the steel mills are unable to perform at capacity due
to reasons like electricity and gas shortage and
improper utilization of reserves of iron ore etc.
Figure 3: Steel Production, Import and Usage

Source: All Pakistan Cement Manufacturer Association

The capacity utilization of Pakistan's cement can be
observed in figure 1. The figure shows that before
1995-96 there was higher utilization rate because the
government sector did not install new capacity.
After the private sector took command of cement
sector, Pakistan began to fulfill not only its own
demand but started to export cement as well. But
export of cement have been declining since last six
years as can be observed in figure 2.
There are two major factors for reduction in export of
cement. One is the high sales tax and excise duty
and the second is the drying up of traditionally
thriving export markets in UAE and South Africa.
Another ancillary factor for the fall in exports is the
increasing demand of cement in the domestic
market.
Figure 2: Export of Cement

Source: All Pakistan Cement Manufacturing Associations

2.2 Steel Industry
Iron and steel are responsible for the sustainable
growth of engineering segment and thereby
development of the overall economy. The steel
industry can be called the parent industry for all
industries since it provides metal to all modern

Source : Steel Statistical Year Book 2015

3.0 Analysis
The latest data of CMI Punjab 2010-11 is utilized to
analyze the capacity utilization of three sectors i.e.
steel, stone and cement in order to assess whether
these industries have the potential to cater the
infrastructural development needs of CPEC. DEA
bootstrap technique is utilized to assess the capacity
utilization and potential of these sectors. The results
show that steel sector is working with 35 % capacity
utilization as shown in figure 4. Steel sector can
produce 65 % more output if it runs at capacity.
Current capacity utilization of stone sector is 50 %
which means that this sector can produce 50% more
with the existing level of inputs and equipment.
Similarly cement sector is working with 60% of
capacity utilization which implies it has the capacity
to produce 40 % more output by using the same level
of inputs and equipment.
This analysis is significant as evidenced by the
recent performance of some firms. For instance,
Mughal steel raised its sales by 105% in 2014-15 by
just utilizing 50% of its installed capacity. Mughal
Steel can increase its output and thereby sales even
further if it starts functioning at its capacity.
The case of re-rolled steel in Punjab reveals that the
installed capacity has reduced from 500000 M. tons
in 2007-8 to 350000 M. tons in 2013-14 (Punjab
Development Statistics 2015). The reason behind
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Figure 4: Capacity Utilization and Remaining Capacity of Sectors

4.0 Recommendations for Policy Makers
Based upon the current scenario, there is no need
to install further capacity in these sectors to fulfill the
rising demand of CPEC because there is enough
unused capacity in these sectors. The same
conclusion is corroborated from the negative sign of
the economies of scale in OLS regression analysis.
The Government should ensure the provision of
constant energy supply to industries because energy
shortage is the main barrier to operating at capacity for
these industries. This is also corroborated by our OLS
regression analysis which shows a positive and
significant impact of energy usage on capacity
utilization.

Source: Author’s Own Estimations by Using Bootstrap Technique (R 2.14.0 and FEAR1.15)

this reduction of installed capacity is cheap imports
from China and Ukraine which damaged the local
production of iron and steel. Installed capacity fell by
8.6 per cent during first half of FY16 compared to a
growth of 31pc during the same period of FY15
(State Bank of Pakistan (SBP).
Similarly, an analysis of the cement sector in Punjab
for the period of 2010-11 reveals that installed
capacity was 25128000 M. tons whereas production
was 14686000 M. tons which indicates that capacity
utilization was just 58.4%. This is a rough estimate
of capacity utilization because it does not consider
other inputs. The capacity utilization of cement
sector in Punjab is 68.3% for the period of 2014-15
(Punjab Development Statistics 2015). The reason
for enhancement in capacity utilization is that the
installed capacity remained the same from 2010-11
onwards.
Regression analysis is also done to provide policy
implications. The results of OLS regression are
reported in table 2. It can be seen that there is a
positive impact of energy usage on capacity
utilization and negative impact of economies of
scale on capacity utilization.
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Punjab Economic Research Institute (PERI)
The Punjab Economic Research Institute is a
statutory body attached to the Punjab Planning and
Development Board with a mandate to carry out socioeconomic research on issues of provincial and
national importance and to support the planning and
development work of the Punjab Government. The
institute was re-organized by the Punjab Government
in 1975 in order to reactivate the Board of Economic
inquiry which had an unbroken record of economic
research going back to 1919. The Institute became
statutory body in November 1980.
Functions

Table 2: OLS Regression Analysis
Variables

Capacity Utilization

Energy
Usage

0.000438**
(0.000216)

Average
wage

0.0761
(0.0536)

Size of
firms

-0.0319***
(0.0118)

Constant

0.332
(0.203)

Observations

107

Standard Errors in Parentheses
***p<0.01, **p<0.05, *p<0.1

Sources of Data and References:

·

To conduct research on important socioeconomic issues as maybe desired or
authorized by the government

·

To compile and publish results of the research
conducted

·

To advise and make recommendations to
government, as and when required with regard
to various economic policies
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