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PAKISTAN

Islamic Republic of Pakistan was established as an independent state in 1947 by partitioning of India .The people of Pakistan are preponderantly Muslim, however, regional groups entertain a lively sense of their distinct identities due to ethnic, linguistic, and cultural differentiations. Geo- Social & Economic indicators are summarized as follow:

Geo-Social Indicators:

· Area



803940 sq.km.

· Capital



Islamabad

· Provinces



Four

· Population



145.96 million

· National Language  

Urdu

· Literacy Level


50.5%

· Currency



Rupee
Economic Indicators
 
        GDP



US $ 299 billion
        GDP Real Growth Rate
3.6%
        GDP Per Capita

US $ 2,100
        Population below poverty line
33%
        Labor Force


40.4 million
        Inflation Rate


3%
        Un-employment

7.8%
· Budget 

· Revenue


US $ 8.9 billion

· Expenditure

US $ 11.6 billion
· Exports


US $ 11 billion
SME's IMPORTANCE

The Government has been striving for improving the economic conditions for the uplift of the masses.  Various policies and regularity framework have been made business and investors friendly.  Besides other target areas, SME sector has been focused for its development and promotion.  A country like Pakistan, a developing economy having tremendous potential for the growth of SMEs can obviously boost its GNP, create employment opportunities and eventually enhance exports to earn valuable foreign exchange. One can realize the importance of SMEs in Pakistan that SME share in employment generation is 80%, despite the fact that SMEs share in formal credit distribution is 10-12% only. While the Banks/DFIs have provided only 32% finances, and remaining 68% are generated by SMEs themselves. On top of it, the most striking aspect of SMEs is that their loan default rate is only 15% as compared to 65% of Large Scale Enterprises.  SMEs already make a significant contribution to our total exports.

STATUS OF SMEs

SMEs have been defined differently by various institutions/agencies i.e. SMEDA, SBP, Govt. & SME Bank.  However, definition of SMEs as categorized by SME Bank is quoted as:

Small Enterprise:

An enterprise with assets up to Pak Rs.20 Million

Medium Enterprise:
If assets of an enterprise exceed Pak Rs.20 Million up to Pak Rs.100 Million, it is called a Medium Enterprise.

SBP has also reviewed the definition of SMEs and has defined as follows:

“SMEs means an entity, not being a public limited company, which does not employee more than 250 persons (if it is manufacturing concern) and 50 persons (if it is trading / service concern) and also fulfills one of the following criteria:

(i)
A trading / service concern with total assets excluding land and buildings up to Rs 30 million.

(ii) 
A manufacturing concern with original value of total assets excluding land and building up to Rs 50 million.

(iii) 
Any concern (trading, service or manufacturing) with net sales not exceeding Rs 300 million as per latest financial statements.

CHALLENGES TO SMEs IN THE ERA OF GLOBALIZATION

Internationalization is one of the most difficult choices to make because it implies numerous risks for the small and medium-sized enterprises (SME), which is already very limited in its resources. Many SMEs, which act prosperously locally, fail in foreign markets. The SMEs are deeply affected by the rapid globalization.

Several countries, which are moving towards a free market economy, fear, that the globalization process of the world economy and markets might affect an economic texture that is still unprepared from a technical, financial, organizational and social point of view. They are worried, that there will be an effect of exclusion of SMEs, which will be pushed to the margin of this process to the advantage of better financed and more internationalized Giant Corporation. In some cases this risk may be a real one.

In reality the globalization of economic activity has a dual impact on SMEs. For some it provides new opportunities for expansion and growth by taking advantage of international market possibilities. These are able to adapt and become internationally competitive. For the majority, however, growing economic globalization is increasing the competition with foreign enterprises and it is an inward process that brings competitive challenges and threats. For those SMEs globalization brings risks that they unlikely survive in their present form without improving quality, cost competitiveness and management practices.

As far as the SME sector is concern, there is a logo for the 3rd Millennium: Think global – Act local. The majority of the SMEs are working within the framework of a local environment. Their consumers are their neighbors and in the vicinity of their village/city/country/region. This is their strength and opportunity. However, they have to act taking into consideration the influence and external factors of the globalization, the particular stage of internationalization including challenges of the competitive market players, environment concerns, sustainable economic growth, international standards and information technology. 
PROBLEMS OF SMEs  

Like all development countries, SMEs in Pakistan are also confronting various hindrances to its growth and development in the form of following:

· Lack of Fund

· Human Resource Management

· Market Constraint/Competition

· Production Technology Constraints

· Government Laws and Regulation

· Lack of support services

· Lack of Skilled Labor

· Monopoly by LSE on Bank Credit

ROLES AND POLICIES OF GOVERNMENT TO SUPPORT SMEs DEVELOPMENT 

The support and development of small and medium enterprises (SMEs) has been a major focus of Pakistan policy maker over a last few years.  It is as if this sector has suddenly emerged as being fore bearer for economic development.  Indeed, SMEs have always been around and have always contributed significantly to Pakistan economic development.  However, Pakistanis SMEs have never receipt the necessary attention in terms of policy/regularity framework & other support, necessary for their growth.  Nevertheless this new found enthusiasm of policy makers to assist SMEs in achieving their potential for increased economic impact is timely. 

Fact remains that any effort to support and develop SME sector needs to be undertaken comprehensively.  Accordingly the Govt. has initiated simultaneous actions/measures based on the following components for the development and promotion of SMEs.

· A conducive & friendly business environment.

· Facilitated and flexible regulatory and legislative framework.

· Efficient and affordable business support services.

· Access to formal financing sources

Under the aforementioned philosophy, the Federal & Provincial Governments are focusing on the following aspects in/for support of SMEs.

· Development of infrastructure facilitating to SMEs.

· Establishment of SME cluster/hubs.

· Tax relaxation/relief for SMEs

· Minimizing the legal formalities for the development of SMEs.

· Various Govt. institutions are encouraging and facilitating SMEs.

· Export Promotion Bureau is extending necessary guidance on/for marketing & export of SMEs products.

Beside the Govt. efforts, the following institutions are also playing key role in the development of SME sector: 

Establishment of SMEDA 

As a support forum to SMEs, Govt. established a specialized purpose institution namely Small & Medium Development Authority (SMEDA) with the mandate to provide a fresh impetus to Pakistan’s economy through the launch of aggressive SME program with the help of following functions:

· Provider/facilitator of support services (technical, management, marketing, etc.) to SMEs.

· To serve as a key resource base and one window information for SMEs through the creation, maintenance and easy accessibility of SME related data basis.

· Act as an agent of SMEs within the Govt.

Formation of SME Bank

Another step towards the development of SME sector is that the Govt. of Pakistan has set-up a special institution - SME Bank with clear mandate to overcome the financial and technical difficulties confronting to SMEs. SME Bank is functioning as a role model for other banks/financial institutions to support and develop SMEs.  

Mission

To support and develop the SME sector in Pakistan by providing the necessary financial and technical assistance on a sustainable basis to enable it to contribute to economic development through value addition & exports, promote entrepreneurship & create employment opportunities.

Functions

To identify, develop and promote opportunities for supporting small and medium enterprises (SMEs) throughout Pakistan with special emphasis on the less developed areas.

To encourage, promote and assist efforts for SMEs development and support with a focus on injecting new technologies, and disseminating and application of appropriate technologies.

To support, initiate, undertake and promote research activities directed towards the support and development of SMEs.

To organize seminars, workshops, conferences and to undertake publication of reports, periodicals, bulletins, journals and books, in furtherance of the objects of the company.

To finance commercially viable projects for small and medium enterprises through equity investment, loans, cash credits granted by the schedule banks and leasing. 

To provide such financing on its own or as a member of syndicate of banks/financial institutions or through other banks established for this purpose. 

To furnish and/or assist in obtaining managerial, technical, administrative and other advice and services for small and medium enterprises (SMEs). The objective is to support and develop SMEs and ensure proper utilization of financial assistance provided to borrowers.

Role of Commercial/Scheduled Banks

Following the role of SME Bank, other commercial banks/financial institutions have also designated special divisions for catering the financial needs of SMEs scattered throughout the country.  Their branch network spreading all over the country is an important asset and a cause of competitive advantage to extend credit facilities to SMEs at grass root level.  

Role of State Bank of Pakistan

Keeping in view the importance of Small & Medium Enterprises in the community development of Pakistan and to facilitate in development of the sector, SBP has drafted a separate set of prudential regulations for SME sector to assist and encourage the flow of bank credit to this sector.  The proposed prudential regulations specifically tailored for SMEs shall encourage banks to develop new financing techniques and innovative products which can meet the financial requirements of SMEs and provide growing lending outlets for banks.  Salient features of the drafted regulations for SMEs are highlighted as:

· In order to encourage cash flow base lending, credit facilities upto Rupees one million can be granted against personal guarantees.

· Debt equity ratio is also being relaxed to the extent of 70: 30.

· Classification of loan portfolio has also been revised/relaxed.

NPO’s Contribution

National Productivity Organizations (NPO) in collaboration with United Nations Industrial Development Organization (UNIDO) is supporting SMEs’ cluster development in Pakistan.  Under the MOU signed with UNIDO, NPO is responsible for:
· Assisting the cluster actors to benefit and learn about new technologies and best practices from other Asian member countries

· Human Resource development through workshops on TQM, information technology, marketing and management systems.  The performance of clusters will be closely monitored

· Undertaking productivity measurement of the SMEs.

· Conducting benchmarking exercises in the cluster

· Forming tripartite partnership with academia and the cluster in order to conduct research and development on a continuous basis for the cluster actors

· Facilitating and assisting in establishment of brand names for specific export-oriented clusters.

In view of the aforementioned needs and challenges to SMEs the Govt. of Pakistan and various institutions as named above are nurturing and supporting SMEs through the following facilities:

· Advice/guidance through Business Support Services to local SMEs for expansion (where required)

· Financial Arrangements/Assistance for viable projects

· Through research work of BD&SD, providing advisory services, updating/keeping informed about opportunities in different markets which would be accessible due to globalization and their risk as well.

· Strategic maneuvers available to the company

· Guiding SMEs to adapt to changes and become internationally competitive.
SMEs DEVELOPMENT THROUGH INCUBATORS & ENTREPRENEURSHIP

Although GOP is supporting SMEs for rapid economic development through the above institutions and policy measures, but economic managers still feel that the pace of SMEs development is yet needed to be accelerated to achieve the desired results. The policy makers have now realized that the rapid economic growth can only be achieved through setting up one window support centers that could help the development and promotion of SMEs.  This support center will not only accelerate the SMEs development but also create entrepreneurship.  Yet such support centers are not functioning as one window support point however the centers may function like business incubators working in the developed countries such as U.S.A., Japan, China etc. In the present scenario of developing countries like Pakistan, I feel the need of setting up business incubators with the following concept & context:

The concept of business incubators is originated to provide answers/solutions to many questions confronted to new entrepreneurs when they actually want to start of the business. An unemployed person comes up with the following questions in mind before start up of any business:

· What types of the business should be set up?

· Where it should be started up?

· How arrange the fund?

· How to manage the human resources and other material resources?

· Marketing of the products?

· Technical issues?

So it has become a critical issue to set up/improve the support system for SMEs so as to provide them appropriate advice on solution to their managerial and business issues, by attentively responding to their diversified needs. In developing countries like Pakistan, economic mangers must frame policies/strategies to set up business support centers/business incubators under the Govt. umbrella. These business incubators should be operated on socio-economic development basis, not on commercial basis.  

The incubators in collaboration with the present SMEs support institutions must serve as one-stop service counters to provide information concerning SMEs support strategies etc and implement the support project such as over-the-counter consultation service, dispatch of experts etc. The business incubators will extend the following functions/services to the potential entrepreneurs.


· Difficulty in procuring funds is one of the greatest managerial issues for SMEs.  So the business incubators may arrange a stable supply of fixed long term and low interest funds to SMEs, regardless of fluctuation in the economy.  These loans must be low rate bearing and free of collateral to those who start up the businesses and small-scale enterprises.

· In order to cope up the reluctancy, the business incubators may provide intellectual support to tenant enterprises including drafting business plan.

· To arrange the viable location/business premises for the entrepreneurs.

·  To provide an over-the-counter consultation service given by the experienced experts for management in technical matters. 

· To hold seminars/workshops for training of SMEs 

· To support SMEs for marketing their products.

With the above support services, the business incubators must ensure that the business entity has been established properly and its growth track has been defined.  During the early period of establishment, the business incubator must keep its supervision over the growing business venture. 

Leading/Pilot –Business Incubators In Pakistan

BUSINESS INCUBATION FOR SOFTWARE FIRMS IN PAKISTAN

IT professionals have introduced the concept of business incubators for software firm in Pakistan, in the following context:
Business incubators are business assistance programs that nurture seed-based startups during the period when they are most vulnerable. These programs facilitate business enterprise development, and provide the essential support for startup firms. The primary goal of business incubation is to produce financially viable businesses in 2-3 years. 

 

The offshore business model will require software companies in Pakistan to establish alliances with two different yet mutually reinforcing types of business incubators, each focusing on different aspects of the business value chain. For example, business incubators located in Pakistan will help firms with management, technology, operations and preliminary financing. Whereas, business incubators in the United States will provide these firms business strategy, marketing and business development capabilities.

 

In general, business incubators provide the following set of services: 
· General business infrastructure: 

      Office space and conference room

      Secretarial services and office equipment

      Internet server and e-mail 

· Business strategy and planning 

· Technology and operations 

· Direct marketing, trade show, media relations, event management 

· Introduction to investors, venture capital firms and joint venture partners 

· Legal and accounting assistance 

 

In the short-term (6-12 months), the government can jump-start the process. In the long-term, the government will have to invite the private sector to expand these programs. Meanwhile, the government can:
· Provide incentives to private investors and venture capital firms to establish business incubators for Pakistan-based companies 

· Seek strategic alliances with leading financial services companies (e.g. Citicorp, Chase Manhattan) and IT vendors (Oracle, IBM, Microsoft) 

· Assist companies with placement in existing US-based incubators 

· Work with Dareecha to outline business incubation programs 

 

The lifecycle of a successful information technology company in the US typically consists of three distinct phases: seed-based startup, venture capital-funded startup and public company. The first phase of a startup company, i.e. seed-based startup, is arguably the most challenging one; this is the stage in which entrepreneurs work with very limited financial resources to put together a strong management team, prototype business ideas, size potential markets and identify distribution channels.  The primary goal of business incubation is to produce financially viable businesses in 2-3 years. 

 

As Pakistani companies enter the global IT services market, they will need strong local presence and in-depth knowledge of the market, in addition to superior project management and software development capabilities, to become successful IT exporters. Business incubators, located in both Pakistan and the United States (as well as in Europe and Japan), can play a significant role in helping Pakistani companies establish global presence and develop market know-how.

 

Business Incubation Services
In general, business incubators will provide the following set of services: 
· General business infrastructure: 

      Office space and conference room

      Secretarial services and office equipment

      Internet server and e-mail 

· Business strategy and planning 

· Technology and operations 

· Direct marketing, trade show, media relations, event management 

· Introduction to investors, venture capital firms and joint venture partners 

· Legal and accounting assistance 

Pakistan Government and Business Incubation
 

Short-term Initiatives

In the short-term (6-12 months), the government can jump-start the process by locating business incubators inside the Embassy in Washington DC and Consular offices in New York and Los Angeles. In particular, the government can:
         Incorporate business incubators as for-profit (venture capital) organizations in the US

         Help startup executives get US business visas

         Provide funding to the embassy to provide incubation services

         Establish a Board of Directors to monitor the management performance

         Work with Dareecha to outline business incubation programs

 

Long-term Initiatives

In the long-term, the government will have to invite the private sector to expand these programs. Meanwhile, the government can:
         Provide incentives to private investors and venture capital firms to establish business incubators for Pakistan-based companies

         Seek strategic alliances with leading financial services companies (e.g. Citicorp, Chase Manhattan) and IT vendors (Oracle, IBM, Microsoft)

         Assist companies with placement in already existing US-based incubators 

         Work with Dareecha to outline business incubation programs.

















































