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household units are expanding more rapidly than the
Introduction
formal sector (Nadvi, 1990).
Small Scale Industry (SSI) is a labor-intensive sector of
the economy which plays a pivotal role in absorbing the
The employment trend in the informal sector of Small
unemployed workforce of the country. The significance
Scale Industry in Punjab has been growing at double the
of this sector can be gauged from the fact that it absorbs
pace of the formal sector since 2001-02 (see Figure 1).
more than 60% employment of manufacturing sector.
Figure 1: Employment distribution % in formal and informal sector in Punjab
However, the exports of the small-scale manufacturing
have been declining over the years, although the
contribution of the sector in the economy is increasing.
Keeping this in view, this policy brief reviews the export
scenario of Small Scale Industry in Punjab, and analyzes
the causes for its decline. It also proposes a policy
package to stem the decline in exports of the sector.
Given this brief background of the sector, the following
1

section reviews the situation of Small Scale Industry in
Punjab, followed by an analysis of exports of the sector.
It concludes by giving recommendations for a SmallScale Industry Package which can serve to spur growth
within the sector.
Structure of Small Scale Sector
The manufacturing sector of Pakistan comprises of two
sub-sectors, namely, large scale manufacturing and small
scale manufacturing. There are two definitions for small
scale manufacturing in Pakistan adopted by Pakistan
Bureau of Statistics and State Banks of Pakistan.
According to the Pakistan Bureau of Statistics, large
scale manufacturing covers establishments registered
under factories Act 1934 (having 10 or more employees)
or qualifying for registration. Small Scale Manufacturing
covers all such manufacturing establishments not
2
covered in Large Scale Manufacturing . While the State
Bank of Pakistan's (SBP) prudential regulation consider
a small enterprise as a business entity which has
maximum 20 (twenty) employees (including contractual
employees) and having annual sales turnover less than or
3
equal to Rs. 75 million .
An overview of small scale industry reveals that the
informal sector comprising of small enterprises and
1
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Source: Various Issues of Pakistan Labour Force Survey

With regards to manufacturing sector, Figure 2 shows that
employment in SSI is more than 60% of manufacturing
employment in Punjab. Even though there are ups and
downs in this trend but from 2014 onward the trend has
been following an upward trajectory.
Figure 2: Share of SSI as % of Manufacturing Employment in Punjab

Source: Various issues of Pakistan Labour Force Survey

The above mentioned significance of this sector in
providing employment to the people of Punjab and
delineated by the Pakistan Labor Force Survey graph, it is
necessary to sustain and even grow production in small
scale industry.
The next section reviews the export situation of this sector
which can be taken as an indicator of the demand for
output from this sector.
Situation of Export Sector
The trend in exports can be taken as an indicator of
demand in a sector. Growth in exports leads to increase in
the incomes of factors of production, which cyclically
feeds into an increase in demand for further production.
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This leads to further demand for factors of production.
This increase in demand, due to rising incomes of the
factors of production, may spill over into other sectors of
the economy.
Figure 3: Carpet Export Growth Rate

Source: Pakistan Bureau of Statistics
Figure 5: Furniture Export Growth Rate

Source: Pakistan Bureau of Statistics
Figure 7: Surgical Export Growth Rate

growth of surgical, sports, furniture, leather, and carpet
sector.
Given the importance of SSI in generating employment
and livelihood for the people of Punjab, it is imperative
Figure 4: Leather Export growth rate

Source: Pakistan Bureau of Statistics
Figure 6: Sports Export Growth Rate

Source: Pakistan Bureau of Statistics

that the government take note of the decline in this sector
and provide an export package for it. Suggestion for this
export package are given below.
Policy Recommendations for Small Scale Industry

Source: Pakistan Bureau of Statistics

Emery (1967) has empirically proven that higher rates of
exports growth leads to higher economic growth. Based
on this analysis, it may be appropriate to infer that if
exports grow in SSI then they will lead to higher
economic growth. Figure 3 to 7 show the current
condition of main exporting sectors of small scale
industry. The figures show a declining trend in export

· An analysis of the schemes introduced to support
the small-scale industries reveals that the Federal
Board of Revenue (FBR) introduced the zerorated regime for five export sectors, namely
textile, sports, leather, carpet and surgical sectors
a couple of years back. However, the scheme was
reversed due to a plea that exporters availing this
regime were selling products in the domestic
market (where it is taxable) rather than exporting
it. Currently, the FBR charges tax on raw
materials imported or locally manufactured. As
per law, the FBR is to refund all these taxes after
export proceeds have been made.
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But in practice, the tax department normally
Annexure A
delays issuing refunds which causes liquidity
Figure 8: LESCO Industrial (Average Annual Electricity Consumption per Connection (kWh))
problem for exporters. It is also observed that
rebates of small amount are reimbursed on time
but there is no fixed duration for rebates of large
amount which can take more than a year
according to a representative of leather and sports
associations. So, there is an immediate need for
implementation of zero rated tax policy which
includes all SME sectors to spur exports.
Source: Various issues of State of Industry Report (NEPRA)

·

Export price has been restricted (minimum export
price for almost 25 surgical instruments) as per
the current Export Order Policy. This is not in the
favor of export led growth policy. There is a need
to remove this restriction to enhance the exports
of this sector.

·

Repayment of custom duty is only applicable to
those exported articles of sports and leather which
have imported raw material as input.This refund
can also take long duration which discourage the
exporters. It is advisable to expedite the refund of
this custom duty upon export of goods.

·

There was a shortfall in supply of electricity to
industries resulting in extensive hours of
electricity outages as it can be observed in
Annexure A that there is reduction in
consumption of electricity in industrial sector
over the period under consideration which
indicates a need to supply more electricity. This
electricity needs to be at a subsidized price per
unit in order to reduce the cost of production of
goods. This would serve to enhance exports.

Figure 9: GEPCO Industrial (Average Annual Electricity Consumption per Connection (kWh))

Source: Various issues of State of Industry Report (NEPRA)
Figure 10: FESCO Industrial (Average Annual Electricity Consumption per Connection (kWh) )

Source: Various issues of State of Industry Report (NEPRA)
Figure 11: MEPCO Industrial Average Annual Electricity Consumption per Connection (kWh))
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