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EXECUTIVE SUMMARY

FATA is one of the most underprivileged regions in Pakistan. It has one of the lowestGmwmic
indices in Pakistar@ommerce and trade form a major source of livelihsaul the tribal areas, second

only to agriculturd. The commerce and trade actiiés in FATA can be essentially divided in three
main segments i.e industrial, service and the situation of labour. The lowesteaommmic indices

for FATA in part reflect weak performance of these sectors over the years. The existing conditions,
also catributed to by the security sitation, do not provide adequate opportunities to the people of
FATA.

CAMP, with the support and guidance of the FATA Development Authority (FDA), organized a survey
of the Industrial, Service and Labor force along the idieatiparameters and TORs. The main aim of

the survey was to carry out an assessment of existing conditions and business environment under
which the aforementioned sectors & businesses operate in FATA, to identify the bottlenecks
hindering development, angte problems and find out remedies for sustainable development of the
Industrial & Service sectors and Labor force in FATA.

The survey revealed that in general, environment to do businesses in FATA are not conducive. It is not
easy to initiate new or eve operate businesses in FATA due to a host of impeding reasons. These
mainly include lack of legal framework, security, access to finance, skilled labour, raw material,
inability to market and sell products and acute shortage of energy supply. FATA budees not

even have primary laws to regulate and protect businesses, which increases transaction costs. In
absence of any legal framework, commercial banks cannot extend credit facilities to FATA. This
increases cost of doingusinesswhich has contribued to retarded growth over decades besides
causing multiplicative problems including chronic structural unemployment due to untrained local
labour. Absence of tax regime and virtually free (stolen) electricity is contributing to Inefficient
growth in somendustries. Many industries have now closed due to security situation, lack of access
to finance and energy. The current, century old, administrative and political system of FATA is also a
hindering factor for businesses to flourish in the area

Industrid sector of FATA mainly consists of coal mining, extraction of marble, sporting and light arm
manufacturing, cloth sewing, candle making, and ice making etc. Majority of the industries in FATA
consist of small (66%) to medium (32%) units. A small numbéhneofndustrial units i.e. 2% can
hardly be categorized as large scale units. A large number of factors, including operational
inefficiencies, inability to respond to market needs, use of old technologies and lack of access to
cheap finance and inputs haveade production less competitive. One of the main reasons of the
small size of the industrial units is the ownership of the businesses. Majority of the business i.e.
82.47% are established under sole proprietorships. Absence of cheap credit facilitiemss mak
expansion or expanding into larger scale operation difficult. The industrial base in FATA is not
diversified and mos(49.1%)of the raw material is supplied from the settled areas. One of the main
reasons identified during the survey which has badfgaéd the industrial activity, besides law and
order situation, is shortage of power. In absence of recognition by the government and not operating
in clusters planning provision of cheap electricity will be an arduous task. The industrial units of FATA
face frequent power breakdowns and low voltage. Although the problem is preseothynonin
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Pakistan, the industrial units operating in FATA have been badly affected by the situation due to its
heavy dependency on the power provided by the WAPDA. The reasmmtioned above have
resulted in a large number of the industrial units being closed in FATA, which has further reduced the
already diminishing industrial activity.

The survey data indicates that the majority of the service sector activities cosstadl to medium

size units. Out of the total units surveyed 78% are small scale, where as 20% of the units are
established at medium scale and only 2% on large sbtédgority of the businessef@1%)are run

under sole proprietorshipOut of the 13221 firms surveyed, 8474 (64%), consists of general stores,
medicine storessporting and huntingirms stores, fruit & vegetable stores, cloth stores, hair dressers
shops and restaurants etc. These businesses are of small scale with sntallicapstment and have
employment opportunities for fewThe service sector of FATA is facing the same problems faced by
the industrial sector. Hence, contribution of the service sector in terms of job opportunities and
providing livelihoods is not encoaging.

A @nsiderable portion of the labdorce of FATA is employed in settled areas across the country and
abroad especiallyn the Middle East. The wdidrce of FATA employed abroad are not only earning
livelihood for their families bualsocontributesto vital foreign exchangef the cauntry. The survey
however targeted laboforce working inside FATA in the Industrial and Service sectors. The level of
education of the work force in FATA is considerably low. Majafityorkers (87.03%)are either
illiterate orare educatechetween primarymiddle level. Considering the standard of education in the
area, the condition of workers education level is miseraMest of the workers received othe-job
training, which haded to little or no exposure to newechnologies Majority of the workers are
employed without any proper employment agreement and are not gha&lstandard remuneration

as paid elsehere in the country. The data suggests thadjority (49.03%pf workers receive salary

in the range of R2000/- to Rs.5000/- per month, which is below the national minimum walgait.

They do not have job security, retirement benefitsother facilities. There is neither legal framework
nor any government oversight to ensure basic welfare of the employees in harsh working conditions.

On the basis of the findings of the survey and consultative workshop, this document provides a range
of recommendations aimed at industrial and service sector development in FATA.
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INTRODUCTION

Background on FATA

The Federally Administered Tribal Areas (FATA) consists of different administrative units, stretched
along theDurand Linethe international beder between Pakistan and Afghanistan) for about 373
miles on the Pakistani side between the settled areas of Khyber Pakhtunkhwa (formerly North West
Frontier Province) and Afghanistan.

Total area of FATA is estimated around 27,220 squares kilometerrdpbocally, FATA is situated
between the latitudes of 31° and 35° north, and the longitudes of 69° 15" and 71° 50' east. FATA is
surrounded by Afghanistan to its west, and in the Khyber Pakhtunkhwa the district of lower Dir to its
north, districts of Malaind, Charsadda, Peshawar, Kohat, Karak, Lakki Marwat and Dera Ismail Khan
lies in its east and in the south lies the district of Dera Ghazi khan of the Punjab Province and districts
of Musa Khel and Zhob of the Baluchistan province.

There are a number dforder passes between Pakistan and Afghanistan of which seven routes are
well-known namely Malakand, Khyber, Gandab route via Mohmand territory, Kohat route via
Parachinar, Bangash or Paiwar route via Kurram and Gomal & Tochi routes through Waziriggan. To
a2dzi KX Aa GKS FlryY2dza .2ty NRdziS G2 vdSaidl Ay
FYR O2YYSNODS 0SG6SSy GKS Eivw Ruzé Swal, Kabuy, Kurramy Fochi Sy U
and Gomal run through this area. The territory has amxtreme climate. It is hot and sultry in the
plains to extreme cold in the snealad mountains. The months of May, June and July are hottest and
December, January and February are coldest. The summers are warm and winters are very cold, but
at places the smmers are pleasant and winters extremely cold as in Orakzai agdiheyclimate is
generally dry in both summer and winter especially in Mohmand agency. It is a low rainfall area and
varies from about 60 inches in the hills to 15 inches or even leskenplains in a year. The
mountains, which attract rain, are rich in forest weatth

The mountainous terrain is brek by small basins or valleys, dotteith settlements and agricultural
fields. The area can be divided into the northern, central and ssatlregions which happen to
coincide with administrative boundaries (Shinwari, undated). The northern zone consists of the
Bajaur and Mohmand agencies. The hills in this region form a transition zone between the Hindukush
Mountains, and the piedmont and\Wand basins. Here, the Jandool River and its tributaries join the
Panjkora River. Towards the south, the Kabul River collects the outflow from local rivers including the
Bira Darya and khwars (seasonal watercourses) such as the Gandab, Sallala and. Shalman

The central region covers the Khyber, Kurram and Orakzai agencies, and the FRs of Kohat and
Peshawar. Here, the Safed Koh Mountains rise from the Terimangal pass and stretch eastward,
reaching an elevation of 3,600 meters. The Sikaram, at 4,760 metehg tallest peak in this range.

! Dr. Noor ul Hag, Dr Rashid Ahmed Khan, Dr Magsudul Hasan Nuri, 2005)
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The Kurram River flows norhest to southeast, entering North Waziristan below the town of Thal

in the Hangu district of th&hyber Pakhtunkhwaand eventually joining the Indus River. In Orakzai
Agency, the Khanki arfdastura streams flow to the east to meet the Bara River. The towns of Bara
and Khajuri form a plains area from where the Bara River and its tributaries join the Kabul River near
Peshawar. To the north of the Kabul River stand the Mullagori and ShilmanThe fertile Bara,
Khanki, Kurram and Mastura valleys contain the most extensively cultivated land in FATA.

The southern region comprises the North Waziristan and South Waziristan agencies, and the FRs of
Bannu, Dera Ismail Khan, Lakki Marwat and Taokthe south of the Safed Koh are the Sulaiman
Mountains and the Waziristan hills. The hills rise to an altitude of between 1,500 and 3,000 meters,
and are mostly barren. TakiMSulaiman, located in FR Dera Ismail Khan, is the highest peak in the
Sulaima range, at 3,487 meters. Overall drainage in this region is toward the east. The Gomal River
flows in the south, while the Kurram River passes though the north. The Jandola, Kaitu and Tochi are
smaller rivers in this area. The rod kohi system (flood atiign, or torrentspate irrigation) is
commonly practiced mainly in the FR areas. The Gomal and Tochi mountain passes in the south
connect Pakistan to Afghanistan.

An interesting mix of sedimentary, igneous and metamorphic rock is found in the area. Gdte m
common sedimentary formations consist of sandstone, limestone, shale and conglomerates,
occurring in the southwest. Partly metamorphosed andesite, granite and gabbro make up the bulk of
igneous masses. Metamorphic rocks in the area include schit,ssid marble.

The soil is derived mainly from the local weathering of bedrock, deposited by streams and rivers,
though loess also occurs to some extent. Landforms in the area are varied and include piedmont,
plains, valleys, gravel fans, rough brokendlamd gullied land. Level arease loamy, while lowlands

arelightly to strongly calcareous. The content of organic matter and available phosphorus is very low.

FATA lies on the cusp of two major climatic systems, the monsoon to the east and the kéewitar
towards the west. Most parts of FATA are arid and sanai, with warm summers and cool winters,
although some areas in the Kurram and Orakzai agencies fall within the humid ahadrsit zone.

The pattern and character of summer and winter rainfalintermixed to such an extent that it is
difficult to determine which is dominant. According to meteorological data, the area receives more
winter precipitation as a result of western disturbances and some rain in the summer from the
monsoon. Annual rafall in the area varies dramatically, from 630 millimeters reported in Kurram
during 200%02, to just 88 millimeters in neighboring Khyber Agency during the same year.

FATAAdministration

FATA enjoys unique status in the constitution of the Islamic Blepaf Pakistan. Administratively the
region is different from the rest of Pakistan. Federal Government directly ademsigte affairs of

FATA. The President of Pakistan has the authority to implement rules and regulation in FATA. The
President nominags and appoints Governor of the Khyber Pakhtunkhpmavince who exercises

power of the President. The administration of FATA is carried out through FATA secretariat located in
the provincial capital Peshawarhe lawimplemented elsewhere in Pakistan doest apply in FATA.

FATA is regulated through FGRhe Frontier Crims Regulations, implementeth the regionby the
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British in 1901. According the constitution of the Islamic Republic of Pakistan, the jurisdiction of
Supreme Court and High Court doest extend to FATA.

The total area of the FATA is divided into the following administrative units cAliedcies and
frontier regions;

Agencies;

Khyber Agency
Mohmand Agency
Bajaur Agency
OrakzaiAgency

Kurram Agency

North Waziristan Agency
SouthWaziristan Agency

Nog,rwdhpE

Frontier Regions;

Frontier RegionBannu

Frontier RegionDera Ismail Khan
Frontier RegionKohat

Frontier RegionLakki Marwat
Frontier RegionPeshawar
Frontier RegiorTank

2 o

Each tribalAgency is administered byRblitical Agent (PA) assisted by a number of assistédatitical
Agents, Ehsildars (admmistrative head of a Tehsil) and Naib Tehsildars (Depeitgildar), as well as
members from various locgdolice Khassadars) and security forces (Leviexuss). As part of his
administrative functions, thd™olitical Agent oversees the working of line departments and service
providers. He is responsible for handling intebal disputes over boundaries or the use of natural
resources, and for regulating the trade in natural resources with other agencies or the setikesl

The Political Agent plays a supervisory role for development projects and chairsAgency
development subcommittee, comprising various government officials, to recommend proposals and
approve development projects. He also serves as projectduoator for rural development schemes.

An FR is administered by the District Coordinatidinc€ (DCOYf the respective settled district, who
exercises the same powers in an FR astigical Agent does in a tribahgency.

All civil and criminatases in FATA are decided under the Frontier Crimes Regulation 1901 by a jirga
(council of elders). Residents of the tribal areas may, however, approach the apex courts (Supreme
Court of Pakistan and Peshawar High Court) with a constitutional writ chalteagdecision issued
under the 1901 Regulation.

FATA Development Authority 9
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FATA has been given the right to electumyversal adult franchisiés representatives in the National
Legislative Assembly in 1997 on non party basis. Now FATA has 12 members in the National Assembly
andy YSYOoSNBR Ay (GKS {SylrdS 2F tllAadltyd . & (GKS |
Regulations, political parties are now allowed to engage in political activities in FATA.

People and Ethnic Diversity of FATA

According to census data fron®38, FATA is home to a population of roughly 3.18 million. Annual
population growth in the intercensal period of 1981 to 1998 is calculated to be 2.19 per cent but
certain agencies and FRs buck this trend, showing a decline during the same period. &opulati
density for 1998 stands at 117 persons per square kilometre in FATA as a whole, with wide variations
between individualAgencies and FRs. In FR Dera Ismail Khan, for example, the population is thinly
scattered with 19 persons per square kilometre, wiplgpulation density in Bajaur Agency reaches
461 persons per square kilometre.

Population (FATA, 1998)

Agency/FR Area Population Population density ~ Annual growth
(total) (persons per sq km) rate,

1981¢98 (%)
FATA 27,220 3,176,331 117 2.19
Bajaur 1,290 595,227 461 4.33
Khyber 2,576 546,730 212 3.92
Kurram 3,380 448,310 133 2.50
Mohmand 2,296 334,453 146 4.28
North Waziristan 4,707 361,246 77 2.46
Orakzai 1,538 225,441 147 -2.69
South Waziristan 6,620 429,841 65 1.95
FR Bannu 745 19,593 26 -6.65
FR Dera Ismail Khan 2,008 38,990 19 -2.09
FR Kohat 446 88,456 198 2.59
FR Lakki 132 6,987 53 -4.81
FR Peshawar 261 53,841 206 2.22
FR Tank \ 1,221 27,216 22 -0.61

Source1998 Censs Report

The average annual populatiogrowth for FATA is slightly lower than théhyber Pakhtunkhwa
provincial average of 2.8 per cent and the national average of 2.7 per cent (GoP, 1998a). The average
household in FATA consists of 9.3 persons, compared to 8 persons kihyber Pakhtunkhwand

6.8 persons in the country as a whole.
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Demographic indicators (PakistakHYBER PAKHTUNKH®WW FATA, 1998)

Khyber
Indicator Pakistan  Pakhtunkhwa
Geographical area (sq km) 796,096 74,521 27,220
Annual population growth, 19&B8 (%) 2.69 2.82 2.19
Average household size (persons) 6.80 8.00 9.30
Urban population (% of total) 32.50 16.87 2.70
Population density (persons per sq km) 166.30 238.10 116.70

Source: 1998 Census Report

The gender ratio of 108 males for every 100 femalesormewhat perplexing, since some 126,577
persons, most of whom are likely to be men, are recorded as migrants from FATA in other parts of
Pakistan during the 1998 census. This should in theory leave a higher proportion of females in the
local population. Qasus reporting in FATA is likely to have been distorted by problems in gathering
data, since tribal custom forbids the disclosure of information about women to outsiders.

Population by gender (FATA, 1998)

Agency/FR Female Ratio*
FATA 3,176,331 1,652,047 1,524,284 108
Bajaur 595,227 305,137 290,090 105
Khyber 546,730 284,602 262,128 109
Kurram 448,310 229,634 218,676 105
Mohmand 334,453 175,404 159,049 110
North Waziristan 361,246 192,432 168,814 114
Orakzai 225,441 112,766 112,675 100
South Waziristan 429,841 231,080 198,761 116
FR Bannu 19,593 10,380 9,213 113
FR Dera Ismail Khan 38,990 20,497 18,493 111
FR Kohat 88,456 45,472 42,984 106
FR Lakki 6,987 3,450 3,537 98
FR Peshawar 53,841 27,063 26,778 101
FR Tank 27,216 14,130 13,086 108

Source: 1998 Census Report
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Some Socio Economic Indicators of FAR4given below.

Selected development indicators for Pakistalkhyber Pakhtunkhwand FATA

Khyber
Indicator Pakistan Pakhtunkhwa FATA
Literacy ratio (botlsexes, %) 43.92 35.41 17.42
Male literacy ratio (%) 54.81 51.39 29.51
Female literacy ratio (%) 32.02 18.82 3.00
Population per doctor 1,226 4,916 7,670
Population per bed in health institutions 1,341 1,594 2,179
Roads (per sg km) 0.26 0.13 | 0.17

Source: 1998 Census Report

FATA is characterized by a very strong tribal structure and very rich ethnic diversity and cultural
heritage. However, scanty material is available on the ethnic diversity of the area. There are about a
dozen major tribes withesveral smaller tribes and sttbbes. UtmankhelMohmand, Tarkani and Safi

are the major tribes living in Bajaur and Mohmand. Afridi, Shilmani, Shinwari, Mulagori Orakzai are
settled in Khyber and Orakzai while the FRs of Peshawar and Kolwatcaiged byAfridi. A good mix

of Turi, Bangash, and Masozai inhabit Kurram AgeMsjor tribes of North and South Waziristan

are Darwesh Khel Wazirs with a pocket of Mahsuds in the central part of the region. Other tribes of
the region are Utmanzai, Ahmadzai Daw&@nidgai, Kharasin and Gurbaz. Bhittani occupies FR Lakki

and Tank, while FR Bannu is Waklstrana and Shirani tribes live in FR D.I. Khan.

The cultural heritage of FATA is very rich in terms of hospitality, tribal arts and crafts, historical
places,ethnic diversity and natural beauty. The tribes are used to looking after their own resources
and solving local problemsThey take collective action in support of economic and social activities
such as, supporting each other on special occasions likih deel marriage ceremonies, harvesting

and threshing of crops, construction of Hujra (a meeting place), mosque, buildings and cleaning of
irrigation channels, protection from flood, maintaining paths, wood and grass cuttinglretihis

regard they seem tbe better sociallyorganizedhan communities of settled areas.

Jirga and Maki systems are strong and powerful local institutions for the reconciliation and
resolution of local disputes and even to punish those who violate the local rules and cudtdimes.
dispute is of bigger nature between the tribes then the PA, MNA andt&enavialiks and elders,
sometimes from neighbouring FRs/agencies also participate in the jirga to resolve the disputes.
Maliks and elders are nominated both by the accused and the grieved. The people have to accept the
decision made by the jirga. Thegjr results are presented to the PA for information and record. If any
one of the party is not happy or satisfied with the decision made by the jirga then the grieved party
can go to the appellate court and then the Home Departmegotyernment of Khyber Pakunkhwa

who decides the case under the FCR. Sometimes the jirga uses local power, which they have by
tradition such as, Muchalga (fine), to banish a person or even a family from their area as a
punishment or impose heavy fine and destroy/put their houaad property to fire. The whole tribe
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makes a lashkar (group together) for the implementation of the decision taken by the jirga. Due to
these strong local traditional rules the reported crime rate in FATA is lowever, with the passage

of time the element of corruption has also entered this traditional dispute resolution systénms
reported that the poor and vulnerable cannot afford to have a jirgaere are a lot of requirements

of jirga like hospitality and many other things, which the poornmnafford. Thusjirga is now
becoming very expensive to convene. There is a grievance among the people that most of the time
the ultimate decision is in favour of the rich and the influential.

A Malik has his own status in his trib&he Political Aent (PA)gives him some amount as Mojib
(allowance) periodically to run his local hospitality expenses. The local people respect Maliks
possessing good quality, quantity of weapons and the number of male members to use these
weapons when needed.

Traditionaly the household head has a strong hold and decisiaking power for the whole family.

The wives are traditionally submissive to their husbands and the likelihood of divorce or separation in
the tribal society is negligibldf there is dislike and colnft between wife and husband, he will marry
another girl if he is rich and also keep his old wife.

The tribesmen when they are in their local area generally wear their traditional clothes with a large
turban and rifle onthe shoulder. The womeiolk gererally use printed cloth and observe strict
purdah from outsiders. Their working and festival dresses are all the same with the exception that
they wear new dresson festivals like Eid andeddingsor whenvisiting relatives outside the village.

In the winter season the males use a woollen blanket, while 2 Y S yrés& remains the same.
Tribal women are very fond of wearing ornaments and jewellery of all type made of gold and Ailver.
lot of money is spent on the local ceremonies, particularly orrriage, death, birth and other
ceremonies/festivals like celebration of Eid and performing Haij.

People of FATA are fond of games and sports, which are essential for healthy living and positive
growth of youth. Unfortunately, with the exception o& few places there are hardly anysports
groundsor similarfacilitiesin FATA.There are no sports clubs to facilitate and arrange tribal sport
tournaments. However, there are a variety of local games and sports played commonly all over both
indoor and outdoo. These include hunting, gun shooting, wrestling, swimming and local child games,
dog/cock/bird fights and many other games.

Economy of FATA

With a small industrial and service sector base, there are few livelihood opportunities available to the
peoplein FATA. The local economy is primarily pastoral, with agriculture practiced in a few fertile
valleys. Most households are engaged in prirdamel activities such as subsistence agriculture and
livestock rearing, or smadicale business conducted localythers are involved in trade within the
tribal belt or with downcountry markets. Mining and extraction of natural resources in some areas of
FATA can be termed as major industrial activity. Those who are able to travel, find work in cities
across Pakian as well as in the Middle East, using their earnings to support families at home. The
more highly qualified have in many cases migrated permanently along with their families to urban
centers outside the tribal areas, including Bannu, Dera Ismail KhdrPashawar. They and their
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children are reluctant to return to FATA, leading among other things to an acute shortage of doctors,
teachers and skilled workers generally and in particular to a dearth of qualified female teachers and
doctors.

Conditions uner which business operates in FATA

Conditions for doing business in FATA @aoé favourable. The economy of FATA is undocumented.
Businessesghat run in FATA are not registered with any government authority in any form; hence
enjoy no government patronage. Credit facility as available to the businesses elsewhere in the
country, is not available to FATA. In absence of legal framework in FATA asemigle in the rest of

the country, commercial banks though operating in FATA do not advance loans to people of FATA as
absence of land revenue act make it impossible for banks to ensure collateral for advances. Law and
order situation particularly after U1 has aggravated the situation further. Tens of thousands of the
people, especially those who had business in FATA have left the area and migrated towards settled
areas of the country. Resultantly, a large number of business entities of FATA have desed d
adding to already large portions of structural unemployment. Mwailability of raw material on
sustainable basis, power shortages, poor infrastructure, andawailability of skilled workers, high
production cost, problems in marketing and the aggi®d law and order situation are some reasons
which have brought the businesses of FATA at the verge of complete collapse. The current
Administrative and Political system of FATA is also hindering the businesses to flourish. Establishment
of a new busines in FATA is hard, especially for those investors who do not belong to FATA.
Permission from the administrative authority of FATA and local tribes is a difficult task as the
outsiders cannot purchase and own lands in FATA. They have to acquire landif@sbysurpose

from local tribe on lease who will dictate the terms and conditions of lease agreement. For
settlement of disputes there is no other system excgqa, which in many casésnot able to settle

the complex disputes arising between businessm

Economic framework

The statutory regime regulating industrial activity elsewhere in Pakistan does not apply to the tribal
FNBlFa o6!'fAS HnnoOv® LYRAdzZAGNE A& y20G &adzaeSod G2
industrial sector ighe ultimate freemarket environment. In the absence of adequate legal cover,
investment is a risky business. Acquiring land is also an issue since, under the tribal system, outsiders
cannot own land in the region. Any industry that is set up in FATAresqaome form of contract

with the tribe on whose land it is established. Where lease agreements are in place, enforcement is
only possible through a jirga. In general, all contracts and agreements are enforced under the Frontier
Crimes Regulation by aga, and not through the judicial channels available elsewhere in Pakistan.
The system does not provide a distinct codified framework under which business and contractual
disputes can be resolved. Although a number of scheduled Pakistani banks operatdAn FA
(GAKHYBER PAKHTUNKHK\VWB05a), current State Bank of Pakistan restrictions prohibit these
institutions from extending loans to people in the tribal areas. These factors serve as a disincentive
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for investment in general, and particularly for corporaticarsl large firms. Under the circumstances,
it is also difficult to employ and retain suitable workérs.

Comerce and trade regime

Opportunities in commerce and trade are hampered by many factors. The absence of a robust legal
framework to regulate finanal services and commercial transactions makes the business climate
uncertain, prevents small entrepreneurs from expanding their operations and deters new players
from entering the sector. Educated professionals and skilled workers are in short supphyjragidg

labour into the tribal areas is not a viable option. The security situation adds to the general level of
uncertainty, whichexacerbatewhen conflict erupts between tribes or clans. Businesses must also
contend with bad roads, disruptions in power supply, inadequate storage facilities, and a host of
similar problems arising from poorly developed infrastructure and insufficient auxikancss.

For the government, valuable tax revenue is lost. Meanwhile, the lack of reliable statistical data
concerning commercial activity makes it difficult to carry out meaningful planning.

Project Rationale

In order to fill the information gap, CAMRas selected byFATA Development Authority (FDA)
through consultant selection proceds conduct a survey of existing Industries, Service Sector
Entities, Labouforce and ldentifying Constraints in FATA. The suiig aimed to collect data about
existing Industries, Service Sector entities, Labour force & ldentifying constraintSgueailAgencies
and Sx FR®n the identified parametergyuidelinesas provided in thdORs

2 EATA Sustainable Development Plan (2P085)
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TERMS OF REFERENCE

Objectives ofthe study

The objective of the project is to conduct a survey under three thematic area/components i.e. all
industrial units, service sectors entities and the work force employed therein so that it can be
documented and analyzed to devise policy intervens and design projects that can help in
providing an enabling enviroment for attracting investmentas well as improve the working
conditions of thelaborforce.

The results of the survey will be developed into a database which will be studied andexhaby
identify the gaps, shocomings and depending on the outcome of the survey, accordingly focused
projects and interventions will be designed.

Since FDA will soon be embarking on the major mega project of IRGATA, therefore the survey
resultsare intended to identify the challenges and potential of the industry as a&llo identify the
impedimentswhich restrict the development of industry in FATA. Moreover,|émr survey will also
help in designing policy interventions and identifying sped¢abor laws that are mandatory to be
adopted to comply with the requirements of R&&gislation.

Scope of Services

Carry out an extensive survey of existingustries,service sector entities dabor Force &dentifying
constraints in all the sewe Agencies and Six Frontier Regions on the parameters described
subsequently hereunder

- Proposeadditional parameters as well as the client can increase or decrease the parameters
after mutual discussion and the results of the initial survey to be reflected in the inception
report.

- Identify the sectors to be covered under the service sector entities with detailed need
assessment and justification.

- The survey will cover but not limited to the following information/data covered under the
following parameters.

1. No. of industrial &ervice units established, closed and still operating in FATA with the following
details
U Complete location of business with Mailing Address, telephoneYRas,

Year of establishment

Legal status of business

Type of business

Classification of ksiness (as defined in SME policy of SMEDA)
Corporate set up/structure

Mode of Financing of Project/unit/business

[ en S et S et S ot A e B e
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Debt Equity Ratio, if financed

Capital structure

Details of Owner

Identity of owner

Motive of establishing unit/business

Type of product/s manfactured or services rendered
Rated production capacity

Actual production capacity (based on last three years production)
Source of Power

Name/Type of Raw material used

Yearly requirement of raw materials

Source of raw materials

Current operational status

Reason for closer

[ oA en-R e a- A A A AN e e e et ant- A e AN

2. Operational issues of running units.

3. Constraints that hamper or discourage investment in FATA

4. Statutory, administrative recommendations to encourage investment in Industry
Commerce & Trade in FATA.

5. Total numbeof labor force with designation, qualification aeaperience employed unit
wise,sector wise, and area wise and area/Agency/FR wise.

6. Source of labor/employees.

7. Skill set of the labor force.

8. Employment practice, work conditions andgea structure of the labor force.

9. Detailed statistical analysis of the collected data on three counts separately i.e. industries,
service sector and labor force from various perspectives to identify gaps and opportunities.

10. Identify and recmmend policy measure and projects to be initiated consequent to the
analytical results of the survey on all three counts.

11. Recommendation for development and management of Database/Data bank for the
collected data.

Time Schedule, Reportg, Completion Time

Completion period for the assignment and to produce the required deliverables is estimated as six (6)
months from the award of the contract.

Reporting

e Haborae the methodology and work plan for conducting the survey.

e Devise andget it approved from the clients the tools and techniques geestionnaires for
collecting data and opinions survey.

e The data has to be collected, analyzed and reported under three components/thematic areas
identified above.
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o Keep a constant liaison witthe FATA DA to receive feedback and incorporate the remedial
measures proposed during the course of compilation of the final document or the proposed
Plan of Action.

e Write and submit an inception report within the first two weeks after conducting prelamyin
surveys and meetings. The inception report will contain, but not limited to the methodology
to be adopted during the survey period and subsequent work plan.

e Keep posted FATA DA during the course of the study and submit monthly progress/updates
comparedwith work plans during the period of the Survey.

e A draft report and a final report to be submitted at the end of the assignment.

Methodology

In formulating the project document, CAMP kept its past experience at the forefront and also
reviewed a numberf documents related to survey approaches. This included various options of
large scale processes, possible methodologies and how to achieve the best possible approaches.

An extensive and wdepth desk review was undertaken to document all the factual arstorical
information regarding the subject. This information will help the policy makers to have an insight of
the existing laws, governance related issues, service sector and labour force and the factors involved
in hindering or preventing the growtbf the aforementioned sectors in the FATA.

Besides reviewing the recently developed Sustainable Development Plan (SDP), which reveals that
industrial activity in FATA is restricted primarily to small, owiime@nced units, operating without
government oversight, CAMP built on this information bthgang more specific information. CAMP
deputed staff at the agency and FR level to gather and validate the information requested in the TORs
through an extensive data form (questionnaire).

Preliminary Assessment

CAMP launched the groumabrk of the survey initiative by organizing a series of preliminary meetings

with the key stakeholders including informants in the Tribal Chambers of Commerce and Industries
(TCCI), journalists from FATA, and members of the trade union. The initiativplavered to be

AL NKSIFRSR GKNRdzZK /! atQa FTAQOS ¢Sttt adkrFFSR T
every region of FATA. CAMP staff has been deputed to assess local situation and gather and report
initial information to launch survey.

CAMPhas a well established presence inside FATA since long. CAMPs initial analysis and review
indicates that commerce and trade form a major source of livelihood in the tribal areas, second only
to agriculture. The majority of this activity is in the form dhalesale and retail trade in consumer
goods and consumer durables, clearance and transportation services, warehousing, hotels and
restaurants, used vehicle spare parts, vehicles, and ssoale commercial establishments providing
auxiliary services.

It is a well known fact that during the 1980s, the region was a major centre for opium production and
trafficking. Today, the transit trade with Afghanistan provides employment for the local population.
FATA Development Authority 18
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The idea of longerm investment with slow but steady retns is not part of the business culture. It is
partly for this reason that industrial development has failed to take off. Industrial activity is restricted
primarily to small, ownefinanced units, operating without government oversight. These include
stone processing, textile weaving, furniture manufacture and lighgineering units producing
sporting and light hunting armgt is estimated that some 10,000 workers are currently employed in
the industrial sector in FATA. With the exception of those eadam weapons and furniture
manufacture, most local workers are unskilled. Some mineral extraction is taking place in various
agencies, using outdated technology and antiquated methods.

With few industries and only limited worganized mining, unemployméand underemployment are

high. Many seek employment as shéetm unskilled labourers or enlist in the local security and
paramilitary forces. Those who are able to travel find work in cities across Pakistan as well as in the
Middle East, using their eaings to support families at home. The more highly qualified among them
have in many cases migrated permanently with their families. They and their children are reluctant to
return to the tribal areas, leading among other things to an acute shortage dabxpdeachers and
skilled workers generally and in particular to a dearth of qualified female teachers and doctors.

The local economy operates on an informal basis and is undocumented, since few laws providing for
the regulation of economic activity haieen extended to FATA. Access to financing is also restricted
by State Bank of Pakistan rules prohibiting banks from extending credit facility to people in the tribal
areas.

Poverty has, to some extent, made the population vulnerable to extremist tendgrandcrime. In
the absence of viable options to earn a living, the lure of illicit activities such as smuggling (consumer
goods, weapons) and drug trafficking is as difficult to resist as the call of extremist elements.

There are few livelihood opporhities available to the people. The local economy is chiefly pastoral,
with agriculture practised in a few fertile valleys. Most households are engaged in piievaty
activities such as subsistence agriculture and livestock rearing, or-staél busings conducted
locally. Others are involved in trade within the tribal belt or with desountry markets. Women take
active part in agricultural activities, collect fuel wood and fetch water, besides attending to household
work and family duties.

The mostinmediate concern in this regard is the absence of reliable statistical data. Figures available
from various official sources are often unreliable and frequently contradictory, making it impossible
to accurately gauge the situation on the ground or carry meaningful planning. There is limited
conceptual and technical capacity within government departments, with most offices unable to
achieve their development targets.

Selection of the Study Area
The survey studies all seven Tribal Agencies; Khyberz&yakurram, Bajaur, Mohmand, North

Waziristan, South Waziristan, and six Frontier Regions; Bannu, Lakki, D.l. Khan, Tank, Kohat and
Peshawar.
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Questionnaire Development

Two different comprehensive questionnaires were developed and shared with FDA for its valuable
feedback anccommens. After receiving comments from FDA, a further review and modification of
the questionnaire was made before it was finalizgtd approved Forthe ease of the inteviewee

and keeping inview the education level in FADAth the questionnaires were developed and
administerd in Urdu.

CAMP workd closely with FDA Department of Industries to enlist and identify all service sectors,
before data formswvere developed and distributed. CAMP ensdithat the data collected is correct,
useful and providd strategic guidance for the planned development interventions.

Training of Field Staff

After the questionnaires were final, an extensive tday trainingworkshop was conductedat
Peshawaon 19 and 20 December 2008 the enumerators and field supervisors.

The objective of the training session was to explain the scope of work, develop understanding of the
guestionnaire and train the field staff on the survey methodology. A session on security was also
included in the training, keeping in mind the currentusition in FATA. A training report was
submitted to the FDA within two weeks of the training.

Pre-testing

The questionnaires/data forms were ptested by interviewing a few respondents in FATA. This
helped the enumerators to identity any problems asdek clarification in the questionnaires/data
forms or in field deployment strategy.

Primary Data Collection

The primary data was collected through a survey questionnaire identifying existing Industries, Service
Sector entities, & abourforce & detecthg constraints in all seven agencies and six FRs Regions on
the parameters in the guidelines and TORs circulated by the FATA Development Authority (FDA). A
structured questionaire was used for data collection.

Data Accuracy/Quality Check

It was ensuredhat the data correctly records the event it represents and data gathered from the
field is accurate. The most common place for data to become inaccurate is on initial data gathering
and data entry. Trained enumerators and data entry operators were appoifdr this purpose and

were properly trained on questionnaires, interviewing technique and data entry. The enumerators for
each Agency/FR were involved throughout the data collection process in the same Agency/FR in
order to make the data more accurate.
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Agency Team Leaders checked the data collection process and collectad ttadieldon the spot.

The FieldCoordinatorhasalso chec&d the completed questioners/data formshen receivedrom

field by CAMPOffice at PeshawaAfter assurance that the data collected was accurate and reliable it
wasprocessed for data entry.

Data Entry

Two different databases were developed for data entryteb thematic questionnaires/data forms.
CAMP engage8l Data Entry Operators and an $1Manager to develop and manage databases for
data entry of the collected and compdalata forms (questionnaires) for industand service sector
entities, seperatelyThe data entry process was continuesly monitored by the MIS Mawddtar
completion ofthe data entry it was cleaned for errors free results and statisitcal analysis were made
on three separete countse. industries, service sector and labor force employed therein from various
perspectivego identify gaps and opportunities

CAMP hakeen working on reforms for FCR and has first hand knowledge about the constraints; this
helped CAMP to provide statuary and administrative recommendations to encourage investment in
industry, commerce and trade in FATA. This was based partly on the pensepiews and input

from the entrepreneurs in FATA and FRs besides incorporating knowledge based on expertise and
experience of the core staff about FATA business environment.

The data forms (questionnairebpsalso yieléd the total number of labouforce with designation,
gualification and experience employed in each of the sewtise industrial unit in each of the Agency
and FRs. CAMRasidentifed and recommendd necessarypolicy measures and initiativebased on
the results of the survegnd oucome of the stakeholder consultative workshop

Field Monitoring and Coordination

CAMP core team ensured quality monitoring and evaluation of the whole exercise through close
coordination with the agency and FR based FDA staff. CAMP ensured that questionnaires were
administered to the target group in each of the Tehsils and sectionghwi representative of each

of the tribe and subribe based in identified agencies of FATA.

CAMP worked closely with thBlanager Industries at the FD® plan the survey and provide
technical input based on is longstanding experience in FATA. CAMévalslinated closely with the

FDA to identify Tehsils and specific sections where the survey will be conducted. The planning phase
briefly included technical input on revised questionnaire design, sample design and preparing the
survey instruments.

Usnhg existing contacts and resources, CAMP worked with Rmditical Administrationand
communities to hire local staff from the respective communities in which the survey will be
organized. CAMP also worked with the FDA totpst the survey and locationfdhe pilot will be
decided in coordination with the FDA. Furthermorsgency Coordination OfficefACO), of FDA
posted in the respective agencies/FRs was focal person for the respective data collection/survey
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team. Therefore, the survey team in thaamicular agency/FR remained in constant contact and
coordinated all field activities through the respective ACO.

Stakeholders Consultation

Stakeholders consultation workshop was organiaeéeshawar oMay 24, 201Mmnce the field data

was gathered and some preliminary desk review was done. The agenda of the workshop was
approved by FATA Development Authority (FAK S { ( I {cBnkudttion &ndBarmalysis of their
views on these thematic areas help developbetter understanding of the situation. A orday
consultation workshop brought together all stakeholders, including but not limited to trade unions,
labour unions, FATA Chamber of Commerce, FDA and other relevant government entitiesgetc.

50 participants #ended the workshop whictwasorganized in Peshawar.
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THE INDUSTRIAL SECTOR IN FATA

The latest survey of Industrial units presently operating in FATA has revealed some important aspects
of the economy of FATA. iBhreport is basedon findings of an extensive survey questionnaire
administered to industries in FATA.

Establishment of Industries in FATA

The history of the establishment of industry in FATA dates back to 1956. Although some growth in
establishment of industries wagbserved in the period spanning from 1956 to 1977, there is an
unprecedented growth in this respect in the early eightsbich can be correlated with better access

to electricity in the tribal areas, coupled with a virtually tax free regime, led to tndiigrowth.

Since early 1980 out of all the tribal regions and agencies, FR Kdtyditer and Momand Agencies

have enjoyed rapid industrial growth. The main reason, besides others, is that these areas are in close
vicinity with the cities in settled aras, having access to market, skillabor & raw materia) as well

as financial resources, hence inadvertently forming themselves intssdoclusters and deriving
benefits thereof.

Another factor, servings as a catalyst in growth of the industrial sest@s the demographic
transition that took place in the region. With the soviet invasion of Afghanistan, hundreds of
thousands of Afghan refugees migrated to Pakistan, with greater influx in FATA, for their survival.

The people of Pakistan and more speeific FATA share common historical, social, cultural and
business relations with Afghanistan, which resultedaisurge in economic activities in the area,
presumably providinggbourand some capital besides a demand for some sectors.

History of industris in FATA has not been limited a private sector investments alone. The
government has endeavored to invest in various sectors including Marble, Edible oil and Ghee,
Cigarette manufacturingwoollen mills, leather tanneries and products, match and glass, starting
from mid seventies to late eighties. The total investment over the years amounted to around Rs. 108
million and employed more than 1400 personnel. However, these efforts could not be |dthie

a variety of factors including inefficiencies that existed in project planning as well as management
besides increasing costs of doing business in FATA, which ultimately led to the last venture being
closed in October 1993

List of Industrial Unitsestablished by defunct FATA Development Corporation

Name of Industrial Date of rl Date of Investmen
unit Establishmen closure in Million @ Present status  Employees
Soldfor Rs. 9.000
Oil Expelling & Refinin{ September | October Million in October
1. | Plant, Bajour Agency | 1988 1993 14.300 1993 159
2. | Mohmand Glass September | July 2.872 Advertised for 50
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Factory, Ghalanai, 1977 1979 sale on 18 Augus
Mohmand Agency 1995 but no
response receive(
Sold for Rs. 10.3(
Bara Cigarette Factory) October Million in July
3. | Bara Khyber Agency | August 1976 | 1986 9.981 1992 105
Handover to Gheg
Bara Ghee Mills, Bara Corporation of
4. | Khyber Agency July 1976 1978 17.220 | Pakistanin 1978 | 273
Mulagori Marble February Septemb Sold for Rs. 9.35(C
5. | Factory, Khyber Agenq 1980 er 1986 | 9.271 Million in 1996 147
Kurram Food Product Sold for Rs. 4.75(
at Sadda, Kurram January Million in October
6. | Agency March 1977 | 1983 5.835 1993 41
Tochi Village Match
Factory Miranshah, Sold for Rs.
North Waziristan October August 11.900 Million in
7. | Agency 1975 1984 12.692 | June 1995 221
Tochi Woolen Mills Sold for Rs. 7.88(
Miranshah, North August Million in January
8. | Waziristan Agency August 1978 | 1985 12.682 | 1996 84
Looms Unit Mir Ali, Sold for Rs. 3.10C
North Waziristan February January Million in October
9. | Agency 1982 1985 2.972 1993 30
Advertized in
Newspapers but
South Waziristan December | May no response
10.| Tanneries at Jandola | 1978 1982 11.151 | received 93
Advertized in
South Waziristan Foot, Newspapers but
Wear & Leather Goodg October May no response
11.| Factory Jandola 1982 1985 10.386 received 202

Nature of Industries inFATA

The major industrial production units in FATA aporting and light hunting arm& ammunition,
cloth sewing, mining especially coal ®arble, candle making, and cement. Out of 1815 units
surveyed, B32 (73.3%6) are manufacturing a variety of goods. The following gr@pgure- 1)
indicates nature of industries in FATA. Tabland Table8 in Annexurehave detailed data.
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Figure-1

Nature of Industry
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Major Goods produced in FATA

Traditionallysporting and hunting armis the major industry in FATA. Such industries usually consist
of a few workers working at small scale often outside the main markets. These industries are located
mainly in FRKohat and Khyber agency. Other industries like cloth sewing, packing machines, flour
mills, ice factories etc are established at very small scale, producing mainly for local consumption,
although some of the production is also supplied to neighboringesttireas. The multiplicity of the
industrial production units in FATA is shown in the T&bleAnnexure

Size of the Industrial Units in FATA

The data in Tabtg illustrated in the grapltFigureg 2) below indicates that the majority of industry
consists of small to medium size units. Out of 1815 industrial entities surveyed 1198 (66%) are small
scale, 583 (32%) medium scale and 27 (2%) are large scale units. The lack of availability of credit
facility, deteriorating law and order situation, frequent power shortages, -agailability of skilled
laborand poor infrastructure are the main factors which has discouraged establishment of large scale
manufacturing industries in the area.
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Figure- 2

Size of Industry
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(As per SMEDA classificatigrannexure- A)

In spite of the fact that majority of the industrial units in FATA lat®r intensive, industries fail to
provide adequate job opportunities owing to their small size. Absence of economies oasddbrk

of use of efficient production techniqués small units has often led to higher per unit cost leading to
rapid increase in fixed cost, making products less competitive. With littleegkilman resource
base, large investment inside FATA facelsicentive. This has historically led to large portions of
populations, particularly youth, who are structurally unemployed as they do not have skills to match
the little opportunities that were available.

Productivity of Industrial Units in FATA

The production capacity of the industrial units in FATA and their actual capacity as shown in the
Tables6 and Table7 at Annexureindicates the restricted level of production activity in various
sectors and retarded economic activity.

Table8 in Annexureindicates factors behind the low productivity. Limited availability of financial
resources, unskilled workers, and primitive methods of productioad law & order situation,
outdated machinery, inconsistent supply of raw material & electricity and imyaldi market remain

the main impediments in achieving total capacity utilization. Worsening law and order situation is
also one of the main factors contributing to under utilization of the production capacity.
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Figure- 3
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Nature of ownership ofindustries

At present there is no legal framework available for establishment of joint stock companies or
partnership firms in FATA. The few business established under partnerships are not governed by any
law and are not registered with any regulatorytlaority. The disputes arising among the partners are
often solved throughirga system, which often is not been able to resolve complex business disputes
and is the reason behind declining partnership businesses in FATA. Except in Orakzai, overwhelming
majority of industrial units are run on sole proprietorship basis in FATA. As many as 1497 (82.47%)
units out of 1815 surveyed are run by sole proprietors while the remaining 318 (17.53%) are run
under partnership. This may be due to absence of effectiveutispesolution mechanism, which
makes it costly and risky to operate in partnerships, thereby restricting expansion of business beyond
single family operations. Detad data is given in Tabl@ inthe Annexure
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Figure- 4

Ownership of Industry
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Sources of Finance

One ofthe other factors of smaller sizes of the industry run by single owners is lack of availability of
credit facilities which are offered to industries elsewhere in the country through normal banking
system. Hence, major source of financing business in FApArsonal investment or ghe most
borrowing from relatives and friends. As usually large amounts of money cannot be collected through
such arrangements, this has been an impediment to economic activity. As shown iR1Uadotel
Tablell, a total of 1410(81.60%) of the firms out of 1815 surveyed wemeahced by personal
investment.

Figure-5
Source of Finance
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Out of the meager loans facility available, majority of loans come from retedive friends or private
lenders. The obvious reason being banks are not able to lend in abeéhe@ad RvenueAct, which

is used as an instrument to mortgage assets elsewhere in the country. It is interesting to note yet
difficult to explain that the swrey has also been able to gather data from some respondents in FATA
who have indicated being financed by bankbkis may indicate loans availed on the basis of
properties pledged in the settled areafiough the use of such funds in FATA may still be illega

Figure- 6
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The data in Tabi2 inAnnexureand grapled (Figure7) below indicates that majority of the people
(90.68%) engaged in business activities in the area have had no relationship with banks. They either
borrow funds from friends and relatives with no markup at@idlfrom private lenders on higher mark

up ratesas compared to the mark up charged by commercial banks. This high cost of lending is
leading to a very high cost of doing business inside FATA.

Figure-7
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However, as banks do not extend loans in tribal areas, they are left with no choice but to itiagdte e
personal arrangements including personal investment or loans from private lenders on high markup
rates. The relevant data on mark up rates is given in TablatAnnexure

Figure- 8
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Proportion of personal capital (Capital Structure)

The data shows that a large number of businesses i.e. as many as 1410 (77.69%) are run with 100%
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with their investment alone. Tabl&4 and Tablel5 inAnnexurehave the relevant detasl

Figure-9
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Procedure adopted for Establishing Industries

As indicated by the Tabi&s, majority (55.56%) of the businesses are established through
consultations with the people already in business. In some cases {8y fédsibily studies have also

been carriedout before starting the business. Nonetheless, considering the smaller size of the
industry in FATA and in absence of any legal requirements, feasibility studies conducted often may
not be of therequired professional standardThe industrial activities in FATake not diversified,

which indicates that people have invested in businesses that they perceived successfully in the area,
without giving attention to the viability of another firm joining a particuladuistry or opportunity

cost of investing in a sector.

Figure- 10
How business started
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Sources of Energy

Major source of energy for industries in FATA is the electricity provided by WAPDA. Out of the 1815
units surveyed, 1028 (59.49%) are being run with the electricity provided by the WAPDA alone and
679 (39.29%) units with power acquired from both WAPDA thndugh selfoperated generators.

The industrial units in FAT#Aten do not pay for electricityHowever, the industrial units have yet to

use this facility in their competitive advantage. The reason is frequent breakdowns of electricity and
low voltage vhich has adversely affected their production capackence, availability of free
electricity though initially contributed to rapid industrialization, its unavailability is presently serving
as a huge disincentiv@he data regarding ratio of electricipyovided by WAPDA and other sources is
also given in the Tablgé7 inAnnexure
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Figure- 11
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Nature and Sources of Raw Material used in Industries in FATA

A variety of raw material ranging from spare parts $porting and light hunting armiske barrel /
body / magazines, different chemicals, cement, marble, copper wire and woodretbeing used in

the industrial units in FATA. The nature of the raw material used in FATA industries is provided in the

Tablel9in Annexure

This raw material isupplied through both national and international sources. Majority of the firms
i.e. 1640 (95%) are using local raw material, while rest use imported raw material from Afghanistan,

Middle East, Korea, Japan and Iran. This indicates that existing besiresse the capacity to

achieve sustainable growth by consuming and adding value to locally available raw materiaR0rable

and Table21 inAnnexureshowsinternational andnational sources of raw material.
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Major Problems faced by indusies in FATA

The data in Tabi28 indicates thabad law & order situation in FAT#as been categorized as one of

the common problems by the (783%) owners of industries in FATA along with problems such as
selling and marketingack of financing facilities, power shortaged law and order situation. The
main reason of difficulty in selling and marketing of products produced in FATA is lack of
competitiveness of these products. Due to small scale production, low productivitgctdrs of
production and higher fixed costs has increased per unit cost to the extent that these products
cannot compete with the other produstavailable in the market. Moreover, unavailability of
adequatequality controlmechanismfor industries in FATAas also adversely affected the quality of
products. The result of these problems is logturn on investmentof industries in FATA, due to
whichmanyof the industries are on the verge of collapse.

Figure- 13
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Closure of Industries

The reasons mentioned above have resulte¢lwsureof a large number of the industrial in FATA,
which has further reduced the already diminishing industrial activity. The majority of industries have
been closed in Kurran®2.31%)Bajaur(73.08%)North Waziristan(52.92%)and SouthWaziristan
(50%)agencies. The obvious reason is the deteriorating law and order situation in these areas due to
militancy and sectarian violence. Curfews, frequent power break downs, high operating costs and
unavailability & raw material supply have compelled owners to close down theginessesTens of
thousands of people have migrated to the settled esam FATA. This situation has further reduced

the local consumption. Tabl9 in Annexureshows the Agenewise numter of working and closed
units. The following grap{Figureq 14) indicatesthe current situation of industries.

Figure- 14
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The data indicates that the majority of industrial units have been closed since 2008. This is the direct
result of expanding war on terror in FATA as it intensified particularly in and beyond 2008. The cost of
war on terror paid by the dwellers of FATAriach more than paidy anyone.It has greatly affected

the economic activities in the area and the life has become miserable to the extent that the
workforce and capital has been drainedt to settled areas. The following graph illustrates how the
rate o closure of industrial uniténcreased overtimeThis can also be correlated with the energy
crisis and deteriorated law and order in FATA overtime. The last two years experienced the worst in
energy and law and order with obvious impact on the rate o$aie.Detail data is placed in TakB®

at Annexure
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Figure- 15
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Major Reason of Industries closure

Besides law and order situation, nawailability of financial resources has been categorized as one of
the major reasos for closure (74%), espedialthe credit opportunities to the industries in FATA as
compared to the opportunities available to the industries in the rest of the country.

The industrial laws and regulations in vogue elsewhere in the country do not apply in FATA. The only
mechanism2 ¥ a42f Ay 3 RAaALMzISE 2F lyeé ({AYR A& AGWANHI
jirga is not capablef solMng the complicated issues of industrial disputes. In absence of any legal
framework and under the State Bank of Pakistan instructions, the banks including those working in
FATA are not allowed to grant loans to the people of tribal areas. There is noregahwork to

solve industrial and land disputes etc. The following graph indicates the major reasons for closure of
industries. Note that the data does not cumulate to 100% as respondents indicated more than one
answer. Detailedlata is given in Tablgl at Annexure
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Figure- 16
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Incentives Demanded By the Industries in FATA

The following tableand graph(Figureg 17) gives an idea of the type of incentives demanded by the
owners of industrial units in FATA. Majority demanded concessional loans, availability of consistent
energy at low cost and better law and order situation.

Incentives needed Frequency Percent

Concessional loans 1345 77.84
Extensiorof fiscal & regulatory regime 375 21.70
Availability of energy (electricity and gas) 1561 90.34
Tax exemption on raw material 528 30.56
Improved law and order situation 1118 64.70
Availability of Skilleavorkers 170 9.84
Marketing channelg linkages 143 8.28
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Figure- 17
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SERVICE SECTOR IN FATA

History of the Establishment of Services Sector in FATA

The history opresent dayservices sectoftrades)in FATAcanbe traced back to 1935. However, the
growth in the establishment of industries has only taken momentum in the early eighties and beyond.
Out of the total number of 13221 units surveyed in service sector, 13016 (98 f&®4s)were
established after 1980. The areas of FATA, which enjoyed fast service sector growth, are North &
South Waziristan, Kurram, Khyber and Bajaur Agencies. It suggests that despite the deteriorating law
and order situation and adversities, the services sector loasi§hed in FATA.

As mentioned earlierpne of the main reasons of rapid growth in businesses in the eighties was the
major demographic changdwat occurred in the region. With the soviet invasion of Afghanistan,
millions of Afghan refugees migrated t®akistan, with greater influx in FATA, for their survival. The
people of Pakistan and more specifically FATA share common historical, social, cultural and business
relations with Afghanistan, whichidedin surge in economic activities in the area. Detilata is

given in Tableg2(a) and Tabl82 (b) inAnnexure

Volume and Size of Business Units

The data shows that the majority of services sector activities consist of small to medium size units.
Out of the total units surveyed 78% are small scale, where as 20% of the units are established at
medium scale and only 2k&ve expanded ttarge scale.n an unfriendly environmenincludingnon-
unavailability of credit faciliés absence of legal framework, power shortages, law and order
situation and lack of proper guidance for establishment of viable businesgpansionof services

sector into large scale will remain difficult. The graplrigure;19) below illustrates the situation.
Detaikd data is given in Tabl@3 inAnnexure

Figure- 19
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Type of Ownership of the Business

As the data suggests, majority of the businesses are run under sole proprietorship. The survey
coveling 13221firms, shows that 12063 firms are ruassole proprietorship which is 91% of the total
firms surveyed and only 1158 firms run under partnership.absence of legal framsork the
partnerships are not governed under any law and disp are settled through localga system.

Business Ownership Frequency Percent
Sole proprietorship 12063 91.24
Partnership 1158 8.76
Total 13221 100.00
Figure- 20
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Nature of business

Majority of services sector units in FATA are small shops, stores and workshops etc. Out of the 13221
firms surveyed, 8474 (64%), consists of general stores, medicine stores, arms stores, fruit & vegetable
stores, clothstores, hair dressers shops and restaurants etc. These businesses are of small scale with
small capital investment and have employment opportunities for few. The rest of the firms are also of
small scale ranges from shoe stores to hawkand from dry cle@ers to golégmiths etc. The diverse

range of data of the firms indicates thatthoughno large scale firm existsmall and mediunscale

firms provide employment to a large number of people in FATA. Efforts can be focused to asdlist sm
and medium busingses that provide employment to localhe detas and percentage of the type of
services sector units in FATA is given in FTablanAnnexure
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Sources of Finance

The data reflects that 76.89% of the businesses are financed from personal sourceerdérdage

of loan is as low as 1%. This phenomenon indicates that majority of the businesses are established
with little capital, as large business cannot be established with personal investment alone. It also
indicates that credit facilities are not alable to the services sector in FATA as available to the
services sector elsewhere in Pakistan.

Figure- 21
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Out of the 1% loan availed by the businesses, the majority (i.e. 99.61%) of the loan amount came
from private lenders, friends and relatives. A negligible amount (i.e. 0.23%) came from banks, which
again is interesting and might indicate bank advancgsetsons rather than businesses and in settled
areas.

The negligible contribution of banks is dtgethe fact that the businesses in FATA are not governed
under any lawnor isany sort of regulatory legal framework in pladéhis makes it impossible for
banksto finance businesses in FATnce many of the businesses are small and medium in nature,
specific credit facilities including micro finan@an be a solution in this regard to a variety of
businessesDetail data is gen in Table35 (a) to Tabl&5 (d).The Banks can be allowed to develop
separate lending mechanisms, even with collaterals in settled areas to assist in lending. Small
businesses can be supported through community guarantees.

The data given in Tab@6(a) Annexure confirm the earlier view that banks have little relationship
with the businesses in FATA. 94.30% of the businesses havétleatb do with banks. Banks have
nothing to offer to businesses in FATAfiasns cannot offer any collateral todnks to qualify for loans
given the existingange ofproducts with the banks. Although majority of the perstiyavailed loans
(99.67%) carry0% mark up, the amount of such loans are insufficient and do not satisfy the
requirement of funds for the busass. These loans are usually generated from relatives and friends.
Detail is given at Tabig6 (b) inAnnexure
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Figure- 22
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Figure- 23

99.67 % Markup on private loan/credit
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99.67% busineses do not pay any mark up, while the rest pay less than 1% of annual mark up.
Procedure adopted foestablishment of Business

The data suggests that majoridmost (51%) of the businesses are established through consultation
with the people already in business. Feasibilities studies have also been aautibyg 32.89% before
investing in the businessThe services sector in FATA is not diversified fams are working on a

small scale, which suggests that people start business of the kind already established in the area
without giving attention of the viability of another firm joining theector. Sud practice increases

risks as investment are not adequately planned and discourages efficiency business growth.
Nonetheless, consultations play a large part in decision maKietpiked data is given in Tabig7 in
Annexure
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Figure- 24
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Sources oEnergy

Major source of energy (89.27%) for service sector in FATA is the electricity provided by the WAPDA
which is not paid.The frequent breakdowns of electricity and low voltage do not allow these
businesses to provide competitive services. Detail datgiven in Tabl88 (a) and Tabi&8 (b) in
Annexure
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Nature of Goods and Services of the Services Sector in FATA

The data shows that services sector in FATA consists of small units like arms shops, retail stores, cloth
stores, medicineand shoe stores, restaurants and hair salon etc. The business scattered across FATA
with concentration of arms shop in FR Kohat rf@aAdam Khel) and Khyber Agency (Bara). The
diversity of goods and services provided by the service sector of FATA isimgiV@ble39 in
Annexure
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Source of goods and raw material used in Service Sector of FATA

The sources of the majority of raw material used in the service sector located in FATA are from within
FATA. Some of the raw material is suppliedrfracross the country and from abroad like Afghanistan,
China, Middle East, Kenya (Tea) etc.

The limited service sector does not allow full utilization of locally available raw material. Hence, most
of the raw material is transported out of FATA for presieg in settled areas. It is particularly
important in terms of drain of local wealth from FATA. Destaiflforeign and local sources are given

at Table40 (a) and Tabtd0 (b) inAnnexure
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Figure- 27
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Major Problems faced by businessasFATA

Law and order situation of FATHas been categorized as one of the major problems by entrepreneurs
in FATA along with problems of financing facilities selding & marketing of the product#oreover,
non-availability of proper quality control syems for businesses in FATA has also adversely affected
the quality of products. Detail is given in Taldg inAnnexure
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Constraints
90.00 -+ 85.18
80.00 17 68,24
70.00 -
60.00 -
2 50.00 - 39.48
7
=
2 40.00 - 35.81
b 32.40
° 19.84
& 30.00 - 20.75
(4]
=X
20.00
10.79
10.00 -
2.44
0.00
> < > 5 S S & S N
(\(’\’b ’b@ \IQ-Q? b\‘.'é O\b% b\\.’é‘ i\\(“ ,tb-é’g ¢;b%
¢ L & & S & &Q O _ &\\
& & o2 S S &
?‘b N NV & © o® &
& % \R N X
G o e o N
2 QA O & )
N\ N ¢ > ¢
\ ° 2 NG &
«® ES $
& & o8 ¥ x
° & & & N
N Ay S
<& &
& N
@\.Q ?}\"b
N >
&

FATA Development Authority 45



SurveyEnumeration of Industries, Service Sector EntiliedorForce and Identifying constraints in FATA

Incentives, facilities and priorities

Businessmen perceived that a variety of factors will contribute to suctésse include concessional
loans, extension of industrial laws and regulasgp availability of energy, tax/dutiesxemption on
import of raw material, better law and order and availability of skilled work8pgcific incentives are
needed with adequateredit facilities as per need of locals in various secttirsan be noted that
although when indicating problems, selling and marketing formed a problem for a very high (56%) in
the industries, through in the service sector it has not been prioritizeduas. The following graph
illustrates the incentives demanded by the firms surveyed. Detail data is given in-dlatae
Annexure
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Level of Satisfaction of businessmen in FATA

The following data reflects thatue to low returnson investment67.55% of the business owners are
satisfiedonly to some extentith their businessesl0.76% have indicated total dissatisfaction, while
19.39% have indicated satisfaction and 1.30% have indicated high satisfaction levels.

Satisfied withBusiness Frequency Percent
Not satisfied 1423 10.76
To some extent satisfied 9063 68.55
Satisfied 2563 19.39
Very much satisfied 172 1.30
Total 13221 |
Figure- 31
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Consequences of the Present Law and Order Situation on the Businesses

The data indicates that the major reason of failure of the business activities in FATA has been
identified as worsening law and order situatiamhich has negatively affected motiean 90% of the
businesses. Until improvement in law and order situationnzdarbe improved on permanent basis

this will continue to affect the business environment. The level of negative impact of the law and
order situation on businesses in FATA is given in #81{& and Tabld8(b).
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Figure- 32
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Figure- 33
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Documentaton and registration of the Busincess

The following data indicates that majority of the business are neither registered with any government
authority nor keep documenttion. As businesseare not governed under any law or regulatjon
there is tendency noto document affairs of the businest absence of any regulatory framework,
provision of incentives to such businesmnbe risky. Prior to provision ofany incentive, the already
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established businesses should be provided regulatory environment by ertgmegistrationseven
through existing political sedps.

Registration with any Government Authority Frequency Percent
Yes 1186 8.97
No 12035 91.03
Total 13221

Figure- 34
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Figure- 35
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SITUATION OF LABOUR FORCE IN FATA

A considerable portion of the labor force of FATA is employed in settled areas across the country and
abroad especially in the Middle East. The workforce of FATA employed abroad are not only earning
livelihood for their families but earn vital foreign exaige for the country. The survey however
targeted Labor force working inside FATA in the Industrial and Service sectors. The following analysis
shows the poor status of the labor force and working conditions in FATA.

Labour Force in the Industrial Sectof FATA

Although majority of industries recruit workers, the percentage of recruitment of skilled workers is
very low. Given the level of industrialization, the level of skill of skilled workers is rudimentary and
indicated in training and education lelge Some of the reasons of the low level of employment of
skilled workers are lack of availability of technical training institutions, infrastructureamaiability

of professional faculty, and low enrollment in technical trainicenters. All these fdors have
contributed to high portions of structural unemployment in FATA as the existing workers find
themselves increasingly irrelevant to the demands of little available job market.

Detail of skilled and unskilled workers employed in the industries in FATA is given if2d alvid
Table23 inAnnexurep ¢ KS RFEGF 2F g2NJ SNEQ 2NRAIAY adza3asSaid
parts of the country. A considerable numbewnairkers(35.04%) daot belong to FATA.

Enhancement of skills of local workers through specialized technical training ceulisesable the

local workforce to find jobs in their respective agencies, besides inducing investment and
entrepreneurial activities. T number of local and nelocal workers and their area of origare

given in Table6 (a) and Tabl26(b) inAnnexure

Percentage ofndustriesRecruiing Workers

Recruiing workers Frequency Percent
Yes 1727 99.94
No 1 0.06
N/A (not contacted) 87 4.79
Total 1815
Figure- 36
industries recruiting workers
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e
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Age of workers

The data indicate that average age of workforaagesbetween 2635 years. The majoritf69.4%)of

the industrial units in FATA are involvedsporting and light hunting armsanufacturing, mining and
extraction of minerals etc which are the major opportunities of employment for the people in FATA.
The data also suggests that despite of the fact large portion of workforce is betwe2é {&ars in
FATAmajority @8.08%))havenot attended any school or college or formal training. Percentage on
other detail of age of workers in FATA is given in Fallé) to Tabl€4 (f) inAnnexure

Education and Skill level of workers

The level of education of the work force in FAT Aorsstderably low. Majority87.03%)of workers are
either illiterate have been educatethetween primary tomiddle level. Considering the standard of
education in the area, the condition of the workers education level is miserable. The low level of
educationand skills of workers means low productivity and little incentive to invest in FATA.

Complete data in this regards is provided in TaRte(a) to Tabl®5 (e) inAnnexure The following
data suggests that majorit§@1.6 ®6)of the workers employed do not have prior training or knowhow
of the job they are employeah, nor do they haverelevanteducation. Most of the workerseceiveon
the job training. Such a situation has on one hand reduced the productivity of the industrie
general besides being a disincentive for investors to invest in absence of dkitiedwhile the costs

of importing from outside FATA skillédbor may be high, besides has led to inefficient industrial
practices in various sectors.

Training of workers Frequency Percent

On job 1584 91.67

Through institutional /formal training 144 8.33

N/A (not contacted) 87 4.79
Figure- 37
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Working Conditions and Salaries in Industries in FATA

The majority (59.89%)of industrial units work on a single shift basis. A few indust(#®k31%)
conduct second shift of mostly 8 hours. Less working hours and less number of shifts indicate the
reasonsfor under utilization of capacityn the industry. The lesser number of gkifand working

hours are mainly due to deteriorating law and order situation, inconsistent power supply and an
inconsistent supply of raw material which has resuli@tbwer operational levels.

Figure- 38
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The data suggests thahajority (49.03%)of workers receive salary in the range of. R00/Rs.
5,000/~ per month, which is below the national minimum wage. Tow level salaries are again a
resultof low level skills of workers. The education and skill level of workergydaws. Table27 (a) to
Table27(c) provides complete data in this regard.
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The survey indicates that facilities such as provision of food 88a),accommodation(65.2%) and
health support (4138%) are provided by the industries, though quality of faed is rather poor.
Since the industries are not registered under any law and without any authority, workers do not
receive any retirement benefits.

Figure- 40
Facilities provided to workers
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Most of the workers are employed without any proper employment agreement and are ndt pai
standard remuneration as paid elsewhere in the country. Besides they do not have job security,
retirement benefits and other facilities. There is neither legal framework nor any government
oversight to ensure basic welfare of the employees in harsh wgr&onditions.

Figure- 41
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Labour Force in the Service Sector of FATA

The majority of the firms (72.61%) do not recruit workers as most of the firms are established at small
scale like retail storesporting and hunting armstores, medicine stores, and hair saloons etc which
are run by the proprietors themselves. This shows that services sector in FATA does not provide
enoughjob opportunities to localsscompared to the industrial sector.

Figure- 42
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The majority(72.61%) of servicesector units do not recruit workers but provide employment and
livelihood to those who have invested. The percentage of skilled workers is very low for those units
which recruit skilled workers.

Age, Education and Skill level ¥forkers

The daa indicates that age of workforce in service sector FATA is in the age group betw&n 18
years. This is understandably due to the fact that mostly unskilled youth is employed as helpers in
the service sectors.

Figure- 43
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The dataalso indicates that a large number of workers below 18 years in FATA are engaged in
services sector which also gives an indication that this group has either dropped out of schools or
technical educationor has never attended any. Majority of the workdrs’%) are illiterate and the

rest have the bare minimum of education with some (12.07%) up to the level of matriculatiin (10
Grade). Many have also dropped out at the primary (16.61%) and middle (15.45%) levels. Some have
also attained higher educatiolike Masters 2% an@achelors 5.3%. Only less than 1% workers have
attained education in madrassas.

Figure- 44
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Almost 92% of the workers have no skills when they started working and received on the job training.
Detaikd data regarding age, education and skill level of workers is given in-Zal{g to Tablel1(f).

Figure- 45
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Working Conditions

The majority of businesses work on one shift basis. A few businesses conduct second shift of mostly 8
hours. The less nuber of shifts and working hours are mainly due to law and order situation; non
availability of consistent power supply, uneven supply of raw material and low demand for local
products. Detail data is given in Tadd2 (a) and Tabtd2-(b) inAnnexure

Figure- 46
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Salary Range

The table42 (c) indicates that majority of workers receive salary in the range of,B80/ Rs.
5,000/~ a month, which indicates the level of business operations and little available opportunities,
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which haveresulted in a wage rate which is below the national minimum wage rate. The education
and skills level of workers is very low which is reflected in earning below the usual wage rates.

Origin of Workers

¢CKS RIGF 2F GKS g2N]JSNEQ 2NAIAY AYRAOFGSa GKIF G
Pakhtunkhwa and other parts of the country. A large number of workers belong to FATA as almost all
businesses are run by the proprietor himself who instncases belong to FATA. The number of local
and nonlocal workers in the services sector of FATA is given in -#8(@¢ and Tabld3 (b) in
Annexure

Facilities/Incentives Provided to Workers

Facilities suchsgprovision of foodaccommodatiorand health are provided to workers in the service
sector. However, the quality of such facilities is poor. Since the industrial units are not registered
under any law with any regulatory authority, workers do not get retirement benefits. [Retddta of

the fadlities provided toworkers is given in Tab#4 inAnnexure

Figure- 48
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Most of the workers are not working under legal employment agreement. Hence, they are not paid
standard remuneration as paid elsewhere in the country. The workers also denjmt job security.

Their employment dependspon willingness of the employefhere is neither any legal framework

nor any government oversight to ensure basic welfare needs of the employees. This situation reflects
harsh working conditions for the emplegs.
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Contract with Workers Frequency Percent

Yes 174 4.80

No 3447 95.06
Figure- 49
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Nature of Skilled Workers needed in service sector of FATA

Out of the 13221 firms surveyed, 9725 (73.56%) do not require services of skold@rs. As
mentioned earlier, majrity of the businesses consisf retail stores, restaurants, hair saloons .etc
These businesses are run by the owners themselves and they often do not need skilled waldaers
expansion may have high costs and littletimation in absence regulatory framework other than FCR.
The detai$ of skills needed in services sector of FATA is tabulated in-#&bieAnnexure
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Way Forward

tFr1AadlyQa NI y1Ay3a Ay iKS Df 2 06"%irf2007 ® YL piakdiih ISy
2009 among 134 countriésThis puts the situation of FATA in true perspective, which has remained

one of the most neglected areas in Pakistan, and where the smooomic indicators are at the

lowest. The situation in FATA cantrbe addressed in isolation as any standalone intervention is likely

to go waste Massive reforms are needed on all fronts to bring a turnaround in the lives of the People

of FATA. The suggestions in this report are based on findings of the survey antbsa ade
consultations with tradesmen and businessmen from FATA. Although, the specific recommendations
below list political, legal and economic reforms separately, all measures collectively are focused on
greater economic development of FATA.

1. Economic Bforms
The economic measures to be taken for the development of industrial and service sectors in FATA are
highly interlinked with political and legal reforms in FATA. Given the present scenario, economic
measures alone will not be effective. The following ecoiomeasures are suggested, based on the

problems identified in the survey.

a. ldentification of areas with rich natural resources

An extensive survey is needed in FATA to identify the potential of natural resources available in the
area. Thesurvey will help identify particular areas with rich potential and type of natural resources.
Out of 178 industrial units, 148 were coal mining firms (T-&bie Annexure of the survey). The future
survey should also identify the potential of hydroeledtyigyeneration and coal, gas and oil reserves

in FATA to provide cheap energy resources for local consumption. For this purpose, specific survey
initiatives should be led by FATA Development Authority on a regular basis. A comprehensive
database should beleveloped based on an authentic data regarding mineral deposits and other
natural resources of FATA for better planning. This should be widely distributed and assist in reaching
out to prospective investors.

b. Development of infrastructure and provisionfdechnical assistance

Once identified with rich natural resources, infrastructure such as roads, health, education and
training facilities in these areas should be developed for extraction, processing, and marketing of
natural resources in an efficientanner.

Necessary government support and ensuring enabling environment, such as easy and cheap loans,
one-window-operations for investors, adequate security arrangements, consistent and energy
supply etc should be provided to develop the area, encoumgagreater investment from private
sectors that promise growth and opportunities.

3 A efficient mechanism implemented at Export Promotion Zones in settled area of Pakistan to assist investors acceas editiesty, gas, loans
and others through a government assisteedvandow operation, to save time and efforts.
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There are unexplored avenues in marble sector where government can take the initial step of
providing superior technical expertise and extraction and processing, besideslipg training
opportunities to make use of waste marbl@ case in point here can be investment with greater
focus on training opportunities also in marble Mosai¢ arere applicable.

Similarly, provision of technical assistance to the gun manufagundustry may be a challenge as
production, though of compatible quality, is essentially illegal as the industry mostly produces
replicas of various well known regional and international brands of arms and ammunition. The gun
manufacturing industry in # Dera Adam Khel areas of FATA is essentially a cluster. This industry
employs more than 10,000 people working in the small arms factories manufacturing Nuts, bolts,
triggers, rifle butts and barrels and a variety of ammunition are manufactured in smigdl"ufhe
government can provide technical assistance in terms of licensing business besides providing modern
training in manufacturing and ensuring access to finance and latest equipment, hence making the
industry produce at least legally accepted andioeglly competitive even for exports at a later
stage.

Implementing these steps is expected to ensure a cumulative causaktianwould positively affect
host of industries attached both vertically and horizontally to marble, gun manufacturing aid co
extraction industries, creating greater benefits for the people of FATA.

c. Encouraging use of clustdrased approaches for efficient economic development in marble,
coal and minerals and gun manufacturing industries

Encouraging clustering approachissvery relevant to a number of business sectors such as marble,
gun manufacturing, and coal extraction in FATA. A business cluster is a geographic concentration of
interconnected businesses, suppliers, and associated institutions in a particular fiedter€ are
considered to increase productivity with which companies can compete, nationally and glbbally.
Clustering also creates synergies and complementarities and produce externalities filocaton

and scale economies.

The clusters generate interrelated economic activities due to various reasonsasygtesence of the
unique natural resources in the area, proximity to markets, availability of cheap labor in the area, and
may be due to specialncentives with an aim talevelop particular sector at certain geographic
location for example tax holidays, cheap loans, subsidies etc.

Although, clusters are often formed on their own, government can nonetheless encourage formation
or extension of clusters by providing inces@s in industrial estates and manufacturing zones for new
industries. Cluster based approach for industrial development has special importance and utility in
case of some industries in FATA. Development of industries in FATA in clusters and spetial indus

4 pakistan Sine Development Company (PESDEC) has used this to great success in some areas by providing training to women andatad be repli
the tribal areas with little investment as the raw material is in abundance.

® Cumulative Causation is defined @fsthenature of the positive feedback that can lead terséiforcing growth or
stagnation.http://www.pkarchive.org/theory/dishpanl.html
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zones with interrelated industries at the same geographic location at an appropriate place, in
LINPEAYAGE G2 GKS SEGNI OGA2Y LRAYG 2F yIFddzNIt N
agency would be an appropriate option for FATA. Thisishioe adopted as a best practice for other
industries, which can then encourage the development of more cottage industries base inside FATA.

Such clusters could easily then have all the facilities like special credit arrangements, health
education, tar@ted training and business guidance facilities, industrial machinery repair work shops,
concerned government agencies, special security arrangements, better market access through
development of road networks for such clusters, and local arrangements feempgenerations.

Clusters will provide opportunities for establishment of profitable business in FATA in at least the
sectors identified. These can include:
e Better and manageable security arrangements due to existence of all the industries in same
area;
e Local production of energy with low distribution cost;
¢ Increased competitiveness of the products due the following reasons;
0 Reduced Transaction costs;
o0 Reduced transportation cost as the industries will be located in the same geographical
location;
o Avadlability of required skilled workers due to the targeted training facilities in the
areas;
o0 Reduced cost of doing business;
e Cluster will provide better and increased job opportunities for the locals;
e Concentration of interrelated industries at one placghnbetter training facilities will provide
an opportunity to develop more skilled work force in the area;
e The attained skills will increase the productivity of the workers and hence, salaries and wages;
e Due to increased competition for workers, the wid environment will improve
considerably.

d. Access to Finance for the Industries in FATA

Monetary and financial policy plays a major direct and indirect role in governmental efforts designed

to expand economic activity in times of unemploymerbespitea A Ay A FA Ol yi 3INR GG K
financial system, access to finance remains elusive for most Pakistanis, especially for poor people,
women, and small businesses in rural atkathe situation is worse in FATA. Normal bank lending
operations are not alloed in the tribal area. In absence of legal framework, commercial banks
cannot extend loans to businesses in FATA. As extension of land revenue laws might take time,
government can develop financial instruments which can allow credit facilities to busahessmen

through personal guarantees and mortgage of property if any in the settled areas of Pakistan.

Data indicates that large numbers of small and medium businesses in the service sectors are to an
extent satisfied, while also indicating increasiegel of satisfactiorin many casesSimilarly, small

scale businesses have indicated the highest need for financial assistakeeiise,finance and
assistance should be focused more on sectors that need it the most and contribute by employing the
highest percentage of workforce.
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This will address one of the main constraints indicated by the businessmen in FATA and will assist
them to have relatively easy access to finance which can then be used in purchase of raw material,
payments of wages, or uses working capital.

e. Compensations for the Industries affected by the law and order situation

The majority of the industries and service sector units in FATA have been badly affected by the law
and order situation in the aréd. As the survey indicatesnost of the industries in FATA are
established with personal capital and have to be compensated for the losses suffered due to the law
and order situation. This will help them resurrect again on sound footings besides inducing greater
private investment a investor confidence increases.

One mechanism to assess losses can be establishment of a guardian committee with representatives
from all sectors and areas. However, in the long run, insurance companies should be encouraged to
expand operations througimnovative products inside FATA.

f. Immediate steps to solve the problems of the mining sectors

Welfare of the workers

The survey indicates that the condition of workers in the mining industry is deplorable and needs
attention. Government, through immediate amendments in the FCR or promulgation of new laws,
should ensure the safety and welfare of workers working in theemand extraction areas. The
present agency administration can be used to ensure that basic and emergency health, water and
sanitation facilities should be provided to cope with emergencies during mining activities.

Safety standards should be implementéd workers, with necessary training on how to cope with
emergencies in mines should be ensured.

Provision of these facilities can also be ensured partly through ongoing and planned development
activities of foreign funded projects in FATA. Besides,ramae companies can be encouraged to
expand inside FATA to cover health, accidental or retirement coverage for laborers working inside
FATA.

Link Roads to Market

For development of mining and other sectors, better roads links between market anéhthestrial
areas be developed and the processing industries should be encouragestablish businesses near
mining sites to reduce transportation angroduction costs.

Training and guidance facilities to use modern scientific technigues

The techniquesand methods of mining and extraction used in FATA are primitive and the machinery
is obsolete. Training centers should be established in the area to impart training on modern lines and
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efficient techniques of mining with use of modern machinery. Guidaraefinancial support should

be provided to acquire modern mining machinery. In fact, a large underpaid workforce both in
industries and service also reflects a situation of structural unemployment, where workers do not
have adequate skills to match thetle available opportunities. This should be addressed with
investment in training facilities that provide new skills that truly caters the demand of industries.

Safety Requlations

Adequate safety regulations should be implemented for developmenmofing sectors. Mining
sectors use explosive material excessively. Presently, no law exists for the commercial use of
explosive material which has increased problems faced by this sector as supply of explosive material
is cumbersome.

g. Reorganization offibal AreaChamber of Commerce and IndustriéEACCY)

Although a defunct FATA Chambers of Commerce and Industries is in place, government needs to
help reorganize the FATA Chamber of Commerce and Industries. Fresh elections should be held and
due represetation to sectors and areas should be given in the Chamber. The Chamber should be
involved in future planning for the industrial and services sector of FATA. This will provide a way for
effective and efficient policy formulation for industrial growth inTRA

h. Immediate Steps for Industrial sector development in FATA

Rehabilitation of closed industrial units

The survey indicated that out of 1815 units, 282 have been closed down and more units are at the
verge of closure (Tabi29 and Table&0 in Anmxure). Immediate steps are needed to rehabilitate
these industries which will help generate economic activity besides employment opportunities to the
people of FATA.

Opening up of Bara Bazar (Markét)

In the consultative meeting, the Tradesmen and Businessmen from FATA have particularly identified
the problems being faced by businessmen from Bara Bazar, Khyber Agency. The Bara Bazar is closed
now for more than one year due to security operation in theaa Hundreds of thousands of people

from different parts of FATA in general and from Khyber Agency in particular have become jobless
with closure of Bara Bazar.

Businesses worth billions of Rupees have been closed or shifted to settled areas. Thegainelstsite
near Bara Bazar consists of cloth sewing, PVC pipe and electronic goods such as electric fan

® This was requested by tribal businessmen in a conseaitativkshop
" This issue was raised by traders in a consultative workshop
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manufacturing units which have been severely affected from the situation and are at the verge of
total collapse. It is therefore, imperative to take nmediate steps to open the Bara Bazar within a
completely secure environment to enable the businesses shifted to other places to relocate in famous
Bara Bazar.

Consistent Power Supply to Industrial units in FATA

The FATA businessmen have also demandédidized electricity which can be justified as positive
externalities are expected to exist though and in the long run, local coal deposits can also be used to
generate electricity for local consumption while the government can assist by helping to ingabrt
based power producing units in collaboration with local investors.

The industrial and service sector of FATA has been badly affected by the power shortages as in rest of
Pakistan. People have placed their own transformers though electricity is nfteavailable.

Besides other problems including law and order situation, lack of availability of proper credit facility
and raw material etc one of the main problem for the existing industries in FATA is the inconsistent
supply of electricity and low voltage. The induestrwhich are trying to survive in the wake of other
adversities are badly affected by power shortage. The small scale industrial units of FATA are unable
to generate their own electricity. Based on existing power sources the government can ensure
electriaty to main industries in FATA, however it will be very difficult and inefficient if industries are
located far from each other, hence such an incentives is only feasible for industries clustered
together.

With initial support and technical assistanecerh the government, local investors could be organized

to set up independent power plants inside FATA to provide power to designated areas and sectors.
With such a high weatered and increasing demand for electricity, gradual investment should provide
for market based solution in terms of competitive pricing and efficient suppiyorder to provide

cheap and consistent power supply, locally available resources for energy production like hydro
power generation potential, gas and coal reserves should Ipdoi&d to produce electricity locally.
Besides, renewable energy options such as solar and particularly wind sourced energy should be
encouraged.

2. Political and Legal Reforms:

a. Abolition of Frontier Crimes Requlation (FCR):

FCR is one dhe main obstacles in bringing modern legal and political reforms in FATA. Majority of
the people in FATA have voiced concerns against FCR in different surveys conducted for the‘purpose
FCR framework is an administrative tool since the British colooniargment and does not allow
opportunities of socieeconomic development in the area; hence the first and foremost reforms

8 This issue was raised by the businessmen of FATA in a consultative workshop
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should target the very genesis of what people of FATA consider an impediment in their development.

Although being a virtual padf the Khyber Pakhtunkhwa, people of FATA do not enjoy the benefits of
development in the settled areas. They have historical secamomic contacts with the people in
settled areas. In many cases, the lives of the people of FATA greatly depend ontlét aetas. To

be able to benefit from the development in the mainstream economy of Pakistan, FATA is best
integrated into the Khyber Pakhtunkhwa with due representation to the people of FATA in the
provincial and national assemblies.

i. Extension of set#td areas Judicial and Land revenue systems into FATA

Government can improve development outcomes by providing institutional infrastructpreperty

rights, peace and order and rules that encourage ®rgn investments Lack of extension of the
existig Land Revenue Act does not allow for collaterals for loans and hence commercial banks
cannot provide credit to local industries in FATA.

Extension of judicial and land revenue system are vital for economic development turnaround in
FATA. This will alsdi@w financial institutions to extend their lending operations inside FATA, thereby
reducing the cost of generating capital, which is high considering limited and expensive sources of
availability of funds.

A business enabling legal system should alsst &t rapid socieeconomic development in FATA. The
extension of the existing judicial and land revenue system of settled areas to FATA is imperative, as in
absence of any legal framework and regulatory system, the investors will remain reluctantoimve
FATA. The data obtained from the survey suggests that some 77% of the businesses are financed by
personal investment and the remaining have obtained loans from relatives and friends or from
private lenders.

Banks and other financial institutions @he country have no direct contribution in business
development in FATA due to absence of legal cover. With the advent of development aid in FATA,
some insurance companies have already started to provide cover against accidental and terror
insurance, thiscan be enhanced to cover broader scope including health cover for labor, besides
initially banks can be encouraged and allowed to accept collateral in settled areas for investment in
FATA.
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ANNEXURE

Annexurecl SME Definition for the purpose aflassifying small & Medium Enterprises

SME DEFINITION FOR THE PURPOSE OF
CLASSIFYING SMALL AND MEDIUM ENTERPRISES
(Source: SME Policy 2006)

Total assets
(excluding land &

building (Rs. Annual Sales
Size Sector Employment (a) Million) (b) (Rs. Million) (c)
Manufacturing <50 Up to 30.0 <100.0
Small Service <50 Up to 20.0 <100.0
Trade <20 Up to 20.0 <100.0
Manufacturing 51-250 30.0 to 100.0 100.0 to 300.0
Medium | Service 51-250 20.0 to 50.0 100.0 to 300.0
Trade 21-50 20.0 to 50.0 100.0to 300.0

(). To beeligible an enterprise must fall into the respective size category as measured by
AEmpl oyment 0.
(). Ful filling the

~

criteria either as fAa and bodo o
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TABLEL: Year of industry Establishment

P P P PR <L
.35 _ ... 38%8 28%5¢821ibh5b
I8 g2:fifs33¢¢geeyy
2 § £ 2 £ 28 8|g 8|E 2=z =22 8 8 g g
§ Y 2 B g g g £cfF @ 2 &8 2 2 5 z Z
- " J £ 212 2 £k 3
SR e ¥ % ¥ g g % Z 8
1956 1 1
1964 1 1
1969 1
1970 2| 8 1 1 12
1972 1
1973 1 1 2
1975 4 4
1976 1 1 2
1977 1 1
1980 1| 3 2| 4 7 1 1 56
1981 1 1 2
1982 2 1 8
1983 1 5 1 10
1984 1 1 4
1985 5| 1| 2| 32 51 1 2 48
1986 1 1
1987 1 5 1| 2 11
1988 2 71 21 1| 2 3 36
1989 13 6 19
1990 6| 1| 3| 78| 1 1 27| 2 6 1 126
1991 3| 28 1 10 1 3 46
1992 1| 19 19 2 6 48
1993, 2| 2 3| 22 1| 10 1 3 44
1994 8 6 1 3 19
1995, 2| 3 9| 49 25| 1 17 1 107
1996 1| 20 8 1 3 1 35
1997 1| 1 8 14| 1| 1 32
1998 2| 37 32| 1| 1 14 1 100
1999 4 2| 19 3| 1| 4 3 2| 1 73
2000 15| 20| 1| 4| 58 1| 70| 3 16 9| 2 200
2001 11 6| 40 1 1| 51| 2| 3| 1| 24 2| 1 146
2002 | 5 2| 11 1| 34 19| 1| 3| 2 92
2003 14| 3| 2| 2| 9 1 2| 39 2 9 1 84
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2004 21| 3| 1 14 1 24| 3 13| 1| 2 87
2005 25| 10| 2| 4| 11 1 1| 29| 1| 2 31 117
2006 | 25 1 9 1 18 1 10 1 71
2007 23| 2| 1 9 1 1| 27 10 1 75
2008 | 17 1 8 24 11 1 62
2009| 4 2 1 8 13 28
2010 3 3

170| 90| 18| 67|598| 1| 7| 2| 12|537| 20| 30| 1|225| 2| 26| 9 1815

TABLE2: Nature of industry

Nature of Industry Frequency Percent

Manufacturing 1332 73.4
Processing 283 15.6
Assembling 22 1.2
Other 178 9.8
Total 1815 100.0|

TABLE3: Nature of industry (other)

Nature of Industry(Other) Frequency Percent

AMMUNITION 1 0.06
CANDLE MAKING 1 0.06
CEMENT BLOCKS 4 0.22
CEMENT FACTORY 2 0.11
CLOTHS SEWING 2 0.11
COAL MINING 148 8.15
COLRINKS 1 0.06
FLOUR MILL 1 0.06
HOUSE DECORATION 1 0.06
ICE FACTORY 2 0.11
MARBLE FACTORY 2 0.11
METAL WORK 2 0.11
PACKING MACHINE 1 0.06
PLASTIC GRINDING 1 0.06
PLASTIC MAKING 1 0.06
PRINTING 1 0.06
STONE CRUSHING 4 0.22
WOOD WORKS 3 0.17
Total 178 9.81
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