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' EXECUTIVE symmaRr prARY
1 :Imgouacm_ma :m-._vam_r'zE'w |

As elsewhere in the world the 1nlormal sector 1n Pak
_”jian economlc sector ‘as’ well as a profound manifestation
?i;gorganlzatlon of the state ‘and society: it is at once an e

~political and s001ologlca1 phenomenon. Those! studylng the
_gsector may . understand it in terms of one or&more:hlstorlca
‘It wcan be understood as a chaotic but transitional: .phase

-~ movement from rural llvellhoods values and institution
'iﬂurban organlzatlon, or, -

: The s;ze of the 1nformal sector Jin Paklstan 1'
,contlnulng dlscu551on in: scholarly CerIeS-g;”1 set of es
for Pakistan {(provided in a World -Bank report and discu
‘ :Sectlon 2 of‘thls report) indicates that about '75: per'cent 1
' .. urban-labor force in Sindh and Punjab ‘is employed in: the in

'Tsector.? This estlmate, however, is based on a definition t
o “not consistent w1th the more llmlted definitibn of ini
o jln thls_report RN = Lo RS AR

L Thereaare many facets to the 1nformal sector.,fﬁn'
j}_undocumented phenomenon,xw1th hlghly decentrallzed (o
“elements, and" significant- variation - across >
i'elements.j}It;isgtheﬁsubject of;anfendless?streamndf
- characterizations.. ' There ‘is. little empirical  worl
differentiate: speculatlon from reality, and’ even 1ess,th
.~ enable confident: policy formuiatlon.‘ There is .a va
for: ‘undertaklng‘ careful ' empirical research on th
flnformallty in- each ‘sub-sedtor or act1v1ty,
_,'formallzatlon, and ‘alternatives to a hi
'sector... There is ‘an substantlal challenge
reform at ‘the: Federal Prov1n01al and ‘local:
=best‘pr03ect 1ntervent10ns can be made, and re
15 best left alone by planners and admlnlstrators at

in 1dent1fy1n
levels, decr

o e Thls study,'commlss1oned by USAID/Paklstan,g-‘
=.:_.-fg_:,r.1:>roac3 descrlptlon of’ the 1nformal
- the "de- Soto ‘problem.". _ i
-descrlptlve, -rather than . prescrlptlve. It sought to rev
main theses of Hernando de Soto's book Tﬁe(khanﬂmh, ‘analyze
7 relevance - to . Pakistan's. political, ‘economic - and administ
- [*ﬁenv1ronment. and - document spec1f1c examples in Paklstan,.
ﬁgﬁjlegallzatlon 'of 1nformal act1V1ty would ‘result in’

g S




';_glmprovements 1n economlc eff1c1ency.. The stddy was carrled out
'ﬂ;ta ‘team’ of 13 individuals who examined  seven sub-sectors of3th‘
. urban’ 1nforma1 ‘sector in eight cities of Pakistan., The d '
./ .report on.the study was prepared and dlscussed w1th USAID dur ng-
*:Hgsthe second half of 1990. o B L

A‘In terms of examlnlng' " the broad. polltlcal : economlc

AR dmlnlstratlve theses of TkeChhanﬁmﬁ, the study’ ‘operates at a
.jﬁ?that is. best characterized as speculative. At-a more dlsaggreT
i level, however, ‘the study: yields empirical findings that repr
i]greater (albelt non-unlform) levels of confidence. - The empl
,fflndlngs can be summarlzed under ‘three main headlngS°'

' t&"_"Ii’ypotheses on the maln sources of 1nforma11ty 1n each:oi_t'
lseven sub-sectors studled for this report,f- : PO

jAlternatlves to 1nforma11ty that suggest posslbllltles_
9reform in- the short term, ‘and, Sl . . :

;Major 1ssues that need addltlonal research work__ ?Tﬁ;f._

: ' The remalnder of the Executlve Summary 1s organl edrund
these three headlngs. o - - : .

: souncns :of INFORHALITY S

.f5_2.1 Levels of An31751s

o Thls study is a- comprehen51ve study, in the sense

,,Q_covers seven sub-sectors and ‘eight c1t1es.“-Its flndlngs _ _
- tentative; suggest that two levels of analysis are 1mportant fo
o understandlng the sources of 1nforma11ty.- At a v151b1e level;-o”

'dvnamlc or lonq term factors that appear to cause: people to
~.creative ‘or manipulative throuqh the 1nformal rather!’ than
' formal sector.! Both levels of analysis are attempted in thi
3ﬁstudy, but w1th varylng degrees of success.. L

Sy _1In the termlnology of economlcs, we are’ looklng for chapq
.;Jfﬂatmfthe ‘margin.’ that make 'informal activity a -more attractiy
it }alternatlve to the ‘formal. sector. Any exogenous. change (1n market
- demand," pollcy or. technology) ‘that affects the informal and' formal

-+ sectors. dlfferentlally results ‘in non-uniform: growth of the two

Annex s, whlch reproduces a solved problem from Gary Becker's
‘ffkammnuthaxy. ' : - '

'ﬁsectors.f ‘This is- 111ustrated in textbook eccnomics: fashlon ﬁnfgr




“kdﬁsiﬁ:qéhdﬁHumah-Settiement

.~ The major, observed sources of illegalﬂactiVity;inw_d

o aresi(a) - the general shortage of serviced plots,thatﬁate*'

'”_?available‘”in:-planned~ﬁsettlements - . this' ' leads .to'

_ eeupation, sub-division and development of land. ge |
-';illegal_diVerSion_bf=munici' ' i

A ‘that is .considerably lower than its market val

' }1«prpm°tes;illéga1xactiVity'in pursuit of capital gains;
JQ}Staﬁdards_apd;ptoéédures for zoning, ‘safety and: constr ct

'ffqrfregulariiaticnfdf.iliegal_kaxﬁiabad&. TR

;__,,w;@Thggmajor]dynamic?factor_seems'to-be;the'inapilitY“o¢
. systems to come anywhere close tb'the:demandgfor-housing‘as'“"
',f‘withf;urbaniZatiohgjahd_ rising lincomes;_;-ﬂrhewghighy s
j“hUhdgrstandingland*followinq_officialhprocedurésjiéﬁélég e nt
'a,aas‘ﬁa{yfaCtorﬂfthatﬂ[affects~:thefdrmal ;andf.informal_:éecto

Wﬁﬁdﬁ#&fibg_ ;D”

.. It: -appears’ that the major long ' term - cot
“formalization is o the unrealistic and prohibitively 2N
'{stanaards;forfrégistratidn*pf]sChoolS;z=;Inﬁord¢rﬁtoﬁregi‘te"
 scth1f*ﬁasV1tdf-fulfill':the requirements: for - provisii :
jplayground}ﬁlabcratofy;;physical‘space, teacher q&aii-;cgt-_ns
ﬂuniform chrriculumbstanda:ds,~toilets, financial stateme ts an
‘;solvencyjnmahy“Of_Whichﬂarefimpossible for most schools to £ 1fil
. fAs_afresulttabnlyga}handful'of=$ghdols have registered as re

:;g,Thé*problemﬁié“COmPOunded,byithé_inability“éf'formalﬁ -tol
":”?“(largely:state_3ch061syjtoakeep-péCe:withj (=
?:e;ﬂdemand,fpt,sCthIing*that ha$7ccme”abou'-

”Vpopﬁlatioﬁ}:inéomeS?anaﬁtheiaqe struct:

train

BRealth- .
_-;;,]4Ing¢ommon;Withfhousingﬂand'educatibn,.theﬁhealthysub
 T~ha$ybeenjeXPEriéhciﬁgflarge_inc:éaseSﬁin demand -ass ]
'-j:apidﬂurbaniZatiOn[and_inpréasing incomes.": ~-Unlike ose
. fs§ctprsigh0wever,-infqrmal'health_services3d0“not;appeaﬁ__
_'”;créativ¢"orEVmahipulative; responses " to ‘over-regulation.: |
_T1lappéar,ﬂ;in5teaﬁ¢” to - be ' responses 'tcfﬁdeficien¢iesmn-
_ ;gﬁavailability:bf*seryices.in,specific professional and' loc. nal
-ﬁﬁﬁgatégﬁries,{primarily[nursing_care,'rural areas and poor. urb

-

registration i

: -.,,73T6:fthei.be5tigbf fCU£ﬁfuhaerstandinga.
';N,;Qqnirementijr_lggal operationfof schocls,




"'?1nformal trade - and commerce in the 01t1es. ‘The restrlctlon on

:*,fz.$7fTradeﬁandtCOmmeree:;

The 1nformal trade and commerce sector caters largely to 1o=ﬁ

_f31ncomesgroups. This study‘concentrateo.on specialized mandis (loca_
“markets) ‘for fruit and vegetables, and small vendors. The dynamic
f;factor behlnd ‘the. growth of. these act1v1t1es is a: comblnatlon
“two . forces’ = growing market demand, and supply restrlctedv
__exp11c1t1y by admlnlstratlve means. The source of growing demand“
appears:to be the growing number .of urban low income households,
which generate the demand for.. -cheap goods and services througt

supply emanates from. administrative ‘restrictions: (often complete
‘bansg)- 1mpo ed: by local governments on the- right to vend ‘and set-up
markets i 4the TNumbers" demanded and at 1ocatlons that are 1n great
demand, partlcularly by the urban poor. '

llegally obtalned money (1nclud1ng narcotxcs
From the”admlnlstratlve point of v1ew, the supply
- rae P! o ces ~has' been restrlcted. in two ‘ways.
’ ; ways been slower ‘than the prlvate sector_
ace ptlng new forms. of transport.’ . “The -
_cal ProV1nc1a1 -and: Federal levels o

€ me ns,. enoouraglng recourse to 1llega1 act1v1ty on
m s of competltlon..

; 2 ther- elements of mechanlzed road transport
‘trucklng is ar almost completely deregulated competltlve and- lega]
- i ise: atruckf.permits have been freely avallable 'since

_ ?]3The dlscu551on “in thls study is. conflned to mechanlzed road;i
jtransport and dlstlngu1shes ‘between 1nter—c1ty bus transport, thel’

. Various, forms of | 1ntra—c1ty transport prlvate tax1s,1n c1t1es and=
_{trucklng.. LT R :




,L'jderegulatlon in the 19705 and what 111ega11ty there is, does notf
=~3appear to be a “de “Soto problem.ﬁ - : . PR

'*;72;7 ganufacturlng

o The 1mmed1ate source of 1nforma11ty, in the de Soto

“B_appears to be the incentive to avold legal costs ‘for" lnput
. taxes:given, partlcularly, the broad and dlscretlcnary poﬁe
,_ﬁngovernment functlonarles ~This could be a major soiirce o
”ﬂﬁ_dlfferentlal between the formal and informal sectors. - Some

-.costs’ of d01ng business legally orlglnate with leglslatlon -
“”colonlal tlmes,~others are costs of admlnlstratrve pri S |

{particularly, the approvals and No Objection Certificates requ red |
?yto set up buSlneSS legally) S '

o To summarlze the sources of 1llega11ty appear toi
;]costly “and: time -consuming procedures. for reglstrat_
1.partlcu1ar theé NOC = this leads to lack of w1r11ngness to:
{b): the interest of enforcmng agencies to prevent reglstra
look: the ‘other: way: in exchange for illegal payments,:(c) legi 7
-_COsts,-such ‘as those of the labor and social security:1l ‘unde
. the: Factorles Act (1934) .and the Shops and Establlshments rd a, e
1(1969) ~(d) " broad  and ~discretionary powers of. g
Lfane 1onar1es charged w1th enforcement, such as" -inspecto
.;r,pvarlous agenc1es deallng'w1th electr1c1ty, food, .sanitation
'\f'securlty, educatlon, etc. - thlS leads to eva51on of'regls

D s In manufacturlng,'there are - exten51ve llnkages bet el
ﬁ;formal and -informal sectors, . including llnkages for ‘pr
“lestrlbutlon, exports, input supply and the - provision of
'*Perhaps the most significant hurdle in the way of greater 1
is the reluctance of tbe formal sector to do bu51ne554w1th 1
,fsector enterprlses whlch ‘are " not . subject to .~the.. '
1genforcement ‘mechanisms of the - formal sector. Llnkages bet'
. formal. and:: 1nforma1 sectors.. exist: when contracts. ‘can: be
:'ﬂthrough 1nformal ‘mechanisms: there ‘is,  in .effect, -an-
e system: ‘of 'law enforcement operatlng 1n response.to the pr_
'“,'the Lnformal sector.?

' 2_8 Informal ?1nanc1a1 Sector',

N The formal flnan01a1 sector in Paklstan presents, in- ge-ji“ 75
':.j;a_dplcture of stagnatlon and 1nef11c1ency' 1n the .prov1s“:

‘ Some of the requlrements of the - Factorles Act and the&i op:
%and Establlshments Ordlnance are llsted at Annexes 11 1 and I11.2.

. ThlS is true.not .only in manufacturlng but also 1n othe
R sectors such as hou51ng, flnance and transport.

- xiV='




_:financial serv1ces. On the demand 51de, Pakistan has . been
u-w1tne551ng an’ exp1051on in the demand for an 1ncrea51ngly;3
- diversified set  of instruments for savings, loans, forelgn,_
';exchange equity and insurance agalnst risk. - 'The dynamlc factorVA-
- in the growth of the 1nforma1 sector is 1ts respon51veness to thlsgy;?ﬁ3
-demand.;.- S o . L : S

: R 1- :
Unfettered by government control and natlonallzatlon, the]f
1nformal sector has been able to respond with a variety of suitable
© -mew instruments for customers (what bankers in the formal sector;
call product development) -In:- the informal sector; ‘there is a .o
- ‘great . variety of ‘service standards,' interest rates, maturlty;jﬁ.,
- -periods, collateral requlrements, etc., that address the emer91ng;¢;_
© needs . for foreign exchange,  small  saving deposits; - personal'gf
flnance, working capltal -and. long-term investment. Explained in
. this day,.lnformallty in - the financial sector is simply the resu.'i.i_:_"=
‘of the formal sector's inability to’ ‘respond ‘to the demands&ofj
. bu51nessmen g small '1nvestors,- small borrowers, and ordln’ryf
. citizens. ~ : -

eaq.:;possiBILrTrEs}FoR_REroaM:IﬁjTﬂEfSHoRTfTERH"

o 3,1  rwo Arenas for Reform

_ The study examlned the potent1a1 for legallzatlon of 1nformal

‘sector ‘activities, as well as alternatives to the informal ‘secto

' Some” p0551b111t1es need additional 1n-depth research- beyond thls,
: 'study .while others can be propesed as measures for reform: in the;
° 'mear ‘future. Proposals in the latter category are: presented belowi
L under two headlngS"'” : o _ - :

:o.' P0551b111t1es for 1mmed1ate admlnlstratlve reform, and o
on'WﬁPosszbllltles for 1mmedlate economlc pollcy reform.d

' ifThese p0551b111t1es are: dlscussed next..

;3@éj7idmini3trative Reformf

o i}fffhaklnq the No Objectlon Certlflcate Pro—Actlve_'

The most far reachlnq admlnrstratlve reform that could beq'”
_n.undertaken by govermment at all levels relates to the well known
. No Objection .Certificate (NOC), perhaps the most pervasive anda
. .crippling form of reactive and arbitrarv administrative- control

o over’ legltlmate economlc, social and oolltlcal aCLlVIty in the
"country. ' The NOC 1s ‘also the least substantlve ‘administrative
_dev1¢e,~_51nce it often ‘given . in- ‘response - to .1nf1uence,a
_bureaucratlc. 1mperat1ves -or .brlbes.'“- There are’ tw0 sets__ofi‘




IVTl;{poss1b111t1es for maklng the Noc more pro-actlve and.less reactlve._

“ffpubllc 1nterest

- a) Each level of" government (Federal Prov1nc1a1 and local)_
Sshould draw up a "negatlve list" of a small number of act1v1t1es_
' for which an’NOC would be requlred for’ purposes of (demonstrable)

L b) If an NOC is requlred in the publlc 1nterest whether"
.?Jfrom one or more agencies, only one’ agency should be de51gnated as
.*;the "concerned agency.“' That agency alone- should be requlred to

- ‘issue an NOC, within a stlpulated time perlod unless statements

of objectlon are recelved from other agen01es w1th1n a stlpulated”
'perlod.__ & _ _ : ; S

:;f ii) Reallstlc and Slmpllfled Requlrements for School Req1stratlon-_

o '*Our;.understandlng ‘of the present :$1tuatlon el
‘legallzatlon is: ‘synonymous with registration with ‘the Prov1nc1al

- Education: ‘Departments. The costs of legalization : (and therefore
~“-the ‘incentive for. informality) could be reduced 51gn1f1cant1y 1f
- more realistic standards and s1mp11f1ed procedures were devised for
'*:reglstratlon. The standards, under the West: Paklstan Reglstratlon,;

- of" Unrecognlzed Educational Instx-utlons Ordinance (1962), pertain .

f; to. requlrements for classroom space,- playgrounds, t01lets,
“laboratories, -teacher - numbers ~and quallflcatlons, f1nanc1al

' solvency, etc.  and ‘constitute, under the ‘prevailing. reallty,,p_
“1mp0551ble ‘set of 'standards for most private schools to achieve

';Tl'The result is that almost all prlvate schools remaln 1nforma1.§

'111) S1mnllf1ed Procedures for Reqularlzatlon of Katchl Abadls

. Slnce 1986 the Federal overnment has had: the stated pollcy
'"of regularlzlng kamhzabmﬁs, but  the policy has been' 1mplemented3

gf_through ‘cumbersome’ and “costly. procedures.” As - a resultfﬁlarge
- ‘numbers of ilow 1ncome dwelllngs remain in’ the 1nforma1 sector,

.- without the: benefit of" secure ownership and municipal. serv1ces, and
-~ ;subject . to  the extortion and v1ct1mlzatron tnat accompanlesf

"ifglnformal human settlement.fjh

”C;: ) Allotment of Res1dent1a1 Plots

3 “In the formal sector, a large number of re51dent1al plots ar
,;.pallotted throuch dlscretlonary, admlnlstratlve neans foriprlceSq
- below. thelr market values. ' The government justlfles thls practrcej

1"--Z'-__as a’ way ‘of ‘making - ‘housing . or capltal galns acce551b1e t

'ﬁr?below._;.r”

_ancome famllles,_but there is no ev1dence 1n support of;tn‘St

B Longer term reform would need to focus on asses51ng standards“.
through 1nd1cators of output rather than 1nput,'see Secflon G

Soxvio




" ‘contention.. This mechanism promotes illegal rent seeking activity,

o market drientation in the allotment of plots would tend. to reduce .
© illegal activity in the housing sector, and serve to integrate its

| 3.3 Economic Policy Reform -

i) - Ending Foreign Exchange Controls

- ‘could -be legitimized with little effect on the economy, through
4__.apprqprjaté;amendments:infthe_Foreign.Exchange.RegulatiQniact,
- (1947) -and the State Bank Act (1956).. The introduction of Foreign :
-'EXchaﬁge”Bearerﬁcertificates'has"already‘made~f0reigntéx¢hahge;
rémittances effortless. It is highly doubtful whether remaining: .
~-regulations have;any significant effect on controlling the flow of -
.. foreign exchange’. - Their major effect seems to be to increase the -
ﬂﬂgdst,pf'tranSaCtions;Jparticularly'to_smallfcustOmers'andAOrdinary;
© ‘citizens; and put substantial foreign exchange flows into informal:
. systems (such as'the hundiy. : Dl e

:”;ii)EQRemOQaliof:Permi£7¢ontroi'bver-Mechanized Road'TréhénOrt

... There appears to be -no  reason for the ‘continuation 'of °
~ . government controls on the number and direction of route. permits
... allowed for inter-city buses and-variousﬁintraACitY'public_service
- vehicles (such as minibuses, vans, Suzukis, etc.). . The system of:
- inter-city bus. permits was instituted (during the 1940s) by the "
'j_B:itish-Phrliameht*in;ordér‘to'protect_thegintereStsjofﬁBritish-”
Hgﬁarehqlaers?in-the'Indianfrailways. " In today's circumstances;
.. this'and other permit ¢ontrol systems simply inhibit competition,
- promote illegal rent seeking activity;'andistrengthen*theiinfluéﬁcé
. -and nuisance value of transporters®: they do not serve any desirable
stbia1TPUrpose.;“Regulation'WOuld still be3neCessary'in@:espeétﬁéf
‘standards. of operation, but it cannot be justified as a means for
restricting entry into the transport sector. . SRR EE T

o 7 7Agmplti%¢ountry study,by;IMF.econbmists Mohsin Khan and Nadeem
-ul -Haque (Finance & Development, March 1987) found that capital flowed .
. across tightly controlled official regimes as if there'were free:
. -mobility of capital, the restrictions being almost entirely evaded
”f}thoughfinygicing mechanisms and the informal sector. (RN

__:1séomé'oféwhbm=are~reported:to have influenced train timings
“qxdér.to;;educeiccmpetition.to their buses. e

-fnthefusejof,insider,influence:in lieu of competition}and.ma;ket;fuf
forces, and inequity in the allocation of public funds. Greater . .

; TVﬁérhap§ éfmajoffpaftfof”infbrmal fbreign:ekchanqe?acti€i£Yf”5*7




_iii)”EliminatiOn'of Subsidized'HouSinq Finhance

. The ex1stence of a large and heav1ly sub51dlzed hou51ng9'
-programme financed at- negatlve real rates of ‘interest drives out
‘"legal: private 1nvestment in the housing sector, rations “cheap“

de_capltal to the pr1v11eged few, and forces the vast majorlty of the-

- un-privileged ‘into the ‘higher cost informal sector. It is a”o
- wasteful exproprlatlon of public funds that was . recently'estlmatedj;&

"' to be the equivalent of about 3.5 per cent of the Federal |

Government's budget deficit. ¥ The ellmlnatlon.ot subs;l.dlzedhou51ng=
“finance in the publlc sector, greater market orientation in housing.

.. finance, responsiveness. to low income groups, and modlflcatlon of"
_collateral arrangements are likely to ‘increase investments ‘in the

:'ﬁwhfl.l General Suggestlons

”fi-xvlll -

3._sector, increase overall product1v1ty, and undermlne the 1ncent1ves;
;for 1nformallty. . . :

a4, SUGéEs_s_'r_IoN_s"FoR_“Ai)D'I'TI_ONAL RESEARCH

o If fundlng is . avallable in needed amounts, 1n pr1nc1ple ‘all-
'-;of the seven sub-sectors considered by this study could- benefit
. from more" 1n—depth studies. Important croes-quttlng themgs,fq
"fsuch studles would 1nclude. ' : E R

_fo: ;'Emplrlcal measures of dlfferenoesziin;
':denterprlse,.
":fofff,leferences in- the earnlngs of self employed 1nd1v1du A

uthe urban poor between the formal -and 1nformal sectors

o f_'The ana1y51s of costs and beneflts of ex1st1ng'procedur e and
o -leglslatlon, if linked to citizens?® groups and non-proflt?
centers, thls kind of research . could set the ‘stage- for fa:
“;reachlng reform through a powerful" comblnatlon of economlcs-
_Vand publlc 1nterest 11t1gat10n, and : ' ; - ;

':ioﬁs;fThe efflcacy of brlnglng soc1a11y desirable admlnls ra; ve:
.. procedures, ‘into the fold of - enabllng 1eglslat10n a_ﬁf' =
o Federal Prov1nc1a1 or local 1evels. T e V;Hﬂi*”

S Spe01f1c research dlrectlons that could be glven prlormty;a_
%ffsuggeSted below._;:;g;. . e _ ' _

SO World Bank Paklstan Shelter Sector Rev1ew. June;éj;?lasga
“ﬁ_Report No. 7214«PAK. S I T




’-[would ke conceotually 51mp1er -to carry out .such researchi

& unquantifiable. soc1al costs and benefits are often clalmed 1nf

(b) it would pertaln to ah area of economic activity. ‘that’ J.sf_

a 'study are given in detall in the section on manufacturlng under-

'“H;}examlned xncludes the Factorles Act (1934), the: Shops

' ;eff1c1ency and product1v1ty are greater in the formal sector orithe

"“.sector receives numerous forms of protectlon and sub31dy whldhl

'f'gof the costs that saddle the formal sector (lncludlng proceduralg
o costs, ‘but also employee~ beneflts, ‘excise ‘and income taxes,f

- ‘to estimate delivery costs, efficiency, productivity and transfer '

ff;_such emplrlcal work: differences in terms of product1v1ty mlghtL
‘dominate some sectors, and differences in rents through stat

”jg,zfgrossible:Priorities for Additional Research

'.i)-3 Cost Beneflt of Laws and Procedures Affectlng Manufactur;ng |

- Examlnatlon of ex1st1ng laws and administrative procedures 1n?'
“terms of their costs and benefits is a desirable exercise for all =~

- “aspects of economic and social’ act1v1ty In the. manufacturlngya

.. .-sector,. however; such an exer01se could be carried out:as a matter

-of prlorlty The reasons for this- suggestion ‘are that..(ay'it,

7_manufactur1ng, where . costs and. beneflts can be quantlfled 1n'thef

“least controversial manner, than in many other sectors in. whlch"
*iassoc1at10n with admlnlstratlve procedures and legislation;- and

-_~51gn1f1cant ‘in  terms - of employment and scope,_and has publlci
_?recognltlon as. such.;,, S : N :

The admlnlstratlve procedures that could be studled uru:"ter.suc]rx.-"=
- Part B of this. report. . Relevant 1eglslat1on that needs -t bei
.securlty laws.,; Detalls of all relevant 1aws are ava11ab1
bookstores- 1n prlced publlcatlons P
?iwlj_Com arlsons_of Efflc1enc_f productlvltn.and Transfer_Papfédf
‘“f There is’ no.llterature in: Paklstan that could 1nd1cate whethe
“informal sector.‘ One major confounding. factor is that the formalT
~‘could lend an upward ‘bias ‘to estlmates of product1v1ty in- thej
Formal sector (unless care is. taken to net out the. effect of:

_"transfer payments).  Another confounding factor, working in the:
opposite direction, is that informal enterprises avoid many. ormost=

Leducatlon Cess, and various other 1egal costs and user charges);L*'

3 Careful emplrlcal studies are needed in some of’the 1mportant;
;sectors (1nclud1ng flnance, hous1ng, manufacturlng and education)

“payments: A non-uniform pattern of findings may well emerge from

'protectlon or . cost av01dance might domlnate in others.

o and llterature from other countrles 1s elther contradlctory
'WQor rldden w1th her01c assumptlons. :




.- that:"could  be . monitored: by parents, administrators, students, |

‘1ii) Education: Assessing Standards in Terms of Output

West Pakistan,Registration.of Unreqognized.Educatiohal-Instituticnﬁ
" Ordinance (1962) is that enforcing standards in the provision of
inputs - improves the -output . of an - educational ~institution.

Specifically,  that. requirements - of . Space, . . playgrounds,
-laboratories, toilets, teacher qualifications,-finéncial’Sblﬁ&ﬁCy('
etc. result in better educated students. - Such -assumptions can be

.. tested by examining ' the relationship" (bothf'quantitativ91y7ﬁahd;
. -/ otherwise) between inputs available in.a school and the performance
. of its students on various measures of achievement.: While any such
?exetCise{ig'openjto'debate and interpretation,Tit-Would_CO¢Stitute_

a major improvement over the current Practice’ of - pursuing

unrealistic standards of inputs without“'any‘freflectiony“bnﬁypr;
. assessment of results. Moreover, it would facilitate the creation
'- 0f:StandardiZédhmeaSuresfof=student,“sChcol:andzteacherjpérﬁdrmanéeL

. ‘citizens' groups and ~government ‘at the local, - Provincial - :a-nd_."_f

N

‘f;iv)fdeCal7GoVernment;fhllowinq Organic Development of Communi

o "'A thoughtful study that esamines the feasibility of the
fol;owing_ﬂsuggastion:3(fr0m -Part A . of _this._studY)"'could;,beﬁ;a__
' substantial cﬁntributiqn to-futqre;generatiqns]in;Eakista SRR

. Legalization of existing informal hodsing,and~promothn*bf-

“ private sector. housing finance”Cannot;”ontheir-pwnﬁgbriﬁg

., about ‘an -end’ to illegal,settlements.'f-The=ﬂynamicﬁfactor
_‘JbehindjinfOrmalitY”is~that'the_demand*f¢r=housinghfar_éxceeds

... the  supply -of officially “sanctioned development . that is
. ..determined by the slow pace of urban planners at the municipal
"=.1.andfProvincial'levels.' There is no reason to believe that the
situation could change very mudh;inithe_future;,ﬂAnfimpqrtant
~ﬂimplicati0nﬂfor5the-govérnment iS"tOﬂaCCth'pluralismﬁ{,the
__jhequal-cd—éxistenCefinjlaw'of;plannediand informal: housing.
. The goverhment could allow theforganicfgrowth;ofﬁlccal ies;,
_:let them devise their own informai.rules,;pndqallpw;thé
1_Q_incbrpcration:bleocal“gOVernmeht-on;dém&nd when inhabitants:

- of a new community are readtho,sc_cOnétitute'théméel e

“society to  local ‘government, as it - di
-'countries}i L o _ :
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" _break free of the" hegemony of centralized state. ‘systems - over: civil:

B soc1ety, others ' still, 'as  anarchic responses  to a 'pervasive .

.;;,.;1nst1tut10nal vacuum in soc1al, polltlcal and economlc organlzatlon]fT
L Vat the local level. : o S R

'-,atomlstlc) -elements,  and significant variation across.  the
'_constltuent elements. ‘It is a largely undocumented phenomenon,; but:

,_characterlzatlons.. _There ‘is " little emplrlcal work to help} N
~‘differentiate myth from reality, and even.less' ‘that would" ‘enable "’
. .confident policy formulation. - There is a vast opportunlty forgﬁ_;;
' undertaking - careful empirical research on ~-the orlglns_ of
.- informality in each sub- -sector or act1v1ty, the potential gains ito:
o formalization, ‘'and ‘alternatives to. ‘a hlghly regulated formal .

L”jreform ‘at the- Federal - Provincial and local: levels, deciding how:

. best project. 1ntervent1ons can- be made, and recognizing that Whlchi
1__1s best left alone by planners and admlnlstrators._. ' .

Caz .;__pums of max._

“1. - . INTRODUCTION AND SCOPE OF STUDY

1 ]Ti iTIntroduction

: - As “elsewhere in the world the 1nformal sector }ih3j[_w
T_Paklstan is an economic sector as well as a profound manlfestatlonff;'
- of.the ‘organization of the state and society: it is .at onceian
_-economlc, political and soc1olog1ca1 phenomenon.. Those StUleng~I_
.- the informal sector may understand it in terms of one or morej_ﬁ,’
,,‘hlstorlcal forces.: .Some -understand = it as a chaotic. but,Lﬁ_[
:,]'tran51tlonal phase in ‘the movement from rural llvellhoods, valuesﬂg”:
. and 1nst1tutlons to orderly urban organization; others, as’ the[fs

creative response of ordinary people. or. manipulators trylng to

g The 1nformal sector con51sts of hlghly decentrallzed (or

one. which is the subject of an endless stream of- contentlous'_.-

sector. - There - is a substantial challenge in identifying. pollcy;

The. present study is. the flrst (prellmlnary) rev1ew_ﬂ

'7?~comn1551oned by 'USAID/Pakistan on the informal sector. It was, oo
f,undertaken as a-broad rather than ‘in-depth exercise. .  Its primary. -

© ... purpose -was exploratory and descriptive, rather than prescrlptlve.t
o It sought to review the- main theses of Hernando de Soto's book" The;

" Other Path, analyze their relevance to Pakistan's political, ‘economic

- -and admlnlstratlve environment, and document specific examples'izﬁ
. “Pakistan where 1egallzatlon of - 1nformal act1v1ty would ‘result in :

~ . major improvements .in economic - efficiency. As an exploratory«
. exercise; ‘the study was not directed specifically at coming up WLth“
V.pollcy recommendatlons - but it does provide opportunltles' for_

_ serlous reflectlon on. adm1nlstrat1ve and economic pollcy reform.




P The main  theses of de Soto's book are not explicitly |

. stated as these% either in his book or in the Statement of Work |-

- (SOW} attached ‘at Annex 1. The consultants extracted_a list ‘of |
_statements from de Soto's book (prinCipally‘from_the.bunxhuﬁbn;and‘

the -Foreword by Mario Vargas Llosa), and these. were presented to |

' USAID officers at a meeting held at the beginning of the study. | .

' These theses are discussed in this study both in general terms (in. [~

Part ‘A of the report), as well as in the specific context of .each

- of ‘seven sub-sectors (in Part B). Interesting;case-studiés‘andﬁ;a

" photographs are provided in Part ¢ of the report, while additional
. Aillustrations of - informal activity and details of ‘regulations::
affecting business activity are presented in the Annexures.) = ..

... .. One part of the SOW (Items 1-5) dealt with the issue of
- informality, while another part (Items 6-11) dealt specifically"
~ With small enterprises. In the  SOW, issues. concerning | small
- enterprises were spelled out ‘as’ specific questions. In addition
- to the written SOW, it was agreed in a meeting between USAID and.
~DRMS' that issues of'Women's'participation=andjwelfarveduld%alsQﬁ
' .be examined. . Findings pertaining to small enterprises and |women

. are summarized in two sections of Part A; detailed discussion is

- carried out in the context of each of the sub-sectors in Part B.-

1.3 Approach -

o ' The study was carried out by a'teamfdf'13'indiyidﬁaisiwhé
~examined seven sub-sectors of the informal sector ingeighthitiesi

‘of Pakistan. . Qbservaticnsifor:the'study'Were_drawn_as~folldﬁ$§

- Sub-Sector Cities Covered BEE R e
"Financial and Commodities _ Karachi, Peshawar;-Faisalabad
Markets - - . - R ERET RN SRR

o e - Hbdéingrand-Humén ' T Kérachi; Rawélpindiklsiémébédfl_
L - ‘Settlement. - . S : Cl e
'.MaﬁUféCﬁurinér o R _-_KaraChi,Faisalabad;Gujranﬁéia

: | : - Sialkot I DT Iy
. Trade and Commerce - Lahore;_Pééhawér
e "': :_ Health - Kafachi;;Rawélpinﬁi/iélamébéd;ﬁ
| ‘Education Karachi, Rawalpindi/Islamabad

| ;H’ “7Z  .f'Tfansport.7 ‘Karachi, Peshawar,'faisaiéb
- o LT o S




=”‘_'"_'-','2_;'-.-'1'-}.":""5.-_,ffiasi:f:".'inﬁtu;'é(il"s:‘.'z'e:-'.'cff''i:-l'je'I'Jx:fl'n'in Informal Sector . -

;ﬁseétorﬂis takén5tb‘be_that,gpmpﬁnent{dfwécdnomic“activithWhich*isa
_flgftwdverzafter_the[formal;aregUIated_sectOrfis:aCCpuntedﬁqu;ftge:
. estimate of ‘informal sector employment is ‘obtained by subtractin
';ffctﬁalﬁsectbrjemplcymént*from~estimates of the urban labor force.

. (This approach has also been used by other economists.) Using this
::3'ﬁ“residnalityﬁapproach,"JWbrld Bank_(lQ&S).eStimated_that;&aSﬁQf;
.. .71984~85, - "the ‘informal sector. appears to account for some 75 per
. .cent .of -total employment. in urban: Sindh and  Punjab." . ' These

,ff?i persons: employed in urban Sindh and Punjab worked -'in the informal

i’ @(1983)afestimates-”indicatei:that” informal “sector . employment .is '’

_ }cbﬁcentrated?infnmnufgcturing,-construction,;commerceﬁsaﬁdfthb

. fransport and ‘communications sectors. The study also reported that

..~ "the structure of the manufacturing:sector has changed dramatically
..since the early 'seventies, with major expansion in the unrequlat

“f {dfﬁg:trafficking;ﬁtheft;ﬁgun]running,;etc.

. ‘The empirical scope of this report is determined by the

wofkihquéfinitidnaof.the informal sector. It was agreed betwéenfuff‘

,;~USAID_and_DRMSchat-the-stﬁdy_wculd'concentratejon what we called. "
.. "the ~de . Soto . problem". -  the . consequences ]

~viectimization) of puirsuing legal 3objectives_gthrough*{What,gare_Qw_
- purported.to be illegal means'.  This is a narrower definition than: . ..
'{;3the_onés used~infmany4othep’contexts; where the-iﬁfbrmal=sect6r§i5j[f«'"
' generally considered to b~ all that what the formal sector is not. .

" (particularly -

- 'Even with a harrow working definition, however, there is

.H : fooﬁ_f6r;doubt_and*interpretation in the context of specific sub=-
. -Sectors.’ The-unavoidable'resglt is conceptual "fuzziness" :

' HIGHLIGHTS OF DATA, RESEARCH AND POLICY ISSUES .

* 355Itwis”héitfto”impossibleﬂfq obtain statistical estimat s

'V}Qf[thg,sizé*Of,the“informal sector, using the de Soto definition: -
m-*&of{informality;'fAn,alternativegdefinition,TUSed=recentlyvbyﬂthér
- -World: Bank. (1988:  Chapter III), does, however, . yield some

ustatistical‘eétimates.of-the labor force employed in Fakistan's

urbanfinformalﬁsector;ﬁ‘Agéording to-thiS'definitiQn,'theﬂinf@rmalﬁf

.estimatesfsnggéstgthatféboUt?G.Qfmillion outﬁof,the:lc;szmillidh;ﬁ
.7:3;;Baééd on'the_nﬁmBéf'Of péopié emploYed;ﬁﬁhefW§fid Bé

]

R f#Legai?objectiveé"fdoﬂnot-inclUdeicriminal.activitie$ such as

L i
coa




- _sector and rather 1 1m1 ed growth in the large-sca le regulated
:_sector., Summary'data from the World Bank study are reproduced in
'_'Tanle 1 S e _ RN

Informal Sector Employnent 1n Urban Sindh and Punjab,

L B S AT e Per cent Informal
‘:gSector ”QI; t's”ﬁ-' "_-_.- o R Slndh' :-_7 Pun1ab

ﬁ?Agrlculture, Forestry, Huntlng . }-'_,-5100,5“3=”
.ﬂand Flshlng o g TR

f?Mlnlng and Quarrylng Q ;'j".__.: ;J,fs" 0

e[Manufacturlng _‘ {Q.i“_~1' R _e_ '*:_f,66jn}'

'sElectrlclty, Gas and Water PR 1-f=1. e 58*;E-r;m;5

'EConstructlon ,.t._:_t_ﬁa Sl f"5f54;ffd

ffWholesale, Retall Trade, ,, ' 7't'7_ . ins V?Qf*-f
: Restaurants and Hotels R R

t'"fTransport Storage and f”:-* I R - R
';QCommunlcatlon_ : R TP

.'Flnanclng, Insurance, Real S ;TUf:E_'IS
.Estate and Bu51ness Servzces Co

_eCommunlty, Soc1a1 and Personal o e ie2
,'Serv1ces ;_,; . L : sl

N other Act1v1t1es 7,_t*;d-,'s“:' "'__hf3- 3 100stfddwﬂt-

'ffw'0vera11 Informal Share o ft”‘*g__'a . ,f.f”f7é'

' "Total Informal Employment D miiiion o 39m1110n

f“t}Source.: World Bank Reprrt on Employment Issues 1n Pa;
o December 1988 Chapter III.__- . .

R BT Clearly, these estlmates are based ‘on ‘some .extreme
~'<assumpt10ns “but they are the best aggregate data avallable ot
. :subject. - It -should be emph351zed that - the deflnltlon use i
o rarriving. at Table 1 .does not correspond to the de Soto deflnlt on
’j;used in- the remalnder of thls study : : :




ft2;2':1;i=?The'Forma141nformal Dualit?

j, - There appear to be two broad ways of character1z1mqj
it“ﬁ.},lnformal act1v1ty. The first, more established convention is to
-2 rsscall s alll that act1v1ty "1nformal“ which is not classified. a
_fffformal ‘or which is not subject to direct ‘government regulatlon
. The “origins of ‘this convention appear tc lie in. the  work ‘of.
=,;feconom1sts, planners and - sociologists who use the paradigm. ofa;
Clrdualitys This ' idea - has many 1intellectual’ ‘antecedents;:- for}

\"paradlgm is given by Qadeer (1983) in a book on' the growth a

ff};duallty is represented by the following opp051ng characterlstlcsﬂ
=g§ﬁof the formal and lnformal sectors. Cloe T P T UEEE I

' Formal Sector SR f;.': it“_ ;_Informal Sector 8

ngfflcult entry "_J SR U '.'Base of entry
~Large 'scale. . . - .. small scale: oA :
}Upper and.mlddle 1ncomes SRR .Lower: 1ncomes and,povert
;Protected ‘markets - i~.'g._ SR Competltrve markets -
. Corporate: ownershlp oo Family and: self employed
~Links- with international. trade . ' Local market : jr
“Capltal intensive - _ " Labor intensiwve ' -
‘Modern ‘technology _fiig‘f . ... Traditional technology
.+ Fixed locations: . . S Transient patt ol
_WReported/legal.act1V1ty RN Unreportedflllre

In duallty formulatlons such as - these
:‘. :f'iz'lnterests) between local elltes and the. rich natlons, Wi
‘a -combination that inhibits ‘modernization and - progress in th'

if;_lnformal sector, thus‘renderlng it perpetually poor:. ‘and’ exp101te
'gAnother explanatlon for 1nforma11ty comes from those who share d

'j7of the 1nforma1 economy, or black market in Peru

2.3 Major poncv:_.c_cncemé e

ijf"f}_7”"w:' 'An 1mportant common element in bGtx ‘the formulatlor
'-"_;'outllned above is ‘the’ bellef that :Lnformallty 1mposes costs on (ar

"-Paklstan, perhaPS‘the most comprehen51ve appllcatlon of the:dualltyr*ﬁe“

'i*fdynamlcs of Lahore City. - Based on 'Qadeer and others cited by hlm,n'ﬁr




*xlgpubllc_pollcy., If a formal: sector activity is- domlnatedrby'va

fff?;the formal and 1nforma1 sectors..

'?ff»lnformal sector in Paklstan

:“;;fté{;:'

_h'dlscrlmlnates agalnst) the 1nformals.
: Hunderstood in terms of victimization and

The costs are generally
_f,',ln poverty and . low product1v1ty.

1oss of 1ncome resultlng“'

; s The Internatlonal Labor Organlzatlon v01ced the concern
; ?1n the 18708’ that ‘government - pollcy appeared not to. take notlce of
,;ﬁfthe - poverty - affllctlng the " informal: sector, - *andﬂ“ ict,
_fhfdlscrlmlnated against the informal sector under the: presamp io;
- that it was less productive than the formal sector. The O~
‘-;generated 1nterest among econcmists, who cOmpared‘theclevbl

f’;aarnlngs between the formal -and. informal sectors. Some ecoﬁomls's’
o, ve.found that,

~at' least’ among the self employed, those_en_t e
ormal sector earned more than those in the formal sector '
;n‘the ‘same- occupatlons.

L = CUrrently, public:policy.concerns-focus“not'OEI
_j‘pov rty ‘but also 'on ‘the productivity -and eff1c1ency costs:
ulnformallty.‘ The. presumptlon appears to be that the- lntegra or
‘of the 1nforma1 sector into the formal sector will . result' ln?ga ns
terms of.: product1v1ty, eff1c1ency and employment._rf '
‘however, . no' careful . empirical = research -that:. support
'resumptlon in the case. of Paklstan._ In fact ‘even - among those o
speak’ for the- 1nforma1 ‘sector in' Latin Amerlca there appears to
be - dlsagreement ‘about whether the 1nformal sector 1s more. e
productlve than the formal sector. - '
a large: gain from formalization ‘base ¥  assumption
;product1v1ty 1nlthe formal sector. In_de'Soto_s'booki;ﬁ'
point .is .made that the informal '
:-;productlve than thepformal sector.

_ Whlle galns to formellzatlon may be self ev1dent;
sectors ( such as housing) , ~the extent - of ‘such gains  in
“i_sectors -and: thelr'magnltudes, remaln.lmportant questlon mar

o forms of sub51dy ‘and protectlon from- competition,. then g1v1n
L Same: pr1v11eges to what . are now. 1nformal enterprises ‘is llke- :

leave a-.country ‘worse off, even as- the newly formallzed 1mprov
thelr own positlon 1n the bu51ness of earnlng rents.;=:

- Thls’observatlon is related to references 1n de'Soto
V_book to the belief ‘that the informal - sector is, 1n -essence
. market economyr ‘whereas ‘the. formal sector, is’ protected and‘pam”
at a- substantlal cost ‘to the country. ‘From this point ofvie
_»greatest gains would accrue,” in the first: 1nstance, from' making e
- formal sector more: competltlve, thereby improving eff1c1ency d-
hﬂreducxng the. unequal distribution of resources'and 1ncomes betw'e'-'

G Blau (1986} examlned ev1dence from Malaysx.a, whlle Haquel
“Ti(n d.), KRazi: (1987) -and’ Burkl (1990) examlned data from.the 1

1rban




: mempirlcal flndlngs pertaining to public policy for . Paklstan s
+informal: sector need to be: clarified ‘considerably oefore pollcy

achanqes can. be undertaken with the requ191te degree of confidence.

- ‘We have sifted- through avallable economlcs literature on Paklstan
. Jand - presented a review ‘in Annex 2°.  The 1nforma11ty ‘problem,
© ' ‘however, has social.and political dimensions as well, and. ‘these
-7+ :areintroduced in the next section with: reference to. de Soto s maln
::P.%theses before returnlng to economlc 1ssues. : : g

:;ox'_zj:_':cms,_ oF THE mrom_',ncrdm srscmm:qnj o
i Tfansvitaan_- from -—Ru'r'a_-i _to Urban. oi-gAni?zat;io:i*- B

R Many observers have noted s1m11ar1t1es between urba:
aklstan and the descrlptlon of the urban 1nforma1 sector’ provzded'
‘for: Peru by de Soto’, - While it is beyond the scope of: thls study-
}tosattempt a- scholarly comparison: between Peru. and: Paklstan,'~

. would be. useful to narrate a- story, -using quotatlons from de Soto!
. "book (page numbers are mnoted in brackets), whlch observers of
':fPaklstanl 5001ety could dlscuSS° S S : . :

,f]"All these changes [descrlbed below] began when the
.. 'population of self-reliant farming communities ‘began: to
: 7 move. to the c1t1es, reversing the long historical trend?
- that kept them in isolation." [P 7] "In: the ‘past fortyz
i years, 1nd1genous m;gratlon ‘has qulntupled the urb :
“populatlon and forced c1t1es to reorganlze.ﬂ* [p.-

;ﬁ;:. the c;tles have also conferred 1nd1v1dua11ty on
o oiithedir 1nhab1tants. . Individual  effort- has, come
*'lnpredomlnate over collectlve effort.ﬂg ps°

_.-&"New organlzatlons have emerqed in an: attempt to rest
-or.reformulate some -of the values and attachments that
. “'were being’ 1ost._ ‘Over the years, regional, church, and
b}?,sports clubs, - nelghborhood commlttees,.street vendors
t]gassoc1at10ns . and -even transport operators'*commltteeSi
.. have tried to secure the well-being of their members
. /In. the- c1t1es, the extended family has been transforme
?[,1nto a network of commerc1a1 or. productlve relatlons

L 3An excerpt on the :mformal sector from the 1990 World Development.:;
I&poﬂ of the World Bank lS also reproduced at Annex 2.;-,;_. P

”-L. Paklstan s 1981.urban;populat10n was ei ght.tlmeS‘that;of 19té

It 1s clear from thxs brlef dlscu551on that concepts andﬁrq-"




'?Fgffrom rural to urban organlzatlons and values._“

3h] descrlptlon ‘but - one ‘where the dlchotomy is not between thé u

"'f_5001ety today, we reallze that the state has more-or-less 1Qnored”

. economic _act1V1t1es conducted among '"cou51ns
. "uncles" are now- commonplace. [pp. 3-47.

.*"As the -economlc act1v1t1es w1th whlch they ar
'-assoc1ated have - grown, these organlzatlons ‘have!- al
- begun to’ play a .dominant role in relation to ‘the sta
-+ ‘Thus, . the: prov151on of - such  basic’ 1nfrastruc, .
- roads, water supply, sewage systems and electrici e
f-ﬂconstructlon of markets, —and provision of transport
- - ' services, and even the administration of Justlce?
-=Vma1ntenance of law and order have, to- varying degree
ceased - to be the exclusive responsxblllty of -the" State'
*_and are now offered also by these new. organlzatlons "4
-[p.. ] S .

‘:-"And as: the state s role has d1m1n1shed so too has 't
*;of tradltlonal soslety " [p. 5] o

;_,"What 1s dlsturolng is ‘that only part of the- roun
. ‘relinquished by the state has been occupied by these new
% organizations. - ‘The rest appears to have been tak

by violernice, ' ‘Attacks, kldnapplngs, rapes,,and

-l havel colncrded. with increasingly’ ‘aggressive

‘%f;hablts ‘ard unsafe ‘streets. - The. ‘police have gr’
. lost ontrol of the situation and some of:their m .

-7 . 'have been. 1nvolved in scandals and, become seasoned“

'i-;*crlmlnals._. [p 5} 3 S o

: ‘ ”ﬂMost of the six theses quoted above are polnts the :
'-_also been ‘made ° repeatedly in Pakistan.® That they ‘have rel vancef

~in the context of “Pakistan, appears. undenlable.- The thrus
“these theses is to draw. attention to’ 1nforma11ty as a. tran51

RS - There 1s, however, another theme 1n de Soto s bo
dse common ‘to Pakistan .and: whlch ~could provide insight 1n
. reaching reforms. ‘This theme could be narrated as another sty

f}and the rural, nor, in the flrst 1nstance, ‘between. the formf
5the 1nformal but between the state and . 5001ety.;ngp

3.2 0 :_“v'a-cﬁtn;.fz_;ééﬁeea- th-e_:St'a.te:'.a'nd civil Societf'v“:_-":" '3

If we take ‘a macro perspectlve of the Paklstanl sta_r

R '*For example,_by Dr Akhter Hameed Khan and those Wh_»ha
' T:worked wlth hlm 1n Karach1 -and. Gllglt..




- issue, in any event, is the creation and sustalnablllty of-a: humane

,T'ldevelopment of : the natlon ‘state, they have developed thelr_
T_'relatlonshlps{:tom,th “super . structure - of .- the -state, " [to:

.f;nadmlnlstratlon. - After  decolonization, many ‘of these:: countrlesi
~“attempted to establish 1nd1genous state 1nst1tutlons to replace
" those of the’ colonial administration.- The result, however, was‘

’7rand ‘national ‘bureaucracy; -but without much" thought to civil:

"Ff_emerge.

_ what Antonlo Gramsc1 called civil soc1etj. ‘It has refused to;-*fa
_‘accept -the relevance of civil society to admlnlstratlon, resource;g“?_
5 moblllzatlon and ‘the- tasks of governance generally. It is mnot:. -
.. ~.surprising, therefore, that 'state 1nst1tutlons have - become

alienated’ from 5001etyr“ In the worst cases, state 1nst1tut10ns

'have also’ become corrupt and exp101tat1ve of ordlnary people. Thls,
. has created an illogical: and. unsustainable situation. ‘Logically,
it is civil- soc1ety that should decide the role of the: state
_..there has to be a social contract through which certain- functions”
. are ceded by civil s001ety to. the state. The social contract has
. to be" artlculated from the grassroots. If the 'state does. not

'-acknowledge the supremacy of civil socziety in- determining a social =

" .contract, it creates the potential for revolutionary . (sometlmes”“
" wviolent) change.  Most: recently, we have witnessed the’ wrltlng
f;_lt were) of the soc1a1 contract ‘in. Eastern Europe. L

: B Those'who reflect on Paklstan s 51tuatlon'today'sometlmes
) make comparlsons w1th the situation prevailing in Iran before the
. Islamic Revolution '~ social. fragmentation, political polarlzatlon,
___corruptlon, the " allenatlon of state institutions  from . publlc
interest, ' etc. became “the. breedlng grounds  for revolutlonary
: change.“ This is not: the place to speculate whether Pakistan will
'3graV1tate ‘towards an Iran-like outcome or some other future. The

.soclety, the ar+1culat10n of the role of civil society and- 1ts
."links  to' the state. ‘For, “if the. .role of the- ‘'state ‘and its
_'“networkers" is perceived to be: exp101tat1ve, ‘then 5001ety w11'
”-Fundoubtedly turn upon the state, and upon its own members.;:

How mlght thls 51tuatlon have come about 1n'Paklstan.

e L In countrles that were not colonlzed, the 1nst1tutlons
._‘of‘c1v1l soc1ety have.evolved (themselves and in: thelr relatlonshlp'
" to the state) over a period of centuries. "~ Interest groups, unlons,-
'”gtrade a58001at10ns “human and consumer rights organizations, NGOs,'
local. government the press, .and the profe551ons have all: had\thelr_
“beginnings in civil 5001ety. Over time, and in parallel with the

A representatlve democracy, centrallzed bureaucrac1es, and natlon 1
S aSSOCIathDS and movements.,' S _ i

In colonlzed countrles the development ‘of. c1v1l soc1et
was c1rcumscr1bed by ‘the- demards of -a centralized ‘colonial

'Tdysfunctlonal and anomalous: post—colon1a1 countrles created the.
- S$uper structure of representatlve democracy, economlc-organlzatlon

.Lsoc1ety, the grassroots from whlch the soc1al contract “has




',.Paklstan, the life and - work of Akhter Hameed Khan® has been oneif
< man's’ pursult of creatlve alternatives that -address : the common .

Today,' countries such as Pakistan appear "modern,

-“developlng" and "democratic" in terms of their super structure.ﬁ'

+ This is the illusion .of the state, the official society and its i
:”;related formal sector. The 1llus1on exists because, for decades, |
-. the icolonial -and post-colonlal state has dominated’ natlonal llfe;{

~in  all spheres hegemonized nation building, and’ monopollzed
-natlonal resources.- .The reality is that the formal super structure
_ -created by the state sits on top of an- 1nst1tutlona1 vacuum.; Faced
S with economic ‘or political crises, the super ‘structure. beglns to

- ecrumble, The 'vacuum. becomes v151b1e in. the shape -of social
. fragmentation, ethnic strife, the: ‘inseolvency " of the - OfflClal i
. .economy, the: 1rrelevance of the publlc sector, and other ilar

;symptoms.;f'_-. U _ _ _ ' : =

_ In thls 51tuatlon state responses appear as palllitlves,a
‘f;pre—ordalned to- fallure, because they are directed from ‘a
. .structure that has had no symbiotic relatlonshlps with;
'fsoc1ety,. “To’ understand ‘the relatlonshlps between: the state -and
cedivil soc1ety, it is useful, follow1ng Max Weber, to. thlnk in terms
. of three arenas of experience - work, culture and polltlcs.gﬂl,
»do not experience ‘the ‘actions of the state . abstractly

”.exPerlence them concretely through work culture and pollt

- : Let us take a brlef look at state-soc1ety 1nteract10ns_
'a_through the. prism. of work-culture Tpoliticsy By and large;
__51tuat10n is. as follows: Palace pOllthS and: 1ntr1gue susta y
‘political leadershlp, local government is isolated from. ord nary_
citizens: because it operates as a "closed -shop"; developm nt:- is:
. reserved: as. the domain of planners and admlnlstrators,: -
Cinterest is dlsplaced by public monopolies; .state systems ‘ar ”the
"Purveyors of patronage: for the privileged; public - funds are
‘."dlspensed for perscnal . gain; ‘religious .themes and . symbols are
'fmonopollzed.by the. state and its "networkers"; rellglon and.clulture

- are ' bureaucratized; local - knowledge - is 'discarded . in favor:
'1mported "scientific"” knowledge,,and so . on. . It is_ dlfflcult,t
‘believe - that the Paklstanl state today ‘has the ability: 'and

' -legltlmacy ‘to beneflt soc1ety througn the arenas of work culture
and : polltlcs.. g _ o - ; -

s - To llve :communltles seek alternatlves.u The alternat“ve
“to state 1nst1tutlons is not only the reform of state- entltles ‘for.
; ]most Paklstanls N o 1s the - organlzatlon of civil.: s001ety in’ ways
~that. serve them best. Whether in work, culture i or . politics
“‘Pakistanis in all " walks  of 11fe are developlng alternatlv_
:ﬁorganlzatlon, alternative- values and alternative leadersh1 o}

'j-problems of many post-colon1a1 _soc1et1es._[“ Few . peoplei‘have;

Currently Dlrector of the Orangl Pilot Pro;ect in- Kara* e
.‘and adV1sor to the Aga ‘Khan Rural Support Programme 1n Gllglt;;"




pE“Paletanls ‘could then perceive very clearly that the alternatlve;_~ L
. to 'state- systems is the organization of c¢ivil society, for theg__f;;
.. right to- lnfluence state- ‘systems had been severely - curtailed.

'{pursult of thelr 1eg1t1mate goals.-

-understood ‘the day-to—day impact of the void in civil 5001ety asf:

well as he has,'and fewer still have responded to it with his

_ Yegendary, single-minded pursuit of community organlzatlon.' In thei“;_

- last thlrty years, he has provided leadership and advice to:

. projects in places as diverse as Comilla (in Bangladesh), Daudzal’r
(near Peshawar), Orang1 (in- Karachi), and in Chitral and the

_Northern Areas of Pakistan. In all these  projects, ~the . -
-.organization of civil soc1ety into voluntary, broad-based commun1ty~§-}fn

- organizations has been a fundamental prerequlslte for economlc andgg_ :

social development 7

‘ : The present 51tuatlon is that - thousands of Paklstan1‘=-
' communltles “have begun to take on the tasks of governance. R
_Confronted with decaylng, and sometlmes corrupt and- exp101tat1vea R
state systems, Pakistanis are giving up on government.. But they -
. .are: taking on -the tasks of governance’ themselves. We see 01v11j<:gf¢
_5001ety organizing 1tse1f into NGOs, welfare socletles, youth ...
organizations, - financing. commlttees, nelghborhood watches. for.

‘security, - humanf' rights ‘organizations, nonuproflt researchi

flnstltutes, ‘public interest litigation groups, and so on. The.
. irony is that this trend appears to have started flourlshlng dur1ng1:;;,
~the days of ‘Martial Law,  when representatlve democracy (and. the.f!t

freedom to.make poelitical ch01ces) was nowhere in sight. Perhaps,

After the restoration of representatlve democracy, one sees.greater

Afreedom and fearlessness in expressing basic human and economlch‘}f"
"rights- through organlzed effort within civil society. Perhaps}i];;
‘Pakistanis now perceive, correctly, that the organization: of c1v11*

'_soc1ety lS a complement to representatlve democracy._,

' _ r Wlth thls story, : can percelve, yet agaln,_ the
szmllarltles between de Soto s "theses ' and the .situation  in

~ Pakistan. ' One can summarize. the similarity: by saying that thei_.
.informal . sector' is: part of soc1ety S spontaneous and - creatlver*

‘ response to the ¢risis in governance - in administration, resource;
"mobilization’ and representative government.g It may ‘not always be!

a just and equitable. response, but it is the most readily avallable
alternative to state’ systems that most 1nd1v1duals have found 1n?

This. is a story which,; if accepted might account in@:f;fj<
'_general terms 'for the - -origins of the informal sector. But it oo
‘heeds to be treated as  speculation, for, within the " informal: .~
sector, there is: great dlver51ty across sub-sectors, ‘and we need'fi_;.
' to understand what accounts for the orlglns, ‘growth and dynamlsm-;“'

There are strlklng 51m11ar1t1es between Akhter Hameed,Khan' '

: approach and the thinking of Rajni Kothari, a polltlcal s01entlst§f'
at - the Center for the Study of Developlng Societies in Delhl. :
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”; _Canf¢bserve1informal'activity=as a response by those engaged in it. |

‘the two sectors. This is illustrated in textbook economics fashion:

"of_the informalISéctor in specific contexts. Wé'alSO5h§éd;tOf
examine whether legalization of informal activity ‘could be. a’
"~ gainful exercise. At this point, it becomes important to examine;

. specific sub-sectors of the informal sector; this  exercise is|
carried out in the remaining sections of Part A. T TR

~~4?f7f'f _jTHﬁ-8oﬁRCEsror‘INFORMAL;Tx: DESCRIPTION

=f§;1j :*f"_IntrpduCihgﬁwa Leve1§'of Analysis

.. 2 -This study is a-comprehensive study, in the sense that
.1t covers seven sub-sectors and eight cities.’ Its findings, while.|
.+ tentative, suggest that two levels of analysis are: important for |

Junderstanding_thefsources;offinformality; At a visible level, one'!

But: analysis at:this 1eVél-is'often.insufficient-for_revealipéﬂthe¢
~dynamic or long term factors that appeathg_causesp96pl to' be’
.«creative:br'manipulative thrqugh'the_informal:sectorggﬂBoth;;évelsg
'f,of~ana1ysis_arejattemptedqihrthis*section for all ‘the seven sub-

T-ségtdrs?Stpdied;“withjvarying’degrees of success. R

’? '§;2=5fj:: Housingfahd’ﬂuﬁantsettlements..

R - 'In the matter of urban housing and the development “of
.~ human settlements, the: major dynamic factor seems to be. the'
~inability of state systems to come anywhere ¢lose to the demand for

3”_housing,associated with'urbanization”and'risianjnccmesquﬁmhe

. regulategd annuélnadditiOn”to’the:supply‘ofirgsidential'pthéfandg

.';houseS'through'the'formal}sectbrjis considerably_Smaller than_the{
" -annual demand generated by a flow of migrants;into'thefcitiéS;fandj

" increases ingdemandﬂbY“thdse-alreadyjin the cities. This imbalance’
. between overall demand and formal~sector supply leads to people in.
- the informal sector taking matters in their own hands. ' The high
~cost of understanding and folloWing-official'procédu:es is also.

-~ relevant as a factor that affects the formal and informal sectors
~differentially. B T L R ) TR R e

RESTE ?Infthéﬂterminology'of economics, we are looking for changes. .
-at .the margin that make informal activity a more attractive
zaltefnative{to_thejfo:malfSector; Any exogenous change (whether |
~in market demand, policy, or technology) that affects the informal:: |
fand*formal*Sectdrs”differentially results in non-uniform growth of . |

~in Annex 5, which reproduces a solved problem iroija;y'Beékérﬂsw
'“EkohOnﬁb_Th€Q¢h:T " R T AT R A TR R R R

Ry




' ‘long term factors behind informality seems to- be reversed.

The main- sources of illegal act1v1ty in hou51ng are'"(a)

the general shortage of serviced plots that are legally avallable.jp-.ﬁ
in planned settlements - this leads to illegal occupation, sub-.-
___d1v151on and development of land, as well as the illegal’ dlver51on.--_.-
- .of ‘municipal services. “to the 1nforma1 sector with a revenue 1oss{ff b

- to the municipality; (b) the allotment of plots at a price that' dAg-
con51derab1y lower than its market value - this promotes illegal -
- activity in- pursult of capital gains; (c) costly standards and
procedures = for- zoning, safety 'and construction, ' and for =

o regularlzatlon of 111egal kauﬁ:abmﬂs.ip-
:fiaa.p;_:_-zdncation

The educatlon sub-sector appears to be s1m11ar to the,

'"hou51ng sub-sector, but the order of importance of the. dynamlc w“g“3

:'-appears ‘that the maior. long term constraint. on’ formallzatlon;;g
the " unrealistic . and - prohibitively .expen51ve ~standards - f,
registration ‘of schools. (To' the best ~of our- understandlng,

fv_reglstratlon is a requirement for. legal operatlon of schools) .. The
. problem is compounded by the 1nab111ty of formal sector schools
:-(largely state schools) to- keep pace with the- rapld ‘increase. anj?

:.‘demand for schoollng that has come about due to increases in urbanj;

';, populatlon, 1ncomes and the age structure of the populatlon.:ﬁﬁ;

The source of 1nforma11ty in educatlon 1s ‘the - 1eg,. 1

"i'requlrement that every school be reglstered ‘with the Prov1nc1a1

?~Departments of Education under costly and unreallstlc condltlons

~."In order. to reglster, ‘a ‘'school has to fulfill the requlrements for
" provision ' of . playground laboratory,‘ physical  space, . teacher
=qual:.flcatlons,_unlform currlculum standards,: t01lets,;f1nan01a1

"statements and solvency, ‘many of which are impossible for: most

'Vischools to: fulfill. = As .a result only a handful ‘'of ‘schools have
reglstered as requ1red. they: operate ‘while the officials . look. the

._"_other way. _Elite private schools: which are not reglstered w1th th
,?'Educatlon Department often register with external’ examining bodles
~in England. ' Others appear to be maklng extra 1ega1 payments to the

- authorities in-order to contlnue in business. In general, the costf

?'of d01ng business informally is’ substantlally lower than if- the”T>“

' 'schools were" reglstered"the social galns from reglstratlon und"
".the present system are questlonable._ : SN

4.;'_4'! S "i“—!ﬂ

B In common with hou51ng and educatlon, the health sub,”iff;
B sector ‘has been exper1enc1ng large increases in demand associated-
”f_w1th rapld urbanlzatlon ‘and. 1ncrea51ng incomes. Unllke those sub-*,,u

_fiS-.ﬁ;!




° ' enough centralized - locatlons where economies of agglomeratlon‘andf

:5,:;to undertake 1t at demanded 1ocat10ns.

_Sectors, however,'lnformal health serv1ces ‘do not appear to be

‘Creative  or ‘manipulative responses to over-regulatlon,_J _They
‘appear, 1nstead to .be responses to. -deficiencies " in°’ ‘the
avallablllty of services in specific profe551ona1 and 1ocat10na1

categories, prlmarlly nur51ng care, rural’ areas and poor urban'
'_areas..--

: Informallty in the health sector malnly takes the formf
'.of some profess1onals conductlng buslness for which they are_not

qualified; this ‘includes  various. categorles of  para’ med1cs:
;(1nclud1ng traditional birth attendants, . dlspensers, nurses).

operating as doctors, and. untrained individuals operatlng as: para.,
- medics..  In this. situation, - the issue is not so much oné- of“=
'legallzatlon, as of 1ncreas1ng the number: of: profess1onals 1n&
:crltlcal categorles and locatlons, and then enforc1ng'the la

-4,5frjf_ vTradegand Commerce

e : The 1nformal trade and commerce,sector caters largely
- 1ow 1ncome groups. | ‘This study concentrated on spec1allze
]f(local markets) for fruit and vegetables, ‘and ‘small. ‘vendors. :The
' dynamic factor ‘behind ‘the growth of ' these - act1v1t1es ris an
combination of two forces growing market demand and. supply;
restricted exp11c1tly by - admlnlstratlve means. - The :'source: of
‘growing demand appears. to-be the growing number of- urban IOW'lncome,
ﬁhouseholds,_whlch generate the demand for cheap goods and services
‘qthrough 1nformal trade and commerce in ‘the cities. The restrlctlon
.. on supply emanates from admlnlstratlve restrlctlons (often: complet_
_”_bans)--lmposed by ‘local 'governments on the . right . to 'sell " at
__locatlons that are 1n great demand, partlcularly by the urba ‘poor.'

_ : o In trade and commerce, ‘Some of the major sour,_s ofi
“1llega1 act1v1ty are'“(a) the government's ' inability to: provide::

 'scale” .could be maximized, and ‘seéarch and transactlons costs: for

-~ traders could be' minimized thls leads to informal 'mandis (b)
fwmunlclpal ‘bans on. fresh llcenses to . vend, whlch 1eads to extraﬂ
_u'“legal payments: for the- right to vend; whien 1 icenses are avai able,

- spaces: are not -available as = demanded by vendors-_'(c :
V,avallablllty of .goods on whlch import duties and. taxes ‘ha
S been -paid - these ‘cannot be.: sold legally (but  are: sold;_,:”‘
.example 1n the varlous bara markets) Except for - (c), ‘about 7h1ch{

- "little can be done; it. appears . ‘that informality is ‘due ' to docal
. government restrlctlons on the right to- undertake a: buszness,




.4.6 -'_i;-Transgort'

: Informality_in'the transport sub-sector ngperhaps§the.'

-most differentiated in origin and in degree; it is a difficult sub-
. Sector to.understand with any thoroughness. The discussion in this -

study is: confined to mechanized road transport and distinguishes:
‘between inter-city bus transport, the various forms of intra-city

'?transport,_private'taxis in cities, and trucking. Clearly,ﬁoné"

‘source of illegality in the transport sector is the i general:

‘tendency to pay bribes to officials rather than paying ‘the Iégalj'J'“'“”.
- ‘costs; this is not a problem of informality in the de Soto sense. -

S :'Of-'allf_the-aélementS'-bf mechanized'-toad. transpért; coed
‘trucking: is the most derequlated and competitive component; truck -
upermits-have'béén~freely‘available since deregulation in the 1970s.

;inlsociety:evading_enforcement-of laws by'illegal'means;j_:

"'What_illegality there is, is part of the general pictureZOf'peéplé? 'U

. Intercity transport has some inteféSting;;hiStbrfca15_7

~ background, dating. back to .pre-independence days. In order to

protect the British shareholders of the Indian railways, ithe -

_British government decreed that ‘the number of permits for buses jand . -
trucks would be restricted, and granted with the permission of /the. -
- railways.. (Most of the pertinent legislation was enacted during-
.°1939-44.)  In the '1960s; the veto of the railways was abolished;
-in the 1970s new permits were freely givern, but in the' 1980s again |
‘there was restriction on . new permits for plying between major =

. metropolitan centers, though permits to smaller cities with low
-~ passenger traffic were available and then used illegally op major: .

routes. -

_Permits are ratibnedsthrough adminiétrativéﬂmeans and.ﬁdt* T

auctioned. The Road Transport Authorities sell the permits, at

below their scarcity value. (In Peshawar, the official cost is'Rs

. 3,000 for three years, but the cost of buying the permit .in the = /]

market -is Rs ' 350,000). In - NWFP, ‘the holding of ‘permits | is -

dispersed; in Punjab, it .is concentrated in a ‘few hands ‘and.. = |
~associated with substantial political power and nuisance value. in- . "~

society. = In Punjab, politically powerful transporters. deter the = -
isSuange of new permits. P . o R B

R ”-ForfintrafCity'trénsport, observations  are drawn from
Karachi and Peshawar. .In Karachi, one source of "illegality ! in"

buses  is. community buses owned by Cooperative Societies “that’

deviate from approved permits (they are only allowed pickup and
drop from school and work). '"Yellow devils" (Ford Transit vans).

‘and the Mazda-based minibus are not now illegal, - but in the

beginning they were illegal, like all new .forms of private’
transportation at the time of introduction. When newly introduced, .-
the Suzuki van was illegal. Now the source of illegality is the:

restricted number of route permits in the passenger category, with;];_gi"
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'many plylng on frelght permlts which are valid throughout a.!'

province.

- Prlvate taxis (not the black and yellow varlety) ast:
publlc service vehicles are dlstlngulshed by their number plates = |

. white ‘numbers on blue . background in Karachi, black numbers: on . |
‘white background in rest of Pakistan. Typlcally, the_owners take:
-One operational permit and use it for several cars. This:- helpsf~~

them avoid the legal costs and taxes, insteaqd, they pay brlbes to;

"avold the 1egal charges.

In common w1th the housing, educatlon and health sub-'f

-Sectors, the urban transport sector has been w1tnes51ng grow1ngj

demand in recent years. = In addition, intra-city : transport cin
common w1th the hou51ng sub-sector), has -provided ‘an attractlve

- source ‘of ‘investment for 111egally .obtained money (1nclud1ng
‘narcotics-related income). From the administrative point of v1ew,
" the. supply of legal transport services has been restricted- 1n two;
. Ways. First: government has always been slower than the: prlvate[ﬁg
' sector and the consumer in. accepting new forms of transport._ The_gf
interplay between the 1local, Provincial and. Federal levels of 1
government "in Settlng ‘this . constralnt ‘is not clearly understood..'“

Second: ‘government at the ‘Provincial and local levels . has beenf3

restrlctlng the avallablllty of permits for 'varlous forms off~ﬁ
':transport ~somet.imes - transferring route- permits to the state L

sector.. ' The limited. number of permits has’ been ratloned by !

" administrative means, encouraging recourse to 1llegal act1v1ty or‘w

1nfluence as a means of competltlon

4.7 Qf-r Manufacturingf N

- G°1n9 bY aPpearances the 1nformal manufacturlnq sub—‘“““
sector 'is more efficient than its formal counterpart. ' For example:

the growth of the 1nformal ‘and small scale sector sirnice the earlyf_

;-19705 has been attributed, in large measure, to the devaluation: of:
‘the rupee which removed a major source of. advantage enjoyed by the;

large/formal sector over the small/lnformal ‘sector. . The removal

- of other forms of Pprotection in the future  (such as. subSLdlzedfgl
_“capltal export rebate, etc.) may, .on the efflclency hypothe51s,- N
. lead to faster growth in the informal sector,.51nce protectlonn'
”;favors the relatlvely 1nefflclent formal sector. : Lo

S It is not clear, however, whether the informal sector" isff
1nherent1y more efficient than the formal sector, or whether it .is’'.

. so because of the ‘large volume of legal- charges that it manages to::tg

avoid.  The 1mmed1ate source of 1nforma11ty, in the de Soto sense;

”appears to be the incentive to avoid legal costs for - 1nputs andl

taxes glven particularly, the broad and dlscretlonary powers of .l
government functionaries. This could be a major source: of cost I R
'dlfferentlal between the formal and 1nformal sectors. = '
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o inspectors from various agencies dealing with electricity, food,"

, _86me“Qf the costs 6f 1ega1ity originate.withfieéiSlatidnf

'frbm.CQIOnial~times: others are costs of administrative procedures. @ I

(particularly, the approvals and No Objection Certificates required. :
to-.set:up business legally). To summarize, the sources iof .= - |
‘illegality appear to be: (a) costly and time consuming ‘procedures = . |
- for registration, in particular the NOC ~- this leads to lackiof * I
.willingness to register; (b) the interest of enforcing agencies to .. .|
prevent Tregistration, and look the other ‘way in ‘exchange for = '

- .illegal payments; {c) legislated costs, such as those of the labor . °

. and social security laws; (d) broad and discretionary’' powers jof
..government : functionaries charged with = enforcement, such las

sanitation,  social security, education, etc. - . this leads ito .}

"“_evasion,ofaregistration;

i oo o Among the legislated costs, the various labor and social
. security 'laws ‘appear to be the  most daunting to - business
- enterprises, many of which go "small and ihformalﬂ'so-as_to*cdmg¢
- below the minimum‘numberaof emp1oyees'(teh) at which most of these
1laws become applicable. . Enterprises with 10 or more employees are
covered by the Factories Act of 1934 ‘and therefore by social -
security and labor laws.  Enterprises that are household based .

- appear to .be exempted from any registration requirements. Those = -
- .that are not household-based but are one-person establishments are

-~ financial services. -

- not' covered byfthé.shOps'and-Establishments_OrdinanCe;{iQGQ),;bﬁt:j
-that oOrdinance does appear to ‘cover household-based enterprises’ -
~ With more than one ‘and less than 10 employees. ' Therefore such:
household-based ‘enterprises- may be covered by some of .the labor
laws (such as laws on child labor, working hours, safety; and most . .
' . other labor: laws). through the Shops and Establishment Ordinance.

- (1969). - .

=”- 54;gfffj:}:Thé‘Ihfprmalf?ihanCia13Mafket

. ' To the extent that the problem of the informal ‘financial
. sector is part of the larger problen of distorted capital markets

and banking in Pakistan, it is not dilated upon._in this report, =~ .
It is well known that the formal sector in-Pakistan suffers from . . .

- an’ extremely limited number of financial 'and commodities :

.. institutions, government regulations over the banking and insurance .~
—{ﬂsedtorsy;ceilingsfon returns -to savers_and.interest'charged.togﬁ

SR borrowers,. -and administrative rationing of credit and foreign'.

 ‘ex¢hange: (although the picture looks slightly different when

' “account is taken of Foreign Exchange Bearer Certificates).. There - “ .

is a pictﬁré,of-Stagnation on the sUpplY:side,linfthe provision of

. iiie . on the demand;side,fPakistanQhas'beénfwitnessingf&nf
j;eXploSionhinﬂtheudemand for an inCreasinglyndiVersified.set-Qf”
- instruments ‘for savings, loans, foreign exchange, equity . and




- ‘insurance against risk. The dynamic factor in the growth of ‘the;
informal sector isits responsiveness to this demand. Unfettered
by government contrcl, the informal sector has been able toirespond;
. with a variety of suitable new instruments for customers - (what
‘bankers in the formal sector call product development). Explained]

- in_ this way, informality in. the financial sector is simply .the

- © result of the formal sector's inability to respond to ‘the demands

- of “businessmen, smail investors, small borrowers, ‘and ordinary:
.citizens. = L - ' o T

= 5. . ALTERNATIVES TO INFORMALITY#'REFLECTIONSQ;E-'
'ﬁw_TfoI;,V"_ fissues'Pértaining;tp-Legalizatioh;5_~

SN There are contradictory assertions in ‘the liﬁéfatﬁfef
-reviewed by the consultants’-about the effect and desirability of |
- legalizing informal -activity.  The contradictions arise' from

. assertions - about the relative efficiency and productivity of the
- formal’ and.informal sectors. Some studies suggest- that the formal
.'sector is more productive than the informal sector, thus there is
< ‘potentijal for gains from formalization. Other studies indicate !
. that the informal sector is considerably more efficient than the |
- formal sector. Moreover, the issue of gains from legalization has
_'not .even been addressed empirically in Pakistan. - And even:when
" relevant studies are undertaken in the future, they may not provide
. consistent estimates of potential gains, since informal activities
--are largely undocumented and the relevant data bases would differ

~greatly ‘from one another.

ST :_Givthﬁﬁéﬁléve1 of.speculation on the issue of gains from !
. --legalization, the conceptual and empirical;directiOns;fo:kﬁutﬁre
. .studies have-to be. charted out-with-reference to_reCeived-theqry

.-jand-thegpfeliminaryjfindings_of this study.".

. The expectation that there are gains to legalization can
- be understood in terms of the expectation that legalization might
L bring_about} A o PR _ : TR SOl 3 v

o Higher value added;
o - fMQre:equitablegdistfibutiongqf income; or, . i
"o .. Increases in public revenues.

. . . - The last menticned is a gain to $ociety;dh1y ifjpﬁbiicf“
- expenditures are valued_more_by'soCiety'than“private,eXpenditﬁ;és!'

.. ’including references_prOVided'bYﬂUSAID;ihithe 50w;_t-?“




iIn Pakistan's context. it cannot be taken: as an 1:1questloned;ﬁ’

__“generallzatlon that publlc expenultures largely conform to. thls_
B *percept10n.,;_m_- o | S _ _ L i SR R

S R ‘The flrst two p01nts are related.; Concepttally, someﬁof:
_‘the poteritial gains ‘to legalvzatlon might accrue to ex1st1ng;
. =1nformals (and to soc1ety) on account of - 1mproved value. added
-~ while other gains: might result simply from. reductlons ‘in #the
h*étransfer ‘payments. from the informal sector to various 1nd1v1duals_
- in the state system- and the formal sector. The latter gain is . a
. gain-to the informals, but not necessarily a gain to- soc1ety, :

- ‘other words, the net galn to: 5001ety should be conceptuallzed-ln
_{terms ‘of product1v1ty ‘gaine net of informal transfer payments.

. ‘Both: kinds- of galns ~could ‘serve to promote a more— equltable
-hﬁdlstrlbutlon of 1ncome.;_ o o ;

e 'G'ei:eral. 'Eindim_is'*bn tﬁ-'ef:Gains from Leg'a-li‘z;a'ti:on;f’.::;-'.-"-_. E

= . The results of thls study yleld a number of emplrljj
_rjgenerallzatlons .as workln~ hypotheses ‘that could be taken xup fo
. more- ‘in-depth empirical research. It appears that the: seven Sk
.. sectors studied -group .into four: categorles Wwith respect S o N
”ﬁfpotentlal galns from legallzatlon.~

ahghou51ng sector.

< In the health and educatlon sectors, there 1s almost
< nothing to: be galned by the 1nformals lf they ;are
ﬁlegallzed.; There may, however, be gains. to society; but
.~ these ‘have to be set off- agalnst the large: costsfj,

: -legallzatlon under the prevalllng system.,=w= LR

o T In the‘manufacturlng secfor, 1nforma1 act1v1ty is: larg|.
L7 a successful attempt to avoid the very: high 'costsio
.Formallty._ It is. dlfflCth.to imagine either. prlvateﬁor

. social gains ‘to .legalization under. the prevailing
;f,framework of regulatlon and taxes 1n the formal sector

foﬂhhjin the transport : flnanc1al :and 'trade 'sector
L 1nforma11ty : largely' a result of admlnlstratlv
.restralnts on the operatlons of‘legal enterprlse. Here-

S ¢ '1s1 concelvable that reported ."ev1dence"3 of hlgher
ﬂ-product1v1ty in the formal sector simply reflects the rents -and
. special perlleges ‘given to that sector but not to the 1nforma,
Sector.  In other ‘words,. legallzatlon ‘might brlng about greater

o fﬁhequlty between the formal and. 1nformal sectors but may or may not
‘ *'1mprove overall eff1c1ency._ L -




‘the gains to legallzatlon would be v151ble only?,,-the;
- business environment were first made more competltlveﬁ

through =~ greater - use . of economic rather?' :
'=adm1nlstrat1ve 1nstruments. : R

’:The spec1f1c 51tuat10n of each of the sub-sectors is.

;ﬁdlscussed 1n the next sectron 1n a more reflectlve, prescrlptlve-

_ : RapldAlegallzatlon of‘katchl abadlS‘haS clearl
ggalns w111 accrue from secure tenure the’ rlght to: d
‘services  and the: obligation to: pay for - them,,
extortion: and thugs.- ‘This will enable people to-
their real . estate, and make it feasible to prov1de
loans- for low-lncome/hou51ng. Slmultaneously, b

phase out?admlnlstratlve rationing or discretionar
751dent1al'plots and subsidized credlt' these mechar
llegal rent ‘seeking activity, the use of. 1n51der"n
f_competztlon and market - forces,_and 1nequ1ty 1n
£ public funds.-_f*.;.ﬂ S

- The ex1stence of. a 1arge and heav11\ sub51dlzed'_
'programme financed at negative real rates ‘of 1nterest"ak_s
,dlfflcult to encourage legal: prlvate sources of’ 1nvestment‘:n
ecto: ‘Formal - sector hou51ng finance is provided:
o -greatwccst%to the governmen n_It is estimated’ that this c
“:;;;equlvalent to about 3 5 per cent of the budget deflc/t-

,agAt present low cost hoxelng credlt 1s" tione
p';V11eged few and the vast majority of housing is £ nced -
_ higher CQ?t informal - sector.; The 'subsidized- hcu51ng flna‘qe
subsidized jdeveloped ‘land “also -imply. wasteful use “of . “pub lc
sourceS" Since these are: avallable only to. the formal sec

feans ‘that: product1v1ty in the informal- sector 1s llkely_t
a hlgher level than 1n the formal sector.~

market orlentatzon  to h0u51ng £
rx ponsxv_ness to low income groups, and. modlflcatlon of’ colla
rrangements-are: llkely to increase investments in the secto
greater legal role for. the prlvate sector in moblllzlng Tres
ang’ hou51ng finance ‘would ‘increase product1v1ty, and underml
- ince tlves for 1nfcrma11ty. e -

AT el World Bank Paklstan Shelter Sector ReV1ew-“June 23
“gfﬁﬂReport No- 7214-PAK.a;_;_ e




F Legallzatlon of existing informal hou51ng and. promotlonﬁffg 3
'of prlvate sector housing finance do not, however, promise to end

. - illegal human settlement. The. dynamic factor behind 1nforma11ty"”*h'

- is. ‘that demand for. ‘housing far exceeds the supply of off1c1ally

ﬂ_-sanctloned development that is determined by the slow pace of urbanﬂ

planners at - the municipal and Provincial levels. . There. 1s'nog;q

.- reason to believe that ‘the situation could change very'much in the
- future. An important.- 1mpllcat10n for the government is to accept-

'j;”Department.; The cost of doing business 1nforma11y is lower ~than.
.0 if *he schools ‘were. reglstered.; S0 school owners will not gain
- from. 1egallzat10n.. It is conceivable, however, that 1egallzat1on
oo might 1mprove ‘some’ standards,-ln which case soc;ety ‘might galn
. Thus, -the. potentlal gains - to society from legallzatlon ‘have to be

'H;and ‘practical requirements were-devised for reglstratlon by - theﬁ

Sar ‘Federal or . Prov1nc1a1 testing service (or standard: tests) ‘could
.+ provide more relevant indicators of school standards to students

. - teachers, parents and the government than the current practlceg £
" "setting standards: for currlculum,'space, playgroundsh_t011et 3

_.llf(as glven in this study) . is correct, then the problem would appear
. to  be  one of- 1nadequate numbers of trained : profess1onals i

I.fhproblem 1n the de Soto sense.

liplurallsm = the equal ‘co~existence of planned and informal housing.:
. The government could allow the organic growth: of localities, let.

them devise their own informal rules, and allow the 1ncorporatlon'"*'

. of local government on demand whentlnhabltants of ‘a new. communlty”ri"

. .are ready ‘to ‘so ‘constitute ‘themselves. In this way, '@ natural -
© .. transition will take place from c1v11 soc1ety to local government,“
'.has 1t dld 1n many other countrles. : - _ !

::gﬁlgiégh Educatlon o

O NS Our 1nterpretatlon. of 'the ;present s1tuat10n 1s 'thatj-
o legallzatlon As ‘synonymous with registration- with the Educatlpn:

n“f"set off agalnst the h;gh (some would say prohlbltlve) cost of
' L_legallzatlon-i i)ﬁ _ : . : ; :

. : The" costs of legallzatlon (and therefore the 1ncentxve;
“for 1nforma11ty) could be reduced significantly if more realistic -

* Provincial “Education Departments. There is also a- ‘need to- orlent
-standards more. towards output than towards inputs. For" example,

*:-flnan01a1 solvency, etc.;_:~

If the descrlptlon of sources of 1nforma11ty in’ health

"”spec1f1c categorles and locatlons. Thls does not appear to be af"

R . h”u There' ‘is probably a, need - to examlne the orthodox
i Ejp051t10ns of the medlcal profe551on, ‘as represented by the Paklstan




'};5;3,5 i-,fTrathort ;'

”Lijf'tranépor;;;QQU1d']ndt_ be made as competitive as ‘the utrﬁékingff
'T_stahdards‘”off'operation,i rather than restrictions  on .entry.

. requires is integrated planning (for pricing, investment, imports;
. etc!l) - within the ~entire _transport sector to ‘cater to’ growing
' ..demand,  rather than restrictions on one or the other mode: o

- the ‘largest cities, traffic congestion .and pollution appear to be

~_more serious and immediate problems than on the highways. If this

... is indeed the case, then restrictions on the number. of local

. permits for private transport might have some justification inithe -
';ﬂpublicfintérest;in_the“shortfterm. In general, however, there may.

- be: little justification for the universal practice of restricting

. the number 'of route permits for buses, minibuses, taxis and' other '

 forms of public transport in the cities o S

. "But this ‘has potential pitfalls,: it could simply shift
~illegality and bribery from lower levels of government to higher
“-levels!  Besides, unless citizens' groups are well organized, there
“is 'no. . mechanism for -controlling  the Y :
'3pCOntraqtdrS).offfirStvwinning.an auction and then, .against.the
.rules, rasing the unit charges collected from consumers.. @ - %

"_ Medica1gAss¢ciaticn,.and_aéSess whether various categories of?pa§a '.
- medics can be legally allowed to extend a limited type of coverage
" 'to the mass of the population. At the same time, the public would

_expect the government to draw up and enforce realistic standards |
for both state and private health care. - T TR

C5.3.4 , Trade:and7Cbmmerce

The problem here is not fundamentally one of legalization '

”_QOf'activifies,'but_rather the removal of administrative mechanisms
- for  resolving -scarcity that arises,from_the-limitationjogftheag;
- number -of vendors (and mandis) and where they can be located. &n
oo eCOnpmic;instrument;(such-aslan.aﬁction of vending rights) could '

- remove much of the incentive for illegal-trade'and-commerCe;ihgthe;
R :citiesgg;“In_other_words;_while.there may-be a valid argument (such: -
. .as congestion) for limiting the number of opportunities, there '’

¢§u1d-be”afbetter:Way'of'resolving-the resulting scarcity. There

_ ;fi$f§$need5t6.involve'qual'governments-and citizens' groups' in.
. moving away from colonial practices and towards ‘a greater m

arket:

ﬂo:iEntatipn;;;;- !
:JThé:éfis; in principle, ho-reasonfwhywinféréCit bus
business. What regulation is required could be directed through

Potential congestion on highways could be an issue, rbut what: it

i of

“ 'Similar .planning is also required for the cities. | ‘In_

current - practice . (of




- If the government is 1nterested in seelng mass transport-
grow in the private sector, it . could eliminate. or’ drastlcally

- reduce import duties on publlc service vehicles, reduce (ideally
.to one or two) the number of agencies with which an operator has
. to deal, and enter into dialogue with the operators of public .

service vehlcles (who are not generally members of other trade_”

.'assoc1atlons)
ﬁf5,356 - ManUfaCturing

Under .  the present system of regulatlons, dlscretlonary?

- official enforcement and incentives for avoiding legal costs, it .}
" is the consensus of informals in the manufacturlng sector that they?;'
- are- better off than ‘they mlght be in the formal sector. " “The: .
attractiveness of- informality in- the manufacturing sector: 11es in ol
_ its cost advantage to the informals. = Thus, 1nforma11ty protectsf_
- the informals from the legal costs to be paid for inputs and taxes, = 1
“but it denies them ‘the subsidized 1nputs that are- prov1ded to the;
- formal sector.t S IS

The alternative to informality needs to be mot1vated*w1thf'
a whole range of reforms that make private enterprise less costlyr

':and ‘more legltlmate._;Conceptually, the recognition of prlvate; _
- enterprise pursuing legal objectives is the 51ng1e most 1mportantf;'
,deterrent to 1llegal act1v1ty : . : o

Fewer" -'admlnlstratlve * and procedural 3 costs Jfoég

reglstratlon and operation could be-an immediate area for. actlon.}3_

' fewer discretiocnary powers of enforcement and easzer'procedures for:
- No Objection Certificates (NOCs) would be part of such action. 'For = I
. the longer term, there is a need to review labor: ‘and social: . i~
~©  security 1laws, and the assortment of 1ndustry-spec1f1c laws, in
‘terms of their costs. and benefits. Such an economic rev1ew off,:-
ﬁleglslatlona ‘is important for all sectors, but it could probably
‘demonstrate its greatest and most visible utlllty 1f applled at angm“~
: early date to . the. manufacturlng sector. S

;5s3;7tjfi-Finahcialoﬂérkets

- ) slmllar reasonlng applies. to the flnanC1al sector. The:fﬁ;
'1nformal ‘financial sector is responding to demands to which'! ‘the ™. .
- formal sector cannot respond. Legallzatlon of informal act1v1t1eslj’;
~will not: be welcomed by consumers and the informals under ‘the |
" present conditions :of regulation in the formal sector. iThe .}
‘alternative is to recognlze the role of market forces and. prlvateu
'enterprlse in the financial sector, and- deregulate it to the polnt*

Bihe marrlage of law and economlcs, for Wthh precedents and* o

'models are avallable in several countrles.




of greatest possibile efficiency.

R A'start_could be made in foreign exchange transactidns,“*
. already liberalized through the introduction of Foreign Exchange
- Bearer Certificates. It is highly doubtful whether current

. regulations have any significant effect on controlling the flow of

foreign exchange.™ "Their major effect seems to be to increase the

cost of transactions, particularly to small customérs-andVOrdinary"“f

-'systems (such as the hundi). ‘Simultaneously, it would be useful to
- experiment with greater latitude in remitting money (including-
foreign ‘exchange) through the Post Office (assuming that the Post
_Office_can.be-made'more”efficient). This suggestion recognizes-
that one of the attractions of the hundi system is that money'can

citizens, and put substantial foreign exchange flows into informal

‘be delivered at the doorstep, thus reducing the cost of 'going to '\
- ‘a bank. N _ ' o B

- Many  other suggestions are pbssiblé; but they-beibﬂg'

under the general subject of deregulation and'privatization,'ratber,

qthan_the:specific.topic of_infOrmality.

6. ISSUES OF SPECIAL INTEREST TO THE INFORMAL SECTOR:
':6.1' "  Major impediments to Business Activity
6.1;1 ' Administrative Vgrsus'Economic.Ménaqement'

o It is widely believed by-economiéts and poliby:maﬁers_
‘that Pakistan is an over-regulated and over-administered country.
‘This 1is a function more of administration than legislation' or

explicit policy statements®. Through various centralized control =

‘points, ‘the government sets-administrativerlimits on the right to -
‘pursue a large variety of activities,'thereby'creating scar¢ef

. resources for whiéhnordinary'citizens have to compete.(fOr-EXamp;e,-_
“the right to ply buses or vend at particular locations). . The

government relies on administrative mechanisms such .as- permits,

“licenses and No Objection Certificates (NOCs) to ration the limited

G“Afmﬁlti;cduntry study by IMF economists Khan and Haque (1987) .

ffbund' that capital flowed: across tightly - controlled. official" -
‘regimes as if there were free mobility of capital, the restrictions

being evaded though invoicing mechanisms and the informal sector. - -

1S-I.n‘_f_a{::t_} policy Stétements in recent years have supported 3

~deregulation, ‘but administrative practices continue to be at’ .
. variance with stated policy directions. : S
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- rights to purSUe_Various_activities. Thus, competition is.direéﬁed_
~at government administrators, and takes the form of competition for.
favors, influence and bribery. ' : - A

_ ~ 'Replacing administrative management by economic _
- management might entail one or more of the following general-
recommendations: B : R

-~ i) careful examination 6f'the‘maj6r'$éctors 6£’iﬁformalf;
- -activity to determine whether restrictions on the rights to pursue -

an activity are warranted by considerations of efficiency, ‘equity - -
: S B

e or other well defined public interestl®.

ii)i-If'a-determination'is made that the right to pursue an.

éctiVity should' be restricted in the public interest, the:

restrictions should be imposed through - legislation -at ‘the = . |

appropriate level of government, rather than by administrative
order. * . . S o | S

- iii),Td theléxtént;that'reStrictions,are deemed essential and. .

duly legislated, economic instruments (such as auctions) shouldibe

preferred to administrative instruments {such as NOCs and permits

. given at nominal: _

g _ prices) in rationing rights (unless considerations.
-© such as those. under (i) demonstrate otherwise).. T

‘iv)  In cases where administrative mechanisms are demonstrated :

- Pro-active rather than reactive. '

'to-be'superior'to‘economic-instruments, administration. should be

These recommendations can be approached at two ends' - .

empirical studies to highlight areas for potential reform, and

‘immediate administrative reform.

6;1;2;5  The Possibility of an Immediate AdminiStrativeiReform;3‘ 

_ The last point can be illustrated most clearly with a ™

-sﬁggeétion'that,cbuld_be;implemented sooner than more wide ranging -

L f;adminiStrativegand policy reform. The illustration pertains to the -

“extensive and crippling effect of an administrative device called"

the No Objection Certificate (or NOC). The_NOC~is_perhapsathe?ﬂ_ :,_
single most pervasive and costly. instrument of-State-control-that%}ﬁ?;y‘
“inhibits the registration and operation of legitimate economig,

. social and political activity. It is often also the least’
" substantive administrative exercise, since it is. often given in -
. response to influence, bureaucratic]imperativeS'or“bribesj There -

are two sets of possibilities for making the NOC more pro-activéyffix'%:

- and less reactive:

_ For example, if an activity produces excessive congestion or -
- 'pellution. - S , O




i) At the Federal, Provincial and local government leVels,}_”“

there is a need to draw up a "negative list" of a small number of
activities for which the NOC is required in the public interest,

ii). "wWhen an NOC 'is required in the public interest, whether
from one or more agencies, only one agency should be designated as
-the'"concerned'agency." The concerned agency should be required
‘to issue ‘an NOC within a stipulated time period, unless statements
of objection are received from other agencies within the stipulated
time. S ' ' ) o b

6.2 ' ' Yoice for'tha Informal Sector

The SOW asked the consultant to "determine if there exist

. any Pakistani organizations advocating pluralism and/or the.
._'qpromotion‘qf-the]informal sector, something akin to the Institute

.of Liberty and Democracy in Peru." The short answer to this query -

-is ™No." - : : 1 > S

" ~'In Pakistan, there are various types of organizations in <

:'-fcivil3.society —. for human rights, prisoners' .rights, wohenfé_' _
>;rights;-animal¢rights,_cOnservatibn and environmental protection, -

and so on. It is baffling to note, hewever, that: there are ‘no

democracy and consumer rights.

organizations in. civil society that pursue the themes of economic =

There are, of coﬁrse,_special interest groups of ‘traders, .-

‘businessmen, merchants, transporters, etc. There can be no- .~
- presumption, however, that ‘such groups as these. (including the-

Chambers of Commerce and Industry, the Chambers  of Agriculture,:

associations of .traders, etc.) can speak for interests other than ' '

thei:-own{.3While_they=are_legitimate players in national dialogueja

”and-carrijéight_yﬁezv&:the'government, their natural tendency is -
. to seek’ special  privileges- for themselves and protection. from '
- competition. It is doubtful whether such groupings in the private -

- sector can represent the voice of the informals. L P

B SPECIAL.PQCUS-ON_SMALL ENTERPRiSBs
7.1 Sectors in Which Small Enterprises Predominate

o | " Section 7 has been constructed with reference to-SpécifiC{:
iSSues.raised in the SOW (and identified in indented paragraphs) .,

..- identify sectors in Pakistan in which investors orﬁ;“*

‘entrepreneurs with 0 to 5 employees predominate in terms. &

©f 1investment: e.g., private housing, wurban .retail:
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servicés, utban transportation'(taxis), automotiveéand':'
bicycle repair, and so forth. :

.:The primary focus of this study was on sectors (sucﬁfas 
housing, transportation, etc.), rather than on activities (such as
bicycle repair, domestic service, etc.). Of all the sectors

examined, published secondary data on small enterprises were found -

only - for manufacturing (through the Survey of Small and Household .

based Manufacturing Industries - SSHMI). The most recent SSHMI
survey is for 1983-84, which indicates. that 95 per cent of the . -

establishments were employing five or fewer persons.

 Impressionistic evidence from this study suggests that, -

in the transport sector; intra-city transport may be dominated?by'f'

- small enterprises in modes such as "Suzuki wagons, " minibuses, t?xi i
cabs, private taxis and motor rickshaws and fongas. = Available::
information does not allow an inference whether investment in these .
modes is greater than in other ‘modes of  transport,  and .other
~elements of the transport sector (such as inter-city). : o

. Small enterprises do tend to predominate in infcrﬁal' _
trade and commerce in the forms of itinerant vendors and semi-fixed

vendors: (e.g:. those operating kiosks, particularly outside’manﬁiSQf-fjﬁ

-and public places). In informal health and financial services, as

well, most of the business is carried out by cbncern53:un_by'pnei:
- man or woman. In education, however, most of the activity is by

-enterprises that are typically larger than fivefemplbyges.'
7.2 Legal Obligatioms

' For sectors where major small enterpriSQS*_éré'jvétyf'
important, determine the legal obligations required of = -
a small enterprise which wants to offer goods or ‘services: -
for sale to the general public for profit. R DT
:specific questions from the SOW are answered as follows:

i) Are new small entrepreneurs allowed to officially set up
business ' in this sector? Or is it reserved for certain firms2

-~ In finance: not allowed.
'In'housing: no'legéljbar;_but standards.havé to be méﬁ}  1f

o In manufacturing: no legal bar, but various NOCs have to -
‘be obtained.' : : : o R

In trade: shops are freely allowed, but vending licens§$a"

. are restricted.

gzg_




In health: any qualified person can set ‘up the bu51ne55'

: for which'he/she is quallfled.

' In. education: registration is open to all those whof'
fulflll the strlngent requirements.

In transport° permission to- operate 1s restrlcted to"

those with access to a 11m1ted number of permits, but trucklng is' oo

entlrely open.r.

. 11)' Do new small enterprlses have to register as a f1rm° Do“”
they have to reglster separately with dlfferent authorltle
Descrlbe ‘the steps in. the overall process. '

The detalls -are given in the sub—sector'proflles and case--
studles (Part B and Part C) and the Annexures..a -summary- follqws,;_

: o Inm hou51ng° a flrm ¢an be reglstered as a prlvate llmlted'
company, partnershlp, cooperatlve, etc. R -

. In 'manufacturlng" approval of the Dlrectorate ? of i
'.'Industrles is ‘required (for sanction of the unit, given through”

NOC}); of the municipal- corporatlon (for manufacturlng 11cense),ﬂ

- .’and, depending . on activity: of the Health Department (NOC, for;
j'safety), fire: brigage; electricity 1nspect10n division: ‘For- more .
than 10 employees, ‘additional registration is required under theg-

: Factorles Act and varlous 1abor and soc1a1 security laws. o

In transport' approval of Deputy'Superlntendent of’Pollce-d"f”
is requlred (for public service vehicle driving 11cense), of the - -~
" ‘Motor vehlcles'examlner (for fitness- test): of the Excise and = -
~Taxation Office (for reglstratlon of vehicle); of the post - offlceiﬂ'

. {for. ‘payment of road. tax) and of the Reglonal Transport Authorlty'~;<

(for route permlts)

“In health.- a doctor has to be reglstered w1th the,

Paklstan'Medlcal and Dental Council. A clinic. would have tg . be”tr"'ﬁ
-reglstered under the Shops and Establlshments Ordlnance (1969)

B oo In educatlon' a school would have to reglster with. theff”p
;Department of - Educatlon and fulfill the condltlons descrlbed 1n-:_-w
,detall 1n Part ‘B. . _ _ _

In trade and commerce: for . operating a shop, reglstratlon

;1s requ1red under the: Shops and Establishments Ordinance (1969), gt‘a

for vendlng, permlts are: requlred from local government.

111) Once properly reglstered -what klnd of regulatlons does_'“
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the small enterprise have to follow? e. g. labor regulatlons prlce;

- controls, time and place of business, quallty controls.

In general Enterprises with 10 or more employees ‘are’

covered ' by social security and labor laws. Those that i .are .
household based "appear to be exempted from any reglstratlon e
requlrements. - Those that are not household-based but are . one-*"
- person establlshments . are exempted from the . Shops | and

Establishments Ordinance (1969), but that Ordinance does appear to

‘exempt enterprises that are not household-based and have fewer than = -
10 employees; therefore, they are not exempt from some of the labor
.laws (such as' laws on chlld labor, working hours, safety, and - most'

other 1abor laws) In addition:
" In finance: there'are-no small firms.
: In’ hou51ng' only if you are gettlng' land off1c1a11y”3
through Cooperative Societies do you have to sell at cost price, -
‘rather than at market price. Quality contrels and standardsare’
enforced by local government. ' ' Lo

In trade and commerce' _there are price controls fand.

'regulatlons enforceable in the areas of health, food 1nspect10n,'
._1san1tatlcn, welghts  and measures, and the 1ocal government can
_check for compllance w1th the designated place of operatlon.

: In manufacturlng quallty controls are exerc1sed throughe:;.r”
‘the" Department of Health (for food and beverages), and by concerned

agencies for ‘electricity and sanitation, and the building
1nspectors of local government. : : SR

In transport there is fare control (by prov1nc1al Road~'

__Transport Corporations), restrictions on routes (by Road Transport.ﬂ7”*
“Authorities), specified number of passengers (by RTA), and. vehicle . -
“fitness examination (by the motor vehicle examiner). There is also
-a prescribed welght of cargo that can be carrled by a glven type-

of vehlcle.
In health there are no speclal controls.

In educatlont the Department of Educatlon can check on:
all the condltlons of reglstratlon but this is- not enforced '

i) In assembllng the factors of productlon and inputs. needed—?

for: the business, for example, in rentlng space, hiring labor, R
‘gettlng electrlcal ‘connections, opening a bank account “buying or. .
registering a business vehicle, and so forth, are there regulatory:
:'requlrements the small entrepreneur must meet beyond the uspal

flnan01al cost of the inputs?

In general relevant regulatory requ1rements seem to~"

operate through the 'mechanlsm used for 1ncorporat10n. private.

e
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lelted company, partnershlp, cooperative soc1ety, etc.

In hiring 1abor. to claim wages as an expense, éthe""’

National Identity Card number, biodata, and address of employee is.

. needed. In education, a school also has to show minimum teacher'

standards and the avallablllty of six months staff salary.;. ;
 For' opening a bank account: procedures vary by form of5
1ncorporatlon For private limited company, the State Bank of. -

‘Pakistan requires a signed copy of the Articles- and Memorandum of -

A55001at10n, the.lncorporatlon certificate, a board resolutlon and.3

‘a“list of dlrectors.

‘In the transport sector, an operator may be subject tof

' regulatlon by: the Road Transport Authority (for route permits), .

the Excise and Taxation Office (for registration of public serv1ce'

vehicle), the post office (for token tax), and the ‘police (for: 3

public service vehicle license). An operator would also have to;
operate from an approved bus termlnal.

1 hOUS1ngw-z°nlng laws and bu11d1ng standards would'bei;Vp
the relevant regulatory framework. ' o S

‘In eduCatlon, phy51cal.space=requirements3wouldhhav ‘to

V) . What basiness_taxes are the small enterprises;suppcggaﬁffg

’to pay’_

The same taxes as those. paid by larger enterprlses,f

1nclud1ng income tax to the Federal Government, and an annual  fee: ;7‘?
for: renewal of: reglstratlon pald to the prov1nc1a1 government.;_f“

© vi) ' Are small enterprlses 1nspected to determlne whether thegj;:f,J”

are registered and conform to regulatlons and tax laws’;f

All bu51nesses are subject to 1nspectlon by the Exc1se.'

and Income Tax Departments They may also be subject to 1nspectlon;j;T;_
_1n accordance with’ the’ form of their incorporation (for example,: -

by an: Inspector of . the Cooperatlves Department in  case 'ofﬁ"
cooperatlve soc1et1es) :

It appears that almost all the seven sectors studled for*f{tl
thls report. (except health sector activities) are subject: to
'lnSPectlon by concerned government departments. T . R,

7.3 ':, -_Various'othersguestions :

i) - In general are the small enterprlses in this sector in
conformance w1th most regulatlons Qor do they generally operate




'ff w1th substantlal 1ega1 problems’ﬁ

?fthat they are: generally not in conformance.

s 11) How are conflzcts between the smal1 entrepreneurs and the
_authorltles worked out’ O : :

: SR Generally through extra legal means,:suchsasgbri es,
'extortlon and 1nt1m1datlon.j. R R R St

L i= 111) What klnd of organlzatlon, 1f any, is there between small
ventrepreneurs in.a given sector? ‘e.g. famlly relatlonshlps,ganﬁ

'-ucommerce, connectlons wlth polltlcal partles.-_=

2 : Most small enterprlses are famlly based Among others,
~ﬂthe research team noted the follow1ng organlzatlons. A
._;HftcOmmlttees of’ comm1551on agents.'

:.-Various: market associations.

-',:Anjuman l-tajtran (traders assoc:Latlons)
... Transporters. unions. ' ‘
.-/ "Al1l Pakistan. Goods Forwardlng Assoc:.atlon (of trucker :
ﬁ;;Motor rlckshaw drivers assoc1at10ns.:_: : .
¢ Taxi: drivers associations.® .
.+ "Al1" Pakistan ‘Power Looms Assoc1atlon.'
-~ The Pakistan Medical Assoc1atlon. : : e
,,f*}Natlonal -and.’ prov1nc1a1 chapters of prlvate scho,fj;
'70,'a55001atlon.._ o [
.. Most cities also nave Chambers of cOmmerce and Indust'”'
*T-Some c1t1es also have Chambers of Agrlculture. R

i onEN's IWOLW 'ANDWELFm U

= : : In the 1nformal f1nanc1a1 sector, women have no role
ﬂ”.except 1u ‘savings and.nelghborhood.“commlttees.“ There are’ varlous
.~ forms of -the '‘committee ‘system (described “in: Annex 10), but: its

essence 1s.:(a) regular, equal collections. from all members,;ln_
order to (b) ‘award the total thus collected to one member, eltherw
'by draw1ng lots or accordlng to ‘some other agreed rule.:.g'g..

S In hou51ng'” women as home—makers? are | partlcularly
j]affected. by -the 1nsecur1ty of tenure . and the’ lack’ of -basic-
.. 'services. They are the principal users of water and ‘energy, and
so bear a ma]or brunt .of the 111ega1 pattern of development.;

ﬂi In manufacturlng° women - are malnly engaged

o : i No. generallzatlon can - be ‘made  that they care ?iﬁi,ﬁrr
l;conformance with most regulatlon5° the 1mpre551onlst1c ev1dence 1sisf”'

. “official or unofficial union or trade organlzatlon or. chamber};}V“'f




. ‘flexible hours from their homes. The women d01ng'p1ece work belongl

'"E”i:=oommun;ty, women s status and health suffer more than men* s.,_”

"-ﬁ;locatlons (e.g., ‘at shrines and the periphery of major markets).

'»productlon of h051ery' goods, “tailoring,: packlng of medlclne,ﬂ
. stitching of 'leather, paper, sports goods and the proceSSan‘of dry:-
fruits. ~Women's part1c1patlon in the sector is the highest but|
“their . product1v1ty in this sector is amongst the lowest. Thei
higher participation rates and the low returns in this sector arel.
. due to the fact that women prefer to work from their homes andi
- piece-rate work -allows them the option. The informal sector allowsf
- them - entry and access into enterprises which would. othe*w1se be!
. denied to them, and it offers conditions which ‘enable women: to work,:

- to famllles of the poorer worklng class.

In the ‘context. of health education and transport.:we
_conjecture that if  facilities are not -available within ‘the

. : In trade. and commerce' women play a mlnor'role. They areJ
a1nvolved in selllng vegetables,;toys and trlnkets, at selected

_.aThey are .involived in trade and commerce because of the low ‘level
Jof capltal and SklllS requlred to operate in these: act1v1t1es.¢

S T More detall on the role of women is prov1ded later on 1n7
-{H;wthe report o = _ _ :







fﬁ@just the 1nformal hou51ng arrangements, but also access to basi
'services like water ‘supply, sewerage, -electricity, etc. “Th

ﬂQaccess to: houses ‘but ‘to the basic ancillary services that are

:"?houSIng 'sector .appears not to ‘be . .in “the supply. of. bulldlngg
_Qmaterlals but in the supply of land for new hou51nq. The 1nformal

" houses increased by 2.8 ‘per cent between 1961 and 1981 whereas the"

fﬁfcau51ng a severeﬁpopulatlon - hou51ng disegquilibrium. The housin
| . popula jion hasalnoreased by"271,000 units per year; an addltlona;

9. - ' HOUSING AND HUMAN SETTLEMENTS

The term human settlements ‘is belng used to descrlbe notj

“informal. sectoz'has-evolved sophisticated arrangements not only fo1

tyrequlredj Regularlzatlon of some katchi abadis has led to the creatio
Jof +‘a: “continuum of categorles ranglng from completely formal to
;tcompletely 1nforma1 : : : .

LR The rap:.dly 1ncrea51ng populatlon of Paklstan has exertedf

enormous pressure- on -the housing sector especially in the urban*
areas. and: hou51ng has emerged as a dominant urban problem.:,A clear“
:and dynamlc plcture ‘can be constructed of the housing sector from
a“ review of the literature in this sec tor.® . The: 1nformal secto
is thr1v1ng in hou51ng ang human.settlements because the gcvernmen
;response to. rapld urbanization has been- too slow and too costly:
In simple: words “the: government machlnery has been 1ncapac1tatedﬂ
n the facefof rapld urbanlzatlon., Over the: years, the. demand fo
{ < ‘ou51ng has:. far exceeded the- development of" hou51ng;
Tschemes by government agen01es.. The . pr1n01pal constralnt in the

'sector has’ fresponded. by huylng Lor - eccupying large tracts’ .0
-'perlpheralvurban Tand, ‘and convertlng 1t to. re51dent1al plots fo
ﬁ;low 1ncome famllles._gw:'- : : S - -

o o v Althoug' the hou51ng sector expanded quantltatlvely i
':rlagged--- behlnd the’ pace ‘of .demographic changes.  :The number o

¥ population expanded by 3.4 ‘per cent during the corresponding perioc

,fj70 000 " units ' are needed each ‘year to maintain ‘the - curren
““Lhabltatlon%den51t'ﬂof 6 5. persons per household.,e L '

Most of the avallaole research work on- housxng and human
ettlement has been done by three 1nd1v1duals' Arlf Hasan,.a town
;hTanner_W'oiwerks __th the Orangl ‘Pilot Project. {OPP) -and .teache
;at_athe' NIE.D. University in ;Karachl,_ Tasneem  Siddiqui, - unti
eeentiy'it“e ‘Director - General ~the’.. Hyderzbad -uevelopmert;
Authorlty, and Akhter Hameed Khan, the Dlrector of OPP

=repor‘l:s and magaz:.ne artlcles.,__ R




Number of Households and Populat1on Statlstlcs SR

- Anmlal

. Popuiat:on L
Growth Rate

- 1961-81 |

. Annual .
" Growth Rate
- of Hhds. .

196181 -

POphIaﬁcn S

. No. QI'_'thS-'-': ;

oo

i

o Areal 61 1981 1961 1981

CUmban 1647 354 9655 23841 38% asg
CRuwal S5 9033 36 e0a2 25%  30%
1258

760 2,881 84253 28% . 34

;Sgufees§e1981.cehSﬁs-Report_of'Pekistan,”Housiﬁg‘cehsué 1981

_ ' o A qualltatlve analy51s of the; sector reveals the
R -deterloratlon in ‘living . ‘conditions both in  formal and 1nformal‘
" housing. "Table 3 dllustrates the temporal changes ' in habltatlon;
‘.. -density which - has 1ncreased to 6.5 persons. per household“ the:
- number of persons per room has however. remained constant at-_
. This was mainly’ due to slightly larger units built. in: the past,two;

,fﬂdecades, average number of rooms per household 1ncreased from

' R Table 3 _ _ . ‘
Housxng Unlts hy No. of Rooms and th. s;ze

B -Persohéﬂihd:-"  Persons/Room  Rooms per unit/Hid

1081

1961

1981

' L~:::i$41;'ﬂ

671 _:' o

31

33

26

' :;ﬁSource° Paklstan Shelter Snﬂto*'Qe"1 W

(;Lcurrehtiy3iseper-cent-of the totel.houée35(54_perj

W




.g1n urban, ‘5 per cent 1n rural areas) have access to electricity. and“
" only 16 per cent have piped water facility. Based on a survey

conducted  in 1973 nearly one tenth of the total unlts_.areﬂﬁjkz
classified as pucca houses. ‘The proportion is much higher (32_perl“~5'“

- cent) in urban areas.

The development charges demanded‘by'mun1c1pal authorltles_;;

'_fare far in excess of what low income families can pay.. .The result,g_b
is a proliferation of low-cost informal sector arrangements for the ' -
support of human settlements.  The informal sector has" developedgf

a complete system of urban development in. most . katchi abudis for

squatter ‘colonies. The process starts with 1llega1 sub- d1v151onﬁ
- of ‘land; -the: man who. performs this ‘service may be -called  the.
111ega1 ‘sub-divider. Not: only does he prov1de residential plotsf
..on.easy installments, he also prov1des loans for house bulldlng and
Ptralnlng “in’ constructlon work. -~ Protection is purchased byw
contrlbutlng, ‘through the. 1llegal sub-d1v1der, to the local pollce.

‘Other . entrepreneurs in the informal sector provide water for. . v
,domestlc use5°' garbage disposal services: electr1c1ty from “°

generators, and, in some- cases, cable television by means of a VCR‘
”_that is llnked to TV sets 1n several nelghborlng houses.'jp ~ﬁ¢"

o The 1nforma1 sector system of waste dlsposal in largef
"01t1es presents a remarkable contrast to the official system. ' The
“informal . ‘sector ' system -appears to be more effectlve at waste
disposal, more geared to sound environmental practlce - and - moreﬁ

."V,equltable in terms. of the employment and- earnings prov1ded. In-

.'efhPakistan development Rev1ew Vol. XX, No. 2 (Summer 1981};e1jfﬁ

".sanltatlon and’ Solld waste dlsposal. Similar missions have been:

. essence, it works because the collection of garbage {which entallsy
“ a high cost) ‘is .combined with the recovery of useful materiai?® v

~(whi¢h ‘is profltable) under one.. management' it internalizes. thea
© costs and benefits of waste disposal. - In contrast the off1c1al'
ﬁ:system is’ only a system of garbage collectlon.21 : : o

Zakl, Javed. A. Hou51n Condltlons in Paklstan' 1960-8

: such as paper, cardboard tln, bottles and plastlc bags, the.
_ aste thatfrs left over after these materials u&Vc been extracte
1s sometlmes used to flre furnaces for pottery-makers,,;~:“ e

: Y World Bank mission recently visited Pakistan to obtalnf"
‘first-hand 1nformat10n. on the role of the informal sector ans

| undertaken to other countrles (1nclud1ng Turkey and Indla)._




'rgjapprox1mately twice that of Karachi's overall populat:.on.-= Thelhﬂrhr'

. 1s ‘estimated that about 70 per cent of the people  in thefurban[”

':°fg:aga1nst ev1ct10n, oversees the development of basic street layoutsfa

9.2 . - Extent.rContribution_to the Economy

: Informal hou51ng sector includes ‘“the . settlementsf”'
- developed by unregistered agencies, individuals or groups .on |
“.111egally occupied land". These are urauthorized. settlements with |-

- minimal planned structure developed for low socioeconomic groupsjfp
largely built on government ‘land. Although most of them have been |

- legalized they are still classified as informal hou51ng prlmarlly_7ﬁ
'due to lack of ba51c hou51ng fac111t1es and proper 1nfrastructure.

About 20 per cent of Paklstan s urban populatlon 1n 19855

-f-llved'in katchi abadis or squatter settlements. = It is estimated that;f
over 2 mllllon people i.e. 37 per cent of. Karachi's populatlon--

lived in katchi abadis. Karachi's squatter settlements are estimated: |

o to grow by 200,000 per person per Year and represents a.growth rate-

‘_Qabmﬁ Population of other" cities is estlmated to - be about’ 25~ per;7

cent .of total population on average.. A survey of 2,302 katcktaI;’azi'Lsf'=
~indicates that 87 per cent of thege were on state owned land. 2 1t

- -areas: belong to the: low-income. group, about 24 per cent belong to' |

the middle-income - group and only 6 per cent to-the hlgh 1ncomeg?f
group . : . 3 _ TR

: It is. dlfflcult for the publlc sector to supply all ofif
‘_}the developed 1land needed for housing.  Private developers in the -
. Sector. are active- mainly .in Karachi and Lahore, and they:. deald
mainly  in upper -and middle income  land ‘development . and houseﬁﬁ
l:constructlon.- The squatter settlements .are therefore, a market-”
';response to meet: this’ shortage .and to. the hlgh prices of developedfxv
- ‘land..  An informal land market has developed in which land tenure
~+is. not, formally registered but it is recogm.zed de facto._._ A

pattern of karchi abadi development has been organized Wthh ‘protects’.

- -and’ even -the provision of. ‘basic services 11ke water supply,;iff
' sanltatlon, dralnage etc. E : _ '

g9}3¢;p;':aRelevance'toade-Soto'szbeses,-'

_ In 1ts pattern ‘of - development and some of 1ts maln;:ﬁw;
fjcharacterlstlcs,_the hou51ng sector in Lima has a lot" in. commonnf.
~ with the housing sector - .in Pakistan. The ‘various - ‘stages of. L
{-tradltlonal urban development are reversed 1n squatter settlementS'

o World Bank._Paklstan° Shelter Sector Review. Report No:. - |
7214-PAK._June 1989. - IR | SRR




'1n Pakistan just llke they are in Lima and such settlements evolvef,

dlfferently from trad1t10nal urban areas.

Most of these settlements are established on gthef”
expectative property right, i.e. the idea of establishing a realjt
right by one's own initiative and in contravention of established °

of future ownershlp and thus the incentive to invest properly on -
the ~houses is restricted. Apart - from the limited level of.
investment in housing, residents only enjoy use rights and. not’
property  rights to ‘the land. They cannot rent out or sell._.
Innovative arrangements are sought ' for transferring these .use’

rlghts are given they are not given to the tenant but to the Oowner..
Nelghborhood sanction and approval become more 51gn1f1cant when”'
rlghts are uncertaln. :

9.3.1'_1 ‘Description and Analysis

It is’ true\ that  the response of the authorltles 1s-"
to prescribe a well defined uniform policy but it is in the state's.

instrument of the exten51on of its power and. to use thesei'to
1ega1 status and- title to land from the beginning and those which
acquire this subsequently .There is a direct correlation: between“f

development pattern.

partlcularly in the urban: areas has.a long history" whlch is tledﬁf'

achlsltlon of land ‘has been undertaken: by both gradual and violent

Iand where the market price of land have not justified an immediate -

very attractive. There is also considerable illegal purchase of
agricultural .land through associaticns ‘and cooperatives.  The "

peripheral land outside the capital territory of Islamabad and;
uawalplnol is currently being dlSpOSEd tnrough the- formatlon of,f

J,ncome households illustrate some of these patterns.

norms. ‘Theé element of uncertalnty prevalils despite the. expectatlon-_r-* ST

rights to others and to deny allegations of sale.? - Tenancy. 1s-fs'f
often dlsgulsed as lodging arrangement so. that when and-if the: - . I

essentlally an. improvised one. It is not in the state! s 1nterest o
interest to make its land acquisition and housing’ ‘policy - an,i” e
dispense favors. . As a result there is a distinct and. dlfferent5'lp;
pattern of development in katchi abadis which have been granted SR

the limitation in the ‘exercise of rlghts' and the 1mpact on. Lk

The system of acquisition of land in: Paklstan,_:':
in with considerable confusion and corruption generated as a- result -
of‘evacuee property, encirclement of agricultural villages by urban;i-ﬁj
areas and the general lack of formal title to ‘land. The--
invasion. " -Gradual invasions have occurred invariably on pub11c5”

response by the government. Violent invasions have occurred wherev;f;'
competing interests .and: hlgh land prices have made the: v1olatlon-ﬁ'”

The Hyderabad Development Authority's hou51ng scheme for low'_f'r'




-'hbdsing-coopefatives{ ‘The establishment of housing cooperatives

also offers potential customers a modicum of security because of
the collective nature of the arrangement. o

'As soon as. it becomes clear that the state will not

- ‘remove the settlément,jthe.invaderS'begin to build with proper

material. Is it politically unacceptable to. demolish buildings
with proper construction material. . The level of investment in

- housing is thus determined by the measure of legal security_which
‘the state confers on the settlement. The greater the security the

greater the investment.

o - The informal pattern of development of the. squatter
settlements. leads to the concentration of particular ethnic groups-

- in  some localities. The pattern or rural-urban migration in -

~ ‘Pakistan is such that people from the same village are likely to -

go to the same city to minimize adjustment and search costs.  This: .
pattern not only exacerbates tension in the city at times of

.conflict but in fact, potential conflict is built into this pattern -
- of informal settlement. Particular commUnities'are_easilyfmade-tne_
target of violence. . The current vioclence in Karachi -and Hyderabad -

provides ample illustration of this aspect of informal_develppmenﬁg- 

Just as in Lima, the costs of informal settlement include

organizing the illegal invasion of land, running ‘the risk of. = .
~eviction .or relocation, putting up with a long peried of insecure = '
~occupation ‘and 1living without the benefit of basic services or
. infrastructure.  The settlers are also forced to immobilize or. ...
waste '‘a sizeable proportion of their resources because they have = -

to be physically present on the land to ensure their rights. The
nature of their property rights are alséc minimal. The 'informal .

- sector thus pay a very high price for the 1and-thatfthey%chupy,}[_j'

The dallal is the most powerful of all involved in the

'inférmal-hqusing:sector_in organizing invasions and dealing with' .
all concerned parties. ‘Land is supplied for immediate possession .

in the’informal'sector-at.the_price the poor can afford. Once'lah¢gﬂ-f ,
- 1s acquired, informal arrangements are made for the provision of .- -

building materials on credit along with technical advice thrOUth'

 the thallas (build’ ngy material yard) and informal ‘arrangements are. .. -
- also made for the supply of water, electricity, transport.. ~ B

. Developed and serviced land is the priﬁéipal.cdnsttaihﬁ“f;ijq
.in-the sector and it is precisely arocund this resource that the .. -

government has made very restrictive and complex arrangements for

rationing-and allocation. For example in Karachi, of ‘all the .
‘public agencies, only the Karachi Development  Authority (KDA in

Karachi directly provides land to the general public for housing.

- Other agencies eg. the Defence Housing Authority -initially gives =~ '+ |

land only to armed forces personnel'which through resale reacheéff

the general.publig, while the Cooperative Housing Societies reserve .
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thelr plots for members..KDA prov1des plots by. ballot allocation =

 and auction. Over ‘the Latter part of the 1980°‘s s, 5,000 plots perV”.
Year were developed by KDA of which only 2,000 are estimated. to

have reached .the wurban poor each year. Other agencies have -
developed _approxlmately 10,000 plots annually almost exc1u51ve1yf
for -upper income households. The informal sector ‘"has' been

,developlng 20,000 plots annually. The single most extenszvet- i
informal sector hou51ng act1v1ty is the 111egal subd1v1s1on on__r
ostate land. _ o G

The constructlon mater1a1 used in houses in the: 1nforma11'

sector is very basic-and depends on the security of tenure. Whererug &
~tenure is uncertain, houses .are made of baked and unbaked bricks
~and mud. - Roofs of houses are not much high and made of: wooden[rj
beams ‘and’ glrders ‘supported by wooden - ‘pillars.: Presently, the @
. least expen51ve formally produced one room hou51ng unit on 80

square . yards in Surjani Town is priced at Rs 42,000.% The

alternative then for the 50 per cent population’ earning below: thls;f,

level is to seek. 111ega1 or extra-legal solutions to their: hou51ngJﬁ_

~ 'needs. There is no. proper  arrangement for: drlnklng water,3g

~electricity, sanitation or dralnage. In certain colonles, VR
‘community - taps have been installed  and illegal supply - f“;T'

_ electrlclty through uncovered cables have also been secured. '

‘The growth of katchi abadis in Islamabad and Rawalp1nd1 1s"

t_;llnked to the development and expansion of the Federal Capltal It;_:°t“'
- is estimated that the populatlon of ka&ﬁzabadu has increased threejt-_,
'times. There are about 27 kamhlabadm in Rawalpindi and Islamabad.""

‘The - katchz abadis in 'Islamabad are very strateglcally placed on

marg1na1 public land which is elther uneven, on the banks of a- nala'y~,-
-or on land with unusual terrain. These are situated. elther along;-y»b_
'the railway: track or. on the banks of streams which are used as SRR

dralns for ralnwater and sometlmes sewerage waste._

e There are three main categorles of 1nhab1tants in- theixg]-*ﬂ
'kamﬁtabadu of Islamabad and Rawalpindi. The first are the members{fjkn
of the Christian community who work as sanitary workers: ina o

,‘Rawalplndl and Islamabad. The second type are migrants and nonﬂyj“j~
- Christians mostly . Afghans and Kashmiris who provide skilled andf;g:ﬂ_l
-unskilled labor to the twin cities and collect and sort: garbage'jjf:Vy
- for resale.- The third type of dweller is the petty grade’ offlcerxrf,¢

: of the government. The . government servants have constructed mud£=”"'

houses near model v1llages of- Islamabad._

. Government ‘policy on katchi abadis- in Islamabad was veryiw{
'”striqt._ Inltlally, the Cap1ta1 Development Authorlty (CDA) dld not”“'

A Jan van der Linden in. Karachl 'Land and Hou51ng Study byt

S Dowal' Dr. D., for the KDA MP & EC Department, 1989, 'p.” 140.




- construction = facilities are also provided by dalals
“intermediaries. ' ' g - o ST

9;3.2_ , Policy Implication andIReflecticns‘_

investment in the housing sector. Formal sector housing finance
is at a great cost to the government. It is - estimated that/ this:

‘allow any - settlement which was not included ih the master?plan;

However, it later relented to political pressure partichlarly‘ff*“
during - the tenure of the Junejo government in '1985. In 1986 -

inhabitants - of katchi abadis were allowed - proprietary rights. |
Generally, such settlements extended with the help ofﬁillegailsubf'fkf

~dividers and government officials.

.7 With the announcement of CDA's plan to‘1§CQuiﬁe“gandz
develop more land, the local inhabitants of Islamabad who were

.-: allowed to sell their land but were not allowed to;bnild‘épfthei:;
land, ‘started to construction of katcha, semi pucca and pucca houses in = |
defiance of the state laws. According to the - government - !

rehabilitation policy of 1984 the affectees would qualify - for

. ~allotment of residential plot in a sub-urban centre. As a result- -

plots ‘are being sold with fictitious names under ‘back |dated "
transactions. To establish title, semi-puccq ‘buildings “are being

constructed over night and bribes are being paid to CDA officials. . |

‘Agents supply cdnStruction material in lieu of advance payment, and |
‘or i

',:'During the fiéld survey some colonieé;like'tﬁé.Ziaéﬁléﬁaq5

colony was surveyed.  This colony is established on land belonging .

to the Railway Department which has refused to issue ~the : No. .
Objection Certificate (NOC), a necessary requirement for: further
development.. 'Other land comes under the Evacuee Property Trust,
and the executive of the Trust proclaims that the Junejo Government

_ regularization is inapplicable as it applies only to{katchi:abaqis*ﬁ’:

on. public land.

Rapid urbanization, increasing per capita income and poor . |

~housing conditions imply a large demand for housing and potential. |-
‘high rates of return in housing investment. The: government i
- controls the allocation of credit and it has rationed credit away .1
. from housing ‘investment. The existence of ‘a. large heavily |
- subsidized housing programme financed at negative real rates of’

return makes ' it difficult to encourage ‘private sources of:

cost’ is equivalent to about 3.5 per cent of the budget déficitg?ﬁiE

. Low cost housing credit'is rationéd'to‘a-pfivilegéﬁfféWJ&

”Jahd;the vast majority of housing is financed throug@fhigherjcgstﬁﬁfb

25 .

Pakistan Shelter'SectOr Review: June 23, 1989. Repdri Np;~f

7214-PAK.
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9.4 © - Re lirements for Registration

.';.flll “the- prescrlbed proforma ‘and enclose- supporting documents,

‘*'verlflcatlon ~from nelghbors (iii) Indemnlty bond ' (iv): aff1dav1

.:]1p10t's size .and land: use are surveyed as well ‘as the - 51te plany
-_gwhlch 1s prepared Wlth prescrlbed calculatlons. ='i= TR __g

H':fappllcant and pald copy -of ‘the dﬁdhn produced at the lease offlc

o hlease is then to. e . reG1stered by the rengtrar'Th'

1cfcerta1n amount of distrust in what ‘the state does or’ attempts to

..informal credit. - The subszdlzed housing flnance and sub51dlzed
_‘developed land also 1mp1y a wasteful use of the resources. Since
“these are available only to the formal sector it means that thej'
_-product1v1ty in the informal sector is llkely to be at a hlgher '
'level than 1n the formal sector. Lo

] A greater' market orlentatlon. *o hou51ng flnance andht_

*ﬁ,respon51veness to low income groups, modification of collateral

~arrangements - 1s 11ke1y to increase 1nvestments in the sector. A =

. greater role. for the prlvate sector in moblllzlng resources and~5fd_

-hlhou51ng flnance would 1ncrease product1v1ty.'

S

) All kakﬁtabmﬂs establlshed before March 23 .1985 andfefﬁ
zconstltutlng'more than forty houses (- Prime Minister's announcement*“

. 'in 1986 - ) are to be regularlzed angd upgraded. ‘This enhances the..
- de facto" security. of tenure and 1n many cases - the announcementu
. 1tself offers ample safeguard. : : : :

- The process of acqulrlng 1ease after the grant of legal

'~status to akunﬁzabmﬂ is ‘lengthy and tiresome. The applicant mustﬂff?_

“which are (i) Area Counc1llor S certlflcate on occupatlon il

(v) copy. of national ID card (vi) -an: undertaklng.- ‘These - are
,-scrutlnlsed by the A551stant Director of ‘the Land Department.- The"

R ThlS is followed by issuance - of deposrt duﬂhn to theg'
_.appllcant noting the approved lease rates.' The lease’ charges are;:~
“then to:be: dep051ted along with arrears: of taxeés ‘in a scheduled“
bank.  ‘Excess occupatlon or:'encroachment has to be removed by theyf

‘on which lease deed is issued for affixing a legal stamp. The

These procedures loaded with bureaucratlc 1mp051tlons,
--red taplsm and intense’ amount of corruption at every step make: thef
';‘-1nformal .sector “habitant weary and ‘uninterested.  There is .a -

f*]do._ In follow1ng the above system they waste. tlme and end up;
f-paylng more than tw1ce the OfflClal cost . oA L

L Urban Land Management Study (ULMS), Document 2 Klnh11L
“'uEnglneers pty ltd & NESPAK pvt. . 1td. Karachl, 1990 p 97. R




- to the members. In each case, the procedure is complicated and it

'f”;dévelqpment authorities*that"propdSals,conform-to.stahdardS?Whiéh

. number ' of .government ‘agencies. ' Constrained' by the expensive

EET I In Islamabad public property or land cannot.beﬁécqaited-ff f5
easily. ' There are several ways of acquiring land; one may -apply "
to CDA for land in planned residential sectors, through the quota

_ allotted to professional groups and other special categories; or, |
- land may be acquired through rehabilitation-policy;fo;,thé.personr;
'whose 1and has been acquired by CDA. - B G

: o The eStablishment:of Cooperative Housihg5S§dieti§sfis;g:f:
‘new way of acquiring land. Members give an initial deposit and the
- society purchases a large tract of land which is then distributed

. can take up to two years before the land is developed and placed
. in the-possession ‘of the owner. In some - cases, the average time
_-;from_appliqation.to.pquession_can:take even longer. .. .. & P

... . To obtain legal title to land through. legal means is

ﬂbeyondvtheireach1of-thewslum,dweller; ThoSe.seeking3owner$h;pjgff
3 flanq_inﬁkakﬁiabadﬁ“such as those which currently exist wil . need
“.' anywhere between Rs 200,000 to Rs 500,000 for a'5 marla plot

_ - “For construction ‘one has to apply ~to  the Municipa
.- Corporation on Form "A" along with (i)  complete building plan with
P ‘:aﬁca:eful,reviewgofithe‘40.points-providedjin'the building by=laws:
. {ii) a copy of the title deed - (iii)  an undertaking ‘‘that "the
-applicant will not claim basic services like street access, :drains’
.. and water supply until these facilities .are provided by’ the’
:VQ_Municipal,Corporatidn-and (iv) an application for the construction
.- - of the building with (v) a description of the covered area, number
... of stories and (vi) payment ‘of the fee. . ool

o :. . Form “B" 'is’ about the details of the proposed buil ng"
. and. form "C" ‘eéntails the entry of building ‘application by the
-~ building clerk signequy'theﬁbuilding'superintendentii-EiﬁaILYigphe"
“i'reports' * of ~concerned -officers ' including .~ the - =building
~ihSpectoré/cverSeers;EncroaChmehtpanwvh superintendent, municipal

_.engineer are required and the final  orders are issued with the’
,=_ gsignaturejof_the-chairman;ﬂ]After_completing'these formalities ‘one:
- .can start the construction of the building. ARERRENT At

_39;5;.;* 'R¢ 

lirements for Conducting Business '

0 private devélépers'faqé a-numbef 6f hﬁrdies inig§h£ihg
- the various permits required toﬁconductjbusineSS.-'FiiSt;gthéyﬁmustu
‘demonstrate clear title to land, they must get approval from the
.can take up teo 18 months, they must advertize to invite public
-objections, -and they must get no-objection certificates from a
13QStahdardsaand_the bureaucratic procedures, it is ‘the informal -




. purchase. and develop land in the Federal Capital. In Rawalp;t.ndl,-
land is owned by the prlvate owners. Societies and cooperatl"e are
*ufglnten51ve1y 1nvolved in development of land and prov1de the land

o _'sector _ whlch caters to the needs of the low. income market..

In most schemes, ‘plots are: allocated by “ballot" :' o'r'_""

B "random selectlon of beneficiaries, and very .‘uttle dlfferentlal.: A
© pricing is allowed under exzstlng regulations. ~ KDA and CDA both---.i_'
~ sell land’ at substantially below the market rates. There is. . a
- large difference between market price and sales price of such’ land.
Consequently, there is a large potential gain to be made ‘from thei.-_- :
_ sale of this land and a‘ large number of-  applicants enter the -
" balloting process. - Although appllcants maybe screened to verlfy.
. -that they are .ineligible , those who are allotted the plots have
- an -incentive to sell to speculators and realize- immediate capltalj-f

gains. ‘Although, there are sometimes covenants requiring owners -

-_to occupy plots w1th1n a glven perlod these are rarely enforced. fj_--‘i

PlOts are held vacant for ‘long perJ.ods. ' One of thei":' '

pr1nc1pal reasons for this is ‘that in Pakistan serviced land: 1sf;f._;

'preferable to many other alternative investments. There is no.

. “property tax: levied on vacant land; cap1ta1 gains on the sales of,_"‘

 wvacant land are not taxable. In addition, because financial markets . .

. “are underdeveloped, there are limited investment opportupltles._“—" i

.~ These factors are critical in making land investment a haven for -
__‘._J.llegal or "black" money, _much of th.ch 1s sazd to be J.nvested :Ln_ L
;-vacant 1and.. : : : SN

Under the exlstlng Land AchISltlon Act publlc agenc:.es-_- CERER
_"'nust reimburse landowners on the basis of market value.. In order:. '
. to make land more affordable, there have been attempts to limit the:
~ amount that could be paid to landowners. Punj abexperimented with -

a model where" orlglnal landowners were given plots of’ developed-..;_'
land as ‘part of their <compensation. This experiment was not

: _'successful and Punjab reverted to the. Land AcqlJlSlthI‘l Act of 1894 e ..

“In Islamabad ‘land is’ acqulred and developed by thei.:"'

Capltal Development Authorlty, sub-divided into sectors and. then .
© allotted. Up till the early 19705,_the allotment of land in.
-~ Islamabad wasnot: dlfflcult as. land prices were still low.’ By the'-'._-_
‘late '1970s and 1980s there was a phenomenal - appreciation in the."_'_-i
‘price of land, and the allotment procedures became dlfflcult and .’

lengthy..: Land values have seen ‘another s:.gnlflcant increase due?;‘f :

- "to  the recent political problems in Sindh and- the 1ncreasedi’
= 1ncent1ve to eéstablish  industries in the NWFP.- Speculatlvef_: h

‘investment has probably been the most s:.gnlflcant element 1n the.:_'
- -1ncrease 1n land values.. : - : LA

. The procedure of land purchase/allotment and development::f
___1n Islamabad and Rawalpindi is not uniform. In Islamabad land "is’ . -
allotted by CDA- through secret ballot or on the basis’ of a quota. .

system._ g Hou51ng societies and cooperatives .are not allowed: tof*_:




f;_ﬂnearby stand. -posts.- In-the . later . stages, . through the" welfare?

"',for electrlc poles in the area. : Many councilors too ‘use. thelrf

o management of the serv1ce,

--to the publlc even through easy 1nstallments.

The allotment of 111ega1 subd1v1ded plots is made to the?f 2

*esquatter with ‘the ‘help of c¢ertain influential and 1nspect1ng staff“@
-of the CDA. A bribe of between Rs 2,000 to 5,000 is generally paldjgi

: to the 1llegal sub-divider. In some kaxﬁtabmﬁs, electricity and
_water -supply - connectlons ‘are obtained by elther' brlblng; thef
_-authorlty or playlng on their sympathy ' '

o o Even where ' land is available ‘for development atﬁ_
Y affordable prices, there are often long delays in the prov151on of i
~the trunk infrastructure and thus large areas are left unserviced.

-~ ‘The present system of master: plan preparatlon takes a 1ong tlme and”
”“Tls dlfflcult to 1mplement. _ : : '

‘ Settlers .kauﬁl abadis - have recourse' to 'lnformalg
;;harrangements for the- dellvery of some basic services. _ﬁThis;pattern*‘
~.of acquisition and development- leads to pollt1c1zat10n of the urban
poor.. The dwellers obtain basic services initially ‘with: the help
© . of . .the dallal - and’ later through enterprlslng 1nd1v1daals?_W1thqiw
“political ambltlons ‘or through community organizations. It is
: probably, ‘as a result of this, that the large majority ofﬁthefiw
',.reglstered NGOs in Paklstan are at the nelghborhood 1eve1. Telad

: : In Karach1 for 1nstance, the dmkd arranges for water to{F
‘;.be supplled by KMC' tankers for which the people pay - through him, -
‘Some bright entrepreneurs. start . carting and selling water from.

. association . or communlty organlzatlon fierce lobbylng is- done to
- acquire. plped water.  The same process 'is followed for - gettlng;
==felectr1c1ty.- - An entrepreneur from the area rents out a connectloni
‘for a;limited number of hours from a private generator._ Graduall
- ‘meanwhile the nelghborhood communlty or a community-leader ldbbies

grants for: env1ronmental improvement of the settlements throughrtheﬁ
-constructlon of open dralns, underground sewerage and. paving of .
“streets.’ Agaln the work ‘done -is not part of a larger plan creating.
=problems for ‘the future.  Where NGOs such as BUSTI ‘and  OFP:‘have
. provided. assistance with the provision of some of" these'baSLCﬁ
jserv1ces the dwellers have a better technical quallty of  service:
and a viable 1nst1tutlonal arrangement for the 1mplementatlon~and-

As communltles get organlzed lanes and nelghborhoods
-hlre scavengers to pick their garbage and sweep the lanes,i -The ~
.scavengers -in. turn pick up. the entire garbage ‘and dump it on ‘the.
ﬂ-maln roads for KMC trucks to pick up, if and when it pleases. Thus

‘the inner lanes are- falrly clean. It is the. entrance area whlch*;
B usually houses the garbage. =

: For'ajmodlcum*of'security,rit'is-necéssary thatikaﬁﬁﬂa




o 9,55_.j.;gmgxes "Duties faudits and Government-xns'ections'u

. grown astronomlcally._ ‘There is a very great incentive ‘for:

' landlords’  to avoid tax: on rents and most of them have some".
.'_arrangement to- avoid. paying  the full -amcunt of the tax. ~ The. _
" ‘problems of eviction of the tenant are just as severe. The blggestfﬁwﬁ*
- problem’that landliords face in Islamabad is the requisitioning of =
o prlvate homes for ‘use by senior government offlcers. The rent thati
Cenis establlshed ‘for these houses is not the. prevailing market: rate;
C. but the Estate: Department assesses the amount of the rent Wthh is"
3:1nvar1ab1y much below the market rate. ' '

"1968 and only 25 per cent of: potentlal properties are.included in~
- - the ex1st1ng property tax base. In Islamabad there was no property
% tax on:the residential building before 1988-89. In the budget of
©71990, property tax was also enforced in Islamabad._ In. Rawaeplndlt?r"

-ﬁthere is propertv tax: on almost all re51dent1al bulldlngs and ai;
-'pggaln tax upon the sale of a house. : . L .

__}resrdents of katchi: abadis .no concrete steps have been taken towards'
. regularization and these settlements are. placed in the ublqultous
‘category of "semi= regularlzed“ Potentlal for revenue: generatlong

" in katchi abadis through lease paymants and user charges are vital to"

cﬂmﬂw dwellers develop a united front in case of eviction. . A

- pelitically strong community with a certain number of reglsteredfu;
- votes for municipal and national elections has an intrinsic appeal. .-
. This 1leads to the politicization of the urban poor. = It is. -
generally seen that dwellers of the katchi abadis support:: the-ﬂ”j,:
‘political party in power. . That is why the squatter colonies ofﬂv:'g

Isiamabad fly the PPP flags and the squatter colonies in the Punjab: =
- fly the IJI flag. - Urban communities 2located on polltlcal-t"

'boundarles flnd a way to d1v1de the1r support between the rullng;

partles.

E ; Rent control was establlshed by the' Rent Control*ﬂgﬁa
;tOrdlnance of 1959.  The ordinance places limits on the amounts of*
... rent 'a landlord can charge.: more seriously, however, it constrains
- the landlord's- ablllty to repossess or evict ‘a tenant. Even where’

the landlord is justified in wanting to evict the tenant it can;‘”
take years and . .at very hlgh legal costs. In Islamabad, there s
no rent: ‘control ordlnance in force and@ rents in recent: years havej

L Property tax revaluatlons have not been rev1sed 51nce*'"

In spite. of Junejo Government's pollcy'to regularlze the

the upgrading proceéss. Many communities feel the cost of obtalnlng_’
a lease:are too: high. x : , : N




o _'=9...7-.'_0rgani'z.atidns .and Trade Associations
Affalrs D1v1s:Lon in 1986 ‘for policy formulation and: coordlnatlon‘:

- of 7 Marla plots to rural shelterless poor. The Cell has estimated

i deve}.oped inthe Punjab and 14 such katchi abadis ‘in Sindh’ dur:mq 1988.

serve as ‘models. Proprletary rights to 10,55% re51dents of
abadzs were conferred in the Punjab and leases were issued to: 2 508

“and. entltlement certz.flcates were awarded to 992 res1dents 1n ':S "ndh‘
- durlng 1988. _ : _ :

g'_'assocz.atlons _begln to grow wlth the increase: in the -size: _o
; katchl abadi. . “The dallal forms “social welfare

R constltutlng the res:.dents of the- katchz abadi and gets it reglster
.. 'with ‘the concerned authorities. It is estimated that a" majorlty
~of ;'_th_e"-.NG_Os- asso‘ciate'd in i-the. urban ‘areas are at the nelghborhood

~“:1level. . “The dallal emerges as. the leader and appo:.nts his: trusted
'-.people as” ~office bearers.. He .creates a- 1obby to pressurlz ’
o concerned agenc1es to prov1de serv:.ces.__

' =1mportant role in. the . settlements “Social ties are very 1mportant,
5 .in these 1nformal organlzatlons. ' D:Lvergent groups often’ emerge, :
each’” trying to affiliate. with a powerful godfather to acquire
~social legitimacy .and patronage. “Acquiring proprietary rights is

. the first objective of these organizations. -In’ pursuance of this
AR objectlve they.affiliate themselves with workers union and welfare
"'-._--organlzatlons... ‘For .example, in Islamabad, some of the members  of
-one of the katchi' abadi are. employed by CDA and work as domestlc
L sweepers part time and’ they have influence. w1th the CDA unions and
-;."try to obtain basic- ‘services through this means. The’ 1nhab1tants

~'of the katchi abadzs are well: organized and in . some cases they hav

g ___-__---'collected money and are seeklng legal recourse for ownershlp ‘o
""'ﬁxland. SN , ‘ 4

eis R "Re'lationship'i to the _Form_al*“i _Sedt_or' __

o compllcated ‘relationship between the formal ‘and’ informal sec'tor_
- There is ‘antagonism  and- dependence in this relatlcmshlp.
;,dependence runs both ways ‘the antagonlsm;' only one. way.

A katchz abadl Cell was created in. Env:Lronment & Urban

with Prov1nc1al agencies 1nclud1na monltorlng of actlvrtles of" up-"
gradatlon, regularlzatlon of katchi abadis and also .for. dlstrlbutlon'

that there are about 2,000 katchi abadis which need: up-gradatlof'__"
in the country 93 of these katchi abadis were regularlzed and -

. The 1,911 is also trylng to develop a few selected slum- area to-’

r

"“In the J.nformal sector, the organlzatlons

These aSSOC].atlonS w:Lth pollt:.cal overtones play a.very

There are. several areas in. whlch there 1s a dlrectz;

&




i up in areas: close to the locatlon of industries while the- others

+ . possible for -the low income staff of 'the government or those;i :

- of . the -

1nforma1 " “housing’' mechanisms are very . 1mportant to ' house

_‘_','-.-_'Ironlc:ally,. thls step is to. protect the 3.nformal sector from: the-_
- bureaucratic hegemony of ‘the state. Local governments have. lacked'

“the ‘resources to. upgrade katchz—abadzs, and the fragmentatlon OFf.

' antagonlsm is due to tne Iace that the katchii abadts are located on-
state land with the power to evict a constant- threat. . There is
dependence because the formal sector is the source of the: essentlal.? e
PO serv:Lces and employment. The 1nformal sector is:.a source of- cheap’
L 1abor. o . de i
_ The 1nforma] settlements have come up in strateglc areas"
1n the heart of urban centres. . Some of the settlements have come

are strateg.tcally placed all ‘over the urban c1t1es of ' Paklstan.
. ~'These. -abadis are an. 1mportant ‘source of cheap unskilled labor. 1n5
- “urban’ areas.‘ Without the creation of the slum’ dwelllngs which are.'_g..
- placed: in’ strategxc locations in-Islamabad ‘it would not have ‘been:’

employed prlvately 4o find any other source of accommodatlon. It
- would “have ‘been. " equally difficult for government and. busuless
aCthltY to develop 1n Islamabad w1thout this support staff . Most
rKers “industries = also come from: these areas
_contribut_ ng x-to_-_-t’h'e: .formal-:s:ec.‘tor' economy..- In some cases, as in
' looms: are koused in’ these ‘settlements- and they yle d
b 1mporta’1t_ products for the formal sector. : - :

}i.f_‘l‘he dwellers of Rawalp1nd1 are mostly 1nvolved in” }.abo
in 1nformal sub-sectors such as- street vendlng, hawklng and: garbag, ]
collectio' : They depend upon the formal sectors for theJ.

iicome households “in. the formal set ‘up. The ‘Hous
ing Flnance Corporatlon malnly provides service to _the mlddle
T Whereas in the- 1nformal sector there _:Ls'
‘n “local. credlts from local (communlt )&

”-ffor materlals, adv1ce and in rare cases cash. . Thes

'QV_ZCOHStI'UCtlon A oW 1ncome set tlements.

9.9 :'P'oterit-ial""_'for aains " from legalization '

S iniie the general conclu51on of this prellmlnary research:
'-'-'-3'15.: blase 4Ain favor: of advocatlng deregulatlon the suggestions for
~‘the hous;ng sector ‘are - towards the exercise of greater ‘stati
'*.'-_.authorlty -as51st1ng to . =e.s.tl':a}:;llsh “legal = title  to land

: _"_“_'::;._responsz_blllty - among: sector institutions - has . impeded __th;e_‘-
1mplementatlon of upgradlng programmes. . The lac}c of "legal title




'._suff1c1ent.

lﬁfiethnlc groups 1n strateglc areas of .our c1t1es.:-“

_1mpedes hcusehold's w1111ngness to 1mprove hou51ng‘ and thelr{“
ability to ‘use ‘houses as collateral to borrow: for: 1mprovements.jf
. The ‘establishment of legal title to land will: 1mprove the quality: |

o of housing and the investment by the prlvate sector 1n the hou51ng;
ﬂjsector. : :

More accurate pr1c1ng of,plots would reduce the 1ncent1ve}'r

-cf w1ndfa11 capital gains to potentlal land- speculators. Althoughj"

- -more  .effective ' covenants could be enforced requiring;: plot.
'foccupatlon and house construction, the low income ‘housing scheme.
. -of the" Hyderabad Development Authorlty illustrates . how: dlfflcult,
~.vit-1is to enforce these. regulations. Ingenious means are found to -
' 'go around the system. Rent control- leglslatlon, and partlcularly;
the’ eviction process. should be reviewed to -mlnlmlze ‘the

i.restrlctlons whlch are a ‘dis- 1ncent1ve to - 1nvestment 1n rentalj
ahou51ng : : Lo '

o The prov1sxon of ba51c serv1ces to the kamhlabmﬁsw1llj
,,-aot be 1mproved by . iegailzatlon per - se. Even where governments 1n;
' the past’ have deemed it: polltlcally‘exped 1 tle.
' to . land, -the’ provision of ancillary serv1ees'has¢neither been
o 1mmed1ate nor automatlc. ‘Legal status is -essential but- notf

It is the urban planning process ‘which has’ to be: Te-
oriented to serv1ce ‘these communities with not. only basic serv1ce5a-
S but with primary health and educatloﬁal fa0111t1es..~, Ifﬁﬁan
=;,1ncrea51ng number of our urban populatlon is going to be llVlng in
. these settlements in the future than it -is these communities. that -
" must: be one of the central’ focuses of the plannlng machlnery.;_TheQ
"'{polltlcs of: poverty are not.only. persua51ve but fatal in a country
~v whereithe pattern: -of “urban development has. concentrated volatiIe=“




THE INFORMAL FINANCIAL MARKET
--_Overview

SRR : Hlstorlcally, informal financial arrangements have beenv'
dominant in. rural areas. With dindustrialization ‘and. rapldrf

”urbanlzatlon particularly since Independence,.large volumes land;”

growth rates -appear to have emerged in the- cities. Its extent. is’
- indicated by evidence that it finances substantial parts of ithe
informal transport, hou51ng' and trade sectors -in urban- areas.Vé
‘Today, the informal financial sector represents perhaps the -

-1la: _est, most fasclnatlng'and least stui.ied sub- sectors of 1nformalh -

”ofsector act1v1ty in Paklstan.”

& Prov151on of credlt is the domlnant act1v1ty in the;

Vf 1nformal sector, but savings and investments are also 51gn1f1cant.
: VCOmmodlty tradlng was outside the scope of this review as 1t is

‘primarily a formal séctor acthlty. The main elements of 1nformal

'.jflnanc1al activity covered in this section are credit, sav1ngs,,

. 1nvestments and. forelgn exchange transactlons. ‘Under. credlt,‘thejjf_
panﬁt (or chit): system, ‘merchant credit. operatlons, suppliers

_ credlt ‘and the money lenders were studied. The committee system

- was studled as an- example of thé link between informal savings and i
‘credit for small savers. '~ The hundi system was studied for an'_.rg;

!

_assessment of 1nforma1 forelgn exchange transactlons.f”szj e

The dynamlc factor behlnd 1nformal flnan01a1 marketst

. appears  to be what. ‘bankers call product development - ithe™ -
'development of new products with characteristics™ that. meet .the: =
~reguirements of an ever changing economic env1ronment A studv of:

.Jf;lnformal ‘credit arrangements by DRMS (1989), undertaken . for the,,fﬁ'

World Bank, showed a large- varlety of lending arrangements,

collateral requirements and interest charges that had- emerged ln;fgfy"

9,response to the needs of manufacturers and traders..

: - _ In -the formal sector, 'the Supply Lsxoe jcomprlses,”:,qg
'natlonallzed commercial banks and insurance companies, state-owned @ |
«development financial institutions (DFIs) and specialized banks for;ﬁ*Fﬁ

-agriculture, industry, housing, etc., and a handful of forelgn'

ifbanks {with restricted number of branches and limited operatlons)

' This sector’is- “characterized by mandGatory credit ‘quotas, controls&ﬁi

© on profit margins, ‘high. transactions costs and, in the natlonallzediﬂft
: organlzatlons bureaucratlc management pOlltlcal 1nterventlon and*xk:

. A brlef hlstorlcal perspectlve on _inﬁormal"financialf
act1v1t1es 1s glven in Annex 10. ' o T

_;In terms:of llquldlty, security, returns, etc.




‘corruption. There. is general agreement in Pakistan that overall

o
- dev

_f '1im
.. and

and

- ~efficieney and responsiveness to ‘clients (particularly small TS
. customers) has declined dramatically since the nationalization b£ﬁ

. banks and insurance companies in 1973.

L '_Mcst'formal séctor inétitutioné'arg“SIOV in*respdhdihgf;ff
the needs.  of the. marketplace. Although innovative-ptbdﬂdt“‘”

elopment does take place at the multinational banks at a, very .1
ited scale, even they are handicapped by government regulation

id can . profitably ‘deal only with large clients from the formal - !
.. sector. . And all’ formal financial institutions seem to be unable

]_peghaPSjthe{mgjor”requirement-of the expanding service sector. ==

make ‘much progress in. lending for working capital, which is .

f ¥:*Qn'thé~demahd-side;'thére”is,suggéstivé-eVidenCefbfV”fwh

- 'growth in demand for an increasingly diversified set of financial -
_;instruments'inﬁrecent'years. Small savers, large investors;_gqqse;;
- builders, transport operators,. farmers, manufacturers, importers:

exporters,” traders and ordinary citizens engaged in work'or-

”:’fﬂléisurechavé-doubtless'been influenced by rising incomes and market .|
- demand, high . taxes ~and- ‘duties, . discretionary enforcement of -
- regulations, inflationary expectations, and growing contact between :

ordinary Pakistanis and the rest of .the world (particularly since

“‘the. _
“ inf¢rma1)_has added’tdfthe“démgnd forrworkingjcapitalﬁ”f:

~such forces on the demand side, people from all walks of life have
een depending for their financial transactions on the informal
}sectory(andfonﬁinStitutions_outside'Pakistan).”, Within Pakistan,
only the -informal sector is free to respond on a large scale with
Y new
L not
- .arrangements play a pivotal role in Pakistan's private sector. .

‘ '10;g'_Vkf Ex£§nt;5Contfibﬁtion-fo-fhe-Ecbndmz :

: 10L2g1'hL Informa1 Credit'f

Ma{é't:_ii_\'rityfini Pakistan, with major. lending activity in' Karachi,
. Fais

mid-1970s).  The growth of the serviceisector;(both_formal“andjf_z

'; Givén the inability of the formal 'sector to ‘respond to

products to meet the emerging needs of the population. ' It is’
‘surprising; then, that informal credit.and-fOreign-excﬁange[

 Informal credit is.the most widespre

the m widespread informal financial

alabad, Lahore, Peshawar and Multan. It is used mainly{for:

T

_ j_f”incréaéinqu,_Pakistani_busihessmen{theée'days_seek-£b haYe;§
- .offshore offices in Dubai;_preSumably_for'arrangingjimports?anv

expo

. not
constraints in Pakistani financial markets. . ..

D VR

rts:unencumberéd.by-Government_of;Pakistan regulations; it is =

Clear, "however, whether such . decisions _are_-influenged?:ﬁyﬁif




- profits that accrue from such properties as 1ong as the loan is not

: Epersonal finances, worklng capital, and even pro;ect f1nanc1ng-
" {though. businessmen generally feel that the avallablllty of long

‘term finance is not as serious a constraint 1n the formal sector_'

as that of: worklng capltal)

The loan ranges from a short term small loan (as 1ow as-

"qui,OQO) for personal needs to a long term loan (in tens: of-e
- millions) for project financing. The rates of interest ‘vary.

- according to the needs of the borrower, his credit worthiness,
- maturity period of the loan, and the nature of security prov1de\'.i;=
by the borrower, and typically range between 20 per cent and 48 per .

‘cent per annum. - The mechanism is quite similar (w1th minor . . 1°

_variations) across the three cities v151ted for. thls studyf“
, (Peshawar, Falsalabad ‘and Karachl) ' : R

e The 1nforma1 credit market is w1de1y used because of 1tsff

'gfacce551billty and convenience; no fixed schedules; (generally) no.

"collateral lower transaction costs; no appraisal, documentatlon,,'f”
““and administrative fees, minimum collection charges; and, speed . of .
scredits dellvery The profits earned from this business are . -

tjrelnvested. in. thlS ‘sector to av01d. detectlon. by the taxatlon-;”
,ﬂdepartment.- : . : s

: "The 1nforma1 credit -is. v1rtually the . backbone of the
T transport sector of Pakistan and provides it most of its. f1nanc1ng.]i
. ~The: transporters. ‘also form one of the largest money lender groups.
in Paklstan, and. also charge interest rates as hlgh as 10 per centrs'

'per month or 120 per. cent annually : S §oE

S Money 1enders prov1de 1nforma1 credlt to relatlvely blgt;
;-bu51nessmen.- This. source ‘of credit is not very'popular among micro

" .enterprises. The . major. ‘borrowers from money lenders @ are

- transporters textile mill owners, property. dealers and stocklsts.;‘b-

3rIn ‘some ‘cases people get loans from money: lenders "for their-
‘household needs. Money lenders give loans to those’ people ‘whom: -

*they'trust, or those who provide a guarantor.- The rate of’1nterest{f“;”

‘varies from 2-4 per cent per month. The amount of interest 1slpa1d*;
to the money lender every month. The maturity period of the loan
-~ is decided at the time of agreement; however, the lender‘can take_"
: hls money back from the borrower w1th prior notlce. - Dot

In the NWFP a sllghtly different mechanlsm was w1tnessed.‘”'

In’ a.system called ljara, the lender acqulres all rights. to ‘the -
.xassets ‘and properties of the borrower, and is entitled to all the

- repaid. ‘In. case of a default, the borrower ‘forfeits his rlghts.ﬂ:;

. over that property, and the lender acquires it. In this prov1nce,f
" the lenders are from the Tribal Areas and a default on ‘a loan:

_payment -has severe consequences,_and a.very persuasive re};)aymen’t:g.,"'=

'mechanlsm 1nclud1ng kldnapplng and. torture of the defaulter. @




L Supplier's credit is one of the most important source of | . .
-credit upon which microenetrprises rely in Pakistan. This informal i
~source of .credit has got such strong roots in the ‘business |’
~community that despite the significant difference in raw material |
__prices,for=payment-in_cash_or credit, they still'preferrthisﬂsource_*
.because there is no. cther source. . EERE R AT

T - Most of the microenterprises (MEs) purchase?raW“material;;
” .on”credit_and'méke“the payment within two to six weeks. In this |~
~ arrangement the borrowers often have to pay an implicit rate of |
-interest of 10-15 per cent per month, although interest rates of |
. 2-3 . per cent per month are also, observed. _ These: estimates ‘are
derived from the difference in prices paid for cash purchases as |
opposed -to purchases on credit. For instance, ‘in “the textile
juindustry'ingFaisalabad, the suppliers charge a higher price based !
on the number of days the payment is made. ‘They would charge Rs
-0.50 to Rs 0.75 more per pound if the buyer made a promiseito pay:
. the loan amount within 20-30 days. Similarly,'an'QXtra.Rs.¢}75“to
~Re 1.5 per pound is charged if the buyer agrees to pay his: dues
~within 30-45 days, and an extra Rs 2 per pound for' payment made’
-after 60 days.  The very low transactions COSt_{eXplaip;ﬁwhY-gﬁ
‘entrepreneurs prefer ‘these 1lopans. These are the ~onlyi loans !
-available to them! - : ' RIS S

i

IR Buyer's advance is also a source of working capital for |
‘'some of the smallest MEs. 1In this arrangement, buyers make some |
of the payment in‘advance and the enterprises use this advance to .
purchase raw material. 'This type of credit is generally free of |

. interest and the amount of credit is deducted from the price of the |
 'Zfinal;good:at.the_time-of payment. - I T R BT
R B In some of the cases observed, intermediaries '(buyers). |
‘provide capital’ to MEs for working capital.  They make  sub- |
. contracts with MEs, i.e., they buy the products of MEs, deduct the’
‘amount of credit advanced from the total value, ‘and make the.
. ~remaining: payment. In. this arrangement the buyers charge an
 impli¢it*interest from MEs which varies-from‘G;B?pe;'ceqtgpérg
- fifteen days by paying, say, Rs 15 permkilogram'for-productspwhibhz
_'the}MEs_can'sell'forsz.16f16.5 per kilogram if they. were not i
‘borrowing. from the buyer. Thus, the rate of interest charged by - "
:~ the buyer who provides. an advance to the producer is reflected in : |-
. .the form of a discounted price in this arrangement. . -

 Faisalabad. The system operates on goodwill. . The parchi is usually |
;a delivery receipt, signed by the recipient of goods shipped by'a - |-
manufacturer. - The recipient verifies the amount billed, and . |-
indicates when payment is to be made. The manufacturer signs over |
‘the parchi to his suppliers in lieu of cash payment. The suppliers |
-~ will often put it into a Iocal capital market,-where;it?willp
- eirculate freely as an IOU.  Parchis with different payment dates

~The parchi system is a very common - source of credit in-
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" member in rotation. The committees even go up to' Rs 1.0 million, -

.'Vlnvestor' funds are funnelled into ~illegal or*'smuggllng

'*.and large, theinformal investments are made both in the legltrma

' business - act1v1t1es - 1illegal because the high rates of profit:

w111 bear dlfferent dlscount rates. A detailed acCount-of'ﬁhe :._.”“

' panﬂu mechanlsm 1s glven in sectlon 17.

- 1612;2ﬂ denformal Savings

In terms of its. contrlbutlon to the economy, the large'{?r

scale schemes described below in the business communlty do generate;j?'
cap1ta1 for bu51ness needs. : ST

S The commlttee system is popular w1th the bu51ness classé?
as well as. the" households. There are minor variations in the.

different forms of committees, but essentially it is a pooling of .~
money- from -the members and the amount collected is given to each . -

Jespe01ally ‘the ones organized by the business community. 'The *
. Committee system is very popular among women of the low income and. oo
‘middle income:level. In Faisalabad and Lahore, women ‘have begun. -

to participate in the committees organlzed by traders ~and -
businessmen. © The current system of informal savings: does not{
generate any return on the’ principal amount but is a convenient way -

- of gettlng a: reasonable 1ump sum amocunt by way of forced sav1ngs.{-¢,

In the committee system, a number of people collect a}fi?f{

flxedxamount of money by pre—determlned ‘(equal) ‘contributions; at*~T
specified dates. One person is awarded the committee after. each_=
collection; this is ‘generally done by lottery. ‘A variant of this

system allows anyone with a desperate need to buy the collectlon;:;;_

on demand but at a. premlum

o -.There.ﬁare three types of 'committees in practlce.
- currently: Ordinary Committee, Auction Committee and Luckyh
- Committee., The detalls of each form of committee are presented 1n1
’sectlon 17.- e _ . . : RN A

”.10;213f ’ﬂihfbrm51 Investments

- L The 1nc1dence of such 1nvestments is mainly restrlcted
“to blg industrial cities.  On one hand it generates capltal for the
business concern, and on the -other ‘it provides an extra ‘income: t
the investor. ' In- Peshawar, it was noted that most of . “the

. activities, thus promising very high returns to the investors. By

~and:’ 111ega1 bu51nesses,-and the overall effect on the economy?;;yhﬁ
seemlngly is negative since it mainly provides capital for: 111ega1'stf

f-promlsed to the 1rvestors cannot be earned through a leqltlmate_ﬁ;;




bu51ness activity.

These 1nvestments do not requlre huge 1nvestments andjgf

people ‘usually borrow. from the informal markets to meet! thelr,f'

working capital requlrements. A typical venture woculd requ1re as-
‘low as Rs 50,000 to start with at a small scale. The b1g ‘players .
in this fleld have no cash flow problems because of thelr very free
cash reserves. A transaction of up to a million rupees can usually
be handled by them withocut prior notice. In addltlon,_they also '
malntaln ‘a line of credit with the commerc1a1 banks, w1th typlcal_;,
celllngs of 4 to 5 million rupees. : )

The tremd ‘of informal 1nvestments galned 51gn1flcantf-

proportlons in the late seventies in Pakistan. In the last twelve f
Years  investment companies have grown - (and vanlshed') tw1ce,['i“

robblng people of their . llfetlme ‘'savings. The companies promlse;
2 very high' rate of return on the capital invested; pa’ ‘'the'-
'‘profit! ‘as long as they are receiving new investments: ‘andiclose .
‘'shop and dlsappear when their inflows (neW'lnvestments) ‘become: less

‘than the outflows (payment of profits). This clandestine operation '

is taklng place all over the world, and yet unsuspectlng people are:
lured in - because .of . the general shortage of 1nvestmentﬁ
opportunltles and the extremely ‘high rates on proflts and theg

absence of good -savings schemes in the formal sector. - : -

Desplte the recent setbacks in -Paklstan,, 1ﬁ%¢nﬁ51_
1nvestments have not ceased to exist. People invest when they havej

a personal relatlonshlp with the company's management .or . in case |

of a highly reputed company (llke the Taj Company) . The usual Trate .
of ‘return on such investment ranges from 20 per cent to 36 per ‘cent
per ‘annum. - In case of large sums invested for a long term, (two
to three - years) the rates are as hlgh as 60 per cent per annum._,;-

Funds for 1nforma1 sector lending are’ moblllzed from a.f
varlety of large and small savers. . A saver may decide to lnvest}*
a’‘given amount at a. pre-arranged monthly. ‘interest ‘rate! ‘with'
somebody who acts .as’ an informal bank. Each month, the saver,;
could, " if he w1shes, be paid the interest . charges,?and the full
amount would be returned at the end of the agreed period.. ThlSV-

system' is attractive for ‘both small and large savers. It 1s-g“,
particularly. attractlve in the context of Pakistan,. .where- the
returns to saving in the formal sector have been hlstorlcally below'

or very . near the rate of. 1nflatlon- the real rate of . return has};f
been ‘generally negative. In contrast the informal sector has been

paylng 2=3 per cent per month as 1nterest on sav1ngs dep051ced.w1th1fr
it. _ .

Desplte the two. recent setbacks of frauds by the fJ.naunce'*-i

companles in the last decade, people still continue to invest - 1n;*”

such. ventures- The companies merely give a receipt for the amcunt]g%
dep051ted “and mention a stipulated rate of return. ‘However, this-
plece of paper does not have any legal value, 'and 1n case of'

o
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f7jenv1ronment deterloratlng deollar rupee parlty, and the current_
. trend :-of - obtalnlng ‘loan . from the formal banking: structure,ﬁ

’Ve,and compllmentary* relationship ‘with the ' formal economy, the

sf'_remlttances,- the entire transactions result in  the flight of"
;- capital - from.'Paklstan. ' Slmllarly,_ the 1nward remittances do
- improve. the - quality of life of the migrant's famlly, but “the ™

'?F“forelgn exchange deallngs are summarlzed in sectlon 17.,_L,

“T_broadlY stated in terms of: high degree of state control over ‘the
. 'sector.. - Other notable - factors are .strict regulations - andﬁ

'f-conce551ons especially in terms of credit SanctlonS' _ very-

g:default there is no legal recocurse avallable to the investors. In-
' some cases, the. companles also mention that in case of bankruptcy
or ' default, the investor has a lien over the company's stock’ 1y1ng
at a spec1f1ed warehouse; but the details and value of the" stock“:_:
~is not mentioned, and nobody knows if the warehouse actually has,i

; anythlng 1n 1t or not. _ . T _ :

30{2;4-7:Tinformal Foreign Exchange Tfansactions

S . The tradltlonal humﬂ practlce over or under 1nv01c1ng,[f7';j;
iand malpractlce in the tradlng of forelgn exchange, bearer_;-'

! fcertlflcates (FEBCs) -are. some of the major activities in ‘thef
- informal forelgn exchange markets. Increased. forelgn exchangei.

_remittances by Pakistanis working abroad, uncertain polltlcal; -

. transferrlng the amount abroad, and- having it written off atia:
- I'ater stage are some of the magor factors that have made 1t a very;,__
boomlng market._. : B T

i. While most of the 1nformal sector act1v1t1es have a closeg

informal foreign exchange transactlons, by and large, result 1n a o
: drain ‘on the foreign, exchange reserves of the country. The systemj;jﬁ.r
.- operates "in a ~manner: that the foreign exchange. intended for. home = -
e remlttance ‘remains 'in the- foreign countries, and is used for the -

111ega1 outward remittances. Thus, from the v1ewp01nt of outward'

f-economy is deprived of valuable foreign exchange reserves.%-Thej
most ' notable - advantage of" this system. is that it provides !a: .

~ convenient and fast service to the people remitting money froquf'

abroad.h They do not have to go through tedious’ paper'work or walt-":'

- for long delays, .and also get a better rate, which is ‘usually up
'to a Rupee more than the official rate. The various’ 1nformal§

'116.3t-eﬁffReleéance.to7de'$oto'stiheses

The main issues . which surfaced during the study can.be*

financial 1nst1tut10ns are the main cause of 111eca11ty in this.

procedures leading to- lower efficiency; political favors- or'oi

'fastrlngent regulatlons of ~the government, ~and, the prevalentﬁf




‘_V;authorltles._'

'-flo,l ?tf“”Reggirenents'for:Registration

':c1t1es are operatlng 1n Paklstan.-

" to control has been vested with the State Bank under the State: ‘Bank :
. Act, 1956.° As such, the bank exercises full control on the forelgnﬁ
__exchange flow to and from the country, and ensures that all:

60 .. .

'oofrnption tax evasion'and'smuggling in Pakistan._-

In terms of the relevance to de Soto's main theses, 1tf*ﬁ
can. be ~said that the f1nanc1al informal sub-sector has “some
‘similarities with the conditions in Peru. For instance, one’ of de
" Soto's ‘theses, ".... redistribution of national wealth  as  more

1mportant than the production of wealth. And "red1s‘!:1:°:|.bt;1tlox'1,""as'"'E

‘used here, means the concession of monopolies: or favored status. to:;
a small elite that depends on the" state, and on which: the state |-

itself is ‘dependent™, directly aims at the issues 1dent1f1ed 1n.the'

preceding paragraph. . Presently, the situation is such that even |

a  legitimate . financial need cannot be serviced by our  formal -
financial setup w1thout the 'sanction' of the hlghest pol;t;caln

Slmllarly, the deductlon of Zhha by the banks and otheru
flnanc1a1 ‘organizations (Natlonal Savings etc.} has a‘very'negatlve'

_!-1mpact on the overall savings in the formal sector. ‘People do not:
" trust: the State system, and gererally allege that the funds: are;'
" misappropriated. : As a result, they prefer to put their saV1ngs ino o
.. informal schemes.  In addltlon, the State's inability to meet the -

requlrements of the masses is a major factor that has led to the -

: .boom in: the informal ‘financial sector. As such, in this partlcular"

sector, there is some relevarice to what has been p01nted out ; by deff

'-_SOto, ar an parallel (or black) economy is runnlng 1n the'country.;'

All the" act1v1t1es in the 1nforma1 flnanC1al sector fallf’

-_under the jurisdiction of .the State Bank of Pakistan (SBP).: The
‘operation and’ authorlty of the State Bank is based upon: the. State;j
. Bank of Pzkistan Act, 1956, according to which the Bank is charged -
-Wlth reQU1atlng‘the monetary and credlt systems of Paklstan._'v==y

Thus _settlng up of a Bank Investment Flrm and relatedw_
act1v1ty requires the State Bank's permission and these activities, -

~ are not . currently allowed in the private sector -and. only the. |
'exlstlng five nationalized commercial  banks are permitted -to:

. .operate.  Even if a nationalized bank wants to open an addltlonal'
- -branch, ‘prior approval of the State Bank is requlred, In addition,

a. few: forelgn banks, with limited operatlons in a few selecte

: The forelgn exchange control in Paklstan is exer01sedf“
under ‘the Foreign Exchange Regulation Act, 1947; arnd the authority -

forelgn exchange recelpts are surrendered to the Government-u”




... respective- Bank; - ‘and-is -reviewed--on 'an annual basis. . Thus,

'-forelgn exchange dealers, which are the scheduled banks of the“

_:-countrv, are also a9901nted by the State Bank.

In otrcr words ax1st1ng Government policies stlpulate=f:'

-that (barrlng the scheduled banks and financial institutions), no

other individual can enter the segments of the formal flnan01al_'”

markets 1nc1uded in thls study.

'T;p{s.:':-1keggirementsifor_Conducting Business

o _ The State Bank is prlmarlly responsible for ensurlngfjll:
_:proper operatlons 4in  the financial sector. There :are many;'

. restrictions that - govern the formal channels of credit. These-
;1nc1ude the: required equity base and SBPs reserve or | llgﬂldltyﬁ
.requlrements. Slmllarly, the State Bank of Pakistan has a credltg
_celiling - Cfixed for the scheduled banks. | This ceiling. is"
l-approx1mate1y 35 per-’cent ‘of the deposit generated by . the’

irrespective of the volume of deposit generated by the Bank, the{ﬁf-:

_tcredlt ce111ng 1s not changed untll the annual rev1ew.-

L - The commerc1a1 banks have thelr'own cumbersome;procedurestdf
'regardlng the approval of credit. The banks and the financial- -

“institutions have their own f1nanc1ng procedures’ hlghllghtlng'theﬂr;.
-collateral requirements, terms, and list of approved projects: etg, e
Except for the Agriculture Development Bank of Pakistan, no other ' -
- bank ‘has. developed a c¢redit manual so far. Usually, they ‘update.-

- the rules periodically’ in form of 'bank circular'® -and use these«

" circulares as guldellnes for credit and investment schemes._ The
notable features of thesé’ regulations are: ‘'strict collateral and

- security requlrements- fixed repayment schedules; high appraisal,:

:documentatlon, admlnlstratlve costs; high collection charges; and,

- . above all, a wvery slow and tedlous process for the flnal dellvery

-of credlt.._ = : :

" 10.6  Taxes, Duties, Audits, and Government Inspections

: L iAs mnnflened e=*1‘°* —the S*a*e -Bank of - Paklstan is. the
'fultlmate authorlty that. governs the formal financial sector 1n¢f
“terms of credit, investments, and foreign- exchange.s The entire .
- operations of the formal institutions are subject to State Bank's
“.periodic’ audits, and thus, follow the prescribed regulations. Any;
' 1rregu1ar1t1es detected by the State Bank are considered ‘to be
serious _offenses and remedial = measures have “to be .taken

‘immediately.' In case of serious violations, the State Bank is even;¢.gf}j
empowered to revoke the banking license of the v1olat1ng concern;; ST




ig'_.-" ;“,10.7 = ._organizations ahd'rrade hssecigiions

Lo ' R The 1nformal r1nanc1al sector also operates wlth thehhelpe;;%

o of certaln 1nformal organizations and associations. For 1nstance,.'
in the Faisalabad Sootar Mandi, a body of traders exists: ‘which 15':;
~empowered to settle all . disputes in case of a default by a .
borro'er. Slmllarly,'ln Karachi, all such matters are settled in

a mosque in case of the Memon community, whose 1nvolvement 1n thel-
3 1nformal f1nanc1a1 act1V1ty is the most. :

AR _ -Such- organlzatlons are not reglstered and thelr on-?,;
:;"'f ;purpose is to monitor the compliance of rules and ethlcs 1n ‘the .
SRR -market. They also pool -in resources to pay adequate remuneratlonw.

-to the 'recovery agents!', (usually gangsters) who can harassiand
physzcally hurt defaulters. ‘

The 1nforma1 forelgn exchange "deelerS'

: also have a
o represep+at1ve body drawn from Karachi, ! :

”?fdec1des on- the" foreign, exchange rate - (1n ‘the black market) n-a
- . daily" ba51s .and the major determ1n1ng factors ‘are the ‘official -
f ... rate, ‘the' demand/supply situation. and the' current: POlltlcal;sj
o - environment or stability. In all, no 51m11ar1ty to ‘the Institute

of Liberty. and Democracy 1n Peru is seen 1n the flnanc1a1 sub-}”
: sector 1n Paklstan.-'

_'19.8-" Relatlonship to the Formal Se t 2-3 4

'Thel-infn?NAT__AHd .fcrmal' sectors _have eJ'ecmplex
} L relatlonshlp, prlmarlly because of the: tax.-evasion 1n the: formal:
{; .. . sector. . The' informal sector presents an alternatlve 1nvestmenti
AR 'opportunlty ‘for illegal money. A growing trend in: the recent | past -
| - has been to¢ obtain a loan from a naticnalized. bank or other_
e ﬁf§¢',f1nanc131 Ainstitution, and pump it. inteo ‘the ‘informal or ‘illegal
- ...Y. . channels. = This is usually done by influsntial pecple’ who aref
_“capable of either getting the loan written off, or:repaylngai

. - after. earnlng high returns through '1nvestments' in the informal
. - " “‘channels. .- ‘Similarly, all organlzatlons, who‘ are- otherwise :
. classified as formal (barring the tax evasion issue) Dumn the funds’
' ~4““f»euhqeiale-netfaccounted for in their books in_wariOuS'infdrma
. 1nvestments, speculatlve ventures and. forelgn exchange deallngs

S Apart from the 'black’ or undeclared.money;~'wh1te money X
EEPTE 1s also belng channeled towards the informal sector. For instance,
o . 'the salaried class (despite the set backs of the recernt: frauds by
. . ‘investment companles) regularly deposit thelr savings: with! the -
.. informal concerns in order to .earn a higher return than obtained . |
. © .. through the government Savings schenes. Although these investments

e o are relatlvely small in volume, yet the 1nvestcr earns. a rate”'
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"ff;of Rs 15 million in his account!

“wlnfluence. ‘This would have a positive effect towards the overall.

'-:1egallzatlon will also be productive sirnice the ‘inflows and outflowsa-

"between 2 per cent to 4 per cent per month.

The formal 1nst1tutlons are 1nstrumental in: fac111tat1ng:f

the 1nforma1 transactions. For instance, most. of the hundi];f,“
transactions take place through the banking channels, where .the. -
’dealers (through a bona fide forelgn -exchange account holder) remlt;:j;
;/and receive forelgn exchange on a daily basis. :The banks are. aware{;]gﬁ

- ~of this practice, but technically and: legally the procedure 1sﬁﬁ.~*

‘within the prescrlbed system. Similarly, it was observed. that-in

"ﬁPeshawar, a branch ‘of ‘a ‘nationalized bank honors the chits of: aﬂgh;
iwho ' :

.. .remits money through this ‘agent. The hundi dealer writes only one
~ . check’ (equlvalent to the total amount disbursed by the: bank) at the

‘dealer, and make regular payments to the relatives of a. worker

‘close of the day.. Although this is a viclation of the State Bank__
-Regulatlons, the:manager obliges hlm because of the average balance'

'rgls;eﬁffjijctential'for'Gaine'from Legalization

AR As mentloned earller, the nmln'source of 1llega11tyr_
]?(1nforma11ty} ‘is that: the existing formal setup is not adequate to

‘meet the growing demand for the financial ‘instruments for. credit,
- savings, investments and foreign exchange and the higa cost of
" transactions with the formal sector. “Entry -into this sector is
"-v1rtually impossible because of government policies. Legallzatlon,
will result" (1n1t1ally) ln lower cost of capltal but. hlgber .
-transactlon costs._ ; T : B e T

e * The overalr ef ec‘ of- thls shall be that ava“aullitxﬁo;
;capltal shall be for all-and not for a select few with political

_..f‘economlc growth in terms of increased industrial and bu51ness
~.activity.  »s far as the foreign exchange component is: cencerned,

. shall be. cancelllng ‘out, .and the current: trend shall also dlmlnlsh"
-.once the forelgn exchange regulatlons are relaxed., - :
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 enterprize coverlng a wide range of act1v1t1es [World Bank Pa

d*}technlclans, sales worker, domestic. servants, ‘casual- laborers a 

_ :ef;deflnltlons used by different researchers for -their studies we can f
L 3say that only the unregulated sector con51st1ng overwhelmlng;y '

11, MANUFACTURING

1 _"_._.._O"'er'vifew

C Informal sector manufacturlng is typzcally'character zedg
kS by small size and household-based units which: ' use of - 1nd1genousﬁ
T:technology.'are labor - 1nten51ve, produce - both - 1ntermed1at‘”and

final goods; have little direct contact with. ‘marketing (factor or

: ;-product),,and ‘have pr1nc1pa1 worklng arrangement through sub-
B contractlngo _ _ .

i Smallness of size is a’ determlnlng characterlstlc
f]lnformal sector manufacturlng because of two major institut or
factors. The first is that regulation requires that firms with te
or more employees be registered with the government. ‘Smaller firms
. are beyond the scope of labor laws and ¢ther regulatlon, and £ d
. it easy to’ av01d ‘paying income tax. Secordly, it is . reporte
" industrial units that. operate without electr1c1ty are consiad
ccottage. 1ndustry and - they are not requlred to pay excise au

~.and .sales ‘and’ 1ncome taxes - tbls is a major cost’ advanta
small flrms._ : :

- The 1nforma1 manufacturlng is developlng 1nto one o
jglmportant ‘sub-= sectors of. Paklstan s -economy. This is becaus
- stated. earller the: sector is. generally labor - 1ntensxve '
. based on: oomestlc raw materlals -ang. trad1t10na1 equlpment
_informal sector in' Pakistan tends to absorb substantlal Incr
o in' . "the 1abor force,_ the*e‘ore,_ 1t has assumed- 51gn1f
”{;1mportance from the’ policy makers. in the. recent yen*s
”1990] The 1nformal sector not. only serves the 1mportant func,
- of absorblng ‘the surplus labor unable to find jobs in- the ‘mode:
.;_organlzed sector but it is’ also the tralnlng ground for work :
.I the economy {Ka21, 1987] .

il Desplte the lmportarce of the 1nfornal sector ln Pak tan
?f]lt contlnues to be a neglected area for research {Ka21, 1987

‘Paxistan very little research has been carried out in the pa t, on
“the" 1nformal sector. There is'no consensus about. the di 1d1n_¢
ﬁbetween the formal and 1nforma1 ‘sector enterprlze IBu ki,
“The ! informal “sector is ‘generally "defined by’ its . orga
j'characterlstlcs and .establishment size - - small fam;ly

?Enterprlze ‘were 'classified as: belonglng to the. urban 1nfoxmal‘]
./ sector if " they enployed 1ess than 10 workers Kazi, 1987). “'T
cinformal’ sector includes skilled workers (plumbers drlvers
Tpetty bu51nessmer,f_prlvate enployees, artlsans,-

“unclassified ‘workers’ '{Khan 19841. - In the' llght “of
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':steady' shlft from._formal to 1nformal sector- manufacturlng 1 “

.establlshments ~employ1ng fewer . than ten workers and are not

- registered under the government's Factories Act 1934, have beenw;
‘included for the purposes of this study. ‘It was: noted ‘during the
-study that the Factories Act of: 1934 is the major. determlnant off"'

'an organlzatlon helng 1n he 1nforma1 sector.

.  For both the World . Bank and the Nat10na1 Manpowerfifd
‘Commission (‘NMC)l the need to address employment issues through a .~

better economic environment was motivated {in varying degrees) byﬂ

- the analysis of small scale lndustry and the informal sector. As’
- the NMC's -Interim Report (GOP, 1988:18) explains it, AL the}zé
‘sizeable devaluation in' 1972 reduced the unfair advantage: to. 1argejf[
scale industries and consequently the small scale ‘industries, led. = -
by export demand have .. grown more.. rapldly than the large sca1e4;;h_
__Amanuracturlng 1ndustr1es.“ “The- dynamlsm cf the small scale gsector - -
. +is also’ reflected in employment flgureS"almost.the entire increase
SRR § employment in manufacturlng between '1971-72 and 1985-86 .can bei o
7 attributed to the small scale sub-sector, while the large scale "
-7”;sub-sector‘has stagnated at around 0.5 million employed since 1971- .
17207 Not surprlslngly,?small ‘Scale industry and the unregulated; o
“informal sector obtain special mention in proposals made durlng'the.ff“f
,_;1980s for -a more effectlve approach to employment issues. - For
:_fﬁ_example,_(GOP 1988:18) lays ‘particular” emph351s on ‘small: scale .
~:+Elndustry on account of its. ‘high employment elasticity’ and’ llnkages?Tf
.- to ‘other ‘sectors, while: ‘World Bank (198%: Chapters III and: IV}h=r~5
- ‘devotes: one-half of the employment issues report to the: small scale:{‘ii
“Kand unregulated sectors ln 1ndustry and agrlculture. ' & s

The major dlsadvantage tO small firms is that they arefﬁ

.j=generally short of working capital, as well as capital for purchaseft”?
- of new machinery; and these needs cannot be met from the regulated .-
- financial sector. The offlc1a1 financial sector, Wlth ltS cheapﬁo_;

cap1ta1 clearly favors the large, regulated flrms.

’f It 1s concelvable {albezt speculatlve) that there is| aj

Accordlng'to thlS<ACt “Factory'means any‘premlses 1nc1ud1ng

the- prec1nct thereof whereon ten’ or more. workers .are worklng orgv_
. were working on any day in the precedlng twelve moaths,_and in any .-
part’  of which: ‘manufacturing process is being carried on (or dis -7
'fordlnarrly carrjed- on).with or without the aid of power but doesi~f”
~ not 1nclude a ‘mine, subject to the operation of Mlnes Act; 1923“
_.-Sectlon 5(1) ‘of this Act also ‘provides for reglstratlon ofq
'factorles employlng 5~9 workers but no registration under thlsT
;“Usectlon was reported up to June 30, 1982.......;.....;;.;June:18
_.;1990 (BDY Labor ‘Welfare, Sialkot). This act requlres that - all
j“%enterprlses ‘having ‘10 . or - more - employees (with some: caveats
deependlng on the 1ndustry) be reglstered with the government.

Government of Paklstan, 1988.




"“;manufacturlng,-but produce less than' 30 per cent  of sector’'s -

'r}of value added.  Two of these, food processing and textile. 1nvolvesf

i fruits. - Women's participation: in" the. sector 1s the: hlghest;as

- several 1ndustr1al act1v1t1es.-_ This 'shift may ‘be. due to.%
';gprofltablllty changes (at the margin). that are belng caused- by the;f
~effect of inflation on: income tax. Inflation pushes people intu
hlgher;lncome tax brackets even if there is no change - in:: real;;
income; this could be dr1v1ng'(marglnally'profxtable) formal: sector"
firnms out’ of business. If the demand for a product is still there,_"#
_ _those formal sector firms that go. ocut of bu51ness are replacedhﬂ
?g;lncreas1ng1y by 1nformal sector unlts. : i

2 i ll.2f_f_:'Exteht,fcoﬁtribution'to the_Eéonomy._

i Between the Small ~and Household-Based Manufacturing -

: Industrles (SSHMI) Surveys of 1976-77 and 1983-84, employment in:
small household. based industries grew by 80 ‘per: cent and value--
-added by .100 per. cent. Major activities in. the urban 1nformalﬁ
sector included food proce551ng, textile and metal. wcrklng.. ‘These -

__]three alone - accounted for 75 per cent of value added 1n thlsl
'Up,sector._s__ : . _ :

_ _ W1th an estlmated 3 mllllon workers, the small scaleg
sector includes for 85 per cent of the total: employment “in

“afoutput. It consisted of both small business and household unlts”
~employing: an- average 2.3 workers and posse551ng fixed: assets of
-under Rs 30,000 per unlt 1n 1983 84 [World Bank Paper]. e

_ Accordlng - to. off1c1al statlst1cs urbanl 1nformal_
";manufacturlng establlshments accoun* for 57 per cent. of the total
number of “informal manufacturing unit, 76 per cent of value added[
‘and about* 59 .per cent of the work force of the informal sector;
. {SSHMI, 1983~ 84) ‘This contrasts with the- observatlon of Liedholm
tand Mead (1982) that most of such firms are located in rural areas.

Lk Three 'categorles domlnate. the -1nformal sector in
.~ Pakistan. :These are: Food and Beverages (ISIC Code 31}, Textlle-
- and.Leather (32), and Metal Products (33). Together,.they account_
- for 69 ‘per cent of the total number of firms in urban areas, 75 ‘per:
cent.of fixed' assets, 69 per cent of employment and 70 per Ccent

a- substantlal contribution of 'women. In the food sector, growt'
- in. employment between these two surveys was 196 per‘cent and growth,g
in value’ wdded‘was 544 per cent.  In the textile and leather sectorfi

' the growth in employmert -and value added was 42 per cent and'147é'
per cent respectlvely :

: ." In the manufacturlng sector women are- malnly engaged 1nf
i,the production of hosiery goods, . tallorlng, packlng of med1c1ne,
stltchlng -of leather paper, sports goods and the processing of dry

:,compared to the other sectors studled but thelr product1v1t;fﬁ'

'Geifltfi




'thls sector is the lowest The reasons for this are that the women_if

'_prefer to work from their homes -on piece-rate wages, which is

. suitable to them. The informal sector allows them entry and access
“into . enterprlses which would otherwise be denied to them. . : The

informal sector offers flexible work hours and lets the - women]i*'ﬁ'

' work/operate from. their homes.

" Figure 1

Distribution of Employment
_and Value Added in Urban Small
and Household Manufactunng Units

Va!ue Added S Employmfe_nt_-”'

T&L
© 47

; ::.’T Textile and Leather

1 L ’ : Food and Beverages
“| - Source: SSKHMI] 1883/84" ' L _ :

. 11.2.1  Employment

' i Share of manufacturlng in urban employment has lncreasedfs
o 51gn1f1cant1y and has _grown from only 35 per cent in 1972-73 to 71 -
;'per cent 1n 1985 86.3 The 1nforma1 sector accounts for some 7 -

Burkl, 1990 fstates that share of 1nformal sector in the7;

'.urban labor force employment is estimated by subtracting: formal?f:

'_sector employment estimated by the Federal Bureau of Statlstlcsa  S




~ per cent of total employment in the urban Sindh and ‘Punjabi The : .-
- majority are concentrated in manufacturing (65.8 per cent ‘of
sectoral  employment in Sindh, 73.8 per cent in Punjab), in:1984-
. 85.. Irfan and Guisinger found some 34.6 per cent of_manufacturihg
; employment'in:the informal sector in 1872-73, in contrast to the
' former estimates of 1984-85. The structure of the manufacturing ;-
"haslchanged”dramatically since the early seventiesuwithgnmjﬁr_aﬂ
- expansion in the unregulated sector and rathér-limited;empl@ymeﬂtg
~growth in the large-scale regulated sector [World Bank Paper]. The -
manufacturing sector on the whole was employing 26 per cent of the
- total urban industrial labor. force in 1985-86 and 71 per cent of |
- these for employed in the informal sector [Burki 18907. gl

B Table 4. R R
- .. Formal and Informal Manufacturing Sector - .-
- Employment in Urban Punjab®, Sindh’<and-Pakist§n'

Employment ('000 Persons) % Employ- ..
: | TR T Lo ment «in. .0
A ... Provinces Formal Informal : .~ Informal .
5 St .. pakistan . Sector Sector . Total ‘Sector’ -

. " punjab - . - 263.5 743.5 1007.0 . | 73.8 |
s Sindh © 201.6 388.0 589.6 65.8 o

R ‘Pakistan - 513.7 1265.0 1778.7- . 71.1

i‘_: - 5_":ff'Soﬁrces:;‘World-Bank, December 1988.° Rep:rt-on'EmploYmenfﬁmg-
i S sl Issues in Pakistan:‘Figures_for 1984/&5._f-’.5131w*”

= AT . % . %aApid Aman Burki, 1990, Quaid-i-Azam'fUniVéﬁéit§ g
SRR .~ TIslamabad. ‘Urban Informal Sector_in_P&kist&n:jSQme.js
R : s e ol Selected Issues;_FigurQijor 1985/86.-;*,- R

" more informal research ahd’analySngsuggest_a conservative estﬁﬁatef“(;
~of -about 20 - 30 per cent of the female_Urban'populationﬂworkingnj*
:in'theﬁformaluand,infqrmal sectors combined». - R

. The World Bank estimates that there are about 2 million - .
X . women .in the urban informal sector in'Pakistan-and'they repre$enth
S ~a-significant growing sector of the working population.’ ..~ Lo

i[-.”'J"frbm’the5totél:employmént'rec

orded in the Pakistan Economic Sﬁ?Véyfrﬁ“
- for the cerresponding period. ' ' ' o o

| . . o
A €8




_ : " The p;esent study reveals that on average 1 - 30 workersg;:e
- were emplcyed. per establishment in the informal manufacturing -

?.sector of = Faisalabad, ' Gujranwala, Sialkot .and Karachi  [see:'
,annexes] : o : - PR St

11.2.2 ‘Income"

“There is no- uniform pattern of income 1evels in’ thef

‘_1nforma1 sector. - Burki reports in his paper that average earnlngs;fﬁh?;V
‘of " Shagirds (apprentices) were highest (Rs 855) in. the informal =

,e;manufacturlng. . The . description of  the informal sector ‘as -
- comprising dead-end-jobs (i.e. Jjobs with flat experlence-earnlngSC'
‘profile)' that result in urban poverty is- apparently not the casef

for respondents in Burki's survey (1990). - A large proportlon cof
self employed made a better living than they would in the lower
.rungs of: the formal sector where educational requlrement are more - .

'strlngent [Kazi, 1987]. The evidence in Burki's survey ‘does. not

. seem to support the commonly held view that the earnings- of the;fgf_11
'_1nformals are significantly lower than the formal sector:earnings.

. It has Dbeen. observed that once the full range of informal
;aact1V1t1es are included, ‘the income dlstrlbutlon of formal and
. 1nformal sectors overlap {Rlchardson 1984] - ;

. The average earnlngs of self. employed appears to'befﬁQﬂ*

substantlally high if compared with the formal sector earnlngsq

..." For example salarles in government jobs are estimated to.be Rs 950 . |
for grade 1, Rs 1110 for grade 5, Rs 1410 for grade 11, Rs' 1987ﬁ};‘7ﬁ
for. grade 16 (at the time of entry 1nc1ud1ng normal beneflts). Theyj', ,
~results of DRMS survey indicate that the informal manufacturlngjﬁg;f
units were earning an average income ranglng from Rs 500 to. 40 GOO SEPRR

per month [see annexes]
11,2;3f*'finvee£meht

o Y The flndlngs of the study conducted by Ka21,ﬂ 1987f
-1ndlcate ‘that' the initial 'capital requirements for setting’ up*
business. are low in the informal manufacturlng sub-sector.. Inl»lal'
1nvestment ‘varied from a minimum of Rs 200 to a maximum of Rs

150,000. . The financing of initial investment was predomlnantlyg-“‘“
from the. entrepreneurs own earning and occasionally by loans from -
the family. None of the respondents mentioned bank credit as a o
‘source of funds but most of them 01ted lack of flnance as the mostfﬁj;~

'”h_1mportant constralnt to expan51on. - : e RN S

.. _ The flnan01al requlrement for conductlng bu51ness varles;
h'from Rs 2 000 to 1 000 000 [DRMS Survey 1990] Investment at the " .




_.employing clerical staff within the

“upper 1limit was-obsérved by a manufacturing unit Of-Sweétsgand 
Toffees in. Gujranwala, where the entrepreneur had manufacturing’
facilities at two different places. At one place the business was

formal and at the other place, where the daily output was worth
80,000 rupees, the facility was manufacturingdgoodainf@rm@llyg3 

f11;3”  = Relevancé"tb_de Soto's Theses

_ . De sSoto's research reveal that informal manufacturing :
firms are those which use illegal means to achieve legal objectives : .
as opposed to those firms who use illegal means to achieve criminal -
objectives such as drug  traders in Peru. o The;-manufaétﬁring,3,
- establishments surveyed during the field work'were'perfo#ming-a-g
welljdefined-manufactnring'activity; - They were not committing any |
illegal act, and strictly speaking one ‘could consider ' them |-

..+~ The main source of  "illegality observed im' " the:j
- manufacturing sub~sector was a successful attempt;to“avoid.thg;veryg-
~high costs of formality. The restrictive laws and regulations and | °
. Procedures required by the state to conduct 'legitimate' business 1,
~-of manufacturing such as No Objection Certificate from different .| .
. Departments also contributes to the .informal activity in this ‘'sub-
. sector. Most of these restrictive regulations do not emanate from'
“the legislature but are the product of a vast and rigid bureaucracy.
-and -legal experts. . These rules are not designed*to_makeglife,
‘easier or the economy function better.. SRR R

i - Informal manufacturers cater to the needs of this rapidly . |
.. growing population and the legal econony is not ‘equipped to fulfil
 the increased demand. The effort and time involved in doing things
-”legally-iS‘not'worth_it.and'the-immEdiacy of the demand is too
.compelling. Furthermore, there is no way to. effectively prévent”
anyone from participating in'this sector. The trends are the 'same |
~as in-housing. First, the activity and its continued success, and

~then the legal recognition, if at all COnsidered_neCQgsary.é',

“ ¢11;451 7; Reggiiéments~for Registration B f,:[_:f_éjfﬂ;-f

‘11.4:1  Registration of _ Establishment under “Shops' and
s+ Establishments Ordinance 1969;: R O B R

.. . The oOrdinance states that-"every'establishment;QOthér,g
~than -a one 'man shop,. as "hereinafter defined, and factories |

_ e factory premises,jshallﬂbé;}r
‘Tegistered .with the ‘Deputy Chief Inspector for the area withinm I
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~ registered with government agencies (e.g.

| which establishment is'situated“;”f

- . According to the entrepreneurs in Faisalabad there were
no - legal: requirements for. registration except the payment .of
professional tax. Most of the persons met during the field work
were not-.aware of the requirement of registration under Shops and .
Establishment Ordinance 1969. It is suspected that they were |
confusing the registration fee with the professional tax. The
entrepreneurs of power-looms and hosiery products do register
- themselves with the Department of. Labor. In order to avoid any

- problems and-disputes which may occur either with their employees’
- or with the labor department they employ workers on contracts since -
contract employees do not have enough rights per the labor law.

'-11;5-~j'3uReggirements for Conducting Business

. Firms registered with the government . agencies -under

' Factories Act 1934 and Shops and Establishments Ordinance 1969 are

supposed to. abide by the regulations of ‘above mentioned Factories =
Act and Shops & Establishment Ordinance, whichever is applicable-
to them. = See Annex 11.1 for excerpts from the Ordinance. R

o The entrepreneurs are generally relﬁctant'toagét thej?3'
- business ‘registered  since they have to -abide by all relevant -

regulations, whether applicable or not. On the contrary, they get

'faway with the government inspections etc. by paying meager- sums in

terms of bribe to the field inspectors. In addition, once they are
- bound to pay the prescribed dues whether they fall in that category
~or. not. = "Secondly, they have to follow all  the government

ocial security) they are -

- regulations ‘(given in Annex 11.2) which increases their cost of .. '

'-production by_12.5_per”cent in the shape of excise duty or sales

‘tax. In fact, the ‘evasion of these levies is one of the'main=n"

. reasons of the existence of the informal sector. If-someone-wants-'

to.conduct ‘a formal business, the concerned departments Create
‘unnecessary hurdles (e.g. clearance from fire brigade, from

department of health, lease documents or ownership documents etcj. . .|
It is not an easy matter to fulfill all these requirements.  The . = '}

documentation is costly in terms of time and money. -
_The govérnﬁent agencies generally involved in registering -

_ aVllegal-:busineSS are the Directorate of Industries,?!Exci$eﬁfﬂ '
‘Department, Department of Health, Central Excise and Land Customs, =

and the municipal corporations.

*Manual of Labor Laws--Labor Code 1988.




11.6 '“taxés, Duties, Audits and Government Insgections; -

The entrepreneurs in the informal manufacturing sector . -

have worked things out in such a manner that the Departments. of |
Social Security, Employees Old-age Benefit Insurance (EOBI) ~and -
~Excise and Taxation (also collecting Professional 'tax) 'become’ |
ineffective. Income tax is paid on self-assessment basis. ' ..

SR Another ' department. supposed to conduct - periodic:
inspections is the Department of Standards and Weights. However,
inspectors from this Department seldom conduct the inspections, and
‘receive their monthly fees_(bribes)-sittinguin'their;oftice$; .The
owners' complain that they have to pay more . than the actual fee |

fixed by the government for this purpose, and also the prevailing |-

Standards and Weights do not coincide with their requirements (e.g.’

raw material is weighted in pounds and our ‘output is measured in |
meters). . - During  the field ‘work it was observed  that - the' |

o manufacturers in the informal sector do not generally pay_tgxes;f;

=-_‘11;7: '_ Oorganizations and Trade Agsociations =

SR Trade associations exist in the informal 'manufacturing. |
sub-sector as in other informal sub-sectors. ' These:organizations |
provide legal shelter to their members. Besides, settleméent of ' |
disputes among members and with government agencies is also handled .
by such organizations. Most of these organizations are registered-
and their members come from both formal and informal sectors. =

11;8. o lkélétionship to the'Pormal-Seétor'

L The informal sector has a dependent relationship with the .
. formal manufacturing set up. The workers are frequently paid sub- |
- minimum wages by their employers who are usually small producers.’
© However, these small producers. are themselves exploited by the
~formal sector in different forms of trade relations {Burki, 19907. "
 Firms in the regulated sector have made increasing ‘use of the. °

"putting -out" system and labor sub-contracting in recent years; -
partly to save capital and labor, but also to aveid the high costs

'f_associated with labor regulations. A direct-indidation;quitSJfgl
magnitude is provided by SSHMI data. In 1976*77ﬁ-somef61'perggent o
- of value added in household-based textiles manufacture was derived .|

~_from "receipts from others", essentially 'payments for! sub=" ..
‘contracting.  For both household and small—manufacturing_téxtilé,;
units;taKEn;together,'the'proportion'was 37 per cent of wvalue

added. . By 1983-84, the share of _sub-contracting receipts in . |-

~unregulated 'sectdr textiles value added has .increased to 46 per- . |
~cent of the total. - Small scale fabricated metals industries were -
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n°._.produced).

_p”also frequent sub-contractors, some 44 per cent of value added was.

derived from receipts from others in 1976-77; this increased to a9 .
per: cent ‘of  the total by 1983-84. Parent flrms are. also an:'

: 1mportant source of credlt for vender firms.

It has been estlmated on the basis of fleld work thatfg'

g3approx1mately 60 per cent of the informal manufacturlng in text11e4i~ifﬁ

‘and metal products sub-sectors is being done for the formal sector.

~ As with Jdarge: scale manufacturing, textiles is a ‘major. ‘source ! of;;'f
_femployment for the small scale/unregulated sector; 31 per’ centgjy
workers in small manufacturlng establishments and 42 per .cent ‘of - -

those in-household units were employed in textile. industry in 1983~
84 [World Bank Paper] -The Entrepreneurs of the informal sector

make certain, contracts w1th the formal sector (i.e formal sector;ﬂ_-*:

_prov1des them raw mater1a1 makes them weekly payments for their

running: expenses and also pays them a flxed amount on the quantltyﬁtf‘

Manufacturlng of sports goods and surglcal 1nstrumentsﬂt”

fls belng undertaken by the informal sector mainly for the formalj?

. sector. {i.e. for exporters) through mlddleman-_ In some cases, as;ﬁ;”ﬁ;
~witnessed ‘in Karachi, fixed - capital ' requirements of . 1nformal;ﬂ__:ﬁ

,enterprlses are also flnanced by the ‘formal sector. I

;i-b | 5L:Potentiai.for:Gains-from'Legalization'ﬁ":

Trac1ng out the 1nter and 1ntra sectoral movement ofr

" . workers in formal and informal sectors it was found that movementsf;ﬁfff
.within and towards the ‘informal sector are greater than the onesj}f"
 inside and towards the formal sector. .Addltlonally, it was noticed

that " the percentage -of - workers who moved from' formal . to ‘the:
informal sector is 51gn1f1cant1y higher than the movement in the

other direction. . This:is illustrative of the ease of entry 1ntof’f?“
the 1nforma1,sector and the more attractive occupations as ‘compared
with border : line. jobs in the formal sector [Khan,-1984] " The '

“t’lnformal sector  in Pakistan. ‘represents small scale efflclentwf
‘entrepreneurs who. have a- qreat potential to earn their living in

'1dunfavorable market conditions. ~The" evidence in this survey doesf'"

not seem. to support the commonly held view that earnlngs of the?.;
informal ‘are 51gn1f1cant1y lower than the formal sector: earnings; .

" most of the respondent were found highly motivated towards thelrf,fﬁ'

: '-present occupatlon and there appeared to be a greater potentlal forjfﬂfﬁ'
'-;'upward moblllty w1th1n the 1nforma1 sector. S DA

L As mentloned earlrer, the flrms presently engaged ln];ﬁ;p
_flnformal act1v1ty -‘are reluctant to become part of - the formalufﬁp
“'sector, since entry into the formal sector w1ll increase ‘the costj L
'of_productlon and  would result in difficulties in meeting varlouSgpﬁfn;
government regulations. ‘Entry  into the formal sector would not = -

--entall any 51gn1f1ca nt beneflts and on the contrary, would reduce,f




‘the margin of profits.

. The major constraints faced by the informal sector such
- as scarcity of capital, lack of training, no direct access to |-
-markets, etc. will not be removed by legalization. . These |
- constraints - require a restructuring  of the existing icredit

. institutions and a more deregulated economic’' environment.: The |
- extension of state laws wherefthe_enforcing.agenciéS-usQ}étatef~

authority for their own purposes will not only divert public funds, |

. “but will also irreparably erode the economic environment. - = ¢
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-_serv1ces further fuelled the growth of trade. Both forelgn and’

rlater in thls sectlon.

- Wwere unsultable for agricultural work due to the 1nfert111ty of the

-land; as a consequence people resorted to trading act1v1t1es.

._(Gazetteer of the Peshawar. District, 1897-98. PPR-. 219-220. Sang-
.e-Meel Publlcatlons, Lahore. 1989.

12, " TRADE -AND COMMERCE

12.1 ~ Qverview

S : The purpose 'of this study on trade " was to get an 1deafg;f;fﬁ
< o the extent to 'which a dual ‘economy in trade persists dnc
Pakistan. - A broad task in this regard was to. lughllght the,j e
' .particular . ¢ircumstances in - which the informal- trade sector .. . I
 operates.™ Spec1f1ca11y the study aimed to examine Low governmentffa"-”
and any other agencies or factors have affected informal trade, ‘ahd "

to acquire a sense of the network which" governs economlc act1v1tyf“

-jln ‘this sector.

: Hlstorlcally trade has. been pursued in the reglon of t’he:._:_:']._i"E
Indlan sub—contlnent as a livelihood because opportunities in the'
_ agrlcultural sector were either 1limited or ‘not. p0551ble.

Opportunities to engage in non-agricultural work were greater 1n{

“the more:. economlcally developed areas where agriculture had a . -
- lesser  economic 51gn1f1cance.' An additional feature of the. moregffffi
- developed. areas was ~the - opportunltles they afforded to nmrketwkf?;,.
goods; tvplcally the only organized channels to market goods wereiﬁyg

located 1n such developed areas. -

: - Wlth ‘economic development the dependence on agrlcultureqi'kd
whlttled ang opportunltles for pursuing other vocations' 1ncreased.~;;:¢*
Increases in demard for -both agrlcultural as. well as Tnon-.

agrlcultural related goods and services. complemented the trend off
increased ' and diversified occupatlons. Technological chahge.

'faollltated production of goods and services for both domestic. andfg l“-
foreign consumption. Trade began to develop, and commerc1al;';,'

act1v1ty expanded beyond 51mp1e transactlons..
Spec1allzatlon and an ever: expandlng base of goods andf

domestic trade were recognized as viable means to achleve economic

'f',progress, -and both were encouraged. Following the annexure- of;ﬁ?ﬁ--
“'Pakistan .into. the world map.in 1947, ~trade and commerce gained '
_further 1mpetus from the hlgh prlorlty glven to 1ts development byﬁ

Annex 12 1 contalns an outllne of ‘the areas. studled.,rll

A worklng deflnltlon of the 1nforma1 trade sector followsi

Accordlng to the gazetteer of Peshawar dlstrlct some areas

',%gf




'-hMoréover,_}in, the same year, the lowest 20 _per.TCEnt.‘0£ﬂché'

' sector is,; however; not confined to basic goods alone. -

‘successive regimes. Its nature, contribution and importance to the
country became subject to the vagaries of economic, 'political,
i social and cultural’ forces. o Bt

. In Pakistan,. the pressures of a burgeoning population |-
- {107 million in 1989-~90), growing at an average rate of 3.1 per |-
cent per annum, has generated demand for a large volume of 'goods ! -
‘and services. In spite of the formidable growth in: the volume of | .

 trade, (295 per cent between 1977-88), trade in_thefformal?sgttbr;f;
has not been able to meet this growing demand due to the external |

- orientation of the formal markets. ' The unfulfilled demand for |
'goods .and ‘services  from this.sector;hasxbeen provided by ‘the

- informal sector in trade. ORI R

_ o ‘One other peint which makes the "above. observations
~interesting and possibly stronger is related to the nature of the. |

. 'source for demand for goods and services. Since it is tke poor who
- constitute the majority of the pOpulation,”rit‘is'1ogica1 to expect !
- that the bulk of the demand would be generated from this:source. .|
-~ What makes the informal sector a credible as ‘well ‘as the main
-+ . source-of supply for this demand, is possibly related to the nature
- and the prices of the goods and services it supplies. ' |

e _ 7. The nature of_the.goods'andzservices-pﬁo#iééd;bf&the;
informal trade sector is very 'basic'; it caters to essential items:
-1like food-and drinks, apparel, textile, footwear,'etg;yylrheﬁnatureﬁg
.- of ‘supply from the informal trade sector seems to *fit' with the =~
- nature of consumption. (demand) of the average household.. ' For |
‘example, a family with a household size_of.G;S‘persons»{tpe-&véragef
. household size in 1986-87), with an.average monthly income of. Rs’
2,062, spends 46 per cent of this income on food and drinks,!.7 per’
cent ‘on apparel, textiles and footwear, 12 per cent on rent, jand’
' the remaining on transportation and other miscellaneocus goods and
i " The match -between the supply and demand of goods and’
. services from the informal trade sector also seems to be borne out |
by the prices of these. goods and services which are within.the |
‘reach of the population . that belongs to the poor or low-income
. category..  Though this phenomencn stems purely from logic - and is.
- probably a reasonable claim in light of the arguments preceding it

_ " ¥1n 1972, the percentage populationfﬁaiying.undéfﬁthe:péﬁéﬁﬁi
-line - (those who command. less ‘than Rs 375 per month): was :74.°

- population: received only 7.9 per cent: of national income whereas
‘the highest 20 per  cent received 43 per cent of ‘the national-

_‘income. - This ratio remained unchanged up to 1987;"“_“_4 [

*The supply of goods and services from the informal ‘trade
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i quite as snnp istic as this methodology suggests. The. deflnltlonal_»* i

- any conclu51ve observatlons from 1t should be approached w1th;-3
caut:.on. . _ e

: One of the more 1nterest1ng observatlons that emerged]%f_.,
from our survey and from research of secondary ‘sources is that .|
informal tradek is characterized by degrees:. and levels..ofw%i
_ '1nforma11ty or "illegality.. ~— Enterprises and actlv*tles in the .-
“informal trade sector ‘do not indicate the character of being:
"purely" 1legal or illegal. “In almost all cases. ' some legal;a'

‘requirements (such as  those- for registration) were met, whlleu-{"

- others (such as those for conductlng business), were 1gnored. CForic o
 the purposes of this study, an activity was deemed to fall within
~the informal trade sector if it failed to meet the fundamental °
'requlrement(s) for reglstratlon and - conducting business, For;;_}_V
éexample, in the case of a vendor, the fundamental requlrement for .

reglstratlon is a valid license to vend. All those vendors who
- were found to violate this fundamental requlrement for being legal'-
or. formal were con51dered to be part of the 1n£ormal sector.“. A

g Extent .’4--'COnt:'r:i_1$1'.1ti6n to the Econon_w_ o

Analys:Ls of the extent and contrlbutlon of 1nformal tradef'

C to.. the ‘economy is- marred by the lack of publ:.shed ‘data and-:‘-
" references on this sector. Where statistics 'do exist, these are
- of a fragmentary and micro nature. An additional llmltatlon of the .

study on informal trade:'is related to the scope of the survey. Due -
‘to the likited time to conduct research, the: survey concentrated -

‘on ‘all those . trade and cemmerclal actlva_tles whlch were most

N visible.

' Based on a study of the 1nforma1 sector in Paletane-ltﬂ.=-"i"-
'was estmated that 93 8 per cent of the labor force in: Paklstan 1s._‘ :

. Ttns 1dea acqulres ‘more . credlblllty in reference to a study'
conducted in: Cclombla by ILO .on the informal sector. “The studyj_’f
. _1nd1v._ates that the 1nforma1 sectcr :Ln Colombla not only caters t'

(in: 'Burkl,"‘ 1989 p. 5.). The observation is relnforced by Burk1
for the cas;e of Paklstan (Burkl, 1989 P. 5) . : :

Categorl.:«*atlon of fomal and 1nformal trade sectcrs is- not‘

~issues  are. compounded when the nature of the. dual economies is

. considered’in! their entirety, an observation which will. become
S ----_apparent from: the remalnlng part of the dlscuSSJ.on 1n thls chapter

_’-‘and frcm the annexures that follow: 1t.




.. Rs 8,000 to Rs 15,000 for - shopkeepersn ‘The working ¢

'?” _eh_erprlses wb;ch employ 1ess than 10 employees.:-r,
':.73;10g1ca1 outcome is:the: fallure to account for other

s

“in the 1nforma1 sector (Burkl, 1990).“ Thls 1mp11es that out of
a total of 3.46m employed in trade and commerce in. Paklstaniﬁh

S.om are . in the informal trade sector.® On the basis of the
-crlterlon employment in the 1nformal trade’ sectors
,g'districts of Lahore and Peshawar . are also calculated. .
. district,. out of a total of 172,744 employec in trade'an
.~ ©°170,700 are in the 1nforma1 trade sector.
'frithe total employment in trade is. 69 537
‘in the 1nforma1 trade sector."-

. Baseﬁ on the survey'the most substantlve 1nforma t
. was in ready-made garments, fruits and- vegetables.g"
Jlnformal tradlng in: soft’ drinks, toys,_trlnkets,_
" .cream; and -certain native foodstuffs was also: prominent.’
.~ elements in which trade was substantive and ‘common  to the ur
-~ cities were fruits: and.vegetables The initial investmer
'“ﬁcategory‘vary from Rs 5,000 to Rs. 10,00C for itinerant v

;arequlrements for elements traded in this category- were cited
gjlow, ranglng from Rs . 3, 000 to Rs 5,000 for shopkee
© 13,500 to “Rs 3,000, for 1t1nei,1t vendors. e :
Ehlghllghted 1n table 5- oo : /

T Tahle 5 []‘ Ll
Trade in- Pru1ts and. Vegetahles
PR (Rs) B

-';;-.;." In:n.tlal Investments 5 000 .'—.' 1_0-, 0;:_0'0‘. -'._'Itlnerant .Vendo s

T '“'( S S 8 000 - lsfooo“gg;shopkeepers
”WorkithCagitaltc_ 4_;1,500 ,3;QOQ_TL:fIt1nerant Vendors
R o : =t.3@000}755;000ﬁqg3_Shopkeepers

" DRMS Survey, June 1990.

f-“Thls study deflnes “the lnformal';sector ‘as

R

Data pertalns to the year 1987 88.Ly

Y Thls_observatlon is. blased by the fact that the: su
fgcencentrated on . those: ‘activities which were: most’ -

'f;substantlve act1v1t1es W1th1n the dual economy of traew

*’*Natlve foodstuffs 1nc1uded elements 11ke‘

_ goa!gunda
e candy) b dfzca chana} ’ gorJ (guppa, _ etc. .




RTINS : Flgures for trade in ready—made garments are. glven 1njl
:flitable 6._ Trade in ready-made garments invelved initial 1nvestmentsh'
”j'ranglng from'Rs 10,000 to Rs 15,00 for semi-fixed vendors, and Rs:

20,000 to Rs 25, 000 for shopkeepers. Working- capital requlrementsp
. wWere: between Rs 2,000 to Rs: 5,000 for seml—flxed vendors, and Rs
7ﬁ4 000 to pak Rs 7 000 : for shopkeepers. o : G

: _ Table 6
Trade in: Ready—made Garments _f
(RS) )

Fifﬁhitiai ihteétﬁehtsf ¢10 000 - 15, 000 . Semi-fixed Vendors ”“:
D St vwg.'-;,\:-;.alo 000 —‘”S 000__.Shopkeepers ' B

'3e2 000 - 5 000 .ijeml-flxed Vendors

* Working Capital ! |
T I BRI Q;4 000 --7 000.:-~rShopkeepers SR

. DRMS --’Sii:rv_ey. ixJune;-_'l.ssjof- -

F ' 3 4 people were . employed in’ the trade,dp
*-ready—made garments.f In-: Lahore, ‘trade ‘in. ready-made garments-
saowned by “contractors“ ‘who. would sublease their bu31ness;

. S, . ' The contractors ‘had! extralegal rlghts to - certal_
L cherlshedf; locatlons _for trading, such as the area. around the,
;'rallway statlon.; Thls,was ‘a.situation analogous’ to what one flnd :
;'1n Peru where pltCheS are. actually bought and sold by traders"ﬁ_;

I T “raders would typlcally make Rs . 40 per day. b B
pexceedea 'spe01f1ed target set by the contractor,: the trader'wou "

“make. a small. percentage ‘of ‘the  profit. The converse ‘situation;

j;where a trader is-not able. to sell anything at all in a- day is‘not
‘met with .any" “kind of sSanctions by the contractor. .In. suc
‘gituation the trader would 'still ‘qualify for his. dally'rate of 1]

‘40.] Inﬁeffect “the. dally rate for traders 1s akln to s mlnlmum

ge snt”by the contractor.; r~_ . - AR IR

_ : : The contractor plays 2 centra} role 1n.conduct1ng trad
ﬂrn readydmade garments.* A trader ‘who works for a. contractor doe
not ‘need any -initial 1nvestments or workirng capital;’ ‘these -
-prov1ded by the. contractor. The basic, quallflcatlon to: tradero
a contractor is some .years - of experlence in tradlng._ There are
'_however exceptlons to thls quallfloatlon. As 1n the case of Peru_,

S 45Unfort.unately no. 1nd1cat10n of the prlce of such a plot fi*ﬂa*
':ijfglven dur‘ng the- 1nterv1ew. - . s ST

P




where a rew 1nforma1 ‘is 1ntroduced into a 1oca11ty by a cousin or "

relatlve to minimize resistance from other traders in the locallty,ﬁian

in Pakistan also consanguinal ties with a contractor act: as an .
acceptable . substltute for experience, or for that matter an’ added;;
asset for a new trader to market’ himself to the: area as well as to
the contractor for a job. In such a. ‘case, -a’ contractor hlmself'
provides - on-the-]ob tralnlng te the trader., During the: tralnlngé;
perlod the dally rate of a trader ranges from Rs 20 to RS'399 S

Table 7
Trade in Toys, Trxnkets, Jewellery, etc.
(RS)

JInitial -Investments Worklng Capltal
2 000 - 3,500 . 500 -'1,000

—_—q.-——————--.———-.——--c-.-——————-u.—_—-—-——--

Source:. DRMS Survey, June 1990.

Toys trlnkets, Jewellery' and bangles were elements
generally traded. by women, -who mostly operated as:. semi- flxed'
vendors. ‘New - entrants (both male and* female) into- the 1nforma1
trade sector were. found to.initially engage - in selling’ these”
elements._Thls was an attractlve ‘trade was because: the 1n1t1a1
investments . and worklng capital requlrements ‘were low' ‘Rs 2,000
3,000 .and Rs '500-1,000 respectlvely for 1n1t1al 1nvestments and,‘
worklng capltal (see table 7). "In Peshawar,. trade: in. thesef
elements by 'women was . fac111tated by the avallablllty of" credlt”

from retallers -and wholesalers. These agents USU&llY‘prov1dedfmost-ﬁ
of the 1n1t1al 1nvestments.

12.3 Relsvance to de Soto's:Theses

That the state.has 1ost its soc1al relevarce and 1mpeded-
economlc growth is an observatlon not: conflned to. Peru. The :same
phenomenon is reflected in Pakistan. In’ both Pakistan. and 1n€ eru.
the 1nformal trade sector is prlmarlly a result of the h1gh1y

restrlctlve admlnlstratlve requlrements that must be satlsfled_ln
order to operate legally.

In Deru the formal and 1nformal sectors in trade comp‘:e?
w1th each other, in Paklstan "there are examples of ﬂbot

A descrlptlon and analys1s of the act1v1t1es of wonen 1n~the-‘
1nformal trade sector 1s glven 1n Annex 1z, 3.
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5fcomp1ementar1ty as well as - competltlon between the . formal andf
- informal trade sectors. Although the informal trade sector 'in. Peru,'__
“is decidedly more productlve than the formal trade sector (as deﬁ_ B
*Soto pln—p01nts), 1t is not necessarlly the case 1n Paklstan. v

# ‘An- 1mportant thesls of -the de Soto study 1s that theg<;
.1nformal ‘'sector in Peru is 1arge1y made up of migrants who leaveg'“
‘their rural homes for urban localities in the expectatlon of better;
‘.incomes. ' The cities of Lahore and Peshawar do not seem to lndlcate;:
".:the same: phenomenon.“ Qadeer (1983);, in his 'study on Lahore
- “demonstrates that mlgratlon to Lahore from peripheral areas hasinot. . - |~

“been "substantial or serious enough to constitute a problem CEor i

~urban: planning.: A brief analysis of migration patterns in. ithe = -

~districts. of - Lahore and Peshawar further relnforces Qadeer s;ﬁ*
_;observatlons,__. : : : £ S

o __f In 1981 mlgrants made up 19 4 per cent and 9. 3 per centu
respectlvely' of the total populations of 'Lahore and = Peshawar ' -

-_,dlstrlctsaﬂ of these, in-migration 'to . urban areas [was

'uapproxlmately 89 per cent and 69 per cent respectlvely for Lahorexﬁ“
.and Peshawar districts. On the surface these figures. seem to ..
.confirm de Soto's thesis for Pakistan, that is, 1n-m1gratlon to
- urban localities is hzgh leadlng to a serles of complex problemsi
'Qfor urban planners. N _

. The dls-aggregated plcture however, 1ndlcates that thlsﬁF_
qis not the case. At least four observations from these data servef,-g
‘to demonstrate  that migration is not a 'major problem. 1n thefﬁﬁ'ﬁ
_surveyed c1t1es in- Paklstan.' T s

(1) : These flgures pertaln. to d;strlcts and not toi,“j~
specific urban localities or to cities. As such ‘the -

- actual number of mlgrants to~the two 'C1t1es' 1s probably”%ﬂ
much less. : : - R

K A more thorough study is needed before ‘one can establlshﬁifﬁ
;whether trade in Pakistan is more productlve in. the 1nforma1 sectorp*:ff
~_f0r in Lhe formal sector. - : - : . o

: In_,the c1ty of Karachl, however, mlgratlon: and i e
implications - ‘for ‘the informal sector are perhaps worth: comparlngﬂf
with the case in Peru. - Although Karach1 was - outside the scope of
our” sttdy, ‘it is worth. notlng here that migration to Karachl from 1
-rural areas of the province of Sindh and from the prov1nce of NWFP ..~ i~
have been substantlal, it has been the major force in generatlngff'“i'
_the. denand for’ 1nforma1 hou51ng and . 1nforma1 serv1ces. (Seller,;"
'1988) ' : . . \

i'”All flgures have been . obtalned from the Dlstrlct Census;{frf
‘Reports: . of Peshawar (1983) and Lahore (1984), Government o) S
_Paklstan.”_-'u‘ _ : : o .




(11) A number of these mlgrants may be
L mlgrants, and consequently cannot be . though
t;zpermanent mlgrants, - L

ui*;(lll) Thlrd there is no ev1dence whlch shOWS-thatxthese“
”]ﬁmlgrants actually land. ‘up in the 'informal  sector.
- However,. whether migration is’ substantlal ‘or: notl_anyl
. number: of‘mlgrants would have 1mp11cat10ns for the jrowth |
. of  the informal sector, in ‘that the "mlgrants . would
,ivrepresent addltzonal -demand for goods and serv1ces from;
”““the 1nforma1 sector, and ' o . S ’

,l(lv) Ev1dence from secondary sources shows that most
”ﬁl1m1gratlon in Pakistan has been from rural to ruralf
-_hland not from rural to ‘urban areas.f“ :

R : In Peru the 1nformal vendors appear to be ‘more or
“gthan the vendors: 1n the 1nforma1 sector in Paklstan.s The lx,_“
*?organlzatlon and cooperation ‘among such groups ' is: proh;",
“funct on:. ‘of the: enormzty of the threat such ‘groups face fror
‘'opposing groups: the .greater  1e threat (v1ct1mlzat10n) fro’
.ragencles, the.greater the proc11v1ty towards group formatlo
. superiox . organlzatlon of informal vendors in Peru is’ refl :
" the existence of informal. organlzatlons which protect.thelri gh
- ”§v1s-a-v1s confllctlng groups' ‘in Pakistan no- ‘such organlzat on .
‘-Tiivendors 1n the surveyed c1t1es ‘was ev1dent.i~ - R

irements for Registration

L : In most cases the requlrements for reglstratlon were not
: ulfl led.m_ The reasons for this were similar to the. caseﬁlnHP‘ru“
wher”athe requlrements for reglstratzon were not met: because they
i were, 'restrlctlve tlme consumlng ~and- costly;_. xﬁhothe
'1nterest1ng reason had to do Wlth the fact that 1n som

'xdenled the rlqht to legally earn .a- llvellhood
;Akbarl nunuﬁ 1n Lahore 111ustrates thlS p01nt.__;{

o . more' detalled descrlptlon of the. requlrement_
=freglstratlon and for conductlng bu51ness are an part of Anne'-




Accordlng to an a:ﬂu in Akbarz mandl in- Lahore, mandls :rwere:"'

o 'Enot always illegal. - Most mandis in Lahore were initiated by the
_...Lahore Development Authorlty and the Lahore Mun1c1pa1 Corporatlon.__. o

A1l traders assoc1ated with the mandi had to register with these .

.. regulating agencies. - The purpose of setting: up the mandi was: to
facilitate trade by providing the space and the necessary channels-

L _through which traders could market thelr goods.- Many traders tookf_ S

iy s advantage of this cpportunlty. __

' Over tlme demand for. goods and services 1ncreased faster o

S ?'--than the growth in the mandis orgam.zed by municipal agencies.

- a’ consequence of the regulatlng agencies not belng -able to meet the.“ﬁl

' "':ﬁ.'demand for. mandls, ‘illegal mandm began to flourish. - These - 111ega1 '-

izmandls, belng prime centres of economic activity, attracted other
. The consequence of this entire development was’ that new.

' }"'-rantsi'.into and around the mandz created serlous env:Lronmental and’
tra; 'flc problems. - : : BN

The mun1c1pa1 agenc1es responded to’ thls problem by

R remov1ng thelr legal” coverage to’ mandzs.; nghts of access to
mandzs could only be: obtalned from the municipal corporatlon. -
-1-__essence, ‘however,. permlssn.on cculd not: poss:.bly be given to trade‘:{-

:‘in that area for that would have meant a. self—defeatlng task for'

:;_"'_-’-the regulating. ‘agencies. Thls, in turn, 1ncreased the 1ncent ve .
;among traders to evade reglstratlon. R S S ,

-*"_’f,R'e ; i.r'enents--:--for con'_duct_in” Bu's'iness B

S 'I'he requlrements for conductlng bu51ness were not met by
“the. majorlty of. traders. . This was. ‘mainly due. to. the fact that “the
{i_requlrements were not. ‘imposed by regulating - agenc:.es. Varlousl
-reasons.: explaln the inability of regulating. agencies to “enforce. .
j_-‘the requlrements to conduct business. These had just as much to
'do, “with: “genuine . constralnts of regulatlng -agencies (such. ‘as

L Sinsuff cient’ staff) as it d1d ‘with some: incentives: (such as. brlbes

) “from 1nformals) Annex 12 2 1111; trates these aspects more
‘--“,-'Z..luc:l.dly.__ B B N T -

es, "'Dﬁti'es : Aud:.ts and-' -Govermﬁenth'xiss_ ec’tgions

Uy L All types of actJ.VJ.tles represented in the lnformal trade
?sector are subject . to various' taxes,  audits - and government

i‘1nspectlons with relevant agenc:1es ‘and departments. ~The actual-
" 'mechanisms ‘of" how taxes are imposed and. 1nspect10ns conducted are
:i_lengthy, for: convenience they have been put in Annex 12. 4., There o

;{are two :unportant po:Lnts to be made 1n th1s sect:.on. FlrSt taxes:




'{’rtmanageable and efficient way. Some have acqulred legal recognition

: rwpowerful groups.- A detalled account is presented 1n.AnneX;' 2<5.
' to defend rights: to tradlng illegally and to lobbylng interests

r”:characterlstlc ‘feature of which was a’ tacit understanding ; ‘among

rvforganlzetlons and associations; with purposes’ ranging from lobbying:
 high:prices to defending rlghts to conducting business in: publlcj.

“power; some -have even managed to ‘'get recognized by governmentf

o were'lmposed net. JUSt by Off101al or govornment agenc1es, a. system A

“of -informal t.rz+ion, similar to that in Peru, was also prevalent.

in the . surve _; areas. The informal tax was usually in the. formff{'
of an extraleg « tax which one informal paid to another for use of

a certain area on,whlch the other 1nforma1 trader had an extralegalif
rlght. : ‘ _ _ o

The second p01nt is related to offlclal or- formal taxes.;f3

VfFor various reasons these were not eff1cac1ous1y'1mp1emented._ One;.f
__1mportant reason wds the resistance from informal organlzatlons; i
"~ -Some of these ‘organizations had strong connections with influential

rp011t1c1ans and officials at munlclpalltles who provided informals |
,_-1mmun1ty from paying taxes. | The fact that officials accepted[g
" bribes was another reason which prevented them from 1mp051ng taxes  ;
on informals. The diversity of incomes and activities within the .
- informal trade sector represented yet another constraint on- the:

:fablllty of officials to tax the informal sector. No clear! sense?
. -of the mechanlsms of tax llablllty and collectlon was ev1dent among,
' off1c1a1s. _ : L

12,7 . -Organizations and Trade Associations

_ : In the absence of an organlzed 1nst1tutlonal structurefr
-1nformal organlzatlons and ‘arrangements have germlnated. which
‘govern ‘economic act1v1ty in the informal trade sector,’ and 1obby
their interests vis-a-vis government and- other'requlatlng agenc1es.
The purposes of such’ organlzatlons vary. .and  seek to address: a
multitude of - issues germane to the smooth functlonlng of economlc
;;act1v1ty in ‘the sector. - These operate in a very. complex yet

after operatlng 1nformally for several years and have emerdged as

o Unllke 'the -case of ‘Peru, in the surveyed. c1t1kss in
;anklstan there were no organization of vendors. The: only'mechanlsm

"1were done in -a highly "informal manner. There were no writte
.ddocuments ‘specifying rules of conduct or rlghts to tradlngfln'a
~certain place. :Theése were all based on informal arrangements “the

;ﬂtraders to ‘defend each others rlghts in the event that these- qt;:
Spchallenged by groups with dlvergent or opp051ng 1nterests. P

The 1nforma1 trade sector offers numerous examples‘of.‘
“places, and to eking favors from- influential polltlclans. {As. 1nf}
- the case. of. Peru, these organlzatlons have acquired con51derablegc
gagenc1es._" In the surveyed cities. in Paklstan - some ! fSHQhQ
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..fthe 1nforma1 trade sector.

'iiéiax”r:T'Reiationshipfto"the Formal Sector

. _'1nforma1 ‘trade. sector orlglnate from “the formal . sector.;~g~-
Iessence, “the’ ‘informal sector in trade acts as a 1mportant channel -
"through which the output from formal sector reaches. consumers. The
- -potential-: of “the informal - sector in trade to process: goods is
i ffconstralned by lack of 'skills and capltal a constralnt moreﬂ
S pre551ng for wamen than for men. . : SRR

. -fenglne of growth ‘for other activities in both the formal and the
» informal sectors. . For example, ‘it has given impetus to the.

'af*the 1nformal sectcr.sil‘i

organlzatlons were the Azam Cloth.Market Assoc1atlon 1n~Lahore, andiﬂs:

No formal organlzatlons promotlng the : 1nterests off§3

_-traders in the informal sector were found in the surveyed areas. .
- The . Natjional" Manpower Commission, however, in a recent report_--"_:«'_},__
‘recognized the: 1mportance of the informal sector in generating . . |
‘employment.  In its . strategy paper, it recommendéd - credit: -
~availability and tralnlng facilities for the informal sector. The
“effect of such a recommendation on informal trade is. difficult tof;

gauge because the recommendatxons are not spec1f1ca11y targeted_to

L _ In llght ‘of the partlcularly d1ff1cu1t c1rcumstances'ofﬁif}"
women in the informal sector one would expect an organization of. -
- women. that ‘would serve the purpose of defending their rights 1n,the;

informal sector. No such organization was, ‘however, evident from’

the surveyed areas nor is. there a- conv1nc1ng explanatlon for thelrg;;'
'absence.; . _ Lo . :

S e The 1nforma1 trade sector has strong 11nks w1th theqff
”_formal sector.. ‘Depending on the type of activity, it is either

.complementary or competitive. Trade in the informal sector has':
~ been an outcome of the formal sector not being able ‘to meet all. of
‘the demand. In partlcular the greater part of the: demand from low .

income households seems to: have been met 1argely by the informal

' sector in trade. Moreover, the informal sector in trade has actedjf"'
fas a buffer for a -large. part ot the labor force._ :

Most of the supply, raw materlals and. 1nputs,:

In some cases trade in: the 1nformal sector ‘has-. been theg

informal manufacturlng of bottles whlch are sold- as soft-drlnks by;

Annex 12, 6 contalns"a more detailed :account 'of the;e

'relatlonshlp between the formal and 1nformal sectors of trade.'le

::gsp;éfit




12.9 -_-PotehtialrfOr-Gainssfrom Leqalization

In the surveyed c1t1es it was observed that one - 1mportant}
) ,__,;nfcrma__trade ‘has -flourished 1is ‘because . régulating.:
: es have actually been conducive to its growth.' Examples of
.'regu-atlng agencieés attempting {pretending} to curb the growth. of

- informal trade through. 1nspectlons and raids are. actually examples:

‘which reflect how these agencies 1nadvertently and - 1nd1*ectly-
-~ create. conditions that promote informal trade. ° As mentioned in
h'sectlon 12.5 this phenomenon is: partly attributable to abuse of
" . their- powers and Dartly to genuine censtraints: ‘such as- lack of

'gsuff1c1ent staff. If the nature of a legal entlty is pre:sen'l:.ly.'.'_E
such that it promotes trade in the 1nformal sector, as is. the 'case |

- in the 'cities ‘of Lahore and - Peshawar then 1t appears'ﬁthatf_
-.legallzatlon is. a p01ntless 1ssue._--. - " 5 :

A more 'careful analy51s, however, reveals that the;

mjproblem'in this context is not legalization. ‘but the - removal of

. and where they can be located.  As suggested in Part A, an. economic’

,jadmlnlstratxve mechanlsms that are aimed at resolv1ng the scarc1ty-
 that drises from the limitation on the numpber of zendors and mandis

'ilnstrument {such-as an auction of vending rlghts} would remove*muchi_

“ff,of the incentive: for. 111egal trade in the cities. In essence,- this |

-would 'be ‘a more loglcal way. to resolve the’ problem of congestlon;
Wsthan by 51mply reduc1ng the number of vendors._f_ e RIS O DR

T Informal trade prov1des 1nformals w1th the opportunltyf
to. develop entrepreneurlal skills, a healthy and- orqanlzed settlng;

" :sto market: or channel their goods (a particularly. 1mportant 1ssue),i

_easy access to .credit for capital investments as well as- working:
‘. capital. . The potentlal of such existing ‘facilities- ought to  be-

~.thoroughly ‘examined. The considerable delays in payments by! the-

”-'jgsector 1s quCk to respond to these bu51ness opportunltles*““

;ﬁfﬁlnformal sector ‘in trade. . Ahy comprehen51ve study will have to.
“x:begln by 1nclud1ng the" myrlad of activities and goods ‘and serv1cesf

“.retailers is . a ‘major: obstacle to- trading activity. " The" 1nformal-
There is ‘an- obv1ous need for. further research in. the

“that are 'a part of: the informal trade sector.. - ‘Analysis of" the;
. ‘interaction . betwéen the formal sector and the ‘informal trade{
“;sectors cannot be: stressed adequately. The contribution. of women
:in all ' 'aspects. of 'the informal trade sector also deserves.
?iattentlon. Credit availability to the informal trade sector'shouldf

" be enhanced for those activities where investment 'employment and’
value: added is 'deemed substantial.  There  is also a role for:
_”ftralnlng programmes in the informal trade sector, a role whlch the;,
'_formal sector can: be instrumental in performing. Such tralnlngj

: programmes ‘would -aim to develop entrepreneurshlp ‘and spe01flc

v:;shllls in the- informal trade sector. An additional task in. thlsﬁf

'regard would be to 1ncorporate the pr1nc1ples of the part1c1patoryf




_approach to development _ whlch prlmarlly seeks to 1ntegrate the _
ordinary’ person - or: ‘the: ‘target ‘group ‘into the malnstream ‘of
deczslon-maklng ana 1mplementa‘.10 of targets.._ ' :




':_L;'dxsmal v1ew“of tee,ﬂv al; 51tuatlon in thls.sub-sector.-

~ . facilities and personnel. For instance, in Pakistan (including:

S 1. EEALTH

s _-mm‘ew_ -

-Health is one of the most. neglected sectors in Paklstan.ﬂ~9

- Pevelopment Budget of’ the Governient.. The rapid population growth

'hiThere has. been very little public investment in this sector and, |
gtracitieaallv it has recelved only a nomlnal ‘share from the Annual:

‘has further stretchsd ths ‘existing héaiuh facilities. The health |

.. facilities ‘available are inadequate in terms of infrastructure and |

fs;tralned manpower,'resultlng in' an overall decline in the qualltyfu

. of ‘heaith care: delivery system. Aas a result the health indicators
-~ (for instance the infant 'mortality-rate's 80 per 1000) give. a: veryj

» The exlstlng med1ca1 fac111t1es are mostly concentratedfx
'-sln and around large cities so that- avallablllty of adequate health{*f

services in far flung areas is negligible. Even in the cities;. the .-
- facilities are not suff1c1ent and do not cater to the needs of ‘the -
'-rurban population. 'As a result, the informal health sector has

"o grown -at  a. rate proportlonal to the population growth- ;afe.ani

 summary of the major health 1nd1cators of Paklstan are prOV1ded 1nf
the follow1ng table._T' )

' ’ - Table 8 SRS
Hajor Health Indlcators of Paklstan Do

Indlcator_f_“a S ‘Avaliilabi}.'itxé'Rautic_:u_-_'-'_':}f"-Vr
_.ﬁ'Infant Mortallty _“ 3* 80 per thousand
. Life Expectancy - ' 61 years
_ Populatlon/Hospltal Bed _ 1,650
- ‘Population per Doctor . 2,920 . L ' 3,._
Immunization of Chlldren T -85 per cent (below 2 years)
Immunization of Expectant g
‘Mothers (against’ Tetanus) R 50 per cent
. Primary Health Care in. o
i Each- Unlon Council '[‘ R 385 per cent

: Source': Seventh Perspectlve Plan

as. stated abovef ‘the main reason for the . low healthﬁt
: status and the poor ‘quality of health care is the lack of

urban and rural populatisn) there is only one hospltal bed for*1650f

-persons, -one doctor to care for 2 920 persons, and one dentlst for:f:
;1 760 persons.p..- _




'”==fhea1th care ~but, thelr number 1s noct known.;

"fgithe number of doctors also 1ncreased._ In urban ‘areas, the 1ncreas
" ‘was 50 per cent, while in' rural areas it was about- flve tlme

f_-(TBAs) added 30,000 trained’ TBAs. The availability of health car
~facilities “is  not keeping. pace with the: rapld 1ncreas

'f?medlcal care. - Moreover,_the general 11r1teracy levels and lack:o

Dl The prlmary health care fac111t1es .are. avallable at 492?;}f
lhRural Health ‘Centres, 3,496 Basic Health Units, and 6, 050 otherg,g

rfhealth outlets i.e.; 'Maternity -and Child Health. Centres,%
nfDlspensarles, and Sub-centres. In addition to these, a large"
~number of prlvate hospitals and clinics are operatlng and prov1d1ngr-

o A general 1dea of the development in thls fleld can be-
-_had from an analysis of the situation a decade ago; when ‘the:
“:government ‘started promotlng the informal health care dellvery
'system in the rural areas. Since then, the infant mortality. rateg
. .has: dropped from 98.5, and the life expectancy increased from .58
‘years to the levels- shown An ‘the above table. Durlng this- perlod

'ﬁ51m11ar1y, -the’ number of para medics' and’ ~auxiliaries . addedﬁwas,
22,776, and 1nten51ve ‘training of Traditional Birth Attendant

‘population, ‘and thus, there is an ever increasing demand:. fo

- ~education (espec1ally among mothers) lead to- ignorance. about ‘the
co 1mportance ‘of - hav1ng the . children. treated by doctors . (and.:_not._'
;unquallfled ‘people. posing ‘as doctors), diczase preventlon,' T
_therefore, perpetuates 111ness among young chlldren."' T

: - A large number of health—related serv1ces lre known
vbe delivered through ‘the informal sector.-: _Th&ue 1nclude.
‘traditional. blrth attendarit services; some homeopathlc practices
"Z._and mcst:recently, nursing care. The TEAs have traditionally been’
‘an “esserntial’ part of the health care system prlmarlly be"ause of

the limited access to the formal sector: by the: majorlty of" ‘the

"_‘larger segment of the populatlon. '

- grown. rapldly because of .rapid’ urbanlzatlon and growing: 1ncomes,_

‘:gfprlvate hospltals and. cllnlcs. - The supply of - nurses, howeve
-appears to -have: stagnated 'in recent years,-thereby ralslng ‘the

o+ in government hespitals felt it more. 1ucrat1ve to move to pr1vate1

'Tfslowly, and, (b) women nurses.who value flexibility ‘in worklngT

. popuziation.: Slmllarly, homeopathy has a special place: because of
. the: tradltlonal resistance to - the allopathlc i'reatment by the

S . As in the case of ‘the" Hou51ng ‘and Human Settlementd nb—
;jsector,:*he growth of . 1nforma1 nursing care is drlven by 1nadequatem
» formal. sector prov131ors in the face of growing demand,p ‘Demand | has.
.both of which have been’ 1nstrumenta1 dn encouraglng the growth of
spotential income of those who were already trained as’ nurses. Thls
‘has probably. led to two trends--(a) nurses, who. could have worked

“hospitals or. 1nformal arrangements, since government salaries move

 “hours would. prefer to. work in the. informal sector rather tha"
-Eprlvate or government hospltals. : :




zaﬁ_have a. significant effect in extending health care serv1cescalongf
-;j'w1th.hav1ng a direct impact on the common ‘man appear tc 'be hospital

f}f in the . demand for private ‘and « expensive medical’. care._ _ -
"_government run.hospltals and c¢linics, although.prov1d1ng sub51dlzedﬁ

. operations. of these hospltals ‘and’ cllnl ‘the owners take!

n_ffftorganlzatlons), and unnecessary and- prolonged ‘treatment ofktb
. . patiénts are Some of ‘the major act1v1 1es noted durlng the stuo
,*Tln the hospltals and clinics. : :

'”hetln terms of geographical concentration. -~ However, ‘‘the - urba‘
'“-.component -1s more establlshed and- flourlshlng because of the’ hlgherf;

- _ Whlle doctors and prlvate cllnlcs appear to b 1n.
z;{abundance in:Pakistan's urban areas,'nur51ng care continues to 'be:
in short supply. As a result, groups of nurses have. organlzed at
'1east ‘in ' Karachi, to prov1de ‘nursing care through 1nformal?#
”arrangements.. Most patlents and hosp1tals appear to: be supportlve_j
. of-this, . although a few frown upon nurses brought in from. outside :
~.the hospital. fThe best known private nurse system is that managed*

by Sister. Allmo out of the Mesqulta Gardens (hou51ng complex) 1n"
aKarachl. - _ _ S : :

Of the 1nformal health sector, the main elements“thatn

-care,-avallablllty of paramedics, and the avallablllty of drugs.
“The informal health sector study concentrates on two maln!areasi
namely prlvate hOSpltalS _and paramedlcs. : '

. 13.2  Extent, Contribution to the Ecomomy
13.2.1 ijrivate_HoSpitalé/CIinics 

_ o Wlthln the last 10 -15" years,.rapld urbanlzatlon and anf:
‘glncrease in the per’ caplta 1ncome ‘have- glven rise to an increase .

“The

_ serv1ces, seem to have lost the faith and confidence of" both the=
~rich “and the  poor,. because of poor quality - of the serv1ces.
“Private  owned hospitals ‘and. clinics have, -thus, sprung: up: and
flourlshed rapldly.j Since there is no’ spec1f1c law governlngzth

‘‘advantage of the 31tuatlon and. 1ndulge in all sorts of. corrup' ‘and.-
- unethical practices. lelng of untrained staff (doctcers  and
.. paramedicsy,. 1nadequate fa0111t1es, unreasonab?e fees, forgery:_
-medical . reimbursement claims (generally involving ‘public’ sector

Such fac111t1es are- found scattered,all over the count

f_1ncome ‘trends in the urban areas. In case of reputed, private:
"hospltals,_the quality of services. (health care) 1is indeed. bette]

- than that.of the government run facilities, but it is far more |

Usnexpen51ve ‘and everyone cannot. afford. to go to such- places.,ciz

" ‘However, the fact that the infermal fac111t1es -operatlng'beIOW'theg'
_de51red standards, offer basic health care needs to the generalﬂr
Wfpopulatlon hlghllghts the sxgnlflcance of this sector.;."' B




U as’ little as Rs 50, 000;. -Similarly, the investment in a private

. .plans-to use..  Some facilities have very sophlstlcated equlpment

.”ﬂilnformal credit channels are used to meet the capital requirements..

'7f”»only 1f the appllcant has ‘an 1nf1uentlal contact.;

| (TBAs).  These paramedics undergo a training oriented towards
i assxstlng'the quallfled;medlcal persons and.prov1d1ng‘pub11c health

'f“maternal ‘and- chlld care and ‘working at the community  level!in'
Ng~extend1ng the prlmary health care serv1ces._ It has been seen.that

7 the- paramedlcs who are licericed to a restricted practice. llmlted _
‘;[to providing first aid and treatment of minor illnesses are engaged '

5;mﬂsurg¢cal operatlons such’as’ ‘treating cuts and wounds to- dangerous
- procedures :such as illegal. abortions. It is common for the IHVS
o tolcall themselves doctors have their own cllnlcs, and,perform.al
_'1$nnrocedures ‘'which a" gynecologlst ‘would undertake under . normal
‘ ch1rcumstances, Slmllarly, the dispensers, after. rece1v1ng"adequate,

L+ business. Surpr1s1ng1y, thlS practice is even carried out in large

'*..;more aware and educated.

- or to visitvia paramedlc for necessary treatment. G:ven the’ overal
- low.:income structure of:the’ society, majority of the people visit
“the paramedics. because of cost considerations. ' The paramedics" are

'“ﬁ;and dlspensers are d01ng well.

P : cllnlc usually does not requlre a substantlal 1n1t1al_
”1nvestment ‘and some of the places visited became operational with -

hospltal depends upon the’ nature of faollltles and equlpmentzlt

7og(11ke X-Ray, E.C. G.,- Ultrasonography etc.) and may require up: to,_
.~ Rs 10 million. . ~There 'is no- provision: for formal credit: byfthef
'government for ‘such facilities, and usually personal resources: :

“It.was also noted that the nationalized banks prov1de credlt bu

B2z paramealcs .

3 3 The four maln cetegorles of paramedlcs are Nurses,vLady7
:_Health.V151tors (LHVs), Dispensers and Traditional Birth Attendants

‘services . such as health” educatlon, family plannlng services: ahd

in“all sorts of illegal activities ranging from: carrying out minor:

training open up their  own "cllnlcs"; ‘and -do -.a: flourlshlnq”

gities like Rawalpindi: and Lahore, ‘where the people are generally

e Lt As mentloned earller the government fac111t1es =3 ol

:f-1nadequate to meet the growing needs of the. populatlon,. Thus, the
. people are generally faced with the optlon of ' either ‘going to:
: prlvate fac111ty run by a- doctor (which is generally expen51ve);

' more successful in the rural ares where they are 1dent1f1ed ‘as
. 1ldoctors’ and earn a very decent . 11v1ngr In urban areas,ﬂth
avallablllty of - doctors ‘and private hospitals limit the" pract10es;

of. paramedlcs.; Still, it -was 'interesting to note that in’ p1aces”"

'~11ke the Saddar Bazar of Rawalpindi, some clinics ‘run by paramedlcs




'f”%any perm1551on from the PMDC or tha Mlnlst*y of healt‘

”(,;tralnlng “For’ 1nstance¢ the nurses and. LHVs ‘are regis 0
o the. Paklstan Nur51ng Council after: compTetlng a-three: year'
~ . from. a recognized- schao; of Public "Health. The" dlspensel

“ jfj(TBAs) are not reglstered._

}{Relévaﬁdé”ﬁo”déJSeto?S‘TheSes

ST The maln 1ssu°s surfaced durlng the course of thls study
jare predomlnantly in terms of the. absence. of any approprl t
.t .govern the formal health sector activities. The ambiguot
_m;.more approprlately silent: law, has provided a.good opportun

'jwthe informal ‘sector to. prosper. " The hospltals angd - ‘clinit
_,1nformal ‘sector are ‘run in a very unscrupulous manner,{‘_ x
dis ne:law to check' the 1rrecular1t1es."Jun-standard equ prén
};feyorbltant fees, and’ untralnea staff- are some: of the maln
L that need to be addressed.b : :

Lo : Slmllarly"“ the' paramedlus Lssue deserves
gﬁ?attentlon.; ‘Once it has” been determined that the doct« L )
j;icater to. the demand- (even if there are pienty, they would. t serve
.“in the: rural areas), some thought is needed perhaps to mprove the.

_tralnlng ot‘the paranedlcs,- Rather than promoting ‘quackery!
“would improve the- overall nealth standards.. Thus,.in'terms of.d
:Sotc, ~absence of a gocd law. -is: the maln faﬂtor _behl‘d' :
*flourlshlng 1nforma1 health sub—sector. L

‘Requ i’r’émen*;’s?‘ for Rec -i'st#aﬁoa- s

. Private Hosp i'talls"

RETE The prlvate hospltals and cllnlcs are not antrol d or
“ufregulated by any: law 'either by the Ministry of Hea ;

'Pakzstan:ﬁedlcal and Dentai Council: (PMDC) . Any'person5 oss
an M.B.B. S--degree can’ open’ ‘a2 hospital or clinlc without

sz mpa ramegics

e i The parameqlcs are requlraﬁ to reglster w1th:va eub
; ilnstltutlons and bodies, ‘but tbere 1s no” Spe@lflc law to
" restrict thelr ac*1v1t1es after completlon ‘of - thi

'-freglstered “with- ‘the State Medlcal Facultv: of “the . resp nt;ye’
~Provincial® Governnents, whlle the Twaaltlonal Blrth Attendart

ﬁTiﬁﬂ

i “The Paklﬂhan Med;cal nnd Jewtal Counc11 1s a statu ory
.:f“autonomous body of the Federai Government._ :




’ﬁ:??:i395f _f:;Requiremehtstor Conducting Business

'fQS;ﬁélfﬁg'Private;HospitaIs_

IR o As stated there are no requlrements srnce the iawgﬁfv
fqulte vague in- thls respect. ‘The district health officer's sta
‘(drug - 1nspectors) .are. supposed to make perlodlc 1nspectlons, but_
The! ‘usual bribery. process ‘is used to get. away with this. . The shops
‘and establlshments ordinance" 1sfappllcable on‘these fac111t1es, butl
,thls does’ not pose a major problem for'the owner. o = N

_mllarly, : theref3;15a- no _ regulatlon'» regardlng
:standardlzatlon of equlpment or corsultat*on fee, and of ‘other
_~services: such as’ laboratory fee etc. Moreover; in order to sav
money: ‘and because of non. avallablllty of trained: medical” personal
'?unvtralned paramedlcs are ‘employed in the prlvate hospitals,- but

: _vernment department to check these v1olat10ns.'~

refv1rtua11y free to do anythlng the; feel like. Those&optxng (o}
the private: sector, can.do clinical practlce'w1thout any'gevernm“ '
-n?department agency checklng them. It was noted that some of'j ¥
..+ practitioners do” neot' even: have: a- fermal tralnlng in any of
.- paramedic fields, yet; by virtue of experience or: self st'dy,
““operate_such fa0111t1es qulte successfully.; " S

“Jththe go rnment departmentf”are the two maln ‘causes for the
ln Paklstan.

hos 15 4 : :but_ﬁlobbylsts w1th vested 1uteL
‘prevented. t-from belng presented in the- Assembly. - Apart frC }
X epartment -there. ls no other department to condu-

. ; _'ﬁ_nspkctors from the dlstrlct health fol"es_ _
-.o-conduct 1nspectlons, but they are . qulte content. wfl
111ega1 .gratifications. - ° The “informal fa0111t1”'n_
pay 1ncome taxes although tax eva51on :1s a common“




o 13.8 + _ﬁéla*ti'dnship*tb' fhe Formal Sector S

:~concerned senior .doctors of the ‘teaching  and other government]'

- hospitals form part of the core medical team of these fac111t1es,;
- and-they have a very established practice at’ these hospitals., In
| some: cases, ‘the- patients admitted to the government hospltalsfare
_.;Qtransferred to the private hospltals ‘and are kept in the. hOSpltal

- - for extended periods of time,” for financial or commerc1a1 reasons.
_,,Slmllarly,imost of the formal sector paramedlcs are also d01ng'i
. private: practlce ‘(there -is no’ law barrlng them from doing :so) ‘at -
- .evenings, or. they work part-tlme 1n the 1nformal hospltals andf

'i3g§ﬁfﬁftVéotentiel”for”Gains.from Ledalizationﬁ;y

tﬁflegallzatlon of the ‘existing informal setup  would not brlng the

_.health sector, with ‘cains only to the informals. - Instead 2
. legislation is needed. to check this illegality, and :an: effectlve*:
- enforcement in' terms of strict. monltcrlng of such fac111t1es ‘is’
‘direly needed. . Periodic government checks will result in reductlonf
‘of unethical practlces such -as employment of un-tralned staff S
*'exorbltant consultant fees, etc._ - il e

94

4#1]13;7 -}tf Organizatiens'and Trade Associations

S L The most renowned organlzatlon is the Paklstan Med1cal3jﬂﬂ
Assoc1at10n whlch is a representative body of the M. B.B.S. doctors”,V

. in Pakistan. It is a- registered organlzatlon and - is’ essentlallyg;

-a pressure group actively involved in defendlng/demandlng due-

rlghts for ‘the doctors; the association alsé ~advocates ‘the

r_jabollshment of’quackery and practice by the paramed;cs, Slmllarly,t--_
- 'the different groups of paramedics have thelr own ass001atlonsf5J
.- (e.g., the Punjab’ Nur51rg Association etc.). '~ These associations |
. -have been’ establlshed prlmarlly to flght for the basic “rlghts" of
" their' members such as job securlty, salary structure etc.. . 5
~7;membersh1p of such associations is open to all the reglsteredf
'.jparamedlcs, and as such, represents the’ paramedlcs worklng 1n the3

.Theﬁ

_formal as well as the. 1nformal sectors._

'A far ‘as -the prlvate hospltals_ and c11n1cs are;-

clinies.

As far as: the hospltals and CllnlCS are - concerned the-__‘=

desired results and will result in further. deterloratlon of - the;

The Paklstan Medlcal A55001at10n has Very strong v1ewsﬂ;

'T_on this aspect and they maintain that legalization of paramedic's "
- practice shall result in overall deterioration of the health care
f:dellvery system. 'The P M .A. -and the dectors_argue_thatzlliegalﬁ_j




.'“practlce“.of the paramedlcs should be checked and controlled for_ﬁ
" the benefit of the common man, who suffers because of mlshandllng
- and. wrong treatment and medlcatlon. P

On the other hand .~ a . two- step approach to legallzlng the-

: para medlcs can be benef1c1a1 if their current training is updatedg-'“
- first, and : ater,.they are legally allowed to perform certain ‘basic -
“duties like patient referrals and treatment of minor allments. It e
is not possible to substantially improve the doctor/patlent ratio . - s

-because of the: rural concentration of Pakistan's pOpulatlon, and*_--k,_
the 'reluctance 'of doctors to sérve in the rural areas; thus, = ..

- legallzatlon after better education and tralnlng can be used to the -

benefit of the society. Slmllarly, the TBA's role.in the informal-

. sector canrot be 1gnored in this country. - The formal structure .- |
_.cannot cater to the growlng needs of the population, and.a,majorltyfa~
f_of the populatlon (even in urban areas) has to resort to the TBAs. . =

. Better’ training and increase in their number {currently at 30 000);p:m:%

can: also be useful to the nasses.




"l;;i;';,;" Education

C1401 overview

L ,..”.Paklstan has one of the 1owest 11teracy rates 1n theﬁ?g
-;onrld.w1th an overall literacy rate of 26.2 per cent (35.1. per: cent“'

for . men_and 16.0 per cent for women). - Female - 1111teracy~1n@
.. pPakistan: 15 extremely high, especially in rural areas. - There. is -
.. an excessive drop-out problem between class 1-5.  In Slndh"only,f
.33 children out of 100 complete the first five years of schooling.. -
oo In Baluchlstan, there is: a'varlatlon between dlstrlCtS but the rate
/,is as high as 86 per cent in some areas. . In NWFP it is’ 60 per- centé
© for males and. 75 ‘per cent’ for females. Generally, the more-ﬁ
f,backward the area the hlgher the rate of . attrltlon..w-.~ B

- The government's annual allocatlon for educatlon 1s,"onc
;_average, ‘a-mere 3.5 per cent of the’ total budget.. This flgure As
illustrative: of’ the prlorlty the.- government has as31gned to this:

ﬂTrsector.- ‘The main empha51s of government planning for this. sectorﬂ

f}fgrow1ng need for primary and secondary education in the country but
2. it has also: been unable to meet the special educatlonal needs. in
' “the.country.: For ‘example, ‘there is little provision in the formal

has been in the provision of phy51ca1 infrastructure and in trylngﬁ
.‘to ‘adhere to’ the exact specifications laid down by 1tself e.g.
- space per square foot per child, structure of building, etc. The .

., ..area of teacher training, currlculum development and the chlld are;:
~not. the focus of this. system. - More. than “three decadeSIafter;3

".1ndependence “the. pollcy makers of Paklstan are still undec1dedﬁ“

. ‘about the nature of- 1ts educat10na1 system and the object1Ves of_
s its educatlon ‘policy. . 'Education has been treated' more ‘as- an :
‘- industry rather than as ‘a special sector with special: needs. " As:
2~ such, the 1nst1tut10ns in the ‘school system have been- v1ct1ms toh
o ‘both - natlonallzatlon -and de—natlonallzatlon pOllCleS of theV
'13government..,f- - : : S L &

The state system has not only been unable to mee7“

‘sector. for adult" educatlon,'spe01al needs .of female educatxon
‘vocational tralplng, etc.. From time to time, the government has

isf1n1t1ated special’ programmes for these groups e.g. Athaﬂﬁu, polyf

B af;unsuccessful for a; host of reasons.j

“techniques and programmes for female but these have been largelyﬂf“

3 i In Paklstan, desplte high econonic growth over the pastl
'decade, the educational status of women is amongst the lowest  in’

. the world.. " This is partly . because education has. suffered as a
" whole from’ the neglect of successive governments, .and. partly;f
=.'=because w1th1n educatlon, glrls are far more deprlved than boys.*
" The' result -is ‘that - women's access’ to education is extremely .

'fllmltedrg A heavy prlce 1s pald in terms of economlc -and soc1a1 i




'fdeﬁelopment. The longer the actlon is delayed the more entrenched
the: problem becomes. : .

By 1985 1t was clear that the educat10na1 targets 1a1d:

fdown in the Slxth Plan could not be achieved. = A three year'j-=

. priority investment programme for 1985-88 was developed and iargely

"fjsuperseded by the Prime Minister's Five Point Programme (PMP): for¢=l

.economic and soc1al development "1986-90. The. Seventh: Plan had a-

e_ftarget to increase the number of:nohaﬂbh 'schools by 20, 000 ‘primary
- schools by. 30,000 and enrollment to 13.9 per cent. The budget; L]
;¢allocat10n to. achleve these targets was Rs 10 billion. However,;“;_g

‘the increase 'in the budget still remains inadequate and ‘the

_progectlon for ‘both: prlmary .and secondary schooling. are over?i;;d
. ‘optimistic in view of past performance, implementing capac1ty, thef}"'
.avallablllty of teachers and f1nanc1al constralnts.“ : PR

The 1nadequate prov151on for‘unlversal compulsory'prldaryzju'

lf:to a. prollferatlon of informal methods and. arrangements to. eetff'i
"fthls ‘growing- ‘demand. The mushroomlng of private schools, . coachlngf”;f

‘centres, home schools, mosque schools and the informal on-the job—ﬁ[ .
vocat10na1 training system have fulfilled a crucial need. Most of -
the private schools in the’ country are unregistered, the ¢coaching
centres operate at ‘a level outside the formal system and on-the—H;F

']Ob tralnlng 1s completely in the 1nforma1 sector. o

5i{g2i{fﬁi53xtént; contribution"to7the_Economx e

. - 'It is dlfflcult to estlmate ‘the contrlbutlon of the".;_‘ﬁ_'
1nforma1 sector in quantltatlve terms, but the contribution of theﬁ.f

" ‘informal. sector -in 1ncrea51ng ‘the capaclty and the standard of
‘education in. the ‘country is 1ndlsputable.‘ Those within the formal
system admit that the education in the informal sector, "forms the

“:_only backbone ‘we might have.". In recogn1t1on of the contribution .

. ofthe 1nforma1 sector, the government has. turned ‘a blifd eyeito
- the: prollferatlon ‘of . ‘unregistered schools, ‘most of ‘whlch areffgn
'*:unreglstered and by pass the public school 'system. ‘The: extens1onjf;g_

' 'of state patronage to nmmaﬂhh and mosque schools is a recognition: - |

'_of ‘the 1nforma1 sector s response to ’ the rgrow1ng__needs_;oﬁ}j'f'

;educatlon.

The prollferatlo 0f private schools, home schools i

o coachlng and ‘- tuition centres, mosque -and mohallah schools - havei;

'”fcontrlbuted to substantial employment and income generatlon._ Theseﬁm'“'

.'-1nforma1 1nst1tutlons help supplement the household incomes besides”

*provldlng women with the opportunlty to work especially when- they"

have ' economic and 5001a1 problems. The proflts generated - from;%ff”

__establlshlng ‘a school are- competitive with any private bu51nessgﬁ
".enterprlse.' It 1s estlmated that the coaching centres can make up[k-

Cer




' to Rs. 25,000 to Rs 40, 000 per month, especially for tuitiOn in |
sc;ence subjects. S q_; N

Accordlng'to a survey in 1988 26,690 mosque schools have__."

_1been opened. - They are usually well prov1ded for, and have normail

- facilities required. for a village primary school; covered space, S

-floor mats,; and arrangements for drinking water. Mosque. schools

are sometlmes utlllzed for starting complementary progranmes: of=g7

- adult educatlor, for out of school adolescents and adults.;,_

. : Another component of 1nformal educatlon ‘in Paklstan 155{
' the Mohallah school. 'This is another institution in our communlty,.

which in spite of neglect, continues to survive. Purdah ‘observing | .-
women who ‘can read and write but do not go out, teach the Holy.

Quran, Islamiat, - and selected skills of home management such ‘as

__.'embrolder-'y- etc. to- young girls of the mohallah. A mohallah school
- concerned with the function of. teachlng the  Holy - Quran s

":_partlcularly common in. the. rural areas of Pakistan.  The problem?g

'5w1th such schools is the lack of interest generated by thekteacher.;
gCo-educatlon is not encouraged and separate arrangements are cost1y3“

':,-1n terms of phy51ca1 facilities and teacher '8 tlme.

_ “Slum schools sprung up. in . urban kamhlabmﬂs are alsoi#
.1nforwal in nature.  Usually someone from within: the kamhlabmﬁ,
“holds evenlng classes and educates these children. These" katchi abadi
schools are popular’ ‘with the residents in areas: hav1ng transportﬁ
problems, and where no one at home has the time to take them to ia:
. school in another locality. ' These schools are even more’ 1mportant
“considering that the government planning process does not orient

“_j'_ltself to the needs: of the urban populatlon llVlng 1n kakﬁtabwﬂx.

L The llterate women of low income nelghborhoods often run*.
'classes in reading, ‘arithmetic, and drawxng,_and other ‘créative

.hﬂ;subjects, charglng Rs.10 to 30 per: month. As a group they organlzelz

‘summer ' activities, "adult: llteracy' classes,. and 1in some’ cases,
‘growth monitoring and immunization activities for small’ chlldren.f

"~ .-Such: ‘'schools. are rapldly spreadlng to other nelghborhoods,~ ‘The:

_'teachers of  some -of ‘these. schools have formed a- Home-'reacher
;Assoc1atlon to. support - their network. ' Social re51stance from
-~ families on sending ‘their children to these schools: 1s con31derablyf
' lower then the regular schools. : O

Vocatlonal educatlon (functlonal llteracy) in- the formalfo

l"sector 1s not. job-orientated and there is no arrangement, for:f

_1dent1fy1ng the: ‘training needs of. dlfferent sectors. - In this areaﬁ:
“teoo the 1nformal sector has taken the lead in establlshlng ‘a: veryﬁ‘

.:;well defined system of  ustad-shagird relatlonshlp for ‘different

' ﬂsecto-_ Not only is vocational training in the 1nforma1 sectori%

;resp0051ve to the needs of the different enterprlses ‘but it
provides -an _1mmed1ate source of income and employment - to jthe:i




:’,ﬁk@ﬁd; Several studies [Burki] have demonstrated that there is
;“upward mobility for the apprentice and that income earned after the

“tralnlng period is comparable 1f not hlgher than those prevalllng
~in the formal sector.

Lo Women benefit  very little ‘from apprentlceshlp'-p
-_opportunltles. ‘Young glrls are preferred for weaving in the home -

.. based carpet industry and in the manufacture of sports goods, etc.eq-,
- but it does not offer the same opportunities of skill acqulsltlon;f g
-and - income earning ~as those offered to the men. Occupational = -

.“tx requlrements of - reglstratlon are very strict and most of: the school“
" owners . prefer to stay informal primarily because ~of ‘cost
. . considerations. ' The overall feellng that costs of remalnlng (or

.”fz_de Soto's flndlngs in Peru. o AT : N R .;Jg

- institutes for ‘girls have been established by - the government.

. There .are five vocational institutes and two technical training: -
- institutes for girls in urban areas of Pakistan. Most of’these are. .
-gnot geared. to the demands of the labor. market, as they teach onlys;;ﬁ
traditiocnal skills such as embr01dery and sewing. A survey of .

- government and NGO vocational institutes in Lahore 1nd1cated thath;_
most of the skills taught did not lead to income- generatlon, norg[f'_
aid it prepare women for the dlverse job opportunztles avallablejgr;~

H'f;ln the country

Jh¥4;3 fof.Re1evance to de”SotQES-TheSes_

: ; The maxn source of 111ega11ty observed in the educatlonh:
”ﬁsub-sector was  the . legal requirement that . every school “be
registered w1th the - Prov1nc1al ‘Education Departments. TheT“

_"becomlng) formal far exceed the costs of 1nforma11ty, and: absence
‘of a good law are two factors which have a. relevance in terms Ofﬁn

S Some of the maln 1ssues that came to surface durlng the :
: course of this study revolve around the colonial: rules’ governlng,f
- private educatlonal institutions, and the general inability of the
concerned - ‘govéernment departments to. enforce the . existing:-

s regulatlons. - .The state's “incapacity’ to meet. the- educatlonal*

" of the ‘informal educatlonal institutions ‘(private schools) have
-_turned 1nto commer01al enterprlses employing unquallfled ‘teachers

- requirements of the growing population ' calls for ‘a dire need forﬁ}lf:%
. -deregulation of the education sub-sector. This needs to done. after

the existing legislation is made more reallstlc and at ' the sanme:
i time: prov1des for effective enforcement in  order to: check the
-111egal activities. This is 1mportant espec1ally when it majorlty

“(in’ some cases not' even’ matrlculates), and - enrolllng' maximum

;class rooms.

possible children (1n some cases up Lo 50 per class) in: makeshlft*?:_ff




"l”Soc1et1es Act of 1961 and one or two as,prlvate llmlted companles

14.4'_ l 'Requirements-for.Reqistration

‘A1l educatlonal institutions require reglstratlon under_.%xg"

the  West Pakistan Reglstratlon of Unrecognized Educational
Instltutlons ordinance of 1962. This  Ordinance. categorlcally'

states "that, " No unrecognized prlvate educational ‘institution |
shall ‘be’ malntalned or run unless it is registered 'in. accordarice
with the - prov151ons_ of this Ordinance." The .educational
. institutions need to be. reglstered.'w1th. different authorltles"

depending on whether it is a primary, secondary or higher level_fi
~institute. Colleges have to be registered with the Reglstrar of

_the' University. - ngher secondary institutions have to be.
. registered with the Divisional Inspector of Schools and: prlmary andd,“
elementary schools have to be reglstered w1th the Dlstrlct 1
Inspector of schools. - : : : '

”The requlrements include° n-'standard ncmbef Sand -

'quallflcatlons of teachers, their salary and allowances, completef :
information on the "finances of the school with- banfersL, ‘and, |

flnan01al llquldlty equlvalent to six months - of “the- teachers

The wax1mum limit of. children in proportlon to. the: class ‘room:
- space Slmllarly a school offerlng science: subjects has o have-
. a sc1ence laboratory and’ apparatus before it can be reglstered
' The .school .is also requlred to have a playground with spec;fled;
-ilocatlon ‘and dlmen51on of playground llbrary and museum.l s

There are a few schools which are- reglstered under the°“

v?.id.Sg ‘i"ReQuirements’for:cOnductinq Business .

e . The requlrements for conductlng bu51ness for schools are*;'
fstated in the. Application for Recognltlon/Renewal of Recognltlon;r

S of Secondary Schools. This is probably one of the most closelyiand[f

-Jjealously guarded secrets in-the entire educatlonal system’ 1n;the}
country. Five. attempts to secure a ﬂopy of thls document falled.
 Finally, one of the researchers in this study,- throughf her: .

" Connections was. allowed a quick peak into the document. ~Most of |

. the schools prefer not to register because they feel that these”jh
L_condltlons are 1mp0551b1e to meet. : Eea

Pl As part of these conditions the schools are subject tooy
'1nspectlon by a host of agencies 1nclud1ng the ‘health" department

tarv. . The. schools are also: requlred to provide the’ site’ plan,VQT
eatlng capac1ty, since there are strict regulatlons regardlng T

municipal: corporations, -and inspectors from the. Directorate oftl;

. Schools. ' The schools are requlred ‘to renew their- recognltlon on
an annual ba51s :




S Private schools are subdivided into 1nst1tut10ns whlch'g.'ﬁh'gf
ufollow the formal publlc school curriculum and those which follow

-the British system. 'The institutions which follow the Pakistani

'_ﬁsystem are expected to go. through the formal channels, -e.qg.. .

'reglstratlon, inspection of premises, etc. However, prlvate.

‘schools. affiliated with the British system completely by pass the: .
;g:publlc system, and are subject to scrutiny by the respectlveﬂr*
‘ 4Br1tlsh agenc1es from Oxford or London Unlver91t1es. S L

Unllke the government schools, the tultlon fees charged&'

h:dby the prlvate (unreglstered) schools are not regulated. - Coachlng'g'r
‘centre.. fees are charged on the ba51s of number. of hours taughtit-}

1;number of chlldren etc.

:ii;Sp}f}jnTexes,pnuties.’AuditS'andisoﬁernmentaInsoections*

Prlvate 1nst1tutlons whether they are afflllated or noth

"ujw1th the government system have to pay taxes. These 1nst1tutrons?“tﬁg

~--have to'pay a'tax on‘-income and a tax on sales. " A sales tax is. a = . ;
gstax ;on- the sale of ‘goods such as, library. books, laboratoryf*;*'

. ‘equipment; furnlture, etc.  They are supposed to pay sales tax but&f
~as there ‘is no- 1nspectlon of ‘their stock reglster, and they are%%V

i{?able to evade taxes. ' Coaching centres are also liable to 1ncome4
.;tax.. They all pay taxes under the self—assessment scheme.~. U

T The reglstratlon fees for prlmary schools is Rs 100 forf o
secondary schools Rs 200 ~and for hlgher schools Rs 500.,ﬁ_ L T

kﬁ;lili-r 3Q_OrganiZationsaendﬁTrade'assoeiationslpjp

o Educatlon is. a.;mov1n01al sub)ect and the prov1nc1alkﬂ“f#_
fdepartments are supposed to take the lead in determlnlng educat10n¢:~*

4'-.p011cy ‘and - _1mp1ementat10n "of the  education: targets. The}?h?

Directorate of ‘Schools is a very. important institution’ because of i

'1f§1ts wide: ranglng powers: “of school inspection. Enforcement is weakhfa;f

: fand there ' is - great potent1a1 for- corruptlon ‘and “bribery in the -
'Lsystem.V The secrecy which is evident in all educatlon departmentsﬁ

.“wls 111ustrat1ve -of the nuisance value that the Inspector can havejf'

~ in enforc1ng the -impessible conditions stlpulatedﬁ_by_mthe?
| There are several institutions whlch,act as a lobby groupri'

for the prlvate schools and the teachers of both. government and
private schools. These include the All Pakistan Private Schools-

35A55001atlon and the All Pakistan Teachers Association. Thelrip'

principal ‘objectives are to create a more 1liberal: educatlonj,"

'zenv1ronment and’ to fight for special matters like salarles, termsﬁ?"
Sangs condltlons of employment school fees, etc. . RRERS




. - ' The Teachers Resource Centre was establlshed a few*years-

_ ago to help provide support to the schools for teacher training,
curriculum development and to provide a broad range of support'

services to schools in both the sectors. Although, it has helped

several schools in the slum areas its performance is uncertain.

This is the closest institution to the Lima Institute of Liberty =

;and Democracy in the educatlon sector.
-f14;3 A Relationship tosthe Formal Sector

Lo There is a dlrect relatlonshlp between the formal andi,
1nforma1 educatlon systems. The informal education system fullelsi,
a very important gap in the formal ‘education system. The . 1nformal_f
-~education system is tied to the formal system because. of. several{*
factors which 1nclude entrance expectatlons in government schools; !
low standard of teaching in public schools, the - exam—orlentedﬂi

nature. of" tutorials and the administrative requlrement that all ;-

. ‘those wanting to enter. the matrlculatlon system must pass_throughﬁa'
'the formal school system. Lo s IR

CehE lhe government schools expect some 11teracy at entranceil
level and this has led to a proliferaticn of nursery schools. The -

:_-1ow quallty of teachlng and the exam-oriented nature of the

,-\educatlon ‘system requlre special coaching just prior to exams.¢¢As
:a result, there is 'a: proliferation of coaching centres in thej
country. These are mostly run by paper setters who have to give

. .an undertaking to the Board of ‘Education that -they do not .know |
"-"anyone ‘taking the exam or that they do. not own a coachlng centre.ﬂ

LIt is - estlmated that 90 vér cent of Intermedlate sclence teachersi

run coachlng centres. The demand for coachlng centre services: are i

;seasonal and the peaks and troughs c01n01de w1th exam*t:lme.-é..-3"'=

The requlrement. that all those wantlng to enter thel

”"-matrlcnlatlon ‘system must. go through the formal school system has

‘createda one wvay dependency of the -informal schools on the formalj

- system.  Principals of small private schools have to satisfy

°3parents that their children will be eventually admitted to a public
~school ‘and in most cases the teacher has to. ensure that ‘they get

admission- to a publis . school or  at least one which: allows the'
‘student  to - reglster- for matrlculatlon. - One - person from the
=f1nformal -system. . said, “"we do. hot want assoc1at10n w1th “the
government = except for ‘the matric certificatem, ° Non—reglstered?

schools pay the- reglstered :schools to take: their candldates ‘as o

5._regulars to appear for the Board exams. Enrollments in. Publlc-e
schools are glven at a- premlum._ : L ; ;

e :'__1_6_2




14.9 o eroteﬁtial for'Gains'from Legalization

" A registered school has two principal advantages, it can

' receive grants from the government and its students are ellglblef B

to sit for Board exams. Existing-government institutions receive.

~grants for -land, building ‘and get conce551ons on laborafory.
equipment, library books and other expenditures. They also receive

funds for scholarships. The formal schools also have the: securlty
of being sanctioned by the law. . The matric certificate which only

- the formal system is allowed to confer is the first requirement . for»'

a white collar job in Pakistan. This certificate has acqulred anj'
intrinsic value of its own and it is not required or necessary -in

- the formal job market to explore the quallty of the educatlon thehjf
-candldate has recelved oA

_ ‘The" condltlons that schools should conform to under the o
ex1st1ng regulatlon are rarely enforced. - As such; prlvate schools'f;
_have a free hand in their administration, curriculum development, . - -
‘teacher quallflcatlons, enrollment, fees; etc.. There  is. an~;f--

incentive to reglster with the government but this erodes very:

rapidly because. of the impossible conditions laid down by . the,}]ﬁ*
.EDepartment. Those within the informal- system say that any link _
. with ‘the. formal system exposes them to bribery and corruptlon.:

.. Besides, the arbltrary ordinances and inconsistency in government_”'

' pollcy, unresponsiveness of the syllabi to the real education needs -
are’ strong deterrents to remaln outside the purv1ew of the 1aw.;ul E

‘The pr1nc1pal of a prestlglous Karach1 school malntalns,v'

that " The cost .of being in the informal sector is that you are .
- always illegitimate." Even so it is not surprising that the
private school system has chosen to keep 1tse1f out51de the purv1ew.ﬁ?--
=of the formal sector. : : =




'15.°  TRANSPORT

15.1 - Ooverview

Urban Road'TranSportatidn.is_generally défined ag'ﬁfmhe”’:

_fﬁovement”oﬁ pecple ‘and materials within any town or city but |
-particularly within large metropolitan areas, i.e. intracity !

“Transport."” -The two major forms of urban road transportaticn are |
‘mechanized  and non-mechanized.  The non-mechanized. form: of |

Htrahsport-constitUteSfonly:a_minuscule part of ‘the road transport !
- System; and therefore, only the'mechanized»form:chtranspottatibn
‘was covered in ‘this survey. The"main-forms*of“passenger'tr@hsportﬂi
. ‘are bus, flying coach, 'Suzuki! wagon; taxicab and rickshaw.and |-
trucks. are principally used for freight transport. Intercity i
transport, on' the ‘other hand, 'is' movement (of ‘passengers’.and’
ffréight)'betWeen[twoacities or Metropolitan areas. . -~ = i i

.. _U%. The present rﬁles-and'regulationiin?Pakistén'rééérdinéif'
' road transport go back to the British times of united India. - The

”7frules_were made by the British parlianent and enforced in India %o

‘protect the shareholders of the Indian Railways who were British

 ﬁﬁnatibnalsxf-Thisjevéntually_led to rationing through the mechanism. .

7. of 'Route.Permits'. ' The his;t_oric’::e_\.r'olutit:m-_c;f”r__oald-_1:ra'n_spj’-':a'_-z_'__t:'_-_,:.ji_s-_ﬁ'i
. .given in Annex. 15.1. a o . : B S S

15,200 Extent, Contribution to_the Economy

.. .- " Major routes are owied by a few transporters who have a -
'very high ‘degree of political clout and have complete control over:
_ the environment in which they conduct their business. They are.
~involved in numerous ' informal activities. The prime example ‘is
that . of plying four to fiverehicles'underpone_regiStraEiénfandﬁ
-route permit. - In the first pPlace, no law. enforcing agency : |

”.[challeﬁges_them:’andfin'case they are challenged they present a |

..gphOtQCOPY“Of-the required documents; and if ‘forced they bring the
-originals - from their base office. The timings of these informal

buses are such that they never cross: each other on theﬁrqad.hndféox ;
)the.question¢Qfﬁapprehending“them does not arise. - This does not |

mean that the regulatory bodies are not aware of their conduct. -

‘j’AjMobile-Motqrgpplice Inspector (MMPI) assigned to. check. such |
irreqularities on a particular section of the ha‘._glmray._3'.‘s_'c%_x_n__.‘.__._1;‘1_1-3..i
take to the tune of Rs 40,000 per month, and an MMPI is the highest

authority on a highway. If by chance, a higher officer of the

'a]traffic_police'condUQts:a"surprise raid' -accompanied by the MMPI

= then the gratifications go to the higher official and - the MMPI -
- reimburses the transporter at a later date. - S DTy

Transporters in . the - informal sector also ply étheir_'fF

T




vehicles on routes other than the ones they hold the permit for.
. For instance, a bus having a permit to ply between to smail towns
. may - be actually operatlng on a nmore lucrative majoz route
_connectlng to major c1t1es. ' ' : '

o ' The road transport sector in Pakistan remains in'a state
- of transition from the informal to the formal. Inltlally they
"_start without fulfilling the requirements of the law but with the.

passage of time they complete the requirements and fall into theff*,
- folds of the law and become formal. Presently the 'Suzuki' wagon - -
©is in this state of transition, and this will remain till such time -
that there are no new kind of vehlcles 1ntroduced 1n the transport_f

]market in Pakistan.

The informal sector s contrlbutlon is 51qn‘f1cant 1nnné

'terms of meeting the transportation needs of the urban masses.’ Thefy_;g*.
“informal transport sub-sector provides -employment dlrectly or

'71nd1rect¢y (auxiliary services 1like workshops, - epare partsw

‘manufacturers etc.) to a large number -of people. It also =
_-contrlbutes to the tralnlng of drlvers. ‘Basically the: cond"ctorszh~f,u
- of the respective vehicles learn how to drive at the expense of.

publlC_Sdfety and graduate.as_functlonal drlvers.' The informal

. sectors' _contrlbutlon in terms of overall " 1nvestment. in. eachfﬂg; :
. element of the: sub—cector is not poss1ble to ebtlmate._ Only of.a - ok
‘particular ‘mode ‘in a‘ specific- city may be estimated, e.g: the',f
*Suzuki' wagon operators investment in Peshawar: may be estimated

-at approximately Rs 200 mlll;on (2000 vehicles @ Rs 100, Qoo_eachl

-

Table 9 :
Motor Vehlcles status in Paklstan .

REGISTERED ON ROAD 'INFORMAL, !% ~

1Bus . .. .. 59,577 29,300 . 30,277 :
-2 Taxi o : D 26,913 20,354 5f549L¢"}'"
3 Rickshaw = 54,001 36,521 - 17,480
4 Truck . - - 85,681 44,539 a1,142
226,172 130,724 95,448

*  Per NTRC'these:vehicles are off road; .1nformatlon gathered
. ‘during. the field work_ indicates that 95 per cent of these vehlcles
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are plying informally.

Figure 2

F@rmal arc; lnformal Vehlcles
| Paktstan | g X
'Tax:- o S Rickshaw o
_— SR Informal |
\| 174807 °

© . On Road

20364
e Informal 4
RO2TT . ' On Road

Informal
30277

- Source: NTRC Report 1989 -

'5::&5,3ﬂ;:ft'gglevancefto'de Soto's TheSés

T S ulke in’ the case of lea, the‘ transport sectf_[f"
f,Paklstan is . characterized with excessive regulatlon,f_lackf;bf
coordination among the several departments involved in it, 'a hi

- degree  of corruption at all levels, ami a shortage of e

;accessible. and low cost - credlt._- : :

SR . A hlgh degree of 1nforma1 act1v1ty is- w1tnessed in the
“41nfancy stage of any type of . road transportli As the partlcular
“type enters a stage of maturity the degree of informal: act1v1ty
';starts decreasing, - as permits -and ‘licence: are 1n1t1ated by the
.”;government.~ For example, the 'Suzuki‘ ‘wagon- is growing out £ the
. stage of: infancy and moving into ‘the stage of maturity.: In most
K cases,;a_'Suzukl has obtalned a 'permit' to ply as a_'loader' but
'*'1nstead carrles passengers as well as f etght.- i




i;};drlven out  of business. . These transporters are so well: connectedf
“;g;that they- get the’ rallways (which is under state control arnd thelr:
smajor. competltor) to change the timings of the triins to odd- hours‘

:fi,They feel that:.'in order to protect its industry the government ‘i
© Joffering  thein  the “second’ best. The- locally assembled ‘an

"'ﬁcost of malntenance hasrgone up and ‘S0 have other: operatlng costs,

- tag goes up to between Rs 160,000 to Rs 190,000, as opposed: ‘to ith

. :Wcratlflcatlon has to be paid irrespective of whether the. operat r
~-. 1s successful :in.getting-a passenger ‘or not. This is one of:" ‘the.
=j?;reasons of the higher fares on these routes. 'If one were to get

& cab ‘from outside the boundaries of ‘an alrport or. a: rallway

S The 1nterc1ty bus transport in Punjab in partlcular and*
'the whole country ‘in general 'is highly politicized and all the-
. major. routes are ‘in the form of monopolies. - They are ‘owned. and "
1,operated by members of the Senate and the National and’ Prov1ncxalj
- -Assemblies. - No new permit is 1ssued for a partlcular'route without
. the consent of - the respeetlve monopolist. . Those who are able to
‘obtain a permit  without the. blessings of the route: monopollst ‘is

'{that ‘are not ' suitable to. the travellers,' and thus.ﬂthe, poor:: -
ven.v’eller'= have to travel by road transport. T R 2 '

Fn - “In vlew of the constralned f1nanc1a1,51tuatlon faclng _
ﬁ_kcountry,-the,amount of funds available by the exchequer for: publi
. transport:is-limited, therefore, it would be desirable’ to-lnduc

as many: prlvate transporters ‘in ‘urban 'areas as. p0551b1e :
{would 'o ~one hand 'provide necessary alternatlve to variou

§groups in. the choice' of. their transport mode; ‘and on ‘the otheri‘"

-hand; elrmlnate un-necessary -and dangerous competltrongbetnee L
‘publlc, formal and: 1nforma1 transport. . i BN

: i mﬁThe restrlctloa on 1mport. of 'Suzukl W?gon' {isﬁﬁﬁitat
E;apprec1ated by the" ‘operators and owners in the informal’ ‘sector

f;manufactured vehlcles lack quallty control ‘and their. average llfi
-;Qhas decreased as. compared to ‘the ones:-. wWhich: Were 1mported.: The

'ﬁf_z 000" per month.

L o The control prlce of as ‘Suzukl' is Rs 98 000 wh
;Qflt can be bought from the: markekt by paylng ‘a premium of' Rs 30, 000
“LAS ind most cases,_the vehicle. is bought on credlt and" the prl_es

,f:jcontrol and - market cash prlces of Rs -98 000 and Rs 128,
”frespectlvely_” : ; : o ' g

AT CTARY cab de51rous of plcklng up a passenger from
'igalrport or’ the railway statlon has . to - pay: ‘Rs 10 and. R

Jrgrespectlvely to the traffic police on duty at these points. [The

;i-statlon then the: fare 15 almost halved and 1n ‘some cases even liss'
than half o : D

];?fﬁetaiieaﬁfigures are in table 10, section 15.5..




It is a generally held opinion that the prlvate sector s;ﬂ'..'

"entry 1n'the transport sector is because of the gap between: demandi’

"':and supply; to supplement -the basic service which the state: hasﬁm}fﬁ

+failed to fulfill or provide. - The formal prlvate sector enters the e
~market to f£ill the" gap between the supply and demand. ' The 1nformal*:

_transport develops as a result of the stringent and outdated rules';
and regulations governing the formal private transport sector. .  i:

. 15;4?“*:_'Reggirementé'fo: Registration

n The reglstratlon of Motor Vehlcles,.lncludlng publlof
serv1ce vehicles, is the responsibility of the Ex01se,and Taxatlon}
.Department. : Inspection of vehicles for the purpose of’ 1ssu1ng the

- .certificate: of fitness and determlnlng the number of seats on the’

-basis of which the vehicular tax is assessed is done. by Motorff

.. Vehicle Examlner (MVE) along'w1th ‘a Deputy Superlntendent of Police %

'”Z(Jthelr capac1ty as L1cenc1ng Authorltles.

~{DSP). - Slmllarly, driving licenses are issued by the Llcenc1ng3p

-~ Authorities . who are DSPs of the Traffic Police.. In the case of i .

Dr1v1ng Tests for. public service vehicles, the Secretary RTA and[
- a representative of the RTC associated with the MVE are’ the
-.authorltles.- “Conductors“ ‘licenses are also 1ssued by DSP's in |

, :- Appeals agalnst the orders of L1cenc1ng Authorltles goi
a;to the'Superlntendent of Police (SP). Appeals agalnst the dec151onff_

.. of “MVE's ‘concerning :certificate . of fitness go to the {Deputy !

:Inspector General of Police (DIG). - The appellant nomlnates an,ﬁ

'LAutomoblle Englneer for a. second 1nspect10n and if the appellate*

‘authority  approves of ‘him, the case is referred to him. for |

. technical advice and. the appeal 1s dlsposed off by the Appellateqfe
: [Authorlty ; : e

L S Exc1se ‘and Taxatlon Offlcers (ETOs) constltute the-f
'.Taxatlon ‘Authority. =~ They are also de51gnated as iReglsterlng-f
‘Authorities for the purpose of registration of motor: vehlcles.j
"Stands" -are under the control of Divisional Commissioners- and

;'peReglonal Transport Authorities (RTAs) depending on the class: and.

" law under which they are. established. The Police Department andf
- “the RTAs have the power to check vehicles -and initiate proceedings,.
“each department actlng 1ndependent1y. 8 Offlces -of .various: :
- departments  which deal with matters concerning public: service .
vehicles. are housed in dlfferent buildings . and at dlfferentj
quocatlons.; ' : . _ o

15.5 '_Requiremente for conducting Business
':-The start up costs of an informal are:high:in'oompétisbnf
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" to thai of a formal. However, the operating costs are the same for
both sectors. It is the system of gratlflcatlons paid out. to
various departments which is the culprit in Pakistan. Essentially,
the: dLVldlng line between the formal and informal is the route

permi:; ‘however, as mentioned earlier, even a permit holder may be i

. informal if he is using his permit on unauthorlzed routes, or_-'
'plYng several vehlcles on one permlt. : ; -

S To operate a publlc service vehicle the flrst step 1s tof
'acqu re- a drivers license followed by a series of documents listed:

in Table. 1 below. There are legal ‘anc extralegal costs that have;;fii

to ba incurred._,The extralegal costs run parallel to the legalr
;costs. "The follow1ng are the varlous zosts incurred by a rickshaw -
operctor. _ g - P

Table 10 R
Leqal and Extralegal cQsts of a Rlckshaw OPerator

. Legal S Extralegal“*-
~(Rs) : . (Rs) :
I. . Vehlcle Rebistratlon ' . 400 *5503
2. " Fitness Test. o 50 _ 400
3.,  ‘Route Permit . . . 600 7,500 -
‘4. . Vehicle License: (Token Tax) 360 : 400
5. - Legal Expenses _ 500 3,000.
6. . Other Professional Fees o 0 S 180
+ 7.  Fines : . 175 R 1,500
R - 'fCompensatlon Payments - -0 . 500
9, Gratification -~ Police . 0’ . 600
10. . Gratification - Others .0 - 360 .
11. Union Fees. . - .5 o 0
12. Others (Insurance) .. 25 R 45
"Total (Rs) 2,110 © 15,005 -

'‘Source:  Data from field survey

It may be seen from the above that the extralegal costsfs,ff
- in the- transport sub-sector are approximately seven times more'than“;g:t
- What are the.prescrlbed or legal costs. Similarly, the extralegal . -

‘cost of obtaining a route permit 1s the highest, about 50 per cent: -
of the ‘total extralegal costs. : P

ke Figures obtainedffrom'field suf#ey
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hjls;s R Taxes,3buties, Audits, and Government InSDedtionsf

Road transport adminiStratlons are. reSpon51b1e'“for

-fvehlcle reglstratlon, driving licenses, route permits, fare
h_structures on the basis of Motor Vehicle Act of 1965 and the Motor
: ;Vehlcle Ordinance, at both federal and prov1nc1a1 1evels. e

The  Ministry of Communlcatlons 1s respon51b1e for roadf.

4g'tran5port -at ‘the federal 1level and the respective Provincial
‘‘Governments. are responsible at the provincial level. ' The . |
‘Provincial Transport Authorities (PTAs) deal with . the - prlvate‘-'
'sector. and work out bilateral agreements w1th the other prov1nces S
“for route permits of inter-provincial route. ' The PTA's also 1ssue o
@.1lcenses of the general and company bus stands. :

'15.7 - Organizations and Trade Associations

It Was observed that for ‘each of" the dlfferent road[

“transport categorles in  the informal sector, - there is. al
© (registered)  union. The main objective of settlng up- 'such an
.-'organization is to form.a pressure group to gain favors from|the

--pollce and other government departments. For instance, unions help“_
- in gettlng the members"' documents etc. 'retrieved! from the police

. incase of challans. They also establish channels (through pollce:ff
. touts) 1n order to reduce the nulsance value of the- pollce. -

o ‘The 1nformal sector unions are reglstered but. there 1s;fr
. . no" 51m11ar1ty to. the ILD of Peru in terms of the ‘union's.
.-~'ob]ect1ves._ The unions also safeguard the interest of the drlvers -
~c..in ‘case ‘of accidents involving  loss " of human lives. “The .-
f[compensatlons are also made by the (West) Pakistan: Transporter£‘
. ~Mutual Ass1stance Co-Operatlve soc1ety lelted on behalf of 1ts'
'{members.-_ : . . '

Slmllar organlzatlons in the formal sector comprlse of_

'the various unions (both for urban and intercity . Government;
PTransport Serv1ce) in each prov1nce. The purpose of these unions.
- is  primarily to act as a. collective bargaining agent for the:
members: and demand better pay and-facilities for the members.f In .
'.:addltlon, they also support the members in case. they are 1nvolved_'“
hln ‘some: ac01dents or damage to the publlc property -

-“15;3“;'3;-Re1at16n3hin to the Formal Sector

The private sector is severely handlcapped in securlng;.

' Tcapltal ea511y for the purchase of vehicles. Almost 80 to_QO;per'p-
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cent of the vehlcles on the road are '‘purchased’ by owners on an

instalment basis on interest rates that range from 8 per cent to
10 per cent per month. 'In certain cases, the total 1nterest”'
-payments increase the cost of vehicles by as much as is 100~ per*
cent. ' The Commercial Banks in the country do- not glve any loans
to the prlvate transport operators. o .

: In order to fac111tate credit to small 1nvestors,'5th
Flve Year Plan recommended that transport should be declared as ian
1ndustry and commercial banks should be asked to prov1de loans for
‘investment in this sector on industrial credit terms. In pursuance-_
of ‘this recommendation, the Banking Council had issued instructions

'p'to the member banks- to thlS effect. However, the terms ‘on which

the ~loan can be qranted to transporters are very stiff and

virtually no individual has been able to take advantage of it. The . . . |

;_present terms stipulate that the investor's share be 50 per cent
~of the required outlay with the bank providing the remaining amount .-
_against personal guarantee and immovable securlty for the amountv:
1nvolved. : . Ee

is}shtf".Potehtial'forfsains from Legqgalization

Several operators and “owners of ' road transport-”

1nterv1ewed during the course of this study disclosed that it does. .

" not . pay to become part of the legal or formal sector. Legallzatlon'

does not ensure that the extralegal costs would not be borne by the_'f:f;”
_transporters anymore. ‘'On the’ contrary, most of the: transporterst”

- maintain the cost of remaining formal are very high since they
would. still be bearlng the extralegal costs because of the flaws

and red tapism in the current system, and the high handedness of‘._’”

- the police and other concerned departments._
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_16{2'{'1:5Nabi Park

16. HOUSING AND HUMAN SETTLEMENTS
16.1 -HgEssa.Nagri

Eﬁdl%%n, .one of the. 1nforma1 settlements of Punjabzr

:'Chrlstlan community began to be occupled in the early 1960s by'
-means of squatting and uriorganized invasion. Spread over an area .

- of approx1mate1y twenty four ‘acres, it contains a ‘range of.
“.structures from mud to concrete block construction.  The entire

acreage is occupied. and over ‘the years people have improved- uponf

~their dwelling units and have managed to install an- informal
sewerage: system. Water is available through community taps. locatedj .
in "all ‘the lanes,' ‘The situation of water 1mproved as the area " -

'*_counc1llor also re51des in Essa Nagri. Electr1c1ty was brought to:-' 0
- the area about five years ago but less than 50 percent have legala-r;'”'
‘connections. The area falls under the Karachi Special Development: .
'Package 1 for regularization for which the surveys were conducted-:'
‘1n 1988 “but- the ‘actual procedures are Stlll pendlng.

- Twokﬂ&ﬁzabadm of Lahore were visited durlng the survey,{.f
Nab1 Park and Saadi- Park._ In Nabi Park the 1nhab1tants 111egally1

- occupied the land and in- ‘Saadi Park they purchased it. Nabi Park

. is situated ‘close ‘to Ravi Park. which is a formal hou51ngq"

'_settlement._ Unofficial. estlmates put the. populatlon of Nabi Pank-i;p
.at 25,000. The settlement is on land which was originally reserved = -

for a Parh.by the Lahore Improvement Trust (now LDA) Until 1973

" the land was" unoccupled and was adjacent to Ravi Park whlch ‘had - by'“.

this time been fully developed. The PPP. ‘Government placed this

© ~area under the Alaga chairman for development purposes who started;n_
- 'settling migrant laborers on the land after extracting a bribe from-

. them.  People started settllng on ‘it and,i:onstructlng' katcha =
" houses.. ~The occupation was so rapid that the Municipal- Corporat10n13*- ok
could not take any timely action to avert the situation. No basic -
_serv1ces had been prov1ded to the 1nhab1tants.- . C e

o‘By 1975 the flrst PPP Government had enforced an actej

~wh1ch “ensured that squatters could not be forcefully evicted. =

However, the 1975  act and other acts which granted proprletary_
rlghts dld not do anything immediate for the provision of basic
services to the. katchi ‘abadis. The Mun1c1pal AuthorltleS‘j

_ zconstructed certain streets and provided limited water connections
. in Nabi Park. In 1979 electricity was also supplied to the area. .
There-is still no scheol or hospital in the locality. Residents

of the area operate small shops. - o




- - -A majorlty of the people living in Nabi Park are from
Shakargarh tehsil and they shifted to Lahore after the 1971 war
with India (the area borders India) and the 1974 floods. P\
~majority of the residents work as laborers in the truck: statlon

and the whole sale fruit market and ‘are 1nvolved 1n small_ip5

_bu51nesses 1n the fru1t market.
'.16;3'_ ~ Saadi Park

Saadl Park is situated in Shahdra between River Rav1 and-ﬁ:

'Jehanglr s Mausoleum. It is a low lying -area and before 1969 1t4;
used to.get flooded durlng the rainy season. ' Until 1969, there wasj'f

no. housing settlement in the area and Crops were ‘grown on thlSM
. land._ - The Irrigation -‘and Highways Department built  a‘ flood?
- protection dam on the left bank of the rlver to protect Shahdraﬂ
from: the floods. . S . S

: After the. completion ‘of the dam, land prlces 1ncreased”

_ three times from Rs 600 to Rs 1800 per kanal._ The prlvate owners
'of the land decided to sell it after further 'sub- divisions' and

: plottlng of the area. ‘No elabcrate master plan was made ‘and
- government agencies were not involved. The area did not attract

Coomany buyers. The new settlement . developed haphazardly wathout}_

water ‘gas or sanltatlon. Part of the land was 1llegally occupled.f:i

Due to the proxlmlty of the area to the 1ndustr1al areaﬂ
along the Lahore- Gujranwala road, 1ndustr1al labor. and lowerju
_clerlcal staff work1ng in these 1ndustr1es started. buylng land in ¢
' Saadi Park. Rough estlmates put’ the populatlon of Saadl Park “at
25, 000. G .

7. . THE INFORMAL FINANCIAL MARKET

1701 3 VariouS'Forhsvof Committeee:

k The 'committee SYStem'zls the main savings element of thea'fl
informal financial markets. The three main forms of’ committees, i

- Oordinary Comnlttee, Auction Committee and the Lucky Commlttee are'g'
L brlefly descrlbed below~ : UL i

L The Ordlnary Commlttee is the 51mplest form of theif[
_'commlttees involving compulsory saving by. the members, and is: very-
. popular with housewives. One of the selected persons, acts. as:an

,accountant and collects a fixed amount from the members . every-fi
Tonth. The . collection proceeds  of the first month (flrstf’*

Commlttee) are taken by the person who organizes it. . For | ‘the [t
remalnlng perlods, a draw is held to determine the sequence of the__g

116




‘members  who would collect  the amount. The duration of 'the .
‘Committee depends on the number of members. This system onlyj'
‘provides the element of forced savings by the members, and is not -
_1nnovat1ve from the flnanc1a1 standp01nt since no return on sav1ngs o
‘is generated.__ : : :

The Auction Committee is very popular among the bu51nessi.

_communlty, espec1a11y in the blg cities of Pakistan. The group- 1s_p;

organized in the same way as in the Ordinary Committee and the
first Committee 'is given to the organizer.  After this, ithe
Committee is’' auctioned every month on a fixed date. The members
'bid for the Committee  according to their need for funds.: .The -
_.commlttee is given to the member who is willing to pay the hlghestl
.=;prem1um to the contributors, or in. other words, to the member iwho .
ﬁglves the lowest bid. ' o : L e E

. The thlrd form, the . Lucky Commlttee is qulte popular 1nﬂ'
_Ithe business community ‘although it was banned by the regime of
President Zla*ul~Haq because of several bloody incidents due toithe .

~ member's" suspicion of being defrauded. ' As such, the part1c1patlon_,-

ol of organlzatlon -of ‘this Committee is illegal. 1In this Commltteevp
~sSystem  the organlzer tries his best to make as ‘many members ‘as .’
“possible and anhounces the Committee amounting to one-half to" two-f”
thirds. of the total monthly collection. The names of the winning "
_members are announced by a draw every month, but the number of -

- Committee members is not disclosed by the organizer, and thus, thej;;fj

:;people are not aware of " the total amount 1nvolved.

17.2 . Mechanics of the Parchi System

: The quantlty of output recelved the prlce per unit, the;u
-total payable amount, and the date on whlch payment is. due are

‘mentioned on this paper The usual. parchis observed in the marketﬁ:atf

:-;have three maturlty perlods. 20-30 days; 30-45- days, ‘and 45~ ~60"
'day._.. . ) _ EE . ) o .

| When the MEs take thelr product to the market they askﬁ'

-the ‘intermediaries before hand about the mode of payment. If the .
.”payment ‘is to6 be made in cash, MEs sell ~their: “product relatlvely;“__
: fcheap.; If the intermediaries ask them to take a pamkz,_an 10U, MEs - !
o charge a hlgher prlce from them- according to. the maturity perlodb

‘of the pamht _The ‘parchi is acceptable in the market just like'a .

| “check. - If the bearer of the parchi wants to get it cashed he w111
‘have. to pay a certain rate of. discount which varies accordlng to

“the: maturlty period. - The parchi is also used by micro- enterprlses~
“‘to make payments to suppllers ' L
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fihthOlVlng the panﬂﬁ are glven in the table- below:

. Parchi Maturlty Its Goods Suppliers ' The Parchi =

"sector. 'If the bus1ness of the borrower: collapses, all. the. bearerng

‘of the parchis which he had issued would lose their money and they =
s would have o, legal’ way to get their money back from him. . In!such

' cases,” an 1nformal body of thernamﬁ dec1des based on the- net.wort'
-;of the borrower, the amount that should be pald to the credltors

-+ ’in Karachi and to some extent in Lahore; Rawalpindi, and Peshawar -

:“_ajtbut the level of business is more modest in. these cities.  The

Zﬁimllllon dollars per day. Several small informal dealers. ‘are also.

'forelgn countrles. B

The 1nterest rates implied by the varlous.arrangements

iy Table 11
Imp11c1t Interest Rates of Parchls

}Implicit' - Implicit-,“ Dlscountr
Interest .~ ' Rate When Rate

"Rate When - Parchi is U for e
ME is- Selling Used to Pay - ‘Cashing . -

o Type (days) - f'-f‘(%/month) ' {%/month) - (%/month)
S DR 20-30 2.0=2.5 1.7-2.3 - 2.5-5.0
S G200 30-45 0 3.1-6.2 2.3-5.0 3.8-7.5
B ";f’45 69. 4.4-7.0 6.0-7.0 - 5.0-10.0

_____.._-......__-_...-.___..'._..._____-...-.__'..___....._...___.._________.._-_____.._-_

There is a. b1g rlsk in thls arrangement for the wholefff

The forelgn exchange bu51ness is prlmarlly concentrated;

'big" Karachi lundi dealers can handle bulk transactions of over a

found ' in areas: from where the local populatlon has mlgrated toi

The humﬂ system caters for a tradltlonal and boomlng&i::

~ market of ‘transferring the foreign exchange in -‘and. out of ‘the' -

‘country through illegal <channels. There are several ways through;f]f
- which these .take . place. . For instance, ‘a. migrant worker abroad{;i
'-_;-would contact an agent there 1n .case he w1shes to remlt money to.;
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~Pakistan. He will hand over the amount (foreign currency) to the'
. dealer, who informs his .counterpart over here. The equ1va1ent__
~amount 1n Pak. Rupees is thus delivered (usually at homes) to the
relatives of the worker. The system works on the basis of mutual
trust and there have been no instances of default by the dealers, -
since that would render them out of the business. . Fast and.

‘efficient ways of communication like Tele Fax or Telephone are used'”_
for such transactions. Similarly, for outward remittances,| the -
- same procedure is followed, and the forelgn exchange is transferredgj

1n the concerned benef1c1ary 8 account in the spec1f1ed country.__

17.4 . over/under invoicing

The over/under invoicing practice is very common ' in-

Pakistan because of. the stringent foreign exchange regulatlons,-f

and almost all the exporters and importers indulge in this informal
'act1v1ty Inc1dent1y, the exporters/importers are all licensed,

~and as such,; fall in the formal- group. Generally, the 1mporters:f.;if£(

under 1nv01ce the imported goods in order to reduce. their port
- charges 1ncludlng custom duties, and other taxes etc. On the other
hand, they over invoice the 1mported raw material/machinery etc..
when,these 1mports are financed through a loan, so that: the balance'
-~ amount .remains in ‘a safe haven, i.e., a forelgn country. - As @’
result, using all legal or formal channels, the forelgn exchange}
- is transferred abroad in the beneficiary's account. ' For instance,
‘the foreign exchange’ component of .a Textile Spinning Unit for: thef
- imported plant and machinery is over invoiced typically by Rs 10
: mllllon.“. Thus, this amount is remitted abroad informally but_
u51ng the official channels. ' This, off course, is done with the-
-connlvance of the supprler ‘and his agents operatlng in Paklstan.;

Slmllarly, the exporters under 1nv01ce the exports 1n'

_order to achieve a dual objective. Firstly, this understates theer-:"
income and hence lesser taxes, and secondly, they get the" remalnlngi:,

~amount in forelgn currency. Some of ‘the exporters buy FEBCs “in:
lieu. of thlS amount, ‘and thus 'whiten' this money in Paklstan (on='-
'whlch no taxes were paid orlglnally) :

17.5 = Foreign Exchange Bearer'CertificateS'(FEBCs)

The FEBCs are belng w1dely used to transfer mnoney abroad~
_and to legltlmlze the black money. - Since the certificates have’

56 :

The macninery is obtained through the Supplier's Credit,
which is repaid in forelgn currency through the regular (State;
-Bank) channels.
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a spec1a1 feature in the sense that they are bearer, an open

'tradlng of the FEBCs is. taking place in the informal market.g This

'facility' is used by people who want to “ransfer funds abroad or .

.who want foreign exchange for their travel needs in excess of . the .
allotted State Bank quota. Similarly, another significant feature

of the FEBCs is that it. helps people 'whiten' money obtalned

;through 111ega1 sources (bribery, tax evasion, smuggling etc.).

‘The FEBCs are traded at the Karachi Stock Exchange, and  anyone.

~ wishing to convert the black money approaches the broker who, after._;ay;,
. charging a premium (currently 7 percent) issues a certificate b
- indicating that the person is holder of the spec1f1ed number of . i i
. FEBCs. -In this manner, the money is brought in the books w1th no ;o
tax 11ab111t1es., : P S b

- 18.  MANUFACTURING

- 18.1 . gialkot

The domlnant ‘activities in Sialkot ‘are manufacturlng of.ﬁ

-sports goods and surglcal instruments. The manufacturing of sports~-"
. goods and surglcal instruments is not concentrated at any specific - |
area of the city. Mhnufacturlng of sports goods and surgical =
instruments is be1ng -done in every mohalla and street of Sialkot -
-~ city as well as in every village of the District, Accordlng to the
lentrepreneurs interviewed during the field work in “Sialkot,; 90 . -
percent of surgical’ 1nstruments are being produced by the 1nformal :
'sector in Sialkot. R

Approx1mately 70 percent of the labor force 1s employed'

“in ‘informal ’ manufacturlng sector in Sialkot. A larger proportlon E

‘of labor employed in the informal sector is contract labor or piece
. rate workers. On average. 15-25 persons per establlshment are
. employed in- manufacturlng of - 'surgical instruments,- -the -
B manufacturlng of sports goods products 8-10 persons are employed

‘but most of the work is done on contract to av01d the factory act

_ and other government regulations. :

‘Women ‘have been 1nvolved in the surglcal 1nstruments

:'1ndustry from the outset. Their participation in this sector was

encouraged by segregatlon 'in the work space. Women are . requlred"

to clean the surgical instruments and pack then. Women are | also-"f'

engaged in football cleaning, scréen printing, glove stltchlng and f“

bxthe maklng of leg guards and body pads.

In Sialkot the entrepreneurs of informal manufacturlng :
units - of. surglcal_lnstruments (metal products) was earning: an -
average of Rs 5,000-20,000 per month and the value of their output
produced during the month varies from Rs 50,000 - 200,000. In case R
of sports goods sub-sector the person 1nterv1ewed was engaged 1n'“"f




‘ manufactﬁring of footballs. He was earning on average Rs 10 000 -
g 20 000 per month from this. act1v1ty. :

: : ~ The requlred 1nvestment in the metal products sub-seﬂtar.
(surglcal ‘instruments) is estimated at an average of Rs 30,000 -

- 50,000. According to person interviewed in sports goods sub—sector
'the requlred investment varies from Rs 50, 000 100,000 i

18.2 Faisalabad

: . The domlnant act1v1ty in Falsalabad is the. marufacturlngs
}of textile goods. Accordlng to the persons ‘met during the survey

- approximately more than 60 percent of textile goods are produced - .| '
in Faisalabad. One can find very easily the dominance:of power'ﬁ

: looms in Faisalabad. This power loom business is concentrate@ in -
'LGhulam Mohammadabad. ' g S L

R : A substantlal amount of the labor force is employed 1ng.
,1nformal manufacturlng ‘sector in Faisalabad. On average. 8- 10-g

_ persons per establishment are employed in power looms, 4-6 personsg-_u_ .
~in the manufacturlng of H051ery products and 3-5- persons (mostly - |

. women) per establishment were working in manufacturing of garments:
‘and stitching of hosiery products. In the food and beverages sub-.

- sector most people were self-employed and in some- cases 3-5 persons*-g‘

were employed durlng peak season.

In Falsalabad w1th, the increase in 'textlle relatedﬁ co g

"cottage 1ndustry, women - workers started entering this 1ndustry.'
'The textile industry in Faisalabad mainly consists of small units

of factories manufacturing cotton/dr111 gloves,:”chlldren s.}*‘---=

*garments re-stitching imported secondhand clothing, processing Ofﬂo
,secondhand sweaters 1nto wool balls for blankets on hand looms."'

_ . The requlred 1nvestment in the textlle seotor 1nf
-"Falsalabad is estlmated at average of Rs 70, , 000" for. a unlt of"

- power: looms consisting of 4 machines and Rs 32 000 for a unlt of;uit
* hosiery’ products. = According to the person 1nterv1ewed, the

‘required investment in food and beverages sector varies with! ‘the -

~activity in this sector (e.g. to produce bottles such ‘as pep51 orjj
coca cola investment required is approximately Rs 40, 000 but to:
ﬂ}produce squashes ‘and other beveraqes llke Rooh Afza etc., the needg;”'

: of 1nvestment 1s modest.

Insofar_as the income generating potential_ofJinfofmaIf

manufacturing of textile goods in Faisalabad is concerned, it has

~ been estimated (on the basis of field work) that the entrepreneurs

'The entrepreneurs usually buy second-hand maehihery,Etheﬁ'=“'

required investment for a brand new unit is much higher.
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"Z_.concentrated at Abadi Mohammad" Bakhash, Hafizabad Road and Chamra

.7 . small -units. are worklng informally. These units are: scattered in’
. Gujranwala.. These units consist. of manufacturers of sweets'andtﬁ

o act1V1t1es..,f They ~.usually work - from their ~hcsiés. . . The'.

'if122 C

'.earn an average of Rs 200- 300 per day from a unit of power—loomS“ v

con51st1ng of four machines. In food and beverages the interviewed |

:500 1 000 1n off season.

©- . person was- -earning Rs 1,500 per month in the peak season and Rs,ﬁf

'f__18;3g:7'5 Gujranwala

' Manufacturlng of metal products is the domznant act1v1ty5*"

Coin Gujranwala.f Manufacturing of aluminum utensils is concentrated-ﬁ]
. at Muslim Road; washing machines, room coolers,_fans and otherﬁ'

jf_electrlcal appliances like donkey pumps and electric - motors: at -

- Hafizabad Road, ‘Gondlanwala Road, Muslim Town, Nomina ‘Road’ and-Naz'f
" Cinema. Area, Su1 .Gas burners-and otber ‘related appllances'at'-
: Garghak (around the Crown Clnema) . e

: Manufacturlng of - textlle goods is the second domlnantﬂf
_act1v1ty among informal manufaeturlng in Gujranwala. O Teds

frﬂMandl. 'Manufacturlng of food and beverages 'is also:an, 1mportantf:
~ :sub-sector in Gujranwala. Approximately 20 factories and.countlessi.

_‘toffees, soft drlnks, blscu1ts and other 1ocal sweets.;'

_ ‘A 51gn1f1cant proportlon ‘of the labor force is- employedﬁe
“ind 1nformal manufacturing sector in Gu]ranwala. on: average BT
. persons per’establishment are employed in manufacturlng of. washlng;_
~ ‘machines, -5-10 persons in. the.manufacturlng of textllehproducts and. .
. 20-30" persons per: establlshment were.working in manufacturlng ofg
-e_food and beverages sub-sector in case of factories and 2- 4 - person:
"1n case of small unlts of sweets and toffees and soft drlnks," o

In Gujranwala women -are engaged in textlle relatedﬁ

Q.representatlves of both formal and informal sector deliver the jobf;
* - at. their homes and. collect the flnlshed goods ' They“are paid - on: .
‘plece rate ba51s. : : . R

I 'The 1ncome generatlng potentlal c’ the entrepreneuqu“‘
engaged in  the -informal -manufacturing  of: metal products n&;
Gujranwala has been. estlmated (on the basis of. field work) . at an;
.. average ‘of Rs 200 per washing machine and they produce 2=10- unlts
. per-day.: In textile sector. the person interviewed was engaged in
manufacturlng of bed-sets and sofa cloth and he was.’ earnlng ‘on -
‘average Rs 8, 000 - 10,000 ‘per month from his unit of three looms.g
In food and beverages the 1nterv1ewed person was. produ01ng sweetsg
and toffees worth 80,000 per day. Other small entrepreneurs]
. 1nvolved in the same. bu51ness earn an average of Rs 200 - -400 per;
day. .The value of daily output produced by entrepreneurs.produ01ngﬂ
:fsoft drlnks varies from 2, 000 -3,000 and they earn. an.average of Rs:




2 looms) and “metal products ‘were dominant ~activities among;' e
Lj;;lnformal manufacturlng in Karachl., Manufacturlng of: plastlc g dsrﬁgy'
;:g'and*ready—made ‘garments .are scattered throughout the’ c1ty,
:;jhand—looms are: concentrated at Orangi.. Town, - hosiery ' at :
. ..Colony . ‘and. Na21mabad.: steel - furnlture ‘at Laloo ‘Khet
_V-act1v1ty at Lawrence Road near ‘Rasala. Police Statlon :
o making near Jubli c1nema, tln contalner ‘at Orang1 Town_”tubs
“fpales at Joona market,r_ : . : o

"rslnformel act1v1ty at Karachi. ' 95 percent of total productlon

"ll;jBanar51 cloth is “being ‘produced. by small 1nformal manufacturl
SR unlts ar. Orangl and Korangl.‘ll,:.- RO : :

: 5-1nforma1 manufacturlng of Banarsz cloth:’ at Orangl,‘ A substan_t 2l
”famount of the 1abor force is employed -in" informal ‘manufactur
__.ﬁsector in Karachl- ~On average two  persons:’ ‘are employedﬁon ‘ear
_jfhand—loom, one’ ‘of these" two is usually an appr entlce._ One man ‘p
- machine ‘in manufacturlng of. ready—made garments is. employed

-.ﬁaverage 4 12 workers are employed in hos1ery manufacturlng uani

on averaqe 2=5 yersons per':establlshment re  employed -
";'manufacturlng of  steel furnlture and one man per machlne fo
f manufactarlng of plastlc toys.--'v

ﬁ.?-that 53.percent of ‘all the employed women in the ‘sector were homeg
';!vbased._ ‘Another. study done in Rawalpindi showed 83 percent home-
'ejbased workers,‘ The World Bank estlmates that 70 percent or 1.

]1100 - 200 dally._

4 rnhe requlred 1nvestment in the metal products sub-sectorqa

S in Gujranwala is ‘estimated at an average of Rs 20,000. ‘According = |

- to person interviewed in textile sub-sector the requ1red 1nvestment+f'"_,p
per machine varies from Rs  50,000-100,000 in case - of ‘local .
_:machlnery and if - some one wants to 1nstall 1mported machinery this;frgx
- cost rises to Rs 200,000 per machine. ‘According to the person’ . .
'f_lnterv1ewed the requlred 1nvestment in food and beverages sector = .-
.,_'varles with the act1v1ty in this sector (e g. to set up.a factory..

-~ like him the ‘required ‘investment varies from 500,000 to’ 1,000, 000},
. rupees ‘and” Rs 15,000 is enough to produce’ sweets and- toffees in -
jﬂ;}tradztlonal manner._ And for bottllng unlts Rs 25, 000 - 30 000 s
'Ql-requlred..g..- T T . ; .

Manufactur1ng of plastlc products,_ textlle produc
readyhmade garments, h051ery products and-silk weav1ng on hand

i Manufacturlng of Banar51 cloth is the most 1mporta

:lApprox1mately 5 000 ~hand- looms -are worklng in':tﬁeT

further ocne- ‘helper is. ‘also . employed on every 5. employees._.

y- survev done of tho lnformal sector inc Karachl found




mllllon women in the 1nforma1 sector work from the home.; Most

. home-based work is in manufacturing; hosiery goods, tallorlng,_fdl
'-,packlng med1c1nes, stitching leather goods, maklng of paper coples_[;

o and bags, Droce551ng of drled fruits and spices etc.

g : _ Insofar as the income generatlng potentlal of 1nformal“
'manufacturlng in Karachi is ‘concerned, it has been estimated: |
“the. basis of field work) that the entrepreneurs engaged dt..r'u"-t:lzte.;.j
.5manufactur1ng of Banarsi cloth earn an average income. of Rs'5;000:
.= .6,000 per: ‘month. In ready-made garments the entrepreneurs hav1ng_
“a unit con51st1ng of 4~8 machines were earning- an average income
. of ‘Rs 7,000 - 15,000 per month in peak season. ~ While. people
- engaged 1n:manufactur1ng'of h051ery'products average‘monthly.lncomeﬁ
for.: stltchlng units:and. knitting unlts ‘were estimated in the rangej

- of Rs ‘3,000 =58 000 respectively. ' The entrepreneurs engaged 1n

_fthe manufacturlng of metal products were earning an average: of Rs;
. -"10,000 per nmnth.; ‘And  the manufacturers of plastlc toys* e
sfearnlng an. average of Rs ‘5, 000 per month. BRI RN ! '

e , The requlred 1nvestment in the’ metal products sub—sectorgx
';1s estlmated at an average of Rs 25, 000.. - According to persons: |-

'1nterv1ewed ‘in textlle sub-sector the requlred investment - varles,"

‘from:Rs 5,000 - 25, 000 per machine (i.e. Rs 8,000 for: ready—madet

'fl.garments Rs 10,000 for silk hand-wrapping un1t Rs 8,000 per hand

-~ loom for- Banarsi ‘Cloth, Rs 25,000 for c1rcu1ar knlttlng, and Rs’
ST 20,000 for sew1ng of” h051ery products) -and ‘an average: 1nvestment;
o of Rs 5,000 is’ requlred to. set up a unlt for the productlonfof

gﬁplastlc toys.'~' . : . o SR ARL L

T T TRADE AND COMMERCE

19.1 . A Fruit Bazaar in Peshawar

: . The main fruzt bazaar in Peshawar is’ located less thanp;
a kllometer ahead of the Frontier Corps Headquarters ‘on GT.road. -
A tall but narrow gate’ leads into what would roughly. resemble a
';rectangular enclosure w1th an. area estimated at . about }15-20
. jareebs. '‘Makeshift shops (retallers) ‘rest along the boundarl s?ofjﬁ
- the- enclosure. Each shop boasts - a h1gh58 cemented - ceiling.: One shop .
~.can be- dellneated from the other by large plllars which serve the' .

ﬁ-ﬂpractlcal purpose of dlflereutlatlng one ‘shop from another.: Allf

'Jﬁboundarles of a shop was: also utlllzed as storage.

~shops “are open-air built; there is no cohcrete entrance into - a;
shop The. compound area is de51gnated for trucks which’ brlng 1ng

the supplles from the aﬂhw (comm1551on agents cum llndd_'h:.qnerx)*”=

Thls allows stockpillng/lnventory'storage, Space outs1de:thee.l

g ":1'2:_4':




"f-fget dlstrlbuted is the arthi. The arthi is more than just- a mlddlemen,}”ff,T
'.__oft_entl_mes “heé acts. as a  source of credlt a stocklst and-

ﬂge;clanl_ ‘The aithi’s: maintain contact with the suppliers throughout the;;_-f'
year.. Arrangements and volume of fruit toc be obtained are: ‘settled i

'ﬂdbrought 1nto ‘the center of the compound area where the arthi- or hlsff“f

ﬂjbulk-buyers vendors and hawkers. L

between arthis, and spec1f1c buyers’ make thelr relatlonshlp complex,
S yet” manageable.h -For instance, the use "of informal credltils]L

.fﬁ];buyers to record credits and payments. The. arthis develop’ personal
i :contacts w1th the buyers and are aware of a buyers credlblllty 1n_

"1, at ‘the end of a tradlng day.

B e The area out51de and along the perlphery of the frult _
bazaar is: flocked bg vendors. These include itinerant as. well as i
semr—flxed vendors.” . Along" Wlth these fruit vendors, goods Such , £

. as goal gunda (ice candy/slosh), goalguppa, kulfi (ice cream), etc. are: - .-
“also’ sold by itinerant vendors durlng the trading hours. - Economlctj b
act1v1ty in the fruit bazaar begins .in the early . hours ' of the' - |

.-mornlng before sunrise, and comes to a close in the later: hours; ofg-~i*

- 'the everiing. - The most robust act1v1ty, however, is between: 5,00}“
" a.m. and 7:00 'p.m. ' SRS I

e The supply of frult to Peshawar comes from the prov1ncesg{r :
- of Slndh (Hyderabad and Karachl), Balochistan, (Quetta) and Punjab - ol
. (Multan). During the winter season, dried fruit is also supplied. — !
ko Peshawar from local markets. - The supplles arrive in bulk to the - - i
- . bazaar from where they are sorted, graded, and divided into batches - . - -
“to -be -sold to- retallers and. other bulk—buyers. The - ‘bazaar: ..
. ;essentlally acts - as 'a wholesallnq outlet but also contalnsﬁf}'
'n.retallers 1n51de the compound. : e SR

- The maln dlstrlbutor or person through whom the suppllesf?
 speculator. Most .arthis in the fruit bazaar . belonged to the- Hlndkoﬁfimf

well: in- advance, often a year: before. hand. ¢ The" supplles aref?

. broker is 51tuated. - From here it is dlstrlbuted to retallers,

PR '_-The relatlonshlp betWeen the arthi’s and buyers is: not**
'.conflned to ~a. mere. cash transaction. ' Several other: equatlons

:9-pronounced in:the: bazaar. Credit is usually made available to the{
'fbuyers by anhu._ Reglsters are malntalned by bothcwﬂns as’ wellﬁasi

“settling. credlt.g- ' Some - arthis actually . live in concrete housesj
' located inside the bazaar but a little away from the main area
,'}where dlstrlbutlon takes place. - This ~allows them close contact?
';w1th retallers who trade 1n31de the bazaar. - : '

',;ACCOrdlng to-an.aﬂhlthe bazaarlhas regiStered remarkaﬁle-

o Seml flxed vendors operate from. fixed pOIRtS but have theﬁﬁ”
_optlon to be mobile. Unlike 1t1nerant traders they do not - relocalte‘_-_




hgrowth 51nce its 1ncept10n about 20 years ago. At that tlme the;;,
bazaar was much smaller with only a few traders inside the bazaar.

Trading was regqulated by the municipal cooperation -which also |

prOV1ded make shift shops inside the bazaar. Over tlme,_however,_r
increasing demand prompted ‘the growth of the bazaar  which

manifested itself not only in the presence of more traders 1n51de'3,;}ﬁ”

the bazaar but by attracting vendors and hawkers -outside of it.

t'These traders have not been able to conduct trade inside the bazaarf;ff
"because an informal organlzatlon has effectively barred them" from -

entry.w “Reportedly, the prlmary motlvatlon for ‘this 1nformalf

- organization = has. not ' been ' the fear of competition, - but.i.f'

- considerations of how a congested bazaar would affect business at !
‘large. A congested bazaar is also undesirable because of its !
-greater susceptlblllty to ralds and invasions by publlc off1c1als.f

The hawkers and vendors have 51tuated themselves out51de'"

the.bazaar. ‘Some -of them vend during the trading time and leave

at the end of the day. Most vendors, however, have set up semi~

o permanent establlshments and do not relocate at the .end of thefit:

trading’ day. One feature which distinguishes these vendors from-

those who relocate at the end of the: trading day is the longer'tlme-“.

they -have spent in this locallty._ According to some such vendors

the longer association with the periphery of the fruit bazaar ‘has |

. given them something of an -extralegal right to. ‘set” up seml—ﬂf@
opermanent establlshments. : _ o

o The hawkers and vendors out51de of the bazaar, both w1th O
_seml-permanent establishments and the ones who relocate at the’ endh
. of the.trading day, have been.partlcularly susceptible to ralds and-

inspections by the PMC and the Peshawar police.  .Unlike: thejg
shopkeepers . inside the bazaar the vendors and hawkers out51de -of ]

‘the bazaar. do not have. anythlug of an informal organlzatlon whlchj.
would -shield them from such- inspections and raids. This is partlyf‘

__because ‘raids and - government inspections are not frequent .andgz

”rpartly because these traders w1111ngly acqulesce to. paylng brlbes.nf

Shops inside the bazaar allow greater economies of scale thanj_j*

i the mﬁns which vendors use as a place for storlng their . goods.hﬂ“

This is the ba51c reason why the area inside the bazaar was a more -

attractlve place to conduct trade. ~The lesser susceptlblllty to

. raids and inspections inside the bazaar was arnother incentive- toy*_
. move. there._ Furthermore the opportunity to develop. closer contactSJ_ﬂf

with arthi’s and the consequent advantages of such an ass001atlon, was;.?

another reason to prefer trading inside the bazaar. Some of" these_ §
advantages, such as the availability of credit, were dlscussed 1n"
the precedlng paragraph. : . S »




_ The entry of new informals desirous of setting*up'seﬁie'_
permanent establlshments outside of the bazaar has not as yet been
a major: problem. '~ There were only a- few cases where such

B "1nva51ons" were attempted. Such invasions occur over a period: of
_tlme, the new entrant typlcally enters the locality as an 1t1nerant.

vendor ' during which time he tries: to ?et acquainted with the

”"~fvendors already- established in the ‘area. Gradually he beglns to -
- tent. ~overnight in the ' locality. If this @ is not met w1th '

re51stance he sets up a seml*permanent establlshment.-

Nelther inside nor 1mmed1ately outside of the bazaar'were-

fthere any women engaged in trading. The venue for women was: the.f -
. -sidewalk along GT road and the area directly opposite the Frontlerﬁ.g
Corps. Headquarters. Women chose. this location primarily because .

of its close proximity to a vegetablernwmﬂ on Shahi Bagh Road' and*r-
... to.the street leading into. Firdous Cinema, areas where tradlng was:
;-robust. Most of these women had husbands. who also worked in this:

- area; according to some: women this was an important- con51derat10n.ﬁ:,
. It allowed women to share the responsibility of looking after their: -
children- with their- husbands,. and reportedly, the 1mmun1ty fromgq-
poss1b1e harassment from male customers and traders. The close -

proximity to an area where tradlng was robust and where’ consumers}l

-"-abound allowed them‘an easy market to channel thelr goods.:

i Most ‘traders (1n51de as well as out51de) of the frultg;lg[
L bazaar are not migrants from distant areas. The typical traderiis - -
Ca commuter from nearby ‘refugee’ camps, v111ages and towns, such aSch
< Dirand. B@ounh'-In the characteristic case, a_ shop. (1n51de thef,4 :
’v_bazaar) is operated by three individuals. ' Two of- these 1nd1v1duaISﬁg"'

work durlng the trading hours whereas: the third-acts as a watchmangﬁ

during the hours when trading does not take place.: ‘The semi- -
=--per::nanent establlshments cutside the bazaar are (on the average)ge.,
L operated by two individuals. - One does:the tradlng and the otherﬁu_j
'f_acts as" a watchman durlng the non—tradlng hours. . R

: : The greater percentage of the surveyed traders 1n thlsa;fa
area were from the Hindko tribe.- The most. popular reason for =~

"selllng fruit, or for that matter engaging in trade, was: relatedff _
to the profe551on of ‘the traders’ parents. In the typlcal caseﬂf*

' the reason for an individual to engage in trade was because he had;;. :
_ _'learned ‘the ‘relevant skills from his father or an uncle involved ..
" in the same trade. Those who did not belong to the precedlngfﬁ

_ The exceptlon to this is in the case where a new entrant lsj;---}
- 1ntroduced into the area by a cousin or an acquaintance who alreadij

 holds a position in the area as a seml-permanent vendor. In thls?
'fcase, the entry into the cherlshed 1ocat10n is eas;er.i ' .

127




‘category were involved in trade because access in to it was easy.® .

19.2.  Azam Cloth Market

Azam Cloth‘Market is the spec1a11zeq.wholesa1e and‘retall'

market for cloth, bed sheets, laces and other related 1tems, it 1s'¢“ih,
- one of the main dlstrzbutlon p01nts for cloth in the: province of ..
‘Punjab. The market is 51tuated in the narrow alleys of the oldi~;-"‘

”-c1ty of Lahore.-

: The market has - reglstered remarkable growth 51nce its o
1nceptlon in 1947. Accordlng to sone estlmates, there were 800 [.
wholesale and 700 reta11 shops in the market in 11983; - 1t1nerant;,Q
vendors, hawkers, stall owners are not included in this f1gure.-~{
over a: zs-year period the market is estimated to- have expanded 50
times :or more; the growth of the textile industry in Punjab’ has |

expanded at . the same rate. ' Land in the’ market, according to real
- estate brokers, commands the highest prices in Lahore. . The cost
" of . buy:mg a shop 1n the market ranges from Rs 200 000 to Rs

";300 000..

The central actor in the operatlons of the market 1s the“

aﬁhL Thetnﬂus typlcally contract the output from the bzg'producers"”

well in advance. Large sums are advanced to the mill’ owners in °

o order: to secure the. output. . Another type of transactlon, prevalent,,

_in the market is between small mills and hand loom producers: and

" the’ arthi. These mllls ‘contact arthi’s who purchase output from them I

and. then sell ‘it in the market. Since the. anhw secure the': small

'=m111 owners a market for their goods, they charge a commlsslon for{f5

. the transactlon._ The arthis are assisted by dyers, folders and_y
. loaders ‘Wwho . also act as sources of: 1nformat10n on market demand.y

Three major ethnlc groups are represented amongtwﬂus andVi

'”_tradersvln ‘the market.. These are (i) Narowali Sheikhs, (11)*

: Anritsari - Kashmlrls, and (iii) Memon. Consanguinal ties w;th amf
_ trader or anthi in the market determlnes the ease or dlfflculty of -

: entry in the market. Typically, in more lucrative activities: blood}f

“and family ties act as de01d1ng factors for new entrants. “At the’

lower scale, ‘however, entry is easier, and the resistance: fromguf
those" already establlshed in the market not ‘a pressing obstacle.Jj*v

A formal association of ‘traders exists which regulates -internal = -
competltlon and lobbies w1th publlc agenc1es for market 1nterests.___}

62At the level - of a hawker or vendor access into trade wasﬂ-l

fieasy.- Inltlal investments and working capital requirements. wereﬁjﬁ'f
cited to be low. Thls observatlon was supported Wlth flgures in b

'-sectlon 12 3.
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©20. HEALTH

A reglstered dentlst decides to setup a dental Cllnlc 1n

'Rawalplndl s busy area 1i. e., saddar bazaar. The WAPDA officials ask-

for unreasonable bribe . in order to give him the electrical
connection- for the dental- chair (requ1r1ng a high voltage: llne).

?gUnable to do so, he decides to start a "general medicine cllnlc.
He recruits a young and newly graduated doctor (M.B.,B.S.) who has_;_
not even decne. the house job at a very low salary of Rs 1,000 per

month to work in the morning shift. He closely watches the days

Q'proceedlngs, in order to learn the basics of allopathic medicine.:
" In the  evening. shift, he (dentist) starts treatment of. the'“,:
r,patlents w1thout telllng them that he is a dentlst by profe551on.'

_ Once the bu51ness starts picking up, he recrults anaﬂ
' untralned person as his: dlspenser/compounder on the recommendation :
of  his (dlspenser s) uncle who promises. to have. the doctor -
_reglstered with:a: large public sector organization. Once he iis

registered, he is contacted by a neighborhood drug store to refer:

his patlents (from the publlc sector company) to his store and they":--'=

agree-on-a fixed commission rate for the doctor. The drug ‘store

'fmalnly sells 1nfer10r or spurious drugs, and the doctor: knows’ aboutfﬁ
cite Later, ‘he opens his own . .small pharmacy, and ‘using. the '
' expertlse of his 'dispenser' starts g1v1ng home made mlxtures madejg
_from substandard 1ngred1ents. : :

o ‘Within two years, he loses most of his patlents because e_”
of repeated complaints, but his business is still thriving because - .

he is the: registered doctor for a few public sector reglstratlons,

© and he offers share to a select employees of these organlzatlons
- on 1ncome earned through bogus medlcal claims. :

'_éx.r*-urf?suucarxonf.

A person, after returning from the Middle East decides

to open a private school in a two bedroom house. In. .order jto'
‘maximize: space,.he covers all open spaces in the front and backj.f

© - yard .of’ ‘the house with ply wood partltlons and. a rented shammna -
- (tent) ' : - Vol

~The school named after a famous British Publlc Schoolt__fh.

is advertlsed heav1ly in the newspapers as an ‘'English Medium®
center. of excellence in Nursery and - Prlmary education.. The . °

teachlng staff consists of girls who are mostly matriculates, while

one has an M.A. who is also responsible for ‘'dealing' with the'

parents.' The teachers are- pald an average salary'of Rs 300 to ng_‘I:
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500 per month, while the maid servant or aya and the sweeper get Rs’

600 each. - Per the owner of the school, the teachers get a lower

salary because of abundant supply, while the lower staff is paid

more since it is hard to find a sweeper or-m_aid'i'_n_t'he'10(“;'_a%§._ty_.:f._":'=

o The'owner-reaches-ah*agreement with the mohalla book = -
'seller to split the sales commissions, and makes it mandatory for - ..

the students to buy text books and note books from the particular
- book ‘shop. Similarly, he 'contracts out' the servant -quarters to
a.person to run the school canteen on a stipulated monthly “fee. -

'The owner tried is best to get the school registered in

order to be eligible to receive the annual provincial government = |

grant, but did not succeed because of sub-standard facilities. He

pays a fixed amount every month to the education department ﬁeopleﬁ'?

in order to avoid various inspections.  He is very happy with the |
progress so far, and plans to open another (similar) branch in the

adjoining locality soon.’

22. . TRANSPORT

22.1.- f A:¢§se pffsuzuki Wagons

'PreSently there are_approximatelyfl;ooo'Shzuki:whgﬁﬁs7ﬁ-

plying on the intracity roads of the urban area -in Peshawar. |
. According to the various groups of operators almost 60 percent of |
these: are in the informal sector. . The RTA does not have -a: .}
separate classification of these vehicles therefore there:is no: !’
‘information available 'regarding 'Suzuki Wagons' with the government - I

- departments. .

‘There is a Token Tax'charged:@'Rs 200 perlquartér};;Tﬁewff

_pefﬁiSSion to ply a ‘'Suzuki' is given to carry eight people

including the: driver. “If thére are three people,sitting;inﬁthe-,'J

front - including the driver - then there is ground for'a_Chéllank“'ﬁ
{Ticket) or 'Gratification' to the Police Officer, I

' To_bfeak:even, that is~t6'earn Rs“lOOfpér_day7§ft§rff

"éxﬁenses-excluding depreciation, the operators of !Suzukiﬁ carry}}“5
. twelve to sixteen ‘passengers.  There is always the chance of -
. running into one of ‘the traffic police who is not part of ‘the

-~ regular 'beat'! and this chance rendezvous costs the operatcr Rs 25

~to Rs 30. On one particular route an operator has to.pay Rs 10 per i

j”‘beatP and there are three such 'beats’ along the route. [ This
~ gratification needs to be paid because the municipal .corporation.
- has 'not provided any regular 'stands? or spots from:where the

passengers of the 'Suzuki' are able to embark or disembaﬁkfatg~;“:
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'de51gnated places. Therefore the drivers stop to plck up or drop-lh.h

"passengers where they can get a 'fare'

_ Route permlts are not issued for the routes desired. by:h
-the operators,_ The operators are there to make a profit: and notq
"to ‘help  the government to fulfill its obligation to provide:

transport facilities to its explodlng population. Whereas, theff-

cost -of reglsterlng a .vehicle is ' Rs 450, the reglstratlon-f

authorities charge them Rs 2,000 for reglsterlng a 'Suzuki'. Even;f.

though a 'suzuki' is reglstered with the ETO, the RTA does not glve-”

- them the permit to ply as a public service vehicle. Thls ‘is

- because of lack of co-ordination between the two departments. The -

“'Suzuki' has to follow all the other rules applicakle to public -
.. service vehicles and the drivers have to conform to the regulatlons_g y
_of a public’ service driver. This leaves the operators confused and: .
-skeptlcal ‘about the policies of the government. It is indeed .

5'}perp1ex1ng ‘that on the one hand the government charges them all thei“_
: czfees and on the other does not. 1ssue ‘them route:. permlts !m'" [T

S . For. the lack ‘of haV1ng a route permlt they are often"_
~zrender1ng personal services for the traffic police. - The police

- either take them out. of town to visit family or frlends or justﬁl-:

i]take the keys of the vehicle and return them whenever “they are'_'i'i
77 -~ done. It .could be for a few hours or for a Week. This 1s commonly”ﬁ-- i
'-;_;known as 'fatlgue' S . - o

The pollce is not ‘the only force busy extortlng money:

?3froﬁ:the 'Suzuki' operators. There is another class of thugs who = = .|
.charge them a fee of between Rs 2 and Rs 5 per trip. These thugsjf_'”
erect barriers at varlous p01nts and - collect their 'fee' when a

.t“_'Suzukl' passes these p01nts. ‘The thugs are. 1nd1rect1y protectedrﬂﬁ
“;by the pollce offlcers of the 'Thannas' : S

: L Several drzvers zorlglnate from. a certaln 1nformalj_: L
S -termlnal whlch ‘becones. a. place for their congregation. There are
'-;1on1y flve ;such spots in the city and the number of . "Suzukis*t iat
. these" spots is between thirty and forty. They exchange thelr'v1ews$?':
on topics ranging. from international politics to police corruptloni,-y;

- in the city. 'They have an uncrowned leader among ‘them, yet they

- do’ ‘not. want" to: form any union ‘or assoczatlonr . They know thelrﬁjf 3
K ‘enemy (pollce), and they know the language understood and spoken -
“by the: pollce._ They keep bicKering about the atroc1t1es -of ‘the. .

. “YPublic Servants' Sand yet they have  become - ‘Ammune - to - theﬂf:j 1

. .gextralegql ‘costs "in’ fact, the 1egal and extralegal costs haveﬁ? :
"1become 1ndlst1ngulshab1e. " ; ' - S

_ __ﬁ The pollce appear to conflne thelr act1V1t1es to 1ssu1ngu;
ChaMmu (trafflc t1cket) for overloading and occaszonally for

'-:jemlttlng ‘smoke. This is however done on a sporadlc basis: It wasﬁﬁf'
U found that prlvate operators (formal as well as informal) regard?'

ffsuch chaMmm,-or the threat of them , as a form of harassment_by3j, o




paylng bribes to the police. It was also revealed that such

immunization 1s"systematlzed" An operator makes regular monthly__'

_ payments per vehicle (bus, suzuki wagon, flying coach, truck etc.)
per month to each police station through: ‘whose- terrltory the route

passes. On average, the operators are paying an amount roughly_=

equal to the earnlngs of a vehicle for one day (bus Rs- 550° suzukl
_-wagon Rs 125 flylng coach Rs 275 and truck Rs 450). 7 :
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_ 'Duphcatmn of. forelgn technology; mformal manufacxunng of corrugatcd paper. sheets
‘Photo: Salman M. [tahi -
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- e ' Ustad-Shagird system at work .~ C . : - .
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Informal manufacturing

> Photos: Salman M. Iahi

of mango ice cream







- A
Photos- Saiman Mb Ilahl







" 'The premlscs of the General Bus Siand have been aliotcd to the Afghan Rufugee A.smstance Officmls
cver since the bu:ldmg was mmp!eted

The General Bus Stand’in Fmsalabad .devoid of the promised facxlmes
Photos ‘Salman M. Ilahl




~Front view of a Suzwki wagon; forced scarcity byratmmng of route perm:ts
mnltsmwerloadmgbynptomlaercent ’
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Rear view of the Suzuki wagon
Photo: Salman M. Ilahi







Annex 1

Statement of Work

- The contractor w1ll conduct a study of "Pakistan Informal

Sector" to perform the follow1ng Scope of Work:

‘Review the ‘main theses of a book - by Hernando De Soto The(hhm’ftté”'7ﬁ
._}%Uk, and° . : : ;

rAnalyze its relevance to the Paklstan s polltlcal economic !

and - admlnlstratlve env1ronment

- Document - spec1f1c examples in Paklstan where legallzlng thef"_
informal sector would result in major 1mprovements in, economlcj;j

efficiency, e.g. ' increases in income, - employment and”

~investment, and,

Determine if there ‘exist any Paklstanl organlzatlonsf

_ -advocatlng pluralism and or the promotion of the- 1nformal~‘
- .sector, somethlng akin .to the Instltute of. leerty and,’”
'Democracy in Peru. . '

-,Dlscuss major, legal, administrative —and bureaucratic

impediments to economic- activity in Pakistan.

- In.addition identify sectors in Pakistan in which investors:

or entrepreneurs with 0 to 5 employees predominate  in terms . .
of investment: e.g., private housing, urban retail . services,..
. urban: transportatlon (tax1s), automotlve and blcycle repalr,“

and S0 forth.

For sectors where major small enterprlses are: very‘lmportant

.determine the legal obligations required of a small enterprlse;Vt“
which wants to offer goods or serv1ces for sale to the general-
.publlc for proflt. : _ L

_i.'_'Are new small entrepreneurs allowed,to off1c1ally set upr'

- business in thls sector? Or is it reserved for certalni
flrms? : S

~.ii. Do new small enterprises have to register as a firm? ' boﬁﬁfﬂg
- they - have to register separately with olfferent;pg
_author1t1es7 Describe the steps in the overall process.ﬂt

iid. Once properly reglstered what kind of regulatlons doesﬂ,

“the small- enterprlse have to follow? e.g. labor.’

‘regulations, price controls, time and place of bu51ness,__}':”

qual ity controls.




iv. _In assembllng the factors of productlon and 1nputs needed
. . for the business, for example,. in renting space, h1r1ng.

- 1abor gettlng electrical ' connections, opening a bank |- 7

' account buying or registering a business vehlcle, -and

80 forth are there regulatory requirements the small
entrepreneur must meet, beyond the usual f1nanc1a1 cost o

 ‘of the 1nputs"

. v. What bu51ness taxes are the small enterprlses supposedf_é,'_-f:“

- to pay’

vi. .Are small enterprlses J.nspected to determine whether they
-are registered and conform to regulatlons and tax_"f
laws? : _ : g P

8 In general .are the small enterprlses in this sector in. |

conformance w1th ‘most regulations, or do they generallyw_'_;::_' ;

: 'operate ‘with substantlal legal problems"

" 9. ' How are confllcts between the small entrepreneurs and the:_
U _~._iauthor1t1es worked out? - e S
104 ':"_What kind of organlzatlon,_ if any, is there between' "'sma'll_,:
.. . entrepreneurs in a given sector? e. g. family relatlonshlps, i

~an. official or unofficial union or trade: organization: orf_':__;_

-:'chamber of commerce, connectlons w1th polltlcal partles. e

.11';;_---4 Do~ these major obstacles whlch prevent - small _(;for_rglal".i::or';}
--'J.nformal) enterprlses from expanding? - - B ) EE R

'_-Re fefﬁéhée -'Mater-ial" :

""The Other Path, by Hernando De Soto (not 1ncluded)

"Internal Structural Reforms in Peru, a. Promlslng Road Out of the

R '._Economlc Gmwtfl, Vol. 1, 2, second quarter 1986." .

. Debt” CrlSlS L:Ltan, Morales-Buyro and Fernandez Baca, Journq_l;,__of_f-f

..,--‘-‘"'The Informal Sector' ' Issues -in POllCY Reform and Programs"
' -'--'Conference Report, Lubat-Anderson Inc., Apr11 1989.

: --"How to Make Poor Countrles Rich", Jeremy Maltn,‘__ Fonun'e', J anuaryls, i

Lo 1989

R ."The Sllent Revolutlon" Mario Varges Llosa, Joumal ofEconomlc Growth,

' Vol. 2 41, First Quarter, 1987.

"Readlngs on Informallty 1n Argentlna" Instltute de Estudlo'
L Contemporaneos Buenos “Aires, Argentina, August 1987._
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BAnnex 2.1

' The Role of the Informal Sector
.. .From the World Bank's Hbdd[kmdqmnaﬂl&moﬁ, 1990.

In most developing countries the ‘informal sector playsf;*

. _a promlnent role in providing employment and incomes. It-has been.g:e
estimated to account for 75% of urban employment in many countries’

~ . in Sub-Saharan Africa and 85% in Pakistan. It also accounts for,“f'¢

most of the poverty in urban areas. In Cote d'Ivoire, for example,j
the 1ncxdence of urban poverty in the informal sector 1s ‘more than“{“
tthree tlmes that in the formal sector. B : '

The informal sector is very diverse in its income.

Ifstructﬁre and.activities. It is’ dominated by one-person firms and
" 'small-scale entrepreneurs that employ a few apprentices (often -
;relatlves) ‘and ‘hired laborers. Firms are not coveved by'government*I-

.~ labor regulations, and there are no restrictions on entry. . But
“many "in-the informal sector pay indirect taxes and fees - -licence

fees for small repair shops and street vendors, for example.- Wages:
- are. generally lower than in. the formal sector, espec1a11y for}jij“
j~apprent1ces. But there is -also a h1gh degree of 1nequa11ty, and. [
*many entrepreneurs do much better in the informal sector than in = -
the formal. '~ Activities range from efficient: manufacturlng,fgi?g_
transport, and tradlng' enterprlse, ‘to marginal  work ‘such as . .

.'001190t1n9 and reCYC11ng trash. Most of the sector's production-.

.'*':15 for . consumptlon espe01ally by low-lncome households:— ands

~11tt1e 1s exportedL

s As in the’ rural non-farm sector growth in - the urban?:
'-1nformal sector ‘depends- on - the rest of the economy  and, |in: -

' particular, on the demand for. non-traded goods. and serv1ces._Butjitz,

.jpreferentlal treatment of large firms has- undermined the 1nforma1§j,

'“I_sector.}'Sub51dlzed capital for one part of the economy 1mp11eséi;?o

fewer resources for the rest. .

S Some countrles have tried to offset these blases.' Indlaﬁi“;-
J;for example has’ prov1ded cheap credit for small enterprlses and hasﬁf;f';
- restricted competition from larger firms. This, kind of approach.. . . |
- rarely- works.. . Protection and :constraints ‘on the ‘efnitry -of 1argej o
firms into- labor-intensive. act1v1t1es, have tended to reduce any -

-galns in ‘employment, especially since credit sub51d1es have: led .

many small flrms to adopt relatively capital~intensive technlques.jax--”
- Distortions. in the product markets, particularly biases in the -
structure of protectlon among industries, have probably'been.a more;[ﬁj
important influence on the ‘demand for labor. . Indeed,;" ev1dence',:

suggestS'that small flrms in the manufacturlng sector are’ not_;




" .informal sector.

of business.

necessarily more labor-intensive than large firms in the.saméjline3-j

In Korea labor intensity within industries seldom

varies by a factor of more than three, whereas across industries | -

it varies by a factor of more than a hundred. -

e ~ Most countries. have further undermined'@ inﬁdfmé1 'f
- employment through heavy regulation.:  In Indonesia, where most.of - |
- the informal sector is thriving, restrictions on  pedicabs: -have’

steadily increased, and pedicabs are now completelyﬁbahnedﬁfrbmk;

. Jakarta. 1In Zimbabwe street vendors and small-scale enterprises’ |

are excluded from many parts of the towns, and small businesses |
have to struggle to acquire land titles. A study of Peru found |

thatjaiprospective-entrepreneur_who wanted to set up’ aesmali."

- -garment factory had to spend 289 working days dealing‘ with |-
. regulations; in Lima it took more than two years to register-'a
 minibus route. . In addition to removing biases that' favor larger - |
. firms, light regulation together with the provision of appropriate

urban infrastructure is the best way to facilitate growth;ih;thén-~
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Al Employment in the Informal Bector

© informal sector prov1des employment to a 1arge part of the" labor;
',farce ‘in Pakistan. The usual approach usad in estimating the size

-jfthat is, estimating the informal 1labor: forue as -tha dlfferenc
 betwenn the total labor fcrce and the formal labar fcrce,,“ A

_(1980) ‘estimated that the 1nformal sector absorbed 70 per cept ‘of
..~ the total labor force ¢f PaKistan. . Fsllow1nq the same- methcdolegy,:a-
©L o Burki (1990) estlmated ‘that the share of informal sector-in urban’

_ “employment: lncreased from 69 per cent in 1972-73 to 73 per cent in
-~'1985-86; “the most recent ‘estimate is 81 per cent. ' According to
World Bank - {1988),}1n 1285-86.- about 75 per cent of the urban

. sector.. - The majority of the urban informal labor force was =
. _concentrated’ 1n‘manufactur1ng (65. 8 per cent of sectoral emp*oymentf~;;u
coin Sindh, 73.8 per cent in Punjab), construct1on (84.4 per'cent and o

50.0. per cent respectlvely), commerce f97 8 per cent and 98.5 per .

wfsuggests measures for productivity changes. A~ study comm1851oned

© ooverview of the. manufacturwng sub-gector. .Chne part of the- study{‘
" was based on: the. analysia of . data from the 1978 and 1984 Survey of

‘was based on.-a- questlonnalre administered to & small sample of o
;mlcreentrepraneurs in Rawalplﬁdl, Lahore, ralsalabad iarachl and;ff'

- anpex 2.2

'_Review éﬁtLiterature from Pakistan

There is llttle publlshed research on tne.lnfo:mal sector.f

_::1n Pakistan. ~The field is new to researchers; most work that &
-~ exists is of a tentative and exploratory kind, and much of it has . .
: been brought LO the fore only slnce 1989. o TR

| Estlmates of the ‘size of  the 1nforma1 sac;or var
accordlng to deflnltlon, size of" sample, and activities.. Desp&te
these differences, there is general agreement on the- fact that the

ae 1nformal 1abor force may'be called a "residuality approach

“'.By follow1ng thls klnd of procedure Guls¢nger and Irfan

employment in Sindh and Pun}ab was - accounted for by the “informa

cent.: respectlvely, ‘and': the - transport and. communlcatlon sectorskaﬁz
(68.7 per cent ‘and. 77. 41 per cent; respectlvely) ~Burki and the .

:V_fWorld Bark note that the  share of. 1ﬁ$ormal emnxovment anT ; 
_'manufacturlng, censtructxon and transport 1ncreased over- ‘the 1gvas,gf;;
“and’ 19805;*wh11e its share in finance, insurance- ‘and the service. . o

sectors decreased. Overall 1nfermal emp‘cymenu-lncreased ln thls "

“The Worlﬁ Bank (1988} study taxes an _n«depth lock at the?ifﬁ
anufacturznq sub-sector .of the urban’ informal sector, and also. 7

by the World ‘Bank and undertaken by DRMS (1989) also ‘provides- anjﬂf"

Small and- Househo;d Based Manufacturing Inaustrleb. - Another partgﬂfi_




5~h§dérebad. Ecth the DRMS report and the World Bank study examlne

;a-trerds An employment ‘investment, value added, .capital-= labor:_.,_-”

'3-ratlesf etc. 1n each of the nine two dlglt ISIC categorlesﬂ
ﬁf_zg? e 'Skill-Fo:metion

s ' Sklll formatlon in the manufacturing sub- sector was thef
_,subjeﬁt : a paper by Shahnaz Kazi (1987). This paper

"'&1st1ngulsned between skilled and wunskilled self—employedfgi_

'{]1n61V1duals in the cities of Rawalpindi and Lahore.  The" sample -

"“survey‘used.was very‘small and concentrated on areas where’ expected'"*“

' informal activity was most pronounced. A large proportion’ of the-ﬁ?f

skiiled self-emploved (proprietors and 1ndependent workers) were

iﬁ_found to make a better 1living than they would in the formal sector.

'?egThe poorest in the informal community (the unskilled workers,. . such;-kv

‘hawkers, shoe shine boys, etc.) were excluded from the survey

,because acqulsltlon of skills was considered t£o be beyondethe reachﬁ.ﬁf

. Of this low income group. The paper's major finding was that skill . |-

'jﬁ;acquASAtlon ‘through the informal apprenticeship system™ is
- beneficial ‘to the employer and to the employee; the alternative’ ‘of .-
“asqulrlng skills through formal training was.found to be a costlycﬂ

'ﬁfoptlon.g ‘The major limitation of the study was the small size of

_.ftheesample prov1d1ng,_at best only suggestlve ‘comments on pollcy-[f
e aklng._ S : R

The theme of - sklll ‘formation is also pursued in a paperzii5

-"by Bufkl (1990) . The objective of the study was to hlghllght ‘the. .

~characteristics of the informal/formal sector relatlonshlp.: “The' " 1-

.'estudy was based on a 1989 survey which included the  cities’ of 1

. -Rawalpindi, Sialkot, "Daska, . Gujranwala, Lahore, Mian' channu, ‘and’
- Karachi and: 1nc1uded activities as diverse as: repalrlnq serv1ces,_
" manufacturing/crafts, ‘construction and personal services., .. An '

important conclusion is the refutation of the ‘exploitation .he51s.f"

.*Contrary to the -expectations of this the31s the finding was that

. “the uﬂadqhaaud {masterwapprentlce) system is a mutually advantageous.f 

‘1#one. Lower initial wages or subsistence wages paid to the shaglrdg“

"fare justlrled in-light of his inexperience, lack of skllls, and the
~:necessary tralnlng_eosts whlch the ustad must incur. Wages of the . -

'-fwﬁqgni however were found to 1ncrease with’ tlme spent on uralnlngj*33

fe-an& on acqulrlng bkllls

Accordlng to Burkl (1990), apprentlces and . employeesf'f

'.earned substantially’ 1ess than the seif employed, but . the 1lower -

f!earnlngs for employees and apprentices appeared to be a temporaryxﬂf
pnenomenon As they progress in age their earnings rise sharply. ' |

'.fThe_ea nlngs of skllled persons increase 51gn1f1cantly with on- thegei

if?SuChlas:Food_and Beverages, Textiles, Wood and'Fufniture;?Qte;. B
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~ch01ce and earnlngs dlfferentlals.

'should not expect a uniform pattern of income levels. - This iis
'malnly'due to the heterogeneous pattern of many spec1f1c sub-groups__
. .in this . sector.. It is frequently reported that the average
.+ earnings of the. 1nforma1 sector are 51gn1f1cant1y lower than those
- .existing in the formal sector. in developing ‘countries. Slmllarﬁ
. evidence also exists for'women working as sweepers, homeworkers: and
the like' in Karachi. "Such--a . resultr is due to the focus on. low-
. level informal. act1v1t1es ‘(e.g. street vendors, house-workers,.
‘garbage’ plckers and shoe-shine boys) which are more v151b1e., Orice

" the  full range -of informal activities is ‘included, the income

_ 'sector enterprlses does not seem to support the view that earnings
. ‘of “‘the ‘informals are significantly lower than the formal sector
'Vearnlngs, Most. of the informals in the survey were earnlng;;
_,Substantlally higher incomes than the formal sector. .’ ‘Moreover,
jtthere was a substantial variation in the earnings of. self—employed

-”,earnlngs of self-employed (Rs 3,476) were about three times hlgherj
p“than the earnings of employees_(Rs '1,205) and -akcut elgnt tlmesg
: hlgher than the earnlngs of apprentlces (Rs 452) S

job training. There was. a correlation between wage levels and

“training period.: The average earnlngs of shagirds were highest in
- sectors where  training. peried is the  lowest.. Most of the

'respondents were highly motivated. More than 89 per cent of. the
i_employees llked the1r present occupatlon.

- A ' . Income Differehtials Betﬁeen Formal ahd'Informa12QECtors,}

..mhls is perhaps the - most hotly debated toplc in theff

llterature on labor markets and the informal sector. One of the,f

- earliest pieces of economics research on this. subject was thejy.
. 'doctoral dissertation of Nadeem ul Haque (1986) at the University .«
. of Chicago. This dlssertatlon argued that individuals self-select - -
';.themselves 1nto ‘the informal sector, rather than wage employment oy
- if- they ‘perceive that -the informal 'sector can prov1de hlghersbl‘
_returns to .their entrepreneurship. The dissertation sought to o
.. refute the notion that the informal sector is a marginal activity ..
_'characterlzed by poverty. The emplrlcal evidence for this research
- 'was based..on ‘a- survey conducted by: the Pakistan Institute for:
'Development Economlcs in the urban Rawalpindi area; the analytlcal '

methodology was that of econometric e.stlmatlon of occupatlonal

Accordlng to Burki (1990), in the informal sector,ﬂ

dlstrlbutlon of . the 1nformal sector and the formal sectors overlap.gi

" Burki notes that evidence from a survey‘ of 1nforma1t”

employees and apprentices within the informal sector. The averz:lgei

o  Evidence. p01nts to 1ower ‘wages in the 1nformal sector f”[f;;
"-_.belng oftset by longer hours worked. With respect to wage rates,: e
“ﬁGulslnqer and Irfan (1980) found a 50 per cent wage dlfferentlal

| :;.517;_ o




,undertaken by Hussein (1989) on contract for the World Bank. ThlS‘
- .~study obtained: case studies and some lllustratlve numerlcal data-
- from . ‘six c1t1es, 1nclud1ng' the  twin: cities of Rawalpindi rand
‘dIslamabad “Sialkot, Iahore, Faisalabad, and. Karachl.;” The " maln
-?flndlngs were - that° (a) instituticnal development is needed to’
. provide women access -to crucial 1nputs, ~(b) the need to make
‘available an’ information system: to. ensure timely 1nformatlon to
'jwomen about 3ob opportunltles. {c) a program for skill development
. and (d} .the avallablllty of ‘'special credit arrangements: for womer,
,as' well-as the need to develon a marketing strategy within- exxstlng
‘ :programs ‘and 1ncre351ng marketlng outlets for sale of products
'dlrectly by women. PR : B . :

:cs,j.gﬂ_fi{inférmalkséctof.ihﬂbeveldpeent”proiests}

: 1nLormal sector are visible in projects such as the Orangi Pilot
’Progect, ‘the  Aga -Khan Rural Support. Progranme -and the Hyderabad
,fDevelapment Authorlty. These- prOJects are documented in prOJect
ifreportsfas well as in articles in the popular press. Since 1989,
..there'h&s'alss been an. interest in aeveioplng projects specitica _y
'=ifor?_hose who work in the informal sector in Pakistan, particularly
_ %m*croentrepreneurs. Among donors, the Worla Bank, the Netherlands
~and’ Canada have shown interest in such progects while- S\u.rltzer]._and-"T
. ‘and the -Netherlands already have projects fccu51ng on. li”ht}ﬁ
'*fenglneerlng and metal workshops in NWFP.

: 'between formal and 1nformal sector employees in Rawalplndl whllez
" another reported wages of formal sector workers that are twice
. those of informal sector workers. However, this differential was

largely accounted for by worker characterlstlcs rather than by‘the?'

o nature of formal/lnformal sector activity. ' Thus, controlllng for-
- age and education reduced the wage differential between formal andf _
~informal sector in Rawalpindi to about 25 per cent. Incomes dlffer;“

less than wages. between ‘the 1nformal and formal sedtors because oﬁi_f

}the tlme 1nput

'4;*d-5:_'swbmeh in theflhfbfmal'sectbf

_From the women's perspective, Shaheed and Mimtaz (1931}7°”

‘examined the situation of women piece workers in Lahore. They =
collected’ ‘household data in several localities of Lahore. - They“

_"found low levels of income and’ a strong presence of mlddlemen among_
"Lwomen plece workers. : . :

Another StUdY on ‘women. in the urban 1nformal sector was.

Pres“rlptlve formulatlons based on the experlence of e




f}Textbcok Illustraticnicf.the Econcmics of Illegality

1971;.

. ‘Questlon. Wlll a decllne in the relatlve pr*ce of black narket‘brxw
.+~ . 'stolen .merchandise increase the quantity - demanded .of .such '
et merchandlse‘> Is this because people become less: “honesc" when thet
i . o price of Ycrime" is lower? How would you measure, at the margr" ’
LE o g person s preference for legal over 1llega1 merchandlse9.. '

”Hf:Answer. _ In order to answer this questlon let as supposertha
‘set of- goods, grven by the vector RF ‘could be bought in: elther

icﬂ_ifu’lllegal marxet for. stolen merchandlse ({) or in a. legltlmate mar
S U} and,assume that only sellers in the 111egal market ("fence
:ﬂg are subject to nunlshment. Whether a consumer buys ln (1) cr

'*jpreference for legal ‘over 111ega1 merchandlse.g
average - 'consumer'-reaches .an 1nlt1al uequlllbrlum-*

correspoedlng to’ ‘the amounts xj and X boaght in. markets {

@) A compensated decredse inthe prlce of X” pu relatlve 0 the
,;:prlce of 'X;, 'pj,.-that did not change his: initial apparent_ '
?31ncome or his- 1nd1fference level is clearly expected by econo
- theory to induce: him' to’ 1ncrease ‘his purchases inthe -ilT _
. market, or X'>x'. = clearly, this prediction does not restion-th"
3ssunpt10n that people become- less honest. . The- argument - rathe
.iis fthat the cost of belng honest® ln-reases and that consequently
fjjat ‘leasti some ‘consumers. respond o Ane partlcular, those who " had-
j_,purchaseé p051t1ve quantlt les. of rlreqal merchanﬂlse before “the |
_.,q3change n.prlces occurred: and those'wno may find- the new'relatlve'
fﬁ?‘prlce X ;D(_suff1c1ently 1ew ta “induce them to enter (i) ‘for: thfu
. first time. At the’ ‘margin, the relative: preference for'legal over
”rflllegar merchandise (RLP}: cf thosé wno actually consume both X; and
oo ¥ can o be. measured‘by -the. ratlo of ‘the ~actual " market rlcesfof
,,,*ﬁjldent1Cal units of “sold in *he-two markets, RLP p,/pl _beca Se
”~~rboth must be- equarfln equl‘lbrﬁum. S e e i

Annex 5

From‘ Gary Becker. Ekbnohﬁc]ﬁedqﬂ-.New_York: Alfred-A,tKﬁegf;fffj_'




nnnex_log.

' Historical'Perspective onrthe_Informal Financiai seatag_

o  The roots of the 1nformal f1nanc1a1 structure can beﬁ_j
traced back to the pre-partition colonial period, when it was . |

“mainly rural in character because of our traditional rellance on

" the. agricultural sector. - The most dominant activity in; this @
‘sector, i.e., credit, had’ affected almost every household in thosey_tf
days. Before: 1ndependerce ‘the money lenders were mostly the Hindu- "

: ,banugsahuhr'or arhtia ‘(commission agent), who supplied credit mostlY;_,:

' for production, marketing or household needs. = He seldom asked. |
“-questions about ‘why " the money was. borrowed, .and: chargedj_a

rﬂunbellevably high interest rates. In addition, they wouldialso{,,;

_rafcollect ‘'gold ornaments  from the borrowers as a collateral S
would ‘not press for the repayment of the pr1nc1pa1 as long as: thef

1nterest ‘was pald recularly. ‘Asa. result, once a peasant got. nto .
.-debt, he zeldom was able: to. repay it in his llfetlme, and patsed.
T}the heav“*burden on to’ his. successors.  That. is how the ownershlpg
0f land egan- to pass from the agrlcultural classes (peasants) to.

‘the urban ‘money lenders. .Since 1947, the moriey: - lenders have! been{.
-}repiaced b} Musllms,‘who are. as’ oppre551ve as their predecessors,; #

fbut thelr operatlons are carrled out in a rather dlscreet manner.;?

Slmllarly, a look “into’ the hlstory of sav1ngs;

-_ f¢1nvestment also reveals that the informal -sector had been catering -
/to the needs because. of the formal sectors 1ncapa01ty to serve the

aigmasses. Tradltlonally, household/bu51ness ‘savings were kept atJ;fl
o+ home: (sometlmes hldden underground). - Banking was mainly llmlted;ai

“to the urban -areas, -and the ‘rural 1nhab1tants did not have - anyﬂt:
sother. a1fernat1wc. Wlth the improvement in the ‘postal" fa0111t1es S
. the Post Offlce Savxngs Scheme (Pass Book System) started galnlng;{

,itjpopularlty in” the country.' In the formal ‘Sector, the Nat;onal
ijSav1ngs Centers .are operatlng in . all: parts of ‘the country, butiwit
“-limited- operatlons - First, the centers are not aCCESSlblE'tO'

‘everyone; .second, ‘the offered savings .schemes are - not. ‘well

_g-;]pub11c1zed with’ the result that majority of the people:are. 1gnoranty

fgof what 1s'be1ng offered. - Traditionally, the- iInformal: 1nvestments}; 1
RTE o R AN hoardlng and speculative activities, and this practlcegF?'
P,even contlnues now, u51ng better and 1nnovat1ve methods.,. :

-‘The fcrelgn exchange 1nforma1 market has developed‘w1th

{;the 1ncrease in. . foreign trade, mlgratlon of Pakistani workersf&;
~abroad, the constant deprec1atlon of the Pak Rupee, and very strlctf~f“

~5State Bank of Paklstan forelgn exchange regulatlons.ar




Annex 11.1

'3-,Registration under Shops and Establishment Ordinance 1969 55T

Ekcerpts from the'OrdinanCe'__

R - An appllcatlon for registration of an establlshment.shal‘fj-,
_ be made: by the employer in form 'A' and shall be accompanied by a - s
treasury challan under head "XXXVI-Miscellansous . Departments--G- -
Mlscellaneous——(S)-Recelpts -‘under the  West Paklstan Shops andg_

_Establlshment Ordlnance, 1969" for an amount of-

1o7f'fRs 2.00 in the ‘case of an establlshment employlng 1-5ffgtf
. 'workers.__ . V
f;o'.F'Rs 3. 00 in the case of an establlshment employlng 6= 10;1.
' -waworkers. : S

"ffo{.'fRs 5. 00 in the case of an establlshment employlng 11_20fj=;{5

:;'workers.

j.o.;f'Rs 10. .00 in the case of an establlshment employlng more}w5
: “'-_than 20 workers. . Soa

Be51des, reglstered establlshments under Shops and{ffr'

Establlshment -ordinance 1969 must abide by  the regulatlonsﬁ
mentloned 1n the ordlnance. These regulatlons 1nc1ude._~“ .

.”';tb d A mandatory weekly hollday.
o }jstlpulated openlng and c1051ng hours.?

-'_o7 _’a 48 hour work week and 9 hours per day maxlmum for

adults; for young person 42 hour work week and 7 hours”vﬂfﬁ

- per day max1mum

e

ﬁ_oj'fnpayment of.overtlmedwages .
:ho;:_“brovision_for.annual,.casﬁal,;sick leases-andffestifal
~ . -holidays : - L
mTto: H]prohlbltlon of emplofnent of chlldren e
l o; L safe_guardlng_of machlnery

. 0 maintenance of records and registers
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Annex 11.2 |

':COSts:odeeing Formal in Manufacturing

Firms reglstered under factories act 1934 must adhere to,tii"

| varlous labor standards outllned 1n the thls act.' These 1nc1udef

o

 month.

zepayment of overtlme wages,

:*;adherence to health and safety standards,

'V:bl annual medlcal examlnatlon of employees,.: |
1-14 days annual 1eave. and d ..' 5

t.”old age beneflt schemes for all employees/workers'=
"-SOclal Securlty | S TR

S LT BN A deductlon ‘of 7 per cent of the workers salarY?_;”_
“month. . | | R R

duEmployees Old-age Beneflt

-A deductlon of 5 per cent of the workers salarYfﬁ

jinccié Tax'

‘a 48 hour work week and 10 5 hours per day max1mum forffﬁ

radults,
'3f no hlrlng of chlldren (below 14 years old),
i:work regulatlons for ‘women 1nclud1ng.

“ 1) .no woman - shall be allowed to work 1n a factory.;:j'

L;except between 6 A.M. and 7 P.M.

':fiij' no woman shall be employed in any part of a factoryafﬁ

,’for pre951ng cotton 1n Wthh a cotton-- opener 1sf<
rat work - R

As per rules,_and as assessed by the Income Tax Offlcer.f

y'-rEducatlon cess

rFor the hlghest number 6f workers employed durlng the

o:ﬁyear the employer has to pay Rs._lOO per worker.




Annex 12.1

'Requirements for Registration and for Conducting Business

- 'According to the Lahore Municipal Corporation (ILMC), all
1t1nerant (mobile) vendors are required to register'-with it.
Vendors Tregister:  with .the municipal corporations in  their

- respective zones.? All zones have a consistent criteria for issuing.

11censes.’ The number of licenses issued in a given year, however,

~differ from one zone to another.4 A license is issued for the sale
. of. spec1f1c goods.

The cost of reglstratlon is a unlform Rs. 60 withoué.a-
llcense plate .and Rs 65 with a plate, across the six .zZones.

_Accordlng to some itinerant vendors who were interviewed, bribes .

ranging from Rs- 100 to Rs 250 were also offered. In most cases
theseé bribes were necessary costs of being informal. This raised

_the effectlve ‘cost of registration to as high as Rs 250. The
- license has to be renewed at the end of a 12 month perlod for ‘a
- fee of Rs: 25. : :

= S The LMC has no reglstratlon requlrements for flxed ora7f’
‘semi-fixed® vendors. = ©Officials =+ the IMC stated  that ‘the
.government has never made any prov*sron for fixed or seml-flxed
‘vendors; ‘their. w1despread ex1stence 1n Lahore was cla551f1ed as

illegal acthlty

The maln agency 1nvolvec in the reglstratlon process for;

3vendors in Peshawar is"the Peshawar Mun1c1pal Corporatlon {PMC) .
-Since: 1983 the PMC has stopped 1ssu1ng licenses to itinerant .
‘vendors “with the objective of reducing traffic problems.  The

presence ‘of a large number of vendors around Flrdous 01nema and:“

'fﬂdwlnuvuk clearly deplct this problem.

: _ The process of obtaining a 11cense was 51mp1e and dld-r-
:not involve any major costs and time. The PMC did not establish

B 2Lahore c1ty and perlpheral areas of it fall into six zones.:

_ The de01s1on to 1ssue'a 1lcense of a. zone was. based on['
how a marginal increase. of vendors would affect a glven zZone.

The extent of traffic congestlon caused by vendors was used . to s

. assess whether a llcense ought to he 1ssued or not.

ThlS is. because some zones are more congested than others.

*Semi- flxed vendors have the flex1b111ty to relocate at the.end"

-of a tradlng day, but are not compellied to do so.
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the number of 11cense to be issued in any given year before hand._W‘”

- To obtaln a license an applicant had to incur an annual fee of Rs
- 50, an excise fee of Rs 10 per annum, present a valid natlonal ID,
'and vend only in a spec1f1ed area and commodity. . :

_Over time it became apparent that the pollcy of 155u1ngn'f"'

licenses without an established target resulted in major problems.

The vendors did not comply with registration requirements. Street"ff.a

"invasions became a chronic problem. - The consequences of a- public
biace congested with vendors affected the environment and . the
_entlre network of economic life in- the city. For_example,_the'
presence of vendors near bus stops and other key 10¢atiOns.in:the_
.c1ty created trafflc jams. - : -

The lack of a clear sense of how many licenses ought to,hﬁ“

be - 1ssued was not the only problem: a mechanism to enforce the

requirements for conducting business was also deficient. Meanwhlle R
- new entrants in trade and commercial activities began to %Fowu “The |
" newer entrants. faced with increasing costs of registration® elected

~ themselves .into  the informal sector without complylng ‘with i
e reglstratlon requ1rements.- Uncontrolled street 1nva51ons became'-;
'.popular.__ = ) . : -., _'; e 3

Efforts by the Peshawar Traffic Police’ and the PMC to:;f”
curb ‘the ‘growth of ° informal trade and commerce ‘were 1argely'_f,

abortive. . The PMC decided not to issue any new licenses- in. 1983

. and the police became more vigilant in attemptlng to. forcefully Y
"remove  the . 1llegals. - These efforts were not very ' successful

because the enforcing agencies started receiving regular br1bes-

~along with other. forms of economic incentives which would deter:ffn

them from seriously addre551ng the problem under consideration.

.One such 1ncent1ve .Wwas' in the form of free fruit or vegetables'i?f

.Jffwhlch the traders would offer to the Police and to. PMC officials.
.. This attitude of: the regulatlpg'agency and the convergence of 1ts; o
interests with the informals contributed to further evaSLOn of.-*

reglstratlon requirements from new arrlvals.

_ L LMC ‘has some broad requlrements for conductlng bu51ness.a~ﬁf
"These are’ targeted primarily at itinerant vendors. - Insofar as the |

LMC is concerned the act1v1t1es of flxed and seml flxed vendors, '

- Accord1ng to ‘one off1c1al at the PMC the off1c1al cost ‘of
' registration did not rise. The frequency and amount .of bnlbes,
- however, increased and’ acted as a deterrent for new" entrants to;
-get reglstered._ : : :

o "This is not to say that the informals "w1111ngly" pald,brlbeSz"_n
- and- incurred other costs of. informality. The decision to- 1ncur3xjxh
thls cost- was based on a cost-benefit ana1y51s of staying 1nforma1.-_ Py
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-and ‘those 1n mandzs are illegal.?

o One 1mportant requirement for conductlng'bu51ness is thata
no itinerant vendor can stay at any one location longer than the'

time it takes for a sale or transaction to materlallze.’_ Thls

means that the 1t1nerant vendor must constantly be mobile. In-'none
of the surveyed areas  in Lahore  was this requlrement. met. by3

vendors.

: : A vendor with . a license is also required to’ conduct
bu51ness only during specified hours and localities. If he fails
to comply with this requirement, IMC has the right to conflscate_ﬁa
his rehri and whatever goods he might be selling. Another ground'
for confiscation of goods by LMC occurs if a vendor is found to:

sell goods for whlch the license does not hold.

. Though. these: requlrements appear to - be strlct. thelrlﬂ
Jenforcement was. ineffective due to a number of reasons. In the
" first instance of a breach, the IMC would typlcally warn. the:
- offender.  Repeated offenses were met with drastic actions by the .~ |
. LMC. - Accordlng +to some vendors, there is no warning system by IMC. . .
. 'Bribes are paid in advance and sometimes on the spot to the LMC by__

"both llcensed and non—llcensed vendors to av01d hassles.-=--

: Co Vendors in Peshawar face the same requlrements forﬂy
conductlng business as those in Lahore. The major difference; is*
" ‘in the enforcement of the requirements  for conducting bu51ness..
~In Peshawar, enforcement was even more inefficient than it was. in’
~ Lahore. The number of individuals with expired vendlng llcensesf .

- were numerous. A general trend among such individuals was to start -
business by complying with official requirements'’®; over tlme,_; :
.however,_ there was - a proc11v1ty to evade fulfillment iof. - i~
requirements for teglstratlon as well as thoso for conduct;nglt“fﬁ
- business. . : LS R

. S - Strlctly, speaklng, however, one cannot attrlbute thlsj'.‘,u
~phenomenon to eva51on. The fact that vendors did not get the1r,_f“~

: Juma (Frlday), Mangal (Tuesday), and . Itwar (SundaY).bazaarsgn
. -are legal activities but fall under the regulating purv1ew of thei-
,WLahore Development Authorltv and not LMC.

There are obvious problems of enforc1ng such a. requ1rement

_an issue to: whlch we w111 revert in the next sectlon.

mTh = bas1cally only meant ‘having 1'eqlst:er:ed themselves w1thf-”'
the approprlate regulating agency. In the case of vendors this was_,

“with the municipal corporatlon.

"Eva51on was in the form of 1nva11dated llcenses.
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- their whereabouts. In essence, such an evasion reflects the costs

licenses validated was primarily due to the fact that the municipa1;*3V"”

corporation had no provisions for validation of licenses, a.
situation which reflects the informals wanting to be formal but not
being able to be formal. On the other hand, there were vendors who
simply chose not ‘to get their licenses validated, reflecting an |
open preference for staying informal. Some informals ; were -
reluctant to get their licenses validated simply due to fears' that
the municipal corporation might harass them or become aware of

of staying formal. .
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Annex 12.2 .

Outline of Areas for Trade and Commerce

'.The-cities of Lahore and Peshawar were chosen:forfthe;"

" survey. Lahore was chosen because a significant percentage of the .
" city's labor force is employed in trade and commercial activity
(approximately 30 per cent). Peshawar was included in the survey
‘because of the expected level of informal act1v1ty in that city.-
“The . survey was biased in that it gave primary attention to the

'-;act1v1t1es ‘'of vendors and mandis (specialized commodlty markets)

‘These represent the lower echelon of informal activity in trade and“'
 commerce.? They were chosen as the focus for the study because of-

't'thelr v151b111ty.13 Mandis were interesting because in spite’ of the

fact that they constitute the bulk of the wholesale market 1nf-t
-frults and vegetables, they are 111ega1 act1v1t1es. B

. Both cities were also 1nterest1ng from the p01nt of VLveefﬂ

'that neither supported the popular hypothesis that the informal-
'sector is the primary venue of migrants, and that migration is the _
.casus belli of urbanization and of urban plannlng." On this score L

~ the ‘'surveyed cities offered a direct contrast to Peru, where the . [ .
--informal ‘sector and part of the reason for its pheﬁomenal growthﬂ,.f;_

fls attrlbuted to mlgrants._

_ Santos has developed a scheme -whereby informal. act1v1ty is
Icatenorlzed into layers.. Acceording to this scheme, the lnfermalg
:sector is divided into.an upper, middle, lower - and bottom class.
- The upper;class consists of wholesalers, merchants, proprletors of
workshops, religious leaders, transporters,- etc.; self-employed'
~artisans, shopkeepers, dairymen, skilled workers and " religious-

_“teachers make up the middle class; the lower class consists of
- “hawkers, Qomestic cooks, casual laborers, apprentices, etc.; the:

-~ .. bottom of the scheme are mendlcants orphans, ‘handicapped, etcg_
_?(Santos 1979) : S : IR

gtlme to do field work.f We have however, not exclusively conflnedf”f“'
. out analy51s ‘to these act1v1t1es in the informal trade- sector.

Where. ayproprlate we will discuss other act1v1t1es of - the 1nformal

'tﬁytrade sector in parts of the report.

'fmake up’ only 25% of the urban population (Qadeer, 1983). Accordlng

to our survey, most traders in the informal trade sector were not .
. ’nlgrants but commuters from nearby villages and towns such as D_‘LI‘
-and BajaL :
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g In Lahore, parts of Anarkali, the Railway sStation, Akbari
Mandi, and Liberty were chosen for the survey. In all these areas
the presence of informal vendors (includes itinerant, fixed and .
-semi-fixed vendors), street hawkers, and peddlers was significant.
Significance of the level of economic activity was gauged from
figures on initial investments and number of employees. ' The :

figures for these variables were obtained <through _indiVidual:fi
~interviews of . people involved in the  trade of differeﬁ%"

commodities.

-Aharkali,_ﬁLiberty and a significant portion of  the

Raiiﬁay'Station“wasﬁmarked'by traders in ready-made garments.  The |
Railway Station was also the venue  for substantial trading :in [

fruits, vegetables and refreshments. Vegetables and fruits were:
the primary commodities traded in Akbari mandi. ' R

_ - In Peshawar, chunks of GT road where infbrﬁai]tﬁadihg'_
. appeared to be significant were chosen for the survey. . Roughly,
the surveyed area encompassed the parts on and around the Firdous

- cinema. . The most ‘substantive . trading -iﬁ~mthis~?ars&~*¥as““i“?ﬂ
vegetables and fruits. Part of the a7 road sidewalk directly '
_Opposite the Frontier Corps Headquarters was the Venue for iwomen
traders. - Here, informal trading was primarily in goods such -as
‘bangles, trinkets, toys and ready-made garments. - The road leading
~up to the railway lines, that is, the street along Firdous cinema,

was dominated by fruit anad vegetable'vendors.-_The New samiamﬁuﬁj,‘,
~on Shahi Bagh'Road which encompasses the area around the Railway |-
line crossing was one of the main surveyed parts of the area. In @ |’

addition, the Fruit Bazaar, situated less than a mile ahead of
- Firdous Cinema on GT road, was also surveyed. - R
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Role of meen'in'the Informal Trade Becter

The role of women in the informal sector of trade and
commerce can be understood in terms of the existence of a dual
labor market in the informal sector. This dual labor market  is
made .up of a primary and secondary informal labor market. The
primary informal labor market consists of male traders with some_'
years of experience. Women, along with new male entrants (who have

- little work experlence) are a part of the secondary 1nforma1 labor-‘_
.market. ' . '

ﬁattractlve than the secondary. The socio-economic characterlstlcs-*'

: . The two informal markets reflect dlfferent levels . of.f
economic .well-being, the pr1mary informal = market being. ‘more

of the two markets also vary considerably. In,general the prlmary.

S, T, ) e D e
informal-—-Yabor- perk°+~1s.=-moem-:fr ziing work - settlng +han the

secondary 1nforma1 market.

-Due. to the llkellhood of an increase in competltlon, the,f'

entry 1nto the informal prlmary labor market is usually not easyi

for new. male informals. ‘Barriers to entry are set- up by

- established: informal ‘traders in the primary market by: force and
through means already descrlbed 1n section 12. 7. on organlzatlons,
_~and trade a55001atlons. . ;

'face ‘discrimination similar to the new male entrants. 'In thlswj"'

Women ‘who want to enter the informal primary 1abor‘market*

’ 'regard ‘the difference between the female and the new male entrants

is that females ‘have less mobility into the informal prlmary'laborg”e

market. ~This, as mentioned above, is largely . because. :of:

restrictive social customs which deter women from 1nteract1ng wlthf-.":

" males in a work: environment. - In the case where restrictive soclal. _
- customs are not strlngent or where economic nece551ty'compels women O
: to work we have two dlfferent work scenarlos for women... b

"'thelr family- worklng in the informal primary labor market.-- Women;jk

;_”'fsuch were- secondary earners of the family. These women electedfd"h'
_themselves 1nto the secondary 1nforma1 labor market. SRR

In the first case, we have.women who have some member of

Dlscrlmlnatlon from the prlmary 1nforma1 1abor market

}Hwhlch new male entrants-also confront, was not the only reason why'

women in’ this case chose to be in the secondary informal ‘labor .

These situations were based on interviews with women worklngf'

'1n 1nformal trade and commerce 1n Peshawar.
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market. As mentioned earlier, some of these women refused to work. .
in the primary informal market because they felt that by doing so

they would be competing with their own family members, a iself- . :

defeating task. 1In our view this is an exaggerated and irrational
view. If such women do act as secondary sources of income for
their families, then in the absence of restrictive social customs,
there is no need for them to accept employment in a less profitable
labor market. B - o P

In the second case there were women working in - the

infpfmal primary labor market but with no member of the'family@in"j

the primary informal labor market. In this case, these women were . |
the main income earners of the family. Women 'in this category also
had to contend with strict barriers to entry in informal primary

labor markets. The difference between them and women in the first °
case is that they did not quietly succumb to the resistance from:

informals in primary labor markets. ~ Their presence in,fthé o

‘secondary informal 1abor'market was not out of cheice.

All women who belonged to the second category expressed

- a desire to work in the informal primary labor market because wages | .
were hetter and the. chances of acquiring large credit (to buy .
commodities whick would fetch higher prices) more favorable.  Some . |
of these women had recurrently tried to get'into;the_inﬁormé;;j;fﬁ
primary labor market but were unsuccessful. The level of success. i -

. was confined to those women who could carry their goods through the
-street and stay only long enough for a few Transactions ' ‘to:

-~ materialize. This usually occurred only-during_peakfhdutsﬂbf' ;
trading. Furthermore, only those women who were situated close to . i
-the main market were able to conduct trade in this. manner. . This

‘was because they had the advantage of quickly returning: to their
woriginal posts in the event of resistance from informal traders.

Another reason why women Were-abie to}conduét;traaé-iﬁ"

“this manner had to do with the amount of time they had spent. .

trading: in the area close to the primary informal labor market.
In general, the more time'a-woman'trader-spent-in'suchya'iocation"
the more flexibility she acquired to conduct trade in primary:

informal labor markets. Time spent in such a'location-ihvariably,fe

led to contact with traders in the informal - labor . market.

Familiarity with such traders permitted women in suchﬁChgrishedf'f

_;,'locati¢ns-anvextralegal.right:to-conduct trade in the main centers
. of informal trading. : ' o . P

Women. interviewed in Peshawar _illustratéu.thé ébdﬁé;fﬁ

points. = Due to lack of credit the elements they traded did not .

involve large initial investments. These were 'usually toys;
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trlnkets, bangles, jewellery, etc. Credit was available to tﬂem'
through wholesale traders on a trust basis and on the condition
- that a small percentage of the sales would go to the wholesaler.

' _ The 1ocatlon of women traders was away from the. maxn :
center of trading. In the case of Peshawar the main trading was -
on and around the street leading into Firdous Cinema on GT road.

- This 'area was, according to our deflnltlon, th= 1nforma1 prlmaryif
' labor ‘market and consisted primarily of males trading in: frults,}‘-"__.=
. vegetables,-etc. The sidewalk along GT road was the venue for@lw,”1
women traders. In light of our classification scheme for informal
- dual labor markets, this area would be the informal secondary labor .
market. An 1nterest1ng observation in this regard is that womenﬁjv_
who ‘had made attempts to enter the informal primary labor markets’
,were mostly. ‘concentrated in the area ‘closer to Flrdous Clnema the'k'”j

: maln center of: 1nforma1 tradlng.

Women frcmlboth categorles indicated a preference to work =

in- the formal labor- market; the decision was "based  on thelr
assumption that wages were higher- in the formal labcr-market.; Non

of. the interviewed women, however, had ever made an effort to enterxf‘”

the formal labor market, nor was there even a vague sense: of. what
- formalization' entalled. Based on how difficult it was to get into:
the -informal primary labor market, they reasoned that the formal'
labor market would probably be even more dlfflcult to enter.,f

Incidentally; the new male entrants in 1nforma1 trade also
conducted trade in 51m11ar places and in 51m1rar goods.._' :




. ‘retail agents and sold at higher prices.  In the surveyed 'a
;- there was no evidence of garments being made by the': inf:
&.TQ?Se¢tqr£ ;$hey;were_Qurchasedtdirectly from the formal -sector a

'1_ﬂthenP5qldfbyvthéjinf9rmal_sgCtor; o g B

f?”édbtaiﬁeahfromjthe informal manufacturing sector of this activi
~The ‘informal. traders in thiS(activity-were-not:involvedﬂin th

©- 1llegal" manufacturing sector of’ this activity and then sc
-~ ‘higher prices. = - = . o L

-and ‘then $old at higher prices in the informal sector.. ' Along:
”gprofitf;the;fhigher"prices;.reflect_’certain_ftransactiQ# 
. transportation costs of the trader.  For example, in Lahore. ithe
~,gsupp1yg6f}fruitag¢tS:channeledﬂthrough several actors before i
. Teaches’ the final ‘consumer: according to Qadeer, by the time the

' 400 per cent (Qadeer, 1983).

- a 'good such ‘as meat. The'source=of_supp1y_for_suéhja]goo s
 Usually. away from the main areas from where it is actually sold

-_3¢ente:s¢b£gtr3d?ng-from,Where they are sold tofccnsumersgl'

' ahpék{iz}ﬁfjfﬂ-

i 'BetWQen-Formal and Informal Sectors in Eraﬂéﬁ““

R [Mdéﬁ-iﬁputs'uSed in the informal trade and COmméicé ?ﬁh4,fi“
. Sector were cbtained from the formal sector. The-SOurces,Qf'supplyg R
- varied -according ‘to ‘the type of element that -was traded in the |~

informal sector. - In most cases, the commodity bought from the

-+ formal sector was directly sold by the informal sector. -In the '
-. surveyed. areas, the informals in trade did not process the produce’

- bought from the formal sector but only sold it. This ‘was largely
due - to': lack of  appropriate capital and skills. ;Sd@evexamp;esk.f

511;u§tratéithis_point.'

Ready¥made-'garments. were brought froﬁ;'whdiéééle and

.’Inputs for trade in beverages in the informal secto ere.

‘processing of beverages; supply was directly obtained from

”3;ﬁ} Basi¢a11y;'finai goods were bought from the formal secto:

fruit reaches*the*consumerrits_priceﬁhas'beenymarked up by.

time for the consumer. Consider the case where trading is done

Thé?skin;fromfanimals;isgremoved'and.meat-iS'chopped_hp_intojl rge.
slabs. :The traders then bring in these slabs of_meatfintdjthé;mgip,_




"gj,prevalert in tne surveyed gities. - In Lahore, the sub—lettlng of[ﬂge"

Sl public property o street’ ;nvaders by snopkeepers is one example..

._'fﬁThe_nature of such an - a*rangement is' difficult to capture. There .
e wWas o no’ nuﬁtten document which recorded ‘the objectives of the -

'x“ﬁﬁadhered te their unwritten chjectives, and acted collu51vely tO??-F:

[T,commerne sub-sector were -alse barred from the main  centers of
na;tradxng threugh a similar. arrangement of informal male traders.
“According to some of the people interviewed this ‘had less. to do

L W OTET reveaied that thelr ‘husbands worked in the main centers ofﬁnf;

: *5ekfse1f—defeat1ng task.,_e;g'

Annex 12.5

» ganlwatlons and Assocxat*cns in the Informal Trade Be cto ;: S

There was -existence of 1nformal orqanlzatlens operatlﬁg :
3 in. surveyed cities. The nature of informality differed from place:
- to place’ and from’ c1tv to city. In general, all those places where
- informal ‘“trads was proneunced and v1s1bles the existence of "
-informal organizations was equally visible. This was. because the‘l_
chances of being raided or inspected by government officials in =~
such ‘areas was high. As’ a .conseguence, informal organlzatlons_
‘which: protected. the 1nterests of  the - ‘informal traders from ..
_governmewz 1nspectors was alsc hlgh Lo ,' o

L Informa1 arrangements areng greups ef 1nformals w1th-j
-;lnterests in' alvergence 'to “other - informal tradors. were also:

shcpkeeperS'v1s~a—v1s ‘strest invaders. All shopkeepers unanlmously‘-
form thls extral gal system of thelr objectlves,_fe”

In Peshawar ‘women worklng :ul “he 1nfo“mal trade andfv

'with' competition from female traders,. and' was ‘essentially a . -
‘reflection of sgcial custeoms prevalent among the traders. Some

trading ‘and accepted a less profitable location on both ground5s0f3s:e
custom ‘and on the rationale that cempetlng w1th ones famlly was a”g; e

The Comml ee of CemmlsSLOn Agents (CCA) 1n the New Sab21 f=

ST an 1nformal crganlzataen may be deflned as a’ group of'f
“1nd1v1euals w1th convergent 1nterests_a1d with the purpose;of"
lobbying. ‘such:.- ‘interests vis-a-vis. - another group. ~Such ian’ Ty
- organization would be 1egal 1f 1t 1s recognlzed ‘by a qovernmentfe“'
agency. - e . . - _ . : L

BIn- Iahore these areas were Anarkall and Akbarl nuuuﬁ. ?Ihﬁ”~
"Peshawar, 1nformal organlzaulons were found in the. New Suba nuvuh
ehe street on F*rdous c1nema, and the- frult bazaar. s
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:_Méndi in'Peshéwar'is an example of a fairly well-organized infbrmél -
. .-organization. The purpose of such an organization was primarily
. to 'lokby high prices for their gocds. These agents are basically

wholesale traders who buy vegetables and fruits from farmerS'and"

. sell in the open market. at marked up prices. According to one
- member of the Committee the organization consists of 60 members. .
- A.president is democratically elected for a five-year term by the

. members. . The. responsibility of the president is to oversee -

‘administrative concerns and to act ‘as the main liaison between

- government officials and the Committee.

- Literature from secondary sources provide evidence of

-+ ‘informal organizations operating in Lahore. One such organization
is .among traders in the Azam Cloth Market in Lahore situated in the
_-core of the so-called "Walled City."  Reportedly Azam Cloth Market j
has. registered phenomenal growth in employment and investment and
"has_immense_incbme'generating-potential for informal traders.: The ' |
- “organization consists of members who have powerful connectionsiwith = |-
- the government. The organization has been able.to successfully.

lobby its ‘interests vis-a-vis  the. relevant. organizations: . and’

Cgroups..' This is reflected in the fact that the organization had - . :
;original}y'started-informally,_but due to_its"strengthgwaSQgiVép:g;
'-_:jlegal;#ecognition.by3the~government soon after it:was;established;-

R _ Unfortunately no concrete evidence is available .on 'the !
 exactfobjectives_and-strengths_of-this-organization.-:NativeSEfromrf~:
Lahore,  _however, reinforce our casual observation - that @ the
‘organization consists of people who belong to the highest earning
.echelon: of Pakistani businessmen. . R R S R

During the course of the survey no formal organizations

' promoting trade in.the informal sector were observed. -Data ifrom
. secondary sources depict the existence of some: legal organizations * -1
. which have intermittently flirted with the idea of promoting the'

informal 'sector. One such organization is the National Manpower

| Commission. - In a recent report, it acknowledges the need to |-

- address the informal sector with the motivation to promote it by
. providing certain - essential inputs, like credit and training -
- programmes which are likely to_improve_skills-on“the;jOb.'wThesef{;
provisions, however, are not aimed solely at informal trade but are
* geared towards informal sector activity at largé. Consequently the -
-effect of such a policy on informal trade, assuming it materializes .
- into a policy and actually gets implemented,.is'difficult’to_gauge,'";'

- les




Annex 15}6_

fTaxes; Duties, Audits'etc. in Trade and Commerce

. 'In both Lahore ‘and Peshawar taxes were 1ncluded in the
'reglstratlon fees. There was no evidence of an after sales tax,
‘or a tax on profits. One reason for this was. the lack of an
appropriate mechanism to collect such taxes. A more fundamentalf
. reason was the. 1nab111ty of regulating agencies to even set a tax.
_The ‘heterogeneity of incomes and types of activities represented:
‘in informal trade and commerce augmented this problem.. From

interviews it was difficult to tell whether these problems were: a

~result of informals ‘evading taxes or, a lack of interest

'(1neff101ency) among regulatlng agencies to enforce the tax, or;atﬁ

' "both

For the purpose of the study one need not only analyzeff

-z'off1c1al or formal taxes. The nature of taxation in the 1nformal;y-f
sector ' in -trade and commercial activities is definitely not as . ..

e _-'_s:.mpllstlc ‘as the sub-heading ‘would indicate. = The ‘nature of -

informal - taxation is complex and varies w1th respect to act1v1ty,
_amount and extent._ : : : :

S _ Informal taxatlon - can generally and someﬁﬁat
- heurlstlcally be defined as a cost of being informal. The cost is

incurred by informals but not necessarily collected ‘only by

. official regulatlng agencies. It can be collected by 1nformal*d

s'regulatlng agencies. Moreover, even if the collecting agency is’ -
_ off1c1al (legal, if you please), the act of collectlng 1nformalj_,

taxes may ‘not . necessarlly constitute a legal tax.

. At least one 1nforma1 tax paid by 1nformals to formaldjfts
regulatlng agencies was in. the form of brlbesﬂ’:'Such formal -

~entities including officials from municipal - corporations, c1ty-t

development authorities, and the police. Bribes were paid during. = -

1_reglstratlon with. approprlate -authorities and during 1nspectlons;__
" by the police and other ‘agencies. Bribes ranged from as 1OW‘RS 100;_'
~ to.as hlgh as Rs 2, /000, 2

: One note regardlng the frequency of 1nspectlons by pollcefy
and other regulating agenc1es is warranted. Inspectlons were more -

.~ frequent 'in Lahore than in Peshawar because the presence and.extenthf
.- of informal trade and commercial activity was greater in- the ‘former .
- city.  Greater visibility of informal trading made it easier for .

a_1nspect1ng_and_regulatlng agencies tc spot informal activity and :

Brlbes are’ costs that are not exclusive to the 1nformal5-:

sector. Their existence in the formal sector is common knowledge,.d.
and as such need not be elaborated. ' , =
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allowed them to take appropriate action. -Due to the promlnence of”_rf~ﬂ
informal trade in Lahore, the problem of congestion due to 1nva51on;”

of public property was a bigger issue in Lahore. In both cases,

however, inspections were largely conducted casually; one of the“i.
main objectlve was to filter out the illegals and confiscate their |

'goods. For the most part, confiscation occurred only lf the
1nforma1 trader- refused to pay bribes. '

A characterlstlc change in the nature of an 1nspectlon}_ﬂ'

occurs when an informal trader refuses to pay bribes. -The’
inspection then takes. the form of a ™raid". In addition to-
- confiscation of goods and the vendors' rehri, there 'was: ev1dence in -
Peshawar of destruction of property, and phy51ca1 abuse of" vendorse
But this did not occur frequently either because’' the 1nforma1

- trader succumbed to an}ng a bribe, or he managed to evade the ”f}

1nspectlon or the raid.

. : Brlbes, in *he form of cash and commodltles, was not thej'fff
._only type of 1nforma1 tax that an informal trader had to incur as i

‘a. part of conducting business. .Nor was informal tax conflned to
an exchange between informal traders and regulating agenc1es.
-_Informal taxes pald to informal traders by .informal ‘traders ‘was
also: ‘prevalent in some parts of the surveyed area. Tbls type of:

. informal tax was evident in Lahore in some parts of. the Anarka11,

-]'bazaar, namely Tollntln Street.: i

Most shopkeepers interviewed on this- street are formalgf

in  the sense that: they are registered under the Shops and |

: Establlshments Ordinance, 1969. Immediately in front of . these"

“shops on sidewalks and on the road are makeshift, seml—permanent_hﬁ
vending stalls, where informal trading primarily occurs ‘'in ready- !

. made garments and textiles. In a De soto framework of ana1y31s_77
'--these ‘informal traders are street 1nvaders. : o -

Shopkeepers have somethlng of an unwrltten rlght to thea']fg
areas in' front of their shops. When this area: gets occupled by 1

vendors, the business of shopkeepers is mnaturally affected. In

order to recover the profits or business which a shopkeeper loosesslv

‘due to the presence of an invader, an informal tax is levied by the

: shopkeeper on the invader. -At any rate, this is an lnterestlngg*ﬁ

phenomenon in that neither party acts 1egally, both however, have-
an- unwrltten right to publlc property : P o

The tax ig typically in the form of a monthly rent. whlchJ;ﬁﬁ

'the 1nvader must pay to the shopkeeper. In some cases a shopkeeper:'f

The evasion of an. 1nspectlon or raid was a fortultous matter.

. If a vendor discovered that in some location a raid or 1nspectlon.'°

- was, being conducted, then as a ;uecautlonary measure he-. would_:
relocate until the rald was over. i e




1ev1es a comblnatlon of a tax which 1nc1udes a monthly rent as well

‘as a  percentage of the sales from an invader. This var;esn;._,
according to the size and proflts of a invaders business, from'Rs

500 to Rs 1,000. Problems in the collection of. such . a tax are
rare. The 1level of trust and confidence involved in thlS

‘extralegal system is. remarkable. Invaders accept the tax as a

necessary cost of being-informal

In. a number of cases the shopkeeper himself is. the

finvedet. ‘There was evidence of traders who maintained legal shopst

(in the sense that they were reglstered with appropriate agencies),

but also concurrently engaged in informal activity by invading the
areas 1n front of their shops on sidewalks and on road.?. The -
'general reason for this was the opportunlty to make extra profits.
As a rule, street invaders usually sold goods that were meant: for
low-lncome families. -On the other hand, the: shopkeepers on this -
‘street sold goods which were typically above the purchasing: powerlj
~of low-income families. .In order to diversify their business, the;t*
- shopkeepers sold goods to both types of clientele. . These types of . .
‘traders were also subject to the same kind of 1nspect10ns and taxesf--r'
as other street 1nvaders.n- a LT

_ _ We are’ not referrlng here to the prevalent. phenomenon Qf};
_shopkeeperq using the public area (sidewalks, roads, etc) outside
“ their shops to display their goods. According to our definiticn, |
“this would be a plain case of a breach of 1aw, and as such need**
',not concern us.,. : ' g

One p01nt that emerges from this dlscu5510n is the dlfflculty LT LA

- of deflnlng the informal sector. We have a situation here where - . |-
- a trader acts both formally as well as 1nforma11y. ‘There are. also,;ﬁ..~’
“situations where a trader is categorized into the 1nforma1 sectorj=

because he meets ‘only a few and not all of the requlrements of.a’ .
- .given trade.  Quite c¢learly .one 1s confronted w1th 1evels and*,
L _degrees of 1nforma11ty. : : PRk




Annex 15:1

'.Evolntion-of Mechanized Road Transport:in Pakistahéf_,;

Motor transport started assuming 1mportance in the Indo-.f'

Pakistan sub-continent only after the First World War. The Hotor.j7i}:;
;.Veh1c1e Act of 1914 was the first all—Indla enactment for_; ;-;f

'controlllng the veh1c1es.

. The. 1914 Act was supplemented in Postvwar years by aj'
_ number .of Provincial Acts. However, nothing substantial could’ beg
. done wlthout replacing the Act of 1914 by a more comprehen51ve Law.‘
_'Meanwhlle, the question of rall-road competltlon was beglnnln *tof
' engage attentlon." L i :

.The 1nd1an Road Development eommlttee app01nted in 1927;2

ﬁdrew attentlon ‘to  the recommendations made earlier - by the | .
. Government of India Secretariat Procedure Committee of 1919 ‘and L
© Indian Railway Committee of 1920-21 to the effect that there was |

“'need to constitute one department to control all. modes of transport=?

 fnamely, Razlways,_Ports,-Water Transport, Road TransportVetc. ‘and
it emphasized ™as particularly important" that the: development of.
c-roads and rallways should be dlrected by a 51ng1e po1lcy.;w?. '

,fl,.f' o ;Mitcheilwxirkness-COmmittee.'

S Wlth the onset -of the economic. depre551on. in 1930 _
‘ competltlon between rallways and road transport wWas: 1nten31f1ed3~
~and in 1932 the ‘government (Brltlsh Government) : appointed the'
Mltchell—Klrkness Committee to inquire into. the extent of thlsﬁ

| “competition. and the- possibility. of - future- ,co-ordlnatlon and’ | -

,d-development. The report of this committee while brlnglng out the_if
:lextent of rall—road competltlon,,lnter—alla suggested that'ﬁ--m

"'1-'; e The rallways should, 1n some cases,.themselves operatehfﬁ-
road transport on routes runnlng parallel to them..u?;“ : "

¢2..,;*' Each form of transport should as far as possrble,_behﬂ
. conflned to its own approprlate fleld. - RTINS G

B : The control over motor transport should be . tlghtened zn_
'-order to -ensure - safer, more. convenient and more rellable serv1ce.,

R ST “The Pr0posals of this committee were embodied in a B111‘
Tln 1935 whlch was put before the Indian Legislative: Assembly.- It
‘was fiercely criticized and the Assembly: refused to pass. it

"accus1ng ‘it ‘of being highly partial to the rallways._ In Emgland

='.The Road Trafflc Act 1930 was passed to: control passenger




‘transport. It was followed by the Road and Rall Traffic Act 1933_
-for the control of carrlage of freight. S '

_ Road carriers were divided in 'A! (for hire and reward),
'B' (for mixed ancillary, transport and commercial haulage) and:.'C!'-
- {for ancillary users only). Transport Authorities were set upand
-the 'Permlt System' introduced. 0©ld carriers in India and England?
mainly consisted of single vehicle owners and they were given

',operatlng rights through the grant of permits on' the sanme routes,;':

‘between the same termlnals and subject to the same condltlons as:
'before,- -

2. BT The'Provincial-Boards'of Communications

The problem of rail-road competition was dlscussed at a

'Conference .in- 1933, ‘and an important outcome of this was thatf-;:;

"jBoards of ° Communlcatlon.'were set up in the Prov1nces,: and a.
:Transport Advisory Committee was created in 1936 fcllow1ng the i
example of . a similar body which had been set up.in England: in 1933

The latter strongly pressed for amendment of the 1914 Act.' Theﬁjz

~Indian Railway Enquiry Committee of 1937 (The Wedge-Wood Commlttee)f'

- 7also dealt with the subject. of rail-road competition and. stressed.gp
- .the necessity for proper regulatlon of road transport in order to. .
. ‘'guide its development on sound and economic lines. Accordlngly,:""'

- “in . March, 1938, a- Bill based on the recommendations’ ‘of ithe.'

_Transport Adv1sory Council and the Wedge-Wood Committee: Report“wasf_

. introduced . 1n the Leglslatlve Assembly, namely_the Motor Vehicle:
; Blll. E : . o S

,3.'._7 - . Motor Vehicle'nct, 1939 and the RogghtonTCommittee}

“The Bill was- passed as the Motor Vehlcle Act 1n 1939.-

QIt had a ‘rough passage 'in the Assembly and was. said to have*rf.,
severely discriminated agalnst road transport. It was said that. !

“the Act was regulatory and restrictive and that the. larger'natlonal

~interest of developing  road haulage as an integral part of the‘lf

national transport system had been lost sight of. Meanwhile a".
Committee known as the Roughton Commlttee had been set up ‘on the:

._subject ‘of compulsory motor vehicle insurance. The provisions: on_f

- ‘insurance were embodied in the M.V. Act 1939 but the chapter
;concerned was held in: abeyance and not brought in force till 1943.°
Whereas the M.V. Act 1914 contained provisions only “for: thefp

EE compulsory licensing of drivers and registration of motor vehicles,.

the M.V. Act 1939 required all transport vehicles to obtaln.permltsrj
from authorities constltuted under the Act and restricted them. fromg'

't'operatlng except in accordance with the conditions given in ‘the: -

- permits.. The "Act also created Transport Authorities - for thea=-7

admlnlstratron and control of road transport . and 1ntroduced the




.permlt system whlch has contlnued up to the present day

One of the ba51c features of the Act was that all the

. permlts were to be issued either for a region or a specified route.:

Regional Transport Authority in granting new permits was requlredr
to consider, -anong other things, the adequacy of the existing road.
transport serv1ces on the route or in the region concerned. ;

B . The main con51deratlon in regard to the regulatlon of7'¢
¢ road transport through permit system was the control of ‘'intense'-
‘ competition within the road transport industry. However, the Act

contained provisions. empowerlng the Provincial Governments to put
restrrctlons on distances of validity of permits ', types of trafflcr
carried, and empowered them to regulate fares and freights hav1ng.

- _regard, ‘.among other considerations, to +the desrrablllty
. coordlnatlng road and rall transportg L ' ' A

‘The Act was further amended by Motor Vehlcles Act 1951r

',and West Paklstan Motor Vehlcles Ordinance 1965.

The:Rallways were however'encounterlng‘flerce comoetrtlon7

‘from the road transport and Railway revenues had- steadlly fallen_- i
© . during- the thirties. The rocad carriers being too ' many were ...
o7+ indulging in a- war of attritior. Between Lahore and. Amrltsar on.
- which 10 trains used to run daily in each dlrectlon,_there were !

hundreds of buses. Each bus had to wait from 2 ‘to 3. days: for a

 <¢1ngle trlp between. these statlons. The Rallway fare was 8" annsy”ﬁﬁ
'*(old currency) but busses were oarrylng passengers for 3 annas each.;[;

o i,; o :Effeots-offngv. ﬁet,'1939

“The Mo or Vehlcles Act 1939 had the effect of . slow1ngh;'i

down the increase in the number of road carriers to a large extent.

- The- R311ways now acguired the right to object to the issue: of new‘;_~w
permits. The Act brought security to the road carriers who were.
established before the new Act came into force and whose: operatlngj'
-rights were-now confirmed. The Railways also. gained so far as:the ..
. road carriers were concerned. The latter tended to concentrate on = .
.. -the. "more paying traffic routes" and also “skimmed the ‘cream"- off - I
the traffic on al: routes. This had given rise to protests ' form .
‘the Rallways as their fixed costs were high. The heavily iused
... routes of. the Rallways are comparatively more- profltable whereas e
- . the‘'lightly used routes are less profitable. Rallway services in .
'-jsnarsely populated and less prosperous areas are usually flnanced“*.-
- from the proflts of heavily used routes. The M.V. ‘Act, 1939 opened
- anew era in the history of the Railways. The advantages in which -
- the Motor Vehicles had in handling small loads 'in less populated B
~ and-less prosperous areas brought a change in the age old- approach
"of the Rallways and 1nstead of agltatlng for eliminating them as. o
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‘a rlval they become re31gned to their acceptance and now - become
:;_dlsposed £o - think and plan in terms of participation. . Road -
‘jcarrlers were - worklng against great odds owing to war shortages: and
were in no position to reject these overtures.  Participation
‘offered them numerous advantages such as the use of railway land
. for termlnals, introduction of rail cum road tickets,. capital ifor.

“expansion and replacement of worm out rolling stock and:. other.'.""'=

.3equ1pment and flnally assoc1at10n w1th an influential partner.

5 7_'e: The_Road'Transgort'Boards

The amended M.V. Act (1951) en301ned upon the prov1nces;"fﬁ
to constltute-“Road Transport Boards". The three provinces 'viz.

';Punjab North West Frontier Province (NWFP), and Sindh 1mp1ementedd
-this decision.. The Boards consisted of seven members - including -

‘the chairman nominated by the Provincial Governments and three. -

&members ‘nominated by the Central Government. The Rallways_was:'_
_"represented ‘on the said three Boards: by its Chief Operatlng.{__= S
"=Super1ntendent (C0S), Chief Commercial Manager (CCM), and F1nanc1a1 :

fAdv1sor and Chlef Accounts Officer (CAO} .

o : The.West Paklstan Road Transport Board (WPRTB) was formedff}
ind 1957 an important: feature of the WPRTB was. *Rail-Road Co-

: VOrdlnatlon Committee" on which Rallway was’ represented by its: CCM. .

}Wlth the 1ntegrat10n of prov1nces in West Pakistan into "One Unlt“"
in 1958 the area of operation of the machinery . controlllng road: .
:serv1ces was expanded. The Provincial Transport Authority (PTA)

. consisting' of "mine members was re-constituted. The’ Centralﬁ‘”::

- Government was: represented on the committee by the CCM of Paklstanf_]v
- Western. Rallways; (PWR) . ‘Besides, - the Reglonal Transport

Authorities (RTAs) with headquarters at Peshawar, Rawalplndl,f;rf;

E;Lahore, Multan, Karachi and, ‘Quetta were also set: up. B ‘The .

hComm1551oner of each region was tc act as the Chairman RTA. Slnceﬂ_g-*

1960 - the Railways has been represented on these bodies. by ithe:

Divisiocnal - Superintendent concerned.  The Rallway Admlnlstratlongi
‘maintained its 25 per cent financial interest in the WPTB.: ‘The - |
" Board contlnued to promote. rail-road co-ordination by augmentlng%{'
‘its 'service on the routes feeder to the Railway. The RTAs, |
however, continued to grant additional route permits - for stageg*-vf;
jicarriers..fbuses) on -the routes competitive to the. Pallways...xﬁjff_

. Protests-lodged by ‘the Railway Administration under section 57 of |

M.V. Act were turned down by the RTAs mainly on the grounds that_fﬁ

it was in the interest of publlc gen ‘ally to prov1de alternatlve
sfac111t1es for transport : : e

In 1962 ~83 the policy in regard to the co—ordlnatlon ofd

) ﬂrall and road transport was revised in that the: development of" roadﬁf“:?f

transport both in respect.of‘passenger and freight traffic was left

in the hands of private cperators. . The West Pakistan Government

jfurther dec1ded to stop contrlbutlon to the WPRTB. It:was‘dec;dedﬁrf




7':Paklstah Road Transport Corporation’ was also. dlsmembered. Threef

' that the Bﬁard ‘shall raise fundb from lnternal sources_ to mﬂet 1tﬁ:§7'w

" expenditure in future. The Railways capltal alreadv contrlbuted-?ﬁs
‘was to be treated as a loan, :

- '"§5 '“§bad Tr&nsggrt CQQEorati@m

- By a Gazette notiflcatlcn of 17th May 1963 of the West;yy’”
'Pakzstan Govarnment (Transpcrt Department), exercising the powers
conferred by sectlon {i)y ef section 43~a of M.V. Act 1939 the “Wegt
Pakistan Transport Board” was reconstituted as a “Road Transport;
~ Corporation®: (RTC)" with effect from 18th May, 1963, with ~one
Chairman and two Members. The Rallway which had subscrlbed to'the=
extent of" Rs 14.5 million was not’ given any representatlon ‘on: the
- RTC. =~ The Rallway"Admlnlstratlon however, ‘continued: to-;ha '
. . represent ation on +he Prov1nc1al RQdd Transport‘Puthorlty‘(PTA an

ﬂthn RTAS.@ :“ S : : : : L

i e Rlslng'praflts-temptedkouts;dersAand they began to invade
__%the professlon through the back door.: Persgns who were polltlcally_
'gﬂpowerful or had other contacts began: to secure: permlts which they.
promptly. ‘leased outf to others and ook xents and’ commissions. They
. accepted no responszbllmty of the actual: provision of the. serv1ce.ﬁ
j:Surveys had' ceased to be carried. - Fitness and- m&ltablllty ceased
- :to be the criteria for. selectlon. It was no longer necessary to .
-prov1de the service after obtalnlng a permlt. Officials" connived -
- at the lea51ng out of the permit to a person of the’ perm;* holdersgc
ch01ce who. offered . ‘hiim Lhe hlghest rent ‘or commxsszen.w_ The.
;objectlons filed by the old carriers were 1gnored,_ No- neW'permltst
were given to them.  ‘The practice of Iea51nq out ‘a permlt was no’
1onger reprehen31ble but had ketcome Tespectable. Persoﬁs in hlgh;
.positions in the social; political and rellgleus hlerarchy were: -
. inveclved in malpractlce.‘ The result of this leasing out of p@rmltsj
Y owWas that.today'a majority of the interci ty buses}flylng coaches on
- the roads do not beianc to the personb under whosa permltth“ :
'cherate. {; : ;. : N : :

S Thls arrangemenu_alﬁo reduced the 1nczaence ot i comej.
. tax. Whereas the ‘entire income was prevlously treated as a single’

~‘taxable-unit, it was nhow- divided as (1) the income of the ‘permit
_ holder and (2) the 1ncowm of the bus owner. - The rate’ of 1ncome'takf
A naturally decreaaed and Gavelnment revenue Suffered.;..

Wlth the: dlssalJ*lcn of One Unlt in uune 1970 the Westa

_f’separate road transport- corporatlons were created 1n the Prov1ncesﬁ
:;-of Punjan, S;ndh and NWFP. . L : : :

- _ From ?ebruary '1977 two urban Transporu Corporatlons{
'~'were organlzed under ‘the rederal Government to smcoth ‘out ‘Urban
‘kTransportatlon =an sector confrontlng a. nmltltude of problems.,




The Punjab Urban Transport Corporation (PUTC) is responsible for

city bus services in Lahore and the twin cities of Rawalpindi-
Islamabad while the Karachi Transport Corporation (KTC) tackles the

‘marathon bus transport operations in Karachi Metropolltan :

Araa which is alsoc serv1ced by private bus companies.

'?;-3 . Transport Hatters COntrolled 81mu1taneouslv bv Dxfferent; 

Deg rtments

One of the main grievances of transport operators is thatf~
several departments are in charge of their affairs. That there is-

~ . 1ittle co-crdination or liaison between/among thesezdepartments and -
'qffthat sometimes they follow and practice p011c1es which: confllct.
j-wlth‘cne ‘another. i _

"The 1mportance of Road Transport cannot be suff1c1ently ﬁj”

e éﬁiéssgd,_ It has two main branches:

'fll. : Transportatlon of passengers. -
2. Transportatlon of goods. -

3The growth of populatlon and general trade act1v1ty hasff

*ﬁhlncreased the volume of passengers traffic which in. turn luaS' '
‘necessitated increase in the number of buses, cars and other modeS-j
© of travel. - Similarly, the flow of marketable commodities from one . |

~place to another in the country has considerably. increased. ..}
;Tmport/export of large quantities of different kinds of. goods and:
L thelr transpor*atlon from/to Karachi harbour to/from near as well. .

© i -ds remote corners of the country has a correspondlng effect on. thef%,1

n”number of trucks is evident. . B

o " The ‘private. sector in transport - road transport - may: . i
ﬁbe broken down in- two sectlons. o T e

L Formal Private Transport
2. _-InfOrmal'Private_Transport




~Exttact of-sovefnment Requlations_on-TransQo;;

‘The legal basis upon which the sector 1n Paklstan 15;2

founded is determined by a body of legislation based on: the Motor'ff o
~Vehicle Act of 1939, the West Pakistan Motor Vehicle Rules: (1969ﬁ§5gm
and - Provincial Motor Vehicles Ordinance @ (XIX of 1965) vand -

'-subsequent ordinances and regulations.

: The legislation admits two types OfHVehicies for%ﬂSeiéggg-
taxis: - - ' ' : . S R
o jThe motor tax1cab whlch may carry up to 5 passengers.gf}f
o The motor rlckshaw,-a three wheeled“vehlcle wh1ch shouldj
S not exceed 900 lbs. weight and be de51gned to carry notﬂL
i‘more than two passengers.~ : LT

:rgThe other relevant regulatlons are as follow1ng'

o h L The driver must have a dr1v1ng llcense whlch has beenf’
counter51gned as authorizing him to drive a- Public Service Vehicle'

(PSV)'.  To drive a taxicab he must have held a motor -car: dr1V1ng;J
“licence for at least one year. In this respect ac motorcab is .
‘distinguished as & separate class of vehlcle and 'in order to

‘qualify for a PSV endorsement to his dr1v1ng ‘licence thei
prospective  taxi driver must satisfy the examiner as to his.
_character and absence of criminal antecedents. He must also’ passl
'a test on the geography of the c1ty in Wthh he lntends to. operate.j

e S The. authority which admlnlsters this test 1s the: same as*
'that whlch grants the 11cence, i. e. the Traffic Pollce.. G

: : - llcence to- drlve a motorcab rlckshaw as a PSV may;nef
-.granted without the driver first possessing a car dr1v1ng licence.

"~ There is in fact -no class . of 3 wheeled vehicles given 11 the flrst

schedule of the Motor Vehicles ordinance (which deflaes the yPes

.-.0f Vehicles for which llcenses to drive shall be gfanted)

fleglslatlon is not clear on.this point, but it is generally a‘sﬁmed'
- that the rickshaw drlver should have a llcence valld to dr ve: a_

3paotor cycle.

_ . “Every PSV drlver is requlred to be 1ssned W1th a: dr er!
badge and: reglstratlon number by RTA, an ;agency of:the Proy'nclal

':'Government..

.hp;g. f.: - The owner’ ot a Tax1 must obtaln a route permlt frpm,the
" RTA. To quallfy for such’'a permit the OWner must for each vehicle,

'_complete an appllcatlon form pay the approprlate fee and produce




a certlflcate of fltness issued _by the MVE and an. lnsurance f:”':i

certlflcate.

T 3._'._ A notor vehlcle fltness test is- requ1red every’ 51xﬂe_
- months. ““The purpcse of this test is to ensure that the vehicle .. |
-complles with the provisions of the motor vehicle fitness rules = .-

and it is conducted by a police Officer who is de91gnated as MVE
Taxis must be  fitted with a taxi meter and the 1eglslat10n;
-'spec1flca11y requlres the mete* to be tested and sealed by the HVE

_ . The determlnatlon of taxi tarlffs 1s fhe res pon51b111ty_
of the ' Provincial Government, and in the case. of the Punjabf
dlfferent rates are spec1fled for tax1cabs and rlckshaws. v

' _ Other lsolated prov151ons hav1nq spec1f1c referenceéto_
- taxi- operations are to- be. found within the body  of leglslatlen
1dea11ng with such items as the size and placing of letters of th
~word ‘Taxi' whlch must appear on each vehicle, the dutles of owner
to: superv1se thelr employees,.and the des1gnat10n and use of Tax :
ranks.;~ﬁ' . o _ - . . R




4'*{lfjuogus-OQerandi“to'Remain.Informal in Transport

”'f_ Sta e Carrla e_ commonl known as buso.

T ' Bus is a major form of mass road transport-'yst' :
e ;;carrles forty to fifty-six- passengers, dependlng on. theas ze
S Ltthe_bLa.: It is; also the least. expens ive among. the varlous

,There are several ways 1n whlch the buses ply 1
: “The 'majority . is ‘that of. prlvate owners followed by
= owned by_Prov1nc1al RTCs and-then ‘the ones owned by various e
r;'andyrellglous communltles,. There are also ‘a” few owned by :
-+ industrial; gmo;ects whlch cater to- the commutlng needsror_
'};workers_only.,. PR, e : o . S

*:-,The prlvate owners/operators and the RTCs ply for
L without dlstrlmlnatlon._; -Whereas, . those runnlng for/by
;Vf'communltles' ‘and the dindustries provide: the service of ‘pickup an
_gj*drop for' its members and their children only. It is alleged
.1 some -of ‘the” 'communlty' owned buses ply for hire as . well,
:Q_constltutes '1nforma1‘kact1v1ty.- It 1s not p0551b1e t
'Vallegatlon.rj,,.“ R _ _ oy

SR = Wlth the exceptlon of Peshawar, uahore and,Karac

s are hardly any buses plying on- the.lntrac1ty routes of Paki
... The ones in- Peshawar ‘and Lahore are owned and operated”by
'respectlve‘RTCs and. are in-direct and indirect competition wi
prlvatelyfowned minibuses. - The buses- belng'operated.by the 1
fﬂln competltlon w1th prlvatelj owned buses asf'

L : : Lhere were two hundred and three 'Route Perm1 "
":to‘thejprlvate operators for‘1nterc1ty'routes,by“the RTA, . Pe'
of ‘which one hundred two permits ‘were "Nationalized": and
with the Government Transport Service ‘under +the control o
The: prlvate operators from whom.the permits were. acqu1red=
- stuck with vehicles: worth rupees five ‘hundred thousand plus
_,;;Lperm1s51on ‘to ‘ply ‘on the roads. These permit: less vehicles:
©oosold at] rldlculously low prices and the owners went bankrup.*
S Of. these veh1o1es were: jolntly owned by several people :

W'stlll 1n‘the process of maklng 1nstallment paYments.‘jf'=**

VT v At present 1t is not p0551b1e to obtaln a: route permltf
.y;afor a’ bus from ‘the .RTA Peshawa:.” There is a. complete tban ona
ﬁ-1ssu1ng of. permlts for  intercity routes. ‘The only: cholce"
buy it ifrom the ones who have -a permit. The price of such a. permlt
¥1s Rs 350 000 which is also con51dered to be the goodw111 prlce '

-'1_3'_"0 '_




'a{¢detect such lrregularlty on’ the roads..-

:?the permlt.' Be51des the prlce of the permlt there is no extralegalif;"
=__cost borne by the bus operators -of ‘NWFP. There are no buses in the
“jnformal sector and the reason 1 s the few number of permits in® “the .

4“'pr1vate sector and the size of the province which makes 1t easy tog

- . _h There is one bus stand in Peshdwar whlch caters for the.
m1n;bus/f1¥1ng coaches as well.. - This bus. stand is. under . the

ﬁfijcontrol of “the mun1c1pa1 corporation': ‘and was. auctloned £
. highest ‘bidder for Rs: 3.5 million for the year 1990-91.

7*successful bidder charges Rs 10 per bus ' and flying coach per t 1p{“

L Within: the ‘bus stand- small lots are also auctloned for restrlctedg

'7fpark1ng and offices for ‘the- transporter fa0111ty'1s prov1ded

'ﬁTfft° the transporters or the passengers.- A bulldlnq was constructed
:r~for houszng‘offlces, ticket sales windows and waiting: rooms ‘for-the .
'm;passengers but ‘it is catering to ‘+th= needs of the Afghan refugees..

- The ‘“transporters resent thls act on the part of: the concerned'

V}i‘authorltles. L

s The 1nterc1ty bus transport in Punjab : i
W-pollt1c1zed and all the major routes are in the form of monopolles'

_T{gThey are - owned 'and operated by ‘membérs of the Senate and. the.
.t_Natlonal and Prcv1nc1a1 Assemblies. No new. permlt is 1ssued forf

a partlcular route - without ‘the ' consent . of the respective
?imonopollst.; Those who are able. to obtain a permit w1thoutithej
?ble551ngs of the route monopollst is driven out of business (drlven
_off the road): and becomes a . figure in the statistics of failures

‘;jThese transporters ‘are. so ‘well connected “‘tha ‘
' ‘which. is under state control ‘and their major competltor

1‘lchange the: tlmlngs of the tralns for the: beneflt of thelr transport-
,_hbuslness. e ST

1th s0- much control over the env1ronment 1n whlch_theys

ihgfgconduct. the11 ‘business.. .they are 1nvolved in NUNerous 1nformal-
-activities. “The prime -example is tha plying four. to; five
- vehicles. under the one reglstratlon and route permlt._,-

place no law enfor01ng ‘agency -challenges: them, in.case-" they ar &
.challenged_ they present a photocopy. of the- requlred documents.: and;
if forcel they bring the. originals from their pase office. The |
timings of these informal buses are such that they never cross each :

ffiother on the ‘road ‘and: so the questlon apprehendlng them . dces O
arise.; This does not mean that the regulatory bodies:are: not; awareﬁ

of their. .conduct. ~An ‘MMPI .of one of: the roads on thelr route is

_: oni the take to the tune of Rs 40,000 per month, and an MMPI is the"
'-?hlghest authorlty on a hlqhway. . If by chance an hlgher offlce of :

.7 the: trafflc police conducts a’ 'surprlse ‘raid' - accompanled byathe“
S 'MMPI - then the: gratlflcatlons go to the higher. off1c1a1 and“the

':”[iMMPI relmburses the transporter at a. latter date., :

e Another form of informal transporters is’ that of plylngg
the vehlcles on ‘@ routes other than the ones they hold the: permltm
*for.: ThlS can be seen. mostly on 1ess 1ucrat1ve routes whlch do?




'3-ma1n difference is in terms of seatlng capac1ty, which is: lesser

'not attract the - attentlon of the . major transporters,'the ahés; f

=connect1ng small towns with short dlstances and where the waltlng,ggf

'=:t1me to f111 the bus 1s hlgh. '

Yet another form is that of carrylng more passengers thanf
~authorlzed ‘for the partlcular wvehicle . On the intercity routeSL

- it is-a common practlce to carry passengers who have to stand: (w1th{df:

'thelr‘heads bending) in the bus. Extra passengers are also carrxedﬁ
“on -the roof of the bus. The fare for all these passengers is. “the .
same, no ‘concession ‘or discount is given to the- passengers. “for:
: standlng in the bus or sitting on the roof. 'No matter ‘how many.
.'passengers are carried by the operator, he- pays Rs 42 00 per. seat
fevery ‘three months as- excise tax @ to the Ex01se and Taxatlon:
ﬁDepartmeat of the respectlve Province. R Lo R

o Mlnlbuses or flylng coaches are governed by the sameg
urules and regulatlons as those of the. stage carriage. (bus) __'I‘he’"=

‘in the’ mlnlbuses.“.lt s fare is higher than: that ‘of a bus and
. caters to-a dlfferent segnment of the society,. those who can afford;
the dlfferentlal in'the fare.’ Flylng coaches ply on the: intracity-
" ‘roads ' of - the -major . cities in  Pakistan - Peshawar,_ Lahore,j
]Rawalplndl,-Islamabad and - Karachl, be51des the 1nterc1ty routes‘

'throughout the country._;,'

o Most.of the flylng coaches plylng on the- 1nterc1ty routes{
o are alr—condltloned and are better malntalned than those plylng ‘on -
:;the 1ntra01ty roads, ':The reason for this: dlrrerence As- that a’
‘vehicle plylng on the 1nterc1ty routes for five to seven years is
.sold to the intracity route operators, s1nce these are: not ﬁlt for
-_1nterc1ty travel any more. . In this way  break downs caused becausef
Vof poor. malntenance can-be flxed in the city, a break down on the
ihlghways ‘become a source of 1nconven1ence to the operators a"well“

as the passengers. s

R The flylng coaches’ ‘are in dlrect comoetltloniw h'the-
-_,buses, exceptlon belrg ‘the alr—condltloned vehlcles. S

B There is a hlgh degree of 1nformal act1v1ty found,ln the]
: flylng coaches plying in and around ‘Peshawar. The ‘informal:
act1v1ty Ais. compounded because of the presence . of the .Afghani
- refugees- -in: the. NWFP. The ‘GOP. has’ extended the: courtesy to. the’
~Afghan refugees to ply- their vehicles - bus; trucks ~flying coachesf
~etc. - on the roads. without having  to pay any - relevant taxes,
1nclud1ng custom duty. The Afghan transporters were: glven “a
‘special privilege in the sense that they were issued Temporary.
. Registration Numbers in NWFP. For instance, TRP numbers {Temporary”
'VReglstratlon Peshawar) were granted for -all Afghan vehlcles-




:]registered-in-PeshaWar. R

o A filying coach 1mported or bought 1oca11y cost Rs 480 000l3f
--to ‘a Pakistani National. The same vehicle imported by an Afghanijwa
-j'natlona costs Rs 160,000 only. The vehicles 1mported by the: - |-

- Afghans are sold. to . the Pakistani operators ‘for Rs 180,000 thus;*~

o making: a proflt of Rs 20,000. The buyer. to spends another forty}:
" ‘thousand: rupees in bribes to various agenc1es ‘and gets his: vehicle

}-regularlzed ‘i.e. for-use by a Paklstanl. Most of these vehlclesigig
‘ply in NWFP “and ‘the. whole process 1is very: systematlzed.ﬁfihe;jﬁk
- 'legltlmate' documents of the vehicle are- delivered-.at. the./dooxr . |
" step of the owner.  So far ‘the buyers of such vehicles: have not. had: i

! any problems w1th 1aw and do not foresee any problems elther.._v

‘In case’ someone is de51rous of entering the bu51ness off~

'7%p1Y1ng a mlnlbus on an intercity route he has to buy a: 'permit!’ for |

' Rs'25,000.° It can either be bought from someone who has found' some?*«
‘gbetter prospects or through a tout of the RTA._ E S o

T 1fh;:j$axioah- o

N "Prl Vate Tax1"

_ _ There are two ways in whlch prlvate tax1s operate.fﬁlhefl“
.flrst is. through the medium of hire-cars, which are not necessarily '
1icenced such, and which operate from the alrport and the M"Five

:ngtar Hotels" -Hire-cars may also be found in the' ‘other central
Lelity locatlons where they seem to be: used prlmarlly .for : longer”

distance’ Jjourneys - 1nterc1ty. The second mode of operatlon is"

ri_that of" the"olrate' taxi; the private car owner who. seeks: to .

" supplement his ‘income by plcklng up fares at places “like “the

. ~airport’ and ~other. such locations where control is lax.:. lthough,;
. “both- these: practlces are known to exist, it is not p0551b1e to
fquantlfy them. - These 1nforma11t1es -are prevalent in ‘cities 'such .

3 Peshawar,_ Lahore,. Faisalabad and Karachi where - the number* off;
_;,ﬁtax1cabs ‘in the" llcenced ‘sector -is. very. small 1n relatlon to,the;'
size of the c1tY and the Populatlon. ' AR . Sl Ih

e Accordlng to the National Transport Research Cell (NTRC)_
'~_records there are twenty seven hundred and fifty. traditional’ (black;”

. with yellow top) taxicabs in the ' city of Peshawar..: The fact of thelfjw
‘matter is. that there is not 'a single taxicab of the sort. Theyafﬁh

e gmlght have been: reglstered with the Peshawar registration. offlcefﬂﬁ

:.-at some p01nt and’ ‘they. mlght ‘have also obtained permits from-the
“ RTA but thelr fate .is ‘not Known. . Whether they . found}ithe}

"fcompetltlon from the Afghan 'flylng coaches' too tough and left.theg

'%jbu51ness .or changed the .color of. the vehlcle and are plylng as afp
'prlvate tax1' 1s anybody s guess.p_ : : . g

The only method of determlnlng whether a_ipfiya;'




is plying with the permission of the RTA is to check its ‘'number

 *91ates!; If the number plate has a white - background anﬁ*the_ﬂﬁ”'

" ‘“figures written in black, then it is an'authorized-'private,taxiiqh;'”5*
And if the colors are in reverse then the vehicle is not authorized .

' ‘to'ply for hire, it is only a privately owned vehicle. It was.seen .

' * that generally the vehicles wich black backgrounds are operating -
‘as ‘'private taxis'. - There is no union of any sort -among the : |-

'ifthé_’permit'i. They- have already gone through the

operators ' of 'private ~ taxis' in Peshawar. They wait for a |

- passenger outside the few hotels and at the airport-andfthe_rdilﬂayﬂ,a,;5ﬁ

_station. Most of the passengers are for: long distance and -
intercity travel. The rates charged are fixed for a round trip-for | =

“each city-ﬁcbording;to the'distance. There is an extra-chargg_fqrffﬁ
stopping overnight at a city other than the base, - 'Peshawar.
S o “Things are different in case-of_Kafaéhi éity.- Asﬂoﬁpbgédfj

(according to office bearers of various unions) over a- hundred .
“thousand cabs in the city of Karachi. S A R

. Almost all the cabs plying on' the city roads have all

the required documents to ply as a public service vehicle including -
, various phases. '
{,of_being'informal,'like plying without permit once purchased -
‘initially. T R T B TN RN

.. In order to own and or drive a cab the procedure to. buy
(for cash) and operate a PSV.is very simple. A vehicle which can
" 'be bought for ‘Rs 95,000 is sold for Rs 125,000 if it iis-an
“authorized cab. In other words, a premium_of_Rs-30;000{hasgtoqbef_
"paid in order to be formal.:_Thekmajor_chunk of this  difference
‘may be broken down as: - ' S o BRRECIEER R S (e

Fare Meter = . Rs_ 12,500
. Paint (black & yellow)} = - 3,000

| . Total - .. " 'Rs 15,500 R
L -zlf:3'ffThis still does not add up to_the differéncé_cflasfthiity‘j
: __thousand.j.The-balance_of-fourteen thousand and five hundred rupees: .

is the'implicit_cha:ge_for_the'!permit' to ply as a,PSVi“Wﬁibh?isw

'“fsold;alonq with the vehicle.

..o .U Most of the owners are not aware of the implicit payment

. they make for the 'permit' of a cab. As far as they are concerned .
it s not"pOSSible-tO'Obtain.a ‘permit'. from the RTA. The extra '
. charge for a 'permit' is locked upon as 'goodwill'- and not as an:
 extralegal cost. : o e TR S e e

A

. . . The 'private taxi' business is most organized in Karachi
. than in any other city of Pakistan. It is also the oldest iin. the

... country. There are about: 90 to 100 "Rent-a-Car' companies in:
" Karachi. 'On average they own seven vehicles. = According to some
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_~of'the'operators; elghty per cent of the 700 prlvate taxls are 1nf_'fff"
‘the informal sector. Apart. from these company run taxis there: areug[;;
about seven hundred other private taxis which can be hired be hired

for short trips or on long term basis. The second class of these:?
‘taxis stand at ‘and around Bolton Market area - downtown Karachl —;
-and all of these are 1n the 1nforma1 sector. bl

The prlvate tax1s owned by the companles cater to «'::].1ent.s'.-f"'j

fpof several hotels in Karachi.: They also rent/lease them. out on{f”
< long term basis. The rates and rental charges vary from case €O
- 'case; dependlng on the klnd of vehlcle and the duratlon of-thej

T term. . . . . :

- SR These companles malntaln one - or . two 11censed Unry
_U"permlt) vehicles and the rest of the. fleet is like: any prlvatel'
. .owned car. . The reason given for the 'informality' is the: various
ﬁdepartments 1nvolved in taking kickbacks. The. departments belng,ﬁ
. Social: Securlty, ‘Employees 0ld Age Benefit Institution,. Labor,’
# Education (for. education cess),etc.. These: departments 1ncrease'
‘'the overheads and 1t does not remaln fea51b1e to remaln “in the
_fbu51ness. R . . o

They clalm it is easy to get away W1th 1t.f They brlef'”°

'“fﬁthe customers ‘how to tackle the traffic cops and reimbirse the

:_f“customer for ‘any extralegal costs borne by him. - With most of these
. ‘companies - cne has the optlon of. _rentlng w1th, or w1thout a
.;chauffeur.- S S T

Flen Rn '; The Bolton Market group is organlzed by a person who ownstfi
- ten Vehlcles._ He is ‘in charge of. logistics. One may: either rent .-

"~ a ‘taxi through his good offices or directly negotiate- w1th'theﬁ

drivers present +there.  These taxis also wait at the alrport or*
f;out51de the hotels *o plck up a passenger. -

L ; The ﬁprlvate tax1s' fulfill all _the . requlrements of”aif
'*ﬁregular vehlcle ‘but mnone of. the requirements’ of a PSV. They do,

'f~fgnot have a permlt or the prescrlbed number plates. o

G IM&M S

L L The hlghest number among dlfferent elements of¢ C
:_transport is that of’ rickshaw. The figures available from varlous“

. federal and prov1n01a1 departments have a substantial varlatlons.f
. Therefore the figures be used are those taken from the two “Unlon:_
=50ff1ces"'of the rlckshaw drlvers. ' B R '

N A The tocal number of rlckshaws plylng in the,Peshawa Lc1ty '
:{are 11,000 out of Wthh 5,000 are plying in the formal: sector ©-The:
*Nbalance of 6,000 ‘is plylng in the. informal: sector. . The major.

"igfreason for hlgher'number of rlckshaws plylng 1n the 1nformal sector,




. is that the office of the ETO registers the rickshaws amd'{ gh{le' '

- owners start. paylng the road tax - Token Tax -, at the Fost Ooffic-

but the RTA does not issue them a 'permit’ to ply on the roads orr-”IJ'J

~ the c1ty. ThlS becomes a problem for the owners as well as ‘the

. ~drivers. As a- result there is a substantial - increase in. “the |
joperatlng cost of an 1nforma1 rickshaw. ' On average, the- extralegalﬂj4
cost is between Rs 1,200 to Rs 1,800 per month, whereas the take |-

_ home on a. 24 hour per day basis is Rs 2,000 per month.,In mostii‘
. ‘cases one rlckshaw is supportlng at least two famllles. : ;

5 | 'r_rum

g The trucklng 1ndustry comprlses both prlvate and publlc*,‘

;:g_(Natlonal Loglstlcs Cell, NLC). . The NTRC survey financed by the
© United Kingdom indicates that 88 per cent of the trucklng fleet 1sl.-
-ﬂowned by prlvate operators.-_ . e

o . . _'The trucklng industry was deregulated 1m'the'1966s; It
L is ‘the most organlzed ‘and efficient - under the glve.c1rcumstances;ci
= among the- varlous forms of road transport. e

- - _fruckers usually obtain loads. from the so-called*jj}
forwarders, j.e. forwarding agencies, who are the 1nterface'between'?"

“the. shlppers and the operators.’ Forwarders usually own warehouses |
- and trucks and run-their business on a family. basis with partners ;
- and contractors in other. cities. The forwarders charge 6 to 7 per“);
L cent comm1551on from shlppers over the fre1ght charges. e

. Frelght tarlffs fluctuate from day to. day accord1ng to
¢'the market demand and the government does not attempt to regulate
- these tariffs. The truckers and forwarders find it substantially
-~ less costly ‘per ton.km after using Japanese trucks as compared to-
“Bedford — the word is used synonymous to truck = when their
- c¢hassis are. modlfled by dummy third axle or converted to a seml-’
".traller.' ' : : _ : ety

The prlvate operators have_ often 1ncreased. veh1clef~

'capac1ty by strengthening the chassis and mounted larger tires: so -

. -as to . carry. 11 to 13 ton cargoes against 7 tons- of orlglnally;.
. designed- capacity. The result. is that the operators pay.the same‘_
" ttpken tax' but carry . a heavier 1load. - This dlscrepancy is| .
overlooked by the MMPIs for a monetary con51derat10n- .The ' .. ok
_ﬁ,gratlflcatlon for this 'oversight' is fixed, and is pald on each-

O haul all along the route - . from Karachl to Peshawar.-' bt ?

: The systematlzed.brlbe to the’ MMPIs is known as number'

”{;The Fnumber' is charged at different rates in different Dlstrlcts.
-~ A truck carrying goods from Karachi to Falsalabad has to pay up—tog;
. 'Rs 500 ‘for each way. Tbe.'number"has to be paid: by all. ‘the!

”operators Wlth the . exceptlon of those’ belonglng to the NWFP.JfTheﬁ}

._.?1_36f_




: '-"_exceptlon is attrlouted. to the hlqn. scale smuggllng and '4rug i;
i _f,operatlons these operators are inveclved in and as such thay pay off..
the officers at tbe hlghest levels and the ;ower staff does not_

3bother them.

f:'- : ' The number is paid malnly because of carrylng more thani i
. the permlsSLble load of 7 tons. The cther reason: for-paying. tha -
T Number is when a truck is dummar - a term used when the- goode being
o = garried are exterded ovear the ‘body' of the t ruck. . This hanpenS'f
L% in cases of low density goods like. cotton, waste paper and other"f‘

aquoultural peoducte..-- — . _ _ '

A LR There is: a‘vast dlscrepaﬂcy in- the DlVlSlon/DlStrlct w1se¢jej,
o xr*statlstlcs available from the- -government sSources -SpeClallj for:
L _those ‘available for the number of trucks registered and the. ones -
R +the road. ‘The major reason is the difference in the Token Tax
-(road -ax) among ‘the four provinces and the 2Azad Jammu. and Kashmir
{AJK) -and ‘Gilgit - a part of the northern territcries. The token . o if
'3xax for . Punjab Slndh_and North West Front ier Province (NWFP) : ls“'lzﬂfﬁLv;
. Rs 1,020 per, qua*ter i.e Rs 4, 080 per year. _he same tax for. the _
}5-!1”nprov1nce of Balochistan. and Gllglt is Rs 840 per quarter or Rs. .~ . 1
. 3,360 per year. For ATK it is Rs. 910 per gquarter or Rs 3,640 per:
: '-ﬂiyear._ This difference in the Token Tax encourages the operators~ >
i tiorget thelr: vehlcles registered in the areas where the Token Tax -~
' iz the lowest. And therefore it is difficult to; estimate even the - -
u-,}.T,approx1mate number of vehlcles plylng in a DlV;SlOﬂ/DlStIlCt. RS EER

s The truck operators also regquire to obtaln a permlt 1n{ e
'ovder to ‘be able to.ply for hlre,--There_;s no. difficulty in ok
- obtaining a permit. from the RTAS. There .are no extralegal costs‘hV-'rf
"to be paid in order +o obtain a Permit. .The cost of Permit is the .
- Rs 7,500 in all the prov1nces and is valid for a periocd.
- of three years.- For being. able to ply in prov1nces other than the
"one fror where. the permlt has  been obtalned an endorsement ls'j__
~‘required on the oermit there 'is -a -charge of Rs 1 500. perf. .
".endorsement ’ E : o i

. .same. .

o The’ ma]or 1rregular;ty which is taking place in- the,i_
',jfrucklng ind.stry is the registration of old recondltloned vehlcleSw;_
as al vehicle of latter model/year. - .The Pakistan Army auctions. itss

'trucks which no longer of use to the Army. The auctioned vehicles . 4
. are .bought ' by the private 'operators. . The vehicles - are - |
o "recondltloned/renovated and then reglstered for the flrst time! by¢j s
: . . the ETO's office. BY ‘paying-a. "premlum“ of Rs 10,000 a flfteen*-; s
| . year old vehlcee is reglstered as new vehicle of the current year. =
] The. benefit derived by this irregularity 'is that the vehicleiis =
then sold to a novice for a price which is slightly less than that .
e of a. new vehicle. The registrat ion is obtalned by getting an: No. .

5 ff~-'0b1ectloﬂ certificate (NOC) . from “the ETO. It is estlmated by -
" R various operators that five .to seven per cent of the trncks-'_
"'_'reglstered every year are bov..gh+ in arvy auctwon.’ B

L T R e | SR . _ = ‘187




lz'repféséntative'bodeof-the‘private bus transpo ho look _
.their problems and difficulties being faced by them from time- to:

- operational difficulties. The West Pakistan Transporterjﬂhtﬁall;fi

' union of bus and flying coach operators. .

" demands which were being made - e.g. rail
© -heard:-and then shelved.

fl}ff_ . maxi cabs -
;f-The'uniohs'are on the basis’ of geographical'distributiong~aL

R R Korangi = ..
2. oaid-Abad .
B, cantt. Station
4, - Lasbella ° o

.;i.Béfa;~;Its'cffices3are located near the maUSoleum~df;QaidéijZam;;
© . M.A. ' Jinnah. This union claims to be the single largest among . all:
. the-.unions, the ‘other unions do. not refute  this ¢laim.." No.. |

- union is tosafeguard the rights of its members. The rights are -
.}.jprotECtedfby;streamlining the channels of gratifications-given;tQﬂ B
'-Jthe”various*deparpments; . Lo S G

l;}iéSt ébﬁ@égtgdfby a MVE every six months. 'The official (fee for
:-;gth@sftgsﬁﬁis~R$425gonly; The extralegal cos’t_.‘o_f.;Rs_275{cov§3r's:;_.an-3;==
;- unknown amount retained by the union,officers;_and”thé_balancpfg¢esc

'J¥$3?fﬁ_1 

annex 15,4

Profile of'organizationsgnssociatiohs in TranSpqrt'?é;;;l”

The Pakistan Motor Transport Federation is the! only i

rters who look after ' '}

time, such as maintenance of general bus: stands and  other -

Assistance Co-Operative Society Limited takes the responsibility:

of paying compensation to the victims of road accidentsfon_bghglfj
of its members. : S ' e f

In Peshawar, like all'other'citiévaisited,'theré{is,&3

An office’bearer'qfﬂthej

union_feels;that,itjis?hot"effective'and they. are not able to.

1[protegt7the'rights'of-its_members._'The.union'is not able to obtain |
‘any c¢oncessions from the “authorities till such time that the '}

. ise in the rates/kllometer- -
. have: to be revised and the process starts all over again.i Any

complaints: against the government agencies are either ignored.

'f'Erésently'therQVare'eith taxi cab unions in Karachi.

‘Location . 'No. of Unions °

WK PN

'One3of-the_uniOnSfét'Lasbella"is:khown'astﬁiOhféafélﬁi

.contribution is solicited from its members. The purpose of the: |

"f5ADQQXam§le woh1d,be a charge of Rs 3dQ fbr}the“?ithéééfi




=“'}to the MVE. - In turn, the MVE expedites the processes of the test -"-t
L soithat the mewber deces not have to wait its turn and over look.the = .-
adef1c1enc1es rc‘ which the test 1s belng conducted for in’ the flrst“ '

“place..]

.'V The second most powerful union is based.at the Cantonment.

'g;Statlong “7nis union draws its power from its members. This union’ .
aﬁcomprlses of those pclice ten/offlcers who own taxi cabs.. It is. o b
.galleged that one of its members' who is a Head Constable in a Thana.. |
“1(Pre01nct) of Karachi, owns'one hundred and thirty threeé Rickshaws - 0 .. .

Qand fifty eight taxi cabs.  There is rio..way to prove or . dlsprove}]-7*
~ this allegation, but  the fact remains that the entlre union ds 0

'comprlsed of members worklng in the Police Department in varlousﬂ“j»
=.capa01ty.._No member of thls union was willing to dlscuss thelr’a'. _
:ehu51ness,_ problems etcw_ ‘since they feel - that there are! nojggwra
t-51on1f1cant issues that need to be resolveo. SRS EE

Then’ there are'+hese operators who ‘do not belong to'anyf,_r

'-‘unlon or a55001at10n. rphese operators get their documents in order -

"~ by greasing the palms of the ftouts' hanging outside the. concerred
offices. 'They feel that they. ‘Ao not have to join a union or form:"_"j
one .of their - own, because .~ the  office bearers 1ncrease the,x;
;:extralegal costs DY keeplnq 2. cut for themselves.~ . Sl T

SRR : An example would be the recent demand of the members ofn,'-g
"~ various unions to increase the authorized rate/kllometer charged]h'j“
,from the- passengers. -The demand -was for an- ‘increase from Rsﬂ-"
1. 50/km to Rs 3.00/km,: ”hereas the nnlons were able to get. a: ralse=._
©  of Rs 0.50 on ly and the new rate is now Rs 2.00/km. ‘This increase.

islof 1Lttlenconsequence for the operators because it was. offset~-

" by the Ancredse. Ane taxes on. various oil’ products‘= gasollneLj

o lubricants erc., ‘Then .came the budget for the year. 1990-91 and
. additional- terrffs“ana ‘taxes were added to the spare: parts used by’

these vehicles. -

Therefore, the operators feel that. they. were“f
cheated by their- unicns . because 1f their original demand of ‘an .
1ncrease to Rs 3. sa xllometer had been ‘accepted than:there wouldu}

" have be. an increasé 'in the real terms and if not all at least’ ‘some
. 'of “the additional taxes would have been offset. By quoting" this. -
B example they feel that the unions are just a farce, they are elther' :

- for the beneflt of the - government or - the office bearers of theﬂ;

"unlons..'
L2. ' Rickshaws .
In Peshawar, tfhere are two unions, viz.:
1. Rickshaw Drivers Union ‘Sadar’ Baz ' Mohammad Khan,. .

- membership: .7,000.




,::the driver arrested. In case of an accident the union helps ts
_*‘members in negotlatlons with- the thlrd party.. :

"ilpermits ‘to be" dlstr1b1ted/sold. to _lts members: but. so. far: no?

" the only achlevement of the.- unlon 1f they ever get thne permlts- romt
..the RTA.- . : S e .

:fé;tf7'- . SuZukis-_-

-fiamong the formal or informal: rSuzuki operators'. ‘The operatorsﬁ ‘
. look upon the uniion as an extralegal cost. They guote the: examplesrfg?
. of other transporters who have unions and are no better off than"

. the Suzuki operators They feel there is no need to: contrlbuteg[
t.towards a union and then be back stabbed by the cffice bearers) ‘who

. bu51ness at. hand of protectlng the rights of its’ members.'

2. " Rickshaw. Drivers Union ‘Sadar’ . Sarwar. Khan,
membérship: .4, 000; ' L -

The word SamW' means Preeldent and the two. unlons are :

- xecognized by the name ‘of the pre51dent of the union. e. g.,‘Sadarfo?“
-}ﬁBaz Muhammad Khan"*' : : : AU R e

Membershlp is granted :and the union strength henceihz

,,-determlned - by applylng the 'Sticker' of the: respectlve union to
. the rlckshaws in  the beglnnlng of the month. ' Whlcheveril_

" organization is more: efficient in this process enrolls_more members :
for the respectlve month and collects Rs 5 00 per. member.,ﬁ-}

'ﬂ The role of ‘the. union - is to help its members" to
'negot1ate"w1th ‘the. pollce in case a rickshaw' is 1mpounded and’

The RTA has promlsed the ‘'Sadar’ - Bazukhan ﬁnioh

'permit' has so far beeu handed over to the union. - This w1ll”be-

The unlon has been maklng futile efforts ror the approvali;

{.of rickshaw stands in the city.. Approved rickshaw stands would
. reduce- the extralegal costs to ‘some extent - no more. tickets for - |
'1'1llegal' parklng. The union has peinted several spots in ‘theicity
" where there 1is- prov1n01al and municipal land avallable and ‘a g

'stand’ could easily be allotted to them, but they believe that it - i
2 is “the in connlvance Wlth the Pollce that the"stands' are notg N
' allotted for thelr use.- : T T

_ There are no reglstered or. any other unlons/assoc1atlons;

once elected get busy get concessions for themselves and. forget they'

ﬁﬁgf .hlf_Truckse

There;are'two registered Unions/Associations'pteséhtiYa;fi

:19@1.




'TaCtive in 'FaisalabadQ
B effectlve for their members

. The latest came on the new:
1990 for the reglstratlon of new Goods Forwarding Agencies.

:gtlme charge of ‘Rs’ 40,000 is .2ing requlred this was' prevxouslyft'
‘not being. charged nor there is any provision in the law ‘regarding
these agencies.
-.frelght movement for two weeks there is ha
. from the . dnion.:. There is an a
- eighty. ‘members of the union.
‘become a member .of the union

fmembers._

' Transport Association,’

lee other transport. unions. they are
only when there is a ¢all for a strike.

levy of. the Punjab ‘Government 1n June
A one -

-apart from a strike which paralyzed the ‘nations

nnual fee of Rs 300 ‘paid by all ‘the = -

agencies are also members of the union and so are many others who'i‘f

fdo not oW elther a truck or an agency.

The unions are supposed to protect the rlghts of 1ts;f

and reports them stolen.

The two reglstered unions in Falsalabad are. |

Falsalabad Ittehad Goods A55001atlon and’ Falsalabad Goodshl:
~Both the Unions are headed by owners of-

Goods Forwardlng agencies. There are forty members. in ‘each. Unlon.'ft

R S U N

rdly any benefit- derived . . 1.

One does not have to own a truck t°*j"”“
owners of the: Goods Forwarding: '

; once in a while they help in recovering a stolen: truck;f;7f’
‘or help in apprehendlnq a driver who sells the goods he is carrylngj-f’*




%Motor-ﬁeﬁidleé*Sﬁatus-in:Peshawarebistrict-

ML Ve lii et e o e e S e e = T

V'LRegiStéred.' _6hekqad_“}f'infbiﬁéyg:,

Bus . - . . .. . -3,660 . 2,607
‘rractor. - . - -.2,530 2,444
“Motor Cab Taxi -~ = c. 2,040 1,817 =
‘Motor Rickshaw : . 5,805 4,786
Delivery Van . . -~ 71,000 .. 8817
‘Private Carrier Truck. _ 334 1+ 1050 o
‘Public Carrler Truck " . -9,460 . . 6,565 -
“Pickup : Co R AT TR

- 9:ambulance .. . - .30 -0 30
10 0il ‘Tanker .. S o ' : T

. 1l:Water Tanker = . o R I
1270thers - - .. 0 03,350 3,209 000

w65Q;sujppJp+4- T e D

'5.fMotqr'§ehiCIés Status'in_Karachiﬁbiétrieﬁ_"

. Registered On Road ;:fihﬁurmaii

TBus/M Bus.t-' e 012,444 7 T 4y 696
‘Tractor ”,-"” ' P A -} R
'Motor Cab Taxi. . . 10;145. o '8, 8063-'
‘Moter ‘Rickshaw. & - 16,525 . 1o, 312

. Delivery Van. e ' e

. Private Carrier Truck o R RN '.“-,-_._¢
‘Public Carrler “Truck = .} 14,426 . . 6,877 . .-
Pickup: " S T T

L _Ambulance _

- 10.0il Tanker .
-1}~ Water Tanker

12 Others

uﬁﬁmmﬁaﬁprl'f;¢:¢ V

5 et ‘NTRC. these vehicles are off road; 1nformatlon gathered A
durlng the field work 1nd1cates ‘that 95 per cent of . these vehlclesfﬁf
are- plylnﬁ‘lnformally S _ o e o

Q_NiB}'Item‘numbers 8 10 and’ 11 are 1nc1uded in Others
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