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Introduction
The transport services sector is closely linked with domestic industrial and agricultural output as well
as with the import and export of goods and services. It accounts for over one-fourth of global trade in
commercial services. In Pakistan more attention is given to the development and upgrading of
transport sector infrastructure while transport services does not enjoy the same level of attention.

Pakistan has a trade deficit in transport services and a substantial portion of its merchandise trade is
using external transportation services. This deficit should be reduced by expanding the export of
transport services. As such, this study investigates the challenges affecting Pakistan‟s export potential
in transport services.

Whilst transport services is a broad field (as defined shortly) this study has focussed upon the major
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transportation modes in Pakistan- land (roads and rail), maritime and air. This study identifies the
trade and investment restrictive measures affecting the transport services sector of Pakistan, to draw
out policy recommendations that will address challenges and increase production and boost exports.
This study will begin by analysing Pakistan‟s domestic regulatory environment in the transport
services sector as well as its compliance to World Trade Organisation (WTO) General Agreement of
Trade in Services (GATS). Next it will identify the potential challenges for increasing services exports
in the transport services sector under the various GATS so-called modes of supply. Finally, as a result
of this analysis policy recommendations have been proposed based on the modes of supply in each
of the three transport modes of transport (i.e. land, sea and air) under investigation.

In order to reduce the trade deficit in the area of transport services, this study found there is a need to
expand the export of transport services in land maritime and air, especially under GATS Mode 1
(cross-border) Mode 4 (temporary movement of natural persons), by attracting more foreign
investment (Mode 3) and by enhancing the extent and quality of domestically competing services. For
all three modes of transport there is a need to address common trade and investment constraints that
are regulatory, policy and market related in nature.

Study methodology

This study was carried out using a mix of research methods which drew information both from
secondary and primary information sources. The secondary sources review included an extensive
desk study of relevant national and international policy and research documents such as government
economic census and research reports, relevant publications of the World Bank, United Nations
agencies, Non Governmental Organization‟s (NGOGOs) and International Non Governmental
Organisations (INGOs) and other sources. The primary source of information consisted of face-to-face
and telephone interviews and detailed key informant interviews.
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Services in internal waterways transport, pipeline transport and space transport are not yet exploited by the government of
Pakistan. The government plans to set up an Inland Water Transport Authority (IWTA) under the Ministry of Water and Power
and the Water and Power Development Authority (WAPDA).
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Transport services and the General Agreement of Trade in Services
(GATS)
The transport service sector is a diverse sector mainly comprising of land, air and maritime subsectors among others. The transport sector covers a wide range of activities with limited
commonalities. This sector covers a variety of transport types, some types being highly capitalintensive such as air, maritime, rail and pipeline transport, whereas others require relatively little
investment such as land passenger transport (taxis, trucks, rickshaws, coaches etc.). The
employment coverage in the transport services sector also varies greatly. Some sectors employ large
numbers- such as in the rail transport where a single company (state or privately owned) may employ
as many as 200,000 people while taxis owners are typically self-employed. The market structure of
this sector is divided in government service provisions such as urban public transport, passenger rail
transport and purely market activities such as pipelines and freight transport. According to a WTO
(2011) Trade Profile of Pakistan, the degree of concentration is also extremely variable, some
activities are in the hands of monopolies or oligopolies (pipelines, rail transport), while others may be
carried out by companies of various sizes or even by individuals (taxis, urban and suburban road
passenger transport, road haulage).

According to W/120 classification of WTO, the transportation services sector covers a variety of
activities including passenger and freight transportation, rental of transport equipment, maintenance
and repair, and various supporting services such as cargo handling, storage and warehousing, freight
forwarding, agency services, etc. The GATS covers all transport services sectors with the exception of
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Air Transport Services. The full list of transport services classification W/120 under GATS is as
follows.

A.

Maritime Transport Services
a.

Passenger
7211

transportation

b.

Freight
7212

transportation

c.

Rental of vessels with crew
7213

d.
vessels

Maintenance and repair of
8868**

services

Pushing
7214
Supporting
745**

services

maritime transport

a.

Passenger
7221

transportation

b.

Freight
7222

transportation

c.

Rental of vessels with crew
7223

e.
f.

B.

and

towing
for

Internal Waterways Transport
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Air Transport Services are exempted from coverage measures affecting air traffic rights and services directly related to the
exercise of such rights
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d.
vessels

Maintenance and repair of
8868**

services

Pushing
7224
Supporting
745**

services

internal waterway transport

a.

Passenger
731

transportation

b.

Freight transportation

c.

Rental of aircraft with crew
734

e.
f.

C.

732

Maintenance and repair of
8868**

transport

Supporting services for air
746

D.

Space Transport

733

Rail Transport Services
a.

Passenger
7111

transportation

b.

Freight
7112

transportation

c.
services

Pushing
7113

rail transport equipment

Maintenance and repair of
8868**

transport services

Supporting services for rail
743

d.
e.

and

towing

Road Transport Services
a.

Passenger
7121+7122

transportation

b.

Freight
7123

transportation

c.
vehicles with operator

Rental
7124

road transport equipment

Maintenance and repair of
6112+8867

transport services

Supporting services for road
744

d.
e.

G.

for

aircraft
e.

F.

towing

Air Transport Services

d.

E.

and

Pipeline Transport
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of

commercial

a.
b.
goods

H.

Transportation
7131

of

fuels

Transportation
7139

of

other

Services auxiliary to all modes of transport
a.

Cargo-handling
741

b.
services

Storage
742

services

Freight
748

c.
d.

I.

and

services
warehouse

transport

agency

Other 749

Other Transport Services

According to the WTO (2011) the obligations contained in the GATS are categorized into general
obligations (which apply directly and automatically to all Members and services sectors) such as Most
Favored Nation (MFN) treatment and specific commitments concerning market access and national
3
treatment in specifically designated sectors. Each member country has laid down specific
commitments in individual country‟s schedules whose scope varies from member to member. Market
access is a negotiated commitment in specified sectors. It may be made subject to various types of
limitations such as:


limitations imposed on the number of services suppliers, service operations or employees in
the sector;



the value of transactions;



the legal form of the service supplier; or the participation of foreign capital.

While a commitment to national treatment implies that the Member concerned does not operate
discriminatory measures benefiting domestic services or service suppliers. The key requirement is not
to modify, in law or in fact, the conditions of competition in favor of the Member's own service industry.
The extension of national treatment in any particular sector may be made subject to conditions and
qualifications. Members are free to tailor the sector coverage and substantive content of such
commitments as they see fit. The commitments thus tend to reflect national policy objectives and
constraints overall and in individual sectors. According to WTO (2011) some Members have
scheduled less than a handful of services while others have assumed market access and national
treatment disciplines in over 120 out of a total of 160 services.

An important aspect of making market access and national treatment commitments is that
governments are able to limit commitments to one or more of the “modes of supply” through which
services are traded (ILEAP, 2004). It is therefore crucial to understand what each of the four modes of
supply actually means in practice.
Mode 1 – Cross-Border Supply
Cross-border supply is defined to cover services flows from the territory of one Member into the
territory of another Member. This mode of supply is similar to the traditional notion of trade in goods
3

For more information on MFN and National Treatment refer to the WTO‟s “ Principles of the trading

system”, Available at: http://www.wto.org/english/thewto_e/whatis_e/tif_e/fact2_e.htm
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where both the consumer and the supplier remain in their respective territories when the product is
delivered. For example, if an Australian shipping company transports freight for a Pakistani company
from Karachi to Melbourne, this would constitute an export for Australia, and an import for Pakistan
and vice versa.
Mode 2 – Consumption Abroad
Consumption abroad refers to situations where a service consumer moves into another Member's
territory to obtain a service. The consumer, although being in a foreign country, remains a resident of
their home country, giving rise to transactions between residents and non-residents. This results in an
import of services for the country of the consumer and an export for the country of the service
provider. For example, if a Pakistani company purchases freight transportation services from an
Australian shipping company to ship merchandise from Paris to Melbourne, this would constitute an
export for Australia and an import for Pakistan.
Mode 3 – Commercial Presence
Commercial presence implies that a service supplier of one Member establishes a territorial presence,
including through ownership or lease of premises, in another Member's territory to provide a service.
Commercial presence includes legal entities such as corporations, joint ventures, partnerships,
representative offices, and branches. For example, if an Australian shipping company establishes a
branch office in Karachi and starts operations, this would constitute an export for Australia and an
import for Pakistan.
Mode 4 – Movement of Natural Persons
Presence of natural persons consists of persons of one Member entering the territory of another
Member to supply a service. The Members remain free to operate measures regarding citizenship,
residence or access to the employment market on a permanent basis. For example, if an Australian
citizen spends three months working at the Karachi branch of an Australian shipping company, this
would constitute an export for Australia and an import for Pakistan.

Each of the four modes is important for transportation services (ILEAP, 2004). Mode 1 is clearly
important for international transport where services are provided across borders. Mode 2 is important
for the repair and maintenance of transport equipment (e.g., vessels and other transport equipment)
and also to ensure that consumers of transport services have access to foreign-based service
providers. Mode 3 is imperative because of the need to establish a commercial presence to manage
transport service operations. Transport services are labour intensive which makes Mode 4 also
important as it touches upon the possibility of hiring foreign crewmembers and officers.

Trade in transport services in Pakistan
According to Burki et al., (2007) Pakistan does not collect data under the GATS‟ four modes of
supply, which makes it difficult to assess its position in trade in services. Transport services are
covered under the „Transport, Storage and Communication‟ in which transport covers roads, railways,
air transport, port and shipping services. In 2010-11 services covered 53% of the total GDP, 10% of
GDP is covered by transport storage and communication services, as shown in figure 1.1. Over the
past decade there has been decrease in the growth of this sector as its share has dropped from 11.5
percent in 2001 to 10 percent in 2010, as shown in figure 1.2 below. According to the 2011 WTO
Trade Profile for Pakistan, in 2008 the gross fixed capital formation in this sector stood at US $ 6543
Million, the overall percentage change from years 2000-2007 was 20% and from 2008-2011 the
change has been -6%. In 2008 the total value added by this sector was US$ 16676 million (% change
from 2000-2008 11%) making it 11.9% of total value added in 2008 (% change from 2000-2008 was
1%). In 2007 the employment in this sector as to total employment was 5.4% (% change from 20002008 was 1%). The growth performance of this sector has also been decreasing as it was about 6%
5

of GNP in 1980‟s which has decreased to 1.3% in 2010 as shown in figure 1.3a below. Also the real
GDP growth rate of this sector has decreased from 6.2% in 1980‟s to 4.5% in 2010 as shown in figure
1.3 below.

Figure 1.1: % Share of different services sectors in GDP at constant factor in 2010-11

Source:Federal Bureau of Statistics (FBS), 2011
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Figure 1.2: Share in GDP of transport storage and communication services at
constant factor cost

Source: FBS, 2011

Figure 1.3a: Growth performance of transport storage and communications (% growth
at GNP constant factor cost)

Source: FBS, 2011

Figure 1.3b: Real GDP growth rate (%) in Pakistan in Transport Storage and
Communication
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Source: FBS, 2011

Overall transportation services constitute the major component of services trade in South Asia. South
Asian exports of transportation services grew much faster than those from Asia and the world during
1995 to 2008 (Sohail et al, 2011). South Asia presently contributes about 7.7% and 1.4% of
transportation services exports of Asia and the world respectively in 2008, compared to 6.9% and
1.0% percent in 1995 (Sohail et al, 2011). Transportation services exports have grown much faster
than imports during 1980 to 2010 in the case of Sri Lanka and India. According to Sohail et al. (2011)
India is the largest exporter of transport services in South Asia. In 2008, India‟s total exports of
transportation services were contributing about 76% of the total regional transportation services
exports. Pakistan, Bangladesh and Sri Lanka are other important South Asian players in trade of
transport services. All the South Asian countries including India have a deficit in trade in
transportation services. (Sohail et al., 2011)

According to United Nations Conference on Trade and Development (UNCTAD, 2011) statistics
Pakistan‟s transport services exports in US dollars millions at current prices and current exchange
rates in 1980 stood at US $269 million and increasing to US$ 1300 million in 2010 as shown in figure
1.4 below. As compared to India, Bangladesh and Sri Lanka transport services exports in 1980 and
2010 amounted to US$ 446 and 13088 Million, US$ 39 and 174 Million and US$ 43 and 866 Million
respectively. The transport services imports of Pakistan in 1980 stood at US $ 566 million and
increasing to US$ 3,706 million in 2010 as shown in figure 1.5 below. As compared to India,
Bangladesh and Sri Lanka transport services imports in 1980 and 2010 amounted to US$ 1778 and
48243 Million, US$ 209 and 3401 Million and US$ 212 and 1549 Million respectively.

According to WTO (2011) the transportation services deficit of Pakistan in 2008 was US$ 2834
million. The transport services imports in 2008 were total valued at US$ 4020 million (% change from
2000-2008 was 13%) of which US$ 2824 Million was by sea (% change from 2000-08 was 17%) US$
1163 million by air (% change from 2000-08 was 7%) and land transport was US$ 33 million making
the share of imports of transport service by Pakistan 0.4% in the world. Similarly transportation
services exports in 2008 were valued at a total of US$ 1186 million (% change from 2000-08 was 4%)
of which US$ 243 million was by sea (% change from 2000-08 was 9%) US$ 943 million was by air
(% change from 2000-08 was 4%) making the share of exports of transport services of Pakistan 0.1%
in the world. The transport services deficit in 2010 was US$ 2406 million.

Figure 1.4: Pakistan’s exports of transport services in US$ million at current prices
and current exchange rates

Source: UNCTAD, 2011
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Figure 1.5: Pakistan’s imports of transport services in US$ at current prices and
current exchange rates

Source: UNCTAD, 2011

According to UNCTAD (2011) statistics, Pakistan‟s exports of transport services in total trade in
services was 41% in 1980 and rose to more than 61% in 2000 and drastically falling to about 22% in
2011 as shown in figure 1.6 below. While India, Bangladesh and Sri Lanka‟s export of transport
services in total trade in services was 15%, 18% and 18% respectively in 1980. India‟s and
Bangladesh‟s exports dropped to 11% and 7% respectively while Sri Lanka‟s export increased to
about 46% in 2010.Pakistan‟s imports of transport services in total trade in services in 1980 was 65%
which increased to 68% in 2000 and falling to 53% in 2010 as shown in figure 1.7 below. While India,
Bangladesh and Sri Lanka‟s import of transport services in total trade in services in 1980 was about
60%, 65% and 61% respectively. India‟s decreased to 44% while Sri Lanka remained at 61% and
Bangladesh increased to 78% in 2010. The reduction in exports and increase in imports of transport
services in Pakistan is attributed to lower passage and freight earnings and reduced local operations
of foreign transport companies. In addition to this the low domestic transport capacity, prevailing
security situation, economic downturn and high fuel costs have added to equation.

Figure 1.6: % of Pakistan’s exports of transport services in total trade in services

Source: UNCTAD, 2011
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Figure 1.7: % of Pakistan’s Imports of transport services in total trade in services

Source: UNCTAD, 2011

According to Raihan (2008) the Balassa‟s Index of Revealed Comparative Advantage (RCA) for the
services sector in South Asia in 2008 Pakistan had an RCA index higher than Bangladesh only in
overall transport services, while in the sea transport sub-sector its RCA index is higher than India only
and comparable to Bangladesh. In the air transport services sub-sector Pakistan had the highest RCA
index as compared to Bangladesh, India and Sri Lanka as shown in table 1.1 below. As can been
seen in the table 1.1 India has a higher RCA Index than the rest of the countries in overall transport
services. Sri Lanka has a comparative advantage in sea transport. As shown in table 1.2 below, in
reviewing the RCA index of transport services of these countries from 2000 to 2006 it can be seen
that the RCA index of Pakistan has been declining as compared to the other countries. In case of sea
transport the main reasons attributed are that Pakistan‟s domestic capacity for shipping has gradually
declined and cannot meet the countries demand.

Table 1. 1: Revealed comparative advantage of transport services
Bangladesh

India

Pakistan

Sri Lanka

Transport Services

0.19

1.17

0.23

1.14

Sea Transport

1.47

1.26

1.45

2.55

Air Transport

0.11

0.31

2.95

1.77

Source: Calculation from Global Trade Analysis Project (GTAP) database version 6.27 cited in Sohail et al., 2011

Table 1.2: Index of revealed comparative advantage of transport services from 2000-2006
Country

2000

2001

2002

2003

2004

2005

2006

Average (2000-06)

Bangladesh

0.47

0.41

0.47

0.32

0.31

0.42

0.34

0.39

India

0.50

0.50

0.55

0.57

0.49

0.47

0.52

0.51

Pakistan

2.58

2.39

1.41

1.26

1.48

1.35

1.62

1.73

Sri Lanka

1.80

1.21

1.75

1.79

1.77

2.01

2.36

1.81

Source: Sohail et al., 2011

Pakistan’s regional, bilateral and GATS commitments in transport services
Pakistan has seven major regional/bilateral trade agreements namely Afghanistan-Pakistan Transit
Trade Agreement (APTTA), Pakistan-Iran Preferential Trade Agreement, South Asian Free Trade
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Area (SAFTA), Pakistan-Malaysia Trade Agreements, Pakistan-China Free Trade Agreements,
Pakistan-Sri Lanka Free Trade Agreement and Pakistan-Mauritius Preferential Trade Agreement.
The APTTA signed in 2010 and Pakistan-Iran Preferential Trade Agreement signed in 2005 covers
land transport in particularly but transit trade with Afghanistan and Iran is restricted. According to the
WTO (2007) the APTTA restricts entry of Afghan trucks into Pakistan as they may not move cargo
directly from Karachi Port, and Pakistani trucks must be used to tranship at the border unless the
state-owned National Logistics Cell (NLC) is used. Under the APTTA, the NLC has a monopoly on
Afghan transit trade from Karachi to Kabul and Kandahar. Pakistan allows Afghan trucks to transport
certain Afghan exports to India via the Wagah border. The Bilateral Transit Trade Agreement with
Iran allows Pakistani trucks to carry goods to Zahidan while Iranian trucks can operate to Quetta. A
road transportation agreement between Pakistan, Iran, and Turkey is not being implemented; this is
restricting Pakistan-Turkey trade as Iran does not allow Pakistani trucks to enter and prevents Turkish
haulers from transiting to Pakistan. Pakistan is negotiating revised agreements with Afghanistan and
Iran aimed at allowing free movement of transit trade, the agreement with Iran is awaiting ratification.

Similarly in case of South Asian Free Trade Area (SAFTA), which also covers transport services,
there are certain restrictions. For instance between India and Pakistan in land transportation there
are limited border crossings; very limited rail traffic across borders; and requirement that rail wagons
carrying goods across the border should return empty. In sea transportation ships must first touch a
third country port to import from either Pakistan or India (i.e., Dubai or Singapore); limited ports and
inland customs posts at which the import of “sensitive” products can be cleared.

The Pakistan-China Free Trade Agreement in Services covers the transport services sector, Pakistan
has full commitments in land transport services including both rail and road transport services. China‟s
commitments on the other hand include commitments in maritime transport services, limited
commitments in air transport and inland waterways transport services.

The Pakistan-Malaysia Trade Agreement covers transport services which are not mutually
reciprocated; Pakistan has full commitments in land transport services only while Malaysia has
commitments in maritime transport services only.

In addition to the above, Pakistan has signed a number of regional road transport agreements (WTO,
2007). They are:


The 1995 Quadrilateral Agreement with China, Kyrgyzstan, and Kazakhstan was finally
implemented in 2005.



The 2005 Pakistan-Afghanistan Bus Service Agreement, which allows bus services between
Peshawar and Jalabad, and Quetta and Kandahar.



In 2005 Pakistan signed an agreement with India to allow limited bus services between
Nankana and Amritsar in which cabotage is excluded. Pakistan‟s operations to India are
provided exclusively by the state-owned Pakistan Tourism Development Authority, which also
has monopolies on other overland transit routes.



In 2005 Pakistan ratified United Nations Economic and Social Commission for Asia and the
Pacific‟s (ESCAP) Inter-Governmental Agreement on Asian Highway Network designed to
promote regional international road transport.

Each WTO Member is required to have a Schedule of Specific Commitments which identifies the
services for which the Member guarantees market access and national treatment and any limitations
that may be attached. The Schedule may also be used to assume additional commitments regarding,
for example, the implementation of specified standards or regulatory principles. Commitments are
undertaken with respect to each of the four different modes of service supply. Most schedules consist
of both sectoral and horizontal sections. The “Horizontal Section” contains entries that apply across all
11

sectors subsequently listed in the schedule. Horizontal limitations often refer to a particular mode of
supply, notably commercial presence and the presence of natural persons.
Pakistan did not make any commitments on transport services in the Uruguay Round but has made
“initial offers” under the current Doha Development Agenda (DDA) which are “conditional” and would
become “commitments” only upon the satisfactory conclusion of DDA. These may be withdrawn or
amended at any point in time before finalization and have not been made “public” and “official” yet. It
has been reported that Pakistan has been asked to take on commitments in all sub-sectors of
transport services. At present Pakistan is considering taking commitments in maritime, land (road and
rail) and pipeline transport services in all four modes of supply with limited restrictions on market
access except foreign equity requirements, limitations on national treatment and minimum investment
requirement. Other than this, further information is not forthcoming since the further Pakistan
commitments are in the process of negotiations and this is information cannot be made publicly
available.

Overview of transport services sector
The three major transportation modes in Pakistan are land (roads and rail), maritime and air. Services
in Internal Waterways Transport are not yet exploited by Pakistan and it is currently not regulated. The
government plans to set up an Inland Water Transport Authority (IWTA) under the Ministry of Water
and Power and the Water and Power Development Authority (WAPDA). The Authority is yet to be set
up and the ministry has yet to formulate draft legislation for approval from the Council of Common
Interests. Pipeline transport is in the purview of the Ministry of Petroleum and Natural Resources. The
Government has plans for the Iran-Pakistan-India gas pipeline but as such this sector of transport
services has also not yet been exploited by the Government. Space transport services sector which is
under the purview of the Ministry of Defence and the Pakistan Space and Upper Atmosphere
Research Commission (SUPARCO) is also not yet exploited by the Government.

The following sections provide an analysis of land (road and rail), air and maritime transport services
sub-sectors in Pakistan.

Road Transport
Road transport is the backbone of Pakistan's transport system. The 9,574 km long national highway
and motorway network, which amounts to a mere 3.6 percent of the country‟s total road network –
nonetheless carries 80 percent of Pakistan's total traffic (World Bank, 2011). Over the past ten years,
road traffic (both passenger and freight) has grown significantly faster than the national economy.
Roads have become the most important segment of the transport sector in Pakistan. In 1947, reliance
on roads was only 8 percent, however, the roads now carry over 96 percent of inland freight and 92
percent of passenger traffic. (Economic Survey, 2011)

The total estimated length of the roads in Pakistan is clear from the Table 1.3 below:

Table 1.3: Estimated Length of Roads in Pakistan
Years

Category

Punjab

Sindh

KPK

Baluchistan

GB & AJK

TOTAL

2006-07

TOTAL
Low Type
High Type

104456
34807
69649

81129
27034
54095

42509
14165
28344

29548
9846
19702

1547
510
1037

259189
86362
172827

2007-08

TOTAL
Low Type

104115
33864

80863
26301

42369
13781

29451
9579

1552
505

258350
84030
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High Type

70251

54562

28588

19872

1047

174320

2008-09

TOTAL
Low Type
High Type

104114
32949
71165

80836
25591
55272

42369
13409
28960

29452
9321
20131

1552
491
1061

258350
81761
176589

2009-10

TOTAL
Low Type
High Type

105085
32179
72906

81618
24993
56625

42765
13095
29670

29727
9103
20624

1565
480
1085

260760
79850
180910

2010-11

TOTAL
Low Type
High Type

105253
32147
73106

80625
24000
56625

42550
13000
29550

29500
9000
20500

1535
450
1085

259463
78597
180866

Source: National Transport Research Centre (NTRC)

Road density is often depicted as an indicator of a country‟s prosperity and development level.
Current road density in Pakistan is 0.32 km/km2, which is much less even from a regional standard.
The government is endeavouring to double the road density to 0.64 km/km2 over the next two
decades. From only around 50,000 km in 1947, Pakistan‟s current road network is now more than
260,000 km. (Economic Survey, 2011)

Regulatory framework
At the Federal level the Ministry of Communications is responsible for road transportation through the
National Transport Research Centre (NTRC) for research and policy guidelines, the National Highway
and Motorway Police for implementation of rules regulation and the National Highway Authority for
infrastructure Pakistan Institute of Labour Education and Research (PILER) (PILER, 2006). At the
provincial level the excise and taxation departments, the provincial home departments and provincial
transport authorities regulate the road transport services in Pakistan.

Constraints and barriers
Multiple regulators

According to the PILER (2006) the regulatory and governance mechanisms of road transportation
have not been brought under a unified, central authority. Vehicles are registered by provincial Excise
and Taxation Departments, authority for license issuance and renewal lies with provincial Home
Departments, while grant/renewal of route permits and vehicle fitness certificates are issued by
provincial Transport Departments that work under provincial Transport Authorities. The provincial
Transport Authorities are responsible for the administration and enforcement of Motor Vehicles
Ordinance, 1965 & Motor Vehicles Rules, 1969 and their functions include planning and allocation of
routes. The trucking sector is regulated by the Trucking Policy 2007 in addition to the Road and
Carriage Bill 2010. The inter and intra city passenger transport services are dominated by the private
sector and the day to day control lies with these authorities. In addition it has been reported that the
governance issues are compounded as the provincial/regional transport authorities plan, devise and
enforce rules/legislation independent of each other and do not function under a unified federal policymaking body.

Fragmented nature of the market

Under the different regulatory frameworks for road transport services the ownership of road transport
companies by both domestic and foreign entities are allowed to operate. Some of the main operators
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include AGILITY (an American company), Sammi-Daewoo (a Korean company), and Shaheen Freight
Service (a domestic company). Pakistan does not closely control road freight rates by fixing rates.
Furthermore it has been reported that the National Logistic Cell‟s (NLC) (a state owned company)
rates are slightly higher but offer reliability and security. Pakistan also does not enforce cabotage
policies and does not employ charges or conditions of access to road facilities that discriminate
between different countries/companies. Under the law the road transports services are open to
competition to foreign and domestic firms.

The liberalization of the road transport market beginning in the 1970s resulted in a fragmentation of
the sector's structure, with a vast majority of informal operators (worker-come-operators) entering the
sector to secure a livelihood with little investment, followed by the emergence of individual/ joint
ownership of small fleets of intercity passenger and freight services. The major investors stayed out of
the market as they did not envisage public provision paying lucrative dividends. In the late 1990s,
large private sector companies were induced through fiscal incentives. At present the sector has
several systems of operation, many skilled workers are self-employed as owner-come-drivers
(operators) and semi-skilled as cleaner/conductors of public service vehicles (bus/wagon/minibus/loader/taxi/motor rickshaw/school van) purchased through loans from traditional money lenders.
Intra-city passenger and freight vehicle ownership falls under this category. At times, a single vehicle
is owned jointly by two to three persons (i.e. driver, conductor) who pool money to purchase vehicles
from the owner/permit holder at high interest rates. A single vehicle service cannot be registered as
an establishment or company. The vehicle is not insured as insurance companies charge high
premiums for individually owned public transport vehicles due to rising incidences of arson and
looting. The informal employment contract is based on the residual income principle, with the worker
retaining whatever amount is left after paying a contractually fixed amount to the vehicle owner and
gasoline charges. (PILER, 2006)

Protection to State-Owned Enterprises (State monopoly)

Under the patronage of Government of Pakistan the National Logistics Cell (NLC) a state owned and
run establishment under the Planning Commission of Pakistan is one of the biggest public sector
transportation organizations in the world. The level of protection for NLC is quite high as NLC has
near monopoly over Afghan transit trade. In addition the Government gives the NLC first priority, with
second priority going to private domestic operators and lastly foreign operators. NLC has first right of
refusal before any arrangement can be made with any other party (domestic or foreign). NLC is a
major oil carrier and lifts over 50% of the nation's crude oil production the crude oil is transported by
NLC from oil fields to refineries at Karachi and Rawalpindi. It exclusively operates the Karachi and
Hyderabad Dry Ports which are one of the two major dry ports in the country. Collection of toll tax has
also been entrusted to NLC since 1999. Prior to 1999, toll tax on the national highways was being
collected by the National Highway Authority (NHA) through private contractors. NLC remains the
highest toll collector for NHA as NLC is operating more than 25 toll plazas across the country. NLC
owns both covered and open warehouses throughout the country. It offers covered accommodation of
over 50,000 sqm and open warehousing facility of 0.5 million sqm for containerized cargo at Quetta
and Amangarh (Nowshera). Central Board of Revenue extends special assistance to NLC regarding
custom clearance and handling services which are not available to other operators in the country.
NLC has a lifetime tax exemption certificate which is charged to other operators at 2% annually.
Pakistan would need to schedule such discriminatory measures.
The NLC is also planning to enter the domestic goods train business in Pakistan. The NLC had
demanded the right to purchase trains/locomotives from Pakistan Railways, South Korea and General
Electric, United States, which has been approved. The NLC had also demanded to establish six
terminals at borders areas of Taftan, Chaman, Torkham, Wagha, Jamrode and Sust. Apart from the
freight service, the NLC is involved in construction business, and dry ports and border terminals
operations. It has a subsidiary company for manufacturing and retreading of tyres and spares. It is
also involved in revenue collection at toll plazas, a turnkey telecom company and also owns a
technical institute.
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Issues in road freight
Pakistan‟s road freight sector is domestically operating in a highly competitive environment; the
overall structure is informal and un-organized. The sector generally comprises of very small fleet
owners except for a few organizations that own fleets of more than ten vehicles. The National
Logistics Cell is the largest operator with a market share of approximately 10% (Planning
Commission, 2011). According to Engineering Development Board (2007) most of the major investors
in this sector are importing used trucks and concrete mixers, which are converted and then sold to
individual truck and fleet operators through instalments. The small owners are largely dependent on
freight brokers who have a dominant hold on the operations of this sector. The owner driver setup is
estimated to be about 10% of the sector. The trucking sector is responsible for almost 96% of the total
ton/kms freight and dominates the market owing to a weak and unreliable railways system. Factors
responsible for the sector‟s inefficiencies, resulting from low serviceability, are largely caused by
overloading, fuel inefficiencies, road damages as well as environmental hazards. Sector inefficiencies
are costing Rs.150 billion/ year (consisting of Rs. 60-90 billion/year extra fuel cost and subsidies on
diesel; Rs. 30-35 billion/year additional road user costs and Rs. 25 billion/year contribution to the
infrastructure deficit). (EDB, 2007)
According to the EDB (2007) the domestic demand of cargo is around 250 – 300 million tonnes. This
is much higher than the international demand of about 45- 50 million tonnes. According to a report by
the Planning Commission of Pakistan (2011) the total number of registered trucks equal 216,043
while those currently on road are 196,850. Out of the total fleet, 65-70% of them comprise of single or
double-axle trucks owned mainly by small operators. With this composition, the sector cannot be
integrated with international trade routes. An unhealthy and intense internal competition prevails in the
sector, which compels it to operate at very low profits. Low freight rates in the domestic market and
high import tariffs on high capacity multi-axle trucks (between 30 to 60%) are a major hurdle faced by
operators in improving their fleet. Low freight rates are a result of a competitive market with many
small operators. Although this contributes towards lowering the cost of doing business, indirect costs
associated with it in terms of road damages due to overloading, wastages of edible products during
transportation and increased rate of accidents are significantly pushed upwards. According to an
estimate, 70% of the 2, 3 axle trucks are overloaded while 40% of 4, 5, and 6 axle trucks are
overloaded (EDB, 2007). The roads deterioration and damages due to overloading are imposing huge
infrastructure maintenance cost as well as slow travel times and high fuel costs. It is also reported in
the EDB (2007) study that the surge in the fuel prices during the last few years have depressed
revenue per loaded KM of an articulated truck which in real terms have declined by an average of
1.4% per annum by 2007. Low quality of service is seriously impeding Pakistan‟s trade
competitiveness both at internal and external levels. According to an EDB study (2007) the lead times
are more as compared to other countries, the upcountry movement of a Pakistani truck from the
Karachi Port takes 3-4 days which is double the time taken in Europe or East Asia. Operating speed
of an average Pakistani truck is only half of the truck speeds in Europe (Planning Commission, 2011).

With increases in traffic, the present fleets of trucks and road freight sector are not in a tune with the
increasing domestic and international demand. In order to draw maximum benefit from geographical
location of Pakistan and for becoming a regional trade hub it is essential to put in place a sustainable
policy for the road freight sector of Pakistan taking care of economic, social and environmental issues
relating to this sector.

Ancillary services

Pakistan allows ownership, management and operation of roads, cargo facilities and infrastructure to
foreign and domestic companies. However there is limited permission to own roads and other
infrastructure by both domestic and foreign companies on Build-Operate-Transfer (BOT) basis.
Foreign road transport companies are allowed to operate in Pakistan. Domestic companies are
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allowed to transport freight and passengers for foreign companies and vice versa. Pakistan allows a
domestic company to purchase freight and passenger transport services for foreign companies where
clearing agents and transporters are both domestic companies and vice versa. Foreign companies
are allowed to establish a branch office for freight and passenger transportation and other transport
services in Pakistan. Pakistan has bilateral road transport agreements and arrangements e.g. Afghan
Transit Trade; International Road Transport Agreement with China (goods and passenger);
Quadrilateral Agreement of Trade in Transit; agreement with Iran, Pakistan and Afghanistan;
Agreement on Bus Service; Pakistan and India Agreement on Bus Service (three routes),
Memorandum of Understandings (MoU) have been signed with Turkey and Uzbekistan, Economic
Cooperation Organisation (ECO) Transit Transport Framework Agreement (TTFA). In Pakistan both
foreign and domestic companies are allowed to own and operate freight forwarding businesses. (such
as AGILITY) but mostly the warehouses in Pakistan are run and owned by the government with the
private sector presence negligible. Pakistan allows foreign companies to own and operate warehouse
businesses and container terminals on a Build-Operate-Transfer (BOT) and Build-Own-OperateTransfer (BOOT) basis. Pakistan allows foreign companies to own and operate custom brokerage
businesses has a clearing license. Pakistan does allow foreign companies to own and operate towage
business but through joint ventures with Pakistani companies. Pakistan allows foreign and domestic
companies to own and operate business that rent transport services and crew. It is relatively open but
there seems to be a possibility that such openness could easily lock in via status quo commitments in
trade agreements without hanging a single law or regulatory measure.

Recommendations for enhancing export potential

The road transport services are closely linked with domestic industrial and agricultural output as well
as with import and export of goods and services. Pakistan has potential in expanding the exports of
road transport services under the 4 GATS modes of supply.

For Mode 1 (cross-border) emphasis should be given to expanding the national freight and passenger
transportation fleet, reducing transit time, making cargo handling cost and time effective and ensuring
high quality of service. This can be achieved by taking concrete steps to increase the domestic
capacity of road transport services both passenger and freight which at present are not in the position
to handle the demand. Incentives should be provided such as easy and simplified access to finance,
simplified regulations and procedures, better enforcement of regulations and decreasing imports duty
on transport vehicles. There is also a need for interconnecting domestic and international markets and
making markets accessible and attractive for the private sector. Although such recommendations
have been the aim in different policies but actual on ground implementation and reality is totally
opposite as there exists weak implementation of policy by the state.

Secondly unhealthy competition in road transport services needs to be reduced to facilitate trade, to
protect consumers from anti-competitive behavior and at the same time providing better quality
services at lower costs, generating employment and economic growth, to meet growing demand and
to reduce inefficiencies as identified in the above section. In addition the market dominance of service
providers needs to be checked, the level of protection and patronage offered to the state-owned
enterprise NLC needs to be tapered down. It seems that the government seems to be reluctant to
make commitments in the road transport services under GATS for the fear that competition might
erode the rents from NLC. But when a state provides administrative and financial support to a public
sector service provider while private service providers do not have access to similar assistance the
private service providers have to face a competitive disadvantage.

There are Mode 2 (consumption abroad) possibilities for enhancing export potential as NLC is already
engaged in construction and engineering services in the Middle East it can also be exploited for Mode
2 in freight and auxiliary transport services in the Middle East.
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For Mode 3 (commercial presence) more foreign investment needs to be attracted which can be
achieved by providing pro private sector investment policies, incentives, assurances and support
similar to transport infrastructure.

For Mode 4 (temporary movement of natural persons) emphasis should be given to upgrading the
training institutions (such as the driver training institute of NLC) and making them centres of
excellence whereby knowledge and trained/ skilled labour can easily be exported across the globe.
Pakistan can use the regional and bilateral services agreements to include export of skilled cab
drivers and other public transport operators and engage the Overseas Employment Corporation of
Pakistan for this purpose. In all cases the government should provide export enhancing subsidies to
suppliers of services such as preferential tax treatment for income generated by export of services.
There is also a need for Pakistan to take a pro-active stance in DDA and PTA talks on trade
facilitation as complimentary steps on border management and transport enhancement

Rail transport
Pakistan Railways is the sole provider of this mode of transportation in Pakistan. It caters to large
scale movement of passenger and freight (Economic Survey, 2011). Pakistan Railways has a broad
gauge system (with a small network of meter gauge in the South East). The network consists of the
main North – South corridor, connecting the Karachi ports to the primary production and population
centers in Pakistan. The track is in good condition with an axle-load of 23 tons and maximum
permitted speeds of 100/110 kph. (World Bank, 2011)
Regulatory Framework
The sector‟s primary legislation is the Railways Act, 1890 (RA1890). In 1890, railways was as much a
matter for private enterprise as it was a Government function. Later when the Government took over
complete control that the legal enabling provisions for concessioning private railway companies
ceased to be observed in practice even though they remain on the statute books. The RA 1890
provides for a co-existence of private railway companies and Government-owned railways; each is
referred to as a „railway administration‟ subject only to limitations under a contract with the
Government or to the land acquisition powers of the Government. (ADB, 2007)

Constraints and barriers
Sole regulator and service provider with decreasing efficiency

Ministry of Railways and Pakistan Railways is the sole regulator and provider of rail transport service
in Pakistan. Pakistan Railways‟ network consists of the main North – South corridor, connecting the
Karachi ports to the primary production and population centers in the north. The performance and
condition of Pakistan Railways has declined and its share of inland traffic has reduced from 41% in
the 70‟s to 10% in 2010 for passenger and 73% in the 70‟s to 4% in 2010 for freight traffic. After the
creation of NLC to clear the goods from Karachi port, Pakistan Railways has always found it difficult to
regain its historical position. However, according to the economic survey of Pakistan in the years
(2000‐2009), Pakistan Railways has shown improving trends in both passenger and traffic registering
an average increase of 3.2% and 4.0% per annum, respectively. However 2009-10 there was a
decrease in both passenger and freight traffic, which decreased by 13.1%. According to Planning
Commission‟s report (2011) the fall in growth rates for freight and passenger traffic during this period
has been attributed to the economic slowdown and security problems. There has also been a
shortage of locomotives due to non procurement of spare parts. Much of the rolling stock was
destroyed during December 2007 riots which are still to be repaired. This delay has been mainly due
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to reduction in financial allocation and poor domestic facilities. The majority of the recently acquired
engines from China are also facing maintenance issues which have lead to closure of various routes.
The productivity of PR‟s freight services is about 1/3 of Indian Railways (IR), half of Thai Railways and
1/8th of Chinese Railways, primarily on account of increasing preference for road transport by
passengers as well as goods forwarders over rail transport and owing to a diversion of already scarce
resources towards the expansion of the road network by the government. PR not only takes longer
but also costs more leading to significant price differentials in different markets. In addition, PR
continues to cross-subsidize passenger services from freight services, resulting in non-competitive
freight rates over road transport. As a result, the PR has a very low and stagnant market share,
carrying less than 10% of passenger traffic and 5% of freight. Pakistan Railway is trying to bring in
private sector investment into railway operations by offering certain sections of the network for running
of passenger and freight trains by paying track access charges. It has also planned to procure around
200 new coaches and induct over 500 new wagons into the system. Railway track is also being
doubled from Khanewal‐Raiwind (246 km). The possibility of extending rail links to China, Afghanistan
and Turkey (via Iran) is currently under consideration. (ETDB, 2011)

The earning of Pakistan railways from 2000 to 2011 is provided in table 1.4 below.

Table 1.4: Earnings of Pakistan Railways
Fiscal Year

(R.s Million)

Earning

2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11 (July – Mar)

% Change

11,938
13,046
14,812
14,636
18,027
18,184
19,194
19,973
23,160
22,269
13,060

20.7
9.3
13.5
-1.2
23.2
0.9
5.5
4.1
16.0
- 3.8
- 19.1

Source: Ministry of Railways

Earnings are still very low and are hardly enough to cover the cost of salaries and pensions which
equal 14 billion and 7 billion Rs respectively per annum, respectively. In 2008-09, earnings grew by
16 percent compared to the year before but since then they have worsened to pre-2004 levels.
Despite improved performance during the last decade, losses still remain high. In 2006-07, total loss
was Rs 10 billion and in 2007-08, the loss was over Rs 12 billion. (Planning Commission, 2011)

Table 1.5: Performance of Pakistan Railways
Fiscal
Year

1990-91
1991-92
1992-93
1993-94
1994-95
1995-96

Route
(Kilometres)

8.775
8.775
8.775
8.775
8.775
8.775

Number of
Passengers
carried (Million)
84.90
73.30
29.00
61.72
67.70
73.65

Freight
carried
(Million
Tonnes)
7.72
7.56
7.77
8.04
8.11
6.85
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Freight
Tonne
(Kilometres
Million)
5.709
5.962
6.180
5.938
6.711
5.077

Locomotives
(Nos.)

753
752
703
676
678
622

Freight
Wagons
(Nos.)
34.851
30.369
29.451
29.228
30.117
26.755

1996-97
1997-98
1998-99
1999-00
2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11
(July –
Mar)

8.775
8.775
7.791
7.791
7.791
7.791
7.791
7.791
7.791
7.791
7.791
7.791
7.791
7.791
7.791

68.80
64.90
64.90
68.00
68.80
69.00
72.40
75.70
78.18
81.43
83.89
79.99
82.54
58.97
38.79

6.36
5.98
5.45
4.77
5.89
5.90
6.18
6.14
6.41
6.03
6.42
7.23
6.94
4.63
1.88

4.607
4.447
4.330
3.612
4.520
4.573
4.820
4.796
5.014
4.971
5.453
6.178
5.896
3.925
1.360

633
611
596
597
610
577
577
592
557
544
544
555
551
520
184

25.213
24.275
24.456
23.906
23.893
23.460
23.722
21.812
21.556
20.809
19.638
18.638
17.259
16.450
14.569

Source: Economic Survey 2011

According to a 2011 Planning Commission‟s report (2011) Pakistan Railways employs 90,000 people
and carries on average 65 million people annually while Indian Railways on the other hand employs
1.6 million people and carries 7.3 billion people annually. This gives Pakistan Railways an annualized
passenger per employee figure of 722 and 4562 for Indian railways. With massive losses, the
Pakistan railways needs to better handle its employees and operations.

Barriers to inter country rail transport

Prior to 1947, India had an integrated railway network with Pakistan. In the post-independence period,
the railway networks of the two countries have been owned by respective public monopolies and
cross-border trade has been limited to the movement of a few passenger and freight trains between
India and Pakistan. The movement of passengers (between Delhi and Lahore through the Samjhauta
Express) and of freight between India and Pakistan has been suspended from time to time due to the
strained political relations between the two countries. There is also a Munabao-Khokhrapar rail link
between Rajasthan and Sindh which was operational before 1975 and has not been used since.
National security issues, political issues and custom clearance-related issues have all prevented the
development of an efficient inter-country logistics system. (Mukherjee and Sachdeva, 2004)

Lack of private sector interest

A clear policy road map is required as the industry structure remains largely indeterminate. A policy
framework by the Government could have laid down the road-map, but such a policy framework
remains absent. In the absence of a clear legal and policy framework for private sector involvement in
the railways, coupled with the monolithic status of Pakistan Railways, no private sector group could be
identified that is involved in the railway business. Further, the railway sector seems to be of least
interest to the private sector financers despite the existence of a large physical network, requiring
large investments to develop.

The government has taken several steps to attract private sector participation but has had limited
success. For instance the Track Access Policy in which the private sector was initially allowed to
operate freight trains through paying track access charges has attracted limited interest to date.
According to ADB (2007) the Government‟s desire of ownership, command and control over railways
needs to be reduced as it is resulting in a lack of interest in railways transport services. Pakistan
Railways is directed by the Federal Government to cross-subsidize passenger services from freight
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services, resulting in non-competitive freight rates over road transport. The corporatisation of Pakistan
Railway has been under consideration since at least 2004. According to ADB (2007) in 2007 the
Government took the decision to have private sector participation in freight and passenger trains on
the condition that only Pakistani operators shall be allowed to operate these. While joint ventures with
foreign parties are allowed, the above restriction contradicts the policy of 100% foreign ownership in
other sectors such as power, telecommunications and manufacturing. The given reason is that
railways infrastructure is a strategic asset of Pakistan and for strategic and defense reasons full
ownership cannot be given to private entities but only operational rights can be given. Without foreign
participation, in order for the current policy to be advanced more adequate local expertise private
sector in railway business management needs to be enhanced, as evidence suggests it is
unsatisfactory.

Ancillary services

Although there are no explicit restrictions on the provision of services in railways by the private sector,
the matter has not attracted much attention nor has it been pursued aggressively.

Recommendations for enhancing export potential
Based upon the above assessment of the Pakistan railway transport services there would seem very
limited potential if any in the exporting of rail transport services in all four modes. In order for Pakistan
to export rail transport services the following areas need to be considered in any reform package:


Expand the Pakistan Railways freight and passenger transportation capacity and market
share over road transport, reduce transit time, making cargo handling cost and time effective
and ensuring high quality of service.



Increase the efficiency and earnings of rail transport services both passenger and freight.



Reduce time delays to make the trains a feasible option for inter and intra city travel.



Address issues resulting in the financial losses of Pakistan Railways due to mismanagement,
overstaffing, underinvestment, poor maintenance and weak ticketing checks giving rise to free
loading. The government desire of ownership, command and control over railways needs to
be reduced as it is resulting in lack of interest in railways transport services. There is a lesson
to be learnt from India where partial privatization gave the Indian railways a boost. Pakistan
Railways can adopt similar partial privatization measures such as outsourcing stations
management, rail hospitals, allowing companies to run their own container trains, letting
suburban trains run as separate companies. This will increase private sector participation
necessary. Over time Pakistan Railways had been exploited politically by granting
employment and in deciding which new routes to open this needs to be aborted completely.
Furthermore ticketing in railways is not based on market prices and Pakistan Railways is not
allowed to charge a market clearing price as directed by by the Federal government.



There is need to deregulate the prices which should be market structured. Pakistan Railways
expertise and repair capabilities can be used to exploit Mode 2 possibilities in other
developing countries.



For Mode 3 more foreign investment needs to be attracted which can be achieved by
providing pro private sector investment policies, incentives, assurances and support similar to
transport infrastructure.



For Mode 4 emphasis should be given to upgrading the training institutions such as the
institutions run by Pakistan Railways by making them centres of excellence whereby
knowledge and trained/ skilled labour can easily be exported across the globe.
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Pakistan can use the regional and bilateral services agreements to include export of skilled
train operators etc. and engage the Overseas Employment Corporation of Pakistan for this
purpose. In all cases the government should provide export enhancing subsidies to suppliers
of services such as preferential tax treatment for income generated by export of services.
There is also a need for Pakistan to take a pro-active stance in DDA and PTA talks on trade
facilitation as complimentary steps on border management and transport enhancement

Air transport
This sector is generally weakly subject to trade and investment agreements, with only a few ancillary
services subject to coverage under GATS and PTAs.

Civil Aviation related activities are performed by the Civil Aviation Authority (CAA) of Pakistan
including the regulatory oversight, air traffic services, airport management, infrastructure and
commercial development at the airports, etc. (CAA, 2011). There are 36 operational airports in the
country. Karachi is Pakistan's main airport but significant levels of both domestic and international
cargo are also handled at Islamabad and Lahore. Pakistan International Airlines (PIA), the major
public sector airline and national flag carrier, faces some competition from a few private airlines. It
carries approximately 70 percent of domestic passengers and almost all domestic freight traffic.
(World Bank, 2011)

According to the Economic Survey of Pakistan (2011) during 2010 PIA earned revenue of around Rs.
107 billion as compared to last year of Rs. 94.6 billion. PIA earned from passenger business revenue
of Rs. 95.7 billion of revenue in 2010 (2009: Rs. 84.5 billion). Revenue from passenger transport
contributes around 89% of total company revenue. The Available Seat Kilometers (ASKs) of PIA
increased to 21,219 million from 19,859 million in 2009, demonstrating increased capacity of the
existing fleet while Passenger Yields also increased by 0.3%. The cargo business generated Rs. 6.4
billion (2009: Rs. 4.98 billion) revenue, constituting six percent of PIA‟s total revenue. The cargo
capacity has also increased by 8.8%. However, despite positive year-on-year growth in revenue of
13%, PIA‟s overall financial position did not improve as compared to last year- owing to a range of
reasons with the most significant being the rising oil prices in global markets. In order to achieve
further operational and financial efficiency, PIA management is in the process of taking steps
involving organizational, financial and route restructuring, penetration of new markets and enhancing
the morale of employees. (Economic Survey, 2011)
As shown in figure 1.8 below Pakistan‟s exports in air transport services over the past decade in the
export of passenger transport has increased from US$ 470000 in 2000 to US$ 678000 in 2009. While
export of freight transport services has also increased from a value of US$ 47000 in 2000 to a value
of US$ 67000 in 2009. Exports of supporting and auxiliary air transport services have increased
slowly from a value of US$ 199000 in 2000 to a value of US$ 277000 in 2009.
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Figure 1.8: Export of air transport services in US $ thousand

Sources: ITC calculations based on United Nations Statistics Division, International Monetary Fund statistics (2011).

Pakistan‟s imports in air transport services over the past decade can be seen in figure 1.9 below. The
import of passenger transport services have increased from US$ 324000 in 2000 to US$ 413000 in
2009. While Pakistan did not import freight transport services from 2000 to 2002; in 2003 it was
valued at US$ 54000 and has steadily increased ever since to a value of US$ 226000 in 2009.
Imports of supporting and auxiliary air transport services have not changed much in value from 2000
to 2009- at around US$ 370000.

Figure 2.1 below shows the balance in trade in air transport services. It can be seen that Pakistan had
a deficit in supporting and auxiliary air transport services only from 2000-2003. But from 2003
onwards Pakistan‟s deficit in supporting and auxiliary air transport services has been decreasing while
the deficit in freight transport services has been increasing.

Figure 1.9: Import of air transport services in US$ thousand

Sources : ITC calculations based on United Nations Statistics Division, International Monetary Fund statistics (2011).
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Figure 2.1: Balance in trade in air transport services in US$ thousand

Sources: ITC calculations based on United Nations Statistics Division, International Monetary Fund statistics (2011).

Regulatory framework
Pakistan‟s Civil Aviation Authority is the sole regulator of the country‟s air transport sector. The
Authority is a public sector autonomous body working under the Federal Government of Pakistan
through the Ministry of Defence (CAA, 2011). It was established in 1982 as an autonomous body.
Prior to its creation, a Civil Aviation Department in the Ministry of Defence used to manage civil
aviation related activities (CAA, 2011). It operates within the framework of the International Civil
Aviation Organization (ICAO). All kinds of Civil Aviation related activities are performed by CAA
including the regulatory environment, air traffic services, airport management, infrastructure and
commercial development at the airports, etc.(CAA, 2011).

In 1960, the Civil Aviation Ordinance, primary aviation legislation in Pakistan was established in 1982
the Civil Aviation Authority was instituted to handle civil aviation matters in Pakistan. In 1992, the
deregulation of the sector resulted in the entry of private airlines in Pakistan. In 1994 new Civil
Aviation Rules were issued and in 1998 private airlines, Bhoja Air, initiated international flights to the
United Arab Emirates (UAE) from all major cities of Pakistan, thus becoming a competitor for PIA on
these international routes. In the year 2000, the National Aviation Policy was drafted and in 2005 the
Government allowed private airlines in Pakistan to operate flights to destinations in the United
Kingdom, the United States and Scandinavian countries in addition to flights to Gulf countries. In
2007, the Draft National Aviation Policy 2007 was devised to counter the effects of deregulation by
the National Aviation Policy 2000. (Wilson, 2009)

Constraints and barriers
Protection to national flag carrier (state monopoly)

There is a high level of protection offered to the national flag carrier PIA. Since 1955, PIA faced
competition only on international air routes by foreign airlines, liberalization of Pakistan‟s domestic
aviation industry started in 1992 and resulted in the emergence of private airlines, such as Bhoja Air,
Royal Airlines, Hajvairy Airlines, Safe Air, Aero Asia, Raji Airlines and Shaheen Air International
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entered the domestic aviation stage (Wilson, 2009). However, most of these airlines had to close their
operations within months leaving huge debts behind. Despite continuous heavy losses, PIA survived
due to unmitigated financial and administrative support of the Government of Pakistan (Wilson, 2009).

According to Pakistan Competition Commission report (2009) prior to the liberalization of the aviation
sector PIA enjoyed a monopoly status in the domestic market and had a major share in the
international market. The report further states that although entry of new airlines did not change the
dynamics of the sector drastically, some progress was made from the prevailing status quo, especially
in the domestic market. PIA‟s share of 100 per cent in the domestic market up till the early 1990's
came down to about 74 per cent in 2007. Air Blue - a private airline which operates both domestic and
international routes has emerged as the second biggest market player. In the international market,
PIAs share is currently around 41 per cent. Thus, in both market segments, while reduced, PIA still
enjoys a position of dominance. PIAs case of a dominant firm combined with its public ownership
presents multiple problems of an abuse of dominance as well as misalignment of incentive structures.
The report stated at the time that the airline had been living off direct subsidies from the state for a
few years- amounting to subsidy support of around Rs.40 billion in 2009. PIA currently supports a
fleet of 44 aircraft and about 20,000 employees having an employee-to-aircraft ratio of 450. The most
profitable airlines around the world manage with ratios of 120-150 staff per aircraft and, in fact, low
cost airlines suffice with as low as 75 staff per aircraft (even Indian Airlines manages with 236). This is
not only a reflection of wasteful operating expenditures, but also of the non-competitive business
ethos which has led PIA to making staggering losses over the years. (Competition Commission, 2009)

The Competition Commission of Pakistan has reportedly intervened twice in anti competitive behavior
of PIA. According to Pakistan Competition Commission report (2009) the first case was an increase in
the price of Hajj flights, a market in which PIA enjoys an absolute dominant position. Fares were
increased by an exorbitant 80 per cent between 2007 and 2008. PIA contended that fare increases
were made on account of fuel prices hikes and the airline hedged fuel prices in the face of increasing
oil prices in 2008 and thus actually faced higher fuel costs than prevalent spot market rates at the
time. The Commission took action and instructed it to reimburse the Hajjis who had been
discriminated. The second instance of the Commission's intervention was a similar case of
discrimination against passengers for re-scheduling and cancellation fees. PIA was charging a
percentage fee while the norm locally and internationally is to charge a fixed fee for rescheduling/cancellation charges. Terming this practice as anti-competitive, the Commission has
instructed PIA to refrain from such practices in the future.

In addition in to the above, in the Draft Aviation Policy the government has taken certain steps in
reducing the level of protection offered to the national flag carrier. According to the Draft Aviation
Policy domestic airlines are required to operate on domestic routes for at least one year before
commencing operations on international routes and operations to at least one secondary airport are
mandatory for new airlines after a period of three years, starting from the date of operations. However
there are no Government taxes on the purchase of air tickets for travel to / from secondary airports,
no Government taxes on aviation fuel consumed for operations to / from secondary destinations and
there are no landing and housing charges at secondary airports. In the National Aviation Policy prior
to the Draft Aviation Policy private airlines in case of their inability to service socio-economic or tertiary
routes were to pay a royalty to PIA of Rs. 500,000 per month. According to the National Aviation
Policy, PIA was to continue to operate on all routes presently being operated by it. Private sector
airlines along with PIA were also eligible to operate to countries where open skies or multiple
designations of airlines were available. Where PIA was not operating to its full entitlement, the surplus
capacity of PIA on these routes was to be given to private airlines. While finalizing new Air Services
Agreements (ASAs), Pakistan was to opt for multiple designations of airlines, particularly for cargo
and charter services. Under the ASAs, wherever PIA had no plans to operate, private sector airlines, if
they so desired, were designated to operate on such routes and PIA‟s designation may be withdrawn.
Operation by private carriers on the international routes was to be linked with their continued
operation on domestic routes for at least one year and meeting all mandatory conditions of domestic
operations to justify acquisition of international route. 5th freedom rights (under the ICAO i.e. the right
to carry passengers between that country and a third country provided the service originates in or is
destined for the carrier's home country) were to be granted strictly on the basis of reciprocity, ensuring
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a balancing of rights in terms of market value and that the commercial interests of Pakistan were not
compromised. Selective concessions may be made for quality airlines.

According to the Draft National Aviation, policy for international operations Pakistani airlines shall be
eligible to commence operations on international routes after one year of continued satisfactory
operations on domestic routes. Airlines satisfactorily meeting the requirements of domestic operations
and fleet registration shall be free to operate on international routes, without the formal allocation of
frequencies by the regulatory authority, to countries pursuing open skies or where there are no
bilateral constraints on capacity. In cases where there are bilateral constraints on capacity; the
available capacity shall be allocated amongst the competing airlines proportionate to their capacity
floated on domestic routes in the previous two scheduling periods. Additionally airlines‟ regularity,
punctuality, safety record and fleet registration shall also be quantified and considered while allocating
capacity. Capacity unutilized by an airline for two scheduling periods shall be allocated to another
Pakistani airline desirous of utilizing it unless the airline is in a force majeure situation. Where there
are bilateral constraints on multiple designations of airlines the designation of an offline Pakistani
carrier shall be replaced with an airline desirous of operating to that destination. The new Draft
Aviation Policy is hoped to enhance competition and make the sector more libralised. (CAA, 2011)

Restrictions on Charter Operations

According to the National Aviation Policy 2000, no restrictions were placed on domestic and
international charter services. However in the Draft Aviation Policy 2007 domestic charter operations
will be allowed to Pakistani operators only using Pakistan registered aircraft including helicopters,
flown by Pakistani pilots. International Charters originating from Pakistan will be allowed to Pakistani
operators only. Round trip passenger group charter shall be allowed on all international routes
irrespective of the scheduled operations. On routes adequately served by scheduled operators,
charter operators would be allowed one way international passenger charter services only with aircraft
having less than 19 seats. In addition it is also stipulated in the Draft Aviation Policy 2007 that
Scheduled commuter services by Pakistani charter operators would be encouraged on those primary
and secondary routes on which RPT operators are not operating but it is not clearly stated how they
would be encouraged and what incentives would be provided. (CAA, 2011)

Market access and bilateral air services agreements

According to the Civil Aviation Authority:
The Operation of international scheduled flights with traffic rights to and from Pakistan is
conducted in accordance with the bilateral air services agreement (ASA). The ASA,
which is concluded at the aeronautical authorities level between two contracting states,
clearly defines the rights/obligations of the designated airlines of the two countries and
also determines the frequency of the flights to be allowed to each carrier along with the
routes to be flown and the capacity, i.e. the number of passengers or the quantum of
cargo/mail to be carried by each carrier. These rights, referred to as traffic rights, are
normally governed by the principle of reciprocity, although it is up to the aeronautical
authorities of the contracting states to agree to any variation. Pakistan has concluded
some 94 bilateral air services agreements to date. (CAA, 2011)

There are 32 foreign airlines presently operating schedules landing flights to and from Pakistan with
traffic rights, while there are some 70 foreign airlines that presently over fly Pakistan on a scheduled
basis (CAA, 2011). In case of passenger services in the National Aviation Policy 2000 unlimited Open
Skies Policy was not adopted. However, a selective Open Skies Policy was implemented by having
agreements on the principle of reciprocity and bilateralism. In the Draft Aviation Policy 2007 the
Government is of the view that restricted market access raises prices, creates monopolies and
suppresses aviation growth. Hence the Government wants to implement liberal air services

25

agreements and remove limitations on airlines‟ freedom to increase services, provide lower fares and
promote economic growth. According to CAA (2011) the Government also envisages developing all of
its international airports as business and tourists hubs. The Government intends to liberalize bilateral
arrangements on reciprocal basis with bilateral partners to provide service from to Karachi, Lahore
and Islamabad (after completion of new airport) to destinations in Europe, North America and Africa
and to far eastern country destinations. However in the Draft Aviation Policy the Government
envisages to regulate new ASA‟s by incorporating multiple airlines designation clause and article on
code-share basis. Also there are no mandatory commercial agreements as part of bilateral
agreements. However airlines are free to enter into such co-operative marketing arrangements as are
mutually agreeable, which will be outside of air services agreements.

According to the Draft Aviation Policy 2007 in case of cargo services for increasing the efficiency and
for quicker transit, a single window clearing mechanism comprising airlines, freight forwarders,
customs house agents, customs, regulatory agencies and airline ground handling agents, insurance
and banks facilities etc. are to be made available. Infrastructure of a cargo village shall include multimodal transport, cargo terminals, cold storage centres, automatic storage and retrieval systems,
mechanized transport of cargo, dedicated express cargo terminals with airside and city side openings,
computerization and automation. Pakistan continues to follow an open skies policy for cargo
operations based on 3rd, 4th and 5th freedom traffic rights i.e. carry revenue traffic from the carrier's
home country to a foreign country; carry revenue traffic from a foreign country to the carrier's home
country and carry revenue traffic between that country and a third country provided the service
originates in or is destined for the carrier's home country. Karachi and Gwadar are to be promoted as
transshipment hubs. Cargo villages are to be established on public-private partnership at major
international airports.

Airport construction, management, operations and commercialisation

Private sector operators are free to construct and operate new, existing airports, airstrips, helipad,
heliports (including cargo complexes) under different public-private partnership schemes ( Build Own
Operate and Build Own Transfer and to raise non-aeronautical revenues from these premises for
example Sialkot Airport. The Government plans to develop “airport cities” which shall include hotels
on public-private partnership basis at all major airports. Vacant land at airports can be evaluated and
developed for construction of aviation related facilities (e.g. cargo complexes and aircraft
maintenance facilities, etc). Also land at remote and non-operational airports can be utilized for non
aeronautical commercial and recreational purposes. CAA is to formulate land lease policy to make it
commercially viable for the private investors. (CAA, 2011)

Ancillary services

To encourage maintenance activities, the Government facilitates the setting up of maintenance
infrastructure / facilities by private operators and maintenance companies. Private sector participation
is also encouraged to establish aviation-related infrastructure including engine overhaul and repairs.
At all public and private airports competition between ground handling agencies is encouraged under
the Draft Aviation Policy 2007. However there only five registered ground handling agents; namely
PIA, Shaheen Airport Services, Gerry's DNATA, Royal Airport Services and Askari Aviation Services.
CAA is entrusted to ensure strict safety and quality oversight of all such agencies. Pakistani carriers
are also free to undertake self-handling to improve services and reduce cost. Regarding travel agents
there are approximately 761 registered travel agents across the country.
The International Air Transport Association (IATA) is an international trade body, created over 60
years ago by a group of airlines. Today, IATA represents some 230 airlines comprising 93% of
scheduled international air traffic. The organization represents leads and serves the airline industry in
general. The International Air Transport Association (IATA) Pakistan office serves as the central point
of contact for airlines, travel agents, cargo agents and industry service providers in Pakistan on
matters pertaining to IATA and the airline industry and the services are regulated as per international
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conventions and standards. Regarding general aviation and helicopter operations this sector has
been quite neglected in previous policies.

About 64 percent of the Pakistani population lives in rural areas, with little or no access to air travel.
Even in emergency, for the want of air strips, heliports / helipads and suitable aircraft to commute
to/from remote areas. There are a fairly large number of cities where air taxi and private owned
aircraft for commuting services are available. In order to develop the taxi service concept the
Government in the Draft Aviation Policy 2007 has adopted procedures for the acquisition and
operation of aircraft, including helicopters, micro-light / ultra-light aircraft and hot air balloons etc. to
encourage travel and sports activities. Use of helicopters for tourism, emergency operations and
adventure sports have also been promoted and encouraged. In addition Government aims to promote
and encourage private investment in flying clubs, air taxi service, private ownership of aircraft, and
aerosport activities. Flying clubs are also facilitated to overcome the shortage of pilots in the country
i.e. to develop airstrips outside control zones of major airports for exclusive use of training flights and
to lease CAA facilities to flying clubs where available. (CAA, 2011)

Recommendations for enhancing export potential
The Air Transport Sector of Pakistan is a relatively well regulated sector as compared to the other
transport services sub-sectors of Pakistan and has a potential for enhancing its exports. As detailed in
the above analysis and table 1.1below, Pakistan has a comparative advantage in air transport
services in South Asia which needs to be exploited. Pakistan has a deficit in air freight services and
services auxiliary to air transport services and a surplus in passenger transport services.

Pakistan has potential in expanding the export of air transport services, in all Modes 1 3 and 4.
However the bulk of the sector lies outside trade agreements, be it GATS or PTAs, meaning
liberalization would most likely need to be pursued outside such agreements and under ASAs.

For Mode 1 emphasis should be given to expanding the domestic air transport capabilities of both
freight and passenger, reducing transit time, making cargo handling cost and time effective and
ensuring the high quality of service. This can be achieved by taking concrete steps to increase the
domestic capacity of air transport services both passenger and freight. For air freight export services
in Pakistan is the most expensive mode of transport and is used mainly for transport of gems,
jewellery and other expensive articles to avoid blockage of capital over prolonged period, perishable
commodities such as fruits and vegetable to avoid damage to cargo, and items with tight delivery
schedules to meet the required delivery dates. According to the National Trade and Transport
Facilitation Committee‟s (TTFC‟s) report (2006) the volume of trade by air during 2004-05 amounted
to a little over 0.4% of the total trade measured by weight. The share in imports was less than 0.2%.
But the share in exports was about 1.3%. The share of exports by air in terms of value is estimated at
over 8 % of the total export value (TTFC, 2006).
Pakistan share of exports by air needs to be increased for this it‟s required to increase the domestic
transport services capacity. In addition it is recommended that the state patronage and protection of
the National Flag Carrier, PIA, be tapered down. The misuse of the dominant position of the PIA has
led to un-competitive and discriminatory practices identified in section above. The implementation of
competition a regime will help prevent anti-competitive issues arising because of government
ownership. Stricter application of the completion laws of Pakistan needs to be enforced. Privatization
of PIA has been on the table for many years but PIA management is in the process of taking steps
involving organizational, financial and route restructuring, penetration of new markets and enhancing
the morale of employees to boost the earnings and increase efficiency of the airlines. Like Railways,
PIA has also been a victim of political interference such as granting employment and in deciding
which routes to open and operate and in addition to providing subsidized passenger services on
certain routes.
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For Mode 3 more foriegn investment needs to be attracted. This can be achieved by providing pro
private sector investment policies, incentives, assurances and support similar to transport
infrastructure. In addition Pakistani airlines already has commercial presence in many countries by
increasing the capacity of the Pakistani air transport services as mentioned above Pakistan can tap
into other markets for exports gains. PIA in the past have helped set up the Emirates Airlines (which is
a world class airline) and Air Malta.

For Mode 4 emphasis should be given to upgrading the training institutions such the PIA training
academy, CAA Aviation training academy and making them centres of excellence whereby
knowledge and trained/ skilled labour can easily be exported across the globe. Pakistan can use the
regional and bilateral services agreements to include export of trained pilots, crew, ground handling
staff, and engage the Overseas Employment Corporation of Pakistan for this purpose. In all cases the
government should provide export enhancing subsidies to suppliers of services such as preferential
tax treatment for income generated by export of services. There is also a need for Pakistan to take a
pro-active stance in DDA and PTA talks on trade facilitation as complimentary steps on border
management and transport enhancement

Maritime transport (ports and shipping)
Port traffic in Pakistan had grown at 8 percent annually in recent years. Two major ports, Port Karachi
and Port Qasim, handle 95 percent of all international trade (75% and 20% respectively). Port
Gwadar, which was opened in March 2007 and is being operated by the Singapore Port Authority, is
aiming to develop into a central energy port in the region. 14 dry ports cater to high value external
trade (World Bank, 2011).
Figure 2.2 below shows Pakistan‟s exports in maritime transport services over the past decade.
Exports of freight transport have been relatively unchanged from US$ 30,000 in 2000 to US$ 29,000
in 2009 hitting its peak values in 2002 and 2008 to US$ 49,000. Similarly export of supporting and
auxiliary maritime transport services have fluctuated by increasing from 2005 to 2008 but overall has
remained relatively the same. It was valued at US$ 94,000 in the year 2000 and in 2009 it was valued
at US$ 100,000 hitting its peak value in 2008 to US$ 194,000.

Figure 2.2: Export of Maritime Transport Services in US $ Thousand

Sources: ITC calculations based on United Nations Statistics Division, International Monetary Fund statistics (2011).
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Pakistan‟s imports in maritime transport services over the past decade can be seen in figure 2.3
below. The import of freight transport services have increased substantially from US$ 808,000 in 2000
to US$ 2,091,000 in 2009. While imports of supporting and auxiliary maritime transport services have
also increased from a value of US$ 15,000 in 2000 to value of US$ 95,000 in 2009.

The figure 2.4 below shows the balance in trade in maritime transport services. It can be seen that
Pakistan has a massive increasing deficit in freight transport services and a meager surplus in
supporting and auxiliary air transport services only from 2000-2009.

Figure 2.3: Import of maritime transport services in US$ thousand

Sources : ITC calculations based on United Nations Statistics Division, International Monetary Fund statistics (2011).

Figure 2.4: Balance in trade in maritime transport services in US$ thousand

Sources: ITC calculations based on United Nations Statistics Division, International Monetary Fund statistics (2011).
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Pakistan National Shipping Corporation (PNSC)

The national flag carrier of Pakistan is the Pakistan National Shipping Corporation (PNSC). PNSC is
an autonomous corporation, which functions under the overall control of the Ministry of Ports and
Shipping, Government of Pakistan. It manages a fleet of 11 ships, real estate and a repair workshop.
The fleet has a total carrying capacity of over 646 thousand tonnes of deadweight. (PNSC, 2011)

The gross earnings of PNSC are depicted in figure 2.5 below. The consolidated revenues of Pakistan
National Shipping Corporation group for the quarter ended March 31, 2011 were Rs 2,552 million
(including Rs. 1,043million from PNSC), making a total of Rs. 6,772 million (including Rs.1,805 million
from PNSC) for the nine months under review as against Rs. 5,583 million for the nine months ended
march 31, 2010. The earnings per share for the 9 months period ended March 31, 2011 were Rs.5.96
as against Rs. 5.28 last year. The Net profit after tax was Rs. 787 million as against Rs. 697 million
last year. PNSC has acquired four Bulk Carriers at a total price of US$ 124.25 million, managed
through commercial loan, which PNSC contracted with a consortium of commercial banks. (Economic
Survey, 2011)

Figure 2.5: Gross earnings of PNSC

The number of vessels in the fleet has reduced from 28 in 1990 to 11 in 2011. The Corporation has
developed a Five Year Fleet Development Plan (2010-15), which envisaged the induction of 13
vessels. While PNSC is pursuing inductions, this development plan is kept under continuous review
and is revised/updated on the basis of trade and freight market trends in the global shipping industry.
(Economic Survey, 2011)

Regulatory framework
The maritime and shipping sector of Pakistan faced a heavy setback due to nationalization in 1974
which resulted in the disappearance of private ship owners (Nawaz, 2004). In response, in 2001 the
Government of Pakistan introduced a policy to boost private sector participation and investment by
giving a host of incentives. The legal framework at present covering the Maritime Transport sub-sector
in Pakistan is the Merchant Marine Policy 2001. The previous policies did not cater for any incentives
in the field of shipping (UNESCAP, 2002). The laws and regulations were outdated and the Merchant
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Marine Policy 2001, had been promulgated to update all laws and regulations in conformity with
International Conventions (UNESCAP, 2002).

Constraints and barriers
Protection to the national flag carrier (state monopoly)

The framework allows ownership of shipping lines by domestic and foreign entities. There is a high
level of protection offered to the national flag carriers. First priority is given to the Government
operator i.e. PNSC, second priority goes to private domestic carriers (if it exists, but none has been
reported to exist) and lastly foreign carriers. PNSC has the first right of refusal before an arrangement
can be made with any other party (domestic or foreign). Pakistan does not apply any specific
restrictions and compulsions that certain commodities be carried by ships flying the national flag
except for government-owned cargo. The element of specific restrictions is applicable only on
government-owned cargo which is to be transported by the national carrier as it falls under the
UNCTAD Code of Conduct of 40 per cent trade which can be lifted by the national carriers
(UNESCAP, 2002).
Pakistan‟s merchant fleet accounts for only about five per cent of the total trade (UNESCAP, 2002)
and thus requires huge inducement to expand the national shipping industry to come up to the figure
of 40 per cent (Nawaz, 2004). Pakistan has ratified the UNCTAD „Convention of a Code of Conduct
for Liner Conference,‟ of April 7, 1974. Chapter II of the convention explains that the national liner
companies of each of the two countries whose mutual trade is carried in conference ships has the
same rights as regards sharing the freight and quantity of cargo in the mutual foreign trade. Third
country liner companies (if there are any) are entitled to obtain a considerable part, e.g., 20 percent of
the freight and quantity of cargo of this trade. This is commonly referred as 40/40/20 sharing clause
(Ludwig et al, 1984). However in addition to this there have been occasions where agreements were
signed for specific commodities – for example, contracts for the shipment of crude oil which will expire
in 2012, with PARCO, NRL, and PRL. In addition, only the national operator has cabotage rights in
the maritime transport sector. Domestic companies are not allowed to transport freight and
passengers for foreign companies, with only PNSC being able to as foreign companies are not
allowed to transport freight and passengers for domestic companies.

Citizenship requirements for ship registration

Ship registration in Pakistan has a high level of protection and is the purview of the Mercantile Marine
Department under the Ministry of Ports and Shipping. The ownership and management requirements
as stipulated in the merchant shipping (registration of ships) rules, 2002 are as follows:
“A Pakistani Ship may be owned by:


Citizens of Pakistan by birth or migration;



Persons having acquired citizenship of Pakistan by registration under the Pakistan Citizenship
Act, 1951 (ii of 1951);



Companies having their principal place of business in Pakistan and which control operation
and management of the ship from Pakistan; or



Any individual or company permitted by the Federal Government.

The owner of every Pakistani ship is required to appoint a manager who is a resident in Pakistan. The
manager may be an officer of the owning company or of a management company. The appointment
of or the management agreement stating the name of manager shall be registered with the Registrar
of ships”.
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Port management and operations

The Ministry of Ports and Shipping has implemented the land lord port concept in Pakistan. Under the
Landlord Port concept, the port management assumes the status of owners of the entity while
outsourcing all the services under its control. The existing facilities like wharves, quays and storage
facilities are leased out at rental/royalty on Build Operate and Transfer basis to the interested parties
who pay an agreed amount of fixed revenue for specific period of time. The operation and
management of the individual facility is then transferred to private sector while the port is benefited
from the service charges it earns for that particular facility. Presently the three ports are operating
under Landlord Port concept. The government‟s strategy of outsourcing of port services based on
landlord concept is gaining favour from the private sector- both domestic and foreign.

According to WTO (2007) all ports terminals are run by international contractors and face competition
from the terminal at Port Qasim operated by Dubai Ports World (DPW) formerly P&O. Gwadar Port
signed a 40-year concession with the international PSAI-AKD Group as port operator in 2007. All
services can be outsourced without restrictions on foreign investment, and further privatization is
planned. Certain port services including pilotage and tugging services are reserved for the public
sector. In addition to leasing out port operation on concession agreements the land lord port concept
has also resulted in construction of container terminals at ports on public private partnership model
(Build Operate and Transfer) basis.

Long dwelling times and high port charges

According to WTO (2007) ports in Pakistan have longer dwelling times and internationally high port
entry charges (especially the high "wet" relative to "dry" charges), and the inefficient and costly work
practices of the Dock Labour Board are major restrictions on competitiveness. It has been reported
that efforts have been made to significantly reduce "wet" charges and to "retrench" the Board.

Controlling of freight rates and conditions of access to port facilities

It has also been reported that Pakistan does not closely control coastal freight rates by fixing rates.
Although the Government exercises some control over these, they are mainly determined by market
forces.

Pakistan also does not apply charges or conditions of access to port facilities that discriminate
between vessels of different flags. However it has been reported that ports give certain incentives
such as subsidies or cargo reservation privileges to PNSC or other ships with 80% Pakistanis
onboard. These would need to be scheduled if Pakistan were to make GATS commitments in the
sector.

Policy constraints

The 2001 Maritime Policy was envisaged to improve access to international markets by encouraging
an efficient flow of foreign trade. The new policy was generally considered to be business-friendly and
it was widely believed that successful implementation of the policy would hopefully generate
considerable economic activity and attract private sector investment in the shipping industry (Nawaz,
2004). However, the response has been reported to be not promising. The reason reported has been
the lack of trust from the private sector. The shipping sector was first deregulated in the early 1990s
and partially succeeded in attracting private sector investment, but the pace of investment from the
private sector has remained slow. Only a few companies were registered. Much progress in this
direction could not be made because the investment required to be mobilized by private sponsors was
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sizeable while financing and loan facilities were hardly available and foreign investment interest was
also negligible. The domestic investors were also discouraged by certain mandatory requirements
such as relatively high rates of import duty on ships combined with other conditions, all of which
prevented private investors, both local and foreign, from participating in the development of shipping
industry (Rizvi, 2002). Subsequently, in 1998 the government announced another shipping policy,
which again failed to attract private investment. The trust deficit gap between the private and public
sector was widened when the government awarded a controversial 10 year contract to PNSC for
import of crude oil while the new shipping policy was being finalized.

To this date, the Government has not fully achieved any of the major objectives as stipulated in its
policies. The Government has been unsuccessful in encouraging private flag carriers. The reason is
that it has not been able to create a conductive environment that would help in the growth of the
maritime sector. The government has de-regulated the sector but has been unsuccessful in attracting
significant investment. The competitiveness of the country‟s merchant marine fleet has not been
enhanced significantly. The government has had limited success in augmenting foreign exchange
earnings and has not significantly increased the capacity of National flag carriers. It has thus not been
successful in reducing the present foreign freight bill. Nor has the government been able to expand
and upgrade Pakistan‟s Merchant fleet to increase the present share of cargo from 5 per cent to 40
per cent by year 2020 to meet the UNCTAD criteria. One of the major factors which detract
entrepreneurs from investing substantial capital in Pakistani-flag tonnage is the uncertainty and lack
of continuity in Government policies and the general perception that Pakistan is a high risk and low
capital return market.

The government has not been able to fully revive Pakistani shipbuilding industry which is state-owned
and expand it to cater for at least 20 per cent shipbuilding and 50 percent repair and maintenance
needs of the national fleet as envisaged in the policy. Except for a number of orders from the Pakistan
Navy which also uses its repair services it has received limited orders. It has been reported that even
the state-owned PNSC prefers to have its ship repaired and dry-docked at the foreign ports along with
the Karachi Port and Port Qasim who also prefers to give tenders for port maintenance vessels to
foreign companies.

Auxiliary services

No restrictions apply to foreign carriers operating from or into Pakistani ports. Pakistan allows a
domestic company to purchase freight and passenger transport services from foreign companies. A
foreign company may charter a Pakistani Ship and purchase freight and passenger transport services
for domestic companies in Pakistan. International maritime transport suppliers can operate vessels for
the purposes of pre- and onward carriage of the international cargo between ports of Pakistan.
Foreign companies are also allowed to establish a branch office for freight and passenger
transportation and other transport services in Pakistan and vice versa. Regarding movement
repositioning of own equipment international maritime transport suppliers can move/reposition their
own equipment (i.e. empty containers, flatbeds etc.) on their own vessels between ports of Pakistan.
Pakistan allows Pakistani citizens to work in foreign shipping companies. In maritime, the certifications
and qualifications are of global acceptance, so there is no restriction in picking up employers whether
domestic or foreign. The mariners training in Pakistan are reported to be of international standards.
Pakistan allows both foreign and domestic companies to own and operate freight forwarding
businesses. Pakistan allows both foreign and domestic companies to own and operate warehouse
business and container terminals etc. Pakistan does not allow foreign companies to own and operate
custom brokerage business but domestic companies are allowed. Pakistan does not allow foreign
companies to own and operate pilotage and towage business. Pakistan does allow both foreign and
domestic companies to own and operate ships maintenance and repair business. Regarding ship
breaking Pakistan does not allow foreign companies to own and operate ship breakage businesses as
it is considered a local industry, however if a foreign company obtains required approvals they might
get such permission. Pakistan allows both foreign and domestic manning agent companies to own
and operate businesses that provide crew and personnel services. Pakistan allows both domestic and
foreign companies to own and operate businesses that charter vessels and crew.
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Pakistan has offered no specific commitment on Maritime Transport in international shipping, auxiliary
services, port service or the like. Pakistan has also not offered MFN exemption in Maritime Transport
Services. Pakistan has not been an active participant in maritime services negotiations. According to
WTO (2007) Pakistani flagged vessels have been able to transport cargo from Indian ports or thirdcountry cargoes destined for India since December 2006 when maritime transport between the two
countries was liberalized on a non-discriminatory basis (Protocol on Shipping Services Between
Pakistan and India, 14 December 2006).

Recommendations for enhancing export potential
Considering the present state of affairs in maritime transport services presently Pakistan has very
limited potential if any in exporting maritime transport services in all four modes. Apart from supporting
and auxiliary maritime transport services as it is the only area where Pakistan has a surplus. The
Pakistani maritime transport sector is severely lacking in capacity. The dwindling of the national fleet
from 56 to 11 carriers and having no other domestic operator other than PNSC has resulted in 5
percent of freight services being carried by the domestic carrier and 95 percent by foreign carriers.
For Mode 1 in order for Pakistan to export maritime transport services firstly it has to enhance the
Pakistan maritime freight transportation capacity and market share, reduce transit time, making cargo
handling cost and time effective and ensuring high quality of service. There is a need to increase the
efficiency and earnings of maritime freight transport services. Pakistan maritime transport services
sub-sector is facing significant losses due to underinvestment. Also in the post 9/11 security scenario
the investor perception about Pakistan is that it is a high risk / low return country. The inconsistency
and continuity in state policies in this sector coupled with bureaucratic and cumbersome procedures
have made the maritime transport services unattractive for the private sector. Only leasing out of port
operations and construction, operation and management of container terminals has attracted private
sector interest incentives alone will not help induct more vessels into the national maritime fleet.

The government has accorded shipping the status of an industry and has provided a number of
incentives to attract the private sector investment in shipping. It is reported that such incentives alone
will not help induct additional tonnage into the maritime fleet as no consideration has been paid by the
government to offer cargo protection to the operators from private sector. Private investment in the
shipping sector would increase if the government accorded the cargo preference and protection not
only to the PNSC but all the local private sector shipping companies. There is a lesson to be learnt
from India where the government has a separate ministry for shipping and where the prime minister
heads the special committee on shipping. In India the shipping industry enjoys a lot of attention and
4
support from the government while such is negligible in case of Pakistan.

Lessons can be learnt from Indian successful experience. Here the private shipping companies are
required to place a ship-building order locally for every ship they import, the Pakistani ship building
and repair sector enjoys no such governmental support apart from a 10% reduced berthing fees if
ships are repaired at Pakistani ports. Years of neglect and non implementation of policies have taken
a heavy toll on the local shipping industry. Post 9/11 the imposition of stricter maritime security codes
poses a major challenge for the sole shipping company of Pakistan, the PNSC.

Pakistan merchant expertise and repair capabilities can be used to exploit Mode 2 possibilities in
other developing countries.

For Mode 3 more foreign investment needs to be attracted which can be achieved by providing pro
private sector investment policies, incentives, assurances and support similar to transport
infrastructure.
4

Shipping building and repairs is also neglected as mentioned in section above.
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For Mode 4 emphasis should be given to upgrading the merchant marine training institutions etc. both
private and public by making them centres of excellence whereby knowledge and trained / skilled
labour can easily be exported across the globe. Presently manning agents are operating inside
Pakistan. Pakistani mariners and other skilled personnel are hired by foreign companies. In addition
Pakistan can use the regional and bilateral services agreements to include export of skilled mariners
etc. and engage the Overseas Employment Corporation of Pakistan for this purpose.

In all cases the government should provide export enhancing subsidies to suppliers of services such
as preferential tax treatment for income generated by export of services. There is also a need for
Pakistan to take a pro-active stance in DDA and PTA talks on trade facilitation as complimentary
steps on border management and transport enhancement

Conclusion and recommendations
The transport services sector is closely linked with domestic industrial and agricultural output as well
as with the import and export of goods and services. It accounts for over one-fourth of global trade in
commercial services. In Pakistan more attention is given to the development and upgrading of
transport sector infrastructure (e.g. Medium Term development Framework and National Trade
Corridor Program) while transport services does not enjoy the same level of attention.

Pakistan has a trade deficit in this area as a substantial portion of its merchandise trade is using
external transportation services. This deficit should be reduced by expanding the export of transport
services in all three sub-sectors discussed above, especially in Mode 1 (cross-border) Mode 4
(temporary movement of natural persons), by attracting more foreign investment (Mode 3) and by
enhancing the extent and quality of domestically competing services.

For Mode 1 trade, the emphasis should be placed on expanding the national transportation fleet
(locomotives, ships and aircrafts), reducing transit times, improving ports and terminal facilities,
making cargo handling costs and time effective and ensuring the high quality of services. Also more
government support and attention should be extended to private sector in transport services. Strong
implementation and continuity of policies should be ensured. Political interference should be limited.
Time consuming and cumbersome bureaucratic procedures needs to be reduced. In addition it is
imperative to check the misuse of the dominant position and reduce the level of protection offered to
state owned enterprises hence providing a level playing field and making them competitive and
effective. It helps little that the transport services sector seems to escape competition policy scrutiny.
Also consideration should be given to privatization and corporatization of inefficient government
service providers and making market accessible for private sector.

For Mode 4 emphasis should be given to upgrading the training institutions such and making them
centres of excellence whereby knowledge and trained/ skilled labour can easily be exported across
the globe. In addition Pakistan can use the regional and bilateral services agreements to include
exports of skilled labour and engage the Overseas Employment Corporation of Pakistan and
Pakistani diplomatic missions abroad for this purpose.

For Mode 3 more foreign investment needs to be attracted which can be achieved by providing pro
private sector investment policies, incentives, assurances and support similar to transport
infrastructure. In all cases the government should provide export enhancing subsidies to suppliers of
services such as preferential tax treatment for income generated by export of services. There is also a
need for Pakistan to take a pro-active stance in DDA and PTA talks on trade facilitation as
complimentary steps on border management and transport enhancement. Pakistan also needs to
exploit inland waterways and pipe line transport services which are relatively unexploited,
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A Commonwealth Secretariat (2010) report provides useful recommendations for enhancing export of
services, which can be utilised to draw tangible policy recommendations for enhancing the overall
growth of the transport services sector in Pakistan.

Firstly enhancing public/private sector partnership is the ideal way to achieve growth and increase
exports of transport services in Pakistan. One way this can be achieved is by creating an alliance of
service providers in Pakistan which can emerge to take on the role of championing the transport
services sector. From the public side it is recommended it would be more effective to have one
department in each of the ministries identified in sections above that are regulating the transport
services sub-sectors in Pakistan. These are to become the lead agencies in championing trade in
transport services sub-sectors. These agencies will be responsible for interacting with service
providers, trade organizations and other government bodies. In addition to the lead agencies from the
public side from the private side there needs to be active participation from Chambers of Commerce,
sector associations and business leaders which would ensure that directions taken by the alliance are
relevant to the needs of the service providers. In order to be successful, alliances needs to have
active involvement and engagement of its members and needs the support of government.

Secondly creating an enabling environment is critical for increasing growth and export of transport
services. Government policies need to include: more market access and exploitation of trade
agreements in transport services; direct transportation routes; a highly trained and skilled workforce;
competitive and cost-effective transport infrastructure; good governance; simplified and well regulated
standards and certifications procedures comparable to international standards; investor-friendly
business environment (including reducing the security and other risks); tax and investment incentives;
capacity building of transport services businesses and support organizations; strategic promotion of
business opportunities in transport services sector and consistency in government policies with
reduced political interventions. It is especially important to ensure that sufficient human and financial
resources are put into place to create this enabling environment and to be proactive in the
development and support of transport services sector. Developing and implementing strategic
frameworks to guide and support the growth of trade in transport services is required. Strategies
should include the creation of an enabling environment through policy reform, programs to build the
capacity of service providers and business support institutions as well as government trade promotion
organizations involved in transport services. Strategic frameworks should include goals, specific
objectives, roles and responsibilities, required resources, timelines, expected outcomes and
performance measurement mechanisms.

Thirdly there is a dire need for development of capacity building programs for service providers,
business support organizations, government trade promotion organizations and alliances involved in
transport services. For service providers the focus of these efforts should be on taking advantage of
Pakistan‟s trade agreements, how to export transport services, position in value chain, differentiation,
relationship marketing, standards and certification, costing and pricing, market entry, partnering etc.
For support organizations the focus should be on advocacy, sub-sector development, policy
environment, attracting foreign direct investment (FDI), export promotion programs etc. Capacitybuilding programs should include training, coaching, certification, tools and best practices. Crosssectoral networking should also be encouraged and developed. In-depth strategic planning is required
for transport sub-sectors to realize its true potential, and to enhance its competitiveness in the global
markets. Lastly commitment to implementation of policies by the government and all stakeholders is
imperative for enhancing export potential and growth in transport services in Pakistan.
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Trade Related Technical Assistance (TRTA II) Programme

Component 1, Trade Policy Capacity Building, implemented by the International Trade Centre
(ITC), is aimed at the Ministry of Commerce and Government of Pakistan in developing a
coherent trade policy and attendant regulations for export competitiveness. Specifically, it will
aim to reinforce the skills of government officers working in trade related ministries and
implementing agencies on issues related to trade policy, commercial diplomacy and
regulatory reform. The main way in which to achieve this through the institutional capacity
building of key local training institutes, which is intended to have an immediate effect on the
capacity of government officers working on trade policy issues.
In addition, Component 1 promotes comprehensive, regular and well informed public-private
dialogue among the government, private sector and civil society for trade policy development,
monitoring and evaluation. To promote local ownership and legitimacy of the dialogue, a
steering committee comprising equal representation of the public and private sectors has
been established with the formal approval of the Ministry of Commerce of Pakistan. Its
mandate is to oversee the planning, implementation and monitoring of public-private dialogue
on key issues. To better inform the public-private dialogue process, research studies are
commission and internationally peer reviewed before dissemination to stakeholders.
The targeted interventions of Component 1 to achieve these goals constitute the following:
Result for Component 1: Coherent trade policy and regulatory reform for export
competiveness
1. The Pakistan Institute for Trade and Development (PITAD) institutional capacity is
strengthened
2. PITAD's and other research institutes' expertise on trade policy strengthened
3. Government officers' capacity on specific trade policy and international trade negotiations
strengthened
4. Research studies contributing to the development of a national export strategy conducted
5. Public-private dialogue for a coherent national export strategy is fostered”

For enquiries and further details about Component 1

Mohammad Owais Khan, Programme Officer (Trade Policy), International Trade Centre (ITC)
EU funded TRTA II programme, Islamabad, phone: +92-51-8354822, Email: mokhan@intracen.org

