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Abstract
Privatization is an initiative or process in which the selling-off of the state owned enterprises (SOEs)
occurs. This process can also be seen when the government of a certain country contract outs the
state services. Pakistan, as one of the developing country in the world enjoys a specific status due to
its geographical locations, does not stand as a nation that participates unduly in privatizing the
government assets. Today, despite the government's urge, some unforeseen circumstances and
incidents that happen in Pakistan are not to attract the foreign direct investment from the investors,
who desire to invest in SOEs. The aim of this research is to explain the impact of the incorporation of
Privatization commission of Pakistan and the impact of selling-off of SOEs on the economic growth
of the country and on other macroeconomic indicators. The data has been collected from different
articles and from the government released statistics keeping in view the reviews of international
organization such as World Bank and International Monetary Fund (IMF), catering the time period
from 1991 to 2018. The figures of revenue from the sale of SOEs in different time periods are taken
from the annual report of 2018 from the ministry of Privatization and could be relied upon. The
research study has found a consistent rise, over the period of time, in rate of GDP, while the floats of
privatization remained unsteady.
Key-words: World Bank and International Monetary Fund (IMF), Economic Conditions, Pakistan,
State Owned Enterprises (SOEs)
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1. Introduction
At the time of independence there were only 34 Factories employing almost 26000 people for
almost 80 million of its people (including Bangladesh). The GDP of Pakistan in 1960's was 5.8-7.5,
because of the private sector growing on an expeditious rate. But the decade of 1970's was an era of
nationalization, where the main concentration was to redistribute national assets from the private
owners to the government. It was due to the capitalization due to which the government at that time
took this extreme radical action because of wealth being concentrated in fewer hands, rich were
getting richer and the poor getting poorer. It was asserted by Pakistan People's Party government that
the state control over the entities would promote the best interest of the poor. The support for this
strategy came from the success of the Soviet Union and the socialist economic model practiced in the
continent of Asia. The 1980's and 1990's era proved these assertions that drove this nationalization
were not only unrealistic but the consequences were exactly opposite to what it was intended (Yan &
Yu, 2021). Public enterprises including banks became a drain on the country's finances. Almost Rs.
100-200 billion a year are spent out of the budget annually on plugging the losses of these
corporations, banks and other enterprises. These public entities suffered due to the political decisions
of some political parties in power to hire their loyal supporters and compromised on merit based
hiring.
The state owned enterprises are for generating profit and helping in the economic stimuli for
the smooth working of the state (Sappington & Sidak, 2003) e.g. providing job opportunities. The
controlling authority and the decision making power for the SOEs is in the hands of government and
helps in running the economy (Gomez, Tham, Li, & Cheong, 2020). SOEs are an important part of
the government due to their income generating power. But the situation in Pakistan is quiet worse
because the SOEs are all loss making in billions of rupees.
State owned enterprises became an integral part of the governments in 1980's, but it was in
1991-1992 when it became effective and work for privatization started. Privatization is a politically
and socially a very sensitive process. Privatization of state owned enterprises should be incorporated
with a well-devised plan which takes care of its all stakeholders including labour, consumers,
investors, economy and the government. Pakistan's governments established, privatized or
restructured SOEs in different decades by introducing the international best practices to ensure
effective public service delivery mechanisms dictated by international agencies and the economic
situation of the country.
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Privatization is considered to be program on experimentation, innovation and a wish to
achieve something (Estache, 2020). It is now the global phenomenon that they are going towards
privatization. Improving the nation's institutions has become the main focus of the governments and it
has become the pride for certain governments that privatization happened in their tenure. These
inflows of resources by selling the SOEs have energized the upcoming governments, mostly in the
developing world. It enables the laying-off of monopolies and cartels in various business fields and in
various departments of the government. Privatization in general changes the balance between the
private and the public responsibilities in the policies of the governments. Pakistan as a state was of
the view of the privatization but the conclusion is that it has its critics (Nellis, 1999). The philosophy
of privatization is that the governments should think towards the performance of its core obligations
i.e. in setting the rules and regulations only and rest of the economic activity. Pakistan has developed
the privatization commission in 1991, which was formed to dispose-off the property of the
government for best possible price. Many things can affect this selling process of the public assets i.e.
the nature of the asset, the proportion of the asset being disposed-off and the management of the
enterprise, which depends upon the purchaser whether he retains or it not.
The main objective of this study is to recognise the elements which may help us in
understating, whether the privatization helps in the sustainable economic and social progress.
Privatization being a complex thing, this research provides the basic understandings of its effect on
the socio-economic progress of Pakistan.

2. Literature Review
Privatization is a process which relieves the state of the funding support (Savas & Savas,
2000), it gives for the survival and the smooth running of the SOEs. Since most of the state owned
enterprises (SOEs) are loss-making since last 4 decades, the sale of the state owned enterprises
(SOEs) will enable the state to improve its macroeconomic status because it is facing the worst
economic crises since its independence due to the record debts both internal and external and the
current account deficit of almost $19 billion (in financial year 2018) and the circular debt of power
generating companies of almost Rs. 1,384 billion. By transferring State owned enterprises (SOEs)
ownership to the top private experienced hands, not only will the state receive more funds in the form
of sales revenue but also the resources drained in huge amount from government budgets by subsidies
will be removed (Jijun, Dong, & Dan, 2010). If enterprises which are privatized can improve its
productivity, the state can expect more revenue in the form of taxes (Besley & Persson, 2009). In
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present world privatization has helped to improve the capital markets (Kirkpatrick, 2020). There are
no hard rules and criteria to be used in privatising a SOE but the pressure from the labour and
management of the state enterprises will also have to manage in a proper way. This literature on
privatization shows that the criterion used is varying from one country to the other and also there
appear to be periodic changes in the lists of the state owned enterprises (SOEs) due for privatization.
In Pakistan, an enterprise making losses and marked by relatively simple technology would be a
favourable candidate fit for privatization while a profitable SOE is not a candidate as the government
is interested in its revenue and profits. But in Sri Lanka the list of privatization is topped by profitable
SOEs, because they are the easier to sell and attract the investors and also they open the way for the
future sales. Enterprises which are in sensitive areas i.e. making losses or not performing well are not
seen anywhere as candidates for privatization (Cuervo & Villalonga, 2000).
The privatization of the state owned enterprises in Pakistan started in 1988, this privation was
attributed to:
•

Mismanagement in the SOEs i.e. human resource,

•

The low or bad quality of goods and services produced by these enterprises,

•

Corruption across the board in the organizations which is major cause of bad performance,
and

•

Financial losses and large debt burden due to various reasons.
In May 1990, 10% shares of Pakistan International Airlines (PIA) were divested. A firm was

indulged to seek their recommendations to implement the privatization policy in Pakistan (Sadiq,
Laila, Mehmood, & Haqqi, 2020). On the recommendation of the firm an authority was formed with
the name National Disinvestment Authority (NDA), which was formed to examine the privatization
process.
Initially, 14 of the enterprises which were showing losses were identified by NDA. But, due to
the political instability in the country the government moved away from their objective. Afterwards,
toward the beginning of 1991, the administration set up a commission with the name of Privatization
Commission (PC) and a Special Committee on Privatization-led by the Finance Minister. These two
specialists were appointed the forces to execute the privatization approach in an appropriate manner.
The fundamental assignment given to the Commission was to identify SOEs which are to be
privatized and giving the method of reasoning for doing as such. Different assignments included
prescribing store costs for these ventures, calling and handling offers, and finely gathering of their
examination and proposals. These two bodies were liable to the Cabinet Committee (CC), henceforth
presented their reports with recommendations. As a subsequent the Commission was additionally
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answerable for reasonable and straightforward exchange of the benefits and assets of the privatized
units from government control to the private control. The privatization wing of the Ministry of
Finance with the help of Ministry of Law encouraged Privatization Commission on the lawful parts
of the privatization procedure.
The privatization approach of Pakistan depended on the accompanying standards:
•

Privatization will be led to help all, not for the benefit of a couple.

•

Privatization should make nearby ventures and administrations increasingly effective and
aggressive inside Pakistan and abroad

•

The entire strategies of privatization ought to be straightforward.

•

In instance of specific units, for example, significant utilities or banks there will be a
procedure of prequalification.

As per the Asian Development Bank study, the general privatization program of Pakistan was
an accomplishment in term of selling the units. It was well in front of its local partners, both
regarding quantities of organizations privatized, and the profundity of the program in handling
progressively complex privatization, for example, those of utilities. The program had accomplished,
in any event somewhat, the majority of its different destinations. These included, improving
productivity of ventures and the economy, improving state funds, enlarging and developing capital
proprietorship, and securing the interests of workers.
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3. Methodology
Privatization of a Public Sector Entity is a difficult assignment, which can't be executed in a
self-overseeing way, as it requires across the board due-tirelessness, including however not restricted
to lawful, budgetary, human asset and so on parts of the concerned business, to be privatized and due
coordinated effort from all the pertinent partners.
Privatization approach is in vogue, since 1994 and based on worldwide and local encounters,
a privatization procedure has been created. The equivalent are assessed now and again, so as to make
it similar with best practices of the territorial and universal patterns and prescribed procedures.
So as to accomplish the destinations of this exploration on research work, contextual analysis
approach was considered appropriate. According to a famous saying, a case study is “...an empirical
inquiry that investigates a contemporary phenomenon (the case) in depth and within its real-world
context”.
Case study includes a point by point investigation, regularly with data collected over a period
of time, of a deep inside their unique situation. The essential goal is to produce an examination of the
unique situation and procedures which illuminates the hypothetical inquiries being looked into.
Contextual investigation approach is most reasonable for replying 'how' and 'why' questions. Since
this examination is worried about how question of the authoritative execution after privatization,
contextual investigation approach was considered suitable.
This research paper is dependent on auxiliary information got from lawful instruments, public
records and organization's financial reports. All SOEs are incorporated in population, in the
investigation for inspecting corporate administration instruments, state controls and the autonomy of
SOEs. The corporate administration models and control and independence of SOEs are inspected at
formal level through pertinent arrangements gave in people in general/private laws looking at
substance of different legitimate instruments.
The accumulation of information that ranges for just about few days depended on different
sources. First archives (counting reports from government departments, budgetary establishments,
industry specialists and corporate reports) were investigated to get foundation data about the
privatization procedure. The research was done for the time of 5 decades, from a period when
nationalization occurred in 1970's till this date. The period was picked so as get bits of knowledge
about both pre and post privatization execution.
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4. Results and Discussions
This segment presents discoveries of the case study in connection to the post-privatization
execution from the point of view of financial, social and ecological effects. The information gathered,
the descriptive analysis is described in a diversified manner in order to investigate the trends and
patterns of different macro-economic variables, in line with the privatization of SOEs. Finally, this
section has also analysed the variations in certain set of variables over the period of time.
The study shows that the privatization in 1990's was slow after the development of the
Privatization commission and it continued in the same manner till the financial year 2002. The
constant decline behaviour in the proceeds from 1991 to 2000 was due to the unforeseen collapse of
two elected governments of Muhammad Nawaz Sharif in 1993 and 1999 and of Benazir Bhutto as in
1996. This political instability destroyed the consistency in the economic policies. But in the financial
year 2002, due to the political stability under the rule of Pervaiz Musharraf the proceeds dramatically
changed and showed positive results. Economic growth and stability plays a vital role in the
privatization of the state owned enterprises and this was the case in 2002 where increase in proceeds
was due to the consistency in the economic growth. In 2005 the proceeds from privation went further
high and were the highest till date due to economic stability in the country with the GDP growth of
9% and GDP per capita of $777 as compared to the GDP growth in 2002 of 3.1% and GDP per capita
of $544.
The graph shows the revenue on sales of SOEs

X-axis=no. of years, Y-axis=Revenue from privatization

The trend line in the Unemployment graph makes it clear that unemployment in during the
course of time since 1991 to 2001have had a gradual rise in raising the rate of unemployed labour
force. On the other hand it is consistent to rising poverty pressures. Financial years 2000 to 2003
showed a gradual increase in the unemployment but during the financial year 2004-2005 a gradual
fall was seen. The proceeds from the privatization of SOEs were of major amounts in 2005 which
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provided some relief to the economy which resulted in the gradual fall in unemployment. Again in
2008 a rise in unemployment rate was seen but now it was due to unclear economic patterns. Rising
unemployment rate resulted in the rise of poverty from the financial year 1994 to 1999. From the
financial year 1991 to 1994 and from financial year 2000 to 2004 showed the fall in poverty due to
decline in unemployment rate. The reason for all this fall in poverty was due to the investment and
seriousness of the private sector which showed their confidence on the government policies and
consistency in the economic policies after the collapse of the democratic governments of Pakistan in
1999. After the financial year 2008 it again showed an increase but this time due to the
macroeconomic variables i.e. economic policies of the government were not bearing fruits after
certain stability from Financial year 2004-2008 many energy shortages in power sector resulted in the
closing down of industries and wheat shortage in the country was the icing on the cake which rise in
poverty.
This graph shows the unemployment rate

X-axis=no. of years, Y-axis=unemployment rate

The inflation graph shows that after the financial year 1995, the inflation rate started to fall
and continued till financial year 2003. The fall of inflation rate was due to the appropriate economic
policies, the demand factor in the market and the rising rate of economic growth (Ahmed, 2020).
Financial year 2004 was when the inflation rate started to rise and went to the highest 19.56% in
financial year 2009. In comparison major Privatization took place in the year 2005, which might be
the reason that the future inflation rates were incorporated due to which the government took benefit
by privatizing the SOEs before it could reach the highest level. The economic growth of Pakistan
reached 6.2% in the financial year 2006 but in later years till the financial year 2010 it became a big
challenge for the government. According to the findings of the top economists this was due to the
wide gap between the demand and supply, which appeared when the economy reached to its full
capacity of employment level with no more production capacity. On the other hand the monetary
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policy of the state bank of Pakistan put fuel on the fire by continuously printing of currency notes,
which devalued the currency and raised the inflation in the country.
This graph show the inflation rate

X-axis=no. of years, Y-axis=inflation rate

The graph of GDP shows a gradual increase in the GDP since the year 1991. The GDP in
2005 showed a great increase of 9% and on the other hand major privatization in terms of monetary
vales also happened in 2005 which show that the private consumption which is a major component
while analysing the GDP was improved.
This graph show the GDP growth in millions of $

400000

GDP Growth (in millions $)

200000

0

X-axis=no. of years, Y-axis=GDP in million of $

On January 22, 1991 the privatization commission of Pakistan was established in the tenure of
Pakistan Muslim league under the premiership of Nawaz Sharif. The government's major objective
for establishing this commission was to favour free market economic principles, the private sector
ownership in the economy and to attract foreign direct investment without any fear from government.
The economic theory that "privatization brings down poverty and reduces the rate of rise in
price levels of the economy". When after privatization, a private sector enters and applies its
competence, it brings a rise in the production capacity and supplies additional products in the market
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due to which both internal and external demand is being meet (Bayliss, Mattioli, & Steinberger,
2020). The results of this research have shown that privatization has brought an increase in GDP.
The revenue from the sale of SOEs fell by -92.6% in the year 1993, after the government of
Nawaz Sharif ended, this contributed to the increase in inflation and unemployment. On the other
hand the GDP growth has seen an increase of 4%, which showed the continuity of the policies taken
by the new government. After the newly elected government of Pakistan people's party the period in
between 1993-1994 and 1995-1996, showed a rise in privatization. In this period the GDP also
showed an increase. After the Pakistan people's party government in 1996, Pakistan Muslim League
again formed its government and the signs of privatization were all in negative i.e. because no major
sale of SOEs was done but GDP was growing. This shows that either GDP didn't follow the trend of
privatization or privatization had not affected the GDP. Sharp decrease in the inflation rate also
happened in between 1997-1998, but the rate of unemployment also increased in the same period.
The unemployment was explained, as due to the higher rate of the population growth which was 3%
higher than before.
The period 1999-2002 the sale of SOEs remained positive and was accompanied by the rising
trends in GDP. Pakistan economy took off in between the period 2004-06. In 2008 the government of
Pakistan People's party could not retain the previous government pattern of privatization due to the
incidents of terrorism and the assassination of Benazir Bhutto. The privatization in the PPP tenure
was not taken seriously as of the fact the SOEs were going into all-time high losses in between the
years 2008-2013. Unemployment and inflation were all time high but GDP showed positive signs but
was not growing at a pace before PPP's government. In 2013 Pakistan Muslin League (Nawaz) again
formed the government and in 2014 and 2015 it sold out 19% shares of UBL, 5% shares of Pakistan
petroleum limited and also sold shares of Habib bank limited and Allied bank limited. But as
expected GDP showed growth and inflation was down to 7.36% in 2013 from 11% in 2012.

5. Conclusion
The conclusion drawn from this research highlights that privatization of state owned
enterprises is extremely useful for extracting additional resources that can be utilized on the latter
tasks which the government believe are important to invest in. Professional expertise and proper
planning are required to initiate this privatization.
The Government of Pakistan has completed 172 transactions of the disposing off the SOEs of
Rs.648.972 billion till date, according the record of Ministry of Privatization data. According to the
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analysis the variable considered in the study had unexpected effects on the economic growth.
Economic growth has been rising in an unsteady manner and it is concluded that privatization appears
to be least effective to an economic growth.
In response to this study, it is suggested that Pakistan must realize that privatization of SOEs
is a tool of increasing the revenue of the state (Zafar & Khan, 2020). But governments should be clear
that once a SOE is sold, it will neither have control of it nor it can enjoy the revenues generated from
that SOE. The process of privatization should be transparent so that it can help the government in
achieving its desired objectives i.e. of spending on human development, health and education or can
support in the financing of ongoing projects. While privatization has insignificant effect on economic
growth it is advocate that if government feels necessary to privatize the SOE, it should then attempt
to partially transfer the ownership rights of the SOEs.
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