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GEMS AND JEWELRY SECTOR IN
NWFP AND FATA

The global gemstone trade was estimated at US$70 bn in 2005 with the top importing countries
increasing their demand for stones by 13.9% annually! and in 2008, the imports of Gemstones
crossed US$ 100 bn2. Until the 2009 recession, gold jewelry consumption grew by 8% to 29%
annually. The table below graphically reflects the top ten global gemstone importing markets.

Figure I: Top global gemstone importers (2001-2005)

Top Buyers of Gemstones - Global 2001-2005
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Source: ITC (www.intracen.org, 2008). Analysis by JE Austin (2008)

Global trends for gemstones rely on fashion and color that are in demand at a specific period of
time. When green is in fashion, NWFP and Fata benefit as demand rises for emeralds, peridot and
tourmaline. Primary strong colors tend to always be in high demand benefitting the region’s red
(garnet, tourmaline), green, blue and yellow precious and semi-precious gems. Unfortunately, NWFP
and FATA are unable to cater to changing trends in the domestic and global market jewelry
segments which require technology-driven 14-18 Karat jewelry3. Local manufacturers and retailers
invest very little on branding and marketing, and there is little experimentation with design due to a
local predominance of traditional tastes focused on wedding jewelry.

The gems and jewelry sector in NWFP and FATA in addition to limitations caused by a lack of
understanding of trends in consumer preferences have underdeveloped design capabilities and use

! The US has led demand followed by Belgium, Israel and India. This is based on data available from ITC and J.E. Austin reports on this
sector as cited in footnotes below.

2 This is based on data available from Trade Map (Www.trademap.org)

® Most of Pakistan produces 21-22 Karat gold jewelry which has a much more limited global market and which is becoming too expensive
even in Pakistan due to rising gold prices. There is a shift to silver and gold plated silver jewelry, stainless steel and other alloyed metal
jewelry with few NWFP and FATA producers adequately trained to work in these metals. (Based on industry leader information gathered in
2008/9)
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low level technology for gemstone cutting and carving and jewelry manufacturing. Although the
Pakistan Gems and Jewellery Development Company (PGJDC)# has spearheaded training initiatives
and development of more technical design capacity in some parts of Pakistan, it has yet to implement
these programs on any appreciable scale in NWFP or FATA.

The gemstone sector in NWFP including FATA is characterized by its untapped potential. In addition
to stones mined in Pakistan, there is a significant quantity of precious and semi-precious gemstones
flowing in from Afghanistan as well as ornamental stone such as lapis lazuli5. Much of this trade is
informal but Peshawar serves as center for Afghanistan.

I. ECONOMIC IMPORTANCE OF GEMS AND JEWELRY SECTOR
IN NWFP AND FATA

The gems and jewelry sector of NWFP and FATA caters mainly to intermediaries, with little direct
end-buyer linkages and a lack of access to formal financing. In FATA, the sector’s contribution to the
region’s GDP has been estimated to be 0.04% with total employment generated being ca. 2,500
persons (1,500 for gems and 1,000 for jewelry.) with between 500-600 enterprises roughly divided in
equal number between the gems and jewelry sub-sectorsé. Although, there are no detailed
employment figures for all NWFP, based on industry sources, the estimate is provided below:

NWFP Gems and Jewelry Estimates (Source: Estimates by ).E. Austin, 2008)
Trading Value US$200 million (estimated)

Share of Provincial GDP (PGDP) 2.1%

Export Volume US$200 million

The annual production value of gemstone mining in FATA has been estimated at US$12-15 million?.
Areas of NWFP and FATA with known deposits of precious and semi-precious gems include by
gemstone: agate (Dir, Kohistan), aquamarine (Chitral, Neelam Valley), emerald (Charbagh, Gujar
Killi, Makkad, Mingora, Shamozai, Mohmand Agency [FATA], Bajaur agency [FATA]), feldspar
(chitral), garnet (Chitral, Malakand, SWAT, Bajaur Agency [FATA]), kunzite (Chitral), moonstone
(FATA), lapis lazuli (Chitral, NWFP/Afghan border), peridot (Kaghan Valley), quartz (Chitral, North
and South Wazirastan Agencies and other parts of FATA), sapphire (FATA), pink and golden topaz
(Katlang, Mardan), tourmaline (Chitral)s.

4 pakistan Gems and Jewellery Development Company (PGJDC) has been established to drive the development of the Pakistan Gems and
Jewellery sector and was incorporated in June 2006. PGJDC has been established under the guidance of the Ministry of Industries,
Production and Special Initiatives, Government of Pakistan.

® In addition to lapis lazuli which can sell for up to $2-300/kilogram for the better qualities, there is kunzite, tourmaline (5-10,000 grams a
month), top quality emerald (ca. 5-10,000 karats a month) and ruby (about the same), aquamarine (600-1,000 kilograms a month), and other
less precious stones such as serpentinite. This information was provided by the industry itself, and is approximate.

® J.E. Austin Associates, "FATA Gems & Jewelry Value-Chain Report," 2008, p.3. The contribution to GDP is an estimate based on
unofficial calculations as no GDP statistic was available as of the date the report was done. The FGDP estimate developed by the author of
the report is based using proxy to population (2%) share of national GDP. Productivity in FATA is expected ot be significantly lower than
the rest of Pakistan. Thus using 2% (which assumes near 1 to 1 correlation between GDP and population share) would be too high. A range
of 1 to 1.2% of GDP is more realistic. Using a national GDP of US$143.8 bn (2007), this translates into a FATA GDP range of US$1.44 to
US$1.72bn. US$1.6bn is a mid-range between these estimates. The 0.04% sector share of FATA GDP is based on the estimated FATA
GDP of US$1.6bn.

" This figure was provided by APCEA, J.E. Austin, “Fata Gems & Jewelry Value-Chain Report,” 2008.

8 Source: Industry leaders, and see also J.E. Austin, “Gems & Jewellery Pakistan: Strategic Plan for Pakistan’s gems and Jewelry Industry,”
2006 produced for the USAID funded Pakistan Initiative for Strategic Development and Competitiveness (PISDAC), p.39.
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Despite abundant reserves of precious and semi-precious gemstones and a history of jewelry making,
NWFP and FATA have been unable to develop an internationally competitive gems and Jewelry
industry. The sector remains fragmented and largely artisanal and small scale in nature characterized
by retail jewelry shops and a highly informal gems trade®. Traditional methods of mining, gem cutting
and jewelry making are marked by high waste and damage of stones resulting in high levels of
foregone value!®. Absent precise geological data and an organized mining sector, small miners search
for gems by trial and error in areas commonly known where deposits exist, using uncontrolled
blasting and poor excavation techniques. There is no use of high-technology machinery and
equipment throughout the value chain for both gemstones and jewelry.

2. COMPARISON WITH THE SECTOR GLOBALLY AND WITH
OTHER PARTS OF PAKISTAN

Gap analysis shows that NWFP and FATA gems and jewelry sector lag behind the national industry
in all competitive attributes!!.

Gap Analysis: NMWEFFATA & Intl Comparators
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3. MARKETS

There is a niche market in the Canada, the US and the UK that has been developed for traditional
jewelry to retailers for Pakistani and other south Asian origin buyers. Pakistan exports gold jewelry
successfully to Dubai and other parts of the UAE, where several Pakistani producers and retailers
have established their own offices.

Within NWFP and FATA, marketing is limited by the absence of an ability to showcase their gems or
jewelry. Marketing and branding are further constrained due to a lack of credible assaying or
hallmarking facilities to ensure the quality of gold jewelry and gemstone laboratories able to identify
and certify gemstones. The NWFP and FATA gems and jewelry sector cannot readily provide the
level of transparency demanded increasingly by large gems and jewelry firms to ensure stable
services and supplies of traceable quality material with constant standards.

° The International Colored Gemstone Association estimates the actual gems trade to be ten times the official statistics, reflecting the
informal character of this trade.

1o The artisanal and small scale mining which use uncontrolled blasting results in losses of more than five times in foregone value. (Based
on information provided by industry leaders)

1 See J.E. Austin, “Gems & Jewellery Pakistan: Strategic Plan for Pakistan’s gems and Jewelry Industry,” 2006 produced for the USAID
funded Pakistan Initiative for Strategic Development and Competitiveness (PISDAC), Annex 6.3.
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4. LOCATION OF THE INDUSTRY
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Source: J.E. Austin, “FATA Gems and Jewelry Value-Chain Report,” 2008

5. ACTIVITIES AND ACTIONS UNDERTAKEN IN THE SECTOR
TO DATE AND SUGGESTED ADDITIONAL INITIATIVES/
ACTIONS

To date the PGJDC has been implementing initiatives identified in the sector strategy developed
under the USAID funded PISDAC project with industry, the Government of Pakistan and academia.
These initiatives include the establishment of training and common facility centers for jewelry design
and manufacturing in Karachi and Lahore, an upgraded lapidary training and common facility in Gilgit
and an inchoate gems exchange in Peshawar. The PGJDC is in the process of obtaining a five story
building in Peshawar adjacent to the market in the Namak Mandi area. University of Engineering and
Technology (UET)/Peshawar has received a USD [0 million grant from the Higher Education
Commission (HEC) to establish a gems center of excellence on its campus. The Ministry of
Petroleum and Natural Resources has sought to establish lapidaries in a number of locations.
Pakistan Council of Scientific & Industrial Research (PCSIR) has created a model assaying and
hallmarking facility in Lahore.

All of the initiatives are just starting so it is difficult to judge them or extract lessons learned. That
said, it is clear that working with the private sector is critical to success, and working with the
PGJDC provides an immediate linkage both to the private sector and public sector. Coordination
among stakeholders is still not at a level required to obtain the optimal impact of the various
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initiatives that are under way. The response to each initiative has been very strong indicating a
market demand for such services.

With respect to NWFP and FATA, the UET initiative with HEC funding is laying the foundation for a
quality gems education program. PGJDC intends to rent a five story building that was recently
vacated by a private college. PGJDC intends to create a training center and Facility Training and
Manufacturing Centers (CFTMC) for jewelry making and gems cutting at this site. It would optimize
the impact of this PGJDC initiative on the gems and jewelry sector in NWFP and FATA if the
Pakistan Trade project, along with Firms, Jobs, and CRISP all considered ways to enhance what the
PGJDC intends to do. This could include upgrading security at the site with the construction of a
walled protective perimeter for the building and security enhancements inside the building. Pakistan
Trade Project could work with PGJDC to have the building declared an export processing zone or
special economic zone to include the surrounding gemstone trade and jewelry manufacturers and
retailers.

1) Raise Value Chain Productivity

a) Establish Common Facility Training and Manufacturing Centers (CFTMC) to upgrade existing
technology and processes in mining, gems processing and jewelry manufacturing — adding
equipment to what PGJDC may acquire to ensure that the CFTMC has adequate
numbers of needed machines and the latest technology for training the local industry and
to provide fee based services and use of the equipment for value addition;

b) Establish a gem identification and certification laboratory at the site to ensure better
understanding of gemstones and their properties, perhaps in coordination with UET and
its gemstone Center of Excellence;

c) Help finance conducting an NWFP/FATA geological survey to identify new deposits and
quantify the existing ones; work with UET Peshawar Gemstones Development Centre
(GDC, Peshawar), PGJDC and public sector (NWFP Provincial Government and the
Geological Survey of Pakistan, Government of Pakistan);

d) Assist PGJDC and GDC with technical assistance to work with the financial sector and
with insurance companies to develop products for the gems and jewelry sector;

e) Work with PGJDC to create a machinery pool that can be used by miners to enable
them to access equipment to improve gemstone mining to reduce waste and realize
greater value for gemstones and specimens.

f) Increase compilation of historical geological data, making the data available at zones and
at clusters for the industry to become more aware of where resources are situated in
what quantities.

2) Improve Industry Marketing and Branding

a) Assist PGJDC to create a secure Assaying and Hallmarking facility with proper vault safes
within the site to enable jewelers hallmark their products and ensure quality of gold
jewelry for the local as well as the international market;

b) Assist PGJDC to develop streamlined and facilitative arrangements with Pakistan
Customs for receiving stones, precious metals, and other inputs as well as exporting
gems, specimens and jewelry;

c) Assist PGJDC to establish a state of the art video conferencing capability to enable
greater interaction domestically and internationally for purposes of marketing as well as
R&D, training, and developing linkages within the global value chain;

d) Conduct with PGJDC market research to ascertain the size of the domestic local market
and to identify customer trends and preferences;
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e) Assist PGJDC establish Pakistan as a world class gold jewelry supplier through a
nationallinternational campaign to position the industry in the international market and
establish recognition at trade shows;

f) Assist GDC at UET and PGJDC to develop training and a unit for specimen cleaning as
this is an important segment of the NWFP and FATA gems trade;

g) Assist PGJDC to invite leading buyers on Buying/Sourcing Trips and visit to technical
facilities;
h) Undertake and assist in marketing research to identify trends of value added products:
i) Undertake increased sector promotion in international markets by attending trade
forums to identify (a) buyers and (b) become conversant with compliance with all
import/export regulations required by buyer markets;

i) Assist companies in complying with labor, environmental and other buyers’
requirements:
i) Seminars and workshops could be held at zones and at major clusters to disseminate
this information and provide greater industry awareness and also help industry to
become more compliant.

3) Invest in Workforce Development and Innovation Capacity

a) Assist PGJDC with architectural support in a training center where gems processing and
calibration, gems carving design on CAD/CAM, jewelry design on CAD/CAM and
jewelry mold making with CAD/CAM can be design on one or two floors, to help
CFTMCs to upgrade the industry’s skill level (as mentioned above); work to develop
stronger linkages between the PGJDC’s center to be created and UET’s GDC.

b) Assist both PGJDC’s center and UET’s GDC by establishing a training center and to
develop R&D capacity to provide short-term and diploma courses in collaboration with
international institutions such as Gem-A (UK), GIA (USA), the Gemological Science
Department at the University of Nantes (France); Provide PGJDC Short Term Technical
Advisors (STTA) such as the Sri Lankan gems lapidary and gems carving experts/trainers
to provide world-class training opportunities; send PGJDC and GDC staff on trainings at
gems and jewelry centers of excellence (the GDC has three staff returning from lapidary
training in Madagascar);

c) Build R&D capacity, working within UET’s GDC and the Geo-Sciences gems lab created
by the Ministry of Petroleum and Natural Resources in Islamabad on gemology and
gems; and with international experts for jewelry design, manufacturing and working with
materials;

d) Strengthen capacity of the NWFP Department of Geology and Mining to implement
reforms and streamline concession processes and safeguards for those receiving
concession(s)/lease(s).

4) Policy Support
a) Create linkages with international gem bodies to explore the potential to set up Fair
Trade Certification processes;

b) Move towards consolidating collection of royalty on gemstones and issuing of invoices in
a single point in the value chain, preferably at the export stage;

c) lIdentify options to provide temporary incentives for a limited time (5-7 years) to
encourage formalization of gems exports.

d) Develop a mechanism through which part of the royalty paid by mine operators is
mobilized back in an efficient manner into developmental projects in the community
where the mine is located:
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i) Enforce benefit sharing arrangements — Mining companies are required by law to
participate in benefit sharing schemes, but, this is not enforced by the government;

ii) Mining regulations should include a framework for community consultation in mine
planning, development, ongoing operations, closure, and post-closure and go beyond
monetary negotiations (surface rents) to integrate communities into planning and
execution of local development plans.
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ANNEX — |: STEP-BY-STEP SUMMARY ANALYSIS OF
THE GEMSTONE VALUE-CHAIN

Value-chain stage Issue Description
Waste Poor extraction techniques and equipment produces high
degree of waste at the extraction stage.
Poor extraction also affects quality and consistency of
. gemstones, affecting the entire value-chain. Value of
Poor quality

Raw material (mining and
pre-mining)

Processing (gemstones)

gemstone and mineral specimen is particularly sensitive
to damages during extraction.

Lack of formal mining
operations/large scale mining

Very basic level of processing,
affected by poor raw material,
inadequate equipment and
skills

Conflict with local communities has created disincentives
to invest in formal mining operations across Pakistan,
along with lack of adequate geodata and difficulty of
access. NWFP & FATA are both further disadvantaged by
the deteriorating security environment. While NWFP has
a provincial mining policy, FATA suffers from a lack of
legal government jurisdiction in tribal areas.

Low value-addition is affecting G&] entrepreneurs in both
foregone income (several times in current value) as well
as industry expansion (as a result of increase in demand
for higher value gems, including possible transformation
of the Peshawar region in an international gemstone
hub). Better equipment, CAD/CAM facilities, and lapidary
training are needed.

Processing (jewelry)

Lack of jewelry certification

Lack of jewelry certification puts NWFP & FATA jewelers
atrisk of selling products at a lower value. It also prevents
industry expansion by losing customers who demand a
credible institutional certification of jewelry karatage.
Unlike competitors in Sri Lanka, Malaysia, India, and
Dubai, NWFP & FATA jewelers do not assay (analysis of
individual gold article) or hallmark (analysis of final
jewelry item). A certification center should be explored,
possibly in Peshawar.

Marketing (gemstone)

Marketing
(Jewelry)

Weak market linkages

Lack of branding and access to
attractive distribution
channels

NWEFP & FATA are currently selling mostly unprocessed
gemstone, without significant exposure to direct or
sophisticated buyers. To address this, it is important that
there be a secure and well functioning Gems Exchange
and an internationally recognized gems lab to both
identify and certify stones and their quality to ensure
better understanding of gemstones and their properties,
and to ensure customer satisfaction and build a
reputation for fair trading12. There must be a secure
courier service and insurance products required for safe
transport of gems and of gold and other precious metal
jewelry. Also, exposure to domestic and international
exhibitions in collaboration with PGJDC and industry
associations needs to take place.

Much of the jewelry sold in NWFP & FATA is to local
markets, without significant value-addition or needing to
meet the requirements of demanding customers. Gems
dealers tend to have small amounts of stones and would
benefit from a secure gems bank where adequate
amounts of stone could be built up and warehoused to
meet the magnitude of gem orders that buyers tend to
place to link with more attractive buyer channels. There
should also be equipment to assist gems dealers in

12 - . . . . . - . .
Chantaburi, a major gems cluster in Thailand saw its business evaporate in a very short time due to a scandal over the actual quality and
genuineness of stones being sold due to unreported and for some time undetected gemstone enhancement treatments.
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Value-chain stage Issue

Description

Cross-Cutting Themes Lack of industry coordination

calibrating their stones to obtain better prices for the lots
they seek to sell. To increase visibility and industry
sustainability, NWFP & FATA jewelers should consider
working with nationally recognized designers to develop
alocal jewelry brand and promoting it at national and
international exhibitions and at a local secure gems
exchange.

The lack of coordination mechanisms across the value-
chain - including mining, gems processing, jewelry
manufacturing, and trading of G&] - is one of the greatest
barriers to industry development, in receiving technical
assistance, taking advantage of economies of scale, and in
improving health conditions in mining areas, just to cite a
few examples.
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ANNEX — 1I: KEY CHALLENGES ACROSS THE GEMS

VALUE CHAIN
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TABLE — I: EXPORT FROM PAKISTAN WITH AVERAGE UNIT PRICE DURING JULY-
NOVEMBER 2009-10

November- % Jul-Nov %
SN | Product November-2009 2008 % Achieved Jul-Nov 2009-10 2008-09 % Achieved
Change over Change over
Target | Export Export Target Target | Export Export Target
1 | GEMS & JEWELRY 9,000 8,784 2,166 305.54 97.60 109,000 | 264,991 83,457 217.52 243.11
a) | GEMS Value 156 216 (27.78) 1,293 1,507 (14.20)
b) | JEWELRY Value 8,628 1,950 342.46 263,698 81,950 221.78

Source: TDAP website (www.tdap.gov.pk)
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TABLE — [I: COMPARISON OF GEMS & JEWELRY EXPORTS FROM PAKISTAN
BETWEEN JULY— NOV 2009 AND JULY- NOV 2008

STATEMENT SHOWING INCREASING TREND DURING JULY- NOVEMBER 2009-2010 (VALUE IN 000 $)

Jul-Nov 2009-10 Jul-Nov 2008-09 Actual Inc.
Product Percentage
VALUE VALUE VALUE
GEMS & JEWELRY 264,991 83,457 181,534 217.52

Source: TDAP website (www.tdap.gov.pk)
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