































































































































































































































































































































































































































































































































































































































































































































































































characteristics and features for example both regulatory systems are responsible to
secure an appropriate return for the shareholders of the regulated companies in order
to encourage their investment in the business. Moreover, both the regulatory systems
accept the need to secure customers needs and satisfaction of the customers but they

individual characteristics as well.

This price control formula was seen very simple, efficient and having non
discretionary approach which seemed to minimize the regulatory burden and
protected the privatized firms from the government influence, but this efficiency and
simplicity, more and less, proved an elusive in the UK regulatory system. Moreover,
RPI-X regulation has unclear accountability except the regulatory watchdogs which
are not fit properly in the current system of check and balance and on the other hand
it is one man rules not the rules of laws (Cento Veljanvovski, 1992). The above
arguments of the authors are indicating that the RPI-X regulatory framework is
highly politicized, personalized, uncertain and less legalize which makes it
amorphous as compare to the USA rate of return regulation. But at the same time,
price control formula has commercial and industrial advantages by acting to limit the

prices, through out the regulated period, rather than to limit the firms profits.

The RPI-X price control formula also provides some economic and social benefits
to consumers by cutting prices of services, for example the regulated company has
option to reduce charges to sell more quantity of services within its capital
expenditure which even provides more revenues to it and customers are benefitted
as well. There is another factor in this tariff that regulated companies can be
provided a lump sum amount for the development of a specified net work, as a result
the company can develop an appropriate package for its instalment, so in the country
like Pakistan where labour is cheap both the firm and local workforce can be

benefitted by this type of (RPI-X) regulation.
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The British experience shows that Pakistan's utilities can secure a fair price for their
consumers and also to earn a reasonable rate of return through efficiency and
productivity and ultimately move towards deregulation option. Due to these reasons
the Americans are also in favour of this style in some of their industries because of
its profitability through efficiency. Pakistan has very poor consideration on research
and development, need to improve the managerial skills in academic as well as
industrial sectors and to motivate/educate the people for private investments. There
is a need for the liberalized economy in order to plan, organize and implement the
privatization and deregulation policy effectively and efficiently for the development

of the national economy of the country.

At the moment, the utilities are under government influence, but the government
wanted to minimize its control, but it is difficult to motivate the Pakistani
millionaires, either local or overseas, to invest in the private risky business, in the
case of USA rate of return model, where the investors have to invest to get the fair
rate of return from the capital investments through this complicated system,
therefore, there is more need to encourage and educate the investors, because of lack
of private financing and potential investors in Pakistan. However, the UK and
Malaysian style (BOO, BLT and ISI) privatization of utilities may be a good
alternative option which is highly influence by the British style and developed by the
requirement of the country in order to get involve the local and international business
community in the shape of joint venture and direct foreign investments while sharing

the overseas experience and know-how.

Finally, the comparative study of both regulatory experiences provide the lessons that
monopoly behaviour either in private or public sector can be controlled only through
competition and deregulation. These regulatory options can not be substitute for

each other. The RPI-X has flexibility in moving towards deregulatory option and
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competition in the market and for the market, whereas RoR is more legal oriented

and complex option which is incompatible with current Pakistan situation.

Professor Littlechild (1983) states "Competition is indisputably the most effective
means.. of protecting consumers against monopoly power. Regulation is essentially
a means of preventing the worst excesses of monopoly; it is not a substitute for

competition. It is a means of 'holding of fort' until competition arrives” (p4.11).

Therefore Pakistan should learn from others mistakes and of course its own past
blunders and experiences, and go for gradual style competitive and deregulatory
reform option with the help of highly competent and non—political personalities as

a regulator, otherwise it could bring even worse consequences.

241



CHAPTER SEVEN

PRIVATIZATION OF PUBLIC UTILITIES: CASE OF PAK TELECOM

INTRODUCTION

The chapter is discusses new trends and strategies for the privatization of public
utilities in Pakistan and also develops the alternative options for the privatization
of Pakistan Telecommunication. As industry from the Telephone and Telegraph
(T&T) Department to Pakistan Telecommunication Corporation (PTC) is given
along with examination of possible alternatives for its deregulation and privatization

in the light of lessons learnt from the UK privatization programme.

As noted in chapter 3, the government of Pakistan introduced many reforms during
the 1980's and early 1990's aimed at having a major impact on investment,
production, efficiency, customer care and the overall economic development of the
country. The government of Pakistan has successfully sold nearly sixty four percent
of its targeted state owned enterprises and now pursuing the deregulation and
liberalization of public utilities i.e. gas, electricity, railways and telecommunication
in order to encourage the private sector. The impact of these policies on the
economy can be seen through the GDP growth of the country which has increased
from 4.7% in 1989-90 to 6.9% in 1993-94, and expected growth is 7% for 1994~
1995 (The Daily Jang, 10 June 1994).

The sales of public utilities are now a key target addition to the continued
divestment of the state owned enterprises. Among the four major utilities which are
now for sale, Pakistan Telecom is regarded as the best managed and most profitable

utility. The government has appointed Messrs Bear Stearns of the USA and
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Coopers and Lybrand of UK as the consultants and advisers for privatization of the
Pakistan Telecom. Given the deregulation policy of the government, some of the
telecommunications services have already been allowed to private operation, for
example cellur mobile phone, pay card telephones etc. Moreover, Pakistan Telecom
have approved a specification of a Telefax machine which is compatible with its
network and which is being sold through the private sector. One of the biggest
programmes on a BLT (built lease and transfer) basis has been taken by Sieman,
Alcatel, and Ericssion for the installation of the extra lines i.e. 182,000 lines in
Karachi, Sindh and Baluchistan, 123,000 lines at Lahore and 95,000 lines in
Islamabad and Faisalabad. This chapter will provide an overview of the overall
economy of Pakistan along with the trend and development in the
telecommunication sector since the liberalization programme of the government of
Pakistan. This chapter will further develop the historical performance and
development of Telegraph and Telephone (T&T) which was converted into Pakistan
Telecommunication Corporation during December 1990. It will facused on
particularly the organizational analysis of the industry and various options and
alternative strategies for the privatization and deregulation of telecommunication
industry. In this case study most of the information and data were collected through

field research interviews and Pakistan Telecom's annual reports.

CURRENT POSITION OF PAKISTAN ECONOMY

The present government of the PPP (Pakistan Peoples Party) assumed office in
October 1993. The previous coalition government of the IJI (Islamic Jahmori
Ittihad) was removed by the former President of Pakistan Mr. Ghulam Ishaq Khan
because of the political unrest in the country. The new Prime Minister Ms Benazir
Bhutto continued the industrial and economy policies of her predecessor
government with some necessary reforms. The government appointed a new

Chairman of the Privatization Commission and reconstituted the Commission while
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merging different sub-commissions i.e. industrial and utilities etc into a one,
Pakistan Privatization Commission in order to make it more effective and efficient.
The main emphasis is on the development of the open market and acceleration of

growth and improvement of economic performance of enterprises.

The Pakistan government views the private sector as the main instrument of
economic development. The private investment has been expanded by 12% since
deregulation and liberalization policy of the government, and industrial output
increased by 7.3% in 1992, compare with 6.8% in 1991. The growth of the
manufacturing sector reached 7.7% in 1992 compared to 6.3% in 1991 and 5.7% in
1990, and service sector growth also increased from 5.2% in 1990-91 to 5.9% in
1992. Along with the above growth, tax revenues also increased by 26% and the
total revenues increased by 32 per cent in 1992 (Ben Davies 1992). Total
investment increased by 17.6% and 18.8% during 1991 and 1992 respectively as
compared with 10.4% in 1990 (Syed Saghiam & Doger, 1993).

As noted in chapter 3, in the air transport, four private Airlines ie the Aero-Asia,
Shaheen International, Bowja and Hajewari, have started operation to compete with
the Pakistan Air Lines (PIA) on local routes and Shaheen Airline has planned
international routes as well. According to the Mirza report (1993), the growth of
new financial institutions is remarkable during the last two years as 10 new
commercial banks, 7 investment banks, 12 leasing companies and 50 Modarbas

(Islamic Financing Cos) have been floated during this period.

Around 70 industrial units have been privatised, excluding 6 units in July 1994, by
sale including 56 units to new parties, 4 units sold to old owners, 4 units transferred
to the employees and 6 units sold to foreign companies (The Pakistan Time,

February, 1993). As for as the public utilities are concerned, 10% of shares of
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Pakistan International Airlines (PIA) were sold and 1% shares of PTC were sold
during September 1994 for employees and general public. The power sector, gas,
railways will also be privatized in the near future. As these public utilities are
major sources of employment ie. WAPDA (water and power development
authority) employs 128,500 people, Pakistan Railways has 130,000 people and
Pakistan Telecom employs about 62,000 people, and with privatization some of
these jobs are at risk, the government has to compensate with alternative jobs and
or financial compensation. At the moment, the government is introducing new self
employment schemes for young people and also encouraging the private sector to
invest in the different fields which will help the government to overcome the

unemployment problem in the country.

The government is also trying to provide about 50,000 jobs mostly in these public
utilities and advertisements were published, in the major national néwspapers of
Pakistan, during the first week of July 1994 to reduce the unemployment in the
country. At the same time, the daily Jang London reported on 23 July 1994 that
because of privatization programme of WAPDA, 8,000 workers, and 5% of the
employees of Pakistan Telecommunication would be made redundant which would

be a major cause of further unemployment in the country.

HISTORICAL DEVELOPMENT AND PRESENT STATUS OF PTC

The telephone utility was introduced in the subcontinent, prior to an independent of
Pakistan, during the late 19th century under the Indian Post and Telegraph
Department, and was developed as a successful industry. At the independence of
Pakistan on 14 August 1947, the Department of Telephone and Telegraph (T&T)
came into existence and inherited a small telecommunication network consisting of
only 12,000 telephone lines. The Telephone and Telegraph department was

separated from the Postal department in 1962 and it was attached as a department

245



of the Ministry of Communications. The Telephone and Telegraph remained under
the Ministry of Communications until 15th of December 1990, when it was
converted into a statutory corporation and known as Pakistan Telecommunication
Corporation (PTC) by the Pakistan Telecom ordinance of 1990. Pakistan
Telecommunication Corporation is a state owned monopoly with one of the lowest
ratios of telephones households among the developing countries of the world. The
government plans for privatization seek to get private capital to fund an aggressive
expansion programme of telecommunication industry. The proposed privatization
of the Pakistan Telecom is open to any entrepreneurs from home and abroad and

investments would be fully protected by law.

As mentioned above, the industry was run by the government of Pakistan under the
department telegraph and telephone (T&T) of ministry of communication. The
Pakistan T&T was converted into corporation by an ordinance promulgated by the
President of Pakistan, known as Pakistan Telecom Corporation Act No XVIII of
1991. Pakistan Telecommunication Corporation (PTC) owns a fairly large network
throughout Pakistan, covering a total area of 803944 square kms and serving a
population of about 126 million. So, Pakistan offers a large potential market for the
telephone and related services. According to the PTC annual report 1992, the
telephone network consists of manual, automatic and digital services, with 77,000
manual, 843,000 automatic and 555,000 digital exchange lines, but the number of
telephones in operation and the registered demand for new telephone connections

are almost equal. The details are shown in the following table:
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THE REGION WISE MANUAL EXCHANGES

|_Region | Exchang | Capacity | Working | Pendin Trunkboard
S.T.R. 238 17490 12342 1703 211
C.T.R. 319 2990 26558 26238 348
F.T.R 90 6934 6131 5718 76
N.T.R. 236 15189 12597 8431 142
W.T.R. 164 11390 8001 3643 60
K.T.R. - - - - 40
LT.R. - - - - 86
TOTAL 1047 80904 65599_ 45733 999
Key: KTR-Karachi telecom region; STR-Sindh telecom region;
WTR-West telecom region; FTR-Faisalabad telecom region;
LTR-Lahore telecom region; ITR-Islamabad telecom region;
NTR-Northern telecom region CTR-Central telecom region.

SOURCE: Pak Telecom Reports and Interviews, 1993-94

As the above table shows the summary statement of manual (operated by
employees) and trunk boards exchanges in the different regions of the country. It
indicates that there is limited capacity,and still a large amount of demands pending.
The possible solution is to encourage the private sector to broaden the
telecommunication services. To date, the private sector investments have been
attracted under the BOT, BLT schemes. Some foreign companies install a set
number of lines at the fixed prices i.e. Alcatel, Ericsson and Siemens are installed
500,000 lines under the Built Lease and Transfer (BLT) programmes and some

other contracts are under negotiation. In Mobile sector, C&W and Millicam are
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also setting up a system to accommodate 35,000 subscribers by 1996 (S. Davies
1992). The detailed position of the existing auto exchanges in the Pakistan is

discussed in the table below:

REGIONAL AUTO EXCHANGES IN PAKISTAN

=R;§ions Exchgges Inst. Capacity Added Lines
K.T.R* 31 340,100 -
S.T.R. 58 87,820 -
C.T.R. 117 243,150 =
L.T.R. 25 205,100 -
ILT.R 13 111,787 -
W.T.R 23 37,940 =
N.T.R. 54 76,000 -
IL_TOTAL 321 1,102,897 250,000

* Key as above

SOURCE: Pak Telecom Reports,1992-1993

In 1990 the installed capacity was 842,897 and was increased by 260,000 during
1991 and another 250,000 in 1992. The government of Pakistan is negotiating with
some other international telecom organizations including AT&T of USA, British
Telecom, C&W of UK and OTC of Australia etc. to develop the telecommunication
system in pakistan through the BLT schemes and some of the projects are in the
process. There is some opposition from the Pakistan Army which relies on Pakistan
Telecom for its official communication but the government has agreed to allocate

initially Rs.800 million to enable the Military to set up a separate network of its
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own to protect and develop its security (Salamat Ali, 1992). In the case of
privatization, the employees would have one year guarantee of service with new
owner and after one year they will get a golden handshake in the case of their
retirement, in the shape of some specified, as at least four months salaries and a

certain percentage compensation of their total service for details see chapter 3.

MANAGEMENT STRUCTURE OF PAK TELECOM

Pakistan Telecom, being a state owned Corporation, has government nominated and
employed Board of Directors and administration. In light with the Corporation Act
1991, the government appointed a Chairman and eleven members of the Board of
Directors. The Chairman is the chief executive of the Pakistan Telecommunication

Corporation and the Chairman of the Board of Directors.

The Board is made up by the secretaries of the various interested/relevant
government ministries such as the ministry of communication, ministry of finance
and the ministry of planning and development, including a representative from
Army (GHQ), financial institution (NDFC) and technical experts from the Pakistan
Telecom itself. The general administration is headed by Director Generals who are
responsible for their respective departments and are the key advisors to chairman
in their areas of competence. Director Generals and their departments, performing

their responsibilities under the guidance of the Chairman are as under:
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PAK TELECOM MANAGERIAL STRUCTURE

The Chairman

(

Director General Directror General | Djrector General Member, Administration
Dot | Totmoiogy | Sustomer Care - (Two Genera manages
p echnology Services d Chief Bxecutives)
Director General ~ Director General  Member, Finance
ations International (3 General Managers)
ement Communication

Source: Developed from field interviews/survey, 1993-94

The network of Pakistan Telecommunication Corporation is divided into the nine
regions for the sake of efficient operation, installation and maintenance of its
respective telecommunication services. The 9 regions are again divided into various
Zones which are headed by the Directors and each director controls a specified
number of divisions assisted by the Divisional Engineers. The Divisional Engineer
is responsible and oversees the maintenance, operation and development of the

telecommunication services and also compiles the accounts for the division.

The Divisional Engineer (DE) has DDO (drawing and disbursing officer) power to
draw sums of money from the authorized banks of Pak Telecom. He has to submit
a report periodically to the region which is responsible for the final submission of
accounts to the headquarters of Pakistan Telecommunication Corporation. All the

projects from planning stage to development, are also executed on the regional
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basis, so the region is called a "quality centre" and "profit centre". Some
telecommunication regions are called "specialized regions" such as computer
region, digital switching region, training region, optical fibre region, central
telecommunication research laboratories, overseas telecommunication (i&ii), BLT
regions (South and North) which are responsible for specialized and specific

functions and headed by the general manager for each region.

The Pak Telecom has regionalised its network for the maintenance and operational
purposes and for the development of the efficient telecommunication services. The
following are the nine regions which are dealing throughout Pakistan and headed by

General Manager:

THE REGIONAL NETWORK OF PAK TELECOM

KTR-Karachi telecom region
Karachi telecom region-2
STR-Sindh telecom region
WTR-west telecom region
FTR-Faisalabad telecom
LTR~Lahore telecom
ITR-Islamabad telecom
NTR-Northern telecom
CTR-Central telecom
STS-Special telecom

1
2
3
4
5
6
7
8

=\
o

Source: Pak Telecom 1993

The above table shows the nine regions and a special telecommunication services

which operates in the hilly areas like Gulgit, Sikardu and Azad Jammu & Kashmir
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to provide the telephone facilities to the public and private sectors.

HUMAN RESOURCE MANAGEMENT

Pakistan Telecommunication Corporation is one of the biggest State owned
organizations in the country. Being the government department of Telegraph and
Telephone, the number of the employees were around 45,000 in 1988 which were
considered more than enough to run the department but still there were complaints
regarding the efficiency, productivity and quality of services provided by the
department of T&T. When the Department of Telegraph and Telephone (T&T)
was converted into corporation during late 1990, the staff was crossing the fifty
thousands figure. During 1991-92, the number of the staff increased to 54,000
employees and according to the latest available data of 1993 these numbers of the
employees are about 62,000. As these employment figures increased, the telecom
services also increased with the passage of time and the employees per thousand
lines decreased as overall gains in productivity and efficiency. According to the
latest available official data of Pak Telecom, the strength of the staff from 1983 to
1993 is as under:

Employment Staff per 100 Lines

1983 1989
1991 B 1993

Source: Pak Telecom Report 1992-1993
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The above data shows that within 10 years employment in the Industry has nearly
doubled. There are two main reasons for this frequent increasing of staff. First, due
to rapid turnover of the political administration in Pakistan as every government has
tried to take the opportunity to find employment for its political workers. Second,
because the Pakistan Telecom Corporation has extended and improved its range of
services and it has required extra managerial and technical experts to get the jobs

done.

Currently about 62,000 employees are in the Corporation and about 7% officers are
in the Basic Pay scale number 16 to 22, whereas remaining 61% are non gazetted
officers and workers from grade 5 to 15, including 32% helping staff of the lower

grade from 1 to 4 i.e. peons and ushers. The following table shows the revenue per

employee.
SALES/REVENUE PER EMPLOYEE ANALYSIS
Revenue Rev per

Year (Rs.m) Employees Employee
1992 16780 62000 271
1991 13894 54084 257
1990 9954 49717 200
1989 8374 47802 175
1988 6549 44690 147
1987 5514 42315 130
1986 5460 41032 133 |

Source: Developed from annual PTC's reports

The Corporation has increased its employment but along with it the PTC has
improved its sales revenues with the passage of time as the above table shows for

the sales per employee from 1986 to 1992. The Pakistan Telecom Corporation has
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one highest post of the Chairman of BPS22 (M-1) and seven seats of BPS21 for the
Director Generals and members of the Corporation and further 34 posts are filled
by the General Managers and Chief Executives of grade 20 (like full Professor) and
these executives staff are 0.07% only. The corporation has employed more low
grade cheap staff for operations, repair and expansion of the network which
provides even more profits with higher employment with traditional operating

system.
In case of privatization, with capital extension and joint ventures, these cheap labour

can be utilized. The following another table shows statistics of the Pakistan

Telecommunication Corporation's staff and their pay scales:

STRENGTH OF PAK TELECOM'S STAFF: BY CATEGORY

n S.No Staff Categog & Paz Scale Strengh l Staff % ||
1) Basic pay scale (BPS) 20 to 22 42 0.07%
2 BPS 16 TO 19 4080 6.60%
©)] BPS 5 TO 15 (non-gazetted) 37,574 60.60%
4 BPS 1 TO 4 (lower workers) __19993 32.30%

Source: Interviews and surveys during 1994

The above table shows that the majority of the employees are in the clerical and
secretaries level jobs and few of them are at top management and middle
management level. This picture shows that most of them are unskilled workers.
When the government decided to liberalize the telecommunication sector, the

Pakistan Telecom realized the need for a proper training programme for its staff at
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all levels. The government established a Post—Graduate Institute at Islamabad and
developed a training management headed by the General Manager. Pak Telecom
is providing training to management level at the Telecommunication Staff College
(TSC) at Haripur where the University graduate engineers and College Diploma

holders are trained.

PAK TELECOM RANGE OF SERVICES:

The change of the department of T&T to Pak Telecom introduced a new era of
dynamic changes in the Pakistan Telecommunication sector. Pakistan Telecom
provided the opportunity for the development of the telecommunication facilities
in different areas. In order to improve the customer satisfaction and meet the
challenge and opportunities of its new environment, a comprehensive internal
reform has since been launched e.g. training package for the better human resource
management, introduction of new technology and related skills which are essential
for challenge of the future. Pak Telecom has also the intention to develop a social
welfare scheme for its employees to encourage them to increase the productivity

and efficiency.

Since incorporation, Pak Telecom has succeeded in adding about 500,000 lines to
the existing telecommunication network bringing, the total number to more than
1,475,000, whereas at the inception of the corporation the total number of the lines
were 977,000 and thousands of demands for telephone connections were pending
(Simans Davies 1992). The pending demand due to lack of capital investment and
extension programmes, makes Pakistan one of the countries which have lower than

1 main line per 100 inhabitants which are shown as under:
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TELEPHONE MAIN LINES PER 100 INHABITANTS IN ASIA

Fewer than 1 main line per | Cambodia, Vietnam, Bhutan, Nepal

100 Inhabitants Bangladesh, India, Sri Lanka, Indonesia, China
and Pakistan

Between 1-10 main lines per | Philippine, Maldives, Thailand, Mongolia,

100 Inhabitants Korea (DPR), Iran, and Malaysia etc.

More than 30 main lines per | Korea (ROK), Singapore, Japan, and Hong

Inhabitants Kong etc.

Source: Asia-Pacific Telecom Indicators 1993 & WB, 1994

The above unsatisfactory position can be improved by capital extension, resource
utilization and creation of competition in the industry. Pak Telecom is arranging
another addition of 800,000 lines in operation in the near future. Every 1000
telephone lines during 1993 were supervised and operated by about 40 employees
as compared to 45 employees in the previous year (PTC report, 1993). The number
of all breakdowns and complaints have been decreased and significant progress

continued to be made in the other areas and services.

Pak Telecom owns a fairly large network spread throughout the country, operating
1650 exchanges, 500 telegraph offices and a network of open-wire carrier systems,
coaxial, microwave and satellite earth stations, so its telephone network consists of
manual, automatic and digital services. The overall PTC provides the following

important range of services:

1 Telegram

2 Telephone

3 Telex

4 Rural P.C.Os
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T.V. Relay

Inland trunk calls
International trunk calls
Data transmission

R 3O W

OVERSEAS RANGE OF SERVICES

The Pakistan Telecommunication Corporation provides a modern international
range of services to the customers. When Pakistan came into being during 1947, the
Cable & Wireless was maintaining the international linkage/services. Initially,
Karachi and Dhakka was linked with independent wireless telegraph during 1949
and later during 1950, the radio telephone link was established. With the passage
of time, direct communication links were developed with the different Western and
Eastern telecommunication networks on high speed telegraphy and radio telephony
systems. The wireless circuits remained in operation until 1972, with the major
cities of the world. After this, the telecommunication satellite brought the
revolution in the telecom world. Since 1972, the international telecommunication
services have grown with the high speed. As the overseas traffic grew more and
more the semi and automatic ISD (international subscriber dialling) became
essential for better communication services. The first international Gateway
Exchange (IGE-1) was installed during July 1980 to meet the growing demand of
the international calls. Now the Pakistan Telecommunication Corporation has the

following overseas communication systems and sub-systems:

(1)  The satellite earth station Dehmandro with DM-1A working with 60E
satellite in Indian Ocean Region, DM-2B working with 359E satellite in the

Atlantic Ocean Region and DM-3A is under installation.

(2)  Mallach Earth station Islamabad with MLH-1A working with 63E satellite

in Indian Ocean Region. Presently, these three international switching
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systems on the gateway exchange.

Pak Telecom has direct satellite circuits with 40 countries, and fully automatic ISD
services are provided to the 70 countries. In addition, Pak Telecom contact with the
world is made through Pak-Iran microwave link recently further extended to

Turkey and UAE.

A large and growing demand for both local and overseas telecommunication
requires a highly reliable network in Pakistan. So, a wide telecommunication
international network incorporating the highly advanced technologies was made
available in order to provide the quality of services. Therefore the national and
international telecommunication facilities have developed rapidly both in terms of
capacity and services over the years. In 1965, Pakistan became a member of the
INTELSAT and developed the first satellite earth station in 1972 with the cost of
Rs.19 million. A standard-B antenna of 13 meter dais was installed at Dehmandro
during 1984 to provide the satellite link with America, having 260 circuits at

present.

At Malachhi Islamabad, another standard-A earth station started its operation in
1986 and now-a—days more than 330 circuits are working through it. While using
these services Pak Telecom operates international Telefax and Bureaufax telephone
and Telex Radiophone, Telecast leased Telegraph and Telephone along with hot-

line services.

RURAL TELECOMMUNICATION SERVICES
The Pak Telecom also provides communication services to the remote inaccessible
(rural) areas of Pakistan through the domestic satellite telecommunication

(DOMSAT) system. Its sub—station at Islamabad is connected with small stations
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in the Gilgut, Skardu and Gowader areas. For this purpose, utilizing a quarter
transponder of 9MHZ capacity has been leased from the Intersat that provides 120
circuits for the above three destinations. To stretch telecommunication facilities to
the rural areas effectively the time Division Multiple Access (TDMA) system is
being installed to connect more than 3000 village around Larkana, Faisalabad and

Peshawar etc.

Overall, transmission spread throughout the country is dependent on the number of
analogue digital microwave and coaxial cable system which are being replaced by
the fabric optic system on a large scale. The similar links for the inter exchange

working in large cities are being introduced as to improve the quality of services.

MANUFACTURING SERVICES

Pakistan Telecommunication Corporation, mostly, uses locally manufactured
equipment of telephone switches and carrier system. It owns two manufacturing
factories, one is the Telephone Industry of Pakistan (TIP) at Haripur, established in
1952. This factory is a subsidiary of Pakistan Telecommunication Corporation and
employs around 4000 people and produces with international standard of about
300,000 telephone sets,120 digital lines, 50,000 EMD lines (Edel Metal Dehwahlar)
known as electronic mechanical exchanges, 10,000 PABX lines (private automatic

branch exchanges) per year.

The Telephone Industry of Pakistan (TIP) also produces teleprinter machines,
typewriters and the electronic components with high quality control at various
stages of production. The TIP has recently set up production facilities for digital

switching equipments.

The second factory is Carrier Telephone Industries (CTI) at Islamabad and
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established in 1971. The CTI is specialized in the production of electronic
transmission equipment with the concentration of high technology equipments. It
is developing the digital lines at Islamabad in collaboration with ALCATEL. The
Carrier Telephone Industry has now started manufacturing of optic fibre
transmission equipment and its involves the high sophisticated technology of
electronic components. The factory is producing all the necessary equipment for
the above system and has full capacity for repair and maintenance of these

equipments.

These manufacturing services have international standard of quality control and
meeting not only the demand of the Pakistan Telecommunication Corporation but
also fulfilling the requirement of the private sectors. There are few small factories
in private sector as well which are producing drop wire, underground primary cable,
underground secondary cable and self supporting aerial cables etc. Another modern
factory is being established by the Agha Khan Foundation with the collaboration of
Alcatal at Islamabad, Pakistan.

CUSTOMER CARE PROGRAMMES

Pakistan Telecommunication Corporation has designated different customers
services centres, to serve as a one window operation for the general public, and it
has extended this further with introduction of the customer care programmes
throughout the country. It has always been the endeavour of Pakistan Telecom to
extend the best of technical and other administrative public services to its customers

after corporatization.

Pakistan Telecom Corporation also introduced Digital Switch boards at 14 stations
in order to help in completely replacing the manual trunk exchanges at these stations

to improve the services quality of operator assisted calls. The Introduction of the
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digital switch board has provided operator trunk dialling services to more than 200
main cities of the country on NWD, net work directly. Moreover, all the booking
and enquiries are completed at these stations. The system engineering for all these
Digital Switch boards was designed and carried out with the technical assistance of
the Siemens Engineers. The Corporation has introduced uniform codes of two and
three digits for the Ambulance, Airlines, Railways, Fire brigade and Police etc., in
keeping with the government policy to provide all these services to the general
public. These uniform codes can provide the quickest services in all emergency
situation and such services are being allowed free of charge, especially, Ambulance,
Police and Fire Brigade. Various steps have been taken during the past but, now the
corporation moved some steps further with the modern package of services through
these centres. In order to make more effective customer care programmes, the

following services are provided at each customer service centre:

- Information related to telephone and telex services.

- 24 hours local and international telephone and telex services.

- All the payment of bills, fees and demand notes at the same place.

- All corrections regarding past and future payments, adjustments and
overpayments.

- The arrangements have been made for the issuance of computerised
duplicate bills for telephone and telex services instead of manual bills.

- The restoration of the telephone and telex after disconnections because of
non payments of bills.

- The rectification of technical faults and provision of spare telephone sets.

The customers can also get telephone directory and also relevant registration forms

from these centre, instead of visiting to the Head Office or telephone exchanges.
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CURRENT POSITION AND PENDING DEMANDS

After corporatization of Pak Telecom in 1991, it has improved its installation
capicity and range of services. Now Pakistan Telecom Corporation (PTC) has 3
international gateway exchanges along with about 2550 circuits with 4 international,
4 the domestic satellite earth stations and 3 packet switching exchanges. Moreover,
the Corporation has coaxial cable length of 2,322 Km Microwave route length of
6,445 Km and optical fibre links length of 1,955 KMs. Despite these facilities and
capicity, stil PTC has substentioal demand for services. The details of 1990-91

working telephone connections and pending demands are given in the following

table:
CURRENT CONNECTIONS AND PENDINGS DEMANDS
N Working Connections
Pending Demand
1,400,000 —
1,200,000
1,000,000 — - /
800,000 — 7
Ve
600,000 -
400,000 —
200000 | 44
0 ’ T ‘ T ’ T e
N.W.F.P. l Sindh Total
Balochistan Punjab Federal Arca

Source: PTC Annual Report, 1992-1993
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Pakistan Telecom made a dynomic growth of activities in its period of Corporation
couple with congestion caused due to the high valume of the overseas trafic on
existing satellite channels. Therefore, Pakistan-UAE submarine cable system was
introduced, comprases 1177 Km of cable across the Indian Ocean having its
terminal stations at Karachi and Fujairah. Currently, the system is loaded with 6
super groups for United Arab Emmarat, Bahrain, Qatter and USA working 201

channels from Karachi and 91 from the Federal Capital Islamabad.

This sub—marine cable system is a remarkable example of the joint venture among
Pakistan and international companies. During 1992-1993, the PTC succeeded to

add records lines to meet their target of 2,200,000 lines.

According to a studies conducted by the USA Experts for the Pakistan Telecom
Corporation, the demands and the projected growth of the telephones connections

in Pakistan will rise up by 2003 as follows:

5,000,000

4,000,000 —

3,000,000 —

2,000,000 —

1,000,000

0 T T T
1993-1994 June 2000 June 2003

Source: Pak Telcom report 1993
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Therefore, the supply and demand from June 1990 and June 1993 was scheduled to
insure availability of the telephone to meet the demant of the general public. It was
estimated during the last year that the total requirements of the telephone

connections would be more than two million, the details of the scheme was as

under:
PROJECTED SUPPLY AND DEMAND OF TELEPHONES
Demand Pendings Availability Connection
Existing—-1990 843,000 Exist.1990 843,000
Regted, demand 750,000 Add. lines 250,000
Add. demand - " June,92, 250,000
| June, 1990-1993 410,000 " June,93, 200,000
" New Lines - BLT schemes 500,000
“ Total demands 2,003,000 Exist. lines 2,043,000

Source: Pak Telecom Report,1992-1993.

But at the end of the 1993, the government could not meet the demands of the
connections, what they target for 1993-1994 is still behind schedule. So, today
Pakistan has less than two telephones for the 100 inhabitants. The world ratio is
9.35 telephones for 100 inhabitants, whereas Asia has 3.27, Africa has 1.22, USA
52.66 and Europe around 23.42 telephone for 100 inhabitants (The Jang 28 July
1994). Overall, Pak Telecom Corporation has very strong financial or balance sheet

position which is showen in the following table:
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PAK TELECOM'S POSITION AFTER CORPORATION (Rs.m)
THE ASSETS = EQUITITY & LIABILITIES

46461 | 94%

Fixed asset 40736 59% Equity

Other asset 17130 25% LT Loan 2797 4%
Current " 10679 16% ST Loan 1287 2%
Total asset | 68545 100% | Cap&Resr | 68545 | 100%

——

Source: Compiled from the Pak Telecom data 1992-93

FINANCIAL PERFORMANCE AND ANALYSIS OF PTC:

For the purposes of analysing the Pakistan Telecommunication Corporation we
decided to judge the organization through the analysis of its LIQUIDITY position,
long-term STABILITY and to date PERFORMANCE with the help of the
following financial indicators or ratios. This will help me to find out the real
position and current situation of the Pakistan Telecommunication Corporation.

Therefore the analysis can be done through the following relevant ratios:

ANALYSIS OF LIQUIDITY POSITION (RS. IN MILLION)
CURRENT RATIO = CURRENT ASSETS/CURRENT LIABILITIES

10,679/1,287; 10,784/1,055 and
6854/898
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ACID TEST RATIO/LIQUIDITY RATIO:
CURRENT ASSETS-STOCKS/CURRENT LIABILITIES

1992 1991 1990

10679-2,336/1287; 10784-2586/1055and | _ .. ' .
6854-1828/898 6.5:1 | 781 | 561

STOCK HOLDING PERIOD(WEEKS):
AVERAGE STOCK/COST OF SALES * 52

1992 1991 1990

2611/5170*52; 1925/4597*52and | .
1263/4242%52 26.30 21.78 15.48 |

DEBTORS PAYMENT PERIOD (WEEKS):
DEBTORS/SALES * 52

1992 1991 1990

4050/16767*52; 4002/13894*52 and
2951/9954*52 I 12.60 l 14.98 | 15.42

CREDITORS TURNOVER RATIO:

Turnovers/Creditors
1992 1991 1990
16767/1286; 13894/1055 and
9954/898 13.04 13.13 11.08
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COMMENTS ON LIQUIDITY RATIOS:

This analysis is a useful measure of the organization's ability to sustain its short
term business financial position and to meet the liabilities of the organization when
they are due for payments. Generally, liquidity is considered as a short term
financial strength and solvency being longer term financial strength of the
organization (John Blake 1987, p183). Since conversion to the corporation, the
financial position of the Pakistan Telecommunication has become more sound.
Before corporation, in 1990, the current ratio was 7.6:1 and after that in 1991, it
increased to 10.2:1 and during 1992 it reduced slightly to 8.3:1 due to increase in

loans for extension.

The Liquidity position of the T&T department (pre corp) was 5.6:1 in 1990, it
increased after corporation to 7.8:1 in 1991 and during 1992 it reached to 6.5:1.
This analysis of the organization shows that it made enormous progress especially
after the first year of its status change to corporation. No doubt in the second year
the PTC could not maintain strong financial position but even than its overall
position is too high to the industry average. According to some analysts too high
liquidity ratios are not even too good because these can be the cause of the high
stocks/inventories as the stock holding period have also been increased. Another
cause may be the high debtors/account receivable, for example Pak Telecom has
about 13 weeks debtors payment period and this shows that the PTC has some

problems with the debt collection.
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ANALYSIS OF FINANCIAL STRUCTURE

The Ratios (Rs in m) 1992 I 1991 I 1990 I]

Gearing Ratio= Borrowing[Borrowin% + Equity * 100

2797/2797+64761*100 &
2797/2797+58542*100 and
2403/2403+43246*100 = 4.00% 5.00% 5.26%
i Debt:Equity Ratio = Total Borrowing/Equity * 100
4084/64761*100 & 52/58542*100
and 301/43246*100 = 6.31% 6.58% 7.63%
NET WORTH:FIXED ASSETS = Retain Earning/Fixed asset*100
11597/40736*100,
9297/ 31344*100 and
5412/22644*100= 28.47% 29.67% 23.90%
NET WORTH: TOTAL ASSETS=Retain Earning/Total Assets*100
11597/68545*100,
9297/62394*100 and
5412/46547*100 16.92% 14.90% 11.63%

ANALYSIS OF FINANCIAL STRUCTURE

The above analysis is quite useful to measure the financial structure of the
organization. This can be measured with the help of the Gearing Ratio which
measures the degree to which the business is funded by the borrowing rather than
by the shareholder equity. Therefore it can be considered in relation to the long
term loans as well as the total loans in the business. Some analysts prefer to
measure it in relation to the total borrowing to the equity, which is known to debt:
equity ratio. The Gearing position of the Pak Telecom is very low which can be a
strength or weakness. After conversion of T&T its Gearing went further down by

1% as it is shown in the above analysis. The debt:equity ratio also decreased from
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7.63% to 6.31%. In a time of the low profit the company with low gearing is
generally considered a safer company; where as in a time of higher profit the
gearing up is in the favour of the shareholders because the higher gearing companies
can be more attractive to the investors in the time of the higher profit. At the
moment, the PTC is enjoying high profit so even higher gearing is not bad for it but
on the other hand the lower gearing of PTC shows that the corporation is less risky
on the long term which provide the safer investment opportunities to the investors

and the other view is that the increased gearing involves increased risks.

This type of situation is explained by John Blake

"ratios relating to liquidity, there is no desirable level of gearing,
appropriate level will depend on the type of business consideration.
The balance to achieved in gearing policy is :

(@)  Onone hand, as long as the return earned on resources financed by
the borrowed funds exceeds related interest changes then increased
gearing yield benefits to the shareholders.

(b)  Onthe other hand, increased gearing involves increased risk” (John
Blake 1987, p189).

According to the above arguments of the John Blake, it is clear that in the country
like Pakistan where there are tax holidays from 1990 to 1995 in all new industries
and also nominal interest or interest free funds are available for the business, in this
type of situation the PTC gearing should be improved rather than reduced to 4% as

it is indicated in the above ratios analysis.
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ANALYSIS OF PERFORMANCE/PROFITABILITY

RETURN ON CAPITAL EMPLOYED(ROCE):
Profit Before Tax/Capital * 100

1992 1991 1990
%—_7

11597/68545*100; 9297/62394*100
and 5712/46547 1692% | 1490% | 1227%

(i) RETURN ON LONG TERM CAPITAL EMPLOYED:
Profit Before Tax/Loans+Capital(shf)

11597/68545+2797*100;
9297/62394+2797*100 and
5712/2403+46547*100 16.30% | 14.30% 11.67%

(i) RETURN ON LONG TERM CAPITAL:
Utilization Ratio*Profit Ratio* 100

69%*.334; 67%*0.339 and
54.34*0.348 23.05% | 22.71% 18.96%

NET PROFIT PERCENTAGE:
Operating Income/Sales Revenue

11597/16767*100; 9297/13894*100
and 5412/9954*100 69.00% | 67.00% 54.37%

As the above profitability ratios analysis indicates that Pak Telecom has shown

rapid performance and enjoying highest ROCE and net profits.

THE DEREGULATION POLICY

Pakistan Telecommunication Corporation, at the time of the Corporatization,
inherited about 900,000 telephones from the government Department of Telegraph
and Telephone (T&T).

After Corporatization PTC has taken various important steps towards the
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deregulation and liberalization of the telecom services and manufacturing of the
telecommunication equipments. Some short description of measurements and

achievements to date are as under:

Pay Telephones

Pakistan did not have pay phone facilities, until three year ago, whereas public pay
phones are the necessity of modern day life. Everybody needs to keep himself and
herself in touch with home and office, as the public call offices are also limited in
number and having a long queues and only be utilized with the assistance of its
operators. Pak Telecom alone was not in position to provide this facility to the
public. Therefore the government liberalized its policy and allowed private
companies to install and operate the public pay phones in the major cities of
Pakistan.

As a result four private companies including the Pak Telecom Foundation, Telitip,
Phonecard and Telecard have started work on their projects and pay phone booths
are in operation in the some major cities i.e. Karachi, Lahore, Rawalpindi and
Islamabad. Each licensee is required to set up at least 250 pay phones in the first
year of his franchise. Pak Telecom is providing them the requisite number of lines
on the priority basis and the phones are card operated only, there is no need to carry
coins. During June-July 1994, study tour, I got opportunity to speak with the sales
managers of these private companies which have direct competition among each

other and PTC as well and they are growing rapidly and enjoying good profits.

Cellular Telephone
The Government of Pakistan has given license to three private companies i.e.
Paktel, Instaphone and Pakistan Mobile Cellular, to establish, operate and maintain

the modern cellular telephone services. This telephone is very convenient because
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the cellular subscriber is never out of touch with his families, offices even for the
movement either in the car or in the parties. These companies, particularly two of
them have started their services in the major cities of Pakistan such as Islamabad,
Lahore, Karachi, Quetta and Peshawer. The days are not away when whole of the
country will be operated by this service. There are more than 20,000 Cellular

subscribers in the country and the numbers are increasing day by day.

Paging Services

Since August 1990, Data Management, a private company, has been operating
paging services in Karachi and Islamabad. This is a speedy and economic way of
keeping in touch with friends at offices and homes. There is a central monitoring
office which keeps track of incoming calls and delivers the message to the pagers.
There is also a good market for this service and the government is inviting the local
and international parties who are interested to establish and operate these services

in the rest of the country.

Telecommunication Equipments

Pakistan Telecommunication Corporation had monopoly position in
telecommunication manufacturing and supply of equipments. But this monopoly
now has been broken and Pak Telecom has invited private companies to produce the
telecommunication related products. The Fax machines and Telex machines have
also been deregulated, but only Pakistan Telecom still approves brands for the
compatibility purposes. There has been increased the demand for the city telephone
directories due to the increase in subscribers in the big cities and the private parties
are producing up dated telephone directories for the major cities of Pakistan to meet
the demand of the public. In the PABX system, seven private companies are
engaged in the production of the Private Automatic Branch Exchanges to facilitate

the services. The Agha Khan Foundation for Economic Development with the help

272



of Alcatal of France has set up a factory in Islamabad, which is producing 120,000
digital telephone lines per year and Pakistan Telecommunication Corporation has

a 10% share in this production unit.

There has been a ban in the import of Radio equipments before August 1990, and
now these multi—channel equipments for the long distance PCO's can be imported
and operated by the subscribers. Two private companies Sipka Manufacturing and
East West Systems were also issued licenses for operating this system for Taxi-

Cabs in the country.

BLT Projects

Pakistan Telecommunication Corporation invited private international companies
to help it in developing a telecommunication network through a Built Lease and
Transfer (BLT) scheme in order to meet the huge demand of telephone connections.
For this purpose, four international telecommunication companies including Alcatal
of France, Ericsson of Sweden, Marubeni of Japan and Siemens of Germany have
been allocated projects/contracts on the BLT scheme and these companies have to
provide nearly 500,000 lines within a specified period of time in the major cities of

Pakistan. The details are as under:
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THE BLT PROJECTS OF FOUR COMPANIES

Karachi 162,000
Lahore 123,000
Islamabad 50,000
Faisalabad 45,000
Multan 25,000
Gujranwala 15,000
Peshawer 13,000
Hyderabad 10,000
Quetta 10,000
Sialkot 10,000
Sergodha 8,000
Jhelum 5,000
Gujrat 6,000
Okara 5,000
Jhang 5,000
Bahalpoor 5,000
Sheikhupura 5,000

Source: Privatization Commission of Pakistan 1993

DISCUSSION AND CONCLUSIONS

In the light of the above Pakistan Telecom Corporation performance analysis, it is
clear that Pak Telecom has used its resources increasingly efficiently to provide the
facilities to the customers as well as to earn a reasonable rate of return from its
investment. Pakistan Telecommunication Corporation's Profitability ratios are
constantly very high which are indicating that the higher the ratio percentages the
better the performance. The profit margin of Pak Telecom before corporation was
54.37% during 1990 and it increased up to 67% in 1991 and even further increased
during 1992 to 69% which very high and looks too good to be true. The return on
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capital employed (ROCE) also increased by 5% after corporation; and return on
long term capital employed improved too from 11.67% to 16.30%. All the other
secondary performance indicators show improving trends. There seems a little
doubt in the utilization ratios which are quite low in percentages which may be due
to the nature of the business or may show the weakness of the present

administration for utilization of all available resources of the corporation.

These utilization ratios were also very low when the corporation was a department
(T&T) of the government e.g. the asset turnover was 0.214 in 1990 and reached to
0.245 during 1992. Moreover, the sale:net asset turnover decreased from 0.348 to
0.334, which again shows a clear gap of performance and efficiency of the
corporation management which provides a positive sign to the government for the

privatization of corporation during 1995.

The sales and profit analysis (see Appendix 7.5) and interpretation of the financial
statements of the Pakistan Telecommunication Corporation shows the latest
position and the current situation of the said Organization. The key indicators like
Current and Acid Test Ratios are quite strong i.e. 8:1 and 6:1 as these are even
slightly reduced than before. The account receivable period is also reduced from
15 weeks to 13 weeks. The stock holding periods of the corporation has also
increased to meet the demand of the customers and gearing position is decreased up
to 4% which shows the less long term loans payable by the Pak Telecom. The

return on capital employed has also increased from 16% to 18% during 1993.

Apart from above financial position, the "Time-Series Analysis" (see Appendix,
7.6) shows a very clear pre and post position of Pakistan Telecommunication
Corporation. The trend in sales increases 18%, cost of sales 29% and profit about

13% after corporatization of T&T Department. The overhead expenses remained
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almost the same, but 3% increase in operating expenses and some reduction in
administrative expenditures. During 1992 the long term loans has decrease by 1%
from 5% to 4% and net assets has been increased by 11% from 62% to 73%. The
improving productivity, financial position, labour discipline and less drain on public
budget shows a good sign and strong financial position of Pak Telecom Corporation
but still the industry requires new technology, capital extension and deregulation to
further improve the quality and quantity of services rather than simply ownership
transfer without proper competition. This analysis of telecommunication industry
will provide a clear picture to the new investors and policy makers to make the right
decision at the right time for the betterment of the industry and economic

development in Pakistan.
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CHAPTER EIGHT

OPTIONS & MODES OF PRIVATIZATION FOR PAK TELECOM

INTRODUCTION

Privatization as a major instrument for socio-economic development can be
achieved through the various modes/methods. Before considering different routes
and alternative options of privatization for Pakistan Telecom, it is important to
clarify the policy of Pakistan government regarding privatization with reference to
public utilities. The governments of different political parties in Pakistan have had
different strategic views about process of privatization, deregulation and

liberalization.

The present Pakistan government's priority is basically not different than the
British ie to sell public assets to generate capital. This policy, however, may not be
strategically suited to Pak Telecom due to the lack of domestic buyers for a huge
utility. Selling the strategic enterprises to foreign investors may cause conflict at
a social and political level. The recent award of 16 contracts to US investors in the
energy sector have been highly criticized by the opposition groups. The opposition
groups are not in favour of giving control of the sensitive utilities to foreign
investors. Their point of view is that foreign investment should be welcomed but

not at the cost of the security or ideology of state.

CLARITY OF THE OBJECTIVES
The privatization process is only one part of a long term socio-economic
development programme and self-reliance strategy for Pakistan. The privatization

objectives of Pakistan governments to date have been only short term, not least in
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part because of rapid turnover and short life span of recent administrations. Every
government of Pakistan has had its own objectives and priorities, which have often
been unsuccessful because of frequent change in government especially for the last
couple of years. Due to instability and short tenure no government was in position
to make long term policy decisions and implement them. All the policy decisions
and planning programmes were cancelled or their introduction delayed by every
predecessor/successor. Therefore every government attempted to set privatization

objectives and policies, but left them incomplete or in the planning process.

Under these political and economic circumstances it is not advisable to simply copy
the policies of western industrial countries. The philosophy and experience of
privatization shows that it should be particularly tailored to the political, economic
and cultural environment of the country involved. It is extremely important,
therefore, to critically examine, seriously plan and thoroughly analyze the various
options and modes of privatization which suit to socio—economic environment of

the country.

In designing a privatization programme it is important to be clear what privatization
is intended to achieve. Key strategic choices must be made about objectives and
priorities and the options available for achieving them. Strategic priority may
include competition generation, ownership transfer, capital extension etc and each
of these has range of implementation options. For example if the strategic priority
is ownership transfer we can distinguish "receipts maximising" options e.g equity
sale by tender, from "capital market extending” e.g discounted fixed price flotation,
and "Wealth diffusing" options such as voucher system or give away. Therefore,
"privatization" is not a single policy per se, because can reflect and encompass a
range of distinctive policy options. Below we analyze the privatization possibilities

for Pak Telecom by identifying the distinctive policy options available and the
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modes of privatization associated with them. This provides a classification by
strategic purpose, rather than methodology or mechanism, which is the approach

adopted by most published typologies of privatization.

The selection of option(s) totally depends on the government objectives and
priorities. As noted whatever the strategic policy, there are a range of modes to
achieve the objectives of the government. Therefore, a mode is a mechanism, a
designed way to achieve deregulation and privatization after clarification of

objectives.

The option or options can chosen according to political, social, cultural and
economic priorities of the government. The government has to adopt a privatization
option or options with full clarity of objectives and political commitment. Each

option and relevant modes are discussed as under:

PRIVATIZATION OPTIONS REFLECTING DIFFERENT STRATEGIC
OBJECTIVES AND PRIORITIES

Preparation i.e. Management Reforms Option
Competition Creation e.g. Deregulating Industries

Capital Extension e.g. Joint Ventures/BLT/BOT/BOO
Ownership Transfer e.g. Over-night or Gradual
Mixture of the above Options

(1) Initial Preparation
The preparation option is an initial step towards the main objective of privatization.

With this the government seeks to change the current position of the enterprise eg
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if it is under the direct control of central government department or ministry or part
of a specific department, then the government may change its legal status and
management structure. This has been done in the telecommunication sector of
Pakistan and has nearly completed its initial stages. This option is generally
recommended for big enterprises or those who are not performing well, and it can

be achieved through the following modes:

Mode (a) Corporatization/Parastalisation

By changing the legal status of the organization government authorizes it to be
recognized in law as an independent single entity. The corporation can thus
becomes independent in managerial decision making and government has less direct
control in administrative matters, so the enterprise has to develop business
strategies with reference to its own objectives. This change of legal status is to
break up the hierarchical control of government departments and to create an
autonomous, but still accountable entity. The government of Pakistan has changed
the legal position of telegraph and telephone (T&T) from a department of the

ministry of communication into Pakistan Telecommunication Corporation.

Mode (b) Industrial Restructuring

Under this mode governments restructure the organization of a particular industry
prior to privatization. It may be divided into different territorial, regional,
functional or business based units. The purpose of this restructuring is to extend
capital and encourage competition in the industry. In some cases industrial
restructuring involves breaking up into different functions and activities and offered
them to an other departments or divisions. The privatization of Britoil involved the
separation of the exploration and production assets of the British National Oil
Corporation, from the remainder of the company. BT also experienced different

industrial restructuring eg separation for post office, divided into five divisions and
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then further reorganised it into three divisions (BT, 1989), in order to restructure the

resources and improve the efficiency and productivity.

Mode (c) Managerial Restructuring

This mode can be developed through recruiting new blood and some functions or
activities of the business can be handed over to the new managers with new targets
to achieve. The enterprise, especially large organization can be restructured in a
variety of ways, but most significant organizational structuring of the twentieth
century is the multi-divisional, M—form (as identified by Wiliamson and Bhargava
1972). M-form is superior to traditional U-form of organization, where
segmentation is along functional line and it may be effective in small companies.
As Bishop and Thompson described that

"The essential characteristic of the M-form firm is that profit
responsibility is decentralized to the level of individual product lines,

individual brands, or geographically distinct markets (or to some
combination of these). Within each profit centre the organization is
then segmented functionally into marketing, distribution, finance etc,

whilst corporate headquarters monitor the performance of
decentralized profit centres, allocates resources (incentives) between
them, and carries out strategic planning for the future” (1994, p355-
56).

This form was initially utilized in British Steel, British Rail, Post Office and British
Telecom in 1980s. It is often difficult to transfer a public enterprise in its original
structure, therefore restructuring organizationally and managerially is necessary to
encourage more commercial operation. It can be achieved through introducing
different incentives to the existing employees as well by revising their pay scales
and bonus schemes. This reward to the blue—collar as well as white collar
employees in terms of incentives also help to introduce into public enterprises a
normal and fruitful feature of the private sector to improve the managerial

efficiency (Ramanadham V.V., 1989).
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Mode (d) Financial Restructuring

The major aspect of the financial restructuring is ensuring that the new enterprise
has a proper capital structure and the business is financially self-sufficient. The
level of capital must be adequate, if necessary should be injected and it must be
ensured that debts are appropriately managed (Hyman H.J., 1988). As the
government has to consider social objectives it may, therefore, offer special
subsidies and other financial incentives to the service operators in those areas. This
subsidisation and incentives may be in terms of special loans and favourable pricing
reforms package. Moreover, allocation of the financial resources and funds to the
more productive and profitable business area etc in order to fulfill public demands
and industrial objectives and make utility more attractive and profitable. Before
privatization the company accounts should be properly prepared by the accountants
or financial advisors with necessary capital and liabilities adjustments to create an

attractive balance sheet for the enterprise and motivate the investors.

Mode (e) Deregulation/Regulatory Reforms
Under this mode governments seek to eliminate legal and bureaucratic barriers to
competition in an industry. The removal of restrictions on market entry is

"intended to increase the role of competition, and to the extent that

Dprivate enterprises are successful in entering the hitherto protected
markets, a variant of privatization will have occurred, even though
no transfer of ownership of the assets has been involved”
(Kirkpatrick Colin, 1988, p236).

It shows that deregulation is an integral part of the current reform package which
is directed to improving the efficiency of public sector because it is realized through
experience that efficiency and productivity can improve more from a competitive
environment than from simply changing ownership from public to private. The

government may also introduce control of monopolistic elements through regulation
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and encourage new investors by providing appropriate incentives to investment eg
utilities in UK and USA. The main objective of deregulation is to expose an
individual public or private sector organization to competition by attracting new
participants into the market and restructuring existing companies into more

competitive units (Bishop M. and Kay J., 1989).

(2> Competition Creation

Competition creation is a key strategic option to break monopolistic behaviour,
improve efficiency and productivity, reduce labour market rigidities, and encourage
private sector development. Michael Beasely and Stephen Littlechild state

"Competition is the most important mechanism for maximizing
consumer benefits, and for limiting monopoly power. Its essence is
rivalry and freedom to enter the market. What counts is the existence
of competitive threats, from potential as well as existing competitors.
The aim is not so called 'perfect’ competition; rather, one looks for
practical means to introduce or increase rivalry. The relevant
comparison for policy is between the level of competition that could
be created, and the present state of the nationalized industry”
(Bishop, Kay and Mayer 1994, p19).

Economists are agreed that privatization without competition makes little sense if
it is to achieve these economic goals. The government needs to restructure the
industry to eliminate monopoly and to encourage competition between utility

services suppliers. This option can involves the following Modes:

Mode (a) Deregulation or Liberalization

Deregulation is a widely used mode to encourage competition, demonopolization
and liberalization. The deregulation process implies the dismantling, wholly or
partially, legal, bureaucratic and monopolistic obstacles to entry and eliminating
tariff and subsidy barriers to competition. According to Domberger Simon and

Piggott John
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"Deregulation (or 'liberalization’ as it has come to be known in the
UK) places a key role upon the removal of entry restriction into the
market. If the deregulated market is competitive, allocative efficiency
gains can be expected.”

The recent theory of ‘contestable market' put forward by Baumol and
his associates (1992) suggests that the removal of entry barriers will
ensure socially outcomes, even in cases of natural monopoly,
provided it can be shown that the monopoly is ‘perfectly
contestable'... Hence, equilibrium in a perfectly contestable market
implies that a natural monopolist will be making no more than
normal profits"” (1994, p50).

It is now increasingly realized that efficiency gains are likely to occur mainly from
increasing level of competitiveness rather than merely from a change in the
ownership of public enterprises. Examples can be found in American, Chinese and

Malaysian experiences (see chapter 6 above).

Mode (b) Internal Market and Internal contracting

Under this mode, services are provided and purchased between governmental
agencies on a bulk or cost/volume basis. This mode is also known as
intergovernmental contracting, where one government authority may contract with
another public authority or agency for purchase of services. For example, in UK
local authorities have for many years made 'agency agreements' by which, a small
authority can contract out all or part of its refuse collection services to the larger
authority This strategy has been practised in education health service sectors as
well. In this mode there is no element of true privatization in the sense of
involvement in term of private capital, but charging and being charged for the
services tend to introduce a more business-like relationship between public

authorities or agencies as parties in the internal contract.
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Mode (c) External Market Competition

Apart from the internal contracting, an alternative is to buy the services from private
agencies and firms on a voluntary or compulsory basis. The UK parliament passed
a legislation in 1987 to direct the local authorities to put six services out to
competitive tender. This was a continuation of earlier Act 1980 which introduced
new commercial obligations on local authorities. This provides the chance to utilize
the experiences and services of public and private sectors. According to 1987-88
legislation, the services were offered for external market through CCT included:
refuse collection, school meals and catering, management of leisure centres, vehicle
maintenance and repairing, cleaning of building and offices and other street cleaning
services (Thomas Ceri, 1988). In the local authority, if the internal contractor is not
successful in the competitive tender bid then the contract will be awarded to an
external firm or if the management decides that services are more cheaper in the
external market then competition will be between outside services provider
agencies. This system is being practised in British health, and local government
services to enhance public value for money by enforcing competition; and forcing
efficiency improvements as a consequence. It is simply the extension of the
approach typically adopted by governments to large scale construction projects to

a wider range of professional and administrative provision.

Mode (d) Charging for Services/Subsidy Reduction

The concept of 'commercial viability' is a move away from subsidised prices for
public services towards more realistic or 'market' prices reflecting the cost of
providing such services. The new trend is to impose user charges for services
which have previously been funded wholly or partially through taxation. It
encourages the growth of the private sector and competition in certain services. The
mode is to run the industry more business~like rather than a government subsidy.

One aspect of the mode is to move away from subsidisation towards more realistic
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competitive prices for the services. In Kenya its called cost sharing in health and
education services. Now the British government policy is move away from tax
funded services to cost sharing for the services and there is a standard charged per
prescription, a specified fee in higher education and dental treatment now charged
80% of cost as result more people are joining private dental treatment schemes (C.
Mair 1994). This policy is controversial in Britain but does create a trend towards

encouraging private sector provision.

(3  Ownership Transfer

Ownership transfer of SOEs and assets by sale to the private sector is what the most
people understand by privatization. The ownership transfer option involves the
disposal of assets in public firms and utilities to the private sector through trade sale
or public offering (Domberger Simon and Piggott John, 1994). This policy of
transfer of ownership has been the central thrust of Conservative Party in Britain,
as well as of Pakistan governments since 1979. This approach was adopted in the
UK and other countries to reduce the budget deficits and public sector borrowing
requirements, both by removing the need for subsidies to nationalized industries,
and generating the receipts for the exchequer from the sale of the state assets. The
UK government has nearly completed the sale of all public utilities whereas the
Pakistan government is planning to sell these public utilities (see chapter 3 & 4).
The following modes can be adopted in order to privatize state own enterprises

depending on the objectives of the government involved:

Mode (a) Receipts Optimization/Capital Generation

The major economic gain from privatization is the receipts or revenue accruing to
the government form asset sale (Domberger Simon and Piggott John, 1994). It
generates new sources of cash flow and financing for enterprises eg increased

domestic investment, return of flight capital, direct foreign investment and reduces

286



government's fiscal deficit and its internal and external debt (Lieberman Ira, 1993).
This mode of privatization is a major capital gain for government to meet PSBR.
The UK government applied this strategy during 1980s for optimization of capital
receipts in the utilities sector especially in the BT and the BG privatization. In this
option the government may sell the public enterprise as whole or the enterprise can
be separated into different activities and then can be sold with ownership transfer
to a new private investor(s). The sale can be carried out by the competitive bidding

as well as through the general auction or negotiation with the individual buyers.

As this mode is a major source of receipts for government to meet the budgetary
deficits or to develop the infrastructure and optimize it in other welfare activities.
The receipts can also be utilized in alternative competitive and profit making
projects for overall development of the economy and creating employment
opportunities for unemployed people. In the case of partial transfer of ownership
of the utilities this capital can be used for development of the network and
expansion of services for general public. This mode is equally popular in the

developing and developed countries for capital generation.

Mode (b) Ownership/Wealth Diffusion

The aim of this mode is to offer shares at discounted rates or through voucher
system to share ownership. The 'voucher system' is a free (or at minimum price)
distribution of ownership to the adult citizens in Eastern Europe ie Poland, Czech
and Slovakia etc. In these countries the free vouchers method is the only way to
transfer the state property to private ownership, where the people have no enough
money to buy it by cash. These entitle the citizens to bid for ownership of offered
shares of SOEs (M. Mejstrik, 1993). In this ownership diffusion policy capital gain
is not the objective, but priority is to transfer or give away the ownership of the

state owned enterprises to the general public as policy of wealth diffusing. So
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optimization of wealth is not a priority but the generation of new market through
equally distribution or transfer of state assets to general public, as it has been
implemented in some Eastern European countries after the end of centrally

command economy.

Mode (c) Capital Market Deepening

This is another mode of ownership transfer option, where new shareholders, as
government policy of wider share ownership, are encouraged through discounted
fixed price floatation. As Paul Grout noted that

"In 1979 the proportion of the adult population of the UK that
directly owned shares in companies was 9 per cent. In the last
thirteen years this has risen dramatically and it is estimated that 25
per cent of the adult population now own shares” (1994, p299).

The government can sell full or partial shares to the general public, institutions in
domestic as well as international markets. Moreover, the government can allocate
a certain amount of shares to employees on the discount basis and in some cases

even free of cost to expand ownership and keep them happy.

The main advantage of this method is that it permits wide spread shareholding and
brings the broader resources of general investors. The policy was the result of
government programme to change ownership from state to general public through
the wide spread shareholding (Robert Fraser 1988). This mode can be utilized in
combination with above modes on an all at once or gradual basis to involve the

common people in the share ownership.

Mode (d) Liability Transferring
This method of privatization can be achieved by discounted sale to interested

buyer(s). The ownership can also be transferred through a management/employee
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buy out (M/EBO) with give away and discounted basis to run the business for a
specified period of time to make it profitable. If the government feels that it is
difficult for it to improve the profitability and productivity of utility and the quality
of services, then liabilities and responsibilities of the government can be transferred
to capable interested groups from local and international investors, for example UK
government gave PSA to TARMAC along with some compensatory cash to manage
the business and jobs of the employees. In some cases if employee group have
ability to run enterprise for their owned with an appropriate reforms programme
then the government can hand over its liability to them with challenge and
incentives. This is another way of achieving rapid injection of business skills by
involving or transferring enterprise or its activities to the capable management,
employees or joint partners to achieve the productivity and efficiency by

transferring ownership.

Mode (e) Liability Termination or liquidation

This mode can generally be used as a final card. If the government has attempted
other modes to privatise an enterprise and could not get any encouraging response,
then it can be liquidated to settle the debts. Liquidation occurs where a public
enterprise has done too poorly to merit continuance in its present shape and
therefore treated for disposal at a distress price (V.V. Ramandham, 1988). But this
mode is not applicable to Pak Telecom under the current position. This mode is
being practised, where the enterprise is loss making and less demanding, and its

disposal becomes essential to avoid further losses.

(4)  Capital Extension
Capital extension can be achieved with or without ownership transfer. This option
is quite popular in China, Japan and Malaysia, because it helps to improve

competition, efficiency, quantity and quality of services. Under this option, BLT,
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BOT and BOO schemes can be adopted to bring in the private capital and skills.

These BOT, BOT schemes are vary greatly and flexible to utilise, in which the
investors maintain ownership of a project assets for a specified period of years or
the ownership of the project can be transferred to the company immediately upon
commissioning or depending on the specification of the contract. If the managing
company is given full management control, authority to run and manage the
business under a defined agreement, then this would be a management contract. If
the manager is retained to assist the management and to advice the technical matters
and professional aspects of the industry then it would be more advisory and
consultancy position. In case of management contract, the managers would
interested to provide the specified facilities and services as a return they would

receive the fees and some other forms of compensation for his efforts and devotion.

Under this option, the main objective of the government and enterprise is to seek the
experts skills to organise the industry in business like approach at the reasonable fee
without bringing a manager into the equity/ownership position. These BLT, BOT
schemes offer a potential of accelerating network expansion by an infusion of new
capital and improved private sector operating practices. According to Smith and
Staple

"For the state~owned enterprises, and the B-T (build transfer) is a
form of off-balance-sheet financing that may avoid government
controls on more conventional methods of raising capital such as
issuing bonds. For investors, the schemes offer a potential to invest
in a sector where there is strong growth in demand, little or limited
government supervision of the delegated monopoly franchise, and the
possibility of reducing costs compared to those of the state-owned
operator" (1994, p555).

If the government policy is in the favour of this option, which provides capital
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injection, competition and quality of services, then following alternative modes can

be considered for its implementation:

Mode (a) Joint Venture/Partnership Extension

Joint venture is a reduction in the proportion of public ownership, so that a wholly
public ownership enterprise becomes partially publicly owned, or a partially owned
public enterprise becomes more partially public owned. A joint venture programme
between public and private owners offers management and ownership control in a
specified proportion as mutually agreed in the partnership contract (Ramandham
V.V, 1988). This mode is highly popular in the developing countries because it
provides a rapid injection of capital, business skills and international know—-how
and experience. Partnership, in new equity rather than existing, either local or
international, can be in equal proportion such as 50/50 or unequal in proportion such
as 70/30 with majority stake of government for a specific period under a specified
contract. Because of the flexibility of the mode, it can also be combined with other
relevant approaches e.g. franchise and joint venture to meet the demand of
customers. In the franchising arrangements, franchisee have to utilize the
managerial and business skills as well as capital to use the latest technology and
know-how to run the franchised activities profitably. In the joint venture contract,
the parties are given full or specified responsibilities for the enterprise operation
because of its professional domestic or international experience to run the same
business and it looks a viable option for privatization of Pak Telecom. There are
already some examples of partnership in Pakistan utility services specially in

manufacturing units of electricity and telecommunication.

Mode (b) Private Venture Extension
This scheme can be arranged for a specified period of time eg build operate and

transfer (BOT), for an unlimited period of time eg built own and operate (BOO)
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scheme or with government as buyer through BLT projects. Under franchise
agreement, the interested party get the license to provide services of the enterprises
from the government to run the activities of the business for the particular period

of time for the agreed payment to the government.

The franchiser has to take the full business risk and to make the compensation and
payment to government, regardless of the profits or loss. Therefore private
franchiser has to invest to extend the quantity and quality of services to run the
business efficiently and effectively. Some projects under the above schemes ie
BLT, BOT are practised in Pakistan telecommunication and energy sector. Other
relevant examples are KLK interchange of Malaysia, Water in France, Telecom of

Indonesia etc to involve the private sector in order to expand the services.

Mode (c) "Ownership Transfer" through Strategic Investors

This approach can also be utilized after developing an initial involvement of
strategic investors as a joint venture or partnership in the big utility under a
specified period of time. These strategic investors with good experience at local or
international level. When government is satisfied with these strategic investors,
then can transfer ownership to them. The government can sell and transfer to the
existing private shareholders or by gradual disposal of the shares to the interested
parties. In case of foreign investors who are engaged in the same line of business
"and having the special interests in the enterprise can get higher priority. One of the
merit of the private strategic investors is that the prospective buyers are already
known by the government and can be evaluated and selected on the basis of their
knowledge and experience of the field. In case of PTC the government can get the
confidence through the analysis and observations to make sure that industry is going
into safe hands. The ultimate goals of this technique are to improve efficiency,

corporate control and productivity. As Thomas Scott noted
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"the best way to improve corporate control would be to sell the
enterprises one by one and rely upon the new owners to protect their
investments by establishing better management and restructuring
production” (1993, p173).

This mode requires to evaluate and assess all the necessary matters before offer for
the sale and it can also be adopted before or simultaneously with public offering

method of privatization.

(5) Mixed Mode Strategy

This privatization option is a combination of selected modes which can be tailored
with particular social, political and economic circumstances of a country. Under this
option, therefore, the government can link different compatible modes especially,
as policy objectives are complex and interrelated. In type of situation no single
option is suffice to cover the multiplicity of objectives. Options are not exhaustive
and exclusive for example competition creation by deregulation may create capital
extension and equity based partnership may result in ownership transfer over time.
Options and relevant modes may be pursued in a revolutionary or evolutionary way;
but strategic industries typically require comprehensive planning and gradual
implementation process. Slow and safe journey is preferred by every one, but speed
is always controlled by the driver not the passengers. Passengers of privatization

in developing countries are mostly dependent on "drivers", the donors.

POLITICAL & CULTURAL ASPECTS OF MODES

The range of options and modes shows that each and every area of public
enterprises and their activities are open to various combination of the above modes
of privatization depending on the particular interests and objectives of the
government. Choices have to be made among the options and related modes before

the implementation of the programme and these choices must take account of
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contextual factors. Developed countries such as France, Japan and the UK equity
floatation have expanded and developed the financial markets and also increased the
number of the shareholders. This strategy can produce good results in the
developed countries but its results in the developing world, where the capital
markets are not strong, are doubtful (Helen Nankani, 1989). Experience shows that
it takes time to develop appropriate institutions and regulations for stock market

operations in the developing countries.

According to Veljanovski (1989) the choice of the privatization techniques depend
upon the government's goals and objectives. Further its depend on the condition of
the public enterprises, their area of activities and the social and business culture of
the country. In a country like Pakistan, which has weak capital market, political
instability and army views about ownership transfer etc, all these contextual factors
militate against any single mode of privatization for utility service(s). There is a
need to develop a practical and tailor-made approach with selected available modes
which can fulfill and accommodate both the government goals and the customers

requirements.

The British Telecom experience shows that simply ownership transfer could not
achieve the desired results because of lack of competition and Mercury the single
competitor allowed proved as unsuccessful and is withdrawing its domestic
services. It was been realized that the reorganization and deregulation of BT was
feasible as in its first proposal. If BT was split up, then there was scope of more
competition among its component parts via other contracting out and franchising
arrangements (Lester Hunt and Edward Lynt, 1991). The initial policy of UK
government, simply ownership transfer without competition, is now moving

towards deregulation and liberalization.
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In later privatization of the UK public utilities the government adopted both
privatization and deregulation policy and divided the industries into different local

companies in order to create competition and efficiency.

The experience of the UK Electricity, Water and Railways industries show that the
government has changed and restructured privatization policies in the later
development of the privatization programmes in order to break the monopoly of
industries and the government has learned the lessons from it own experiences

(Andrew Pendleton, 1994).

According to Railways Act April 1994, Railtrack, a public company, took over the
Railway infrastructure and started to charges for access while all the passenger
services will eventually be franchised through the new office of Passenger Rail
Franchising (John Dodgson 1994). Most of the railway services in different sector
will be run by private franchisers on the publicly owned network. Now the UK
government is also planning for privatization of Railtrack in near future. Therefore,
this new deregulation policy of the Britain is providing new experience and lessons

for the privatization of Pakistan utilities.

ARGUMENT FOR MODEL: WHY MIXED MODES STRATEGY ?

According to World Bank (1992) privatization should be used to encourage
competition, expand capital and control of monopolistic behaviour as ownership
transfer alone does not achieve the real goal, and private monopoly is even worse.
Therefore, enhancing efficiency should be the first priority which can best be
achieved through competition. It can show good results if government first has
liberalized and deregulated the telecommunication industry and established a legal
framework through which the regulators can protect the customers and enlarge

productivity and efficiency.
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Due to monopoly position of Pakistan Telecom, and the political situation of the
country, it is quite difficult to recommend one specific mode. The main reasons for

recommendation of mixed modes privatization for Pak Telecom are:

fixst, as noted above the government of Pakistan has no clarity of
priorities, and multiplicity of objectives, ie raising revenue,
improving efficiency and competition creation, requires mix modes

of privatization and deregulation;

second, absence of capital market and poorly managed stock markets
can not handle this type of big utility privatization;

third, telecommunication is a highly technologically based industry
which demands high skills, know—how and large scale investment
which may require joint venture with experienced international
investor(s) to bring in capital and managerial knowledge and

experience;

fourth, local business—culture in Pakistan, which is highly influenced
by government regulations and the previous poor response from local
investors, because of their limited financial sources and complicated
process of getting business loans and other resources from the
government institutions, favour the mix modes approach. This
private—public business relationship will create favourable

environment for gradual privatization; and

finally, as mentioned before, the week political position of the

governments can not allow them to implement a single controversial
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policy regarding privatization. Pakistan Telecom is providing
communication services to the Pakistan Army which will not accept
total equity sale for defensive and strategic reasons and all these
factors suggest that one single mode would not be appropriate for

Pakistan Telecom given the position of the country and industry.

MAJOR CHARACTERISTICS OF THE 'MODEL'

One of the most important characteristics of the model is that it is designed to
secure consensus support among different social, political groups and international
donor agencies. This reorganization and structural reforms of Pak Telecom
corporation will create competition and improve efficiency. The employees of the
Pak Telecom also require jobs security and they may interested to buy and run some
of the Pak Telecom services while utilizing their experience in the industry. This

new tailored 'mixed model' and its steps and stages are discussed below:

PREPARATION & INITIAL PLANNING

Privatization of such a big monopolistic utility is a very complex and lengthy
process. This programme requires an appropriate planning, gradual organization
and evolutionary strategy within a time-frame. The world experience shows that
transition from a monopolistic public utility to a competitive decentralised system
takes at least half dozen years with full political, economic and technical support.
Some countries are still moving forward through trials and error while learning
from their past experience. The government of Pakistan comes under the latter
categories. The above model provides a long-term planning programme of
preparation, deregulation and privatization through five phases, implemented over
a number of years. This strategy may take five to ten years to develop significant
competition and experience with the new system. This model can be implemented

gradually through following stages:
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FIVE STAGES OF IMPLEMENTATION PROCESS

STAGE 1:  Establishment of Regulatory Apparatus
STAGE 2:  Industry Restructuring/Reorganization

STAGE 3:  Competition Creation/Trial Franchises
STAGE 4:  Deregulation/Privatization
STAGE 5:  Joint Venture with Strategic Investors (ISIs)

STAGE 1: ESTABLISHMENT OF REGULATORY APPARATUS

The effective implementation programme always depend on the managing and
controlling authority. The government of Pakistan has to establish an autonomous
regulatory body (like Oftel) and higher monopoly control commission (like MMC),
under a Telecommunication Act before privatization of Pakistan
Telecommunication Corporation. This independent body would have the functions,
powers and responsibilities to maintain the traditional role of a "watchdog" to
protect the interests of public and private sectors along with the settlement of
matters concerning franchise licences, amendment of licences conditions, price
control, enforcement of competition legislation, initial licence fees and renewal
fees, other related complaints and grievances among the regulator, utility and

consumers.

According to telecommunication Act, the post of Director General and Deputy
Director General have to be created in order to advise the concerned minister on the
grant of licences, modification of licences and determination of price cap regulation.

As for as "price - cap" regulation is concerned, there is a full comparative analysis
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of UK (RPI - X) and USA (RoR regulation) in chapter 6, which concludes that UK
regulatory model is preferable in Pakistan. The Director General should be highly
competent and professional educationist i.e. Prof. Sir Bryan Carsberg, Don
Cruickshank (Oftel) and Prof. Stephen Littlechild (Offer), who can regulate and run
the system. The DG should be totally independent from the telecommunication
industry which he regulates; and, in addition, he should also be independent from

government.

The monopolies control commission can also supervise the telecommunication
industry regarding regulation and modification or renewal of licences including
certain settlement of grievances and watch on trade practices etc. with coordination

with the office of fair trading.

‘The administrative staff of this autonomous regulatory body should be highly
qualified, professional and unbiased honest persons. The professional staff should
be included: (a) accountants; (b) economists; (c) engineers; (d) lawyers; (e)
managers; (f) resource management consultants; (g) statisticians; and (h)
technicians. All the above staff should be hired carefully on the basis of
competence rather than political affiliation. The regulatory body should be funded
almost entirely from the license fees and its budget should be approved by

parliament.

STAGE 2: INDUSTRY RESTRUCTURING/DECENTRALIZATION

This phase is very important as well as challenging for Pakistan government. In this
phase Pak Telecommunication corporation has to be restructured into two separate
entities "Pakistan communication international” and "Army communication
services", which involves allocation of assets, accommodation/settlement of

employees and determination of the responsibilities and functions of each company.
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This decision should be based on strategic consideration such as desire to create
largely private and competitive environment to improve efficiency and quality of

telecommunication services with the passage of time.

This restructuring will meet the cornerstone goals of privatization and deregulation
€.g. to create competition and improve efficiency by attracting foreign direct
investment (FDI) and by encouraging international joint venture. Pakistan has
already business linkages with international world and there should not be such a
problem. In domestic context, there might be some opposition from the social and
political groups as well as from the employees. Pakistan political and
organizational culture can easily lead the employee and public to strikes and
demonstrations against privatization programme and redundancies of jobs.
Therefore, the government must take precautionary steps and expect this type of
constraints and try to tackle them in advance through corporate bargaining and
mutual agreement. All these political, managerial and technical matters should be
carefully handled before any further course of action. These two split up entities
will be :

(1)  Pakistan Telecommunication International (Pakcom International),

(2 Army Communications (Armco).

This stage will require full involvement of military experts, lawyers, resource
management advisors and financial advisors. Moreover, external technical advisors
and international aid agencies can also play their assist role for development
structural adjustment programmes and strategic plan in the light of long term

planning and development programme.

STAGE3: COMPETITION CREATION/TRIAL FRANCHISES
After this fragmentation, Pakistan telecommunication international (Pakcom) will

need capital expansion and network infrastructure expansion. Pakcom can arrange
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international joint ventures to attract the financial resources and technical
assistance. This international joint venture (IJV) programme will provide an
immediate capital injection, business skills and foreign experience and new
employment opportunities in the industry. This arrangement of capital generation
through joint venture should be earmarked for the development of
telecommunication infrastructure, advanced technology and modernization of its

network.

In the initial Pak Telecommunication trial period, control and ownership will be
remained with the Pakistan government. The government and the regulatory body
will issue licences to the three franchisers: Northcom, Southcom and Centcom for
the specified period of two years in order to develop the franchise culture and an
understanding of the system. Pakcom International will receive the specified fees

for providing telecommunication network link time.

This "Mixed model" is a representation of American, British and Japanese
telecommunications experiences and further tailored/engineered according to
Pakistan's economic, cultural and political situations. This strategy may help the
Pakistan Telecom to utilize combined techniques and East—West experiences which
suit to Pakistan economy and telecommunication industry in order to achieve the
required goals. My field studies show that Ministry of Communication and also
Telecommunication's employee union realize that some of the activities better
handled and run by the private sector or employees group. Two manufacturing units
of telecommunication industry such as Telephone Industries of Pakistan (TIP) and
Carrier Telephone Industries (CTI) can be sold through management/employee
buy-out or international strategic investor. The latter can be 100% sold off, and
former strategic one can be retained with at least 60% stake with Pakcom

international so that it can expand its business to international level, especially
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supplies of equipments to the neighbouring countries. This system should remained
under state control and observation for a couple of years but it will work entirely on
the commercial base and business-like approach. It will create a competitive
environment in the manufacturing business as well as telecommunication services.
This two year experiment and investment programme will also provide an
appropriate signal for future long tern planning for deregulation and privatization

programme.

STAGE 4: DEREGULATION/PRIVATIZATION

The Pakcom International will be under supervision of new blood managers and
well experience international joint venture (IJV) who would be responsible for
efficiency, productivity, profits and losses of the industry. In line services, each
franchise company will try its best to extend a variety of services and generate
revenues to create economies of scope and to survive/flourish in the competitive
market. Survival should be no problem at all because of the huge demand of the
new telephone connections and other services (see Table, Chapter 8). Three new

companies can initially hire the network facilities from Pakcom International.

After the initial period the government should further break down the
telecommunication industry into smaller groups to create more competition in the
services sector by inviting competition for at least six franchises. These new private
operators can be employee groups, international companies or local public or private
agencies. The licenses can be issued under terms and conditions for a specified
period of time which help the franchisers to develop themselves in the competitive
market and to get a reasonable rate of return from their investments. The revenues
from joint venture, partnership, asset sale and franchises/line rents fees will enable

government to establish and expand the network infrastructure.
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No one method can fulfill the multiple objectives of Pakistan government due to
the lack of political stability and absence of a coherent privatization policy. For
example, sale of shares, if successful, can generate the capital for government to
meet its short-term deficit requirements but the industry and customer are not
getting any thing for long—term social and economic development. There are other
state owned enterprises and services which can be sold to reduce the budgetary

deficit including manufacturing units of the telecommunication industry.

INTERNATIONAL JOINT VENTURE WITH STRATEGIC INVESTOR(S)
The joint venture programme either in network development or manufacturing units
of PTC will provide a chance to change managerial structure and culture of the
industry. Foreign involvement in the telecom industry is not only a means of the
capital injection and employment generation but it also transfer technical know-
how, managerial, organizational and cultural knowledge to the host-country and
industry (John Child and Rodrigues S. 1994). This type of international business
linkage especially in the highly sophisticated telecommunication sector is extremely
benefits in the developing countries. The experience also shows that initially, the
coordination within international joint ventures (IJVs) is difficult because of
different managerial practices, modes of business conduct and organizational
cultures. Mutual interaction and adaptation is very important for the betterment of
business and organizational goals. The experience of International strategic
alliances (ISAs) show that American, German and Japanese prefer to introduce their
business and managerial philosophies or styles. American companies stress the
need for the local managers to adopt a market—oriented view of doing business with
rapid introduction of western techniques. German partners tend to emphasize on
the development of professional and technical competence. Japanese try to change
local staff attitude and behaviour towards a strong identification with the company.

This type of management style and philosophies are representation of different
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cultures which increase the ability of partners and their workforces to work

together, develop mutual skills and achieve the goals.

Manufacturing units of PTC can be open to these above programmes in order to get
the technical know-now and managerial skills. The proposed breaking up of the
Pak Telecom corporation will create the competition among the various private
service provider companies or franchisers and their managers to develop the
extension of communication services. Pakcom international will expand the
network through BLT schemes as well. This mode will help the Pakistan
government to generate the revenue and improve the productivity and efficiency

through foreign experience and competition.

THE POTENTIAL FOR 'MIXED MODEL'

The government of Pakistan has been planning to privatize Pakistan Telecom for the
last seven years, since the first government of Ms Benazir Bhutto in 1988. In spite
of hiring different domestic and international consultancy firms and making various
boards and committees for privatization of telecommunication industry, neither the
present government nor previous governments actually implemented the
privatization policy because of the above mentioned reasons. This model is
designed to break-up industry into component parts for general public services and
Pakistan army services, and for the adoption of mixed modes of privatization to help
to achieve the objectives of the technological up-grading, cash inflow and
experienced foreign partnership to develop the telecommunication network and
Create innovative markets. The new structure will also provide a chance to Pakistan
telecom to become multinational company. The franchises companies will enjoy
tax holidays or other subsidization in remote and unattractive areas. The industry
will be more competitive and liberalized and not only be able to reduce the waiting

list of customers but also expand effectively and efficiently the services to general
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public at cheaper rates. This first trial experience with the help of international
strategic partners and agencies will determine the further direction of the industry.
The proposed structural format for the telecommunication industry can be organized

as under;

STRUCTURE OF THE PROPOSED MIXED MODE MODEL

PAKISTAN MONOPOLIES COMMISSION

TELECOMMUNICATIONS REGULATORY BODY

(TELECOM :LRBGULATOIQ
2 'B”ré'a'kiﬁb' |
PAKCOM International Army Telecommunications

TIP CTI ;Northcom Southcom  Centcom

N-1 N-2 S-1 S-2 C-1 C-2
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In the light of the above proposed reorganization of PTC and implementation of
mixed model, the government, initially will liberalize the industry by dividing it
into two entities which should be clearly defined and delimited by a
Telecommunication Act. According to the Act some assets or activities of the
industry will be transferred to Pakistan Army, then, Army Communications will
arrange and run the services as per its strategic requirements. The government has
to arrange an international strategic alliance (ISA) with a specified transfer of share
equity for Pakcom International to develop and extend the telecommunication
network and offer network services to the new franchisers to create competition

within the industry.

The International Strategic Alliances (ISAs) not only provide a linkage with the
international business world but also a source of advanced technological
information, management techniques and latest know how (Child John and Yan
Yanni 1994). Initially, this international joint venture (IJV) partnership should be
established on the pattern of US-China partnerships such as "segmented control"
or "devolved mutual control". The former IJV termed as segmented control, where
American firm brought advanced manufacturing technologies and western
management techniques and know how in return for a minority equity stake (31%).
The Chinese state owned enterprise retained central control of domestic sales and
purchasing while the IJV controlled modern production and technical matters with
limited staff. The latter category of ITV ownership and control termed as "devolved
mutual control" was launched only after a considerable period of initial cooperation
and than a long term indefinite duration with 50/50 equity stake and therefore
perceived the need to "progress by step function”, and eventually the "take off"
(Child J. and Y. Yan, 1994). Foreigners' takeovers often face resentment and
volatilisation, therefore, some preventive devices could be utilized, such as 'golden

shares' and 'noyaux dur'. In the light of these experiences government of Pakistan
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should prefer the former category because of the strategic nature of industry. The
privatization of the telecommunications industry and development of competition
both require independent regulation, and involvement of different organizations
such as ministry of production and industries, department of fair trading,
monopolies commission and the regulatory body. The Telecom Act may needs to
explain the scope and discretion of these authorities with respect to the granting of
licences, modification of licences, terms and conditions of licences and licensees,
price control etc. After this legal framework, the government can select an
international join venture partner for Pakcom international under specified terms
and condition and also can invite different interested parties/companies from home
and abroad to invest in Pakistan Telecom industry under franchises modes of
privatization, to improve productivity, efficiency and range of services. The
management of the new company (Pakcom International) have to accept the
challenge to develop and expand the network infrastructure and provide the network
services to the franchisers at reasonable rates. All revenues can be reinvest in the

development and extension of infrastructure of the telecommunication industry.

CONCLUDING REMARKS:

Past experience, and my personal field observations, indicate that no single mode
would be appropriate for the existing circumstances for privatization of Pak
Telecom due to lack of investors interest, thinness of capital market and army
interest. While considering and studying all these factors, I believe, the mixed
model of privatization, which is planned and proposed in this thesis would be an
appropriate solution. The model provides a balanced public-private combination
for the betterment of the government, industry and consumers. The Pak
telecommunication utility is one of the biggest monopolistic industries and
government should develop its privatization programme with great care in an

evolutionary way, securing the support of the management and employees of the
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corporation. There might be some criticism about this evolutionary approach which

is divided into five phases of implementation over a substantial period of time.

However, world experience shows that the average time requirement for
privatization of major state~owned telecommunication industries is from 5 to 10

years and the proposed plan is within this average time-frame.

The combination of privatization modes under different phases has been exercised
in developed and developing countries eg Gambia, Jordan, Singapore, Turkey, USA
and Tunisia and completed in specified period of time (World Bank 1989). The UK
experience of British Telecom ran from reorganization and separation in 1981 from
the post office department and privatization through three public offerings in 1984,
1991 and 1993. The Japanese Telecommunication, Nippon Telegraph and
Telephone Public Corporation (NTT) was sold through the various modes of at
different stages since 1985-86. The USA, AT&T was in the process of
restructuring from 1977 onward, and divesture was completed in January 1984
(Philip G. and Tsoi Shao, 1988). Other examples of the telecommunication
industries of Argentina, Mexico, Malaysia, New Zealand and Singapore started in

mid 1980s and are still in the privatization process.

David Heald (1988) suggested that the policy reforms in the public enterprises
would be a mixed policy depending on the country's circumstances. Moreover, the
flotations mode of privatization would play comparatively smaller role in
privatization programmes in the developing countries, because of weak capital
markets, political uncertainty and lack of public interests. There are examples
where governments have spent a large amounts of money on consultancy advice on
utilities without getting anywhere. The British experience shows that one must be

very careful while privatizing monopoly with a particular mode of ownership
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transfer without introducing proper competition and deregulation. This monopoly
privatization can only work well if and when competition is introduced and without

it there might be serious private monopoly problem in future.

Therefore it is necessary to develop a mixed model, and gradual implementation
plan that has full political and economic commitment and support. The most
important thing for successful privatization is, firm commitment and a coherent
implementation strategy. At the same time, international strategic investors (ISI)
are desperately seeking new markets and cross-border investments. The ISI major
interest is towards those countries which provide reasonably secure investment
opportunities with full political commitments and Pakistan governments have to
provide assurance of support within parliament and outside agencies to attract
international capital, technical knowledge and managerial skills. Secondly, the
restructuring of industry will divide the activities into different strategic units and
this will decentralize decision-making, establish attractive incentives and delegate
accountability performance to individual strategic managers. Thirdly, this model
involve international strategic investors and join ventures for extension of capital
and expansion of services. Fourthly it will create competition which is a key to

efficiency and productivity through different service providers or franchisers.
Finally, the model will also generate capital receipts from international joint venture

and franchisers which can be utilized for extension and development of network and

services of industry.
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CHAPTER NINE

CONCLUSIONS AND IMPLICATIONS

As examined above the privatization movement swept through the world during
1980s and became a global phenomenon. Lady Thatcher took a lead to putting the
concept into practice in the 1980s. This practice set an example and "has already
prompted countries worldwide to use it as a model for their own policies” (Moore
J., 1986). From the initial privatization in Britain, France, Italy and Japan, it
‘quickly became a dominant orthodoxy in the advanced OECD countries. The
collapse of command economies in late 1980s turned the privatization into a boom

in the Eastern European countries (Thomas Clarke, 1994).

The United Kingdom was the pioneer in selling major state owned utilities into the
private hands through stock market flotation in order to transfer the ownership
public companies to millions of shareholders. The major emphasis of the
privatization was to promote wider share ownership and receipts generation to meet
deficit requirements. To do this, the government sold well known profit making
enterprises to attract investors. The public utilities were the largest and most
profitable assets that could be easily sold and produced more cash receipts than
anything else (Hyman L.S., 1993). Privatization has now become a central part of
both political and economical policies in developed and developing countries of the

world.

The privatization movement throughout the globe is accelerating and expanding its
scope towards all fields and sectors of industries and services. Around one hundred

Countries of the world have launched ambitious efforts to privatize in one way or
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other, their public sector enterprises. International Financial Law Review April
1994 estimates that privatization programmes are expected to raise $800 billion for
indebted governments worldwide by the year 2000. Since 1985 more than $328
billion has already been raised. According to Morgan Stanley, an investment bank,
the sales proposed in Western Europe alone will raise $150 billion by 1998. The
biggest privatization is expected in France and Italy, and with major disposals in
Latin America, Eastern Europe and Asia (The Economist, August 21, 1993).
Saloman Brothers forecast $55 billion in Europe, $30 billion in Latin America, $20
billion in Asia, $5 billion in USA and $10 billion in the rest of the world will be
raised in equity over the period between 1993 to 1995 (IFL Review April, 1994).

The recent trend shows that the interest in privatization is growing more rapidly
among the developing countries of the world. Often modelled on privatization
programmes in Britain, Japan, France, USA and other industrial countries, these
developed countries have common social and economic infrastructures and interests
and they have some justification in copying each others socio—economic policies.
Developing countries which have entirely different social, political and economic

structures, needed to think carefully about the relevance of these models.

DIFFERENCES AND SIMILARITIES IN DEVELOPED AND LDCs

The developed and developing economies and cultures have different social and
economic priorities which may require different routes to reform and modes of
privatization. The industrial countries have already well established social and
economic infrastructure and their motives are to maintain and renew the system.
Whereas, developing countries are in the process of planning and development and

it will take significant time to reach an equivalent level.

There is a clear gap, therefore, between developed and developing countries at the
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political and economic level. There is also an obvious "risk of treating developing
countries as a homogeneous group; Thailand is dramatically different from
Bangladesh, and newly industrialising countries of South East Asia bear little
relationship to sun~Saharan Africa"” (David Heald, 1988, p68). There may be more
logic to copying the social, political and economic policies of the developing
countries like Malaysia, Mexico and newly developed countries such as Republic
of Korea, even Thailand, rather than Western industrialized countries e.g. United
Kingdom, USA and France. But even this requires critical reflection, as issues of
level of development, culture and politics will still create and require differences of
approaches. Moreover, Western European nations are learning from their own
mistakes and moving more towards liberalization, rather than simply settling for
ownership transfer. The developing countries are still thinking and approaching
privatization in very traditional ways, and as one commentator has noted "it is sad
to watch developing countries repeating mistakes, which have been proved

disastrous elsewhere" (David Heald, 1988).

PUBLIC ENTERPRISES AND PERFORMANCE

The role of public enterprises in the developing countries has been significantly
important. There has been a substantial reliance on these enterprises to achieve
social and economic goals. The argument for privatization has been that at the
economic level, and at the level of the firm, this has been inefficient and ineffective
due to weak public enterprise performance. However, though this is widely
believed, there is little systematic as opposed to anecdotal evidence to show a link
between ownership per se and company performance. The linkage of ownership
and performance pre and post privatization for ten UK companies during last twenty
years, was examined on the basis of productivity and employment and financial
ratios against change in status and competition. The researchers could not find any

supportive evidence that change in ownership improved the performance of
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enterprises (Dunsire D, Hartley K. and Parker D. (1991), Whitefield D. (1992)).

Even where public enterprise performance is poor, ownership is not the only or
necessarily the most important matter. It may a matter of political interference,
poor availability of capital and technology or excessive demands of social and
political goals. It is important to identify the major causes of poor performance and
inefficiency in public sector enterprises. Furthermore common weaknesses and
causes of poor performance are included: unclear muitiple objectives, bureaucratic
meddling, highly centralized decision making, inadequate allocation of resources,
managerial ineptitude, excessive personnel costs, higher labour turnover and poor
technological know how. This pervasive dissatisfaction with the performance of
SOEs is at the heart of the appeal of privatization to the policy makers in the
developing countries (Nicolas Vande Walle, 1989).

In Pakistan and other many developing countries the state owned enterprises are
major instruments for political patronage. Staff are frequently appointed on a
political basis with little industrial experience. During my study tours to Pakistan
I found high executive turnover e.g. Pakistan Telecommunication Corporation
chairpersons changed 3 times during the last two years which definitely effected
the performance of institution. Purchasing and pricing decisions are often
dominated by social and political intervention. The boundaries of government and

enterprise control are ill defined and continually shifting.

The objectives of public enterprises are often not clearly defined, and limited
operational autonomy within enterprises inevitably has a negative impact on
efficient internal operation. Public enterprises may be poor in achieving allocative
efficiency due to a monopolistic position, and lack of threat of takeover or

bankruptcy also effects productive (technical) efficiency. If markets are
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competitive, the forces of competition ensure that greater allocative efficiency is
achieved, and if the enterprise operates in monopolistic environment, it has little
incentive to respond to market demand and is unlikely to achieve allocative
efficiency whether public or private. Lack of technology and infrastructure also
effect on the performance of both public and private enterprises. The evidence on
technical efficiency performance does not demonstrate that public enterprises in
developing countries are always outperformed by the private enterprises (Cook Paul
and Colin Kirkpatrick, 1988).

It is clearly not the case that all private enterprises are doing well in the developing
countries. They also often depend on government tariff, protection, public banks

and other subsidizations.

Indeed Milward suggests that the problems of political interference limited
managers or autonomy, poor technical base and poor incentives characterise all
sectors in developing countries. That being the case, ownership transfer alone,
particularly for utilities, may not improve, and may even demage, enterprise

efficiency and performance.

PRIVATIZATION AND COMPETITION

"Privatization" is often simply a political and economic slogan. The true
watchwords in public sector reform are liberalization and creation of competition.
Ownership transfer is a gradual process, and related most strongly to those countries
who are on the way to industrial development with high level of domestic saving

and developed capital markets.

As noted earlier, privatization in the developing countries is more a programme of

management reforms and an evolutionary way to create competition and improve
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efficiency of the enterprises. The improvement of public sector management and
liberalization of capital markets are likely to bring the required efficiency by
themselves, regardless of transfer of state ownership. The success of privatization
is not the number of ownership transfer but the allocation of resources and creation
of competition and achievement of higher rate of return from the enterprises which
can reduce public sector deficits (Aylen Janathan, 1987). As the World Bank noted
"the key factor determining the efficiency of an enterprise is not whether it is
publically or privately owned, but how it is managed. In theory it is possible to
create the kind of incentives that will maximise efficiency under any type of
ownership" (1983, p50). To encourage improved performance it may be necessary
to reform the system of incentives to enterprise management with rewards being

related directly to performance.

This new strategy of improvement in internal management, often with the support
of international joint ventures offers more to improve economic efficiency and
performance that is the motive of privatization in the developing countries. Public
sector reform along with involvement of an experienced partner, rather than pure
privatization, should be the major focus of the economic reform programme in the
developing countries (Cook P. and Kikpatrack C., 1988). There is no guarantee that
private enterprise will definitely show the high level of efficiency and productivity
in the very uncertain political and economic situation of developing countries such
as Pakistan. As mentioned earlier that SOEs were formed to achieve socio—political
objectives i.e. providing goods and services to a particular population, promoting
industrialization and defending national interest. These additional goals were often
incompatible with commercially efficient production and therefore the public sector
became loss makers. Private enterprises may not care about these additional goals
and may not focus on particular defined level of goods and services because their

primary goals are maximization of profits.
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David Heald has suggested that

"privatization is, thus, relevant in a number of different ways(to
development). First, if privatization led to greater efficiency and/or
lower financial losses, there might be a reduced call on the budget
for subventions. Second, privatization of enterprises such as steel
might lead to faster elimination of uneconomic capacity and, by
distancing the government from the adjustment process, eliminate its
legal obligation to make up losses and otherwise limit its exposure.
Third, by privatizing an enterprise, the business would no longer
look to government for its financing needs and, thus eliminate a
claim upon the budget" (1988, p76).

In the light of this statement, Pakistan public sector need to improve the efficiency,
control losses, manage the inadequate return on investment and seek expansion the
services in telecommunication and other utilities with the participation of private
investment. Heald further suggested that policy mix should depend on the country's
circumstances. For example, the flotations mode of privatization would play a
comparatively smaller role in privatization programmes in the developing countries,
because of thinness of capital market, low saving ratios and a culture of debt rather
than equity. Therefore, the Pakistan government needs to work out its own
approach taking account of economic, political, cultural and industrial

circumstances and requirements.

NEED FOR STRATEGIC CONTINGENCY

The vogue for nationalization and state regulation in the UK and other countries
post-war was not successful during 1950s and 1960s despite high hopes of its
initiators. As a result a new fashion appeared in the shape of privatization in 1970s
as being the only way to improve efficiency and competition by means of ownership
transfer. International agencies ie World Bank and IMF also advocated this strategy

but subsequently have realized that economic objectives could not be achieved
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under a single mode of privatization. Therefore, these past experiences and
mistakes suggest that clarity of objectives and adoption of a strategic contingency
approach in designing privatization and liberalization programmes is essential.
Governments should develop short term and long term objectives that should
indicate what is to be accomplished, when, how and by whom. This eliminates the
complexity and confusion and also help to develop the strategies to achieve the

specific objectives.

THE STRATEGY AND ITS LEVELS
Strategy is a serious game that is played by the government and managers with their
own and other organizations. According to Ralph Stacey

"Strategy is a perceived pattern in actions past or yet to come. We
cannot touch a strategy or feel it — it is an interpretation we make of
what has happened or what we expect to happen next. A strategy is
simply a category into which we put certain patterns of action... The
strategy process that deals in an analytical, rational way with the
questions: How did we get here? Where do we want to go now? and
How shall we get there? The important point to bear in mind is that
this interpretation of what managers do or should do reflects a
particular paradigm: a believe in the importance of intention,

stability and regularity for the success of a system" (1993, pp 5,7).

Strategy can be broadly defined as the match an organization or government makes
between its own resources and the threats or risks and opportunities created by the
external environment in which it operates. A strategy is a key link between what
the organization wants to achieve (objectives) and the policies adopted to guide its
activities at corporate, business and functional level. Therefore an organization can

have single or many strategies to achieve the required objectives.

This strategy formulation needs proper identification of strategic options, as we did

in chapter 7 and 8, and selection of a preferred strategy(ies) (Cliff Bowman and
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Asch David, 1987). Privatization as ownership transfer has been a major strategic
option worldwide, particularly in the UK, but proved less appropriate to achieve the
wider objectives of privatization ie competition, efficiency and capital mobilization.
There is a need for strategy clarification and identification of future strategies with
appropriate plans to achieve long term economic objectives of privatization while
encouraging different modes and learning lessons from the past experiences and
mistakes. Developing countries need more effective strategic planing with a
contingency approach to create efficiency, competition and link privatization to core

socio-economic development.

CONTINGENCY STRATEGIES AND MIXED MODES

The development of contingency theory was a reaction against the idea that there
is "one best way" to proceed. This approach is derived from empirical research that
"success was not correlated with a simple single set of factors. Instead, the
effectiveness of the particular organization structure, culture, or sequence of
actions in contingent upon and depend upon, a number of factors" (R.D. Stacey,
1993, p61). The most important of these contingency factors are usually held to be:
(a) environment of the country or market (b) size of the organization (c) the
technology it employs (d) history and structure of the organization (e) expectation

of the employees and other social groups.

This approach suggests that success will be secured when an organization secures
a good match between its situation, structure and strategies. When a strategy clearly
becomes unacceptable or inappropriate in an organizational environment and
culture. It needs to be reviwed and better tailored to the key contingencies
pertaining. These alternative approaches, based on different forecasts of key
variables, are known contingency strategies (James Taggart, 1991). Therefore a

contingency approach is developed to suit the particular circumstances, in a

318



particular environment, and a particular set of objectives at a particular time.
Development of this contingency approach in the privatization of Pak telecom
corporation require a 'mixed mode' approach to improve efficiency, extend
infrastructure and bypass weak markets and domestic investors' apathy that coused

earlier strategies to fail.

PAKISTAN STATE OF ECONOMY & PRIVATIZATION
After studying and analysing the political, social and economic situation of Pakistan
and its public enterprises and public utilities, particularly Pak Telecom, it still

provides a depressing picture in certain sectors which are discussed in turn:

SOCIAL AND DEMOGRAPHIC ASPECTS

Pakistan is highly populated country which requires special attention to plan and
manage social and demographic development. Life style and standard of living
depends on the manageable population and their purchasing power. Increasing
population needs better distribution of wealth and proper mobilization of resources
to improve the living standard of the people. Under these circumstances the
government has to improve the public systems which can have positive impact on
the life of the common citizens. The social sector, for example health, education,
labour and social welfare, has shown overall very little progress. In education,
unfortunately, the literary rate is not more than 35%, and about 20% of the
population is living below the poverty line, and the whole nation is under the heavy
burden of foreign loan, where most of the aid comes from the overseas agencies
most revenues from taxes etc., are being used simply to repay the loans and their

interest.

In the health care side, there is one doctor for 2,008 persons and one hospital bed

for 1,506 persons. The expenditures on health are only about 1% of the GNP. The
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rural population has only 44% access to safe drinking water against 85% urban
access to the safe water and 55% to sewerage system. The health facilities, housing
condition, roads and transport systems are not up to the government's minimum
standards in many areas of Pakistan. Pakistan literacy rate is about 21% female and
46% male; and the government expenditure on the education sector are 2.4% of the
GNP, and it will increase to 3% during the next five year plan (Pakistan budget,
1994-95). In the decision of economic reform programmes, government has to

consider the above factors as well.

THE POLITICAL ASPECT

As mentioned in chapter 3, Pakistan, unfortunately, has not succeeded in developing
stable political government since its independence. History shows that the
recurrence of military regimes and the tussle between revil political groups could
not provide stable government to develop a long-term social-economic policy for
the country. The political situation has become less stable over time, as since 1985
four general clections have been held and more than half dozen prime ministers
have been changed. Three governments have been dissolved during the last two
years alone. This critical situation shows, how Pakistan need a strong and stable
government who can implement social-economic policies for its development and
prosperity in future. The role of the government and opposition is crucial in
development of the country and its way to self-reliance. They should tolerate and
respect each other views and policies and try to get consensus and harmony on
social and economic development programmes. The manifesto of the each party in
Pakistan is nothing but socio-economic development, industrialization and self-
reliance, but it requires time and co-operation with each other on the common
policies and key national issues, (for example Atomic energy, Kashmir and Socio-

economic reform programmes).
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The broad spectrum of the political mainstream should be involved into the whole
process of collective decision making. When government, opposition leaders and
the media start seeking areas of consensus, it will be the first step toward to the
political stability and economic development. As one senior official in a Pakistan
financial institution rightly said: "Pakistan’s major problem is not economic, but
political; that is where the uncertainty lies" (Euromaney Supplement, September
1992, p4).

It is crucial for the politicians to treat politics as a 'serious business' rather than
fighting one another at the cost of social and economic disaster. Privatization
strategy, therefore, be designed to accomodate different interets, and integrate them,

as the proposed model does.

THE ECONOMIC ASPECT

As noted above, the socio—political system of Pakistan government shows very
discouraging position. Government needs to accelerate the industrial, agricultural
and thus employment growth along with the development of the physical and social
infrastructure in order to improve the quality of life and standard of living in the
country. Efficiency and productivity in the public sector, which is responsible for
this development is not encouraging. Government representatives are claiming that
Pakistan is becoming another Asian tiger while others say that we are surviving
solely on foreign aid etc. This is a wrong route to impress the local and
international community. Real national development needs practical comprehensive

action plan for its implementation, rather than these imaginative claims.

In human resource terms, about 2.5 millions people are unemployed, the rate
increasing at 5% per annum. Out of 32 million workers, 51.2% are employed by

agriculture and only 12.7% employed in the manufacturing sector. However, the
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growth rate of agriculture and manufacturing is around 7%, while the share of the
agriculture in GDP is 26% and manufacturing is 18%. The growth rate of GDP was
6.9% and estimated 7% for the financial year 1994-95 (The Muslim, 10 June,
1994). The current social and economic policy of the government should be aimed
at boosting the industrial as well as agriculture sector which is a source of raw
material for various industries, to improve their growth rates and create jobs
opportunities for the unemployed persons. Therefore what has been so for done,
need to be thoroughly analyzed and reviewed to gain lessons and develop better
integrated socio~economic strategies for the future, with full political and economic

commitment and consensus.

Considering these aspects, Pakistan requires a tailored privatization strategy; a
combination of methods which are best suited to the country's social, political,
demographic, economic and administrative environments. Pakistan also needs
transparency and stability in the privatization process, to build a confidence among

the public, unions and local as well as international investors.

POLICY INSTRUMENTATION

The most important thing for successful privatization and deregulation in Pakistan
is achieving "corporate consensus" within and outside parliament. This corporate
consensus should be among electorates, political parties/alliances and all Pakistan
public enterprises workers action committee (APSEWAC) to implement the long
term socio—economic policies and to secure and build the confidence of domestic

and international strategic investors.

The physical and human base of the Pakistan economy needs immediate
consideration. The government needs to pay proper attention to increasing the

literacy rate and developing appropriate education and training programmes for
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unemployed people, coupled with the social welfare and infrastructure programmes
which are the basic preconditions of liberalization and privatization policies. There
are examples before us, where the government has spent a large amount of money
on consultancy on privatization of utilities without implementing any strategic plans
at all. The policy analysts have to consider potential obstacles and resistance

seriously before designing a policy options for implementation.

The UK experience shows that privatization of the large enterprises and
monopolistic utilities, such as power, telecommunication gas and water supply,
required a long process of implementation. In telecommunication, an industry
"Duopoly” Policy was put into effect in early 1980s and later, realising the defects
of the situation, in the 1990s, the decision was made to end the duopoly policy and
introduce an "Oligopoly" Policy in which new operators are issued licenses for
competition. Apart from this, BT and Mercury (C&W), have other competitors in
various market segments in the UK, including the operators of cellular networks,
personal communication networks (PCNs), telepoint, paging, cable and satellite
uplink systems, information services providers and sellers of leased circuits (Gillick
David, 1991).

As noted in chapter 5, the early experience of speedy privatization of BT and BG
in the UK could not achieve the economic objectives but it did provide lessons for
later stages of the programme. While considering these lessons the Pakistan
government has to develop a long term framework regarding competition,
protection of the potential consumers, establishment of a price regime, and
development of regulatory agencies to supervise the whole privatization and
deregulation process of monopolistic utilities. This institutional development will
help the Pakistan utilities to improve their industrial performance, quality of

services, reduction of debts and improvement of customers welfare programmes in

323



the country.

In the light of the above British experience one must be careful if privatizing
monopolies without creating competition. As Morgan David mentioned with
reference to Dick Netzer that "There is absolutely no advantage in replacing a
public monopoly with a private monopoly. What you really are after is competition”
(1992, p258). Utility privatization can only work very well if and when proper
competition is introduced and this is major motive of the proposed "Mixed Model".

Past experience and my field observations indicate that no single mode of
privatization would be appropriate for the existing circumstances of Pak Telecom
i.e lack of investors interest, thinness of capital market and of course, the Army
view point. While considering and studying all these factors, the mixed
approach/model of privatization discussed in chapter 8 is most appropriate to obtain
the social and economic objectives. Under the circumstances, the model provides
a balanced public—private combination which would be an attractive policy for both

government and for domestic and international private investors.

In sum, it is clear from the previous discussion and analysis that privatization is a
dynamic and gradual process with various impacts on socio-economic
development. The economists and political scientists are still arguing its strength
and weakness in different sectors and countries. This debate demonstrates that
privatisation is neither "good" nor "bad" economic policy, but only more and less

appropriate for the nature of the industry and the circumstances of the country.

British experience shows that clarity of strategic objectives, along with learning
from past, have important impacts on implementation and the learning curve of

privatization. Privatization is a long term social and economic development policy
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and should be designed more in rational and gradual way, rather than on a

revolutionary political and ideological basis, especially in the developing countries.

As Pakistan Telecom is a strategic industry, government should develop its
privatization programme with great care and in an evolutionary way, after securing
consensus/support from all releveant stakeholders. Considering all these factors,
the mixed model proposed as a combination of modes for the creation of
competition and for securing managerial and financial investment from international
strategic investor(s). Pakistan's core social and economic goals are to increase
productivity and efficiency within the economy to raise standards of living for all
of its population. These economic goals can only be achieved if privatization policy
is properly designed, well organised and flexibly implemented. Otherwise, as Roger
S. Leads (1991) quotes a Thai senior official: "privatization is like a fire. You can
cook and make good use of it or burn your house down, its all depends on how

carefully you treat it!"
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APPENDIX (2.1)

WORLD BANK SUPPORTED OPERATIONS IN DEVELOPING COUNTRIES

Countries and No.of Lending No of
Regions operations modes operations
B Sub-S.Africa 95 SALs 71
L. America & Car 40 SECALs 43
Europe 19 TALs 31
Asia 21 PERLs 18
Middle East 7 " & other 19

Source: Sunita, Nellis and Mary Shirley's 1992

The world bank provids loans, for structural adjustment loans (SALs), sectoral
adjustment loans (SECALS), technical assistance loans (TALs) and public enterprises
reform loans (PERLs). During the last decade the bank has given these loans to the
above developing countries of the world to developed and accelerate their privatization

and deregulation programmes.
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APPENDIX (3.2)

(a) MANAGEMENT OF PRIVATISED MUSLIM COMMERCIAL BANK
MCB)

(1) Mr. Muhammad Mensha, Chairman of MCB

(2) Mr. S.M. Munir, Vice Chairman of MCB

(3) Mr. Muhammad Hussain Lawai, The President of MBC
(4) And other members of the board of directors.

() MANAGEMENT GROUP OF ALLIED BANK LIMITED

(1) Mr. K. Latif, chairman of Allied management group

(2) Mr. Mushtaq Taj, the president of management group
(3) Mr. Fakher Rashidy, Senior Vice President & Director
(4) Mr. Shoukat Kazmi, the s.v.p. of the management group
(5) Mr. Javed Hussian, SVP and Secretary of the group

(6) Other members and board of directors.

(0 NEW COMPOSITION OF PRIVATIZATION COMMISSION OF
PAKISTAN

(1) Mr. Naveed Qamar shah, MNA, the Chairman
(2) Mr. Ihsan Ul Haq Piracha, MNA, Vice Chairman
(3) Mr. Tariq Mustafa, Member/Secretary

(4) Mr. Iftikhar— ul~ Haque, Member

(5) Mr. Khaled Javed Khan, Member

(6) Mr. Khurshid Hadi, Member

(7) Mr. Hasan Zaheer, Member

(8) Mr. laeceq Ahmed, Member

SOURCE: Developed from Interviews during study tours
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APPENDIX (4.3)
UK GOVERNMENT'S POLICIES OF THE LAST HALF CENTURY

S/No | RULING PARTY | PERIODS THE GOVT. POLICIES
1 Alliance of 3 1940-45 Industrial centeralization

F Conservative May-July | Supported the war efforts
3 Labour 1945-50 Major Nationalization

IL4 Conservative 1950-55 Overall Denationalization
5 Conservative 1955-59 Denationalization
6 Conservative 1959-64 " " Free Competitive Market
7 Labour 1964-66 Public mgt. policy i
8 Labour 1966-70 Extension of PEs
9 Conservative 1970-74 Against to Nationalization
10 Labour 1974-79 Extended to SOEs
11 Conservative 1979-83 Denationalization
12 Conservative 1983-87 Deregulation/libraliz
13 Conservative 1987-92 Utility privatization
14 Conservative 1992-94 Further extension of the

privatization

Source: Compiled from Fraser & Wilson(1988)
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APPENDIX (7.4)

SALES AND PROFIT TRENDS ANALYSIS

Source: Pak Telecom 1992-1993.
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Years Sale/Growth Sale Trend , Profit Gen.Trend
1992 16780 21% 11597 25%
1991 13894 40% 9297 63%
1990 9954 19% 5712 12%
1989 8374 28% 5092 17%
1988 6549 19% 4346 19%
1987 5514 19% 3666 26%
1986 4560 _ 19% 2920 22%




APPENDIX (7.52)

PTC COMMON SIZE STATEMENTS: TIME SERIES ANALYSIS

L (Rs in millions) 1990
i Operating Revenue 9954 100/100 8374 100/100
Expenses: Opert/Admin 1946 (20%) 1456 (17%)
Maintenance 779  (8%) 678 (8%)
Depreciation 1517 (15%) 1148 (14%)
Total Operating Expense 4242 (43%) 3282 (39%)
Operating Income 5712 (57%) 5092 (61%)
300 (3%) 300 (4%)

Interest Charges
“ Retain Earning

5412 (54%)

4792

APPENDIX (7.5b)

COMMON SIZE STATEMENT BEFORE CORPORATION

Source: Data from PTC 1993-94
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Fixed asset 22644 49% Equity 43246 | 93%
Other asset 17049 36% | LT Loans | 2403 5%
Current " 6854 15% St Loans 898 2%
Total Asset 46547 | 100% | OE&Reser



APPENDIX (8.6)
PHYSICAL FLOW OF BRITISH ELECTRICITY COs

Natjonal Power [~ Power Generation || Nuclear Electricity {4 Scottish Power

The National Grid Company/System (NGC)

Regional Companies

HENRERERRREN

EE EM LE MB ME NE NP SE SW SB SW YE SS SN*

* name of regional electricity companies

Source: OFFER 1993-1994.

All the above generating companies sell the electricity to the electricity pool via
National Grid Company (NGC). The physical flow of the electricity remain the same
through the national transmission system. But the NGC and other 14 regional
companies have an obligation to offer terms and condition for the use of their system.
There is a competition among the RECs and there are different terms and condition

regarding these RECs depending on the areas and services regulated and controlled by

the regulatory offices.
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