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Abstract

AJK is rethinking its economic growth while mainstreaming climate and disaster resilience. The ‘rethink’
suggests that the Government of Azad Jammu Kashmir should focus on revitalizing the Tourism,
Energy, and Data industries through: youth skill development and developing small and medium
enterprise, holistically supported by financial services and women inclusion, while appropriately
leveraging the special economic zones—can lead to sustainable growth in AJK. The report concludes
key approaches in Tourism, Energy, and Data industries, and points to the need for continuing this work
to now expand the actual policy measure and institutional responsibilities.



Acknowledgements

This report is a collective effort of several resource persons. We are grateful to Asian Development
Bank, especially Xiaohong Yang, Mian Shaukat Shafi, and Kiyoshi Taniguchi for constant guidance and
feedback for the project deliverables and progress. From the Government of Azad Jammu Kashmir, the
process was led by Asif Hussain, with the support of Shamoon Hashmi, Syed Ali Asghar Shah, Abid
Hussain Awan, Muhammad Ahsen, Midhat Shahzad, Ghulam Mumtaz Mughal, Farid Ahmad Tarar,
Sardar Zafar, Raja Khalid Saleem, Raja Manzoor Hussain, Mirza Wajahat Rashid Baig and extended
stakeholders. Their dedication was indispensable and highly motivating for the team working on
assembling this ‘rethink’ in a holistic manner. We are grateful to the comments and feedback from
Dewan Mushtaq as well as from the wider ADB team, with a special mention to Guntur Sugiyarto. We
would also like to acknowledge the efforts of our esteemed resource persons, Amer Zafar Durrani,
Aized Mir, Hasaan Khawar, Ali Khizar, Wajid Rana, Nadeem Ul Haque, Rashid Aziz and Nasir Javed.
Mustafa Bhaiwala for his short but valuable input on the skills is also acknowledged. This report would
not have been possible without the contribution of the supporting team from Reenergia, Tehseen
Ahmad Jamal, Bakhtawar A. Khan, Rafia Jalil, Alishba Khurram, Humairah Jabeen, Muneeb Ahsan,
Hamza Khan, Zahid Nawaz. It is also worthy to mention all the virtual libraries and online data sources
which have contributed in understanding the nature of this report.



Contents

1. WHY DOES GOAJK NEED TO RETHINK ITS INDUSTRIAL POLICY: UNDERSTANDING THE INSTITUTIONS AND

GOVERNANCE OF AJK AND THE DRIVERS FOR RETHINKING INDUSTRIAL POLICY ...ccuieuireiieiieecreirereecreciasesceessassencesssansanens 1
1.1. (2201 (] 21018 | \N] o 1
1.2. RETHINKING AJK’S INDUSTRIAL POLICY—SETTING THE OBJECTIVES....uiiiitttiieieteieeeteeeeeeiseeeeaneeeseaneeesennnes 2
1.3. BACKGROUND OF CURRENT AJK GOVERNANCE MODEL ....uuiituiiitiiiiiiiiieitee e e st e st s e st s esbeesnssanssanenes 9

2. DATA DRIVING POLICY MAKING FOR AJK: THE KEY INGREDIENT IN RETHINKING POLICY TO SUPPORT AN

EMERGING INDUSTRY ...uiitiiiiiitnniiiiennieiiensieiiensieisensiosssssiessssssessssssessssssesssssssssssssssssssssssssssssssssssssssssssssnssssssnsssssnssssssnnsssssnns 14
2.1.  THE NEED FOR DATA AND SPECIFICALLY THE NEED FOR GEO-SPATIAL DATA—EVIDENCE-BASED POLICY MAKING
.............................................................................................................................................................. 14

2.1.1. What is evidence-based policy MaKinNg ........cooiiiiiiiiiiiie et 14
2.1.2. Data as ‘power’ hindering accurate and timely data gathering .........cccooviiiiiniiinnenneeee 15
2.1.3. DT = I T T 1o V- S T T PRSP UP O OPOTUPPTOPPRPPPRINt 15
2.1.4. Data-Driven Industry: The Emerging Science for Robust Policy DeCISIONS ........c.veeeeiiiieeciiieeeiiiee e, 16

2.2. IMPROVING EVIDENCE-BASED POLICY MAKING IN AJK ..ottt 17

2.2.1. Data needs to be disaggregated
2.2.2. Ownership of data

2.2.3. Yo (e (o= 1 O ST U RSP ST PPTSTPPOPPTOP
2.2.4. DT SECUNITY 1eeiiuiieiiiieie ettt e et e e s b e e e e nb e e e s sba e e e s b et e s eanr et e sannneeesneeesenreeesannneas
2.2.5. Integrating data
2.2.6. An example about the role of Spatial Data in Industrial Policy
2.3. INSTITUTIONAL DEVELOPMENT FOR EVIDENCE-BASED POLICY MAKING IN AJK ...ooiiiiiiiiiiiiiiiiiiieieieeeeeeeeee 21
2.4. GIS CENTER IN PND ..ttt e et s s s s s bnbnnnnes 22
2.5. DEVELOPING THE DATA INDUSTRY IN AJK ...ttt ettt e e e e e e e et e e e e e eeennnanns 23
3. UNDERSTANDING THE DEVELOPMENT DISPARITIES IN AJK ..cccuiiriuiiiiiieiiininiiiineiiimneiiimseiimmeimseimmeisssrsnss 24
3.1.  TRAFFIC LIGHT CLASSIFICATION FOR UNDERSTANDING THE SOCIO-ECONOMIC DISPARITIES ACROSS
(DS 12 (o S PP P PP PPPPPPPPPPPPPPPPP 24
3.1.1. Estimating Development Disparity amongst Districts within AJK: Data Sources and Variables................... 24
3.1.2. Estimating AJK’s Overall Development Disparity with District Development Disparity in Pakistan: Data
Yo T ot T Lo IRV T =1 o 1= PR 25
3.2. METHODOLOGY AND PCA ...ttt ettt ettt ettt ettt e e e e e 25
3.3. DISTRICTS RANKING THROUGH NORMALIZED STANDARD INDEXATION: COMPARING AJK WITH PAKISTAN .... 26
3.4. RANKING THE AJK DISTRICTS BASED ON THEIR DEVELOPMENT DISPARITY ..uuivniitiiiiiieieieeeereeeneeaeeeneeanas 28
3.5. EcoNOoMIC ENDOWMENT ASSESSMENT AND FRAGILITY INDEX ....uiuiiiiiiiiiiieeeieieeeeeaeeeneeassenerassnsensenesanns 29
3.5.1. Methodology for Economic Endowment and Fragility Assessment ..........ccceeeeieiiiiiiieeeieeccciiieee e, 29
3.5.2. N I=Yotd o g el Y2 L T o] LT3 PP
3.5.3. Mapping of Economic Endowment of AJK Districts
3.6. FRAGILITY INDEX- DATA SOURCE AND VARIABLES ....covtiiiiiiiiiieieeeteteteteeeteseteseteeseeeeseeeaeteeeeeeeseeereeeeereeeeeeeees
3.6.1. Ranking of Fragility INdex fOr AJK DISTIICES ....ccuueeiiciieeeiieeeceiiee e stee e et e e e eee e e sre e e s saea e e e saaeeesneeeeenseeesnnnneas
3.7. ANALYSIS OF FISCAL SPENDING IN EDUCATION SECTOR OF AJK ...iiiuiiiiiiii it e et e e e e
3.7.1. Fiscal Expenditures on Primary Education (Current & Development) .......ccccccccveeeeciieeeciiiee e e
3.7.2. Fiscal Expenditures on Secondary Education (Current & Development)
3.8.  ASSESSMENT OF AGRICULTURE SPECIALIZATION IN AJK .. .uuiiiitiiiiiiiiiiiiiiiiiiiiiiiiiiarerebeieeeeeeeeeeseeeeeenenenennnnees
4. ENERGY & ELECTRIFICATION, AT THE CORE OF INDUSTRIAL DEVELOPMENT ........ccooesinummenniniisssssnnnnnnsssssssssnnsnesnssses 43
4.1. ENERGY AT THE CORE OF DEVELOPMENT—WHERE AJK STANDS ...ouiitiiiiiiiiieeieee et eee e e et se st saanas 43
4.2. ELECTRIFICATION RATE IN AJK ..ottt 46
4.2.1. Agencies Responsible for Power Generation in AJK ...ttt e e e e e e vaa e e e 47
4.2.2. The Primary Role of Small & Micro Hydel Projects in the Power Generation Policy of AJK.........ccccvveenneee. 48
4.2.3. Royalty on Electricity Generation for AJK
4.2.4. Creating Employment Opportunities through Hydro Power Development—the evolving electricity
L4 LU T YA N | RS
4.2.5. Direct Job Creation for Construction of Hydro Power Projects................
4.2.6. Employment Creation in Industries linked with Providing Raw Materials

4.2.7. Employment Creation through Multiplier Effect............eoiiiiio e e



4.2.8. Employment Generation in Industries Powered by New EIeCtriCity ......cccccoeeeviieeieiiie e, 53
4.3. EFFICIENT AND CONSISTENT ENERGY FOR ACHIEVING INDUSTRIAL AND TOURISM GROWTH......cccvvviivniiinnnns 53

5. SMES CONTRIBUTION IN INDUSTRIAL POLICY: THE ROLE OF FINANCE, SKILLS AND WOMEN INCLUSION IN THE

LABOR IMARKET ...ccvvtiiiiiiiiisnneeniiiisissssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnns 55
5.1. PRIVATE SECTOR AND SMES IN AJK: UNDERDEVELOPED AND UNADDRESSED ......cccuuuiiiiiiiieeeeeieeeennneeeeaens 55
5.2. SIME FINANCE IN AJK L.ttt ettt e e e e e et a e e s e e et e e e ta s e e e e e e e eb b a e e e e e e eebbnanneeas 56
5.3. BANKING DEPOSITS—THE STORY FROM AJK ....ciiiiiiiiiiiiiiiiii ittt 57
5.4. TAILORING FINANCING PRODUCTS ...tuuiiituuetettueeeeatneeseaunsesesnneesstnaeeannnesetnnaaeesnnasennneessnnaeeresnnseresnnneeennnn 58

5.4.1. Y ol o) TaF= Yo ol =T =T o Yo [TV SRS 58
5.4.2. Cash flow lending for micro and small ENTEIPriSES .......ceeiiiieeeiiiie e e e e rre e e s areeeeas 58
5.4.3. Program lending for MiICro @nd SIMIES........ccuueiiiiiiieiiii ettt ettt ettt e s b bt e sbeeesneeeane 59
5.4.4. =T o[ Tor | B T 1 - Lol I PSPPI 60
5.4.5. Extend current credit assistance scheme for small and cottage iNndustries .........cccceeviirreniieineniieeneene 61
5.4.6. Strengthening SBP’s credit guarantee schemes for small and rural enterprise ......ccccccoeceeviievienniieniennnn. 61
5.5. AJK LABOR MARKET IS A STORY ABOUT MISMATCH OF SKILLS - HOLDING DEVELOPMENT HOSTAGE
ESPECIALLY FOR SMES ..ottt ettt ettt ettt ettt ettt ettt ettt ettt ettt et ettt et et et et et et e e et e e e e et et e e e e e aeeees 61
5.5.1. Empowering AJK Youth with Demand Driven PrOZrams .........ocueeieiirieriieeenieesitee e et sieessreeeseeesbeeesaee e 63
5.5.2. Demand Driven Programs — @ SErAtEEY ......ccueereiirieriieeiteeiitt st ettt rite ettt stte sttt e saeessbeeesaee s beessseesbeeesneesane 63
5.6. INCLUSION OF WOMEN IN THE LABOR MARKET OF AJK .. uiiiiiiiiiii ittt e s sa e e et s e eaaas 65
5.6.1. Challenges aNd BENETILS ....cccciiieieiee ettt e st e e et e e e e ta e e e sba e e e e ttaeeseasaaessnsseeesnssseeeesaaeessreeanns 67

6. TOURISM INDUSTRY DRIVING THE GROWTH IN SERVICES FOR AJK.......cccorrrumreriiiiisssssnneenssisssssssnssenssssssssssnssasssssssssnns 69

6.1.  TOURISM INDUSTRY IN AJK—SETTING THE CONTEXT ...uututuruuurununnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnsnnnssnnsnnnnnnnnnnnsnnns 69
6.1.1. AJK, @ TOUIIST'S PAradiSe.....uuviiiieiiieiiiiieiie e ettt ee e e ee ettt e e e e e e e etat e e e e e e e eesaasaeeeeeesenstasaeseeeesesasssaaseeeeeeaanntseseeeesannes 69
6.1.2. GoAJK recognizes the importance of TOUiSM INAUSEIY ....cocueiiiiiiiiiiiie e 70

6.2. IMPEDIMENTS AND OPPORTUNITIES ...cctttttttttttttttttttttttetttetetetetetetetetetetetatatetetetteetatetettteteettetateeeeaeeteteeaeeeeens 74
6.2.1. (0e] o1 [ ot o T =TSSR 75
6.2.2. Access, INFrastruCture and FACHTTIES ......covivurieiiei ettt ee et e e e e et b e e e e e e e e ssabbrreeeees 75
6.2.3. Low Resource Allocation and INVESTMENT ........uiiiiiiiiieiie ettt st e e s ee e s sare e s eaneeas 76
6.2.4. Lack of Proper Enforcement of Standards..........coicuiieeeiiiei ettt e e ettt e e e s tr e e e e eare e e e 76
6.2.5. Under-developed Tourism Products and Absence of Effective Marketing and Promotion ..........cccccveeeunes 76
6.2.6. Poor Governance and Limited Institutional Capacity ......ccceeceereriiieieiiiee e 77
6.2.7. LOW SUPPIY OF SKIllEd WOTKFOICE .....eveeeecee ettt e st e e e e e e st e e e nteeeennnaeas 78
6.2.8. NewW Policy and LEGal REGIME ....ccuuiiiiiiiii ettt ettt sttt et e st e sae e st e s bt e s beeesaeesbaeenaeeeane 78
6.2.9. The 13th Constitutional AMENAMENT........iii i s e e e e saee e e srreeeesnteeeesnraeas 79
6.2.10. Tourism as @ NatioNal PriOrity ...t e e e e s e e e e s e st be e e e e e e e snnnsssaeeaeessennnsnns 79
6.2.11. NEW Private FAClITIES ...ceeeiiiiiiiiieieiitee ettt ettt e e sttt et e e s sttt e e e abe e e s sabbeeesabbeeesanraeesaaneeas 79
6.2.12. TOUIISIN COMTIOOIS 1etiiiitiee ettt ettt e ettt e et e e ettt e sttt e e s sabe e e e sattee e sttt e e s abaeesaasbeeesabbaeesaabaeesaasaaaesabbeeesansaeesnnsaeas 80
6.2.13. AJK Diaspora and the Potential for INVESTMENt...........uuiiiiiii e e e 80

6.3. CONNECTING THE DOTS—TAKING THE TOURISM INDUSTRY FORWARD IN AJK .......uuuiiiiiiieieininieinineneninnnnnens 82
6.3.1. OperatioNaliziNg the POIICY/LAW .....cueccuiiiiieeciie ettt ettt ee et e s tae et e e rae e tae e s aaeebaeessaeesseesnsaessseesaneenes 82
6.3.2. Developing an INVeStMENT PIPEIINE ....ccocuiiii et e e e e et e e e e aae e e st eeenteeeennaeas 82
6.3.3. Corridors Development APProach........ ..ot e e e e s e et e e e e e s e e nnbaaaaaaeeeaaas 82
6.3.4. ooV o T= o] s W U T4 o= Ta T Ko 10T ¢ ] 1 o FS S PURR 83
6.3.5. Promoting SUStainable TOUFISIM .....uuiiiiiii et e e e e s e e e e e e st b e e e e e e s e s easbaaeeeaeeesensraanaaans 83
6.3.6. Developing INStitutioNal CapaCity......ucei i e e e e e et r e e e e e e e et raa e e e e e e e naraaeeeaas 83

6.4. DEVELOPING A POOL OF SKILLED WORKFORCE ......cetttiititititeteteteteteteteteteteteteeeteeseetateeeeeeeeereeeeereeeeerereeeeee 83

6.5. RESTRUCTURING MARKETING AND PROMOTIONAL APPROACH......ttittiettieiaeeeeteeneeaeesnseasenesassnsessenssnnns 84

6.6. AJK’S APPROACH TOWARDS TOURISM INDUSTRY NEEDS FURTHER WORK .......cctiiiiiiiiiiiiiiieae e ieniiieeeeeenns 84

7. REVIEWING MIRPUR’S PLANNED SEZ AS A LEARNING FOR AJK’S INDUSTRIAL DEVELOPMENT 85

7.1. PROPOSED MIRPUR SPECIAL ECONOMIC ZONE (MSEZ) .....ccuviiitieictie et eete ettt 85
7.1.1. ) 248 Ko Tor 1 { o] TR OSSP PPN 85
7.1.1.1. Proposed MSEZ Sit€ AGVANTAZES .....cceeeuiieeiiiieiitieeeeiieeeiieeeestteeesteeeestaaeeesaseeesbaeeasseeesssseeesssaeaanstseeasseeesasaeesasseeesnsnes 85
7.1.1.2. Proposed MSEZ Site SPecCific ChallENEES .......vii ittt et e et e e et e e e bt e e sbaeessatneeennnes 86
7.1.2. AJK Climate Change Policy and proposed MSEZ...........uueei oottt e et e e e e e e avra e e e e e e e saaaaeeeaas 86
7.1.3. AJK SEZ Legal and Regulatory Framework and Implementation Challenges...........ccccceeeeeiiiiieeiceecciiiieenn. 87
7.2. EXISTING INDUSTRIAL ESTATES IN AJK — A CRITICAL REVIEW ....uuiiiiiiiieiiiie ettt a et a s eeaanaanas 88

7.3. ENGAGING THE DIASPORA — AN OPPORTUNITY FOR INDUSTRIAL DEVELOPMENT IN AJK? ....oeviiiiiiieiiiiii 90



7.4. REVIEW OF THE MSEZ FEASIBILITY STUDY AND DRAFT PC-l ..oeiiiiiiiiiiiiiieie e

7.4.1. Y U] aTeXdlo o IE- [ o [ D -] - [P
7.4.2. Review of the MSEZ Draft PC-I ECONOMIC ANAIYSIS .....uuuiiiieeiieiiiiiiieee e cecciitee e eeecvree e e e e e e eebrar e e e e e e e nareaeee s
7.4.3. Revised MSEZ PC-I - Estimated Capital Costs and BENEfitS .......cccceeieiiiieiciiie e

7.4.3.1. (01T EY €=To I o [=Tor f 6o 1] £SO PTPSPPPPPRRt

7.4.3.2. Updated Costs & Revenues - Project Operations, Management and Maintenance
7.5. REVISED MSEZ PC-lI ECONOMIC ANALYSIS—USING A DEVELOPER’S AND A GOVERNMENT’S PERSPECTIVE. 95
7.5.1. A Developer’s Perspective, SCENArio 1 ASSUMPLIONS....cccueiiiiiriiertieeitee ettt ettt et s e seee e 96
7.5.2. Economic Analysis from a Developer’s PErspeCtiVe ........c.coceiirieiiiieiieniee ettt 97
7.5.3. Scenario 1 - SENSItIVILY ANAIYSIS .....coouiiiiiiiieeiiiee ettt sttt s e e b st e s e nee e 98
7.5.4. Scenario 1 — Monte Carlo simulation and probability of [0SS..........ccociiiiiiiiiniiie e 99
7.5.5. The Government’s Perspective, SCENario 2 ASSUMPLIONS ......uvieiiiieeeiiiieeeeiiee e ecee e e sre e ere e e esveeeesareeeenes 100
7.5.6. Economic Analysis of MSEZ - Overall Project Costs, the Government’s Perspective ........ccccceevveeeeciveeenns 102
7.5.7. SCENANI0 2 - SENSITIVILY ANGIYSIS...cieiiieiiiiie et e e et e e e etre e e stb e e e esrteeesensaeeesnraeeeensraeeennnes 102
7.5.8. Scenario 2 — Monte Carlo simulation and probability of 10SS........ccccciiiiiciiii i 103
7.6. EVALUATION OF MSEZ USING ADB SEZ STRATEGIC DEVELOPMENT FRAMEWORK AND ASSESSMENT
LI S i TP PP UPPPPTPTTRRTP 105
7.7.  ACTION PLAN - CHALLENGES AND THE WAY FORWARD ......uuuuuututututnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnsnsssnnmnsnnnmnnnnns 106

8.  AJK'S APPROACH TO INDUSTRIALIZATION, TRADING AND TOURISM—PROPOSALS AND COSTS ......ccccevvurersunerenne 108

8.1, DATA AS INDUSTRY ..ttttttuiiiieettetttttieeeeeseastauaaseaeteeetstaaaeaaesestannaaeaeseestnsaeaetaeeestanaaeeeeeeessnnnsaeeeeersssnnnns 108
8.1.1. Demand Side Measures for Promoting Data INAUSLIY .......ccocuiiiiiiiiiiiiieeie et 108
8.1.1.1. Government as a Consumer of Data
8.1.2. SUPPIY Side MEASUIES ......eeruviieiieriie ettt
8.1.2.1 Ownership and control of data; incentives for sharing of data
8.1.2.2 Incentives for Data DIIVEN INQUSTIY ......ccoiuiiiiiiieeciiee ettt et e et e e e ste e e e etb e e e ebaeeeaateeesabeeeeseeeeannseeesasaeeenssneeannes
8.1.2.3. Data INAUSTIY-EXPOIS @N0 SEZ .......oiiiiiiiiiiieeiee sttt ettt ettt ettt et sb e sbe e st e e s ab e e beesaseesssesabeesaseebeesaseeneeenseennnenas

8.2. ENERGY AS INDUSTRY .1tttuuttteettettutunnieeetetesstsnsnseaeteesssssnneeesesesstsssmeesteesmnsnn et

8.2.1. DEMANT SidE IMBASUIES ....eeeieueriieiiireeeitiee e ettt e setteeesteeeessateeesassteeessaeesasssseesassaeessnseeesanssesesasseeessnsseessnssneesasees

8.2.2. SUPPIY SIHE IMBASUIES ......eveeieeiieeeeiiee e sitee e ettt e eette e e sttt e e s ate e e s saaaeeesaaeeeesssaeesassaeeesnsaeeeannsaeesanseeessnsseeesnssneesansees
8.2.2.1. Developing Micro Hydel Power Projects.............
8.2.2.2. Data Industry to Complement Energy Industry

8.3, TOURISM AS INDUSTRY .ttuuitieeteetittiuseeetetetstsnsaaseaeteesssssaneseaesesstsns s saesteestssseaeteseestannaseeeteessnnaeeeeeesmmmn

8.3.1. DEMANG SIidE IMBASUIES ......eiiiiieeeeeeeiiitte e e e e ee it tr e e e e e eestbareeeeeeesaastaaaeaeeeesasbaaaeaaseesassetaaeeessseassssensaeseenssssrennes
8.3.1.1 LEVEIAgING the DIaSPOra...uicccuuieieiieeeiiiie ittt estteeesteeestteessteeeassbeee s abeaeassseeesssseesasseesansesesassseesssseeesnsseessssessssssessnsseessnsnen
L0 T O Y=Y = To TU T oYU 1Y o T USSP

8.3.2. SUPPIY SIHE IMIBASUIES ......eveeieeiieeeciiee e ctiee e ettt eeette e e sttt e e e sate e e ssaateeesbaeeeessseeesassteessnseeeeannseeesanseeeesnsseeeanssneesansees
8.3.2.1. Availability OFf IMICIO-FINGNCE...ccutiiiiiiiie ettt e e te e e sab e e e s beeesssbaeeesabeeesstaeeassseeesabeeesnsseeessnen
L3 T VoY [ o AV e 1= o TSRS

8.4. THE IDEA FOR FUTURE STUDY ..tttttttuiiietettttiuusieseaeteestssaeeesessestsssaseassesstsssneaetesssstsnneeeteemee




List of Tables

Table 1 AJK at a Glance 6
Table 2 Highlights of AJK Electricity Assessment 46
Table 3 Breakdown of Sizes of Proposed HPPs and their Installed Capacity 49
Table 4 Employment Potential in AJK by sector 55
Table 5 Running Finance for micro and small enterprises 59
Table 6 Term lending for Micro and SMEs 60
Table 7 Credit Assistance Scheme of AJKSIC 61
Table 8 Labor Force Participation in AJK 66
Table 9 Employed-Division by Major Industry Groups percent 67
Table 10 The Travel and Tourism Competitiveness Index 74
Table 11 Diaspora ranking of impediments to investment 91
Table 12 Economic Analysis Results - Draft PC-I 92
Table 13 Economic Analysis Results - Draft PC-I corrected results 92
Table 14 Sensitivity Analysis - Draft PC-I 93
Table 15 Summary of Revised PC-I Cost Estimates 94
Table 16 Assumptions Scenario 1 Economic Analysis (Base Case) 96
Table 17 Sensitivity Analysis on costs and revenues 99
Table 18 Scenario 1 - Summary results of Monte Carlo simulation 100
Table 19 Assumptions Scenario 2 Economic Analysis (Base Case) 101
Table 20 Sensitivity Analysis Scenario 2 (Base Case) 103

Table 21 Scenario 2 - Summary results of Monte Carlo simulation 104




Table of Figures

Figure 1 SWOT by AJK Stakeholders

7

Figure 2 SWOT of AJK derived from targeted research

7

Figure 3 Organogram of State of AJK

Figure 4 Evolution of the Governance of AJK

10
12

Figure 5 Mapping Economic activities around a buffer along a proposed road can optimize investment options.

Figure 6 Evolution of Big Data around the World
Figure 7 Mapping of raw data analytical data and integrating with population density

Figure 8 Spatial Mapping of Industries shows the factors that optimize location. Evidence for future Industrial

Policy

Figure 9 Health department DSS, giving attribute data of each health facility

Figure 10 Education department, giving attribute data of each Education facility

Figure 11 Variables used for TLC in Comparison with Pakistan

Figure 12 Contribution by Each Component in Explaining Variance (Comparison with Pakistan)

Figure 13 Contribution by Each Component in Explaining Variance (Within AJK TLC)

Figure 14 Distribution of Data, Before and After Normalizing

Figure 15 Traffic Light Classification-Comparison of AJK with Pakistan

Figure 16 TLC Ranking of AJK Districts

15
17
20

21
22
23
25
26
26
27
28
29

Figure 17 Methodology for evaluating the Economic Endowment, Social Capital and Fragility Indices for districts

Figure 18 Variables and their Sources for Economic Endowment Index

Figure 19 Economic Endowment Ranking as per square km of AJK Districts

Figure 20 Selected Variables for Fragility Index Assessment

Figure 21 Fragility Index Ranking for AJK districts

Figure 22 Total no. of Political Incidents in AJK (1988-2011)

Figure 23 District level Per Capita Current Expenditures on Primary Education

Figure 24 District Level Per Capita Development Expenditures on Primary Education

Figure 25 District Level Per Capita Current Expenditures on Secondary Education

Figure 26 District Level Per Capita Development Expenditure on Secondary Education

Figure 27 Share of Production of few major crops

Figure 28 Endowment Rank, Fragility Rank and TLC for Eight districts of AJK

Figure 29 Petroleum Product Consumption in AJK-Tons

Figure 30 Petroleum Product Consumption of AJK by Sector-2017-18

Figure 31 Petroleum Product Consumption of Pakistan by Sector-2017-18

Figure 32 Sectoral Electricity Consumption in AJK 2017-18

Figure 33 Electricity Consumption by AJK - GWh

Figure 34 Electrification Rate of AJK and Pakistan

Figure 35 Proportion of Different Sizes of Proposed HPPs in AJK Power Generation Plan
Figure 36 Status of Completed Micro Hydel Projects under AJK PDO (Off-Grid)

Figure 37 Net Hydel Profits of AJK

Figure 38 Types of Lending in AJK (2018)

Figure 39 Advances held by banks in AJK

Figure 40: Deposits held by banks in AJK

Figure 41 Map of AJK

Figure 42 AJK year of Tourism

Figure 43 Pakistan Performance Overview-in comparison to South Asia

Figure 44 Brochure for AJK Tourism Promotion

Figure 45 Facebook Posts showing International Vloggers travelling to AJK

Figure 46 Proposed MSEZ project site

Figure 47 Project Site Flood Prone Area

Figure 48 Scenario 1, Effect of selected variables on NPV

Figure 49 Histogram of Net Present Values from Monte Carlo simulation (Scenario 1)

Figure 50 Scenario 2, Effect of selected variables on NPV

Figure 51 Histogram of Net Present Values from Monte Carlo simulation

Figure 52 Results for MSEZ using the ADB SEZ Assessment Framework Tool

30
31
32
33
34
35
36
37
38
39
40
42
43
44
44
45
45
47
49
50
51
56
57
58
69
72
75
77
78
85
86
98
100
102
104
106


file:///C:/Users/Dell/Downloads/2019_FinalSubmission_RIPAReport-Last%20Draft-ekn.docx%23_Toc26249969
file:///C:/Users/Dell/Downloads/2019_FinalSubmission_RIPAReport-Last%20Draft-ekn.docx%23_Toc26249972
file:///C:/Users/Dell/Downloads/2019_FinalSubmission_RIPAReport-Last%20Draft-ekn.docx%23_Toc26249973

List of Acronyms

AJK
GoAJK
SME
TA
TOR
DRM
RIPA
UNFCC
SEZs
TLC
FDI
ADB
AJKPDO
AKSIC
BOA
BoT
CAM
CAPEX
CClI
CETP
COTHM
CPEC
EMP
FBR
FERRP
GIS
Glz
GWh
HR
ICT
IMF
IRCICA
kWh
LoC
LSM
MCCI
MICS
Mil
MSEZ
MW
NEPRA
NOC
NTDC
PC-1
PCA
PDS
PKR
PPC
PPIB
PSLM
PTDC
S.D.
SDGs
SWOT
SWWD
TVET
UK

Azad Jammu Kashmir
Government of Azad Jammu Kashmir

Small and medium sized enterprise

Technical Assistance

Term of Reference

Disaster Risk Management

Industrial, Trade and Tourism policy

United Nations Framework Convention on Climate Change
Special Economic Zones

Traffic Light Classification

Foreign Direct Investment

Asian Development Bank

AJK Power Development Organization

Azad Kashmir Small Industries Corporation

Board of Approval

Built on Transfer

Common Areas and SEZ Maintenance

Capital expenditure

Council of Common Interest

Combined Effluent Treatment Plant

College of Tourism & Hotel Management
China—Pakistan Economic Corridor
Environmental Management Plan
Federal Board of Revenue

Flood Emergency Reconstruction and Resilience Project
Geographical Information System

Deutsche Gesellschaft fur Internationale Zusammenarbeit
Gigawatt hour

Human Resource

Islamabad Capital Territory

International Monetary Fund

Research Center for Islamic History, Art and Culture
kilowatt hour

Line of Control

Large Scale Manufacturing

Mirpur Chamber of Commerce & Industry

Multiple Indicators Cluster Survey

Million

Mirpur Special Economic Zone

Mega Watt

National Electric Power Regulatory Authority

No Objection Certificate

National Transmission & Dispatch Company
Postal Clerk First Class

Principal Component Analysis

Provincials Development Statistics

Pakistani Rupee

Private Power Cell

Private Power and Infrastructure Board

Pakistan Social and Living Measurement Survey
Pakistan Tourism Development Corp

Standard Deviation

Sustainable Development Goals

Strength, Weaknesses, Opportunities and Threats
Social Welfare and Women's Development Department
Technical and Vocational Education and Training
United Kingdom



UNICEF
usD
WAPDA
WASH
WB

United Nations Children’s Fund

United States Dollar

Water and Power Development Authority
Water, Sanitation. And Hygiene

World Bank



1. Why does GoAJK need to rethink its Industrial Policy: Understanding the

Institutions and Governance of AJK and the Drivers for Rethinking Industrial Polic

1.1. Background

This report is a project being financed through a Technical Assistance (TA) provided by Asian
Development Bank (ADB) that has been implemented to enhance the disaster risk
management (DRM) capacity of Pakistan.

The TA’s broad Terms of Reference (TOR) agreed with the government include support for
implementing agencies to (i) establish project management systems; (ii) augment the social
safeguards, procurement, contract management, and technical due diligence capacity; and
(i) develop linkages to enhance DRM capacities, coordinate Multi Hazard Vulnerability and
Risk Assessment (MHVRA) and disaster mapping activities. The activities under third output
for DRM mainstream, besides others, include (i) support for linkages of the DRM activities; (ii)
technical advice on climate change plans; and (iii) mainstreaming DRM and climate change
plans in the economic plans.

As part of this work, a climate change policy for Azad Jammu Kashmir (AJK) was developed
and adopted by the GoAJK to mainstream disaster and climate change resilience into different
sectoral policies. This is largely achieved through revisions, updates and development of key
sectoral strategies and polices for water, agriculture, forestry and energy.

As part of this mainstreaming, this project contributes to suggesting changes to the Industrial
Policy in the wider context and is called “Rethinking the Industrial Policy of AJK: targeted
interventions for improving the Economic, Disaster and Climate Resilience” (RIPA).

Latest research suggests that traditional industrial policies run the risk of disappointing people.
Productivity, globally, has outstripped demand—manufacturing as share of GDP declining
globally—partly due to services part of the industrial process vertical being automated (this is
also fanning the fears of disappearance of jobs—actually, impacting wages and flow of
knowledge). This phenomenon is similar to changes in the agriculture sector in the advanced
economies in the last century. Pakistan at large is an example. AJK is microcosm of the same.
AJK is also essentially a landlocked region—long distance (logistics distance) to sea and
export markets. Disadvantaged by being an autonomous region; at the same time advantaged
by the same autonomy. The modern 21% century economy demands to deconstruct the
traditional manufacturing export lead growth and older import substitution models. Instead use
a comprehensive approach combining manufacturing, agriculture, services, and natural
resources. Supported by learning, innovation, and technology while understanding the
reskilling and retooling of humans and institutions that is required alongside.

Even the best policy along these lines can easily be held hostage to constraints in availability
of capital—especially to the private sector. Reviewing the financial structures as well as the
tax structures within AJK will add value. The pros and cons of shifting of industries from
Pakistan to Mirpur, AJK, are being reviewed—industries in AJK are not largescale employers
and nor is there much data on value of production and on direct and indirect spillover impact
on the AJK economy [of these industries]. It appears that these industries are enjoying tax
benefits while not really contributing significantly to the AJK economy—at the same time there
is no data on their overall environmental and social impacts which on the environmental side
alone could be negative.

The RIPA will also look at the interactions between availability of credit (micro and small, both
at individual and enterprise levels) and development of tourism and related businesses.
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The process of consultations and development of the policy is of great value to the AJK
government, in addition to the actual product (the policy)—as it builds capacity of the AJK
institutions and stakeholders.

Therefore, in developing this report, wide ranging consultations were carried out with the
GoAJK and with other AJK stakeholders through organized Focus Group Discussions (FGDs),
planned and conducted jointly with the Department of Industries of AJK and under the
guidance of the Planning and Development Department (P&DD). A team of consultants
contributed to these discussions, the analysis and the resulting report.

As an overall governance goal, GoAJK has defined human development and sustainable use
of its natural resources as its goal. This goal is in consonance with the objective of
mainstreaming disaster and climate resilience within AJK policies, and forms the basis of this
project and the resulting report. This project utilized the existing information on climate change
and disaster resilience as a boundary condition for the analysis and discussions and the
resulting policy* recommendations.

1.2. Rethinking AJK’s Industrial Policy—Setting the Objectives

The political and security dynamics of AJK have not let the region capitalize on its natural
resources, vibrant diaspora, relatively better literacy rate than Pakistan and tourism potential.
The team of consultants took stock of the existing position after rounds of deliberation with
government and private sector in various localities of AJK. The Policy document thus is not
confined to manufacturing or industrialization, rather it broadly covers the sectors and areas
where economic potential can be harnessed under the existing socio-political and security
environment, while sustainably ensuring climate change and disaster resilience and to identify
how the region can leap forward given the geo-political and other constraints are to be dealt
with.

The industrial and economic policy envisioned for AJK is to leap forward by skipping a
generation of growth, to move towards a knowledge base economy, while bringing
competitiveness in existing resource seeking and tourism sector by bringing efficiency driven
investment. The product sophistication and vertical integration is facilitated in a way to
maximize the geographical location advantage; and horizontal policy is to focus on converting
comparative advantage to competitive advantage.

Any economic policy success is hinged upon optimal utilization of financial capital of the
region. The political dynamics are such that any business group from Pakistan operating in
AJK cannot buy assets there, leaving the financial leveraging for AJK operations through
mainland Pakistan. That hinders the overall financial ecosystem to develop in AJK, and even
businesses originated from inhabitants of AJK are managing banking relations from big cities
in Pakistan. The banks’ branches in AJK are primarily deposits raising shops and savings from
the region are routed to the rest of Pakistan for investment. The absence of financial capital
and leveraging ability restricts entrepreneurship in AJK and has kept its investment levels low.

1“A ‘policy’ is a statement of intent to achieve certain goal(s) by a local, regional or national government of a country,”
as defined by United Nations Framework Convention on Climate Change (UNFCC). For this project, and for this report,
the chosen definition is simpler and contextual: “The actions of government and the intentions that determine those
actions,” (Cochran et al. in Birkland, 2005: 18). For this project, ‘policy’ is treated distinctly from a) the institutions (and
traditions) required to implement the said policy, b) the processes required to be laid down by the said institutions (and
traditions), and lastly, c) the resources required (in terms, of administrative apparatus, human resources and financial
resources). ‘Policy’ is also recognized as the required trade-off between social, economic, and political/security
objectives.
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The era of industrialization to become part of the global manufacturing chain is largely missed
by Pakistan and particularly by AJK. Since AJK has mobility restriction due to line of control,
it could be considered as a land locked country where, to become part of the global value
chain is hinged upon how successfully Pakistan is deploying its industrial policy. That is why
the districts in AJK which are in proximity to Pakistan can focus on manufacturing industries
and can reap benefit of trade of goods to Pakistan and in turn to the rest of the world. While
the districts which are close to the line of control or have higher distance for planes or being a
mountainous region, the higher cost of transporting goods impedes the potential to benefit
from deploying large manufacturing units.

Distance and border impediments and dependence as a quasi-landlocked region, are the
prime reasons the development of SEZs and industrial parks are focused on Mirpur and
surrounding districts. According to TLC classification (Chapter 3), Mirpur is the most
developed state in AJK followed by Bhimber and Poonch. The policy document envisages the
industrial development to be mainly confined to these districts where the flow of goods,
services and labor is easy due to physical proximity with more developed regions like Jhelum,
Rawalpindi and Gujrat. The policy note emphasizes on available financial capital for industrial
development by channelizing the savings of the region to be invested within. Another factor to
capitalize on being the vibrant diaspora from the Mirpur region mainly residing in the UK. The
social and economic connections between the inhabitants of AJK and those who emigrated is
strong, but the political mistrust owing to historic decision making by AJK Council is keeping
the diaspora at bay from coordinating with the government to have public private partnership
model of investment.

Once a few big industries or manufacturing units are hosted in Mirpur and surrounding districts
of the AJK, SME development in the value chain could be a natural consequence. The other
element important for SME development is to connect the production chain of industries
operating in neighboring Pakistan districts. The policy document focuses on providing a
conducive environment for SMEs development by having them access finance and reducing
other impediments to improve on the core ‘ease’ of doing business so as to have higher
competitiveness. An infrastructure of road networks, electricity and other energy source
provisioning at competitive rates, industrial waste treatment facilities, financial capital, training
for skilled labor and adequate housing and other amenities for skilled labor available in the
region is needed. The TLC analysis and spatial studies will help in designing the targeted
intervention in the limited resources and help in prioritizing the region and sectors to focus on.

The AJK host delegation held consultative focused group discussions with the major public
and private sector stakeholders of AJK during summer of 2019. In these discussions, a
comprehensive socio-economic overview of the AJK was presented along with a summary of
the various initiatives being undertaken towards furthering the economic diversification and
development—related to industrial, tourism and trade development. Ensuing discussions
covered AJK diaspora’s role in development, minerals development, skilling and human
resource development, tourism promotions and related infrastructure development, impacts of
recent hydropower development projects, promotion of distributed/community electricity
provision, mainstreaming and promotion of information technology, and other possible
opportunities that could underpin the development of the industrial, tourism, and trade policy.
Highlights included: the mention about the large—1.5 mil out of 4 mil total population—
diaspora in various countries who are and potentially could be a driving force behind a good
policy; the widespread skilling networks and the highly educated population; improving the
new large hydropower projects impact towards local economy using the learnings from pre-
CPEC projects; the work on the new Tourism Investment Act—including flexible approaches
toward external investment, and development of tourism corridors; and, the renewed focus on
IT mass literacy, e-governance, and software development.
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From the consultant team discussions and based on recent surveys, it can be safely assumed
that the Kashmiri diaspora considers that the approval processes from the Federal
Government of Pakistan (GoP) for investment by Kashmiris in Kashmir is keeping investors at
bay. They find this obstacle higher than geo-political complexities. The government has to
open up the regulatory regime by empowering local representatives in decision making and
give tax breaks for such investments. At this point, the approach to industrialization in AJK is
mainly the AJK stakeholders’ led view, where, the undue presence of GoP (AJK Council) is
impeding locals and foreigners to invest. A more pragmatic approach would be to focus on
FDI, SME and market led views to dominate.

However, to achieve all the aforementioned policy objectives for rethinking the industrialization
policy, there are some drivers of industrialization which act a catalyst for the policy in becoming
a practical success. Some important ones are listed below

a) Economic conditions and stage of economic development;

b) Factor endowments, such as, skilled and low-cost labor, capital, natural resources,
proximity to markets;

c) Geography and demographic characteristics (as were the case in East Asian
countries);

d) Well-designed financial system with a capillary network of financial institutions

accessible to private sector in rural and urban areas providing easier access to
finance for firms and individuals;

e) Investment in human capital to provide a well-trained labor force is essential in
ensuring that industrialization process is sustainable. Since it upgrades local
capabilities and skills, it facilitates the process of structural transformation;

f) Investment in physical capital is crucial in increasing local production capacity and
crowd-in private investment, particularly, Public investment in providing positive
externalities to the private sector and in reducing potential bottlenecks on the

supply side;

Q) Size of domestic markets and stable economic, political, social and institutional
settings; and;

h) Policies that play a central role in stimulating the redistribution of income that may

boost domestic demand, since low-income groups tend to have a higher propensity
to consume as well as capital inflows and competitive exchange rate regime?.

Whereas, to achieve fruits of industrialization, following pre-requisites are important to be met;

a) Durability—double digit growth in manufacturing industries is required for at least
first few decades;

b) Contribution to overall growth—the contribution of manufacturing industries
remains significant in the overall GDP of the economy;

c) Structural change—Value addition is imperative as shift from simple raw material

processing to highly complex production processes with advanced technology as
the driver of industrialization;

d) Relative income—An income level that can sustain industrialization as compared
to its competitors;

e) Export structure—the share of manufacturing sector should be significant in the
total exports;

f) Agglomeration of Production—the state of AJK needs to specialize in few industries

and exert all options to overtake leading market share of such few products. The

2 UNIDO, 2018. Demand for Manufacturing: Driving Inclusive and Sustainable Industrial Development
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9)

h)

market share should be captured through high quality and not through cheap price
and inferior quality;

Vertical and Horizontal Integration—the leading industries should be
complemented with vertical and horizontal integration by establishing supporting
industries near the industrial zones of AJK. This would also increase the
localization of manufacturing goods and keep it less vulnerable to external shocks;
Availability of Skilled Human Resource—for boosting industrialization, availability
of skilled human resource is vital. A significant portion of human resource should
come from local districts which should decrease the cost of production as well as
increase employment opportunities in the state. Further, with multiplier effect,
employment creation through manufacturing industries may lead to boost in
economic activity driven by services and agriculture sectors?®.

Before progressing towards the major discussion on the policy development aspects, the
current overall socio-economic picture of AJK is represented at a glance of the region in Table
1 and SWOT analysis Table 2. Table 1 shows the key socio-economic indicators of AJK state
which are reported at the state level by the government of the AJK. Whereas, Table 2 presents
the SWOT analysis of AJK prepared through consultations with the major stakeholders and
through reviewing the existing literature on existing strengths, weaknesses, potential
opportunities and threats faced by the state of AJK.

3 UNIDO, 2017. What Factors Drive Successful Industrialization? Evidence and Implications for Developing Countries

Pagel5



Table 1 AJK at a Glance

Indicator

Population, total (millions)*

Population growth (annual percentage)
Urban Rural Population Ratio

Surface area (sg. km) (thousands)
Unemployment rate

Population density (people per sq. km of land area)

Literacy rate (percentage)

Literacy rate male (percentage)

Literacy rate female (percentage)

Total number of tourist (max annual influx)
Grid capacity (MVA)

Area under forest control (percentage)
Districts

Total length of roads (km)

Training and Vocational Institutes

Mortality rate under-5 (per 1,000 live births)
Expenditure on health department (million)
Expenditure of Education department (million)
Forest area (percentage of total area)
Electric power consumption (kWh per capita)
Power generation (annually in MW)

Total banks (no. of branches)

Major industries (percentage)

Major crops

Total Farm area (hectare)

Tax return revenue (million)

Personal remittances, received (USD millions)
Completed hydel power projects

Total hydel power potential (MW)

4 AJ&K Statistical Yearbook 2018
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4.045
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13,297
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304
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88.10
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800,000
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403
2,361
516
Wholesale & retail
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communication: 6.8
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personal services: 27.3

Construction:19.0
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Manufacturing: 8.2
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Cucumber and Tomatoes
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4000
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Figure 1 SWOT by AJK Stakeholders
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Figure 2 SWOT of AJK derived from targeted research
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The study has conducted two separate SWOT analyses for the socio-economic conditions of
AJK. The first SWOT (Figure 1) is designed on the perception of major stakeholders belonging
from the public and private sector. The SWOT analysis was conducted on voting basis from
the stakeholders on what they generally perceive are the strengths, weaknesses, threats and
opportunities facing AJK. The detailed voting count on each indicator is shown in Annex 11.
The second SWOT analysis was designed by using the perceptions and supporting them with
data and research. Those indicators which could be supported with data and history are further
analyzed in the next set of SWOT analysis, as shown in Figure 2.

The major strengths of AJK lie in its young, homogenous and literate population, about 70
percent of the AJK population is below the age of 30° with a population growth rate of 1.6
percent compared with 2.4 percent of Pakistan®, showing a lesser threat to economic
resources. Further, AJK has a literacy rate of 76 percent compared to Pakistan’s 60 percent’.
However, this demographic dividend may soon turn into a demographic bomb due to very high
youth unemployment rate of 18.4 percent.® This threat is vivid due to lack of economic
opportunities for the youth, especially females who are facing a relatively higher
unemployment rate of 19 percent compared with 9 percent of the male labor force. The major
factors hindering employment creation opportunities in AJK are non-existent industry (except
for Mirpur); weak services sector especially finance and telecom and; low investment. Even
further, another weakness that is keeping the youth from gaining employment is the mismatch
of skills. Skills learnt by the youth are not in demand and there exists almost zero supply for
the skills attained by aspiring candidates. A recent report of TEVTA shows that 59 candidates
with English language teaching skills were trained, however, there was no market demand for
them.

AJK is blessed with natural resources; lush green forests being one of them. Eco tourism is
one of the major attractions of AJK for tourists around the globe. AJK’s total forest area covers
42.6 percent of the land, mainly gifted with Alpine forests. The annual tourist inflow is recorded
at 0.7 million, however, there exists huge potential in enhancing the tourist inflow by providing
a regime of better infrastructure, transport and easy visa issuance. However, the consistent
threat in the form of heavy shelling from the 767km long Line of Control (LoC) border targeting
citizens is one of the major impediments in attracting tourism®. There can be no tourism without
restoration of peace and harmony in any area. The additional strength hidden in the rural
tourism industry of AJK is the high electrification rate of 93 percent compared with 68 percent
of Pakistan'®. The electricity produced in AJK is 100 percent renewable, making it cheap and
eco-friendly. Consistent supply of electricity is a major incentive for tourists who come to spend
time in the woods. The flowing rivers of Jhelum, Neelum, Kunhar and Poonch have the
massive potential of generating 9255MW of electricity that has only been exploited to 2361MW
till date?. The hydro power generation of AJK has the capacity to create significant number of
direct, indirect and induced jobs for the local population and can even induce economic activity
in the industries of Pakistan.

The rich forestry of AJK also has the potential of supporting multiple wood related industries
such as furniture, paper, medicine and lumber. Yet, the lack of an established industrial cluster
is due to the weakness entailed in poor connectivity of AJK with Pakistan and the rest of the
world. AJK remains a landlocked state with no railway line; road and air being the only

5 The latest numbers available are from 1998 census of AJK

6 AJK Population Census 2017

7 Labor Force Survey, AJK 2017-18

8 International Labor Organization (ILO), https://www.ilo.org/islamabad/info/public/pr/WCMS_614732/lanen/index.htm
® There were 1688 ceasefire violations only in the first eight months of 2018
https://www.thenews.com.pk/latest/361184-india-committed-1-686-ceasefire-violations-in-last-8-months-senate-told
10 pakistan Energy Yearbook, HDIP Pakistan

11 AJK Power Development Organization
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available mode of transport. To add to the misery, the only two airports of Muzaffarabad and
Rawalakot have been closed since 2006, leaving road as the only way of connectivity with
Pakistan. The proposed Muzaffarabad-Mirpur-Mansehra Motorway project is an excellent
opportunity that may lead towards enhanced connectivity resulting in increased inter-country
trade and transfer of skills and knowledge.

The agriculture sector of AJK is still relying on low value crops such as garlic, ginger, potatoes
and tomatoes which may not be able to alleviate rural poverty. There is a need to shift the
focus from low value adding crops to high value adding crops or towards the industry and
services sector. Tourism and hospitality are the two major targeted sectors for interventions.
Currently, 22 percent of the local population is engaged in these two sectors. Further
engagement of locals can be made possible by opening up the monumental and religious
sites of Banjosa, Tolipeer, Lasdana and Hajipir. Religious and archaeological tourism has the
potential for increasing state revenues, as Pakistan is also stepping into this venture with the
opening of the Kartarpur Corridor in Narowal. Tourism revenues can be a source for funding
the state budget that is currently supported by just 24 percent of domestic mobilization, while
the remaining deficit is being funded through aid and grants from Pakistan; showing weak
efforts in resource mobilization.

1.3. Background of Current AJK Governance Model

AJK is governed by its Interim Constitution Act of 1974 and Parliamentary Demaocratic system
where President of AJK is constitutional head of the State while the Prime Minister is executive
head. In parallel, the AJK Council created under Section 21 of the Interim Constitutional Act,
1974, chaired by the Prime Minister of Pakistan enjoyed vast administrative and financial
powers. Nevertheless, the 13" Constitutional Amendment of 2018 rectified the existence of
two parallel administrative and financial authorities---the AJK Government and AJK Council.
The responsibilities of the GoP are delineated under Part A of the Third Schedule of the
Interim Constitution Act of 1974 that includes, inter alia, defense, security, external affairs,
foreign trade, currency including foreign exchange, coins, nuclear energy, banking,
corporations and its regulations excluding corporations owned and controlled by AJK,
planning for economic coordination including planning and coordination of scientific and
technological research, international treaties, conventions, agreements and International
arbitration, duties of customs, including export duties, taxes on corporations.
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Figure 3 Organogram of State of AJK
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Evolution of the Government of AIK (1947-2018)

Figure 4 Evolution of the Governance of AJK
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Figure 4 shows the evolution of AJK government since the formation of the state. The timeline
shows landmark events in the history which were responsible in shaping the current
governance model of AJK. Given AJK’s unique position as an autonomous region integrated
with Pakistan, it is important to understand how the political and economic governance of
AJK has evolved, before rethinking any policy, as all policies are agreed and implemented
therein. The Figure 4 is a snhapshot of this evolution and to provide a political economy
context, a global, regional and national significant events timeline is included as Annex 1.

Box 1 Role of Institutions in Economic Development

Institutions structure the political, economic and social interaction in an economy. These can be
through informal channels such as customs and traditions or formal channels such as constitutions
and laws. Institutions are significant for the economic growth of a region because they provide the
incentive structure that shapes the direction of economic change towards growth, stagnation or
decline. Regions have different growth rates because of the different types of economic institutions
they possess- “inclusive” or “extractive”. Inclusive economic institutions encourage individual vocation
choices and economic activities. They provide secure private property rights, an unbiased law system
and equal rights and opportunities for citizens. On the other hand, extractive economic institutions
extract income and wealth from lower and middle class to benefit the elite class. As a result, regions
that have inclusive institutions generate innovation and enjoy greater productivity while those that
have extractive institutions lag behind and are trapped in poverty.

Distribution of political authority along with the power of the state determines the type of institution an
economy has. If the political authority is narrowly distributed in a region, then its economic institutions
are likely to be extractive because the minority elites fear creative destruction. Conversely, if it is
widely distributed and the state is centralized, then the economic institutions are likely to be inclusive.*
In the contemporary world, the meaning of comparative advantage has transformed. According to
conventional literature the comparative advantage of advanced countries lies in their capital-intensive
goods developed by their highly skilled labor. This theory has been revised as technical knowledge
and skilled labor is discovered to be relatively mobile. Hence, according to the new school of thought
regions should focus on their immobile advantages; place-based characteristics such as collective
knowledge of the society, institutional infrastructure, political system and the like.

After understanding the current model of governance, the role of institutions and the existing
need of policy change for industrialization, we now move on to understand how collection,
storage, dissemination and use of data for robust policy interventions may lead to industrial
development, targeting inclusive growth.
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2. Data driving policy making for AJK: the key ingredient in rethinking policy

to support an emerging industry

2.1. The need for data and specifically the need for geo-spatial data—
evidence-based policy making

The project report defines policy as “The actions of government and the intentions that
determine those actions”. All policy is based on data and analysis and discussion and
consensus through legislative approvals. Absence of data is the basis of poor policy; and
the following four factors on data and government policy making explain why this is so.

First, the government includes a large machinery and comprises of a number of
departments, organizations, agencies and personnel. Unless all of them, or at least a
significant majority of them work and take actions in unison and coherence, poor policies
are drafted and thereafter, policy objectives are not met. A worse-case scenario, which
often emerges, is, different departments working at cross purposes.

Second, the government works at the various tiers (e.g. for AJK, at state, at division, at
district, and at city levels)*? and each tier has its unique dynamics and developmental
requirements—good policies are formulated keeping these specific requirements in mind,
and, even if they are state wide they require bespoke implementation within the various
tiers.

Third, governmental actions have a cost, both financial as well as opportunity cost and
both in terms of money and time. We need to ensure that maximum value for money is
achieved from the public sector investments. Fourth, all policy implementation requires a
robust system of monitoring to ensure that the desired impact can be measured and
reported, and information used for any required policy and policy implementation
corrections.

Irrespective of which policy we are making, one fundamental feature that can enshrine
most if not all of the above features are when we base, calibrate and evolve the policy on
high quality geo spatial data.

2.1.1. What is evidence-based policy making

In generic terms data is a recording of the events that have happened in the past. An
accurate and high-quality recording of data can be an excellent predictor of the future
development trajectory. However, what is data in the context of evidence-based policy
development? This is a serious and critical element of the evidence-based policy
making. An analytical framework of time series, geo-spatial data provides good
evidences, as to what has worked in the past and what has not. This evidence forms
the basis of policy making i.e. guiding the government towards the goals that can be
realistically achieved; the relevant objectives that act as the milestones for the
destination towards goal; and, the actions that can be charted to make part of the
development policy.

12 In addition, there are governance structures at Union Council and Village levels as well—though informal.
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2.1.2. Data as ‘power’ hindering accurate and timely data gathering

Public sector policies have been based on scant and at times outdated data. The
reasons are more of cultural origin and less of technology constraints. Moreover,
whatever data we generate, the departments have a tendency to keep it secret,
confidential and restricted, often in the name of security, while a more underlying
temptation is to keep it as a source of ‘power’, utility and nuisance value. What we
need is a paradigm shift from this model to a framework, which is based on data
sharing and using it for public policy.

2.1.3. Data Sharing

Data sharing starts with the concept that in the public sector, most of the data sets are
the same and can be used by almost all departments. Examples include Maps and
boundaries, both administrative and departmental jurisdiction; population census data,
geography and climate related data, socio-economic data, road network, railways and
other communication infrastructure, etc. The best model is that this data should be
generated and created once, and used multiple times by all departments. This shall
ensure that the cost of data generation is minimized, and all departments, agencies
and organizations are using the same data. In the normal system of government, often
times, multiple departments end up investing in data creation and might be using
different sources or different versions of the same source, leading to confusion and
lack of uniformity.

Public policy must be strongly embedded in ground realities, meaning that all points of
economic activity are geographically located in space. This necessitates that all public
sector data that is used for policy development should be gathered in spatial form. This
format is technically referred to as GIS (Geographical Information System).

Figure 5 Mapping Economic activities around a buffer along a proposed road
can optimize investment options.
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2.1.4. Data-Driven Industry: The Emerging Science for Robust Policy Decisions

Data is the future. Policies, whether public or private, pertaining to firms, industry or
whole economy, requires in depth understanding, visualization and simulations for
bringing the best decisions. Data science evolves from collection of data through
surveys, compilation of data into different clusters, storage of data with the help of data
centers, dissemination of data to the concerned stakeholders and then using the data
to find the gaps and filling them. The big data market is expected to reach a global
market valued at USD 40 billion by 2023 and is recording an annual average growth
rate of 29.7 percent, that is quite exponential. Some examples of how data industry
can benefit the public sector of AJK are as follows;

i) Data sharing and open government: The free exchange of information from public
sector firms to the citizens promotes transparence and trust between government and
the citizens.

ii) Sentimental Analysis: The information obtained from social media websites such
as twitter help the policy makers in prioritizing their services based in the interests and
opinions of its citizens.

iii) Personalization and Citizen Segmentation while protecting Privacy: Tailoring
of government services for the citizens can enhance efficiency, effectiveness and
satisfaction of citizens.

iv) Economic Analysis: Correlation performed through various sources of data help
the analysts in accurate financial and economic forecasts and it helps in preparing for
any natural or economic calamities.

v) Internet of Things (loT): The government can characterize itself with applications
which work on sensor measurements such as pollution, traffic, waste usages,
monitoring of public vehicles, abnormal behavior detection and many others. The
integration of these high-volume data sets has the potential to greatly improve the
urban development and management and positively impacts the quality of life of the
people.

Figure 7 shows a graphical representation of how big data is evolving around the world
and how much budget is being spent on the big data industry by the public and private
sector around the globe.
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Figure 6 Evolution of Big Data around the World
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make effective decisions.

2.2. Improving evidence-based policy making in AJK

The team of consultants visited various relevant AJK stakeholders and held discussions
with a view to assess the present state of data and especially geo-spatial data availability;
and to improve the future direction required to enable evidence-based policy making.

2.2.1. Dataneeds to be disaggregated

Data needs to be disaggregated in more than one way. Geographical disaggregation
is one of the key parameters. In many cases, data is collected at national, regional or
district level and presented in summary for the decision makers. However, this
average, aggregate or consolidated data is what it is, ‘average’. This in many cases,
hides the details, and policies based on this kind of data do not address the issues in
an equitable fashion at the local level. Public spending on the basis of average or
aggregate data without sufficient targeting and bespoke implementation results in
inequitable development—a point recently amply demonstrated in a recent Pakistan-
wide report on district disparities®®. As per MICS'* reports of AJK, most of the
indicators have a wide range, above and below the provincial average, reflecting a
variation in the quantity and quality of public sector investments in the past. Making
policies on the basis of average figures would lead to further inequities. Similarly, socio
economic data for males and females varies to significant levels, especially in less
developed districts. This double segregation, i.e. based on sex and location, would

13 |n depth analysis was performed in “Strengthening Fiscal Federalism by Eradicating District Disparity: Supporting
Economic Corridor through Strategy Planning” an internal report of the ADB that discussed how bespoke
interventions are required for each district on the basis of its socio-economic strengths and weaknesses.

14 Multiple Indicator Cluster Survey
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provide much more nuanced data for making equitable policies, that would address
the needs of those who are most in need.

2.2.2. Ownership of data

The Planning and Development Department of AJK (PnDAJK) generally is the
correct place to house the current data management system, this however, does not
mean that it owns and collects the entire data in the data management system. AJK
needs to define three levels of data users:

o Data Owners: Departments & offices that generate a set of data and own it
. Data Editors: Offices that have the rights to edit and publish edited data
. Data Users: Offices which can use the data for their departmental purposes

but neither own it nor can edit it.

Citizens: A simplified but informative dashboard and portal needs to be developed
that the people of AJK and anyone else would be entitled to view—an open source
data base. This can also allow for the development of another layer of data created
and verified by the people using this data and enhancing its validity. This would enable
the government to share its work, policies, programs & projects with the real
stakeholders. In addition, this could be used as a powerful tool for participatory
planning and decision making. A good example of such an open data portal is the
official website of the District of Columbia. https://opendata.dc.gov/. This level of data
and that too in the public domain may not be possible in the immediate future, but at
least AJK should aim for this kind of level and draw its own boundaries for making data
public.

2.2.3. Sharing data

In AJK, data driven governance and policy making would need a large amount of data
sharing amongst and within the departments and offices. Every department would
need to categorize data into three levels of sharing:

° Data specific to the department that shall be within the access-controlled
domain. In addition, micro data of any department like salaries of staff and
number of students in each class that may not be of any interest to outsiders,
except for the education department.

° Data that can be shared with others. Data like location and facilities of BHUs
or Schools, student
teacher ratio, literacy rate, immunization rates, water and sanitation facilities,
etc. is data that can be and should be shared within the government.

2.2.4. Data Security

Data security is a serious consideration, especially in the current geo-political
environment. The GoAJK needs to develop rules that would guide and educate the
officers towards data security. A serious effort at developing manuals and capacity
building of data handling staff would minimize the risk of security breach.

2.2.5. Integrating data

Data integration involves combining data residing in different sources and providing
users with a unified view of them. This is a critical reform needed in AJK as the
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institutions are presently working in silos. Often one department hardly knows what the
other department is doing. The same applies to policy making and policy
implementation. GoOAJK must emphasize that the value of data is multiplied manifold
when it is integrated with other data sets and that is again multiplied when it is
geographically viewed and analyzed. The policy making in any one sector can be
positively influenced by the micro geographical data from related sectors. Box 2 shows
how the power of data integration can work for GOAJK. This in itself will drive a large
demand for development of the technology and data industry within AJK.

Box 2 Power of data integration

Almost every government has a strong focus on
literacy, education and school enrollments. Made in
isolation, policies, programs and projects mostly focus
on efforts at enhancing school enrollment and make
school administrations responsible. A number of
studies in developing countries highlight the one
important cause of higher drop out ratio in certain
tehsils is rampant diarrhea and other ilinesses. At a still
higher level, the main cause of frequent diarrheal
diseases is not just lack of medical facilities, but lack of
clean drinking water & sanitation facilities. Thus, with
these integrated data analytics available at the time of
policy making, the enrollment drive would not just be
limited to school education but would involve other
departments as well.
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Figure 7 Mapping of raw data analytical data and integrating with population
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Mapping of raw data analytical data, and integrating with population density, gives a much better
picture of the level of development and leads to a more equitable investment p planning.

2.2.6. An example about the role of Spatial Data in Industrial Policy

Industrial development is dependent upon a number of geographically located factors,
like availability & cost of land, raw materials, communications network, skilled labor,
utilities & markets. Additionally, for every type of industrial unit, these factors vary.
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Some industries might need to be placed closer to seaports, while hi tech units like
computer assembly plants would prefer to be nearer to airports. In many cases, in the
past, industrial estates in the public sector have been developed based on factors,
other than high quality, geo-spatial data. The result is that even in Punjab; more than
90 percent of functional industrial units are located outside formal industrial estates®®
and almost 80 percent are located within city limits & within 2 km of the main roads.
These figures were collected using geo spatial survey and data analysis, using ArcGIS
software. This kind of data should feed into evolution of the direction taken by industrial
policy in AJK following on from this present project report. The same kind of detailed
data collection of all factors that relate to industrial setup needs to be collected for AJK
and a comprehensive census of all existing units done to enable the government to
locate and develop more successful estates.

Figure 8 Spatial Mapping of Industries shows the factors that optimize location.
Evidence for future Industrial Policy®
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2.3. Institutional Development for Evidence-Based Policy Making in AJK

The consultants view is that Planning & Development Department of AJK appears to be
the most appropriate home for the housing of all spatial and non-spatial data. At the
national level, the Bureaus of Statistics is part of Planning, Development and Reforms
Division. At the provincial level, it is the PnD departments that house the provincial bureau
of statistics. Therefore, the PnD Department should house this system. Currently the GIS
center is housed in the Land Use planning section of the PnD and this can be further

15 PSS working papers 2017
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capacitated to develop and house the State level Geo-spatial data, in partnership with the
IT Board.

Preparation and dissemination of Geo Spatial data is an IT based subject. The role of IT
Board, Government of AJK is critical in maintaining the hardware and keeping the system
running. Developing data security protocols, IT policy, data sharing protocols, data
dissemination information highways should fall within the domain of the IT Board. A word
of caution would however be needed that the leadership of the initiation should remain
with the PnDAJK and not be given to IT personnel.

2.4. GIS Center in PnD

The AJK Government has a decent GIS Center, within the Land Use Development section
of the PnD Department. This makes sense. The Land is the canvass over which all
infrastructure and economic activities are located. The GIS center has good human
resource, trained and motivated, that has been working for a couple of years. The result
is that the AJK government departments have available to them good geo-spatial data
layers, that they can use for decision making in day to day governance as well as policy
making. The Center is using ArcGIS and has reasonably good command over most of the
modules. The one area that needs attention is the integration (data integration) of various
departmental layers, which are still department / sector based and available only to the
concerned department. The consultants recommend a training session by a good team
of experts to enable the GIS center to develop live dashboards and decision support
systems that are available to the government as a mainstream system. A good example
is the ECD- DSS?® being developed under another ADB sponsored project.

Figure 9 Health department DSS, giving attribute data of each health facility

C @ gisportallupajkgov.pk/arcgis/apps/webappviewer/indexhtmi?id=715b59fd92de4fa2b1ebede16a4cal71 Q% |

i @

Q Web GIS Application for Health Facilities in AJ&K Dovoloped by Land Use Planring

) .
WM

\

& ¢ ) r o

Q'-mmw@m : :
: digih { » BEIMiznEEanGi | § pipngted.
e P ’ e esry

16 Economic Corridors Development-Decision Support System

Page]22



Figure 10 Education department, giving attribute data of each Education facility
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2.5. Developing the data industry in AJK

Industry has been redefined in many ways over the past fifty years. Services now form a
core part of what was traditionally a ‘widgets’ driven industry. We find the share of
traditional industrial production declining around the world simply as the services driving
industrial production as a share of the overall industrial production has been rising and is
being accounted for under services. The team of consultants sees a great opportunity in
developing the data industry in AJK. The many components for approaching this as a
policy will be discussed in the closing chapter. Simply summarizing, were AJK to undertake
a concerted effort towards evidence-based policy making to streamline and incorporate
DRM and climate resilience into its overall economic policy making, this will open up a
completely new industry that is germinating and nascent lying idle in the present GIS
Center in the Land Use Planning Unit of PnD department

The importance of data in the public service delivery and policy making is not established
with facts and figures. Next, we try to use the available data on the socio-economic and
infrastructure indicators of AJK to perform economic analysis on the existing economic
conditions of each district. The economic analysis can be performed only because the data
was collected, stored and disseminated. However, the data still remains greatly limited
compared to Pakistan. Therefore, enhanced and improved data collection and compilation
is necessary for better economic analysis which lead towards policy making.
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Understanding the development disparities in AJK

3.1. Traffic Light Classification for Understanding the Socio-Economic
Disparities across Districts

To understand the district development through socio economic disparity lens, Traffic Light
Classification (TLC) methodology is incorporated. The TLC ranks the eight?’ districts of
AJK based on socioeconomic development and disparity, i.e. green, yellow and red; where
green depicts developed districts, yellow depicts moderately developed districts and red
are the underdeveloped districts. The ranking is carried out by shortlisting 15 most
representative variables from multiple sources to minimize measurement bias of any data
source.

3.1.1. Estimating Development Disparity amongst Districts within AJK: Data
Sources and Variables

The primary source for socio-economic and Water, Sanitation and Hygiene (WASH)
indicators is the Multiple Indicators Cluster Survey (MICS) published through UNICEF.
MICS survey for AJK was only conducted in 2008 and no later editions were published
afterwards. As no other survey has ranked the socio-economic and infrastructure
related indicators for AJK, this study resorted to using the only available MICS data for
2008. The data from AJK Statistical Yearbook is annually published by the Planning
and Development Department, AJK at district level since 2017. The most recent data
available is for the year 2018 and the same is used in this study. Only Roads Density
indicator was used from this source for estimating the TLC. The TLC analysis does not
include Haveli and Jhelum Valley because these districts were part of District Bagh
and Muzaffarabad respectively when MICS was conducted in 2008. After running
holistic principle component analysis (PCA) for maximum number of unrelated
variables available through MICS, the following 13 indicators were able to explain
maximum variance across districts and hence, they were used in the final estimation
of TLC.

(a) Stunted Height,

(b) Stunted Weight,

(c) Adult Literacy Rate

(d) Gender Parity index for Primary Schools
(e) Gender Parity index for Middle Schools
() Net Primary Enrollment Rate, Gross
(g) Primary Enrollment Rate

(h) Child Immunization rate

(i) Proper Toilet Facilities

(3) Improved Drinking Water

(k) Non-Solid Fuel Use

() lodized Salt Consumption

(m) Pre-Natal Care.

17 Eight and not the present ten districts were chosen as at the time of MICS Survey 2008, AJK comprised of
eight districts and in the later years, Haveli and Jhelum Valley districts were formed out of districts Bagh and
Muzaffarabad
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3.1.2. Estimating AJK’s Overall Development Disparity with District
Development Disparity in Pakistan: Data Sources and Variables

After comparison of development disparity within AJK, this study also performs another
iteration of estimating how far AJK is as a single unit in terms of socio-economic
conditions from the rest of Pakistan. This was performed by taking the average of all
eight AJK districts and plugging the average as single value for the whole of AJK. The
analysis was performed by adding 111 districts of all four provinces of Pakistan i.e.
Baluchistan, Sindh, Punjab and KPK and the 112™ district in the estimation was AJK.

The following nine variables were used to estimate the TLC for AJK as a whole, based
on the availability of data and highly correlated variables for all of Pakistan and AJK.
The data sources for AJK remained the same i.e. MICS and Statistical Yearbook while
for Pakistan, data was obtained from Pakistan Social and Living Measurement Survey
(PSLM) 2014-15, Provincial Development Statistics (PDS) 2017 and MICS (for each
province).

Figure 11 Variables used for TLC in Comparison with Pakistan
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3.2. Methodology and PCA

TLC has been estimated through Principle Component Analysis (PCA) by using the first
three principal components as they explain about 76 percent in case of comparison with
Pakistan as shown in the Figure 2 and almost 87 percent of the variation across districts
in case of within district disparities as shown in Figure 3. Index is created by allocating
weights to these principal components based on their explanation. The final index is
calculated by multiplying the actual value of each indicator for a given district by the
respective weight of that variable and adding this value for all indicators for a given district.

The relative weight of each indicator to calculate the final index is calculated by Eq. (1)
below:

W_v=( [Cv] _ixA_i)+( [Cv] _(i+1)xA_(i+1) )+--+( [Cv] nxA n) ....Eq. 1
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Where:

[Cv] _i : Contribution of variable v to dimension i;
A : Eigenvalue of dimension i; and
n : Upper bound for dimensions to consider

Figure 12 Contribution by Each Component in Explaining Variance (Comparison
with Pakistan)
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Figure 13 Contribution by Each Component in Explaining Variance (Within AJK
TLC)
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3.3. Districts Ranking through Normalized Standard Indexation: Comparing
AJK with Pakistan

To rank AJK as a separate unit in comparison with socio-economic conditions of Pakistan,
PCA was performed for obtaining ranking of districts. Next, data normalization was
performed to generate district ranking based on the standard indexation of the data. A ‘min
— max’ approach has been used which transforms the data to a standard distribution curve
using mean and standard deviation (S.D.) as indicative parameters. The equation used for
normalization is shown below.
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Figure 15 Traffic Light Classification-Comparison of AJK with Pakistan

3.4. Ranking the AJK Districts Based on Their Development Disparity

The TLC ranking of eight districts of AJK has also been performed using PCA analysis.
However, due to very small sample size, ranking through standard indexation (i.e. using
red, yellow, and green district approach) was not the most robust methodology. Therefore,
the results are based on highest to lowest ranking obtained through the PCA analysis of
15 aforementioned variables. The TLC ranking as a Choropleth of AJK’s eight districts is
shown separately in Figure 6. The results show that Mirpur is the most developed district
of AJK followed by Bhimber and Poonch. On the flip side, Neelum is the least developed
district followed by Muzaffarabad. Sudhanoti, Kotli and Bagh lie in between the most and
least developed districts. The results are ironic in a sense that Muzaffarabad, the capital
city of AJK is at the bottom of the development ranking.

It is pertinent to note here that Muzaffarabad may be more developed in terms of
infrastructure and connectivity when compared with other districts of AJK, however, as this
study has only used one indicator of infrastructure i.e. roads density, the development
pattern of AJK seems an anomaly. Further, other districts of AJK which might be lacking
in infrastructure and connectivity are still ahead in terms of education, health and water
and sanitation standards. All AJK districts are bordering developed (green) or moderately
developed (yellow) districts, and none border any underdeveloped/lagging (red) district.
This bodes well for the development uptake potential for AJK.
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Figure 16 TLC Ranking of AJK Districts
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3.5. Economic Endowment Assessment and Fragility Index

To deepen the understanding of the development disparity, next, is to evaluate the
strengths and weaknesses of AJK districts based on the economic endowments and the
security and justice parameters. Therefore, two indices have been analyzed as following,
a) Economic Endowment Index—assessment of the natural endowments and resources,
and b) Fragility Index—assessment of volatility and law and order situation

3.5.1. Methodology for Economic Endowment and Fragility Assessment

The methodology for developing the indices has been summarized in the figure below.
The biggest hurdle for this phase is the data acquisition for all the various indicators
for economic endowments, social capital and fragility analysis as limited data exists
publicly at district level. Based on data availability, the variables for each assessment
are shortlisted, and their respective proxy indicators are selected. In the next stage,
Principal Component Analysis (PCA) is performed to generate district ranking through
indexation approach. The indicators scoring Eigen value greater than 1 are used for
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the indexation and ranking. District index is generated by evaluating each indicator
against their respective weightage for each district.

Figure 17 Methodology for evaluating the Economic Endowment, Social Capital
and Fragility Indices for districts
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3.5.2. Selection of Variables

The economic endowment index has been generated using six indicators originating
from different sources in order to minimize data biases and to explore various aspects
of natural endowment of districts. To standardize, all six indicators have been
normalized per unit area. In order to assess all indicators on a homogenous scale of
measurement, logarithmic values have been used for generating the indices. The
indicators for economic endowment are discussed in the section and figure below.

a) Total Cultivated Area: The data for total cultivated area has been obtained
from AJK Statistical Yearbook for the year 2018. The data of total arable land is not
available at district level, hence cultivated area has been used as an indicator for
agricultural endowment.

b) Discovered and Estimated Mineral Reserves: The data has been taken from
various reports of Geological Survey of Pakistan published for various years. The data
includes all discovered reserves with an approximate estimate of quantity of reserves.
The data include all types of natural minerals ranging from gold, silver, coal and many
others.

c) Total Livestock: Livestock population is also a natural endowment and some
districts are highly enriched in the livestock population. The data is acquired from AJK
Statistical Yearbook 2018.

d) Total Forest Area: Forestry is also one of the natural endowments as different
types of wood obtained from forests have high market value in the local and global
markets. This data is taken from AJK Statistical Yearbook 2018 and is reported in
million acres. The indicator has been normalized on a logarithmic scale.
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e) Length of Waterbodies: This indicator includes all types of waterbodies such
as rivers, lakes and canals crossing from the districts in kilometers. The length was
digitally calculated for each district through Google Maps. Availability of water is a
major endowment as it depicts the regional economic activity such as through irrigation
and hydropower generation.

f) Potential of Hydro Power Generation: This indicator indicates the existing as
well potential of hydro power generation in AJK. The data is obtained from Private
Power and Infrastructure Board (PPIB) report of 2011. The water resources of AJK
enable it to become a major producer of hydro power generation for own consumption
as well selling it to Pakistan.

Figure 18 Variables and their Sources for Economic Endowment Index
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3.5.3. Mapping of Economic Endowment of AJK Districts

The results of ranking of AJK districts based on their economic endowments per
square km is shown in Figure 8. The results show that Muzaffarabad is the most
endowed district followed by Kotli and Poonch. On the flip side, Jhelum Valley and
Haveli are the least endowed districts respectively. The primary factors behind high
endowment ranking of Muzaffarabad are the huge 3361 Mega Watt potential of hydro
power production and over 13 million tons of mineral resources. It is also interesting to
note that Muzaffarabad was found to be second least developed district in TLC
ranking. Thus, there exits significant potential of exploiting the economic endowments
of Muzaffarabad. Similarly, Mirpur and Bhimber, the two highly developed districts of
AJK are found to be only moderately endowed. This implies that these two districts
were able to enhance their socio-economic status without much natural resources and
a plausible factor might be large number of diasporas hailing from Mirpur®® and sending
significant amount of remittances back home.

19 There are more than 600,000 Kashmiris living in the United Kingdom, mostly hailing from Mirpur,
https://www.telegraph.co.uk/news/worldnews/asia/india/1396685/Britons-send-5m-to-Kashmir-terrorists.html

Page]31


https://www.telegraph.co.uk/news/worldnews/asia/india/1396685/Britons-send-5m-to-Kashmir-terrorists.html

Figure 19 Economic Endowment Ranking as per square km of AJK Districts
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3.6. Fragility Index- Data Source and Variables

The underdevelopment of economically endowed district is supported by the phenomenon
of ‘resource being a curse’ which argues that resource rich areas remain poor and
underdeveloped because of the poor law and order situation, endless communal and
ethnic violence and even conflict. Therefore, to understand the security and justice
snapshot of districts, a Fragility Index has been generated.

The data for generating Fragility Index has been obtained from BFRS Political Violence
Data set for Pakistan published from Princeton University data repository for eight districts
of Pakistan. The index is created by using six indicators i.e. terrorism activities, political
violence, economic violence, public service delivery, sectarian incidents and unknown
incidents in each district for the years 1988 through 2011 as shown in Figure 9. The fragility
index is estimated as violence per capita so that the bias of population is controlled for.
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Figure 20 Selected Variables for Fragility Index Assessment

Source: BFRS Violence Data Set (1988-2011)
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3.6.1. Ranking of Fragility Index for AJK Districts

The result of Fragility Index is shown in Figure 21. The results show that Poonch is the
most fragile district with highest rate of violence followed by Sudhanoti and Neelum.
Whereas, Muzaffarabad is the least fragile district followed by Kotli and Bhimber.
Further, from all the indicators, the highest number of incidents were recorded in
political incidents and very few incidents were reported in other types of incidents.
Neelum, Mirpur and Bagh are moderately fragile districts with nominal number of
incidents, mainly political. Due to the fact that the majority of fragility was reported
under the heading of political incidents, a separate chart is also created to show the
total number of political incidents in each respective district. Figure 22 shows that
about 200 political incidents were recorded in Muzaffarabad in the overall period of
1988-2011. Moreover, Kotli and Poonch also recorded 181 and 112 political incidents
during the time period. However, Sudhanoti and Mirpur remained very peaceful in
terms of political violence and only 1 political incident was reported in Sudhanoti and
only 10 incidents were reported in Mirpur in 14 years. It is noted that absence of
reporting could be a reason for bias in this data and its interpretation.
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Figure 21 Fragility Index Ranking for AJK districts
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Figure 22 Total no. of Political Incidents in AJK (1988-2011)
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3.7. Analysis of Fiscal Spending in Education Sector of AJK

The socio-economic development of any region is not completely possible without uplifting
the education standards in the region. The PCA clearly showed how 5 out of the 13
indicators were related to education implying that education explained disparity
substantially. The development of education sector is not entirely possible without efficient
public spending in primary, secondary and tertiary education that includes but is not limited
to construction of schools and colleges, training of teachers, provision of scholarship and
student loans, water and sanitation facilities at public educational institutions and many
others. To analyze the current fiscal spending of AJK in education sector, this report
analyzes the current and development spending on schools and colleges by the
government at district level. Current expenditures mainly include salary and other
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administrative expenditures while development expenditures include construction of new
buildings, new furniture, building of toilets, and so on. The major aim of the report was to
estimate the fiscal efficiency ranking of districts, however, due to unavailability of latest
education output indicators such as enrollment rate, such analysis could not be performed
during this analysis.

3.7.1. Fiscal Expenditures on Primary Education (Current & Development)

The fiscal expenditures on primary education are subdivided into current expenditures
and development expenditures. The details of current expenditure from 2016-17 till
2019-20 is shown in Figure 22. The figure shows that the highest per capita current
expenditures are allocated to Muzaffarabad and Poonch equaling to about PKR 10,000
per capita annually while least is allocated to Neelum equaling to PKR 5,348 per capita
annually. The data shows that the expenditure remains uneven over the past four
years. If Muzaffarabad and Poonch are separated, the average annual spending of all
other districts remains in between PKR 5000 and 6000 per capita in 2019. However,
interesting aspect is that Muzaffarabad even with highest per capita spending on
current primary education, lags way behind in socio-economic ranking compared with
other districts. Another interesting anomaly is that Muzaffarabad receives twice as
much as Neelum but still Muzaffarabad is second least developed district in AJK while
Neelum is the least developed one. This gives a hint about possible inefficiency in
spending in the capital city of AJK.

Figure 23 District level Per Capita Current Expenditures on Primary Education
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Next, Figure 25 shows the per capita development expenditures on primary education
at a district level in AJK. The data shows different prioritization as compared to current
expenditures. The data shows that Muzaffarabad, Sudhanoti and Mirpur spent highest
in terms of development expenditure at about PKR 490, PKR 330 and PKR 329 per

Page]36



capita, respectively in 2018. An important finding from this analysis is that the
development expenditures on primary education is 8.5 times lesser than current
expenditures. In other words, out of total public expenditures on primary education in
AJK, about 80 percent is spent on current expenditures—indicating education sector
is spending a lot on salaries. Given the overall scenario in AJK indicating that
government is by and large the top employer in terms of numbers, this is not surprising,
but can be alarming. There is a need to understand the structure of the recurrent
expenditure better and if this is a negative or a positive indicator. Moreover, the most
developed district of AJK, i.e. Mirpur was spending about 100 percent more on
development expenditures of primary education compared with Neelum, Haveli and
Bagh. The prioritization of development expenditures in Mirpur may be one of the
factors explaining its higher socio-economic ranking.

Figure 24 District Level Per Capita Development Expenditures on Primary
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3.7.2. Fiscal Expenditures on Secondary Education (Current & Development)

Next, a simple analysis of AJK government’s per capita current expenditures on
secondary education is performed as shown. A reversal is quite visible when current
fiscal expenditures for primary education are compared with secondary education.
Here, Mirpur and Sudhanoti are the districts with highest per capita spending whereas,
they spend significantly lower in primary sector. Further, the inter-district dispersion is
significantly high as Sudhanoti spent PKR 1,346 per capita while Haveli spent PKR
673 in 2018. However, the important aspect here is that the fiscal expenditure on
secondary education is about 10 times lower than primary education. This could reflect
that the demand of primary education may be higher than the secondary education or
AJK government might have prioritized primary education over secondary education.
However, this can be further investigated in the next round of study as this study is
only focused on pointing out the grey areas.
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Figure 25 District Level Per Capita Current Expenditures on Secondary
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In Figure 26, the per capita development expenditures on secondary education are
shown and it is apparent that Muzaffarabad spends the most followed by Mirpur and
Kotli. Again, a reversal in spending trend is seen in secondary education compared
with primary education development expenditures. The expenditures by District Bagh
are least in case of secondary education but they were third highest in primary
education. However, the overall development expenditures in secondary education are
significantly lower than primary education and the highest expenditures recorded in
Muzaffarabad in 2018 were only PKR 277 per capita while Bagh recorded PKR 122
per capita. The overall analysis of the fiscal expenditures leads us to two conclusions;
first—current expenditures take away bulk of education budget and hence very less is
left for development expenditures; second—expenditures on secondary education
remain significantly lower than primary education. There may be two plausible
explanations for this trend i.e. first, in some districts, majority of the schools may be
newly constructed and require lower operational and maintenance costs, hence the
lower development budgets; second, some districts may have shortage of schools and
construction of new schools may be requiring higher development budgets. In the next
round of this study, efforts may be made in coupling the spatial data with district
development analysis, as suggested in the next chapter to improve understanding on
these disparities. Since this report is only trying to start the understanding of the
disparities in the context of the overall rethinking of the industrial policy for
mainstreaming climate and DRM resilience.
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Figure 26 District Level Per Capita Development Expenditure on Secondary

Education
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3.8. Assessment of Agriculture Specialization in AJK

AJK is home to few industries especially in Mirpur as well as agriculture production in
multiple districts, however, the data on value of production of industries and employment
is still not compiled by the AJK government. Nevertheless, the data on agriculture
production is collected and published in the Statistical Yearbook. This section briefly
overviews the existing pattern of agriculture production at district level.
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Figure 27 Share of Production of few major crops
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Figure 28 show the share of production in few major crops i.e. Onion, Garlic, Potato,
Cucumber and Tomato by each district. It is important to note that the agriculture produce
of AJK does not include the major Kharif and Rabi crops produced by Pakistan such as
rice, wheat, cotton, maize and sugarcane. The vegetables produced in AJK are mostly low
valued crops and cannot fetch good prices for the farmers in the market. The data shows
that Bagh is the largest contributor in garlic, cucumber and potatoes. Similarly, Neelum
contributes more than half of the tomatoes production while Muzaffarabad contributes one
third of the onion production. Further, Bhimber and Sudhanoti are the districts which
contribute least or none in the production of these major crops.

To summarize the findings related to socio-economic rank, economic endowments and
fragility, a radar diagram is constructed for better and quick understanding, as shown in
Figure 29.

The figure shows that Mirpur remains the most developed district with lower fragility and
high economic endowments. Mirpur also enjoys the highly literate population as well as
high remittances from the diaspora. Although, literacy rate is a causal variable for
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economic development, but it also remains true for reverse causation. Due to higher
economic status funded by the diaspora money, Mirpur residents attained higher
education and contributed in the development of the district.

The capital city of Muzaffarabad is seen to be high in economic endowments but at the
same time low at overall fragility but very high in political violence as shown in Figure 22.
Thus, behind in development, as Muzaffarabad being the capital city and away from the
LoC has the remained a political hub and witnessed significant political violence and other
crimes. To grow, it needs peace and political stability.

Sudhanoti and Neelum are found to be relatively less endowment as well low in socio-
economic development. These districts have the endowment of green forests which may
become a game changer for the area in terms of tourism potential. However, what keeps
them behind is the very high rate of fragility, acting as an impediment towards tourism
growth.

In the cases of Kotl and Bagh, districts blessed with high economic endowments still lag
behind in economic development, even with very low fragility. Kotli and Bagh remains
anomalies and further analysis of fiscal matters such as efficiency in spending is required
to asses why they did not catch up even with low crime and high endowments.

Bhimber, on the other side, is shown to be highly endowed, high in socio-economic
development and very low in fragility. This shows that this district has gained more benefits
from its endowments and was supported by the peaceful political and social environment
that adds to the development.

Poonch is found to be high in socio-economic development after Mirpur and is also blessed
with high economic endowments which may be the pushing factor for its development.
Poonch faces high fragility but is able to attain development due to permanent presence
of army in the area because of the LoC passing through. Poonch also enjoys proximity
with Rawalpindi district of Punjab and connectivity with developed regions have spillover
effects that Poonch is benefitting from.
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Figure 28 Endowment Rank, Fragility Rank and TLC for Eight districts of AJK
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After understanding the current socio-economic development status of the AJK at district level,
we now discuss the current energy situation of AJK and how it can act as the major ingredient
for industrial development and economic growth.
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4, Energy & Electrification, at the core of Industrial development

4.1. Energy at the core of Development—Where AJK Stands

Energy is crucial for economic growth. The evidence lies no further than Pakistan itself
where energy insecurity and shortage has been hindering the country from reaching its
full potential along with a myriad of other problems. Cheap, sustainable, and consistent
energy to fulfil the demand is what has been missing in the country. As economies grow,
demand for energy increases, industries and businesses get the opportunity to grow
further - the relationship between energy and economic growth have long been axiomatic
and one of the explanations for the industrial revolution. As World Economic forum puts it,
energy contributes to economic growth in a couple of ways?. For one, it creates jobs and
value as it's an important sector of the economy, and the other is how it underpins
everything as it's the most important input.

The state Azad Jammu Kashmir (AJK) because of its topography and level of
industrialization has a very small share in total energy consumption in Pakistan. Its share
in total petroleum energy consumption stands at a mere 0.88 percent as of FY182. Of this
99 percent is consumed by the transport against negligible consumption by the industries
and agriculture sector as shown in Figure 30. Whereas AJK's power sector doesn’t
consume petroleum products at all, which in large part has to do with AJK’s natural
endowment in hydel resources, and the power generated from them.

Figure 29 Petroleum Product Consumption in AJK-Tons
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A major difference between the petroleum consumption of AJK with Pakistan is that 99
percent of the petroleum is consumed by the transport sector in the AJK as shown in
Figures 31 and 32. Whereas, although the highest share is also consumed by transport
sector in Pakistan at 65 percent, yet domestic, industry and other government services
are also consuming a significant share in total consumption.

20 World Economic Forum, Economic Growth through Energy,

http://www3.weforum.org/docs/WEF _EN_EnergyEconomicGrowth_IndustryAgenda_2012.pdf

21 pakistan Energy Yearbook 2018, Ministry of Energy (Petroleum Division), Hydrocarbon Development Institute
of Pakistan
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Figure 30 Petroleum Product Consumption of AJK by Sector-2017-18
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Source: Pakistan Energy Yearbook 2018 — HDIP
Figure 31 Petroleum Product Consumption of Pakistan by Sector-2017-18
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Further, Figure 33 shows that the electricity consumption is also limited to a few sectors
only in AJK where domestic sector has the largest share in AJK’s total electricity
consumption at 64 percent, followed by other government services at 22 percent,
commercial sector at 8 percent and industry at 6 percent. This shows that bulk of electricity
is not being used in productive measures and mostly consumed by the domestic and
government sectors.
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Figure 32 Sectoral Electricity Consumption in AJK 2017-18
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Figure 33 Electricity Consumption by AJK - GWh
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AJK is a net contributor of electricity to Pakistan: The state of Azad Jammu
Kashmir (AJK) is naturally endowed with hydro power resources. In the 1980s, Water and
Power Development Authority (WAPDA) conducted feasibility studies on three major rivers
of AJK, i.e. Neelum River, Poonch River and Jhelum River and identified potential sites for
hydropower projects. As of 2018, the total hydropower generation (operational and under
development) in AJK is estimated to be 9255 MW from 95 different sites??. The total
commissioned projects are 21 which are currently producing 2361MW of electricity while
projects with installed capacity of more than 2000MW such as Karot (720 MW) and Kohala
(1100MW) on Jhelum River are currently under construction and are expected to start
operating by 2021 and 2025 respectively?®. The major contributors to power production

22 AJK at Glance 2018, AJK Planning & Development Department
23 Kohala Hydro Project, http://cpec.gov.pk/project-details/23
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are by Mangla dam (1150MW) and Neelum-Jhelum (969MW) while the remaining is
contributed by small and micro hydropower plants.

In terms of demand and supply scenario, against the existing generation of 2361MW, the
total electricity demand of AJK stands at only 350MW and local distribution supply is
around 300MW. The remaining 2000MW of electricity is being transferred by AJK to the
national grid of Pakistan. Thus, AJK remains a major contributor towards the national grid
as it is producing significantly more than its total demand. After the completion of ongoing
projects, AJK is expected to transfer more than 4000MW of electricity to the national grid.

Table 2 Highlights of AJK Electricity Assessment

AJK Total Hydro Power Generation 2361MW
AJK Total Demand 350-400MW
AJK Total Supply 300MW
AJK Electricity Transferred to Pakistan’s National 2000MW
Grid

AJK Forecasted Transfer to Grid by 2022 4000MW
AJK Total Hydro Power Potential 9255MW

Amazingly, given the dynamics of electricity generation and transmission, none of the
locally generated electricity, with the exception of certain micro/small hydro plants, is
available to Azad Kashmir directly.

4.2. Electrification Rate in AJK

A major accomplishment of the government of AJK in the energy sector is that it has
achieved electrification of 93 percent of its total area and the electricity network has been
expanded to 1764 out of 1771 villages with an annual, average per capita consumption of
electricity in AJK of 403kWh?4, Further, as shown in Figure 4, the electrification rate of AJK
is significantly higher than all four administrative provinces of Pakistan and is at par with
Gilgit Baltistan and Islamabad Capital Territory. Furthermore, the electrification rate of AJK
is even higher than the rate of the most developed province of Pakistan, i.e. Punjab that
has only been able to achieve 72 percent electrification of the area so far.

The supply of electricity in AJK is the responsibility of the AJK Electricity Department which
constructs and operates the distribution networks, provides consumer connections, and
manages the billing and collection. It purchases electricity in bulk from two distribution
companies: Islamabad Electricity Supply Company (IESCO) to the southern parts of AJK,
which includes one 132 kV line and grid station (Rawalakot) and two 33 kV grid stations
(Bagh and Hajeera); and; the Peshawar Electricity Supply Company (PESCO) for the

24 power Sector, AJK P&D, https://www.pndajk.gov.pk/majordevprojects.php?mid=4
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northern parts that includes 132 kV lines and grid stations serving Muzaffarabad and 33
kV lines and grid stations serving Hattian and Nauseri

Figure 34 Electrification Rate of AJK and Pakistan
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Sustainable energy imperative: The foremost role of energy comes in the shape of an
input of production. No electricity would merely imply non-mechanized ways of production.
Whereas irregular electricity supply results in poor production, while fluctuation results in
lowering the usable lifespan of machinery. Consistent electricity increases the durability
as well as the efficiency of physical capital. Review of literature suggests that electricity
outages totaling to 56 days in a year results in 5 percent of revenue losses for a firm?®. To
cover the inadequate supply of electricity, large firms generate their own electricity through
generators, however, it remains near to impossible for SMEs and their reliance remains
dependent on the grid—resulting in the loss of 20 percent of total revenue. In India, states
where power outages were more common, firms remained less productive than the states
with relatively lesser or zero power outages.?® The industrial district of Mirpur in AJK has
long faced the issue of frequent and long power outages, often lasting up to 12 hours a
day?’. Such unsustainable supply of electricity in a state rich in generating hydro power is
unfortunate and contributes to poor industrial growth largely due to lower productivity and
loss of revenue to the firm.

4.2.1. Agencies Responsible for Power Generation in AJK

There are four governmental agencies involved in the designing and implementation
of power generation in AJK. The federal government of Pakistan’s agencies, namely,
WAPDA and PPIB are responsible for all power projects with installed capacity of more
than 50MW. Whereas, the AJK government agencies, namely, Power Development

25 Foster, Vivien and Jevgenijs Steinbuks (2009), “Paying the Price for Unreliable Power Supplies,” Policy
Research Working Paper, No. 4913, Washington, DC: World Bank.

26 Fernandes, Ana M. and Ariel Pakes (2008),” Factor Utilization in Indian Manufacturing: A Look at the World Bank
Investment Climate Surveys Data,” NBER Working Paper, No. 14178, Cambridge, MA: NBER

27 people Protesting in Mirpur, News Tribe, https://www.thenewstribe.com/2013/05/27/people-power-influences-
authorities-exempting-kashmirs-mirpur-from-load-shedding/
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Organization (PDO) and AJK Private Power Cell are responsible for hydro projects
with installed capacity of less than 50MW. The government of AJK established
AJKPDO in 1989 for the purpose of identifying and supporting development of hydro
power projects. The AJKPDO has so far been successful in completing 15 micro
projects with an installed capacity of 57MW. The total electricity generated by these
micro projects is 220 GWh annually and earns PKR 575 million in annual revenue at
a rate of PKR 2.59 kWh.

Moreover, the GoAJK has also established AJK Private Power Cell (PPC) for the
facilitation of IPPs interested in micro hydel projects development in AJK. The
functions of the AJK PPC are:

e A one window facility provision for implementing power generation projects with a
maximum capacity of 50MW in the private sector.

e Issuance of Letters of Support and Letters of Intent

e Evaluation of the bids

e For projects exceeding 50MW capacity, PPC cannot act as one window but only
as a catalyst between the GoP in Islamabad and the Private Power and
Infrastructure Board (PPIB).

4.2.2. The Primary Role of Small & Micro Hydel Projects in the Power
Generation Policy of AJK

The role of small and micro hydel projects remains significant in the current as well as
future electricity generation scenario of the AJK. The proportion of different sizes of
proposed and completed hydro power projects in AJK are shown in Figure 30. This
plan is designed around a total potential generation capacity of 8716 MW from a total
of 62 projects?®. The breakdown shows that the bulk of hydro projects planned come
under the category of below 10 MW, i.e. 33 out of 62 projects. Only 5 percent of
projects are between 10 and 20 MW, while eight projects come under the categories
of 20 and 50MW and similarly, eight are between 50 and 200MW. The rest of the 10
projects are between 200 and 1100 MW. This shows that 84 percent of the total hydro
projects are less than 200MW and only 16 percent are above 200 MW. The only
currently operational hydro projects in the category of above 200 MW are Mangla
(1150MW), Neelum-Jhelum (720MW) while the only under construction project is
Kohala (1124MW). Therefore, as Table 2 shows, the bulk of completed and ongoing
hydro power projects are in the small hydel project category, with a total installed
capacity of 1174MW. The remaining 8716MW is planned to be generated through 16
percent of the large hydro power projects.

28 AJK Power Generation Policy, 2002
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Figure 35 Proportion of Different Sizes of Proposed HPPs in AJK Power
Generation Plan
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Table 3 Breakdown of Sizes of Proposed HPPs and their Installed Capacity

Size of HPP Nos of HPP Total Installed Capacity

(MW)

<10MW 33 85

10<MW<20 3 37

20<MW<50 8 322

50<MW<200 8 731

20<MW<1100 10 7542

Total 62 8716

Moreover, revenue generation from micro hydro projects of AJK also show promising
returns. The total installed capacity of each project and corresponding revenues are
shown in Figure 31 below. All the electricity generated from these power plants is sold
at a fixed tariff of PKR 2.59 kWh. These power stations are not dependent upon the
NTDC and electricity is not transmitted to the national grid. The Jagran power station
is installed with the highest capacity of 30MW of power generation. Due to its higher
power generation, it is also earning the highest revenues of PKR 300 million annually.
All these revenues are transferred to the national exchequer as profits from electricity.
However, the remaining 14 power plants have an installed capacity ranging from
0.05MW to 4.8MW and their subsequent revenue generation is also lower. The overall
picture however shows that micro hydel projects are a good investment with good
returns on investment. The per MW cost of these projects were averaging PKR7.5
million in 1992 to PKR158 million in 2016%°. Furthermore, the revenues are generated

2 |bid
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through a very low tariff compared with the NEPRA determined tariffs for
Pakistan.*°This also bodes well for the development of the tourism and data and
related distributed/localized industry.

Figure 36 Status of Completed Micro Hydel Projects under AJK PDO (Off-Grid)
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4.2.3. Royalty on Electricity Generation for AJK

Article 161 (2) of the 1973 Constitution of the Islamic Republic of Pakistan states that
net profits earned by the federal government accrued from bulk electricity generated
by hydro power plants will be paid to the province in which the hydro power station is
located. The net profit will be calculated by subtracting the operating expenses, taxes,
return on investment, duties, interests, depreciation and over-heads from the total
revenue generated through the sale of bulk electricity. The rate at which the net profit
will be transferred to the province however is to be determined by the council of
common interest (CCI). Although the AJK is not considered part of Pakistan and
constitutionally is not entitled, and is contributing 2000MW of electricity to the national
grid via the Mangla Hydro and Neelum-Jhelum Hydro plants, the GoAJK continue to
demand the net hydro profits from the government of Pakistan as a royalty for using
its water resource

The net hydro profits before May 2019 were paid to the AJK as water usage charges
at the rate of 0.25 paisa/kWh. However, this rate is significantly lower than the water
usage charges paid to the provinces of Pakistan such as Khyber Pakhtunkhwa (KPK)
and in May 2019, the government of Pakistan decided to increase the water usage
charges for AJK to PKR 1.1/kWh, bringing it at par with the other provinces of Pakistan.
It is anticipated that in doing so, the net hydro profits of AJK are boosted from PKR 70
million in 2018 to PKR 11 billion in 20193,

30 Peak tariff @PKR17.59/kWh and off-peak tariff @PKR10.11/kWh, https://iesco.com.pk/index.php/customer-
services/tariff-quide

31 Govt raises AJK water usage charges to Rs1.10/kwh, https://www.thenews.com.pk/print/452994-govt-raises-
ajk-water-usage-charges-to-rs1-10-kwh
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Figure 37 Net Hydel Profits of AJK
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4.2.4. Creating Employment Opportunities through Hydro Power
Development—the evolving electricity industry of AJK

Development of new hydro power projects have the potential of increasing
employment opportunities in the location of construction through multiple direct,
indirect and induced mechanisms. Direct jobs are the ones created for the construction
and operation of the project. Indirect jobs are created in the affiliated industries which
are responsible for the provision of raw material for construction and operation of the
project. Whereas, induced jobs are the ones created by improved and increased
supply of electricity in the region. Amongst them, five of the major direct, indirect and
induced mechanisms are briefly stated below;

4.2.5. Direct Job Creation for Construction of Hydro Power Projects

The foremost area of employment generation is the need for skilled and unskilled
workers from AJK for the construction of hydro project sites, including drawing and
maintenance of transmission lines.

4.2.6. Employment Creation in Industries linked with Providing Raw Materials

The construction of hydro power project triggers high demand in many industries such
as cement, steel and transportation services. The demand for such goods and services
in affiliated industries remain high from the start of construction till the end of the
project. Of these, AJK can directly benefit from the transportation services
enhancement. In follow-on work to the project, there is a need to understand the extent
to which transportation services in AJK are impacting the economy and how AJK can
contribute more to enhance its share in the industry, within AJK to start with!
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4.2.7. Employment Creation through Multiplier Effect

The Keynesian multiplier effect is stimulated during construction of hydro power project
in the form of increased expenditures by the workers directly or indirectly employed for
the project. This increased income of all the laborers can be translated into increased
expenditures in multiple tradeable and non-tradable goods and services in the local
market—resulting in increased employment in multiple sectors of the economy of AJK.
The impact of this is significant and lasting for large hydropower projects.

Box 3 Kandalama, an example of how environment and local energy are leveraged to
enhance rural tourism

o

_’i""-p‘c' -
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Heritance Resort Luxury Hotels Chain has been awarded as the most energy efficient hotel chain in Sri Lanka. The
hotel group has been successful in reducing the reliance of fossil fuel by switching to renewable energy. For the first
time in Sri Lankan history, the hotel installed biomass gasifier in the Heritance Kandalama, Dambulla and Heritance
Tea Factory. The gasifier is helping in lowering the carbon emissions by up to 750 tons annually through replacement
of diesel with grilicidia wood. Instead of importing pollution emitting diesel, the local wood is not only environment
friendly, but is also creating employment opportunities for a large number of local farmers. The hot water and central
heating facility in the hotel is completely supplied by the sustainable and eco-friendly energy source. This is also
helping in lessen import of crude oil that favors the trade balance of Sri Lanka.

This usage of renewable energy is highly environmentally sustainable and attracts more tourists than just for the scenic
beauty, wildlife and forestry, as in the scenario of AJK. Also, the way the architecture of Heritage blends into the
surroundings and the fact that construction has been designed and done in a way that earthworks and changes in the
landscape are minimized, is a stellar example for AJK to follow for boosting its eco-tourism. This architecture is not
what is currently being followed in the hilly and earthquake prone areas of AJK.
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4.2.8. Employment Generation in Industries Powered by New Electricity

A primary reason for underdeveloped manufacturing and related services sectors in
AJK has been the shortage of electricity. Increased electricity generation is a vital
ingredient before setting up Small and Medium Enterprises (SMEs) as well as any
significant manufacturing (LSM) base in the state. Availability of surplus electricity for
AJK industries can enhance employment opportunities for various kinds of skilled and
unskilled labor.

Box 4 International Case Studies for Employment Creation through Hydro Power

The availability of consistent electricity supply provides incentive and opportunity for diversification of new
services which are otherwise not possible without consistent electricity. Provision of electricity may also
induce women in the household to generate income by working at home Such examples may include
laundry services, tailoring, home cooked food deliveries, freelancing through internet and many others.

A brief case study analysis of international estimates conducted for calculating the employment creation
through hydro power projects is shown in Table 3. The table shows all three kinds of jobs created by three
different sizes of hydro projects ranging from small, medium and large, in three different countries i.e.
Canada, Uganda and India. It is pertinent to note here that for Canada and India, the average jobs created
per 1MW is estimated to be 60 to 66, whereas, for Uganda, the estimate comes to 136 jobs created per
1MW. On average, it implies 60.6 humber of jobs created per each 1MW electricity produced with a hydro
power project.

Hydro Power Projects Direct Annual Indirect Annual Induced Annual Total Annual
Jobs Jobs Jobs Jobs

Bugoye HPP, Uganda 1,079 199 490 1,769

Estimates

13MW

Shongtong HPP, India 12,125 3,871 14,074 30,070

Estimates

45 MW

Canadian All HPP 644,674 639,604 470,195 1,754,473

Estimates

29000MW

Average Jobs per 1 MW 22 21.8 16 60.6

Source: Job Creation Impact Study: Bugoye Hydropower Plant, Uganda, Andrew Scott, Emily
Darko, Prachi Seth and Juan-Pablo Rud June 2013 / Energy and Employment: Case Study
Hydropower in India, KFW, 2013/Job Creation and Economic Development Opportunities In The
Canadian Hydropower Market, HEC Montreal, 2011

4.3. Efficient and Consistent Energy for Achieving Industrial and Tourism
Growth

Sustainable and efficient energy also remains vital for rural tourism growth. Tourism
operations in rural tourism are generally located in far flung remote areas, where supply
of reliable energy is usually a challenge. The same is true for rural tourism in AJK where
the major tourist destinations, such as Neelum Valley, are located in remote areas with
unsustainable and unreliable power supply. Unlike tourist operations located in areas with
access to grid stations, rural tourism operations usually rely on off-grid power and bear the
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cost of running on-site power systems. Such operations result in high costs which may
make off-grid electricity even more expensive than grid electricity.®> Rural tourism is
significant in employment creation in that one in five jobs created globally in 2017 were in
the tourism sector. Tourism is also inclusive and promotes gender development. Over 60
percent of the hospitality industry employees are women around the world.?

Energy and especially electricity are the vital components for fueling economic
development. Energy acts as an input towards tourism and industrial growth. This is why
we first discussed the energy input and now we will move towards next important inputs
for industrial growth i.e. availability of finance, skills and labor force.

32 Powering Tourism Electrification and Efficiency Options for Rural Tourism Facilities, USAID
33World  Travel &  Tourism  Council, https://www.wttc.org/about/media-centre/press-releases/press-
releases/2018/one-in-five-of-all-new-jobs-created-globally-in-2017-are-attributable-to-travel-and-tourism/
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5. SMEs Contribution in Industrial Policy: The role of finance, Skills and

Women Inclusion in the Labor Market

5.1. Private Sector and SMEs in AJK: Underdeveloped and Unaddressed

Small and Medium Enterprises (SMEs) are engines of growth and employment and
contribute substantially to the GDP, in expanding the workforce and towards creating
export earnings. In developing economies where SMEs form majority of the private
enterprises, they form the backbone of industries and contribute to social and economic
uplift. In many emerging economies, SMEs contribute around 40 percent to GDP, which
is even higher—nearly 51 percent, for high-income countries.3 SMEs also spur innovation
and entrepreneurship. In Pakistan, the SME sector contributes about 30 percent to the
GDP, employs over 70 percent of the workforce, which does not include the agriculture
sector and contributes about 25 percent to export earnings.

Evidently, SMEs in Pakistan contribute less to the GDP compared to the average for
emerging economies. Part of the reason is that they remain underdeveloped, even though
their potential for growth is immense. It is also difficult to estimate the size of the SME
sector in Pakistan, but based on a 2005 economic census, there were 3.2 million economic
establishments in Pakistan, of which 99 percent are micro, small and medium enterprises.

Table 4 Employment Potential in AJK by sector

Construction 3018
Tourism and Hospitality 2144
Energy and Power 965
Manufacturing 400

Source: Producing skilled workforce for potential economic sectors in AJK: (G1Z)

It is also equally, if not more, difficult to estimate the size, scope and contribution of the
private sector in AJK, particularly that for SMEs. Though the sector is dominated by micro,
and SMEs, many remain informal and unregistered. Prospects for expansion, innovation
and research and development remain far-off. The share of manufacturing in AJK is not
very high. The economy largely depends on agriculture, tourism, and remittances. The
region also has well-established local household industries, though they remain informal.
Among others, they make mostly textile goods.

Most of the industries—including the tourism sector—remain underdeveloped due to a
lack of focus of subsequent governments amid lack of coordination between AJK
government and AJK council, and history of security issues which have now eased.
Absence and access to finance is a prominent reason as well.

34 “Growing the global economy through SMEs”. Edinburgh Group. Accessed August 6, 2017.
http://www.edinburgh-group.org/media/2776/edinburgh _group research_-
growing_the global economy through smes.pdf.

Page |55


http://www.edinburgh-group.org/media/2776/edinburgh_group_research_-_growing_the_global_economy_through_smes.pdf
http://www.edinburgh-group.org/media/2776/edinburgh_group_research_-_growing_the_global_economy_through_smes.pdf

5.2. SME Finance in AJK

Access and availability of SME finance in AJK is as dire as the rest of the country, perhaps
more, since informality is pretty rampant in the region. The formal financial sector consists
of 22 banks operating officially out of their branches serving mainly as deposit taking
institutions with limited lending to the private and commercial sector. Banks shy away from
SME lending for most of the reasons mentioned earlier. Critically, since the economic
sectors are mainly underdeveloped, with few assets, arranging hefty collateral to meet
bank requirements for SMEs is almost impossible. In addition, those micro and small
enterprises that are operating informally have no legal status to seek formal lending. The
other problem that is specific to AJK is that businessmen from Pakistan or franchises
cannot own land in AJK and that is why they cannot offer collateral and they end up using
banks for depositing cash and have lending lines, if any, from Pakistan.

Figure 38 Types of Lending in AJK (2018)

Agriculture lending _
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Source: Statistical Yearbook AJK 2018

These enterprises end up relying on the costlier informal lending system which runs
parallel to the formal one. On the one hand, the challenge is to convince financial
institutions to lend to SMEs and on the other is to create awareness and build the trust
deficit that exists between financial institutions and existing SMEs. Since many have
worked with informal lenders for most of their business lifetimes, they are hesitant to turn
to banks, especially with stringent and cumbersome documentation requirements, and
paperwork.

Any new products that the government introduces—with subsidy or without—will have to
come with awareness, education and capacity building of these enterprises. The many
challenges they face in managing and planning their cash flows and maintaining records
will have to be addressed so they meet eligibility criteria of financial institutions.

Microfinance institutions in AJK are operating, though not at a huge scale. They provide
lending to agriculture, livestock and micro enterprises for mainly working capital needs.
Overall lending is least for the agriculture sector and then for SMEs. Most financial
institution lending is not going towards these businesses. It is also difficult to ascertain
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what kind of lending is being done by financial institutions—whether it is for working capital
or trade financing, though intuitively, it is likely that the same trends follow in AJK as across
Pakistan where predominantly, SME financing is concentrated toward meeting working
capital needs.

5.3. Banking Deposits—the story from AJK
Figure 39 Advances held by banks in AJK
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Data retrieved from the State Bank of Pakistan (SBP) shows (Figure 29) that advances
held with banks in AJK have grown, though their share in total country’s advances have
actually fallen from 0.8 percent in 2001 to less than 0.2 percent in 2019—the share falling
year after year and rarely ever recovering. This shows that though the financial sector in
providing credit to different borrowers has grown across the country, in AJK, it has not
grown fast enough to keep pace with the rest of the country.

A similar trend can be seen from (Figure 30) which shows deposits held with banks in AJK.
Though overall deposits have grown historically, the share of AJK in total economy’s
deposits has fallen from 4 percent to 2.5 percent since 2001 till date.

Financial inclusion has grown in AJK—about 37 percent of the population in the region
has bank accounts—the financial system, however, is still heavily reliant on brick and
mortar (as opposed to virtual services) which makes it difficult to extend the services to
remote locations. The deposits share in the performance of Pakistan’s overall performance
is evidence of this.
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Figure 40: Deposits held by banks in AJK

End Half Yearly Outstanding Position of Deposits End Half Yearly Outstanding Position of Deposits
held by banks in AJK held by banks in AJK (Details)
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5.4. Tailoring financing products

As discussed earlier, banks steer clear of financing SMEs due to their high riskiness. They
lend based on existing relationship which pushes out majority of borrowers, especially new
ones. The products offered are one-size-fits-all vanilla products that may not fit the needs
of the SME in question. While the government needs to work on providing remedies for
tough collateral requirements, help reduce information asymmetry by allowing private
sector credit scoring agencies to operate and strengthen existing credit guarantee
schemes, financial institutions need to introduce more tailored products.

5.4.1. Microfinance lending

Microfinance banks in AJK typically lend to agriculture and livestock sectors and need
to increase their reach and coverage for micro businesses across different economic
sectors in the region. They should employ prudent policies for cost-recovery pricing,
pegging to market interest rates and maintaining high portfolio quality. Strong
underwriting skills with community agents always give microfinance institutes the
required edge. However, they need to start thinking beyond lending toward educating
and strengthening these new and existing micro enterprises which require technical
guidance and trainings. This is where SMEDA and other business organizations can
come in such as the AJK Small Business Corporation which can work together with
Micro Finance Institutes (MFIs) or Micro and Small Enterprise (MSE) lending windows
within financial institutions. This will allow these MSEs to make prudent financial and
management decisions which would set them on a growth path. Such technical
assistance is also a risk mitigation strategy since businesses are less likely to default
if they are doing well.

5.4.2. Cash flow lending for micro and small enterprises

Commercial banks are often reluctant to lend to the low-end of the small enterprise
(SE) borrowers since the loan sizes are in abundance. However, these SE borrowers
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are also not catered to by MFIs. The SBP has up-scaled the MFIs to lend to SE
borrowers as well as increasing the financing limit. This product can then be offered
by both commercial banks and MFIs to meet the working capital needs of micro as well
as small enterprises.

Table 5 Running Finance for micro and small enterprises

Type of facility Working Capital / Running Finance \

Purpose of loan This would help micro and small enterprises as well as
farmers to run their existing daily operations to maintain
liquidity and positive cash flows

Sector Tourist industry, SME Manufacturing, Construction,
Agriculture, Livestock, Fisheries, Cottage Industry

Target audience Micro and small enterprises including farmers, and
fishermen, traders, retailers, wholesalers, manufacturers

Financing limits Microenterprises: PKR 150,000- 500,000

Small enterprises: Up to PKR 25 million
(this is the maximum limit allowed for Small enterprises as
per the definition of SMEs®* by SBP)

Eligibility Meet banks’ documentation requirements
Have documented cash flows to ensure debt servicing
Have clean e-CIB record

Tenure Rolling basis—extendable based on timely repayment and
financial performance
Security - Immovable property wherever possible

- Asset-based lending with lien on: trade accounts
receivable, inventory, machinery, equipment and

real estate
Mark-up to KIBOR + 3%
borrowers
Add-on Simplified and uniform loan application that can be used

across all financial institutes
Loan to value ratio 90%
(LVR)
Lenders Commercial and Islamic Banks, MFls, DFIs, NBFls

5.4.3. Program lending for Micro and SMEs

This kind of lending is typically a long-term or fixed investment facility which borrowers
can take on to start a business or expand business operations. It can be repaid within
2-5 years. Due to the nature of the lending, these loans may not be suited for
microfinance institutes.

35 Small enterprises- Employees: 1-50 people, Turnover: up to PKR150 million, Finances: PKR15-25 million.
Medium enterprises- Employees: 50-250 people, Turnover: PKR150-800 million, Financing: PKR25-200 million.
SBP. Web. http://www.sbp.org.pk/smefd/circulars/2016/C2.htm. Accessed May 26, 2018

Page |59


http://www.sbp.org.pk/smefd/circulars/2016/C2.htm

Table 6 Term lending for Micro and SMEs

Purpose of loan Starting a business or expanding existing facilities to
improve coverage and improving the quality and
efficiency of operations

Sector Tourist industry, SME Manufacturing, Construction,

Target audience Tour operators, restaurants and hotels, transport fleet
operators, SME manufacturers, SME suppliers, SME
builders, SME construction material suppliers

Financing limit PKR 150,000 to PKR 200 million (this is the maximum
limit allowed for Medium enterprises as per the definition
of SMEs®® by SBP)

Eligibility Have documented cash flows to ensure debt servicing
Have clean e-CIB record
Product a business plan

Tenure 2-5 years

Security - Immovable property wherever possible

- Asset-based lending with lien on: trade accounts
receivable, inventory, machinery, equipment and

real estate
Mark-up to KIBOR + 3%
borrowers
Add-on Simplified and uniform loan application that can be used

across all financial institutes
Loan to value ratio 90%
(LVR)
Lenders Commercial and Islamic Banks

5.4.4. Technical assistance

Products can be tailored based on industry requirements and needs. Meanwhile, the
AJK government can provide subsidies, or guarantees to make financing more
affordable for borrowers and in the latter case, cover part of the risk that the financial
entity will face. However, a major work that needs to be done is by supporting
institutions such as SMEDA, Karandaaz or private business associations which need
to work with both the private sector as well as the banking sector into creating not only
more tailored products but also fill the technical gaps that exist among micro and SMEs
in understanding business and financial management. Basic commercial trainings to
develop business plans, improve financial management and achieve operational
efficiency by tackling inventories and cash flows better can all complement the efforts
toward their financial inclusion. By better understanding their business, they will be
able to better understand their financial needs as well.

36 Small enterprises- Employees: 1-50 people, Turnover: up to PKR150 million, Finances: PKR15-25 million.
Medium enterprises- Employees: 50-250 people, Turnover: PKR150-800 million, Financing: PKR25-200 million.
SBP. Web. http://www.sbp.org.pk/smefd/circulars/2016/C2.htm. Accessed May 26, 2018
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5.4.5. Extend current credit assistance scheme for small and cottage
industries

There are several credit schemes being provided under the Azad Kashmir Small
Industries Corporation (AJKSIC) which can be extended.

Table 7 Credit Assistance Scheme of AJKSIC

Type of Facility ~ Working capital and fixed investment \

Purpose of the Provision of markup free loans to the Industrial and

loan Business Community with the collaboration of banks for
employment generation in the private sector.

Target groups Small business & industrial entrepreneurs

Loan offered by Azad Kashmir Small Industries Corporation (AJKSIC)

Approved Cost PKR 192.3 million

Loan limit PKR 50,000 to 1 million

Investment equity = Principal amount provided by the banks.
Mark-up to the banks is being paid by the AJKSIC @
KIBOR + 3%

Mark-up to Interest free

borrowers

5.4.6. Strengthening SBP’s credit guarantee schemes for small and rural
enterprise

The SBP launched a credit guarantee scheme for small, rural and micro enterprises in
2010 in collaboration with Federal Government and UK’s Department for International
Development (DFID). Under this scheme, the risk coverage of up to 60 percent was
provided against credit losses of participating financial institutions on their lending to
micro, small and rural enterprises. This helps reduce bank’s exposure to these risky
assets and tackles information asymmetry. An ADB study®’ conducted to evaluate this
scheme found that effective marketing would have made this scheme a much bigger
success than it was. The scheme works in principal—as it has across the world. The
scheme can be retailored and extended.

5.5. AJK Labor Market Is A Story About Mismatch of Skills - Holding Development
Hostage Especially for SMEs

The contemporary developing world can squeeze the gap towards a prosperous future by
introduction of knowledge economies. The knowledge economy is not just an outset of
dissemination of non-contextual information, it requires scientific and innovative
knowledge, incentives to innovate, decentralized integrated patterns of innovation and
outreach for the application of the information and communication technologies®®.

Amidst natural disasters, political instability and distorted governance, AJK has been
heavily relying on agriculture, livestock and forestry. Despite having a literacy rate as high

37 MARKETING: THE CRUCIAL SUCCESS FACTOR FOR PAKISTAN'S CREDIT GUARANTEE SCHEME. ADB
Institute. Web. https://www.adb.org/sites/default/files/publication/474556/adbi-wp909.pdf

38http://siteresources.worldbank.org/EDUCATION/Resources/2782001126210664195/16369711126210694253/
DFID_WB_KS FinalReport 7-31-06.pdf
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as 76 percent there has been no innovative advancements made in the major occupations
either. The lack of innovation implies lack of skills and information required to market and
exhibit at a global level.

According to TVET reform (2017) the skills required by the employers are not provided by
the skill provider (universities, vocational and training institutes). It is important to
understand; the local people value a college degree more than a vocational degree which
can provide guaranteed and better earning. The low-income level of graduates reflects
saturation of degrees that cannot provide higher returns. In addition, there is a complete
information asymmetry in skills demand and supply market e.g. the market demands 201
mechanics, there is O supply for the mechanics or there is a supply of 59 people with
English speaking skill whereas demand for the skill is 0°°.

In order to ensure an information symmetry, awareness must be created about the newly
emerging markets i.e. industrial services, energy, data, tourism, and so on. TVET or
occupational education as used interchangeably requires evolution in the technological
changes as necessitated by the industrial revolution (Benavot, 1983). The awareness can
be ensured by organizing events i.e. conferences, seminar, expos on the related markets.

TVET must introduce updated curriculum, meeting the contemporary needs of the region
for example the demand for few professions due to the expansion of construction, i.e.
masons. The curriculum can be taught in Urdu language for easy understanding of the
local population. The gender disparity in the education sector must be curtailed so that a
larger population can benefit from the technical and vocational programs. Enrolment of
women and especially abled people must be reserved on TVET. The state of AJK must
be provided more flexibility on the economic decisions and policies, it must be encouraged
to develop private sector associations to promote TVET sector. Technical education must
be part of the curriculum in the initial school years i.e. grades 5 through 8. The bulk of
youth must be well informed about the entrepreneurial opportunities available in the region.
TEVTA has been training approximately 12,000 people in AJK annually which can be
increased by introducing new training programs which can provide for the new industries,
i.e. hoteling. 4°

As CPEC makes its way into the region by introducing a USD 2.7 billion, Kohala power
project near Muzaffarabad. The project has a capacity to put the region on the upward
trajectory to development, it can alleviate poverty by generating revenue and improving
the employment rate. The project will also improve the annual influx of visitors to the
region. The advent of this new hydro power project can be a breakthrough for the AJK
state; however, the labor force lacks the required skill. The hydro power projects require
skilled workers as DAE & B, Tech Electrical Heavy Machine Operator, Crane Operator,
Welder, DAE Civil Turbine Technician Shuttering Carpenter Mason Pipe Fitter Solar
Technician. However, TEVTA does not provide its training in area for some demanding
trades.

39nttps://tvetreform.org.pk/wpcontent/uploads/downloads/pse/Studypercent20ofpercent20Potentialpercent20Econ
omicpercent20Sectors-AJK.pdf
40

http://unesco.org.pk/eedrmu/tvet/publications/AJKpercent20SKILLpercent20DEVELOPMENTpercent20POLICY.
pdf
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The government of AJK needs to focus on institutes of trades in demand, i.e. hydro power,
construction and tourism. The gap between the skilled labor demand and supply needs to
be addressed so that the local citizen can benefit more from the development projects
being introduced.

5.5.1. Empowering AJK Youth with Demand Driven Programs

The concept of demand-driven programs is an important aspect of measuring the
success of a TVET program. A lot of focus is often placed on the number of enrolments
and the number of graduates under the various government sponsored TVET
programs but unfortunately there remains a gap between the skill that various
industries require versus the skill that is taught under these TVET programs. The
success of any TVET program cannot be achieved without the direct involvement of
the industries that will eventually absorb the graduates.

With the investment in the power sector under the CPEC initiative in AJK, several
opportunities will emerge in various trades like High Pressure Welding, Power Plant
Pipe Fitter, Distribution Lineman, Lineman Construction and Technical Helpers. Other
industries that may benefit from trained skilled labor in AJK are agriculture,
construction and tourism. Entrepreneurial skills for farmers targeting both genders for
the growth of their farming business, trades like electrician, plumbing, carpentry,
masonry etc. for the construction industry and customer service representatives, chefs,
housekeeping, tour guides etc. for the hospitality sector would all add value to
overcoming the unemployment challenges in AJK. However, it is crucial that the
industry is engaged from the onset and industry experts are directly engaged in the
development of the curriculum so that students are taught exactly what the industry is
looking for and there remains no gap upon the completion of the course.

There is a great potential for the tourism industry to flourish in AJK. Besides the hydro
power, tourism industry is best suited for attracting investment and providing
employment opportunities to the locals.

A research survey with industry partners prior to launching a new trade would not only
help understand specific technical and curriculum requirements but would strengthen
the relationship with the industries and justify the case for making an investment in a
particular vocation.

5.5.2. Demand Driven Programs — a Strategy

Once a decision to launch a trade is finalized, it is suggested to follow a three-pronged
strategy for the rollout of a TVET support program in AJK. The strategy would involve
the following three phases:

Recruitment of students: Specific criteria to be established based on age, qualification
and physical fitness, etc. for respective trades.

Training: Determine the duration of training based on the curriculum designed with the
industry partner, capacity of trainers (ideally trainers to be directly taken on-board from
the industry and then follow the “train the trainer” approach), practical training
implementation, assessment of students and certification.
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Employment/Entrepreneurship: Engage with industry partners to facilitate employment
for students as the skills developed would be directly in sync with the industry demands
or provide entrepreneurial support in terms of operations, marketing, finance, etc. for
those interested in pursuing entrepreneurship.

It is highly recommended that the Training component of the model proposed above
should include certain number of hours dedicated to practical working experience with
the potential employment partner. This approach has proven to be successful in many
western nations (Germany in particular) where a student has a dedicated number of
hours every week that he/she spends at an employment partner providing him/her the
opportunity to work in a real-time environment. It is also critical that the medium of
instruction be in local language to improve the learning curve.

Another element that must be included as part of every curriculum is the soft and
interpersonal skills that helps build the personality of the students and prepares them
for their career. Basic courses on time management, conflict management, stress
management, communication and leadership development would help groom their
overall personality and build a sense of ownership, accountability, trust and respect for
one another.

The program of general education and TVET in Azad Jammu Kashmir (AJK) is similar
to that in the other provinces of Pakistan. Students are in fact free to move from AJK
to institutions to the rest of Pakistan. And upon graduation from any of the TVET
programs, Kashmiris are free to seek employment in Pakistan or other countries
abroad.*

The current population of AJK is estimated at 4 million but does not have enough
vocational institutes to cater to the large youth population. Currently, AJK has close
to 159 vocational training centers, out of which 66, fall under the public sector and the
remaining 93 under the private sector. Annual trainees coming out of these institutions
is close to 12,000 out of which 33 percent are coming out of the public sector institutes
and 66 percent coming out of the private sector institutes.*?> These figures validate the
need for additional investment in vocational and technical training institutes in AJK so
youth can be trained with the skills required for industries like power, construction and
tourism to flourish.

AJK-based non-profit organization Centre for Peace Development and Reforms
(CPDR) in collaboration with London based conflict transformation organization
Conciliation Resources® launched the first ever needs assessment survey of the youth
of Azad Jammu Kashmir. The survey targeted a large number of youths across AJK

a1

http://unesco.org.pk/eedrmul/tvet/publications/AJKpercent20SKILLpercent20DEVELOPMENTpercent20POLICY.
pdf

42

https://www.pndajk.gov.pk/uploadfiles/downloads/STATISTICALpercent20YEARpercent20BOOKpercent202018.
pdf

43 Conciliation Resources is an independent organization working with people in conflict to prevent violence and
build peace, providing advice, support and practical resources, headquartered in London, United Kingdom.
Conciliation Resources’ partners, Atia Anwar and Ezabir Ali are working independently on either side of the Line
of Control (LoC) in Kashmir with women affected by the on-going conflict. They are also working on identifying
the key economic, socio-political and educational issues that confront AJK’s youth against the backdrop of the
Kashmir conflict.
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on socio-political and economic issues being confronted by them in the backdrop of
the Kashmir conflict. It revealed that the unresolved Kashmir dispute between Pakistan
and India is widely considered the main issue of concern; almost 9 percent of AJK
youth considered it paramount in their lives and believe their socio-economic
deprivation derives from it. It also revealed that unemployment is of prime concern to
AJK’s youth. Almost 66 percent from Muzaffarabad, 60 percent from Rawalakot and
58 percent from Mirpur, strongly believe that economic deprivation is strongly linked to
the unresolved issue of Jammu Kashmir.**

To tackle the issue of unemployment in AJK, it is recommended that public private
partnership be introduced whereby private sector should be incentivized with the land
and infrastructure for the setup of vocational and technical training institutes.
Subsidies to be also provided by the government to the private sector for running the
operations of these institutes. Traditional school premises could also be used for after-
hour vocational and technical education. Consular services to be introduced at the
traditional schools whereby students who may have challenges academically at an
early age may decide to pursue the path of vocational or technical education. With the
help of the Federal body of NAVTTC and local AJK TEVTA, career path should also
be established for the various vocations similar to traditional jobs for professional
growth.

Poalicies to be formed and enforced for the industries to become a supporting partner
providing opportunities for on-the-job training to students during the course of their
vocational and technical training. Students may be motivated with a nominal stipend
to be paid by the participating industry partner. Reserved seats to be allocated at the
institutes and the employer for differently abled students to help them become part of
the mainstream workforce. These measures have the ability to provide opportunities
for AJK youth to become skilled for a brighter future and help overcome the challenge
of unemployment in the region.

5.6. Inclusion of Women in the Labor Market of AJK

For a country like Pakistan where gender disparity is recorded among the worst, women
inclusion in the labor force continues to remain weak. According to Labor Force Survey,
2017-18, total labor force in the country was 65.50 million where male labor force stood at
50.74 million increasing by 9.4 percent from the previous survey (2014-15) and female
labor force stagnant at 14.76 million (up by less than 1 percent versus 2014-15 survey
figures).

While the gender gap is gradually diminishing, Pakistan continues to hold its global ranking
amongst the worst countries in terms of gender parity in the Global Gender Gap Index
2018. And while female labor force partition is said to have improved in the last two
decades, the official numbers tell a somber tale — at least for the last 7-8 years. Not only
has the share of women in the country’s labor force remained static — hovering between
14.5-14.7 million between 2012 and 2018, the female participation rate (crude)* has
actually seen a decline in 2017-18, particularly in the urban areas. The Labor Force
Survey 2017-18, shows that women are largely working in agriculture followed by

44 http://www.cpdr.org.pk/index.php?option=com_content&view=article&id=518:ajk-youth-s-concerns-caused-by-
kashmir-dispute-survey&catid=51&Itemid=445
45 Currently active population expressed as a percentage of the total population in Pakistan

Page |65


http://www.cpdr.org.pk/index.php?option=com_content&view=article&id=518:ajk-youth-s-concerns-caused-by-kashmir-dispute-survey&catid=51&Itemid=445
http://www.cpdr.org.pk/index.php?option=com_content&view=article&id=518:ajk-youth-s-concerns-caused-by-kashmir-dispute-survey&catid=51&Itemid=445

manufacturing and community and personal services they have a share of 14.6 percent.
Whereas, in terms of occupational groups, they are mostly working as skilled agricultural
worker, followed by elementary/unskilled category, and craft and related trade category.

When it comes to Azad Jammu Kashmir, women inclusion in labor force have been
miniscule and lower. Overall, the unemployment in AJK is estimated at 10.3 percent, which
is a slight improvement from 11.2 percent recorder in the 2014-15 survey. However, not
only is unemployment in AJK generally high compared to the 5.8 percent unemployment
rate in Pakistan on average, it is significantly higher among women (22 percent).

Table 8 Labor Force Participation in AJK

2014-15 2017-18

Male 40.1 41
Female 3.9 5.9
Rural 22 22.2
Male 38.8 40.4
Female 35 5.3
Urban 25.7 26
Male 42.7 43.6
Female 6.9 8.8
Male 9.4 8.4
Female 30.5 22.6
Rural 11.4 10.1
Male 9.8 8.1
Female 30.4 23.9
Urban 10 10.09
Male 7 9.2
Female 30.8 19.3

It can also be seen that women in AJK are mostly employed in the community and social
services sector. However, the share of women employment in this category has come
down from 90 percent in 2014-15 to a little over 50 percent in 2017-18 with a significant
share moving to agriculture and forestry category. Furthermore, their employments are
usually temporary and volatile as women workers are employed mostly only on seasonal
basis as far as the agriculture sector is concerned, while many have informal and short-
term employments in the manufacturing and service sector.

Page |66



Table 9 Employed-Division by Major Industry Groups percent

Major Industry Division 2014-15 2017-18 \

Total Male Female Total Male Female
Agriculture/Forestry/Fishing 109 115 2.4 194 17.3 35.5

Manufacturing 5.9 6.1 2.7 8.2 7.9 9.9
Construction 21 225 1.2 19 214 04
Wholesale and Retail 19.9 20.9 1.9 17.4 195 1.1
Transport/Communication 8.6 9.2 0 6.8 7.6 0.5
Community/Social Services 30.3 26.1 90.9 27.2 25.1 52.4
Others 3.4 3.7 0.9 2 1.2 0.2

5.6.1. Challenges and Benefits

A multitude of factors inhibit women inclusion or pose challenge for women in AJK to
be employed. One is the culture there and the role of women as they work primarily in
homes or on the farms. Many factors come into play here. Women in AJK are
educated, but gender norms where men are the bread earners and the decision maker
while, their women are the home makers is a rampant concept that applies across the
area. Socially prescribed roles limit women’s access to economic resources such as
skills, capital, and technical know-how.

A similar and a widely discussed factor behind lower female labor force participation
in the country that aptly applies to AJK as well are the issues in mobility*¢. Women face
limited mobility outside homes due to the cultural norms as well as security challenges
(the northern area has been particularly affected by terrorist acts), and social taboos.
Child marriages and early marriages continue to be an issue in AJK, which
automatically lowers chances of women entering the working arena.

Another potential explanation for women participation could be the wage and job
discrimination and the opportunities specifically for women. Not only do they get paid
less, but they also lose in many reputable opportunities because of sheer preference
for men. And for a place like AJK where focus of employment is agriculture, women-
oriented jobs are already fewer.

Nonetheless, it is important that measures are taken to improve women participation
in employment in uplifting AJK’s growth prospects. Women inclusion in labor force is
not only crucial for women’s economic empowerment and in achieving 2030
Sustainable Development Goals (SDGs), but also for economic growth. Countries that
have benefitted from improved female participation in labor force like Bangladesh in
the last two decades have also witnessed economic growth during this time along with
notable progress on various social and demographic indicators such as the fertility
rate, child mortality, maternal mortality, etc.

Imagine the growth in the AJK’s output if the female participation rate significantly
increases. According to an IMF Staff study*’, the benefits of closing the gender gap

46 WB Female Labor Force Participation In Pakistan: What Do We Know?
47 IMF Staff Discussion Note: Economic Gains from Gender Inclusion: New Mechanisms, New Evidence
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are much larger as women bring new skills, and overall productivity increases apart
from accruing welfare gains.

Women in AJK are particularly vulnerable to live in poverty and those who are part of
the active labor force are mostly working in farms and agricultural lands and use
methods and modes that are basic. Since agriculture is the key earning segment of
the region, efforts for women in this segment can result in economic gains.

Gender sensitivity in all sorts of programs and projects, capacity building for women
farmers by providing opportunities to improve crop yield and raise income, technical
and vocational training in technology and skills development, and efforts to promote
small agro-based home businesses handicrafts, embroidery, rugs, shawls, wood work
can be key in unlocking AJK’s potential, since around 50 percent of the population is
that of women.

After discussing the situation of all the existing inputs to industrialization, we now move
towards the output i.e. tourism industry. The next chapter discusses how tourism is a
driver of economic growth in the context of AJK and what are the challenges and costs.
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6. Tourism Industry driving the growth in services for AJK

6.1. Tourism Industry in AJK—setting the context

6.1.1. AJK, a Tourist’s Paradise

With its fertile, lush mountain valleys, verdant woods and picturesque lakes, the
landscape of Azad Jammu Kashmir is nothing short of paradise on earth. Falling within
the Himalayan orogenic belt, the ten districts of the province — Neelum, Muzaffarabad,
Hattian, Poonch, Sudhanoti, Bagh, Haveli, Kotli, Mirpur and Bhimber — not only offer
visitors the chance to explore unmatchable scenic beauty, but also provide excellent
opportunities for rock climbing, trekking, mountaineering, camping, fishing, hiking,
canoeing and other adventurous activities. All routes connecting these sites to
Islamabad are currently open, clear and ready to welcome tourists, with the exception
of the areas situated on the Line of Control (LOC).

Figure 41 Map of AJK
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Shadra Fort in Neelum, Hindu temples in Muzaffarabad and Hattian, ruins of Barahdari
and Baowli in Poonch and Sadhanoti, and Mughal Saraae in Kotli, among many others.
The people of this region are warm, hospitable and diverse in terms of their language
and culture, with ethnic descents ranging from Semitic, Mongoloid, Aryan to Turk and
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Arab. Their hand-embroidered shawls, gabba and namda carpets and intricate wood
carvings are perfect representations of their rich traditions and unparalleled skill. The
cuisine of the area boasts a similar myriad of influences, and the Mughal-inspired
rogan-e-josh, matschgand, modur pulav and muji gaad are dishes bound to leave
visitors wanting more.

All year round, AJK organizes festivals celebrating its tourism products, such as snow
sports, paragliding and skiing competitions, as well as cultural galas, horse and cattle
shows, and spring festivals. Tourists looking for nature, adventure, religious, cuisine
and cultural and heritage tourism in one trip will find everything they are looking for
among the panoramic, spell-binding green terrains of this wonderful destination.

6.1.2. GOAJK recognizes the importance of Tourism Industry

The economy of AJK depends heavily on subsistence agriculture, livestock and
remittances. In recent years, the AJK government has recognized the importance of
tourism in generating revenue for the province and has taken several steps to develop
this sector. Today, tourism contributes to nearly 3 percent of the state’s economy*®.
Around 22 percent of the population of the region is directly or indirectly involved in the
tourism sector.

Interestingly, the data about tourists’ inflow to the region varies greatly, with various
estimates given by different stakeholders. For instance, as per a GIZ study on TVET,
the annual tourism inflow in AJK is nearly PKR 5.1 million, which can double with
improvements in infrastructure, effective marketing and development of tourism
products. In contrast, some of the recent news items, quoting government sources,
estimate that about one million tourists visited AJK in 2018, out of which about half
visited the Neelum Valley*. The bulk of these tourists belong to Karachi and Lahore
(domestic tourism), many of whom travel to the northern areas of Pakistan in the
summer to escape from the heat. Statistics show that Eid marks the onset of heavy
traffic to AJK.

Anecdotal evidence suggests that recent years have witnessed increased tourist
arrivals owing to improvement in the law and order situation in the country as a whole,
as well as the spread of information and direct marketing by tour operators®. However,
with the increase in tourism activities, the fragile environment of the province is also
facing increased risk. The rampant construction of guesthouses and hotels to facilitate
the high volume of tourists has led to an urgent need for timber and increased illegal
logging in the area. Moreover, the use of firewood has also increased putting the local
forests at risk. The stability of AJKs economy is directly tied to these forests, since they
provide the community with grazing ground for cattle and fuel for cooking and heating.
Additionally, animal and plant species are in danger because of extensive wood-cutting
in the forests. To address this problem, reportedly the AJK Tourism Department
announced plans to launch a complaint cell, where illegal logging could be reported,

48

https://tvetreform.org.pk/wpcontent/uploads/downloads/pse/Studypercent20ofpercent20Potentialpercent20Econo

micpercent20Sectors-AJK.pdf

49 https://www.dawn.com/news/1480283
50 https://www.dawn.com/news/1481697
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besides introducing innovative measures, such as encouraging tourists to plant a tree
every time they visit Azad Jammu Kashmir.

The tourism sector in AJK is managed by the Tourism and Archaeology Department
along with the Directorate General of Tourism and Archaeology. The vision of the
government is to use AJK’s natural and heritage resources to foster the development
of tourism as a viable sector of the economy and make it the best tourist destination in
Pakistan®..

The year 2019 was announced as the ‘Year of Tourism’ in AJK and a number of
activities were planned for the year. Some of these activities are shown in Figure 42
but interestingly none of these were mentioned on the department’s website. The
website only has links to the department’s Facebook and Twitter feeds that
occasionally mention major tourism occurrences in the province.

51 hitps://pndajk.gov.pk/ADP/2018-19/ADPpercent202018-19.pdf
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Figure 42 AJK

year of Tourism

AJ&K YEAR OF

TOURISM

4 APRIL 2019

International Congress on Islamic
History, Culture & Heritage of
Kashmir, organized by National
Heritage Division Government of
Pakistan, OIC Research Center IRCICA,
and AJK Tourism Dept

13 APRIL 2019

‘wo-day Kashmir Festival organized by
the AJK Academy

20-23 APRIL 2019
Bagh Spring Festival

@® 4)JANUARY 2019

Three-day national Kashmir
conference on archaeology held at
Mirpur

@ 8APRIL2019

Foreign tourists from Hong Kong and
France visit Pir Chinasi after

. government removes NOC
requirement

@ 17 APRIL 2019

Special tourism police force posted at
three entry points of AJK-Kuhala, Brarkot
and Azad Pattan

@ 22 APRIL 2019

200 km tourism corridor
established that passes through
destinations like Chakar, Sudhan
Gali, Haji Pir, Lasdanna, Toli Pir

4-5 MAY 2019 @ andBanjosa

Lehri/Summer Tourism Festival
organized by AJK Tourism Department.

26 JUNE 2019@

Five-member delegation of the
Pakistan Hindu Council visits ancient
temple in Sharda

@® 14-16 JUNE 2019

Neelam Valley Festival celebrated at
Sharda

@ 2JULY 2019

AJK Muzaffarabad Airport
undergoes restoration to make the
province air-linked with the rest of

23 August 2019 @ thewerd

10 million fruit saplings to be
planted during Monsoon Tree
Plantation Drive in AJK

27 SEP.- 1 OCTOBER 2019
Kashmir Tourism and Culture Festival,
Pakistan International Paragliding
Cup held at Peer Chanasi to
Muzaffarabad airport

@ 15 SEPTEMBER 2019

World Tourism Day Motorcycle Rally
held from Lahore to Kashmir

4-6 NOVEMBER 2019
AJK participates in the World Tourism
Summit, London.



The budgetary allocations for the tourism sector have also been on the rise in recent
years. The GoAJK announced a budget of PKR 1.21 trillion for the year 2019-20%2.
Besides the recurrent budget, an allocation of PKR 200 million has been made for the
tourism sector for the current year's development budget. An expected income of
PKR.25 million is also expected from tourism within the fiscal year.

However, these resources are still meagre considering the investment needs of the
area. The key will therefore be to mobilize private investment.

The government envisages the public and private investment to be directed towards
activities like:

e Establishment of hotels/motels/transport services for tourists

o Promotion of adventure tourism/resort development

e Preservation and protection of archaeological/historical assets

e Upgradation, extension and development of recreational facilities by fostering
public-private partnership

o Provision of skills, soft loans, rebates on mark ups, basic facilities, trainings and
other incentives to local communities for greater involvement in tourism

e Promotion of tourism through engagement with government and non-government
institutions such as Adventure Foundation, Alpine Club and PTDC

e Collaboration with Travel Agencies and Tour Operators of Pakistan to include AJK
in tour packages and itineraries

AJK is also working to establish three tourism corridors in the region to attract local
and foreign tourists to promote, develop and invest in the tourism sector. These
corridors are expected to improve the tourism industry by providing greater
employment opportunities, improving the living standard of local population and
providing easier access to sites, such as Banjosa, Tolipeer, Lasdanam and Hajipur for
incoming tourists.

Moreover, a number of special economic zones (SEZs) are being set up under the
China Pakistan Economic Corridor (CPEC). One of these SEZs will be set up in AJK
(Mirpur)—discussed further in the following chapter of this report. Other mega-projects
under CPEC currently being implemented/planned in the province include the Karto-
Kohala hydropower project and Mansehra-Mirpur Expressway.

After nearly a decade, AJK, with the support of Pakistan Tourism Development
Corporation (PTDC), has set up its pavilion at the World Tourism Market in London
this year®:. This initiative is expected to put AJK on the global tourist circuit and dispel
any negative perceptions. Moreover, with the recently waived requirement for a no-
objection certificate (NOC) for foreigners seeking to visit AJK, potential visitors can
now explore the region with greater ease. The only exceptions to this rule are border
areas, specifically 10 miles of the Pak-China border, Pak-Afghan border, and LOC.

In addition to this, the recent establishment of a highly trained Tourism Police Force is
also expected to create a safer environment for the tourists. This team includes female

52 hitps://nation.com.pk/19-Jun-2019/ajk-unveils-record-rs1-21-trillion-budget-for-2019-20
53 hitps://www.urdupoint.com/en/pakistan/pakistan-to-open-pavilion-in-world-tourism-ma-713653.html
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officers, and is not only responsible for regular security functions, but also to serve as
hosts for local and international visitors.

6.2. Impediments and Opportunities

The real barriers to the development and promotion of the tourism sector in AJK pertain
to: a) its geographic location, with its proximity to the LOC; b) low resource base to
adequately finance infrastructure; and c¢) natural disasters such as earthquakes and
landslides preventing the free flow of supplies and goods.

AJK’s underlying challenges are fundamentally those of Pakistan, only compounded by its
status as an active conflict zone. The state of competitiveness of Pakistan’s tourism sector
can be gauged from Pakistan’s position on the World Economic Forum’s Travel & Tourism
Competitiveness Index 2019. Pakistan was ranked at 121t position out of 140 countries,
the lowest in Asia Pacific region. Nevertheless, Pakistan’s position has been improving
and has improved by 4 positions in the last four years.

The Travel and Tourism Competitiveness Index comprises of 14 pillars categorized into
four sub-indices:

Table 10 The Travel and Tourism Competitiveness Index

Enabling T&T Policy and Infrastructure Natural & Cultural

Environment Enabling Conditions Sub-Index Resources

Sub-Index Sub-Index Sub-Index

1. Business 6. Prioritization of Travel | 10.Air Transport 13.Natural
Environment and Tourism Infrastructure Resources

2. Safety & 7. International 11.Ground and | 14.Cultural
Security Openness Port Resources and

3. Health & 8. Price Competitiveness Infrastructure Business
Hygiene 9. Environmental 12.Tourist Service Travel

4. Human Sustainability Infrastructure

Resources &
labor Market
5. ICT Readiness

Pakistan’s position on all of these parameters vis-a-vis South Asia is presented in the
figure below:
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Figure 43 Pakistan Performance Overview-in comparison to South Asia
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Source: World Economic Forum’s Travel & Tourism Competitiveness Index 2019

It is evident that Pakistan struggles on most of these indicators but its position on some of
the indicators even lag behind its own overall rank in the index. These include human
resources and labor market; safety & security; environmental sustainability; ICT readiness;
and international openness. Anecdotal evidence suggests that besides safety and security
(with the exception of LOC area), AJK struggles with these challenges generally on a
higher scale.

More specifically some of the impediments faced by AJK that constrain development of
tourism sector in the region include the following:

6.2.1. Conflict Zone

Over the last two decades, Pakistan has suffered immensely from the deteriorating
security environment and surging terrorism. Although much of the focus of terrorism
has been in the mainland Pakistan, AJK being the conflict zone between India and
Pakistan has also suffered because of the poor perception, fear and distrust in the
security and safety situation of the country. The country couldn’t do much to counter
this negative perception and as a consequence Pakistan has remained the target of
adverse travel advisories for foreign visitors in the recent past. With the improvement
in overall situation this was expected to improve but the more recent standoff with India
on the Kashmir issue has made the situation worse, with foreigners avoiding the
region.

6.2.2. Access, Infrastructure and Facilities

The infrastructure in AJK has historically suffered from low availability of resources and
difficult terrain making infrastructure development even more difficult. Moreover, due
to a recent history of natural disasters in AJK, the tourism sector in many areas also
suffered major losses, including physical damage to buildings and equipment and lost
businesses. This in turn has taken its toll on availability of tourist facilities in the country.
Although support from development partners has greatly helped in bridging these
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losses, the region continues to suffer from poor quality roads, unreliable supply of
electricity, poor sanitation at tourist spots, and lack of proper solid waste management.
Moreover, limited conservation and restoration work has been performed at religious
and heritage sites and where works have been performed the quality has been a major
issue.

6.2.3. Low Resource Allocation and Investment

The Government of AJK is almost fully dependent on Pakistan for its budget and the
local revenue mobilization has been minimal. Although the present financial year has
witnessed a record budget and an overall increase of 11 percent in the development
allocation, the region continues to face severe fiscal constraints. The tourism sector
itself has been suffering from low budgetary allocations. For the year 2019-20, a sum
of PKR 97 billion has been allocated for the ongoing expenditures, out of which only
PKR.173.7 million will be spent on tourism. Similarly, out of the total development
allocation of PKR 24.5 billion, tourism sector will only get a meagre PKR 200 million
allocation. Interestingly a hefty sum of PKR9 billion has been allocated for roads and
communication works, but such allocations are rarely aligned with the tourism.

6.2.4. Lack of Proper Enforcement of Standards

Like the rest of Pakistan, AJK also suffers from absence of enforcement of standards
leading to poor quality tourist services. There are three laws encapsulating the tourism
regulatory regime including: a) The Pakistan Hotels and Restaurants Act 1976; b) The
Pakistan Tourist Guides Act 1976 and; ¢) The Travel Agencies Act 1976. All these laws
have been adopted by AJK in 2018 but unfortunately, they remain unimplemented to
a large extent.

6.2.5. Under-developed Tourism Products and Absence of Effective Marketing
and Promotion

Despite undertaking commendable initiatives to promote tourism in the province, AJK
remains unable to effectively showcase them and attract visitors. The department’s
website calls 2019 the “Year of Tourism’ without highlighting any tourism activities or
events organized in the state. Additionally, it has an archaic design, featuring big
chunks of information about AJK’s tourism products the average user will not read.
Essentially, the entire brunt of marketing and promotion is borne by AJK Tourism’s
Facebook and Twitter pages. While these platforms offer information about the
province’s tourism milestones better than the website does, there remains a lot of room
for improvement. Both pages suffer from a lack of engagement with the public due to
ineffective social media management. Posts are poorly constructed, with visible typos
and substandard information as shown in Figure 44. Similarly, visual aid, such as
posters, use obsolete design that fails to communicate AJK’s tourism attraction
potential (picture attached).
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Figure 44 Brochure for AJK Tourism Promotion
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AJK TOURISM & ARCHAEOLOGY DEPARTMENT

The AJK Tourism app is another effort by the government to capture the attention of
potential visitors. However, the app is incompatible with most devices, and has an
average rating of only 2.9 stars out of 5. There is no explicit effort by the AJK
Information Technology Board to address complaints posted by users or fix bugs in
the app.

6.2.6. Poor Governance and Limited Institutional Capacity

Poor governance especially at the local government level manifested in poor land use,

haphazard growth of urban settlements, low quality sanitation and solid waste
management services, etc. undermine the tourism development efforts. The
consequences of more tourists visiting the area include a toll on the fragile ecosystem
through a rise in illegal activities such as logging. Moreover, since tourism
development is a multi-sector problem, various departments such as environment,
wildlife, forest, road and highways, police and others have to work together to create
an enabling environment. But lack of interdepartmental and interprovincial
coordination prevents such coordinated action.
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Figure 45 Facebook Posts showing International Vloggers
travelling to AJK

. AJK Tourism @AJKTOURISM1 - Apr 7 v
J g Its Amel a Vloger from French at Muzaffarabad
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6.2.7. Low Supply of Skilled Workforce

As per estimates, about 22 percent of the population of the region is directly or
indirectly involved in the tourism sector, but unfortunately much of this workforce is
poorly skilled. The travel and tourism businesses face the constraint of skilled force,
which hampers provision of quality services. AJK TEVTA has also been ineffective in
this regard with no tourism related courses being offered for this sector. TVET institutes
do not have enough staff or facilities to cater to a growing skilled workforce demand in
this sector. Additionally, there is a lack of coordination between employers and training
providers. Some vocational training institutions exist under the semi-autonomous
AKSIC and SWWD, but their success has also been minimal®*.

However, besides these impediments, there are also a number of positive changes
that are taking place in AJK especially in the context of tourism development. These
changes provide unprecedented opportunities that can be capitalized to kickstart a
new tourism development model in the region.

6.2.8. New Policy and Legal Regime

In 2019, the AJK government has come up with a new law and policy for tourism
development - AJK Tourism Policy 2019 and AJK Tourism Promotion Ordinance 2019.
The new policy and legal regime have enabled the government to lease out land or
buildings (to private investors in the territory) for establishing lodging facilities for
tourists in different areas. In this regard, 500 tourism resorts have already been
identified. This new regime has rightly put the focus away from solely financing the
tourism development through government money to mobilizing private investment.

Shttps:/tvetreform.org.pk/wpcontent/uploads/downloads/pse/Studypercent20ofpercent20Potentialpercent20Econ
omicpercent20Sectors-AJK.pdf
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This indeed reflects a paradigm shift and if done rightly can very well provide the much-
needed resources to the region.

6.2.9. The 13th Constitutional Amendment

Earlier this year, the Thirteenth Amendment has been made through the AJK Interim
Constitution Act, 2018, awarding greater legislative powers and executive authority to
the AJK government (from the federally managed AJK Council) for better governance
and socio-economic development. Under the interim constitution of 1974, the AJK
Council was responsible for 52 departments (or ‘subjects’), including the licensing of
tourism activities in AJK and relevant incentives and concessions (tax holidays, mark-
up free loans, duty free on tourism related machinery). Following the amendment, most
of these subjects have now been transferred to the AJK government®®. Following the
Thirteenth Amendment, the AJK Tourism Department accordingly modified its Tourist
Acts, which are now: a) AJK Hotel & Restaurants Act 2018; b) AJK Travel Agencies
Act 2018; and ¢) AJK Tour Guides Act 2018.

6.2.10. Tourism as a National Priority

With the new PTI government in Islamabad, tourism has become a national priority,
with reactivation of PTDC and appointment of a cabinet member for the tourism
portfolio. The results are evident. As mentioned earlier, for the first time in ten years,
AJK government is setting up a pavilion in World Tourism Summit in London, through
PTDC'’s support. This momentum is likely to continue and provides an opportunity for
tourism development. The PTI has made a number of commitments in its elections
manifesto and the AJK government could position itself to benefit from these initiatives
and claim some of the projects spearheaded by the federal government. These
commitments include: promoting and positioning Pakistan as “Asia’s Best Kept Secret”
in the global tourism market; championing tourism in places; developing 20 new tourist
destinations in 5 years (4 each year); implementing a framework to incentivize private
sector investments in upgradation and development of new facilities which in particular
would encourage “themed” tourism such as eco-tourism and other special incentives;
opening all government guest houses to the public; undertaking the uplift of our
accommodation infrastructure and transport services across all, from hostels to 5-star
facilities; aggressively encouraging entrepreneurship, especially SMEs, to boost
economic value and job creation in the tourism industry; eliminating NOC condition for
high potential tourist destinations; and supporting TVET curriculum and institute
development to upskill human capital in hospitality to fill the supply side deficit of skilled
labor.

6.2.11. New Private Facilities

Over the years, private sector has established a number of facilities in various AJK
destinations, which has provided a new impetus to tourism development in the region.
The most important of these is the construction of Pearl Continental Hotel at
Muzaffarabad, which has provided first-class accommodation in the city, promoted
urban tourism and has put Muzaffarabad on the map for conference and seminars.
This investment has also encouraged all private sector payers and the city has seen a

55 A further detail on the governance and institutions in AJK is provided in Chapter 1 and 7
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rapid growth in investment in the hotel sector ever since. A second Pearl Continental
Hotel is also being constructed in Mirpur and presents huge potential for further growth
in the tourism sector and allied services through the provision of a world class five-star
hotel.

6.2.12. Tourism Corridors

As mentioned earlier, the AJK government is planning to develop three tourism
corridors. The first of the three corridors, is now open for use. The new Azad Pattan-
Rawalakot Highway starts from Muzaffarabad up to Devi Gali in Tarrarkhal. It links
Poonch, Haveli and Kotli, and serves as a direct link between 10 districts of the state.
This road was built through support from Asian Development Bank, following Bhutan’s
model of eco-tourism and employing bio-remediation methods for protection against
landslides. The first corridor is located in Jhelum valley, second in Neelum valley and
the third in Kotli-Mirpur®®. These corridors are expected to open up new areas and can
stimulate tourism development in the region. These corridors are further supported by
investments by the development partners such as ADB-financed USD220.04 million
under the three-year Flood Emergency Reconstruction and Resilience Project
(FERRP) for the construction of 10 major and 15 district roads.

6.2.13. AJK Diaspora and the Potential for Investment

AJK’s diaspora abroad perhaps is the most promising opportunity the region has. Over
the years, the locals have gone and settled in different parts of the world. One of the
major reasons for this resettlement and migration is the construction of Mangla Dam.
They frequently visit home and also contribute to the economy through remittances.
Remittances from AJK population claim about a quarter of total remittances received
by the country. As per estimates, about 51 percent of AJK’s population is living
abroad®’ and almost two-third of Pakistanis living in England are from AJK, majority of
them are from Mirpur. These overseas Pakistanis, if tapped, can be a valuable source
for diaspora investments in the tourism sector.

56 https://www.dawn.com/news/1454535
57 2007 socio-economic survey of AJK
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Box 5 Cross border Tourism

The current political situation in Kashmir on both sides of the border does not provide any space
for cross-border tourism. Nevertheless, this remains as a promising opportunity that must be
mentioned. It is hoped that whenever the situation gets better, this thread may be pursued
through some appropriate measures. The separation of Kashmir created divided families across
both sides of the LoC, interrupted natural flows of trade and commerce in the region, hindered
trade and travel. The promotion of cross Line of Control (LoC) tourism can be promoted by
encouraging greater interactions between local populations on both sides.

In the past, there have been two historic instances of cross-LoC CBMs — the first was the
establishment of two bus services in 2005, and the second was the commencement of trade
between J&K and AJK in 2008. These CBMs had certain limitations. The bus services only
addressed the needs of divided families in select districts in the Kashmir Valley — Rajouri and
Poonch on the Indian side and Muzaffarabad, Mirpur, and Rawalakot on the Pakistani side. The
truck services only carried a small quantity of goods, trade was restricted to the geographical
limits of Kashmir, and both India and Pakistan treated cross-LoC trade as a political, and not an
economic, CBM, which affected each state’s motivation to keep it going. Despite these
constraints, these efforts show that tourism across the LoC is possible.

In comparison, the Pakistani side of Kashmir is underdeveloped relative to its overall tourism
industry, both at the governmental and civil society levels. A USIP special report on ‘Tourism
and Peacebuilding in Jammu and Kashmir’ offers certain recommendations to help start a
movement towards cross-LoC tourism:

= |ndia and Pakistan should begin with package tourism, focusing on a few tourist circuits,
and ensuring that each subregion is covered.

= Both countries should consider relaxing travel restrictions so the members of different
cultures within Kashmir (for example Pahari and Gujjar cultures) can organize and join
regional festivals and border melas across the LoC.

= Both countries should consider opening the Jammu-Sialkot and Karghil-Skardu routes, in
addition to the functional Srinigar-Muzaffarabad and Poonch-Rawalakot routes, for the
movement of people and goods.

= Both countries should make the travel and communication regime for divided families and
traders simpler.

= Both countries should build basic facilities, from hotels, restaurants, and dhabas, to tourist
infrastructure, along providing adequate transport facilities. Civil society should be
encouraged to build similar structures through government-civil society initiatives.

= There should be collaboration between the AJK Dept. of Tourism and Archaeology and the
J&K Dept. of Tourism, as the former can learn from the latter, and there is scope for
collaboration between them.

= AJ&K should develop a joint hotel management training institute where training in the
hospitality sector can be provided to individuals wishing to join this industry. Additionally,
vocational training institutes should be set up on both sides.

= Both sides can benefit from private investment in their tourism-related services sector.

Page|81




6.3. Connecting the Dots—taking the Tourism Industry Forward in AJK

Addressing the impediments mentioned above and capitalizing on the opportunities
identified will be a long journey, requiring concerted efforts by the government.
Nevertheless, there are some early steps that can be taken. Connecting these dots can
very well initiate this journey and lay the foundation for transforming AJK'’s tourism sector
into a vibrant industry.

6.3.1. Operationalizing the Policy/Law

As explained earlier, the Government of AJK has come up with a new policy and legal
regime. These changes drastically alter the way tourism has been approached. But for
now, these documents remain largely unimplemented. Deciding to attract private
investment is one thing but making that happen is another. With the current institutional
structure, this may be a difficult task. Therefore, there is a need to develop action plans
to implement the new policy and the law and for that purpose, the department may
need fresh talent, new positions or maybe even a new unit altogether. This should then
be followed by coming up with sub-statutory regulations and also updating the three-
core tourism-related laws. In parallel, the government should minimize its role, limiting
it to regulation and provision of enabling environment to let the private sector take the
lead in this space. Such regulatory reforms will increase tourist confidence, improve
the tourist services standards and will increase the competitiveness of the travel and
tourism industry in the region.

6.3.2. Developing an Investment Pipeline

Attracting private sector capital would need bankable transactions and projects.
Although the new policy and legal regime has enabled the government to lease out
land or buildings to private investors in the territory for establishing lodging facilities
and the government has already identified 500 tourism resort locations, there is now a
need to pick up high priority projects that are likely to be of greater interest to the private
sector. With sound feasibility studies, there is then a need to develop them into
bankable commercial projects, ensuring full cost recovery for the private sector. These
projects can then be offered to the market, including diaspora investors, to attract the
investment. Investment roadshows can greatly help in this regard.

6.3.3. Corridors Development Approach

Government of AJK has already initiated the process of developing three new tourism
corridors and the first corridor is already open to public. This could provide a new
stimulus for tourism development. However, tourism corridors are not just about
developing road infrastructure and opening up new areas. Without adequate planning,
this could in fact do more harm than good. The construction could start speculation in
land prices, followed by haphazard development and uncontrolled tourists’ inflow.
Instead the government needs to develop a comprehensive corridors development
framework, focusing on improving civic infrastructure in nodes (that are being
connected), regulating the construction and development and providing appropriate
incentives to attract investment in desirable areas. Government should duly address
any concerns regarding environmental degradation, preservation, land zoning, local
government regulations, and other related measures. The AJK government may also
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need special institutional or regulatory arrangements that may be required to ensure
preservation and management of tourism sites. Therefore, there is an immediate need
to develop corridor development plans along the proposed corridors. This should then
be followed by developing high quality tourism and support infrastructure, including
local transportation as well as tourist service infrastructure, possibly through public-
private partnership.

6.3.4. Focusing on Urban Tourism

Tourists flow first to the urban centers on the way to other destinations—these need
to be made attractive tourist destinations initially. Investment in cities like Muzaffarabad
and establishment of new hotels has already laid a foundation for urban tourism. There
is now a need to develop this into appropriate tourism products. Most of the tourists
who want to travel ahead have to cross through either Muzaffarabad or Mirpur. In many
cases, they also spend a few days here or in some cases reside there and undertake
day trips. The facilities in the cities should be developed to provide excursions and
recreation to the incoming tourists and create enough activities for one to two full days.
These activities could include nearby excursions, guided tours, theme parks, food
streets, etc. Such focus on urban tourism can ensure greater spending by the incoming
tourists and can also support onward travel. The soon-to-be functional airport in
Muzaffarabad can also play an instrumental role in promoting urban tourism.

6.3.5. Promoting Sustainable Tourism

The Government of AJK may also focus on eco-tourism and plan to create eco-tourism
villages. Similar efforts are already underway in Khyber Pakhtunkhwa. In these efforts,
local communities should be involved and may be given grants to offer bed-and-
breakfast type arrangements. This would not only improve livelihoods of the local
population but will also enhance the region’s tourism brand. The AJK government
should ensure that sustainable environmental management remains central to all
tourism development initiatives. The model of environmentally friendly camping pods
successfully established in scenic spots such as Swat (KP) is an example for similar
destinations in AJK as well. Such alternate modes of accommodation help in
conserving the ecosystem and offer a creative and innovative experience for tourists.

6.3.6. Developing Institutional Capacity

Tourism is a multi-sector issue and cannot be managed alone by the Tourism
Department itself. As mentioned earlier, other investments in roads and civic
infrastructure should be aligned with tourism development plans. Therefore, there is a
need to create a cross-departmental government body — such as Tourism Council —
that coordinates tourism development across all relevant departments including forest,
wildlife, communication, transport, local government, etc.

6.4. Developing a Pool of Skilled Workforce

Skill development is perhaps the most critical element for transformation of the tourism
sector. Availability of well-trained skilled workforce will support private sector investments
and will also provide employment to the local population. The Government of AJK should
focus on offering travel and tourism related courses within the region. Reportedly, there is
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already some partnership arrangement of Tourism Department with College of Hotel
Management and Tourism (COTHM), Lahore. Such partnerships should be strengthened
and COTHM can be incentivized to open up campuses at Mirpur and Muzaffarabad. The
government may also consider arrangements with local and foreign universities to offer
students scholarships and training in the field of tourism and hospitality.

6.5. Restructuring Marketing and Promotional Approach

The government of AJK needs to re-evaluate its current marketing and promotional efforts
to be able to spread awareness about its tourism brand more effectively. The Department’s
website needs to be updated immediately, offering potential tourists’ critical information in
eye-catching ways to captivate their attention. An example can be taken from Khyber
Pakhtunkhwa’s cutting-edge ‘Experience KP in 360 °’ feature, which allows the user to
virtually step into major tourism destinations and ‘look around’. The AJK Tourism app
should be rebuilt based on feedback and complaints posted. Similarly, AJK Tourism’s
social media presence needs to be more active, with better strategies to engage with the
public. A focused use of attention-grabbing hashtags and prizes for photography and
videography competitions are easy ways of generating interest. Tourists can be
encouraged to post vlogs and accounts of their time in AJK as an authentic way of inspiring
other travelers to come and visit. If the Government of AJK intends to offer its rest houses
for private accommodation, it should do that by immediately linking with international travel
websites like Booking.com. Ideally however, these should be handed over under a
management contract to the private sector, under the public private partnership mode.

6.6. AJK’s Approach towards Tourism Industry Needs Further Work

While highlighting the potential of tourism sector in AJK, the initial thinking summarized in
this chapter has identified some of the recent changes and opportunities that can be
capitalized on. This is only a first step. There is a need to explore some of these ideas in
greater depth. Moreover, the resource side also has to be looked at to make these plans
more concrete.

The consultants also briefly touch the overall policy and regulatory framework, which
needs to be reviewed in greater detail and improvements made where possible. The multi-
departmental considerations and the complexities in the governance framework, must be
looked at, to ensure that whatever regulatory or policy changes are there, the government
has adequate capacity to implement them. Most importantly, transforming the traditional
public sector-led model into a private sector-led approach would need capacities and
interfaces to interact with and engage private sector.

The growth of tourism industry remains vital for economic development of AJK. Yet,
another major ingredient for economic growth are the SEZs which need to be effective and
targeted so that they could attract potential domestic as well as foreign investment. The
detailed cost benefit analysis of potential SEZs in AJK is followed in the next chapter.
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7. Reviewing Mirpur’s Planned SEZ as a Learning for AJK’s Industrial

Development

7.1. Proposed Mirpur Special Economic Zone (MSEZ)

7.1.1. SEZ Location

The proposed Mirpur SEZ comprises of two sites with a total of 1,081 acres. Site A is
the existing ‘New Industrial Area’ of 178 acres, and Site B is the planned SEZ of 903
acres. Site B is located adjacent to the Bong Escape hydropower plant downstream
of Mangla and bounded by a canal to the north and river Jhelum to the south. In Site
B, 576 acres have been acquired and 372 acres are under process of being acquired.
The two sites in the proposed SEZ are about 8.5 km apart.85°

The feasibility study/draft PC-1 covers the development of 576 acres only of the
proposed SEZ site B. Location of the MSEZ sites is shown in figure 46.

Figure 46 Proposed MSEZ project site
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7.1.1.1. Proposed MSEZ Site Advantages

The proposed site is located close to four urban centers - Mirpur city, Mangla
cantonment, Dina and Jhelum, all within a 20 Km radius. Skilled human resources,
technical institutes, universities, medical facilities and markets are abundantly
available in the region. The national transport corridor of N-5 and the main North-
South railway track is just 45 minutes away. The project has been selected as one
of the priority economic zones to be developed under the China Pakistan Economic
Corridor (CPEC) with a potential to revitalize the regional economy and provide
employment opportunities not only within the SEZ but also though vertical and

58 Draft PC-I, Hydrologic and hydraulic report MSEZ, figure page 9.
%9 Draft PC-I Market Research MSEZ, figure page 13 reports Site A to be 160 acres.
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7.1.

horizontal linkages with existing industries in the region. Another unique
opportunity offered by the location is the potential engagement of the Mirpur
diaspora as investors in the MSEZ.

7.1.1.2. Proposed MSEZ Site Specific challenges

The proposed site does pose several challenges primarily because of the following
issues.

a) Itis a flood prone area and would require building flood protection bunds as
proposed in the feasibility study on both sides of the Jhelum River. The feasibility
report highlights this risk and potential for flooding in about 185 acres of the
proposed site. Flood prone areas can be seen in figure 47,

b) Road corridors linking the planned SEZ will have to be dualized including that
between Dina and the SEZ site.

c) In order to include the New Industrial Area Mirpur (Project Area A) in the SEZ,
investment would also be required to upgrade the zone infrastructure and road
linkages to both Mirpur and project site B.

d) There is no railway link to the sites and no nearby dry port.

e) Distance to seaport and trade markets.

Figure 47 Project Site Flood Prone Area

Khari

N NN

2. AJK Climate Change Policy and proposéd MSEZ

The government of AJK has adopted a Climate Change policy in 2017, which also
forms the basis for this overall project report on rethinking AJK’s Industrial Policy. The
2017 policy requires development of appropriate economic incentives to encourage
public and private sector investments in adaptation and mitigation measures. In the
context applicable to SEZs, the 2017 policy requires minimizing the risks arising from

60 UNOSAT_A3_Multan_200k_portrait_20150727.pdf
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the expected increase in frequency and intensity of extreme weather events such as
storms, floods and droughts.®* As such, the proposed development would not only
require extensive flood protection works but also ensuring water resources in adjacent
areas and downstream are not effected or contaminated.

The policy requires protection of groundwater through regulatory frameworks,
sustainable ground water exploitation and avoiding excessive pumping. Undertaking
recycling of wastewater through proper treatment and reuse, for example in
agriculture, artificial wetlands and groundwater recharge. The feasibility study
estimates 24 tube wells will be required drawing about 3.86 million gallons per day. A
Combined Effluent Treatment Plant (CETP) is proposed with discharge into the river
and adjacent agricultural areas. Recycling, reuse or steps to ensure groundwater
recharge in line with policy should be incorporated in the feasibility report.
Sustainability of the groundwater supply over the long term also should be carefully
evaluated.

Plans for solid waste management and hazardous /toxic wastes should also be in line
with the policy which requires proper collection, segregation, recycling, and ensuring
dump sites and land fill sites are resilient to climate change risks.®2

7.1.3. AJK SEZ Legal and Regulatory Framework and Implementation
Challenges

The AJK SEZ Act of 20165 provides for the setting up and operations of special
economic zones in AJK and specifies a legal and regulatory framework to encourage
domestic and international investors for promotion and establishment of industrial
infrastructure. It is basically an adaptation of Pakistan’s SEZ Act of 2012 as amended
in 2015. The Federal SEZ Act is under review, as it requires streamlining and clarity
of responsibilities and approval processes. The AJK Act may have to be amended
accordingly.

The revised Act should incorporate the international best practices and lessons learned
— some of the most important and adverse factors being cumbersome procedures and
controls, subsidized rent and other services, inadequate administrative structures or
too many bodies involved in zone administration, poor zone development practices —
inappropriately designed or over-designed facilities, inadequate maintenance and
promotion practices, lack of coordination between the several stakeholders.

Best practices for SEZs recommend that: enterprises should be allowed to co-locate
within the same area; ensure the SEZ regime is flexible; promote private sector rather
than public sector development of the zone; develop appropriate legal, regulatory and
institutional frameworks to ensure adequate regulation and facilitation; provision of
performance-based incentives; and fostering vertical and horizontal linkages in the
region. The role of private sector should be maximized in service provision and

61 AJK Climate Change Policy 2017, pg. 7,37
62 AJK Climate Change Policy 2017, pg. 13,26,36
63 AJK Act XV of 2016
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management and SEZs should be able to play a continuing role to incubate and
accelerate policy reform. 646566

The current draft version of the feasibility and PC-lI adopts a ‘traditional’ industrial
estate approach for the development, operation and management of the proposed
SEZ. The AJK SEZ Act 2016 and its legal and regulatory framework should be
reflected in the draft PC-I to ensure the selection, approvals, and SEZ management,
and other processes are in compliance with the Act.

However, the implementation of the policy may be a challenge: institutions are yet to
be set up; the rules and regulations for SEZs that will be applicable under the Act need
to be finalized and approved; and capacity needs to be developed to ensure proper
coordination and facilitation as envisaged under the SEZ Act.

The AJK SEZ Act of 2016 as it stands currently is quite complex and difficult to
navigate, with roles and responsibilities overlapping across multiple tiers (See
Annexure 1 which shows various roles and responsibilities under the SEZ Act). The
cumbersome procedures need to be streamlined, and rules and regulations required
under the Act will have to be carefully drafted, to ensure a truly ‘one stop’ ‘one window’
interface for developers and zone enterprises.

7.2. Existing Industrial Estates in AJK — A Critical Review

Before commencing a review of the draft feasibility study/PC-I, a brief analysis of the
existing industrial estates in Mirpur was carried out in order to gain an insight on the past
performance of efforts to promote industrial estates in AJK.

Six industrial estates have been set up in AJK between 1965 and 1998, and the seventh
one at Dudyal is in the process of development. Little success has been achieved in
attracting investors despite several incentives — exemption from sales tax for a period of
five years from the date of production; safe and secure environment; free transaction of
principal amount and profits without prior permission of the Government for foreign
investors; industrial plots allotted for 99 years on lease basis at nominal rates and easy
installments; and provision of loan facilities in local as well as foreign exchange ¢”.The six
established industrial estates have a planned 811 industrial plots of which only 666 (82
percent) have been allotted. Of the allotted plots 23 percent are lying vacant. Total
installed units are only 245 (37 percent of allotted), units operational in the industrial
estates stand at a low of 23 percent of planned, and 23 percent of the installed units are
classified as sick units. Total labor employment is reported to be 4,554 or on an average
25 persons per industry.8° Details are placed in Annexure 2.

64 Special Economic Zones Performance, Lessons Learned, and Implications for Zone Development, The World
Bank 2009

65 Special Economic Zones, An Operational Review of their Impacts, The World Bank 2017

66 Developing Special Economic Zones (SEZS) in Pakistan, Strategic Framework, Assessment Tool and Policy
Recommendations for Implementation, ADB Draft 2018

57 Investment booklet, Industries Department, AJK industries.ajk.gov.pk/source/InvestmentBooklet. pdf

68 AJK Statistical Year Book 2018, Planning & Development Department GoAJK

69 Presentation to ADB mission on AJK Industrial and Trade Policy, 16 May 2019
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Box 6 President MCCI presser

AJK Industries in Trouble

“President of MCCI and Jammu Kashmir Joint
Chamber of Commerce & Industry ... the industrial
estates in Mirpur division had turned into the
graveyards because of the lack of the basic
infrastructural facilities and mismanagement on the
part of the concerned functionaries besides other
stakeholders.

Mujahid called upon the AJK government to move
forward on revolutionary grounds to ensure the
survival of the rapidly collapsed industrial sector in
AJK by ensuring the early supply of the much need
amenities including uninterrupted power supply,
natural gas and water to the industrial estates.

He pointed out that there was a total of 200 industrial
units in AJK, mostly in the Mirpur and Bhimber
districts. Of these units, over one hundred units were
lying sick, since long, because of lack of the required
infrastructure and other facilities.”

The Nation, Feb 8, 2019

Looking specifically at the industrial estates in Mirpur and the adjoining Bhimber districts,
the industrial estates in these two districts are by far the largest (96 percent) of the total of
all industrial estates in AJK—primarily due to this area being adjacent and with good
connections to national highways in Pakistan and being relatively flatter terrain.

The two existing industrial estates in Mirpur (Small Industrial Estate Estd.1965, and New
Industrial Estate Estd.1998) and one in Bhimber (Estd.1978) have 638 plots of which 507
(79 percent) have been allotted. Only 151 industries (30 percent of allotted) have been
established on the allotted plots. 76 percent of the installed units are operational and 24
percent are recognized as being sick units. Comparing with the overall planned number
of units, only 115 (18 percent of planned) units are operational. The three industrial estates
have only provided 4,126 (91 percent of all employment in industrial estates in AJK)
employment opportunities with an average number of 36 employees per industrial unit.

The status of Bhimber industrial estate is alarming with only 10 functional units out of a
planned 118.

The type of industries set up in these two districts is shown in Annexure 3. The majority
of industries are related to plastics, foam, packaging, steel re-rolling, mobile phones, and
textiles.

The low number of industries set up in the industrial estates, which have been set up
decades ago, highlights the risk of public sector led development and management. It is
reported that out of a planned PKR 9.4 billion an investment of only PKR 3.6 billion has
been made to date. The government has been unable to attract investors because of
primarily the lack of quality infrastructure, non-provision of promised utilities, poor
maintenance and management of the estates and overarching cumbersome rules,
procedures, legal systems and dispute resolution mechanisms.
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7.3. Engaging the Diaspora — An opportunity for industrial development in AJK?

One of the opportunities for success of the proposed MSEZ is stated to be the prospective
engagement of the Kashmiri diaspora.”® The remittances of AJK diaspora are largely used
for consumption purposes and not for industrial development. A recent research’
conducted asked members of the Kashmiri diaspora to rank perceived impediments to
starting up business in their own country of origin. The results indicated that the main
impediments perceived’? by the Kashmiri diaspora community are issues that would be
associated with regional governments and government representatives at all levels, rather
than wider geo-political conflict. Diaspora engagement also showed that hesitancy was
based on experiences related to perceived political risks (such as lack of sufficient
guarantee for investment), structural obstacles (such as the idea that investment would
have to be rubber-stamped in Islamabad) and logistical factors based on negative
experiences.

Logistical and infrastructural issues - are also mentioned as obstacles for investment, with
diaspora communities wary of the lack of a dry port in AJK (increasing export costs) and
lack of constant energy.

The ranking of impediments found in the study shows, that diaspora is willing to work
around infrastructural issues, prioritizing legal and governance-related fears as
impediments to investment. The findings of this study lend support to the
recommendations of the global experience of developing SEZs — having streamlined
procedures, efficient dispute resolution mechanisms and legal system, tailored incentives,
transparency, business friendly policies and facilitation, and good infrastructure. A MSEZ
would require all these elements to be in place in order to capitalize on the opportunity of
engaging the diaspora to play a role in the industrialization process.

" Rejuvenating the economic environment in Jammu & Kashmir, A. Kamal, D. Sengupta, P.S. Manhas, S. Khan,
2013

72 perceptions of structural barriers such as corruption and nepotism, a tax system that unduly benefits the Federal
consolidated fund in Pakistan and two distinct government practices of the Pakistan and AJK governments, in
which sales tax goes from Jammu and Kashmir-based businesses back to the Federal Board of Revenue (FBR)
for redistribution to provinces of Pakistan other than AJK is considered a slight by the British Kashmiri diaspora.
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Table 11 Diaspora ranking of impediments to investment

Impediments Mean Score
Weak legal system 2.86

Too few incentives provided by governments = 2.75
Cumbersome government bureaucracy 2.67
Government corruption 2.57
Absence of pro-business government 2.5

Unclear who has the authority to approve or 2.5
facilitate foreign investment

Lack of specific investment opportunities 2.25
communicated to smaller overseas investors

Internal strife 2.25
Poor physical infrastructure 2.17
Weak financial system 2.08
Hostilities with neighboring countries 2.06
Problems with labor / labor laws 1.83

Lack of UK government support for 1.83
investment in Kashmir

7.4. Review of the MSEZ feasibility study and Draft PC-I

7.4.1. Assumptions and Data

The feasibility report and draft PC-I is quite detailed and covers technical, socio-
economic, market demand supply gap analysis, overview of the industrial sector,
human resources availability, environmental, and financial aspects of the MSEZ.

The document has been thoroughly reviewed and several observations have been
made which should be considered while preparing a final document. More importantly
the legal and regulatory framework of the SEZ Act 2016 should be embedded in the
PC-I as once a PC-l is approved, there is little room to experiment or deviate.

The draft PC-I covers only the costs of the MSEZ area’s development and does not
include the costs for external infrastructure and upgrading of linkages to the proposed
MSEZ such as roads, power, gas, etc.

In general, when comparing the assumptions regarding costs and benefits with those
in the actual analysis it seems that costs are understated and benefits are overstated.
For example, cost of water supply does not match with the total requirement calculated
in the PC-Il, costs for Environmental Management Plan (EMP), Combined Effluent
Treatment Pant (CETP) capital and operating costs, flood protection bunds etc., are
not included; and operating & maintenance expenses and establishment expenses &
overheads are not fully explained.

Several other discrepancies were observed, such as a) the total area in acres
mentioned in the PC-I and land use tables is inconsistent; b) the sale price per acre for
industrial plots is assumed in the PC-lI as PKR1.2 Mil/acre while in the notes to the
economic analysis it is stated as PKR1.69 million/acre. The price for commercial plots
is assumed as PKR5 million/kanal*. On the other hand, the revenues calculated show
that a much higher price/acre has been adopted - maximum possible revenue from
land lease/sale of plots is PKR854 million using the aforementioned proposed lease
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prices, while total revenue from sales taken in analysis is PKR3,789 million; c)
Assumptions stated regarding phasing of the project and sale of plots is not reflected
in the economic analysis. For example, the capital expenditure is shown being incurred
in one year whereas construction phasing mentioned in the PC-I is two years.

*Standard unit of land measurement in Pakistan & AJK: lkanal = 500sq.yds.,1 marla =
100sq.yds.

Since the document under review is a draft, the above issues can be addressed and a
final document submitted for approval. The next section presents a detailed review of
the economic analysis.

7.4.2. Review of the MSEZ Draft PC-l Economic Analysis

The economic analysis presented in the draft PC-l is based on financial costs of
PKR3,832 million and economic costs of PKR3,449 million. The results provided in
the draft PC-I are summarized below.

Table 12 Economic Analysis Results - Draft PC-I

Discount rate 12%
Present value of costs (Mil) 3,114.9
Present value of Benefits (Mil) 3,318.42
Net Present Value 203.43
Benefit/Cost Ratio 1.07
Financial rate of return 10%

The economic analysis shown in Annexure | of draft feasibility study/PC-I is not correct.
Ignoring the discrepancies identified in the review above - phasing of capital
investment, the overstated revenues and understated O&M costs, etc. (as compared
to the assumptions) and keeping the capital costs and cash flows provided in the draft
feasibility/PC- I, the corrected results are as follows:

Table 13 Economic Analysis Results - Draft PC-I corrected results

Discount rate 12%
Present value of costs (Mil) 3,469.78
Present value of Benefits (Mil) 3,318.42
Net Present Value -151.36
Benefit/Cost Ratio .956
Internal rate of return (IRR) 10.45 %

The project does not seem to be feasible based on the data and assumptions in the
draft PC-I. A sensitivity analysis was carried out on the draft PC-I economic analysis,
which shows that total costs would have to be reduced by 10 percent in order to make
the project feasible, or benefits would need to be increased by 10 percent. Similarly,
if costs go up by 20 percent, the benefits need to go up by 30 percent for the project
to be viable.
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Table 14 Sensitivity Analysis - Draft PC-

0.7 0.8 0.9 1 1.1 1.2 1.3
(151.36
3)
0.7 (799.91)
(105.95 (452.93 (1,146.89 (1,493.87 (1,840.84 (2,187.82
) ) ) ) ) )
0.8 225.89 (468.07)  (815.05)
(121.09 (1,162.02 (1,509.00 (1,855.98
) ) ) )
0.9 557.73 210.75 (136.23) (483.20) (830.18)
(1,177.16 (1,524.14
) )
1 889.57 54259 19562  (151.36) (498.34) (845.32)
(1,192.30
)
1.1 874.43 527.46  180.48  (166.50) (513.48) (860.46)
1,221.4
1
1.2 859.30  512.32  165.34  (181.64) (528.61)
1,553.2 1,206.2
5 8
1.3 1,191.14 844.16  497.18  150.21  (196.77)

1,885.1 1,538.1
0 2

Breakeven is achieved if costs are decreased by 4.4 percent or benefits are increased
by 4.6 percent. Sensitivity Analysis — Draft PC-I Summary results: Details of the
analysis are provided in Annexure 5.

7.4.
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3. Revised MSEZ PC-I - Estimated Capital Costs and Benefits
7.4.3.1. Updated Project Costs

A detailed review of the feasibility report and draft PC-I indicates that several costs
were not captured in the project estimates or the basic assumptions were not
explained in detail. Based on these findings, a revised estimate of capital
expenditures and other costs has been prepared, details of which are placed in
Annexure 5. Besides the PC-l document and updates provided by the P&DD
GoAJK, several external sources were also used for estimating the costs.
References to external sources are provided in Annexure 6. In preparing these
estimates the approach was taken to present costs for development of
infrastructure external to the SEZ separately from the internal SEZ development
costs. The revised project costs are summarized below.



Table 15 Summary of Revised PC-I Cost Estimates

Discount Rate 12.00% 12.00% 12.00% 12.00% 12.00%
Benefit Cost Ratio (B/C) 0.96 1.06 1.05 0.87 1.000
IRR (Internal Rate of 10.45% 14.19% 13.82% 7.27% 12.000%
Return)

Net Present Value (NPV) (151.36) 195.62 180.48 (498.34) 0.000
Cost of 132KV transmission line double circuit to site 240.00
Sub stations 132/11KV to doorstep of SEZ, as per SEZ Act 400.00
Road Network Improvement to SEZ, dualization 4,400.00

Railway track up-gradation, does not seem feasible as costs could be -
@500~700 million /km and up-gradation might involve track up to Dina and
improvements at Dina to handle cargo.

Gas transmission line enhancement/extension 252.00
Construction of flood Protection bunds 413.03
Land Acquisition & resettlement for 576 acres only. 3,543.55
Subtotal PKR Million (A) 9,248.58
Developer/ Public Sector/PPP — MSEZ Internal Development Costs  PKRmillion

Road & protection works 1,888.70
Waste water & Sewerage System 361.67
Water Supply System 205.38
Water supply system - missing OVHD reservoir costs 40.90
Cost of remaining tube-wells (24 planned, 3 taken in estimates) 504.00
RCC Bridges (4 Nos) 381.24
Electrification Works Internal 180.30
Construction of RCC Retaining Wall 80.60

Administration & public buildings, mosque, clinic, vocational training center, fire = 1,099.13
brigade station, residential colony, motel etc.

Combined effluent Treatment Plant 50.00
Solid Waste Management. Landfill site development 15.57
Firefighting equipment, fire brigade vehicles 50.00
Gas piping installation internal network 150.00
Telecommunication internal network 100.00
Sub Total Developer Capital Costs PKR Million(B) 5,107.48

Phasing for internal civil works: 15t year: 41.84 %, 2" Year 58.16 %
Year wise costs: 15t Year Rs. 2,224.13, 2™ Year Rs. 3,091.24

Escalation @ 6.5 % on second year costs 193.08
Subtotal Development costs including PKR Million(C) 5,300.56
Consultancy charges percent of (B) 153.22
Advertisement costs 5.00
Subtotal PKR Million(D) 5,458.78
Contingencies [Physical] on (B) 510.75
Total development cost within SEZ PKR Million (E) 5,969.53
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Total development cost of SEZ including external linkages, utilities, land etc., 15,218.11

(A+E)
Econom
Econom

ic costs for development within SEZ 5,372.58
ic cost for SEZ including developing linkages, utilities, land etc. 13,696.30

Phasing for the project given in the draft PC-l assumes all the development works
(external /internal) would be completed within two years, which is highly ambitious,
as several stakeholders are involved, and availability of funds may pose a high risk
for timely completion of the SEZ.

7.4.3.2. Updated Costs & Revenues - Project Operations, Management
and Maintenance

As shown earlier in the economic analysis based on the draft PC-lI assumptions
and costs, the project appears to be not feasible.

A closer evaluation of the underlying assumptions and basis for costs and revenue
streams was carried out. The detailed review indicates that the revenues from the
project in the draft PC-I, in particular the industrial and commercial land lease
prices, were perhaps not based on actual market surveys. The assumptions for
operating and maintenance costs and the price for lease/sale of plots in the draft
PC-I have not been well documented or supported. Projected O&M costs and
revenues have been revised using:

a) Desktop survey of prices of industrial plots in the region”

b) Desktop survey of prices of commercial plots in the region

c) Cost & Revenues of Management and Operations including HR and
operational expenses

d) Water supply, HR and operational costs

e) Common Areas and SEZ Maintenance (CAM), HR, routine & periodic
maintenance cost estimates

f) Others — Vocational training facility, trucking terminal HR and operating costs

The revised costs for administration, SEZ management, maintenance staff,
security services, emergency services and fire brigade etc., are based on staffing
charts and estimates for running and operating expenses. Details may be seen in
Annexure 7, Tables A-7-1 through A-7-13.

7.5. Revised MSEZ PC-I Economic Analysis—Using a Developer’s and a
Government’s Perspective

Two scenarios have been evaluated. Scenario 1 looks at SEZ internal development costs
only, and Scenario 2 takes into account the overall cost of developing the SEZ including
all external costs. Scenario 1 is looking at the SEZ from the perspective of a potential
developer/operator in which they invest in developing, managing and operating the SEZ
(all SEZ external costs are ignored in the analysis) while Scenario 2 represents the
economic analysis from the Government’s Perspective. This scenario looks at the overall
costs involved for developing the SEZ including providing all external infrastructure, land
acquisition and other costs.

78 On-line desk research zameen.com and Olx.com
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7.5.1. A Developer’s Perspective, Scenario 1 Assumptions

The assumptions in the economic analysis for Scenario 1 (base case) are shown
below:

Table 16 Assumptions Scenario 1 Economic Analysis (Base Case)

Discount rate 12%
Project CAPEX Economic Cost (PKR million) = 5,372.58
YrO Yrl
Phasing Capital costs (as per draft PC-I) 41.84%  58.16%

Infrastructure major maintenance as percentof = 1,611.77 30%

CAPEX
Yrl5 Yrl6
40% 60%
Escalation/annum - [Using constant prices] 0.0%
-~ PprojectCosts&Phasing
Phasing (Land, costs & revenues) Yrl Yr2 Yr3 Yr4
10% 60% 80% 100%
10% 50% 20% 20%
Water supply (phasing as per Yrl Yr2 Yr3 Yr4
development)

Total Tube-wells 24 3.00 15.00 20.00 24.00
Operating cost/ tube-well /annum 0.86 2.583 12.915 17.22 20.664
Operating cost/ annum 20.66
Costs in full year of operations 98.12 58.87 78.50 98.12
Common Area & SEZ
Maintenance
CAM Costs in full yr. of operations 53.26 5.33 31.96 42.61 53.26
Other Costs - training school and 8.94 0.89 5.36 7.15 8.94
truck terminal
Total O&M costs 160.32 16.03 96.19 128.26 160.32
Total O&M costs including water 180.98
Supply

Total Area 576
Acres
Acres Kanals Rs'000/K PKR
Million
Industrial 403.19 3,225.52 2,520 8,128
Acres Kanals Marlas = Rs'000/Marla PKR
Million
Commercial 4.31 34.48 689.60 728 502
Totals 407.50 8,630
Industrial plot prices 17% (%-tile of sample prices)
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Commercial plot prices 35% (%-tile of sample prices)

Price of sampled indus. plots Max 25,000 Min 590
Rs’000/K
Price of sampled of comm. plots Max 16,294 Min 90
/Marla
Yrl Yr2 Yr3 Yr4d
Phasing of Revenues from Land 8,630 863 4,315 1,726 1,726
lease /sale
Service premium, % over cost of 5.0%
services
Management & Operation 103.03
charges
Water Supply charges 21.70
Common Areas & SEZ 55.92
Maintenance
Others - Training school & Truck 9.39
terminal
Total Revenues 190.03
Salvage Value (% of capital 40%
costs)

The phasing has been kept in line with the proposed development of the project as
provided in the draft PC-l. The significant difference from the draft PC-I is in the
proposed prices for lease/sale of industrial and commercial land, which are now based
on regional market surveys. The assumed base case prices are conservative; for
example, 65 percent of market prices for commercial plots are higher than the
PKR728,000/marla base price used in the analysis.

7.5.2. Economic Analysis from a Developer’s Perspective

The economic analysis has been carried out for a period of 25 years. The project is
economically feasible with NPV of PKR 1,408.5 million IRR of 29.2 percent and B/C
ratio of 1.22. The effect of several independent variables on the NPV was also
evaluated. The figure below shows that the key variables are the CAPEX and the
lease/sale prices of the industrial plots. For example, if the industrial lease prices are
varied by -/+ 30% then the NPV varies from PKR-438 Million to PKR3,255 million
Similarly, if CAPEX varies by -/+ 30% NPV varies from PKR 2,965 Million to PKR -148
million. Variations in commercial land prices, premium on services, and discount rate
do not significantly influence the outcomes.
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Figure 48 Scenario 1, Effect of selected variables on NPV

Commercial price -30%, |1,295 +30%, 1,523

0
-30%j -438 +30%, 3,25

Industrial price

Services premium -30%, 1,373 +30%, 1,444

00, -
+30%, -148 -30%, 2,965

Capex

Discount Rate +30%, 1,043 -30%, 1,852

-1,000 -500 0 500 1,000 1,500 2,000 2,500 3,000 3,500
"+30% "-30% Net Present Value

7.5.3. Scenario 1 - Sensitivity Analysis

A sensitivity analysis was carried out on the base case assumptions by varying overall
project costs and revenues. In the table below it can be seen that, for example, if the
costs go up by say 30 percent then to achieve a positive NPV the revenues have to
increase by at least 10 percent. Similarly, if revenues drop by 30 percent, then costs
need to decrease by at least 20 percent for the project to remain viable. Breakeven
points are achieved if overall revenues decrease by 18 percent or costs go up by 2
percent.
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Table 17 Sensitivity Analysis on costs and revenues

1,40 1.200 1.300 1.400 1.500 1.600 1.700
853 .700 0.80 0.90 100 1.10
0 0 0 0

986 348 (156 (220 (2,84
0.70 (290) (928) 6) 3) 1) (347 (411 (475 (5,393)
0 9) 7) 5)

489
0.80 1,76 1,12 (149) (787) (1,42 (2,06 (2,70 (3,33 (3,97 (4,614)
0 5 7 5) 3) 0) 8) 6)
630 (8)  (646)
090 254 1,90 1,26 (128 (1,92 (256 (3,19 (3,835)
0 3 6 8 4) 2) 0) 8)
771 133  (505)

1.00 3,32 2,68 2,04 1,40 (1,14 (1,78 (2,41 (3,057)
o 2 4 6 9 3) 1) 9)

911 274  (364)
1.10 4,10 3,46 2,82 218 1,54 (1,00 (1,64 (2,278)
0o 1 3 5 7 9 2) 0)

1,690 1,052 414  (223) (861)
1.20 4,88 424 360 296 232 (1,499)

0 o0 2 4 6 8

2,469 1,831 1,193 555  (83)  (720)
130 565 502 4,38 374 3,10
0o 8 1 3 5 7

3,248 2610 1972 1,334 696 58
140 643 579 516 452 388
0o 7 9 1 3 6

4,026 3,389 2751 2,113 1475 837
150 721 657 594 530 4,66
0 6 8 0 2 4

7.5.4. Scenario 1 — Monte Carlo simulation and probability of loss
In addition to the sensitivity analysis, a Monte Carlo simulation with 5,000 random trials
was performed to estimate the probability of a loss on the investment. A histogram

showing the distribution of NPV results within a 95-percentage confidence interval is
provided below.
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Figure 49 Histogram of Net Present Values from Monte Carlo simulation (Scenario 1)
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The results from the simulation show that, on average, the project has an NPV of
PKR1,466 Million with an IRR of 29.1 percent and B/C ratio of 1.23.

Table 18 Scenario 1 - Summary results of Monte Carlo simulation

NPV 4,646 (1,648) 1,466 831
IRR 63.5% -1.8% 29.1% 9.53%
B/C 1.79 0.80 1.23 0.14

The probability of loss™ on this project is less than 4 percent, provided that the
industrial and commercial lands are leased out at a 17" and 35" percentile price point
of the market sample prices respectively. The percentile price points were selected to
keep the probability of loss to be less than 5 percent. The conservative pricing level
provides comfort as it offers a fairly large upside potential to secure even better returns
and reduce the probability of loss to almost nil.

IRR 28.97%
NPV check @IRR = -
B/C ratio 1.217
Probability of loss 3.78%

7.5.5. The Government’s Perspective, Scenario 2 Assumptions

The assumptions for this scenario are the same except for the CAPEX and the
industrial and commercial land lease/sale prices. Summary of assumptions are shown
in the following table.

74 Calculated as = percent of total negative NPV values/total NPV in 5,000 simulations
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Table 19 Assumptions Scenario 2 Economic Analysis (Base Case)

Discount rate 12%
Project CAPEX Economic Cost (PKR @ 13,696.
Million) 30

YrO Yrl
Phasing Capital costs (as per draft PC- 41.84% 58.16
) %
Infrastructure major maintenance as % 30%
of CAPEX 4,108.8

9

Yrl5 Yrl6

40% 60%
Escalation/annum — [Using constant 0.0%
prices]

Total Area 576

Acres
Acres Kanals Rs’000/K PKR
Millio
n
Industrial 403.19 6,420
3,2255 20,70
2 8
Acres Kanals Marla PKR
S Rs’000/M  Millio
arla n
Commercial 4.31 34.48 689.6 728 502
0
Totals 407.50 21,21
0
Industrial plot prices 37% (%-tile of sample prices)
Commercial plot prices 35% (%-tile of sample prices)
Price of sampled indus. Max 25,000 | Min 590
Plots Rs’000/K
Price of sampled of comm. Max 16,294 Min 90
Plots /Marla
Yrl Yr2 Yr3 Yr4d
Phasing of Revenues from 21,210 2120.9 10,60 4,241.9
Land lease/ sale 4.8 4,241,
9
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7.5.6. Economic Analysis of MSEZ - Overall Project Costs, the Government’s
Perspective

In scenario 2, the project is economically feasible for the base case with an NPV of
PKR 2,899 million IRR of 26.27 percent and B/C ratio of 1.201.

As in scenario 1, the key variables effecting NPV are the CAPEX and the lease/sale
prices of the industrial plots. The figure below shows the effect of selected variables
on the NPV. For example, if industrial plot lease prices are varied by -/+ 30 percent
then the NPV varies from -PKR-1,805 million to PKR 7,604 million. Variations in
commercial land prices, premium on services, and discount rate do not significantly
influence the outcomes.

Figure 50 Scenario 2, Effect of selected variables on NPV
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7.5.7. Scenario 2 - Sensitivity Analysis

A sensitivity analysis was carried out on the base case assumptions by varying overall
project costs and revenues. In the table below it can be seen that if the costs go up by
say 30 percent then to achieve a positive NPV the revenues have to increase by 10
percent. Similarly, if the revenues drop by 30 percent then the project costs would have
to decrease by 20 percent for the project to remain feasible. Breakeven points are
achieved if the revenues decrease by 16.7 percent or costs go up by 20.1 percent
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Table 20 Sensitivity Analysis Scenario 2 (Base Case)

- 2,809 0.700 0.800 0.900 1.000 1100 1.200 1.300 1.400 1500 1.600 1.700

0.700 2,030 588 (853) (6,619) (8,061)
(2,295) (3,736) (5,178) (9,502) (10,94  (12,385)
4)
0.800 3,761 2,320 878 (563) (4,888) (6,329)
(2,005)  (3,446) (7,771)  (9,212) (10,654)
0.900 5492 4,051 2610 1,168  (273) (3,156)  (4,598) (8,922)
(1,715) (6,039) (7,481)
1.000 7,224 5782 4341 2899 1458 16 (1,425) (2,867) (7,191)
(4,308) (5,750)
1.100 8,955 7,514 6072 4,631 3,189 1748 306 (1,135) (5,460)
(2,577) (4,018)
1.200 9,245 7,804 6,362 4,921 3479 2038 596 (845) (3,728)
10,687 (2,287)
1.300 9535 8,094 6652 5211 3,769 2,328 886 (555)  (1,997)
12,418 10,977
1.400 9,825 8,384 6,942 5501 4059 2618 1,176  (265)
14,150 12,708 11,267
1.500 8,674 7,232 5791 4349 2908 1,466

15,881 14,440 12,998 11,557 10,115

7.5.8. Scenario 2 — Monte Carlo simulation and probability of loss

The distribution of the calculated NPVs from the Monte Carlo simulation model, which
randomly varies the project costs and revenues, is shown in the figure below. The
model assumes a normal distribution of variations in costs and revenues.
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Figure 51 Histogram of Net Present Values from Monte Carlo simulation
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The simulation gives an average NPV of PKR3,082 Million an IRR of 26.6 percent and
a B/C ratio of 1.21.

Table 21 Scenario 2 - Summary results of Monte Carlo simulation

NPV 9,271  (5,168) 3,082 1,889
IRR 65.14%  -1.35% 26.6% 8.95%
B/C 1.88 0.72 1.21 0.14

The probability of loss™ on this project is about 5 percent, provided the industrial and
commercial lands are leased out at the 37" and 35™ percentile value of the market
prices respectively. The percentile price points were selected to keep the probability
of loss to be about 5 percent

NPV 3,168.64

IRR 26.35%
NPV check @IRR = 0.00
B/C ratio 1.202

As in scenario 1, the lease/sale prices in the model for scenario 2 are also conservative
and offer a large upside potential and comfortable margins that can minimize the
probability of a loss on investment. Details of the economic analyses for scenario 2

5 Calculated as = percent of total negative NPV values/total NPV in 5,000 simulations
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may be seen in Annexure 9. The revised PC-I and feasibility study shows that the
project is economically sound with a robust NPV and IRR in both scenarios.

7.6. Evaluation of MSEZ using ADB SEZ Strategic Development Framework and
Assessment Toolkit

The framework toolkit evaluates an SEZ based on “Guiding Principles” and “Governance
Frameworks” derived from global best practices which contribute towards the success or
otherwise of SEZs.

The “Guiding Principles” include an assessment of: location; existing infrastructure; human
resources; absolute fiscal incentives offered in the proposed SEZ; potential for horizontal
and vertical linkages; and performance-based incentives if any for the SEZ.

The “Governance Factors” include an assessment of: macroeconomic reforms;
streamlined procedures; zone monitoring and regulation; political commitment; peace and
stability; and zone administration and management.

Annexure 10 provides details of inputs used in the assessment tool and the rank and score
for each parameter. Comments are also provided on some of the input scoring factors,
which may be useful in further refining the ADB SEZ assessment framework tool.

Overall the average rank score across all parameters for the proposed MSEZ is low at
4.91. Out of 12 parameters, AJK SEZ Mirpur ranks high for location; infrastructure; human
resources; and peace & stability. Ranks are below par for all other eight assessment
factors - fiscal incentives; horizontal and vertical linkages; performance-based incentives;
macro-economic reforms; streamlined procedures; zone monitoring and regulation;
political commitment; and zone administration and management.

The toolkit assessment results indicate the areas, which need to be looked at carefully,
and identify the shortcomings that need to be addressed. The results of the toolkit are in
line with the evaluation of the feasibility study and economic analysis.

Low scoring ‘Guiding Principles’ are absolute fiscal incentives, horizontal and vertical
linkages and performance-based incentives. Amongst the ‘Governance Factors’, areas of
concern are macroeconomic reforms, streamlined procedures, zone monitoring, political
commitment and zone administration.
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Figure 52 Results for MSEZ using the ADB SEZ Assessment Framework Tool
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7.7. Action Plan - Challenges and the Way forward

The SEZs primarily target FDI and focus on export-oriented industries, while the approach
presented in the draft PC-l seems to be the ‘traditional’ lease/sale of plots at below market
rates, and providing subsidies and incentives that may be unsustainable in the long run
and encourage rent seeking.

The execution of external and internal infrastructure and envisaged development would
need both financing, timely approvals, allocation of budgets and timely releases if the
project is to be completed within two to three years as envisaged in the PC-1. This in itself
poses a great challenge due to multiple stakeholders involved across both the
Governments of AJK and Pakistan.

With world-class development and professional management of the proposed SEZ, the
project should deliver the expected returns. The proposed way forward is based on the
review of the feasibility study and draft PC-I, and the findings from the ADB strategic
development framework toolkit. The following actions are suggested:

i)  The economic analysis in the PC-I should be based on market prices for industrial and
commercial plots.

ii)  The requirements of the AJK Climate Change Policy must be incorporated in the PC-I
and costs of compliance included in project costs.

iiiy The PC-lI should clearly identify the zone development, zone administration and
management arrangements, which have to conform with the AJK SEZ Act of 2016 and
related rules. These include specifying the role of the BOA, the BOI, the AJK SEZ
Authority, the SEZ committee, the SIP, and the developers.
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iv) The 2016 SEZ Act and related rules should also be simplified; streamlined procedures
are a key for the success of the MSEZ.

v) Capacity building of stakeholders within the GoAJK and the business community at
large should be carried out through well-structured workshops and seminars.
Stakeholders need to be provided training on the zone development, monitoring and
administration, regulations, rules and the overall governance frameworks and
administration processes for the SEZ. Visits to well performing SEZs overseas could
be arranged as a part of these trainings. The traditional mindset regarding industrial
zones needs to change.

vi) Exposure visits should be arranged for key stakeholders in AJK government and the
leading members of the various AJK chambers of commerce and industry to other
proposed CPEC SEZs, which are moving on a fast track.

vii) Development, management & operations of the MSEZ should be carried out by the
private sector and not by the government.

viii) Experiences from past industrial estate ventures in AJK, and lessons learned should
inform the design of incentive packages in the proposed MSEZ. A series of dialogues
with the industrialists should be held to address existing concerns and promote the
MSEZ.

ix) Performance based incentives for the MSEZ should be developed to curb rent seeking
and speculative investments.

X) International investors may require the court of jurisdiction and arbitration to be outside
of AJK /Pakistan. The current legal recourse processes are not geared to deal with
international complex transactions. A step, which could alleviate the concerns
regarding the prevalent judicial system and bottlenecks, would be to set up special
commercial courts to deal specifically with SEZs.

xi) Across the board, political commitment has to be demonstrated through enhanced
coordination with all stakeholders and timely placement of funds to meet all external
development costs.

xii) Hiring transaction advisory services for supporting the government to engage
international private sector entrepreneurs for developing, managing and operating the
SEZ.
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8. AJK’s approach to industrialization, trading and tourism—proposals and

costs

AJK is rethinking its economic growth while mainstreaming climate and disaster resilience.
Summarizing the learning of this project, i.e. the ‘rethink’, the following approach is suggested
for AJK.

Revitalizing the Tourism, Energy, and Data industries through skilling youth and
developing small and medium enterprise, supported by financial services and women
inclusion, while appropriately leveraging the special economic zones, can lead to
sustainable growth in AJK.

The main purpose of this project was to provide a new approach to thinking about the AJK
Industrial Policy; given the limited resources available for this work. The following is a
summary of the approaches that emerge from the ‘rethink’. It is hoped that the next
engagement with AJK will expand the actual policy measure and institutional responsibilities

Approaches to rethinking industrial policy focusing on Data, Energy, and Tourism

8.1. Data as Industry

Data is itself becoming a booming industry globally due to the significant benefits it gives
to the policy makers by pointing out the gaps and supporting targeted iterations performed
for filling those gaps. AJK is a hydropower driven state with clean and cheap electricity,
providing ideal climate for data industry. AJK has young and highly literate population that
engages in IT and other social media activities. These characteristics are ideal for a data
driven industry involving data centers and software houses.

8.1.1. Demand Side Measures for Promoting Data Industry

Demand side policies for promoting innovation, support and enhance the interest of
innovations in the society. Such measures involve legislation for promoting consumer’s
confidence in buying the innovative goods. The demand side measures act as
complements for supply side measures, for instance schemes funded by the public
sector. Efficiency of the innovative data industry is determined by the effective nexus
between demand side and supply side measures undertaken for this purpose.

Astonishingly, 90 percent of the data created globally in 2014 and 2015, remains
underutilized as only one percent of it has been used by the private and public sector.
The large volume of data that has been collected by the government remains
underused, underappreciated and underdeveloped. There is a need to fill the vacuum
of data availability and capacity of public servants to use and analyze the data.

8.1.1.1. Government as a Consumer of Data

There is a significant role of government in purchasing and using data for
responsive and effective service delivery. The data which government requires as
a consumer may include

a. Commercial data such as AJK government can use this data for address
verifications.

b. Demand of transport agencies data for effective management of urban
traffic.
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b) Social media interactions data for understanding the sentiments of the
citizens and reaching out to them for collective policy design measures.

c) Satellite images for monitoring the electricity provision through night light
data

d) Education feedback data from the students of schools and colleges to
improve the facilitation of learning tools and troubleshooting educational
process.

e) Optimizing public transport routes by using the data of Uber and other
private transport and taxi companies for matching the origins and
destinations in peak and off-peak timings.

Even apart from the aforementioned areas where government can be a consumer
of private data, there are many other sectors where government has the ability to
spur the demand of data creating a market of data collection and storage. Private
sector can be engaged and incentivized to perform rigorous data collection and
construction of sustainable data centers for storage of data.

The data collection by the private sector is a rigorous task that can be performed
by the large conglomerates and organizations using store audits, online and offline
surveys, social media interactions and through their store and online sales.
Moreover, the government of AJK can also enhance and improve data collection
exercises if there exists a market failure for such data provision.

8.1.2. Supply Side Measures

Data driven industry requires effective provision of several resources which are not
trivial and act as major supply side challenges. These challenges need to be
addressed by the government to promote the innovation in the economy. The three
broad supply side challenges requiring policy intervention are

(). High speed and open internet
(ii). Ownership and control of data; incentives for sharing of data
High Speed and Open Internet

High speed internet and its consistent availability is the foremost supply side challenge
for the government. Mobile broadband is of particular importance because mobile
phones are now becoming the most leading means of collection as well as
dissemination of data. A major boom to this data driven industry is the data piping for
broadband internet that China has agreed to do by laying down 820 km long cable
from Khunjerab to Rawalpindi under the CPEC project through Gilgit Baltistan and
passing from AJK all the way to Pakistan.

8.1.2.1 Ownership and control of data; incentives for sharing of data

Barriers towards the free flow of data limits the effectiveness of data driven
industry. Sometimes privacy is used as a cover for protecting data and other times
there are security reasons and trade secrets. Free flow of data between sectors of
the same economy is as important as flow of data between countries. Granting of
property rights is one of the proposed solutions to eliminate free riding in data
sharing and increasing the incentives for data collection, cleaning, curation and
sharing.
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The major supply side challenges for data sharing includes

= Incentives issues linked with initial fixed investment for data supply
. Limitations in data sharing
. Issues related to data portability

AJK government can initiate public-private partnerships for mutually sharing the
upfront investment costs of setting up data centers and discouraging free riding of
important data. AJK government can also improve the supply side measures for
promoting data driven industry by first enhancing the efficiency of existing data
collecting units in the PnD Department. The data collection process remains slow
and inconsistent. Large number of socio-economic data is unavailable at
district/tehsil/union council level that impedes the policy making analysis especially
pertaining to social sectors.

8.1.2.2 Incentives for Data Driven Industry

Data centers around the globe are shifting from fossil fuel energy towards
renewable energy such as solar, wind and hydro. This is not only due to cheaper
costs but also as a matter of social responsibility for the large firms as their
contribution towards the environment and protecting the eco-system. Data centers
are also more sustainable and less prone to shutdowns if they are not connected
to the national grid.

8.1.2.3. Data Industry-Exports and SEZ

AJK faces the barrier of being a landlocked state and hence has higher
transportation costs for potential manufacturing exports due to expensive means
of transport, i.e. air. However, IT exports do not require any mode of transport as
they can travel freely on the airwaves. Thus, AJK becomes an ideal destination for
the creation of another small Silicon Valley by attracting IT investment from
Pakistan as well as the west because it can increase the competitiveness of IT
firms by lowering their energy costs and in return, increasing their return to
investments.

An even better incentive would be declaring the data centers as SEZs and
providing them the incentives which are generally given to manufacturing sector.
The status of SEZ can attract large investment from data companies because they
will be benefitting from tax breaks, cheaper land and most importantly, cheap and
green electricity.

8.2. Energy as Industry

AJK has undergone severe energy insecurity and shortage crisis along with other
economic and social and mayhems. The government needs to focus on cheap,
sustainable and consistent supply of energy. AJK’s commercial and industrial sector have
very small share in total energy consumption. For power sector, AJK hugely depends on
its natural endowments i.e. water resources. Interestingly, the outreach of energy includes
93 percent of the total population in the region, however, inconsistent supply of electricity
still remains a bottleneck for the economic growth.

Energy stimulates economic growth in two ways, i.e. first, it is itself an industry and creates
significant amount of jobs and uplift the economic status of people, second, it is a major
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ingredient for industrialization and services sector growth as in the times of mechanization,
no industry could survive without consistent and sustainable energy.

8.2.1. Demand Side Measures

The government of AJK can itself create immense demand of energy while setting up
data driven industry. The data industry consumes significant amount of electricity and
its provision requires investment in hydro power sector. Similarly, the creation of SEZs
and establishment of large scale and small-scale manufacturing industries would
demand high level of electricity. Energy investment is the cornerstone of development
and maximizing the economic benefit from hydropower resources is what AJK should
be focusing on. The sector has immense potential albeit its existing share in power
generation in the region and challenges it faces

8.2.2. Supply Side Measures

It is a fact that the energy resource development has the potential to bring prosperity
to the region, not only by creating direct jobs, but much more through extensions of
service delivery and indirect jobs. The government of AJK can increase the economic
benefits of hydropower for development by providing stable fiscal and regulatory
environment that would encourage efficient use of the resource. Difficult topography,
which raises costs of electricity due to far flung areas, the cost of displacement or
replacement of people, environmental problems related to big hydropower plants,
unfair treatment and allocation for royalty, net hydel profits and water use charge
(WUC) are issues that need to be addressed to attract further investment.

8.2.2.1. Developing Micro Hydel Power Projects

Then small distributed and cluster generation and localized distribution should be
encouraged as they can help in lowering cost of electricity to the population, help
diversify the local industrial base and boost innovation. This can help in cluster
based industrial development where AJK can set up competitive industries.
AJKPDO has identified 12 sites for small and micro hydropower plant in Poonch,
Kotli, Bagh, Jhelum and Haveli.

8.2.2.2. Data Industry to Complement Energy Industry

The role of spatial data for AJK can help in identifying cluster and the policy action
needed. For example, mapping of economic endowments of AJK districts show
that Muzaffarabad is the most endowed district due to the huge 3361 Mega Watt
potential of hydro power production and over 13 million tonnes of mineral resources
followed by Kotli and Poonch. On the flip side, Muzaffarabad was the second least
developed district, that goes onto show that there exits significant potential of
exploitation the economic endowments of Muzaffarabad and uplifting its socio-
economic status without seeking help from external sources.

8.3. Tourism as Industry

Tourism is one of the major drivers of economy in AJK as 22 percent of the population
earns from various type of tourist activates. Yet, huge vacuum is left to be filled to maximize
the gains by exploiting the natural endowments for attracting tourists. The infrastructure
available in AJK is not conducive to a huge influx of foreign tourists. Lack of ease and
comfort for travelers—in terms of roads as well as facilities available—are deterrents. In
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addition, the region is prone to natural calamities such as landslides and earthquakes for
which safety plans have not been set in. While the location still attracts many daredevil
spirited tourists, the region can only become a hotspot if the tourism sector becomes a
priority for the government to overhaul.

8.3.1. Demand Side Measures

8.3.1.1 Leveraging the Diaspora

A major measure to promote tourism development in AJK is leveraging the AJK
diaspora. Interestingly, Diasporas have played a significant role in the development
of developing countries in areas including tourism, remittances, technology transfer
and investments. Diaspora tourism is the travel of the diaspora to their ancestral
homeland for reasons like leisure travelling or discovering and reconnecting with
their culture, homeland, religion etc. And AJK has a significant population of
expatriates living abroad for generations and sending in remittances, hence
tapping into this vast diaspora can be key for economic development of the region.
Besides the regular reasons for visiting the homeland like vacation and visiting
relatives and families, the different types of tourism that can attract diaspora visitors
in Azad Jammu Kashmir include business tourism. This is where the local
government and companies can try to lure in high net worth individuals by offering
them lucrative investment and business opportunities as they might be more
interested to invest or spend on local infrastructure, which could influence other
investors and businesses to invest in AJK. Here tax breaks and easy access to
finance, and loan guarantees to these tourists could actually turn them into tourist
investors.

8.3.1.2. Religious Tourism

Another type of tourism for AJK’s diaspora has to be religious tourism. The Tourism
Department of AJK has already started promoting religious sites like shrines,
mosques, gurdwaras and temples, and particularly targeting the overseas
residents can help religious tourism gain further traction. Another way to attract
diaspora tourists to AJK is to market the rich heritage and culture of AJK to the
diaspora community as they have better knowledge or might be more interested in
discovering their roots. Plus, their positive word of mouth and experience can
entice other tourists to visit AJK.

Where these forms of diaspora tourism offer new opportunities to AJK to grow its
tourism sector and hence its economic development, there are factors and
challenges to diaspora tourism (as well as general tourism) that can lower the gains
if remain unaddressed. Infrastructural damages and low maintenance of sites and
scenes of cultural/heritage value can discourage diaspora tourists and
inadvertently other potential tourists. The key is to understand that the diaspora
tourists are also potential investors, businessmen, students, and remitters. To reap
the benefits of diaspora tourism, the Tourism Department AJK should create
specialized tourist programs and packages that attract the overseas communities
to visit AJK. At the same time, the marketing and promotion of activities should
also be directed at these potential tourists among others across the world.

Page| 112



8.3.2. Supply Side Measures
8.3.2.1. Availability of Micro-Finance

Another way to develop the tourism industry is to ensure availability of micro credit
financial system. Many tour operators, transportation providers and fleet operators,
small restaurants and hotels, food and entertainment providers etc. start business
with savings, inheritance or friends and family financing, or they go to the informal
financing route which is expensive. They run their businesses on the same scale
with internal cash flows or informal lending. Most of these enterprises remain
informal and undocumented, steering clear of formal financial lending. Often, they
can rely on microfinance institutes which require less paperwork and less checks
and balances, but have very small loan limits. In essence, micro credit can only be
used for running finance needs, rather than expansion of operation or purchasing
assets or machinery. The AJK government can initiate schemes for provision of
finance to businesses related to tourism or can invite private financial institutions
by partnering with them.

8.3.2.2. Role of Women

Role of Women is imperative for inclusive economic development. The inclusion of
women in the labor force market as well as entrepreneurs in SMEs especially
linked with tourism and hospitality is essential for economic growth that has vast
reaching impact for the state. Without the inclusion of women, men-led growth
model is unable to alleviate poverty in the women-led households as well as
keeping economic growth slow; particularly, due to the fact that women have
intrinsically higher aptitude in various skills such as embroidery, packaging,
hospitality and others and these skills are major drivers of tourism industry.
Government needs to devise policy measures that incentivize women to reduce
their leisure hours and enter the labor force and this would also require social and
workplace protection along with ensuring minimum or zero wage and sex
discrimination prevails in the market.

8.4. The Idea for Future Study

This study concludes with providing the gaps which have remained a hurdle in the
economic and industrial development of AJK. In the next round of study, it is aimed to
analytically discuss and explore option and opportunities for AJK to fill in the blanks with
most effective targeted policy interventions as the 21st century industrialization era does
not work on one size fitting all; but at bespoke solution tailored made for each
district/sector/organization.
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Annexes

Annexure 1: Political Timeline

ERA FROM ® 1047
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1948 @
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China: Communist Victory under the
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India: Congress win election
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@ 1958
China: Mao launches “Green Leap
1959 @ Forward", five-year economic plan
China: Forces suppress revolt in Tibet
® 1960
USA:; nn: | |
presider
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ERA FROM

® 1961
India: India loses border war with
- China.
USA: Bay of Pigs invasion
1962 @
China: Brief conflict with India over disputed
Himalayan Border.
Russia: Cuban Missile Crisis brings
world to brink of nuclear war
USA: Cuban Missile Crisis
@ 1963

Afghanistan: General Mohammed
Daud forced to resign as Prime Minister.
1964 @ USA: President John F Kennedy

assassinated
USA: US steps up its military

intervention in Vietnam @ 1965
PK: Second war with India over Kashmir.
Afghanistan: Constitutional Monarchy
introduced.

1966 .Russia: Economic Stagnation

PK: General Ayub Khan resigns,

General Yahya Khan takes over

India: Indira Gandhi becomes PM.

;z\l,gﬁjtlig:la:'on of Cultur}al ) . 1967
, upheaval against Mao's

campaign USA: Martin Luther King

assassinated

1969 g

USA: Republican Party candidate
Richard Nixon elected as President

@® 1970

PK: Victory in East Pakistan election
for breakaway Awami League, leading
to rising tension with West Pakistan

1971@

PK: Third war with India over
Bangladesh &East Pakistan willing to
secede eventually becoming
Bangladesh

@ 1972

PK:Simla peace agreement with India
sets new frontline in Kashmir.
China: Visit by President Nixon to

1973 . normalize ties

PK: Zulfigar Ali Bhutto becomes PM
USA: Vietnam ceasefire agreement
signed

Afghanistan: Mohammed Daud
imposes coup

@ 1974

India: Explosion of first nuclear device.
USA: President Nixon resigns

Page|115



India:Emergency declared
-

1976 @

China:Mao Zedong dies

Afghanistan: Accepted to recognize

Durand Line

USA: Democratic Party candidate

Jimmy Carter elected as president
@ 1977

PK: General Zia ul-Haqg launches military

coup.

1978 @ India:Congress loses general election

PK: General Zia becomes president,
ushers in Islamic legal system.
Afghanistan: Afghan President Daud @ 1979

Khan assassinated due to rejecting PK:_PK‘W.Z million Afgbans migrated to
Soviet interference Pakistan & Zulfiqar Ali Bhutto hanged

China: diplomatic ties with US improved.
1980 () 'mposition of One Child Policy
Afghanistan: Soviet Invasion in

PK: UNHCR started working in Pakistan .
Afghanistan

India: Congress splits. Indira Gandhi gets
back to power

China: Initiation of Cultural Revolution,
upheaval against Mao’s campaign. . 1983
USA: Republican Party's Ronald Reagan

clected as President. PK: Pakistan enters IMF programme

Afghanistan: Babrak Karmal installed as for 3 years
ruler
1984 ¢
India: Indira Gandhi assassinated and
Rajiv Gandhi becomes PM
@ 1985
PK: Martial law and political parties
ban lifted.

Afghanistan: Half of Afghan
population displaced due to war

1936@

PK: Return of Benazir Bhutto from exile
for election.

China: "Open door Policy” to encourage
foreign investment

USA: US warplanes bomb Libyan cities ® 1987
Afghanistan: Najibullah appointed as

USA: Black Monday recession
head of Soviet-backed regime

India: India deploys troops in Sri
Lanka for peacekeeping operation

1988 @

PK: Benazir Bhutto's PPP wins general
election and General Zia died in plane
crash
USA: George Bush elected as President
Afghanistan:Soviet Union begins

@ 1989

pulling out troops

PK: Formation of Al-Qaeda
USA: US troops invade Panama
Afghanistan: Soviet withdrawal from
Afghanistan
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91

PK: PM Nawaz Sharif begins economic
liberalization programme, Islamic
Sharia law

India: Rajiv Gandhi assassinated
Russia: Russia becomes independent
as Soviet Union Collapses

1993 ¢

PK: Benazir Bhutto elected as Prime
Minister of Pakistan.

China: jiang Zemin becomes the @
President

Russia: Referendum approves new
constitution giving president sweeping

powers 1995 .

China: China tests missiles in Taiwan
Russia: Communist party wins
Afghanistan: Taliban took control of
Kandhar Afghanistan

1997 @

PK: Nawaz Sharif returns as prime
minister after Muslim League wins
elections.

China: Hong Kong goes under China’s @
control

1999¢

PK: Kargil Conflict,1,000 people are
killed on both sides &General Pervez
Musharraf imposes coup.
India: PM Vajpayee signs Lahore peace
declaration.
China: Macao reverts to Chinese rule.
Russia: President Yeltsin appoints
Vladimir Putin prime minister to bring
Chechnya back under control

2001 @

PK: Kargil War and Gen Musharraf
names himself president while
remaining head of the army

USA: 9/11 incident

China:China joins WTO

1990

PK: Nawaz Sharif elected as PM
India: Muslim separatist group starts
campaign in Kashmir

1992

PK: Government launches campaign to stamp
out violence by Urdu-speaking supporters of the
Mohajir Quami Movement

India: Demolition of mosque in Ayodhya
triggering violence

China: IMF declares China as third largest
economy

USA: Democratic Party candidate Bill Clinton
elected president

1994
Russia: Russia joins NATQO's Partnership
for Peace programme.

1996

PK: President Leghari dismisses
Bhutto government amid corruption
allegations.

India: BJP emerges victorious.
Afghanistan: Osama Bin Laden
welcomed in Afghanistan &Taliban
seize control of Kabul

1998
PK: and India Conducted nuclear test.
Afghanistan: Severe drought.
China: Yevgeny Primakov stabilizes
deteriorating rouble

2000

PK: Nawaz goes in exile to SA
Russia: President Putin wins election

@ 2002

PK: President Musharraf wins another
five years in office.

India: Successful nuclear test of missile,
The Agni.



PK: Pakistan and India agree to
resume direct air links

- US: US-led campaign to topple
the Iraqi leader Saddam

Hussein began

2004

PK: Pakistan initiates military .
operation against al-Qaeda near
Afghan border

India: Manmohan Singh becomes PM
as Congress won 2005

Russia: Putin wins second PK: Bus services operate between
presidential term @ Muzaffarabad in Pakistani-
administered Kashmir and Srinagar in
Indian-controlled Kashmir

2006 @ Afghanistan: Afghans vote in first

. . parliamentary elections
PK: Benazir Bhutto elected as Prime

Minister of Pakistan.
China: New China-Tibet railway line, the. 2007

world's highest train route, begins USA: Thousand more troops dispatched

operating. to Irag

PK: Musharraf wins presidential election

2008 .& Benazir Bhutto assassinated at political

rall
PK: PPP wins general election and !
Government berrows from IMF to
overcome debt crisis.
India: India blames Pakistan for the
Mumbai attacks . 2009
USA: Barack Obama becomes the PK: Reinstatement of judges
first black president dismissed by Musharraf

Russia: President Medvedev and
Barack Obama agreed to reduce
2010 @ "uclear weapons stockpiles

PK: Constitutional reforms,
transferring key powers from
President to PM

India: High court rules Ayodya to be @ 2011

divided amongst Hinds and Muslims PK: Salman Taseer Killed over

blasphemy law.
USA: Osama bin Laden is killed by US
forces

2012¢

PK: Pakistan reopens NATO supply
routes & Malala Yousafzai shoot in the
head by Taliban.

China: Xi Jinping assumes Presidency
Russia: Vladimir Putin wins presidential. 2013

elections PK: PML-N Government

Nawaz Sharif elected as PM for the
third time

2014 @

India: Narenda Modi becomes the PM
Afghanistan: Ashraf Ghani as
President Afghanistan

2015

. PK: China Pakistan sign agreement to
boost infrastructure

USA: Announcement to leave 10,000 US
troops in Afghanistan as advisers and
trainers

Page| 118



Annexure 2 - AJK SEZ ACT 2016, Framework, Functions and Responsibilities — Who is
doing what?

SEZ Act 2016

[Act XV of 2016].

39. Act to override
other laws,-The
provisions of this Act
shall have force
notwithstanding
anything to the
contrary contained
in any other law for
the time being in
force.

1. Short title, Extent and Commencement. (1)
This Act may be called the Azad Jammu and
Kashmir Special Economic Zones Act, 2016.

2(k)
“Government”
or “Go AJK”
means the Azad
Government of
the State of
Jammu and
Kashmir;

2(q) “State” or
“AJK” means the
Azad Jammu and
Kashmir;

26. Public utilities and transportation links. (1)
Unless provided otherwise in a particular
development agreement, it shall be the responsibility
of—

(i) the Government to ensure the provision of gas,
electricity and other utilities at the designated zero
point of each SEZ;

(i) the Government to ensure adequate road access
to the SEZ; and [see more under Section 26:

developer

31. Security. (1) State or any concerned authority
shall be responsible for providing security for the
protection of SEZs.

(2) Pending the creation of a special police force,
State or any concerned authority shall designate
special police units responsible for the protection of
SEZs within that area.

2 (c) Board of
Approvals
(BOA)

2(v) "Zone
regulations"
mean
regulations
made under this
Act

3(f) “Council”
means the Azad
Jammu and
Kashmir
Council created
under Section 21

4 (1) There shall be
a BOA, consisting
of,

() The Prime
Minister of the AJK
who shall be the
Chairperson of the
BOA;

(i) The Minister for
Finance, GoAJK
who shall be the
Vice Chairperson of
BOA,;

(iii) The Minister' for
Industries and
Commerce, GoAJK;

5. Functions and responsibilities of the BOA. The
BOA may,

(a) approve such regulations for the implementation
of this Act as are applicable to SEZs or to a
particular group of SEZ or a particular SEZ;

(b) approve or reject zone applications;

(c) approve or reject development agreements;

(d) examine and decide upon policy issues
submitted to it by State SEZ Authority or by
developers;

(e) co-opt on the members of the Approvals
Committee as necessary;

(f) notify with approval of relevant authorities
additional benefits under sub-section (2) of Section
34;

(g) cancel development agreement;

(h) review and direct actions on annual reports
submitted by State SEZ Authority;

(i) annually review the implementation of this Act
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of the AJK
Interim
Constitution Act,

(iv) The Minister for
Physical Planning
and Housing,

1974

GoAJK;

(v) Two members
one from the
Council and other
from Legislative

Assembly to be
nominated by the

Prime Minister;

(vi) Member
Legislative
Assembly elected
against the seat
reserved for
overseas
Kashmiries.

(vii) The Additional
Chief Secretary
(Development),
GoAJK;

(viii) Representative
of State Bank of
Pakistan, Branch
Muzaffarabad,

(ix) Secretary BOI;

(x) The President of
Azad Jammu and
Kashmir Chambers
of Commerce and

Industry

with a view to improving policies relating to SEZs;
and

(j) take any other steps it deems appropriate in order
to advance the objectives of this Act.

27. Applicable operating administrative
procedures. (1) The BOA, the BOI and the State
SEZ Authority shall promote the adoption of
simplified administrative procedures for' SEZs and
zone enterprises. Such procedures shall in particular
facilitate the—

(i) issuance of licenses, permits and other approvals
to zone enterprises required for their business (ii)
satisfaction of customs and other export or import
requirements by zone enterprise’s activities;

(iii) fulfillment of tax obligations by zone enterprises;
and

(iv) Authorization of electronic communications and
Modes of E-governance.

(2) Procedures under sub-section (1) shall
endeavor to—

(i) substitute notifications and registrations for
license, permit and other approval requirements;
and

(i) Authorize approvals on a no objection basis
within a specified period.
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2(a) Approvals
Committee;
"Approvals
Committee"
means the
committee
constituted
under section 7,

2 (d) Board of
Investment
(BOI)

6. Approvals
Committee. (1)
There shall be an
Approvals
Committee that shall
be chaired by the
Chairman of the
BOI and shall
consist of the
following, namely,-(i)
executive head of
the SIP authority or
companies or
agencies, and
where these do not
exist, a
representative
equivalent to a
Secretary as
designated by the
Government;(ii)
representatives of
the Ministries of
Finance, Industries
and Commerce,
PPH not below the
level of an
Additional Secretary
to the Government;
and (iii) private
sector
representatives
representing
different sectors and
regions to be
notified and two co-
opted members by
special invitation
with a three-year
term extendable at
the discretion of the
BOA.

(2) The Approvals
Committee shall
exercise all such
powers and
responsibilities as
are delegated to it
by the BOA, subject
to such conditions
as it may deem fit.
(3) The BOA may

7. Functions of Board of Investment (BOI).

(1) The BOI as the Secretariat of BOA and
Approvals Committee shall,

(a) be responsible for the co-ordination of all
activities pertaining to SEZs, developers and zone
enterprises, including the preparation of all
documentation for consideration by the BOA and for
ensuring the implementation of all decisions of the
BOA,;

(b) process all zone applications submitted by State
SEZ Authority for consideration of BOA;

(c) process all applications for additional incentives
in accordance with sub section (2) of Section 34;

(d) review all development agreements proposed by
State SEZ Authority;

(e) be responsible for the international and domestic
promotion of investments into SEZs; and

(f) facilitate the interaction of developers and zone
enterprises with all representatives of the
Government as well as Government of Pakistan and
with international financial and developmental
institutions.

(2) BOI shall support and facilitate the State SEZ
Authority, if requested.

28. Assistance by the BOI and State SEZ
Authority. (1) The BOI shall act as a liaison and
facilitating agency between,—

(i) all departments, authorities and agencies; and
(i) State SEZ Authority, developers and zone
enterprises.

(2) The BOI shall act as a one stop shop inits
responsibilities under sub-section (1).

(3) The_State SEZ Authority shall act as a liaison
and facilitating agency between—

all departments, authorities and agencies of the
Government including all local governments and
municipal authorities and agencies; and developers
and zone enterprises

(4) To the extent practicable, State SEZ Authority in
or in any other area shall seek to enter into
administrative arrangements with tax, customs,
labour and other authorities under which SEZ
authorities may exercise certain administrative
functions on behalf of such authorities, which
arrangements may include a secondment of officials
with decision-making power from such authorities to
SEZ Authorities.

(5) All departments, authorities and other agencies
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delegate all or any
of its remaining
powers and
responsibilities to
the Approvals
Committee.

(4) A decision taken
by the Approvals
Committee shall be
submitted to BOA at
its meetings or by
circulation for
approval.

(5) The BOA may, at
any time, exercise
any responsibility or
any power which it
has delegated to the
Approvals
Committee.

shall fully co-operate with the BOI and State SEZ
Authority in facilitating the activities of developers
and zone enterprises and carry out the requisite
functions within the time frame Stipulated under the
regulatory framework prescribed by BOA for the
implementation of this Act.

40. Rules and regulations for implementation of
this Act.- The BOI, in consultation with State SEZ
Authority and with approval of the BOA, may_make
rules and requlations as deemed necessary for
implementation and to carry out purposes of this Act.

2(n) State SEZ
Authority
(SEZA) means
the State special
economic zone
authority
established under
this act Section
10

2(1)
"Misconduct
means any
conduct of a
member or
Chairperson of
the State SEZ
Authority that is
prejudicial to
the good order
and

9 . State Special
Economic Zone
(SEZ) Authority.-
(1) There shall be
established, an
authority to be
known as the State
SEZ Authority.

(2) The State SEZ
Authority shall be a
body corporate by
the name aforesaid,
having perpetual
succession and a
common seal, with a
power, subject to
the provisions of this
Act and any
regulations, to
acquire, hold and
dispose of property,

16. Functions and powers of State SEZ
Authority. (1) The State SEZ Authority shall be
responsible to—

(a) prepare zone applications in accordance with this
Act and applicable zone regulations;

(b) select developers in accordance with the
provisions of this Act and the applicable zone
regulations;

C) negotiate development agreements in accordance
with the provisions of this Act and applicable zone
regulations;

(d) assist developers upon award of a development
in acquiring land and accessing public utilities in
accordance with the zone development plan;

(e) prepare zone regulations for particular SEZ;
(f) co-ordinate with Federal and Provincial
authorities of Pakistan and ensure the building of
infrastructure outside the boundaries of SEZ;

(g) serve as liaisons and facilitating agencies in
accordance with the provisions of section 29;

(h) facilitate the availability of public utilities to zone
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management of
the State SEZ
Authority or a
SEZ and includes
but not limited to
the following,
namely:

(i) Failure to
disclose an
interest of the
member or
Chairperson in a
transaction
related to a SEZ
or an interest of
the member's
parent, spouse,
brother, sister,
child, or spouse
of a parent,
brother, sister or
child;

(ii) any act or
omission which is
ultra vires of this
Act

(i) any act or
omission which
lacks good faith;
or

(iv) any act or
omission which is
inconsistent with
the fiduciary
duties of such
member or
Chairperson;"

2(b)
"arbitration”
shall include
arbitration
under the
applicable laws
of Azad Jammu
and Kashmir as
well as
arbitration
under any
applicable law
of Pakistan or
international

both movable and
immovable, and to
contract and shall,
by the said name,
be entitled to sue
and to be sued.

(3) State SEZ
Authority shall
consist of,-

(a) a Chairperson,
who shall be the
Minister Industries
or a person
appointed by him;
(b) a Vice-
Chairperson, who
may be the Minister
of GoAJK or the
Advisor to Prime
Minister, in charge
of the investment
department and
where no such
department exists,
any member of the
AJK cabinet
nominated by the
Prime Minister;

(c) Chief Executive
Officer who may be
appointed by the
Prime Minister who
may be the
Secretary of the
State SEZ Authority;
(d) Secretary of the
investment
department and
where no such
department exists,
the executive head
of the SIP authority
by whatever name it
exists;

(e) Secretaries of
the industries,
finance, works,
services, agriculture
and planning and
development
departments;

(f) two members to

enterprises in accordance with the zone
development plan;

(i) liaise with all relevant authorities to ensure the
security of SEZs;

(i) Monitor the proper implementation of streamlined
administrative procedures in SEZs under Section 28;
(k) Monitor the compliance of developers with zone
regulations as well as the compliance of developers
with their obligations under development
agreements and suspend development agreements,
in case of violation of terms of development
agreement by the developer, pending final decision
by BOA.

(I) Monitor the compliance of zone enterprises with
their obligations under zone regulations;

(m) review of the activities of the developer’s and
zone enterprises regularly but not less than once a
year; and

(n) report biannually to the BOA with respect to SEZ.

21. Sanctions against developers. (1) The State
SEZ Authority may, if it is satisfied, after notice and
a hearing that a developer is not acting in
accordance with the terms of its development
agreement or is acting in violation of applicable zone
regulations or applicable legislation and has failed to
rectify such violation despite notice to this effect,
suspend the development agreement of that
developer and move for cancellation of such
agreement to the BOA or impose such other penalty
as may be provided under the applicable zone
regulations or the development agreement.

(2) Upon receipt of an application from the State
SEZ Authority seeking cancellation of a
development agreement, the BOA shall give notice
to the developer concerned, asking it to show cause
why its development agreement should not be
cancelled or why such lesser penalty as may be
provided under applicable zone regulations should
not be imposed.

(3) pending the final decision of the BOA on a
proposal for cancellation of a particular development
agreement, the State SEZ Authority may appoint an
interim administrator or take such interim measures
as it is necessary to do so—

(a) in the public interest; or

(b) to prevent any of the affairs of any SEZ being
conducted in a manner detrimental to the interests of
stakeholders, zone enterprises or other persons
whose interest are likely to be affected or in a
manner prejudicial to the interests of the SEZ.

(4) Pending the final decision of the BOA, on a
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regime, whether
selected
contractually
through an
agreement in
writing or
available to a
party or parties
as a result of an
international
agreement
accorded or
ratified;

be appointed by the
Prime Minister and
two other members
to be appointed by
the BOA; and a
member to be
appointed by the
concerned Chamber
of Commerce and
industry where the
SEZ is proposed. If
there is no Chamber
of Commerce then a
member of the
Chamber of
Commerce of that
respective area to
be appointed for
each State SEZ
Authority;

(g) a member to be
appointed by the
chamber of
commerce and
industry where the
SEZ is proposed. If
there is no chamber
of commerce then a
member of the
chamber of
commerce of that
respective area to
be appointed.

(4) State SEZ
Authority may
acquire land in
accordance with the
Land Acquisition
Act, 1894 (I of
1894), as enforced
in the AJK.

(5) State SEZ
Authority shall,
subject to the
approval of BOA,
make rules and
procedures.

(6) Where the
Chairperson is not
present, the Vice
Chairperson shall
chair the State SEZ

proposal for cancellation of a particular development
agreement, the State SEZ Authority may, if it is
satisfied that it is necessary to secure the proper
management of any zone, issue directions to
developers generally or to any developer in
particular to carry out such changes as are
necessary to rectify the situation and the developers
shall be bound to comply with such directions.

(5) Following a hearing in person, in which the
developer may be represented by counsel, the BOA
may impose such penalty as is provided by the
applicable zone regulations or the development
agreement, which may include cancellation of a
development agreement or cancellation of any
benefits allowed to a developer, provided that any
cancellation of benefits to a developer shall be
without prejudice to the rights and privileges of zone
enterprises.

(6)_The BOA may only cancel a development
agreement if it finds that—

(i) the developer has violated its development
agreement; and

(ii) that the developer has failed to rectify such
violation despite notice

(7) In addition to the rights of a developer to seek
relief through arbitration, a developer aggrieved by
any decision of the BOA, BOI or by the imposition of
sanction by the State SEZ Authority or by the
suspension or cancellation of its development
agreement may appeal before the High Court AJK.

24. Sanctions against zone enterprises. (1)The
BOA shall issue zone regulations which provide for
sanctions against zone enterprises and the manner
in which such sanctions may be imposed.

(2) The BOA may, with respect to particular SEZs,
delegate its authority under sub-section (1) to State
SEZ Authority.

(3) The State SEZ Authority may if it is satisfied that
it is necessary to do so to secure the proper
management of any zone enterprise, issue
directions to Zone enterprises generally or to any
zone enterprise in particular to carry out such
changes as are necessary to rectify the situation and
the zone enterprise shall be bound to comply with
such directions.

(4) The State SEZ Authority may only expel a zone
enterprise from a SEZ if it finds that—

(i) the zone enterprise is in violation of its
obligations; and

(ii) the zone enterprise has failed to rectify such
violation despite notice
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Authority's meeting.

17. Suspension
and removal of
members of State
SEZ Authority. (1)
The Prime Minister
may order removal
of either the
Chairperson, or any
member of the State
SEZ Authority.

(2) If either the
Chairperson or any
member of a State
SEZ Authority is
removed, their
replacement shall
be appointed by the
Prime Minister.

(5) The State SEZ Authority may appoint an interim
administrator or take such interim measures for a
period of not more than one month if it is satisfied
that it is necessary to do so—

(i) in the public interest; or

(ii) to prevent any of the affairs of any SEZ being
conducted in a manner, detrimental to the interests
of stakeholders, developers, zone enterprises or
persons whose interests are likely to be affected or
in a manner prejudicial to the interests of the SEZ.
(6) The action taken by the State SEZ Authority in
accordance with sub-section (5) shall be referred to
BOA within seven days for ratification by BOA. The
BOA shall decide the matter and issue the
guidelines and instructions about operations of zone
enterprise within fifteen days.

2(o) SEzZ
Committee
means the
authority
chartered by the
BOA at each SEZ
under this act
section 23

22. SEZ
committees. (1)
The BOA shall
charter an SEZ
Committee for each
SEZ as per the
applicable zone

regulations.

(2) The membership
of a SEZ committee
shall consist of
representatives from
the developer, BOI,
State investment
promotion agency,
State SEZ Authority
and concerned
district authority.

The developer
shall appoint the

chairperson of the
SEZ committee.

22 (3) Each SEZ committee shall have
responsibilities to administer and enforce SEZ
benefits and rules as well as provide facilitation
between the SEZ, its enterprises and the
government with responsibilities including to—

(a) examine and approve SEZ entry applications in
accordance with zone admissions criteria;

(b) provide for certification of zone enterprises;
(c) conduct oversight of enterprises;
(d) enforce the building code of the SEZ;

(e) coordinate between the developer and
government entities and utility providers during
construction;

(f) assist Zone enterprises in obtaining approvals
and registrations;

(g) serve as the point of contact between the zone
enterprise and utility providers; and facilitate
between enterprises and government regulators and
tax authorities.

22 (4) SEZ Committees shall execute their
responsibilities according to their standard
operating procedure in accordance with_zone

regulations.
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2(m) State
investment
promotion
authority (SIP) -
an investment
promotion
agency, by
whatever name
called, formed by
the Govt. to work
as focal authority

to promote
domestic and

foreign
investment in the
State

8. Responsibilities of State investment
promotion (SIP) authority. The SIP authority shall
be responsible within its jurisdiction for the following,
namely:—

(a) to assist in the operation of the State SEZ
Authority;

(b) to be the focal entity responsible for the
investment promotion;

(c) may assist the State SEZ Authority and the
developers in acquisition and other land related
matters including but not limited to necessary
easement issues;

(d) to ensure infrastructure development linkages
between authorities within the SEZ; and outside the
SEZ;

(e) to facilitate the developers and zone enterprises
in dealing with all governmental authorities for
smooth and systematic resolution of issues as and
when they arise; and

(f) to facilitate the developers and enterprises in
complying with environmental regimes and social
development.

2(g) Developer -
an enterprise
who has entered
into an
agreement with a
provincial SEZ
authority

(h)
"Development
agreement"
means a duly
approved
agreement
between SEZ
authorities and
agreed to and
endorsed by the
BOA and a
developer that
authorises the
developer to
develop,
establish and
operate a SEZ;

2(e) "capital
eguipment"
means plant,

18. Eligibility as
developer. Unless
otherwise decided
by the BOA with
respect to a
particular SEZ or
type of SEZ, any
entity shall be
eligible as a
developer which is
incorporated under
the laws of Azad
Jammu and Kashmir
or Pakistan.

2 (r) Zone

admission criteria
means the criteria
under this Act and
to be applied by
developers in
deciding whether
or not to admit an
enterprise into a
particular SEZ
including thereof
Zone approval
criteria

19. Responsibilities of developers.

(1) With the exception of existing zones which have
been approved as SEZs, all SEZs shall be
developed and operated by developers within a
specified time period as mentioned in the
development agreement.

(2) All developers shall—

(i) Implement their zone development plans in
accordance with the terms of their development
agreement;

(il)_approve zone enterprises and allot land to such
enterprises in accordance with the applicable zone
admission criteria, zone regulations and the terms of
the development agreement; and

(iii) monitor and ensure the compliance of zone
enterprises with all applicable zone reqgulations,

(2) Subject to default on the foregoing unless
otherwise, the agreement shall stand terminated.

25. Land regime. (1) The Government or any
concerned authority shall nominate, for each SEZ, a
sub-registrar who shall be the exclusive authority
with which ail documents relating to that SEZ shall
be liable to be registered under this Act, zone
regulations and any other applicable law.

(2) Notwithstanding any other law in forced, a
developer may not sell, sub-lease or otherwise
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machinery or
equipment,
accessories, and
component part
of machinery and
equipment
identifiable for
use in or with
machinery
required for
economic
activities and
machinery
includes
machinery and
equipment of any
descriptions such
asis used in
industrial
process,
manufacture,
production or
processing of
other goods and
rendering
services, except
the goods that
are consumed in
the
manufacturing,
production,
processing of
goods or
provision of
services;

37. Jurisdiction of
court. Without
prejudice to the
provisions of section
39,

(a) the High Court of
AJK shall have
exclusive original
civil jurisdiction with
respect to all
disputes between
the developer of that

SEZ and any

governmental
authority or agency,

to the extent that
such dispute arises
out of, or relates to,

a development

agreement; and
(b) the district court

of the district within
whose boundaries a
SEZ is located shall
have exclusive
original civil
jurisdiction with
respect to—

(i)_all disputes
between the
developer of that
SEZ and a zone
enterprise located
within that SEZ

transfer any rights with respect to any immovable
property within a SEZ except through a duly
registered instrument.

26. Public utilities and transportation links. (iii)
each developer to ensure, within a particular SEZ,
the supply of gas and electricity to all zone
enterprises as well as the availability of ail other
public utilities required for such areas as envisaged
in the development agreement.

(2) Unless provided otherwise in a particular
development agreement and not withstanding
anything to the contrary contained in any law, each
developer shall have the right to set up a captive
electric power generation plant or install a hydel
power generator of sufficient size to cater to the
expected demand for electricity within a particular
SEZ and to sell and distribute only the excess
electricity so generated within and outside that
particular SEZ in accordance with the applicable
regulations.

35. Benefits for developers.

(1) Unless otherwise provided in a development
agreement, developers shall be entitled to the
following benefits, namely:

(a) one time exemption from all customs duties and
taxes for all capital goods imported into the State
for the development, operation and Maintenance of
a SEZ, entity, subject to verification and approval
from the BOI; and

(b) Exemption from all taxes on income accruable in
relation to the development and operation of the
SEZ for a period of ten years, starting from the date
of signing of the development agreement.
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2(u) Zone
enterprise
means an
enterprise
admitted into a
SEZ by a

developer;

2(b)
"arbitration"
shall include
arbitration
under the
applicable laws
of Azad Jammu
and Kashmir as
well as
arbitration
under any
applicable law
of Pakistan or
international
regime, whether
selected
contractually
through an
agreement in
writing or
available to a
party or parties
as aresult of an
international
agreement
accorded or
ratified;

2(e) "capital
eguipment"
means plant,
machinery or
equipment,
accessories, and
component part
of machinery and
equipment
identifiable for
use in or with
machinery
required for
economic
activities and
machinery

30. Employment of key persons.- Notwithstanding
anything contained in any other law, the BOA may
issue special rules for the employment by zone
enterprises of key managerial and technical persons
who are not citizens of State or Pakistan, relating to
the terms and conditions of their contracts as well as
with respect to the issuance of visas, temporary
residence permits and temporary work permits for
such key persons and their dependents provided
further that such rules shall only be issued after
consultation with,—

(i) the Ministry of Interior Government of Pakistan;
(i) the Ministry of Foreign Affairs Government of
Pakistan; and

(i) such other Ministry as may be relevant.

36. Benefits for zone enterprises.

(1) All zone enterprises shall be entitled to the
following benefits, namely:

(a) Exemption from custom duties and taxes on
imports of capital goods into the SEZ for installation
therein; and

(b) Exemption from all taxes on income for a period
of ten years starting from the date the developer
certifies that the zone enterprise has commenced
commercial operations with the relevant SEZ.

37. Jurisdiction of court.- Without prejudice to the
provisions of section 39,

(a)_the High Court of AJK shall have exclusive
original civil jurisdiction with respect to all disputes
between the developer of that SEZ and any
governmental authority or agency, to the extent that
such dispute arises out of, or relates to, a
development agreement; and

(b) the district court of the district within whose
boundaries a SEZ is located shall have exclusive
original civil jurisdiction with respect to—

(i) all disputes between the developer of that SEZ
and a zone enterprise located within that SEZ; and
(ii)_all disputes between two or more zone
enterprises located within that same SEZ.

38. Alternative dispute resolution procedures. (3)
Zone regulations may provide for the resolution of
disputes between zone enterprises in the same SEZ
or between zone enterprises and developers
through Arbitration and mediation in accordance with
procedures approved by the BOA for this purpose.
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includes
machinery and
equipment of any
descriptions such
asis used in
industrial
process,
manufacture,
production or
processing of
other goods and
rendering
services, except
the goods that
are consumed in
the
manufacturing,
production,
processing of
goods or
provision of
services;

2 (r) Zone
approval criteria
that means the
criteriato be
applied by the
State SEZ
Authority and
the BOA in
deciding whether
to allow or not to
allow a particular
area to be
developed as a
SEZ

11. Approval of
zone applications.

(1) All zone
applications shall
be submitted to
the BOA by the
State SEZ
Authority of the
State where the
proposed SEZ shall
be located.(2) The
BOA shall review
every zone
application
submitted to it by
the State SEZ
Authority to ensure
that the proposal is
in conformity with
the provisions of this
Act, any applicable
regulations made
under this Act and
other applicable
provisions of law.

15. Zone approval criteria.

(1) The BOA shall issue general and particular
zone approval criteria For SEZ compatible with
Pakistan's obligations under its multilateral and
bilateral trade agreements which shall cover—

(i) customs procedures for imports into a SEZ and
exports out of it; and

(ii) Pakistani certificates of origin for exports issued
by the respective Chamber of Commerce.

(2) unless otherwise decided by the BOA, the
following provisions shall Form part of the zone
approval criteria, namely;—

(a) SEZ shall have a minimum size of at least fifty
acres;

(b) not more than thirty per cent of the entire area
of a SEZ shall be used for amenities (including
commercial areas), infrastructure and residential or
labour colonies;

(c) public-owned land, if used for SEZs shall be
leased for a period of at least fifty years
extendable For further period as laid down by the
competent Forum;
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(d) Developers must undertake to comply with all
environmental, labour and other applicable
legislation in force in Azad Jammu and Kashmir.

(e) zone enterprises must begin construction of
facilities within six months and assume regular
business operations within twenty-four months
of their approval as zone enterprises and after
receipt of all required licences and permits;

(f) within six months the developer is bound to
take all necessary approvals to start
construction activities failing which that title shall
be withdrawn and agreement shall be terminated
and land will be returned;

(g) title to land may be registered in the name of
zone (h) enterprises only after they have
performed business operations in the SEZ
concerned for at least six months;

(i) there shall be no real estate activities in the
zone as this would result in withdrawal of the title of
land and termination of the agreement; and

(i) Articles of association of the zone developer, shall
be approved by the State SEZ Authority, in
accordance with the requlatory framework
prescribed by the BOA.

(3) In case the State SEZ Authority is satisfied
with the justification put forward for delay in
performance of a responsibility by an enterprise in a
SEZ, it may give a reasonable relaxation in time
frame for performance of the particular
responsibility.

2(s) “Zone
application"
means an
application
submitted in
accordance with
the provisions of
this Act by an
State SEZ
Authority seeking
the notification of
an area as a
SEZ;

10. Requirements for all zone applications.

(1) Every zone application submitted for approval to
the BOA shall identify the type of SEZ proposed and
include,-

(a) a basic business concept or model for the
proposed SEZ to be submitted;(b) parameters for
zone admission criteria; and (c) a preliminary zone
development plan which shall—

(i) define the geographic boundaries of the proposed
SEZ;

(i) set out the basic infrastructure development
requirements, both inside and outside the proposed
SEZ, necessary for the proper functioning of the
proposed SEZ;

(iii) set out the land requirements of the proposed
SEZ;

(iv) set out the manner in which land required shall
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be procured, including specific proposals as whether
land to be required shall be acquired under the Land
Acquisition Act, 1894 (I of 1894) or otherwise; and
(v) Set out the criteria applicable to the admission of
zone enterprises into that SEZ.

(2) The zone application shall be submitted along
with a proposed development agreement under
Section 14 and the criteria on which a developer
shall be selected for that SEZ.

2(j) "Existing
zones" means
the export
processing
zones, industrial
zones and other
similar entities in
existence at the
time of
commencement
of this Act ..

2(i) Economic
Zone means a
geographically
defined and
delimited area
notified and
approved for
economic, industrial
and commercial
activities

14. Approval of existing zone.

Any existing zone may apply to the State SEZ
Authority in which it is located for submission of a
zone application on its behalf.

(2) Subject to applicable zone regulations, the State
SEZ Authority may choose to submit a zone
application with respect to an existing zone.

(3) The BOA may approve a zone application with
respect to an existing zone on such terms and
conditions as it deems appropriate, provided that all
zone enterprises in existing zones before the
commencement of this Act exercises the option of
availing the benefits already enjoying or the benefits
to be offered by this Act.

(4) The existing zones shall not avail the two
benefits simultaneously.

(5) Notwithstanding anything contained in sub-
section (3) only the new entrants and new industries
that have never availed any such benefits in the past
are eligible for the benefits of SEZ under this Act.

2(j) Existing zones include:

.. and includes but not limited to the following,
namely:—(i) "export processing zones" means an
economic zone established in Azad Jammu and
Kashmir or Pakistan;

(i) "extra-territorial zone" means an economic zone
of a type that is to be deemed to be outside the
customs territory of Azad Jammu and Kashmir or
Pakistan;

(iii) "free trade zone" means an economic zone that
shall be deemed to be outside the customs territory
of Azad Jammu and Kashmir or Pakistan with
respect to which the BOA shall approve special
facilities for trade, trans shipment and re-export
operations in accordance with applicable legislation
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as for the time being in force in Azad Jammu and
Kashmir or Pakistan.

(iv) “Hybrid export processing zone" means an
economic zone that shall be deemed to be outside
the customs territory of Azad Jammu and Kashmir or
Pakistan in which goods are manufactured and from
which services are provided both for exportation to
countries other than Pakistan as well for export into
Azad Jammu and Kashmir or Pakistan;

(v) "multilateral economic zone" means an economic
zone in which all zone enterprises are required to be
beneficially owned by national, residents or
corporate entities of one or more particular
countries;

(vi) "reconstruction opportunity zone" means an
economic zone from which the exports of goods and
services has been recognized by any country or
jurisdiction other than Pakistan as being eligible for
reduced tariff duties and other benefits;

(vii) "regional development zone" means an
economic zone wherein economic activates are
promoted so as to develop particular regions and
industries; and

(viii) "sector development zone" means a regional
development zone in which permissible economic
activity shall be limited to one or more sectors as
notified by the BOA;

132 |Page




2(h) Zone
Development
Agreement
(h)
"Development
agreement"
means a duly
approved
agreement
between SEZ
authorities and
agreed to and
endorsed by the
BOA and a
developer that
authorises the
developer to
develop,
establish and
operate a SEZ;

2(b)
"arbitration"
shall include
arbitration
under the
applicable laws
of Azad Jammu
and Kashmir as
well as
arbitration
under any
applicable law
of Pakistan or
international
regime, whether
selected
contractually
through an
agreement in
writing or
available to a
party or parties
as a result of an
international
agreement
accorded or
ratified;

2 (r) Zone
admission
criteria means

12. Approval of
development
agreements. (1) If a
zone application is
approved by the
BOA, the State SEZ
Authority shall
select a developer
in accordance with
any applicable zone
regulations except
as provided in
Section 4. Such
zone requlations
shall require that
envisaged
development
agreements be
notified for
competitive bidding.
(2) After
negotiating a
development
agreement, the
concerned State
SEZ Authority
shall submit a final
agreement for
approval to the
BOA.

(3) There shall be a
provisional
approval by the
concerned State
SEZ Authority
subject to fulfilment
of all such
conditions
necessary for final
approval according
to laid down criteria.
(4) The BOA may
condition its
approval of a
development
agreement on the
fulfilment of such
conditions as it
deems fit and
according to the laid
down criteria.

(5) After final

20. Development agreements.

(1) Each development agreement shall include—
(a) all undertakings of the developer regarding the
development and operation of the SEZ concerned,
with the zone development plan or business concept
of proposed SEZ model as an integral part of the
development agreements; and

(b) all authorities conferred on the developer with
respect to the SEZ concerned, including specifically
any provisions pertaining to the developer's authority
to—

(i) admit enterprises into the SEZ in accordance with
the zone admission criteria and allot land to them in
accordance with agreed eligibility criteria and
procedures;

(i) act as a liaison and facilitating agency between
the State SEZ Authority and zone enterprise;

(iii) all financial obligations of the developer,
including any obligation to make payment for the
allocation of land and provision of services by public
authorities; and

(iv) clear provisions regarding the responsibility of
maintenance of infrastructure and utility services

(2) A development agreement shall also include—
(i) rights, protections and entitlements of the
developer with respect to the SEZ concerned,
established or allowed under this Act or any other
applicable law;

(ii) rights, protections and entitlements of zone
enterprises in the SEZ concerned, established or
allowed under this Act or any other applicable law
together with a prescribed procedure for the
invocation of such rights, protections and
entitlements by the developer;

(iii) provision for the settlement of disputes, including
disputes on behalf of zone enterprises through
arbitrations; and

(iv) rights or titles and other legal authority of the
State SEZ Authority superior to it in terms of the
provisions of this Act.

37. Jurisdiction of court. Without prejudice to the
provisions of section 39.

(a) the High Court of AJK shall have exclusive
original civil jurisdiction with respect to all disputes
between the developer of that SEZ and any
governmental authority or agency, to the extent that
such dispute arises out of, or relates to, a
development agreement;
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the criteria
under this Act
and to be
applied by
developers in
deciding
whether or not
to admit an
enterprise into a
particular SEZ
including thereof
Zone approval
criteria

2(t) Zone
development
plan means a
business plan for
developing a
SEZ;

approval, the
development
agreement shall be
signed jointly by the
Secretary of the
BOA.

(6) If the BOA does
not approve a
development
agreement
submitted to it, the
State SEZ Authority
that submitted the
development
agreement, may re-
submit the
development
agreement after
either renegotiating
the terms of the
proposed
development
agreement with the
developer
concerned or after
reaching agreement
with a different
developer selected
in accordance with
the applicable zone
regulations.

(7) In case of any
grievances, a
developer may
approach BOA
directly or through
the State SEZ
Authority and BOA
shall have the
authority to
consider, modify or
set aside any
decision.

38. Alternative dispute resolution procedures.
Development agreements may provide for the
resolution of disputes through arbitration between
developers and the Government or agency arising
out of, or relating to, such development agreement.
(2) Development agreements may authorize
developers to pursue and defend the rights of zone
enterprises within a particular special economic
zone through Arbitration.

13. Simultaneous approval of zone application
and development agreement. (1)The State SEZ
Authority may simultaneously submit both a zone
application and a development agreement to the
BOA for provisional approval, provided that (a) The
developer in question either owns all immovable
property in the proposed SEZ or holds leasehold
rights; and (b) No additional incentives shall be
granted by the State SEZ Authority under sub-
section (2) of Section 34.
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2(p) Special
economic zone
or "(SEZ)"
means a
geographically
defined and
delimited area
which has been
notified and
approved by the
BOA. The SEZs
shall be deemed
to be outside the
customs territory
of Azad Jammu
and Kashmir or
Pakistan only for
the purposes of
this Act

29. Labour laws.
(1) All labour and
employment laws of
Azad Jammu and
Kashmir shall be
applicable to SEZ in
the same manner as
they are applicable
to all territories of
Azad Jammu and
Kashmir.

25. Land regime.
(1) The Government
or any concerned
authority shall
nominate, for each
SEZ, a sub-registrar
who shall be the
exclusive authority
with which ail
documents relating
to that SEZ shall be
liable to be
registered under this
Act, zone
requlations and any
other applicable law.
(2) Notwithstanding
any other law in
forced, a developer
may not sell, sub-
lease or otherwise
transfer any rights
with respect to any
immovable property
within a SEZ except
through a duly
registered
instrument.”

32. Extraterritoriality of SEZs. (1) Subject to the
concurrence of the AJK Board of Revenue, every
extra-territorial zone shall from the date of its
approval by the BOA onwards, be deemed to be a
"customs-port" under section 9 of the Customs Act,
1969 (IV of 1969), upon natification by the AJK
Board of Revenue.

(2) Any transport of goods and provision of services
from the customs territory of AJK and Pakistan into
an extra-territorial zone shall be considered as an
export from-Pakistan. Goods so transported and
services so provided shall be eligible for all refunds
and other advantage offered under applicable law
for exports into a foreign country.

(3) Any transport of goods from an extra-territorial
zone into the customs territory of AJK or Pakistan
shall be considered as an export into AJK or
Pakistan of the goods brought into the extra-
territorial zone under sub-section (2) and used for
producing the goods transported into the customs
territory of AJK or Pakistan.

(4) Notwithstanding any other provision of this Act,
zone enterprises in extra-territorial zones shall be
eligible for—

(i) Pakistani certificates of origin; and

(i) any advantages under trade or similar
agreements of AJK or Pakistan on the same
conditions and to the same extent as enterprises
within the customs territory of AJK or Pakistan

(5) The BOA, in agreement with the AJK Board of
Revenue, shall adopt simplified procedures for the
implementation of this Section.

33. Incentives for SEZs. (1) On execution of
development agreements, the developer of the
particular SEZ as well as all zone enterprises in that
SEZ shall be entitled to benefits set out in Sections
36 and 37 respectively.

(2) With the objective of promoting hi-tech industries
or particular regions, the BOA may grant additional
benefits to a particular category of SEZs, zone
enterprise, regions or sectors provided that—

(i) such additional benefits may only be granted if
the BOA finds them to be justified on the basis of an
economic impact assessment;

(ii) such additional benefits, if granted conditionally,
may be liable to be forfeited with retroactive effect if
it is finally determined that a developer or zone
enterprises has failed to comply with the conditions
prescribed for the additional benefits in question;
and

(iii) the BOA shall make the economic impact
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assessment of a SEZ within five years from the date
the agreement is signed and within the first year of
the operation of an enterprise.

(3) Any additional benefits granted by the BOA—

(i) shall be deemed to be included in the relevant
development agreement; and

(i) shall become effective on such conditions as the
BOA may stipulate

(4) Nothing in this Act shall be construed to limit the
authority of Government to grant such additional
benefits to developers and zone enterprises as are
within the scope of their respective statutory powers.

34. Protection of benefits. (1) All incentives under
this Act shall be additional to all incentives, benefits
and protections which may be applicable to
developers and zone enterprises under generally
applicable legislation and international agreements
of Pakistan.

(2) These benefits shall not be withdrawn
prematurely and any change therein shall be to the
advantage of the developer of the SEZ or the
enterprise.
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Annexure 3 — Performance of Existing Industrial Estates in AJK

# Vacant
# or Total Units Units under Employ/
Planne | Allotted Cancelled Installe  Operation Units  Sick Units | Construction Total Units in
Area Area d No. / % of / % of d/ %of al?/ % of Operational/ /% of | /Process/as Occupancy / Operatio
Sr.# Name Year Kanals Acres | of Plots | planned Allotted | allotted planned % of installed installed | % of allotted | % of planned | Labor 2 n
1 Small (old) 1965 869 109 243 228 15 89 63 26 39 128 910 14
Industrial
Estate
Mirpur
94% 7% 39.0% 25.9% 70.8% 29.2% 17.1% 52.7%
2 New 1998 6,196 775 277 191 86 46 42 4 89.0 135.0 3,064 73
Industrial
Estate
Mirpur 1
69% 45% 24.1% 15.2% 91.3% 8.7% 47% 49%
3 Small 1978 360 45 118 88 30 16 10 6 13 29 152 15
Industrial
Estate
Bhimber
75% 34% 18.2% 8.5% 62.5% 37.5% 14.8% 24.6%
4 Mini 1992 94 12 60 59 1 27 20 7 17 44 182 9
Industrial
Estate Kotli
98% 2% 45.8% 33.3% 74.1% 25.9% 28.8% 73.3%
5 Mini 1995 103 13 56 55 1 37 23 14 10 47 158 7
Industrial
Estate
Muzaffaraba
d
98% 2% 67.3% 41.1% 62.2% 37.8% 18.2% 83.9%
6 Mini 1996 128 16 57 40 17 27 27 - 13 40 78 3
Industrial
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Mirpur & Bhimber (Excluding 928 638 507 131 151 115 - 36 141 292 4,126 36
Dudyal) 7,425
79% 26% 30% 18% 76% 24% 28% 46%
Estate
Rawalakot
70% 43% 67.5% 47.4% 100.0% 0.0% 32.5% 70.2%
7 Mini Indus. Under 270 34 22 9 13 - - 9 9 -
Estate process
Dudyal
(Mirpur)
Totals 7,750 969 811 666 151 245 185 57 190 432 4,544 25
82% 23% 37% 23% 76% 23% 29% 53%

1 Presentation to ADB on AJK Industrial & Trade Policy, states New industrial estate Mirpur area as 6196 kanals (775 acres), while draft PC-I mentions 178 acres. The ‘Industries investment booklet’ provides
differing sizes for all the estates.

2 AJK Statistical Year Book 2018, Planning & Development Department, GoAJK
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Annexure 4 - Type of Industries & Employment in Mirpur & Bhimber Industrial Estates

Number of Employment /
Industrial Estate / Type of Industry Industries Industry
Small (Old) Industrial Estate (Sector D-1) Mirpur
Wood Working & Furniture house 8 51
Flour Mills 2 74
RCC Pipe Industries 2 14
Educational Craft Industry 1 0
Kashmir Engineering Works 1 7
PVC Pipe Industries 1 8
Mineral Water 1 3
Food Industries and beverages 5 92
Main Hotel 2 70
Plastic Industry 1 6
Ice Factory 3 0
Polyethylene Bag 1 3
Poly Propylene Bag 1 6
Pharmaceuticals 4 162
Soap Factory 3 17
Tile & Jali 12 103
Miscellaneous 15 294
Total 63 910
Industrial Estate (New Industrial Area) Mirpur
RCC Pipe Industries 2 15
PVC Pipe Industries 1 13
Mineral Water 2 22
Food Industries and beverages 1 26
Plastic Industry 1 3
Polyethylene Bag 1 24
Poly Propylene Bag 4 216
Pharmaceuticals 1 30
Foam 12 1983
Motor Cycle / Rickshaw 2 108
Auto Parts / Workshop 1 23
Textile Weaving 1 30
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L.P.G Refilling 1 5
Transformer Workshop 1 10
Engineer Parts 1 3
Match Factory 1 150
Marble Factory 2 15
Steel Furnaces & Re-rolling 2 86
Aluminum Industry 1 16
Unani Medicines 1 6
Mobile Industry 1 68
Paint Industry 1 7
Disposable Packing Material 1 205
Total 42 3064
Industrial Estate (Morah Sadahan) Bhimber

Pharmaceuticals 1 50
Soap Factory 1 1
Packing Material 1 4
Cigarettes 2 32
Ice & Cold Storage 1 8
Steel Re-rolling & Furnaces 1 30
Copper Wire / Enameled Wire 1 3
Mineral Water & Beverage 1 12
Transformer Workshop 1 12
Total 10 152
Total Mirpur and Bhimber Districts 115 4126

Source: AJK Statistical Year Book 2018
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Annexure 5 - Economic Analysis Draft Feasibility/PC-I

Mirpur SEZ Project

Project Cost (Rs. Mil)

3,831.835 Original PC-I cost

Project Economic cost (Rs. (90% of
Mil) 3,448.651 cost)
Present Present Present
Capital Total Value Total Value Net Benefits Value Net
Year Cost O&M Cost Cost Costs Benefits Benefits  (cash flows) Benefits
0 3,448.651 3,448.651 3,448.651 - - (3,448.65)  (3,448.65)
1 - 2.507 2.507 2.238 363.350 324.420 360.843 322.18
2 2.898 2.898 2.310 1,330.960 1,061.033 1,328.062 1,058.723
3 3.290 3.290 2.342 1,208.328 860.064 1,205.038 857.722
4 3.685 3.685 2.342 836.244 531.448 832.559 529.106
5 4.081 4.081 2.316 478.372 271.441 474.291 269.125
6 4.285 4.285 2171 120.773 61.187 116.488 59.016
7 4.499 4.499 2.035 126.811 57.363 122.312 55.328
8 4.724 4.724 1.908 133.152 53.778 128.428 51.870
9 4.961 4.961 1.789 139.809 50.417 134.848 48.628
10 5.209 5.209 1.677 146.800 47.266 141.591 45.589
Total 3,448.7 40.139 3,488.790 3,469.779 4,884.599 3,318.416 1,395.809 (151.36)

Assumes, funds are available immediately Year O
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Sensitivity Analysis Summary results:

Breakeven:
Cost -4.36%
Benefit Cost or Benefit
Base Case Cost-10% +10% +10% +4.5613%
Discount Rate (Cost of
Capital) 12.00% 12.00% 12.00% 12.00% 12.00%
Benefit Cost Ratio (B/C) 0.956 1.063 1.052 0.869 1.000
IRR (Internal Rate of Return) 10.447% 14.185% 13.818% 7.268% 12.000%
Net Present Value (NPV) (151.363) 195.615 180.479 (498.34) 0.000
Check
NPV@IRR 0.000 OK
Salvage value 0% Rs. Mil
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Sensitivity Analysis:

NPV Costs
(151.363) 0.7 0.8 0.9 1 1.1 1.2 1.3
0.7 (105.95) (452.93) (799.91) (1,146.89) (1,493.87) (1,840.84) (2,187.82)
0.8 225.89 (121.09) (468.07) (815.05) (1,162.02) (1,509.00) (1,855.98)
0.9 557.73 210.75 (136.23) (483.20) (830.18) (1,177.16) (1,524.14)
% 1 889.57 542.59 195.62 (151.36) (498.34) (845.32) (1,192.30)
=
c
(]
m 1,221.4
1.1 1 874.43 527.46 180.48 (166.50) (513.48) (860.46)
1,553.2 1,206.2
1.2 5 8 859.30 512.32 165.34 (181.64) (528.61)
1,885.1 1,538.1
1.3 0 2 1,191.14 844.16 497.18 150.21 (196.77)
IRR Costs
10.45% 0.7 0.8 0.9 1 1.1 1.2 1.3
0.7 10.45% 6.04% 2.45% -0.56% -3.12% -5.34% -7.29%
0.8 15.23% 10.45% 6.55% 3.28% 0.51% -1.89% -3.99%
0.9 19.78% 14.64% 10.45% 6.94% 3.96% 1.39% -0.87%
v
b 1 24.15% 18.66% 14.19%  10.45% 7.27% 4.52% 2.12%
C
a
o 1.1 28.36% 22.53% 17.78%  13.82% 10.45% 7.54% 4.99%
1.2 32.42% 26.27% 21.26% 17.07% 13.52% 10.45% 7.76%
1.3 36.36% 29.90% 24.63% 20.23% 16.49% 13.26% 10.45%
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Benefits

BC
ratio

0.96
0.7
0.8
0.9

11
1.2
1.3

0.7
0.96
1.09
1.23
1.37
1.50
1.64

1.78

0.8
0.84
0.96
1.08
1.20
1.32
1.43

1.55

0.9
0.74
0.85
0.96
1.06
1.17
1.28
1.38

Costs

0.67
0.77
0.86
0.96
1.05
1.15

1.24

11
0.61
0.70
0.78
0.87
0.96
1.04

1.13

1.2
0.56
0.64
0.72
0.80
0.88
0.96

1.04

1.3
0.51
0.59
0.66
0.74
0.81
0.88

0.96
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Annexure 6 - Revised PC-| Costs

(Based on assumptions provided in Draft feasibility study/PC-l and information received from P&DD)

AJK Government (Costs Qty Unit Unit Rs Mil | Comments
External to SEZ) Cost
Rs Mil

Cost of 132KV transmission 12 Km 20.0 240.00 | Estimated based on recent tenders. Peak demand estimated @142.84 MW/day (or 14MW/hour). As a reference,

line double circuit to site Bong escape generates 84MW/hr and Mangla 1000 MW/hr. Bong power evacuation is through 132KV transmission
line coming from Mangla.

Sub stations 132/11KV to 1 LS 400.0 400.00 | LS, PC-I. One 132/11KV grid station with two 30/40MVA 132/11KV transformers (Detailed design report, mentions

door step of SEZ, as per both 1 & 3 grid stations). Depending on load as SEZ progresses may need one or two additional transformers.

SEZ Act

Road Network Improvement 22 Km 200.0 4,400.0 | Estimated based on recent costs for dualization to connect SEZ to Dina as proposed in draft PC-I.

to SEZ, dualization

Railway track up-gradation 5 Km - - | Does not appear feasible, abandoned track 2Km away (as the crow flies) is not directly accessible from SEZ. Costs
could be @500~700 million /km and up-gradation might involve track upto Dina and improvements at Dina to handle
cargo. Cost is not taken in draft PC-I and ignored in these revised estimates also.

Gas transmission line 30 Km 8.4 252.0 | Enhancement upto SEZ may be required. Rough cost estimate based on SNGPL upcoming construction activities

enhancement/extension avg/km, 30 Km assumed. Mirpur City Gas supply project cost in 2002 was Rs. 334 million and completed in over 10
years.

Construction of flood 8 Km 51.6 413.03 | Required as per feasibility study but no cost has been taken in the draft PC-I estimates. Hydrological Report

Protection bunds specifies height varying between 2 ~10.4 m. Two scenarios have been presented: 1) If only 2m high bund is made
@185 acres of site will be prone to flooding and cannot be utilized; 2) If 3.4m to 10.4 m high bund is made on both
sides of river channel, the natural river channel will be reduced, but SEZ area preserved. This option is stated to be
technically and economically unfeasible, but yet recommend in PC-l. Under scenario 2, a @8 Km length of flood
protection bunds will be required (based on PC-l maps). Cost/km estimated from average of tendered cost of
similar protection bunds. Approval from irrigation department may be required.

Land Acquisition & 4,608 0.769 3,543.55 | Costs not taken in PC-I, land costs estimated from http://ajksupremecourt.gok.pk/wp-content/

resettlement Kanals uploads/2017/04/Ramzan-Datt-Vs.-WAPDA-WAPDA-Vs.-Ramzan-Datt.pdf at 1.063/kanal. Costs provided by P&DD
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adjusted for 576 acres instead of reported 540 acres. Existing crusher plants, and farms, etc., would require
compensation.

Subtotal Rs. Mil (A)

9,248.58
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Internal MSEZ Development Costs Qty Unit | Unit Cost Rs Mil | Comments

(Developer/ Public Sector /PPP) Rs Mil

Internal Road & protection works 1,888.70 | PC-l, updated costs as intimated by P&DD

Waste water & Sewerage System 361.67 | PC-I, updated costs as intimated by P&DD

Water Supply System 205.38 | PC-I. Cost of one overhead tank has been taken in draft PC-I, while design report
provides for three. In addition, 24 tube wells are proposed, while costs have been
taken for only three tube wells in draft PC-1 estimates.

Water supply system - missing Overhead 2 1 29.8 40.90 | Cost of missing two reservoirs included. Cost per 150,000 gallons reservoir taken

Water reservoir costs from draft PC-I, updated costs as intimated by P&DD

Cost of remaining 21 tube wells 21 1 24.0 504.00 | Total 24 tube wells are proposed in PC-I however cost of only three tube wells has
been included. Depth proposed in design report is 155 meters while pumping m/c
cost estimates are based on depth of 28m. Total demand is estimated at 3.86 million
GPD, each tube well supplying 14,000 GPH.

RCC Bridges (4 Nos) 381.24 | PC-l, updated costs as intimated by P&DD

Electrification Works 128.49 | PC-I. Total Rs.180.3 Mil cost has been taken in draft PC-I, whereas details provided
are for 128.5 Mil.

Electrification works balance works 51.81 | PC-l. Complete details are not provided in PC-l. Assumed the balance is for the
proposed two additional transformers in PC-I.

Construction of RCC Retaining Wall 1 LS 80.06 | PC-I, details not provided; updated costs as intimated by P&DD

Administration & public buildings, mosque, 366,376. Sq.ft .003 1,099.13 | Proposed in PC-I, but no cost taken. Estimated population in SEZ 23,000 persons

clinic, vocational training center, fire brigade 8 with an estimated 15,000 direct jobs. Residential colony planned in SEZ but costs

station, residential area, motel etc., have not been included in draft PC-I.

Combined effluent Treatment Plant 1 LS 50.0 50.00 | Feasibility report identifies a CETP as requirement, however in PC-I, no costs have
been included. CEPT cost estimated from
https://www.thenews.com.pk/print/242644-Karachi-to-soon-get-5-combined-effluent-
treatment-plants

Solid Waste Management & Landfill site 1 1 15.57 15.57 | No costs have been included in PC-I. Land fill requirements have been identified in

the feasibility report (refer see para 4.3.1.2 para A & B, and page 2 of the Strategic
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Internal MSEZ Development Costs Qty Unit | Unit Cost Rs Mil | Comments

(Developer/ Public Sector /PPP) Rs Mil
Impact Assessment (SIA). Similarly, no plans or costs have been provided for Solid
Waste Management systems (pg 51 of SIA report).

Firefighting equipment, vehicles 1 1 50.0 50.00 | Assumption; Cost missing in PC-I

Gas piping installation internal network 1 LS 150.0 150.00 | PC-I, LS

Telecommunication internal network 1 LS 100.0 100.00 | PC-I, LS

Sub Total Developer Capital Costs Rs. Mil 5,107.48

(B)

Miscellaneous Development Costs

Yro Yrl

Phasing for internal civil works 41.84% 58.16%

Year wise costs 2,137.07 2,970.41

Escalation @ 6.5% on second year costs 6.50% 193.08

Subtotal Development costs including escalation Rs. Mil (C) 5,300.56

Consultancy charges % of (B) 3.00% 153.22

Advertisement costs 5.00 | Only Rs.500,000 have been taken in draft PC-I. This would hardly cover local
advertising in print media, while strategy mentions adverts, brochures, TV, etc. Cost
estimates revised.

Subtotal Rs. Mil (D) 5,458.78

Contingencies [Physical] on (B) 10% 510.75 | Contingencies were not included in draft PC-I

Salvage Value

Salvage value was not included in draft PC-l economic analysis.
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Total development cost within SEZ Rs. Mil (E) 5,969.53

Total development cost including external linkages, utilities etc., (A+E) 15,218.11

Economic costs for development within SEZ 0.9 5,372.58 | Used world price numeraire; standard conversion factor of 0.90, Refer ADB guide
estimation-project-costs-benefits-oct2013.pdf

Economic cost for SEZ including developing 0.9 13,696.30 | Used world price numeraire; standard conversion factor of 0.90, Refer ADB guide

linkages, utilities, etc.

estimation-project-costs-benefits-oct2013.pdf
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Annexure 7 - Reference sources for cost estimates

Electrical Transmission lines 132 KV
Average cost taken from various sources, adjusted for price escalation where applicable

https://www.usea.org/sites/default/files/event-/16-3-
14%20NTDC%20projects%20required%20Financing.pptx

NTDC Projects for which financing is required 16-3-2014.pptx, slide 9

https://www.thefreelibrary.com/132+KV+double+circuit+transmission+line+inaugurated. -
20453006572

https://www.thenews.com.pk/print/103448-Construction-of-grid-stations-transmission-lines-in-
progress

http://enggpost.com/cdwp-approves-18-projects/

Railways — cost /km derived from:

https://tribune.com.pk/story/2028965/2-imf-deal-overshadows-cpecs-ml-railway-project/

http://cpec.gov.pk/project-details/30

Gas transmission lines, upcoming projects

https://www.sngpl.com.pk/web/page.jsp?pgids=521&pgname=PAGES NAME a&secs=ss7xa8520
p845&cats=ct456712337&artcl=artuyh709123465

Land Acquisition & Resettlement

http://ajksupremecourt.gok.pk/wp-content/uploads/2017/04/Ramzan-Datt-Vs.-WAPDA-WAPDA-
Vs.-Ramzan-Datt.pdf

Cost of water source development and additional tube-wells

Derived from PC-I| estimates

Cost of flood protection bund
Average costs with escalation used from

www.irispunjab.gov.pk:8088/ltems/MTDF/Irrigation%202017-2018.pdf

ADP 8197, 8106, 8093; Irrigation 2017-2018.pdf

https://www.adb.org/sites/default/files/project-documents/.../49038-001-iee-02.pdf

http://www.pndpunjab.gov.pk/node/1619
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Combined Effluent Treatment Plant

https://www.thenews.com.pk/print/242644-Karachi-to-soon-get-5-combined-effluent-treatment-
plants

CETP O&M costs: Greater Karachi Sewerage Plan 2007-2011.pdf

Landfill Site Development

https://www.dawn.com/news/1253061/first-sanitary-landfill-site-operational-in-lahore
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Annexure 8 - Revised Cost & Revenue Estimates

Table A-7 1: Market prices for lease/sale of industrial plots

Type Location Size (Kanals) Price Rs. Price/Kanal

‘000
Industrial plot Sangjani 2.40 20,000,000 8,333
Industrial plot Guijrat 5.00 30,000,000 6,000
Industrial plot Gujrat 2.60 28,000,000 10,769
Industrial plot Gujrat 14.50 8,550,000 590
Industrial plot Gujrat 2.00 50,000,000 25,000
Industrial plot Bhimber 7.00 15,000,000 2,143
Industrial plot Gujar Khan 82.00 80,000,000 976
Industrial plot Gujar Khan 73.00 | 219,000,000 3,000
Industrial plot Gujranwala 4.00 36,000,000 9,000
Industrial plot Gujranwala 1.00 9,000,000 9,000
Industrial plot Gujranwala 0.80 9,000,000 11,250
Industrial plot Gujranwala 0.45 5,000,000 11,111
Industrial plot Gujranwala 1.00 5,500,000 5,500
Industrial plot Rawat 2.00 12,000,000 6,000
Industrial plot Rawat 4.00 30,000,000 7,500
Industrial plot Jhelum 90.00 | 100,000,000 1,111
Industrial plot Jhelum 80.00 | 280,000,000 3,500
Industrial plot Jhelum 50.00 | 100,000,000 2,000
Industrial plot Jhelum 1.00 2,000,000 2,000
Industrial plot Sialkot 3.55 23,075,000 6,500
Industrial plot Rawat 5.00 65,000,000 13,000
Industrial plot Rawat 2.00 25,000,000 12,500
Industrial plot Rawat 4.00 18,000,000 4,500
Industrial plot Rawat 2.00 17,000,000 8,500
Industrial plot Gujrat 1.10 12,000,000 10,909
Industrial plot Gujrat 1.00 12,500,000 12,500
Industrial plot Gujrat 12.00 | 100,000,000 8,333

76 Online market survey zameen.com and Olx.com
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Industrial plot Gujrat 11.50 | 105,000,000 9,130
Industrial plot Gujrat 2.00 30,000,000 15,000
Industrial plot Gujrat 0.80 15,000,000 18,750
Industrial plot Jhelum 18.5 | 140,000,000 7,568
Industrial plot Humak Industrial Estate 5 67,500,000 13,500
Industrial plot Humak Industrial Estate 6.7 | 111,000,000 16,567
Table A-7 2: Market prices for lease/sale of commercial plots and spaces
Type Location Area Price | Pricel sq Size Price/
sq ft ft in Marla
Marlas ‘000
Grey structure Bahria 365 8,700,000 23,836 1.34 6,489
commercial Enclave
Grey structure Bahria 465 7,900,000 16,989 1.71 4,625
commercial Enclave
Grey structure Bahria 439 8,700,000 19,818 1.61 5,395
commercial Enclave
Grey structure Bahria 541 | 14,600,000 26,987 1.99 7,347
commercial Enclave
Grey structure Bahria 320 | 19,000,000 59,375 1.18 16,165
commercial Enclave
Grey structure Bahria 210 8,000,000 38,095 0.77 10,371
commercial Enclave
Undeveloped Plot Bhimber 5,445 | 50,000,000 9,183 | 20.00 2,500
Grey space shopping | DHA 480 | 14,400,000 30,000 1.76 8,168
Mall
Grey space shopping | DHA 213 9,585,000 45,000 0.78 12,251
Mall
Grey space shopping | DHA 226 | 10,200,000 45,133 0.83 12,287
Mall
Grey space shopping | DHA 214 8,560,000 40,000 0.79 10,890
Mall
Grey space shopping | DHA 264 | 15,800,000 59,848 0.97 16,294
Mall
Undeveloped Plot DHA Tulip 1,089 4,000,000 3,673 4.00 1,000
Valley
Undeveloped Plot Dinga 2,450 4,500,000 1,837 9.00 500
Undeveloped Plot Gujar Khan 5,445 2,200,000 404 | 20.00 110
Undeveloped Plot Gujar Khan 2,723 2,300,000 845 | 10.00 230
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Type Location Area Price | Price/ sq Size Price/
sq ft ft in Marla
Marlas ‘000
Undeveloped Plot Gujar Khan 47,500,000 2,908 | 60.00 792
16,335
Undeveloped Plot Gujranwala 98,000,000 5,142 | 70.00 1,400
19,058
Undeveloped Plot Gujranwala 2,450 5,000,000 2,041 9.00 556
Undeveloped Plot Gujrat 3,675 | 18,225,000 4959 | 13.50 1,350
Undeveloped Plot Gujrat 545 2,000,000 3,673 2.00 1,000
Undeveloped Plot Gujrat 7,623 | 33,600,000 4,408 | 28.00 1,200
Grey Structure Gulberg Green 188 1,504,000 8,000 0.69 2,178
Grey Structure Gulberg Green 167 1,375,688 8,238 0.61 2,243
Grey Structure Gulberg Green 208 2,340,000 11,250 0.76 3,063
Grey Structure Gulberg Green 180 7,200,000 40,000 0.66 10,890
Grey Structure Gulberg Green 218 8,720,000 40,000 0.80 10,890
Grey Structure Gulberg Green 285 9,120,000 32,000 1.05 8,712
Grey Structure Gulberg Green 285 | 11,400,000 40,000 1.05 10,890
Undeveloped Plot Hafizabad 7,000,000 643 | 40.00 175
10,890
Undeveloped Plot Islamabad 1,089 | 22,500,000 20,661 4.00 5,625
Emaar
Undeveloped Plot Jhelum 1,089 560,000 514 4.00 140
Undeveloped Plot Jhelum 2,723 2,000,000 735 | 10.00 200
Undeveloped Plot Jhelum 5,445 | 15,000,000 2,755 | 20.00 750
Undeveloped Plot Jhelum 1,089 8,550,000 7,851 4.00 2,138
Undeveloped Plot Jhelum 1,361 9,000,000 6,612 5.00 1,800
Undeveloped Plot Kharian 18,000,000 1,653 | 40.00 450
10,890
Undeveloped Plot Kharian 5,445 | 10,000,000 1,837 | 20.00 500
Undeveloped Plot Kharian 3,673 1,000
35,393 | 130,000,00 130.00
0
Undeveloped Plot Kharian 4,775 1,300
33,215 | 158,600,00 122.00
0
Undeveloped Plot Kharian 3,812 | 30,000,000 7,871 14.00 2,143
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Type Location Area Price | Price/ sq Size Price/
sq ft ft in Marla
Marlas ‘000
Undeveloped Plot Lalamusa 52,000,000 735 200
70,785 260.00
Undeveloped Plot Lalamusa 1,361 1,150,000 845 5.00 230
Undeveloped Plot Lalamusa 34,500,000 905 246
38,115 140.00
Undeveloped Plot Lalamusa 1,634 1,820,000 1,114 6.00 303
Undeveloped Plot Lalamusa 2,296 625
87,120 | 200,000,00 320.00
0
Undeveloped Plot Lalamusa 56,000,000 2,571 80.00 700
21,780
Undeveloped Plot Mangla, Dina 50,000,000 1,837 500
27,225 100.00
Undeveloped Plot Mangla, Dina 898 5,000,000 5,565 3.30 1,515
Undeveloped Plot Mirpur 5,445 | 12,000,000 2,204 | 20.00 600
Undeveloped Plot Mirpur 5,445 | 22,500,000 4,132 | 20.00 1,125
Undeveloped Plot Mirpur 1,361 450,000 331 5.00 90
Undeveloped Plot Rawat 3,267 9,000,000 2,755 | 12.00 750
Undeveloped Plot Sialkot 6,000,000 367 | 60.00 100
16,335
Table A-7 3: Management & Operation costs
Description Per month/ Qty Rs /month
person or
unit
Security Services, 3/ location each shift, 3 shifts @6 30,000 54 1,620,000
locations + transport, uniforms etc
SEZ Admin staff 84,583 12 1,015,000
SEZ Estate management staff 93,929 14 1,315,000
Fire & emergency services, 4 persons, 3 shifts 50,227 22 1,105,000
CE Treatment Plant O& M @5% Cap Cost 208,333 1 208,333
Admin building operations - utilities, support staff, 1,660,000 1 1,660,000
transport vehicles, furnishing etc
Staff Housing & facilities maintenance 5,000 102 510,000
Sub Total 7,433,333
M&O charges overheads (to cover Misc, one window operations, customs etc.,) 10%
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Description Per month/ Qty Rs /month
person or
unit
743,333
Total per month 8,176,667
Total per annum 98,120,000
Table A-7 4: SEZ Administration staff costs
Post Qty Salary/ | Rs/ month
month
Chief Administration 1 175,000 175,000
Deputy Chief / planning 1 150,000 150,000
Accountant 2 75,000 150,000
Evaluations 3 90,000 270,000
Documentation Control 2 75,000 150,000
Support 3 40,000 120,000
12 1,015,000

Table A-7 5: SEZ Estate management staff

Post Qty | Salary/mont Total Rs/ month
h

EM Services head 1 175,000 175,000

Dy EM Services / planning 1 150,000 150,000

EMP officer 1 110,000 110,000

Documentation Controller 2 75,000 150,000

Engineers (Elec, Mech, Civil, Public 4 115,000 460,000

Health etc.,)

Accounts 2 75,000 150,000

Support 3 40,000 120,000
14 1,315,000
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Table A-7 6: Fire and EMS services staff

Post Qty Salary/ Total Rs/ month
month
Chief Fire and EMS 1 100,000 100,000
Medical officer 2 90,000 180,000
Para medical nurses/staff 4 50,000 200,000
Fire Chief 1 65,000 65,000
Firemen 12 40,000 480,000
Support 2 40,000 80,000
22 1,105,000
Table A-7 7: Administration office expenses
Description Qty Cost/ Total Rs/
month month
Furnishings & equipment (depreciated cost 1 50,000 50,000
over 5 years)
Utilities 1 100,000 100,000
Support Staff 4 40,000 160,000
Transport Pool vehicles (leased) 14 100,000 1,400,000
19 1,660,000
Table A-7 8: Water supply O&M costs
Description Tube- Cost / Rs/
wells month Annum
For one tube-well (PC-I, power cost) 1 20,500 246,000
Overheads Operators & Maintenance/month 1 51,250 615,000
etc.,
Total cost/ tube-well 1 71,750 861,000
Total /annum phase | +ll (24 pumping 24 20,664,000
stations)
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Table A-7 9: Common area and SEZ maintenance costs

Description Resour | Resour Cost Total/
ce cost | ce/acre lacre/ month
month
Horticulture/ Floriculture & 25,000 0.10 2,500 421,250
Landscaping
Solid Waste collection including 25,000 0.10 2,500 1,440,000
transport, disposal etc.,
Electric - street and other lighting 2,500 1 2,500 1,440,000
Water Supply - common areas only 426 1 426 71,750
(assumed one cost of tube-well/
annum for common areas)
Roads and other 5,000 1 5,000 551,500
Drains, lights, etc., 1,000 1 1,000 110,300
Sub Total 13,926 4,034,800
Overheads 10% 403,480
Total per month 4,438,280
Total per annum 53,259,360
Table A-7 10: Other costs - Vocational institute & truck terminal
Training Facility Trainees/ Cost/ | Total Rs./ Rs./
month month/ Month Annum
trainee
Operating Expenses (staff, overheads, 500 500 250,000
materials etc) 3,000,00
0
PC-I: Capacity 500 persons/month, phasing as per land sales
Truck terminal Slots Cost/ per Days Rs.
day /Annum
50 slots (PC-I) 50 330 360
5,940,00
0
Total
8,940,00
0

as per land sales

Note: 50 truck slots.15 staff for operations @30,000 per month/staff + 10% overheads. Phasing
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Table A-7 11: Revenues (Service charges) @ 5% on O&M costs

Revenue from Management & Operations charges % 98,120,000 5%
over cost 103,026,00
0

Revenue from water supply % over cost 20,664,000 5%

21,697,200
Revenue from CAM & SEZ Maintenance % over costs 53,259,360 5%

55,922,328
SEZ Electrical Charges - Direct metering of individual
industries, no revenue
Revenue from training and truck terminal % over cost 8,940,000 5% 9,387,000

Table A-7 12: Covered area estimates of public areas/amenities in SEZ

Kanal
Land Use Plan (Draft PC-I) Acres ) E; % Covered | @Covered area sq. ft
Trucking terminal 6.32 50.56 20% 55,060.0
SEZ office 1.92 15.36 50% 41,817.8
Vocational Training Institute 2.51 20.08 60% 65,601.6
Filling station 1.24 9.92 0% -
Mosques 1.24 9.92 60% 32,408.8
Rescue / Emergency Services 1.15 9.2 30% 15,028.3
Fire brigade 4.18 33.44 30% 54,624.4
CE Treatment plant 711 56.88 -
Grid Station 798 | 63.84 -
Motel 0.41 3.28 100% 17,859.7
Green belt 241 | 19.28 -
Total 36.47 | 291.76 282,400.5
Residential Colony @240 SEZ staff 7.56 | 60.48 25.5% 83,975.3
Total Covered Area 366,375.8
Table A-7 13: Landfill cost estimate
Landfill site (based on Lahore project, 2250 tons/day) MSEZ Landfill
Hectare Cost Rs. | Cost/Hecta Development | Assumed area
s Mil re Acres cost/ Ac | Ac Total cost
128.49
52 1000 19.231 2 7.783 2.00 15.57

159 | Page




Annexure 9 - Revised PC-I/Economic Analysis — A developer’s perspective

Scenario 1: SMEZ Internal Development — A Developer’s Perspective

Revenues Costs Cash flows
Year Land Water 0&M Total PV Rev | Capex Water 0&M Salvage Total PV Costs Net Cash PV Cash
sales/leases supply Rev Supply Value Cost flows Flows
0 - - - - 2’2492 - - 2,247.99 2,247.99 (2,247.99) (2,247.99)
3,124.
1 863.00 2.71 16.83 882.55 787.99 58 2.583 | 16.032 3,143.20 2,806.43 (2,260.65) (2,018.44)
3,631.2
2 4,315.00 13.56 101.00 | 4,429.56 5 12.92 96.19 109.11 86.98 4,320.45 3,444.24
1,337.2
3 1,726.00 18.08 134.67 | 1,878.75 6 17.22 | 128.26 145.48 103.55 1,733.27 1,233.71
1,217.6
4 1,726.00 21.70 168.34 | 1,916.03 7 20.66 | 160.32 180.98 115.02 1,735.05 1,102.65
5 21.70 168.34 190.03 107.83 20.66 | 160.32 180.98 102.69 9.05 5.13
6 21.70 168.34 190.03 96.28 20.66 | 160.32 180.98 91.69 9.05 4.58
7 21.70 168.34 190.03 85.96 20.66 | 160.32 180.98 81.87 9.05 4.09
8 21.70 168.34 190.03 76.75 20.66 | 160.32 180.98 73.10 9.05 3.65
9 21.70 168.34 190.03 68.53 20.66 | 160.32 180.98 65.26 9.05 3.26
10 21.70 168.34 190.03 61.19 20.66 | 160.32 180.98 58.27 9.05 291
11 21.70 168.34 190.03 54.63 20.66 | 160.32 180.98 52.03 9.05 2.60
12 21.70 168.34 190.03 48.78 20.66 | 160.32 180.98 46.45 9.05 2.32
13 21.70 168.34 190.03 43.55 20.66 | 160.32 180.98 41.48 9.05 2.07
14 21.70 168.34 190.03 38.88 20.66 | 160.32 180.98 37.03 9.05 1.85
15 21.70 168.34 190.03 34.72 | 644.71 20.66 | 160.32 825.69 150.85 (635.66) (116.13)
16 21.70 168.34 190.03 31.00 | 967.06 20.66 | 160.32 1,148.05 187.27 (958.02) (156.27)
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17 21.70 168.34 190.03 27.68 20.66 | 160.32 180.98 26.36 9.05 1.32
18 21.70 168.34 190.03 24.71 20.66 160.32 180.98 23.54 9.05 1.18
19 21.70 168.34 190.03 22.06 20.66 | 160.32 180.98 21.01 9.05 1.05
20 21.70 168.34 190.03 19.70 20.66 160.32 180.98 18.76 9.05 0.94
21 21.70 168.34 190.03 17.59 20.66 | 160.32 180.98 16.75 9.05 0.84
22 21.70 168.34 190.03 15.70 20.66 160.32 180.98 14.96 9.05 0.75
23 21.70 168.34 190.03 14.02 20.66 | 160.32 180.98 13.35 9.05 0.67
24 21.70 168.34 190.03 12.52 20.66 | 160.32 180.98 11.92 9.05 0.60
(1,968.0
25 21.70 168.34 190.03 11.18 20.66 | 160.32 (2,149.03) 5) (115.77) 2,158.08 126.95
8,629.99 511.69 3‘955'2 13‘0973 7’787'3 6’98;5' 487.33 3’76570' (2,149.03) 9,090.15 6,378.86 4,007.41 1,408.53
NPV IRR B/C ratio
1,408.53 29.226 1.221

%
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Scenario 1: Base Case Sensitivity Analysis

NPV Cost factor
1,408.53 0.700 0.800 0.900 1.000 1.100 1.200 1.300 1.400 1.500 1.600 1.700
0.700 986 348  (290)  (928) (1,566) (2,203) (2,841) (3,479) (4,117) (4,755) (5,393)
® 0.800 1,765 1,127 489 (149) (787) (1,425) (2,063) (2,700) (3,338) (3,976) (4,614)
§ 0.900 2,543 1,906 1,268 630 (8) (646) (1,284) (1,922) (2,560) (3,198) (3,835)
g 1.000 3,322 2,684 2,046 1,409 771 133 (505) (1,143) (1,781) (2,419) (3,057)
% 1.100 4,101 3,463 2,825 2,187 1,549 911 274 (364) (1,002) (1,640) (2,278)
% 1.200 4,880 4,242 3,604 2,966 2,328 1,690 1,052 414 (223) (861) (1,499)
§ 1.300 5,658 5,021 4,383 3,745 3,107 2,469 1,831 1,193 555 (83) (720)
'% 1.400 6,437 5,799 5,161 4,523 3,886 3,248 2,610 1,972 1,334 696 58
1.500 7,216 6,578 5,940 5,302 4,664 4,026 3,389 2,751 2,113 1,475 837
IRR Cost factor
29.23% 0.700 0.800 0.900 1.000 1.100 1.200 1.300 1.400 1.500 1.600 1.700
0.700 29.2% 18.0% 7.0% 0.3% -2.4% -4.0% -5.1% -5.8% -6.4% -6.9% -7.3%
° 0.800 40.4% 29.2% 19.4% 9.7% 2.1% -1.3% -3.1% -4.3% -5.2% -5.8% -6.4%
qcz 0.900 50.8% 39.1% 29.2% 20.5% 11.9% 4.0% -0.1% -2.2% -3.6% -4.5% -5.3%
% 1.000 60.8% 48.3% 38.0% 29.2% 21.3% 13.6% 6.1% 1.2% -1.3% -2.8% -3.9%
% 1.100 70.5% 57.1% 46.3% 37.1% 29.2% 22.0% 15.0% 8.0% 2.6% -0.3% -2.1%
g 1.200 79.9% 65.7% 54.2% 44.6% 36.4% 29.2% 22.6% 16.2% 9.7% 4.0% 0.7%
‘g 1.300 89.1% 74.0% 61.9% 51.8% 43.3% 35.9% 29.2% 23.1% 17.2% 11.2% 5.6%
% 1.400 98.1% 82.2% 69.4% 58.8% 49.9% 42.2% 35.4% 29.2% 23.5% 18.0% 12.5%
1.500 107.0% 90.2% 76.8% 65.7% 56.3% 48.3% 41.2% 34.9% 29.2% 23.9% 18.8%
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=more Revenue

Higher factor

B/C

1.22

0.700

0.800

0.900

1.000

1.100

1.200

1.300

1.400

1.500

0.700

1.22

1.40

1.57

1.74

1.92

2.09

2.27

2.44

2.62

0.800

1.07

1.22

1.37

1.53

1.68

1.83

1.98

2.14

2.29

0.900

0.95

1.09

1.22

1.36

1.49

1.63

1.76

1.90

2.03

1.000

0.85

0.98

1.10

1.22

1.34

1.46

1.59

1.71

1.83

1.100

0.78

0.89

1.00

111

1.22

1.33

1.44

1.55

1.66

Cost factor

1.200

0.71

0.81

0.92

1.02

1.12

1.22

1.32

1.42

1.53

1.300

0.66

0.75

0.85

0.94

1.03

1.13

1.22

131

1.41

1.400

0.61

0.70

0.78

0.87

0.96

1.05

1.13

1.22

131

1.500

0.57

0.65

0.73

0.81

0.90

0.98

1.06

1.14

1.22

1.600

0.53

0.61

0.69

0.76

0.84

0.92

0.99

1.07

1.14

1.700

0.50

0.57

0.65

0.72

0.79

0.86

0.93

1.01

1.08
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higher factor = more Rev

NPV
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3,074
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0.85

808

1,19

1,58

1,97

2,36

2,75

3,14
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0.90

489

878

1,268

1,657

2,046

2,436

2,825

3,215

3,604

3,993

0.95

170

559

949

1,33

1,72

2,11

2,50

2,89

3,28

3,67

1.00

(149)

240

630

1,019

1,409

1,798

2,187

2,577

2,966

3,355

Cost Factor

1.05

(468)

(79)

311

700

1,090

1,479

1,868

2,258

2,647

3,036

1.10

(787)

(397)

®)

381

771

1,16

1,54

1,93

2,32

2,71

1.15

(1,106
)
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452

841

1,230

1,620

2,009
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(1,425

)

(1,035
)
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(257)

133

522

911
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(1,744
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(965)
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203

593

982
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1.30

5,021
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2

4,383
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4

3,745

3,426

3,10
7

2,788

2,469

2,150

1,831
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Scenario 1: Sample monte carlo simulation result - revenues decrease by 0.969, cost increases by 1.047

Sample Result - NPV, IRR and B/C [Monte Carlo Simulation]

NPV 872.10
IRR 22.881%
NPV check @IRR = 0.00
B/C ratio 1.131
Probability of loss 3.62%

Year Total PV Total PV Net Cash | PV Cash flows
Revenu | Revenue Cost Costs flows
es s
0 - - | 2,352.57 (2,352.57) (2,352.57)
2,352.57
1 855.38 763.73 | 3,289.42 (2,434.04) (2,173.25)
2,936.98
2 3,422.53 114.18 91.03 4,179.04 3,331.50
4,293.22
3 1,296.10 152.24 108.36 1,668.68 1,187.73
1,820.92
4 1,180.19 189.40 120.37 1,667.65 1,059.82
1,857.06
5 184.18 104.51 189.40 107.47 (5.22) (2.96)
6 184.18 93.31 189.40 95.96 (5.22) (2.64)
7 184.18 83.32 189.40 85.68 (5.22) (2.36)
8 184.18 74.39 189.40 76.50 (5.22) (2.11)
9 184.18 66.42 189.40 68.30 (5.22) (1.88)
10 184.18 59.30 189.40 60.98 (5.22) (1.68)
11 184.18 52.95 189.40 54.45 (5.22) (1.50)
12 184.18 47.28 189.40 48.61 (5.22) (1.34)
13 184.18 42.21 189.40 43.41 (5.22) (1.20)
14 184.18 37.69 189.40 38.76 (5.22) (2.07)
15 184.18 33.65 864.10 157.87 (679.92) (124.22)
16 184.18 30.04 | 1,201.45 195.98 (1,017.27) (165.94)
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17 184.18 26.83 | 189.40 27.59 (5.22) (0.76)
18 184.18 2395 | 189.40 24.63 (5.22) (0.68)
19 184.18 2138 | 189.40 21.99 (5.22) (0.61)
20 184.18 19.09 | 189.40 19.63 (5.22) (0.54)
21 184.18 17.05 | 189.40 17.53 (5.22) (0.48)
22 184.18 1522 | 189.40 15.65 (5.22) (0.43)
23 184.18 1359 | 189.40 13.98 (5.22) (0.39)
24 184.18 12.13 | 189.40 12.48 (5.22) (0.34)
25 184.18 10.83 2,243.78 131.99

(2,059.6 | (121.15)

0)

754769 9,513.01 3,181.41 872.10

12,694.4 6,675.59

2
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Annexure 1 - Revised PC-I/Economic Analysis — Overall MSEZ Costs
Scenario 2: SMEZ Overall project costs - Government’ perspective

Revenues Costs Cash flows
Year Land Water O&M Total PV Rev Capex Water O&M Salvage Total PV Costs | Net Cash flows | PV Cash Flows
sales/leases supply Rev Supply Value Cost
0 - - - - 5,730.81 - - 5,730.81 5,730.81 (5,730.81) (5,730.81)
1 2,120.95 2.71 16.83 7,965.50 2.583 16.032 7,984.11 7,128.67 (5,843.61) (5,217.51)
2,140.50 | 1,911.16
2 10,604.76 13.56 | 101.00 12.92 96.19 109.11 86.98 10,610.22 8,458.40
10,719.3 | 8,545.38
2
3 4,241.90 18.08 134.67 17.22 128.26 145.48 103.55 4,249.18 3,024.48
4,394.65 | 3,128.03
4 4,241.90 21.70 | 168.34 20.66 160.32 180.98 115.02 4,250.95 2,701.56
4,431.94 | 2,816.58
5 21.70 | 168.34 190.03 107.83 20.66 160.32 180.98 102.69 9.05 5.13
6 21.70 | 168.34 190.03 96.28 20.66 160.32 180.98 91.69 9.05 4.58
7 21.70 | 168.34 190.03 85.96 20.66 160.32 180.98 81.87 9.05 4.09
8 21.70 | 168.34 190.03 76.75 20.66 160.32 180.98 73.10 9.05 3.65
9 21.70 | 168.34 190.03 68.53 20.66 160.32 180.98 65.26 9.05 3.26
10 21.70 | 168.34 190.03 61.19 20.66 160.32 180.98 58.27 9.05 291
11 21.70 | 168.34 190.03 54.63 20.66 160.32 180.98 52.03 9.05 2.60
12 21.70 | 168.34 190.03 48.78 20.66 160.32 180.98 46.45 9.05 2.32
13 21.70 | 168.34 190.03 43.55 20.66 160.32 180.98 41.48 9.05 2.07
14 21.70 | 168.34 190.03 38.88 20.66 160.32 180.98 37.03 9.05 1.85
15 21.70 | 168.34 190.03 34.72 1,643.56 20.66 160.32 1,824.54 333.34 (1,634.51) (298.62)
16 21.70 | 168.34 190.03 31.00 2,465.33 20.66 160.32 2,646.32 431.67 (2,456.29) (400.67)
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17 21.70 | 168.34 190.03 27.68 20.66 160.32 180.98 26.36 9.05 1.32
18 21.70 168.34 190.03 24.71 20.66 160.32 180.98 23.54 9.05 1.18
19 21.70 | 168.34 190.03 22.06 20.66 160.32 180.98 21.01 9.05 1.05
20 21.70 168.34 190.03 19.70 20.66 160.32 180.98 18.76 9.05 0.94
21 21.70 | 168.34 190.03 17.59 20.66 160.32 180.98 16.75 9.05 0.84
22 21.70 168.34 190.03 15.70 20.66 160.32 180.98 14.96 9.05 0.75
23 21.70 | 168.34 190.03 14.02 20.66 160.32 180.98 13.35 9.05 0.67
24 21.70 | 168.34 190.03 12.52 20.66 160.32 180.98 11.92 9.05 0.60
25 21.70 | 168.34 190.03 11.18 20.66 160.32 (5,478.52) (311.62) 5,487.57 322.80
(5,297.54
)
21,209.52 511.69 487.33 (5,478.52) 14,414.94 9,095.59 2,899.45
3,955.8 25,677.0 17,3144 17,805.19 3,767.5 16,581.5
8 9 0 0 0
NPV IRR B/C
ratio
2,899.45 26.267% 1.201
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Scenario 2: Base case sensitivity analysis

NPV Cost factor
2,899 0.700 0.800 0.900 1.000 1.100 1.200 1.300 1.400 1.500 1.600 1.700
0.700 2,030 588 (853) (2,295) (3,736) (5,178) (8,061) (9,502) (12,385)
(6,619) (10,944)
0.800 3,761 2,320 878 (563) (2,005) (3,446) (6,329) (7,771) (9,212) (10,654)
(4,888)
o 0.900 5,492 4,051 2,610 1,168 (273) (1,715) (4,598) (6,039) (7,481) (8,922)
2 (3,156)
g
& 1.000 7,224 5,782 4,341 2,899 1,458 16 (2,867) (4,308) (5,750) (7,191)
o (1,425)
g
" 1.100 8,955 7,514 6,072 4,631 3,189 1,748 306 (1,135) (2,577) (4,018) (5,460)
S
‘g 1.200 10,687 9,245 7,804 6,362 4,921 3,479 2,038 596 (845) (2,287) (3,728)
E 1.300 12,418 9,535 8,094 6,652 5,211 3,769 2,328 886 (555) (2,997)
2 10,977
T
1.400 14,150 9,825 8,384 6,942 5,501 4,059 2,618 1,176 (265)
12,708 11,267
1.500 15,881 11,557 10,115 8,674 7,232 5,791 4,349 2,908 1,466
14,440 12,998
IRR Cost factor
26.27% 0.700 0.800 0.900 1.000 1.100 1.200 1.300 1.400 1.500 1.600 1.700
0.700 26.3% 15.9% 7.1% 2.1% -0.3% -1.7% -2.6% -3.3% -3.8% -4.2% -4.6%
© 0.800 36.9% 26.3% 17.1% 9.0% 3.5% 0.7% -0.9% -1.9% -2.7% -3.3% -3.7%
)}
§ 0.900 46.8% 35.6% 26.3% 18.1% 10.7% 5.0% 1.7% -0.1% -1.3% -2.1% -2.8%
[0}
% 1.000 56.3% 44.3% 34.6% 26.3% 18.9% 12.1% 6.4% 2.8% 0.7% -0.6% -1.6%
5]
1S 1.100 65.5% 52.8% 42.4% 33.8% 26.3% 19.5% 13.3% 7.7% 3.9% 1.5% 0.0%
1"
g 1.200 74.6% 61.0% 50.0% 40.9% 33.1% 26.3% 20.1% 14.3% 9.0% 5.0% 2.4%
©
E 1.300 83.4% 69.0% 57.3% 47.7% 39.6% 325% 26.3% 20.5% 15.1% 10.1% 6.0%
<
% 1.400 92.0% 76.8% 64.5% 54.4% 45.9% 38.5% 32.1% 26.3% 20.9% 15.9% 11.2%
1.500 100.5% 84.5% 71.6% 61.0% 52.0% 44.3%  37.6% 31.7% 26.3% 21.3% 16.5%
B/C Cost factor
1.20 0.700 0.800 0.900 1.000 1.100 1.200 1.300 1.400 1.500 1.600 1.700
0.700 1.20 1.05 0.93 0.84 0.76 0.70 0.65 0.60 0.56 0.53 0.49
© 0.800 1.37 1.20 1.07 0.96 0.87 0.80 0.74 0.69 0.64 0.60 0.57
>S5
§ 0.900 1.54 1.35 1.20 1.08 0.98 0.90 0.83 0.77 0.72 0.68 0.64
[0}
% 1.000 1.72 1.50 1.33 1.20 1.09 1.00 0.92 0.86 0.80 0.75 0.71
1<)
S 1.100 1.89 1.65 1.47 1.32 1.20 1.10 1.02 0.94 0.88 0.83 0.78
1"
g 1.200 2.06 1.80 1.60 1.44 1.31 1.20 1.11 1.03 0.96 0.90 0.85
©
5 1.300 2.23 1.95 1.73 1.56 1.42 1.30 1.20 1.12 1.04 0.98 0.92
<
-% 1.400 2.40 2.10 1.87 1.68 1.53 1.40 1.29 1.20 1.12 1.05 0.99
1.500 2.57 2.25 2.00 1.80 1.64 1.50 1.39 1.29 1.20 1.13 1.06
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Scenario 2: Sample monte carlo simulation result - revenues decrease by 0.984, cost increases by 1.1774

Sample Result: NPV, IRR and B/C [Monte Carlo Simulation]

NPV 61.01
IRR 12.279%
NPV check @IRR = 0.00
B/C ratio 1.004
Probability of loss 5.06%

vea | 0w PV Total PV Net Cash | v Net
Revenu Revenu cash
r Cost Costs flows
es es flows

0 - - 6’747'411 6,747.14 | (6,747.14) (6’747'1A;
1 2,105.63 | 1,880.03 9’400'2 8,392.91 | (7,294.43) (6‘512'8?
2 10’544; 8,406.20 128.46 102.40 | 10,416.28 | 8,303.79
3 4,323.08 | 3,077.08 171.28 121.91 4,151.80 2,955.17
4 4,359.75 | 2,770.70 213.08 135.42 4,146.67 | 2,635.29
5 186.94 106.07 | 213.08 120.91 (26.14) (14.83)
6 186.94 94.71 213.08 107.95 (26.14) (13.24)
7 186.94 84.56 213.08 96.39 (26.14) (11.83)
8 186.94 75.50 213.08 86.06 (26.14) (10.56)
9 186.94 67.41 | 213.08 76.84 (26.14) (9.43)
10 186.94 60.19 213.08 68.61 (26.14) (8.42)
11 186.94 53.74 213.08 61.26 (26.14) (7.52)
12 186.94 47.98 213.08 54.69 (26.14) (6.71)
13 186.94 42.84 213.08 48.83 (26.14) (5.99)
14 186.94 38.25 213.08 43.60 (26.14) (5.35)
15 186.94 34.15 2’148'1 392.45 | (1,961.18) (358.30)
16 186.94 30.49 3’115'2 508.23 | (2,928.70) (477.73)
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17 186.94 27.23 | 213.08 31.03 (26.14) (3.81)
18 186.94 2431 | 213.08 27.71 (26.14) (3.40)
19 186.94 21.70 | 213.08 24.74 (26.14) (3.04)
20 186.94 19.38 | 213.08 22.09 (26.14) 2.71)
21 186.94 17.30 | 213.08 19.72 (26.14) (2.42)
22 186.94 15.45 | 213.08 17.61 (26.14) (2.16)
23 186.94 13.79 | 213.08 15.72 (26.14) (1.93)
24 186.94 12.32 | 213.08 14.04 (26.14) 1.72)
25 186.94 11.00 (6'237;8 (366.88) | 6,423.97 377.88

25,258.2 17,032.3 19,52127. 16,971.2 5.736.71 6101

higher factor = more Rev

NPV
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5,932
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4,490

1.30

(4,888

(4,022

(3,156

(2,291

(1,425

(559)

306

1,172

2,038

2,904

3,769
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Annexure 10 - Evaluation of SEZ Mirpur Using the ADB toolkit

SPECIAL ECONOMIC ZONE (SEZ) ASSESSMENT FRAMEWORK TOOL

GENERAL INSTRUCTIONS

INPUT CELLS

Please read and note the following instructions:

1) This tool requires inputs in the orange shaded cells

2) User is required to provide inputs only to this sheet

3) User is requested not to work/change/alter any other sheets of the workbook

4) As this tool is designed for the feasibility of SEZs , therefore, in absence of existing SEZs, the factors should be observed and responded with respect to the
environment (district, province, region etc.).

BACKGROUND
Name of Special Economic Zone Mirpur
Location (Province) AJK
Location (City) Mirpur
Category of Industries Mixed Enlist all industrial sectors for the respective SEZ
LOCATION
Parameter Input value Units Instructions
Distance to nearest airport 145 km Please enter the approximate distance in kilometers to the nearest airport. Sialkot Airport
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Distance to nearest sea port

1380

km

Please enter the approximate distance in kilometers to the nearest seaport. Some
analysis of SEZs have even used Dry ports, this should be clarified in instructions.
We have used Karachi.

Distance to nearest railway station

25

km

Please enter the approximate distance in kilometers to the nearest railway station.
Abandoned Railway Track is 2km away (as the crow flies) and nearest functional railway
station is Dina, 25 Km. The instructions should be nearest railway station which can
handle bulk industrial cargo/dry port?

Distance to nearest motorway

175

km

Please enter the approximate distance in kilometers to the nearest motorway. M-2

Distance to existing industrial cluster

40

km

Please enter the approximate distance to the nearest industrial cluster (Industrial cluster
is defined by ten or more industries) -Jhelum City. Suggest industrial cluster
definition be more exact - In one specified areal/industrial zone? Scattered across a
city?

Type of natural form (Topography)

Valleys/Canyons/
Gorges

Land form

Please select the overall regional topography from the following list: Site is plain but
flood prone area

1) Mountainous / Hilly

2) Valleys/ Canyons/ Gorges

3) Plains/Plateaus

Distance to nearest city centre

12

km

Please enter the approximate distance in kilometers to the nearest city centre - Should
criteria specify size of city having a population of at least xx? New Mirpur City /
Mangla Cantt

INFRASTRUCTURE

Distance to nearest grid station (220 kV)

150

km

Please enter the approximate distance in kilometers to the nearest grid station. Laraib
Power Plant adjacent to SEZ location, average distance from center of site. Grid station
criteria need to be revised, H, M, L ranges are not realistic. Why not 132KV? 220KV
is NTDC and 132KV is provincial/AJK. Closest is Bara Kahu 220 KV Grid Station.
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Please enter the approximate distance in kilometers to the nearest TELCO tower. TELCO

Distance to nearest TELCO tower 12 km towers are placed at distances not more than 10 kms!, usually max is kept at 16 km.
This criteria should be revised
Please enter the approximate length of road reported in kilometers by authorities in the
_ istrict of the SEZ. Statistical Book 2018 metaled r nder PWD (we should tak
Road length (District) 804 Kkm ds' cto 'eS Statistical Book 2018 metaled roads unde ( e's Qu d take
national highway/motorways/expressway lengths only, almost all districts would
score 9 if every type of metaled road is included)
Distance to the nearest fresh water 1 km Please enter the approximate distance in kilometers to the nearest freshwater source
source (dam, lake, tube well, etc.) - Jhelum River
Please enter the approximate distance in kilometers to the nearest educational facility
Distance to the nearest educational 12 km (school, college, university) Mangla city/New Mirpur City. Criteria should be more
facility specific - what level of educational facility is to be counted; primary? High school?
Should the weightage be same?
Please enter the approximate distance in kilometers to the nearest health facility
. . (hospitals, dispensaries etc.) Mangla city/New Mirpur City. Criteria should be more
Distance to the nearest health facilit 12 km s e : .
y specific - what level of health facility is to be counted; BHU, dispensary, full service
hospital only ? etc
HUMAN RESOURCES
N Between 0 .
Human Development Index (District) 0.734 and 1 Please enter a value between 0 and 1. UNDP Pakistan HD report
L r for rticipation r
abour force participation rate 22.9 % | Please enter a %age 0 - 100 (Labour Survey AJK 2017-18)
(Provincial)
School enrollment rate (Primar . . e
(District) ( y) 81 % Please enter the net enroliment rate for the region (district) AJK statistics 2018, page 102
Enrolment of v ional institution Peopl . L .
. ° . ent of vocational institutions 130 eope Please enter the number of enrollment for the region (district)-Refer AJK Presentation
(District) enrolled
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ABSOLUTE FISCAL INCENTIVES

Duration for tax exemptions (Number of
Years)

10

Number of
Years

Please enter the number of years for the duration of tax exemption

(In case of absence of SEZs, please respond with respect to the provincial
reference).

Tax exemptions provided to a specific industrial sector or type or to a specific SEZ. For
example tax exemptions provided to industries in Masan Free Trade Zone (FTZ) in South
Korea.

%age of tax exemption

80

%

Please enter the %age of tax exemption

(In case of absence of SEZs, please respond with respect to the provincial
reference).

Tax exemptions provided to a specific industrial sector or type or to a specific SEZ. For
example tax exemptions provided to industries in Masan Free Trade Zone (FTZ) in South
Korea.

Exemption on all income taxes for 10 years for zone enterprises, however sales tax and
other local taxes are not income related, and exemption is not specified in SEZ Act

%age of custom/duty exemption

Yes

Yes/ No

Select either Yes or No

(In case of absence of SEZs, please respond with respect to the provincial
reference).

Duty free import provisions provided to a specific industrial sector or type or to a specific
SEZ. For example duty free imports of goods was provisioned to industries in Penang
Free Zone in Malaysia. One Time Import. If this incentive is being provided then why
is the score L=3? Also the word %age should be deleted.

Easy credit schemes

Between 1
and 3

Select a number between 1 and 3

Criteria for credit schemes include (employment generation, stock exchange enlistment,
extending investment)

3 = All three criteria provided

2 = Two criteria provided

1 = One or none criteria provided

(In case of absence of SEZs, please respond with respect to the district reference).
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PERFORMANCE BASED INCENTIVES

Interest free loans

No

Yes/No

Select either Yes or No

(In case of absence of SEZs, please respond with respect to the provincial
reference).

Performance based incentives include exemptions, leverages and benefits only provided
in the condition of set benchmarks of performance for eg. Foreign companies that make
investments in Masan FTZ with values greater than $10 million are altogether exempted
from rent payments.

Rent exemption/ Real estate incentives

No

Yes/No

Select either Yes or No

(In case of absence of SEZs, please respond with respect to the provincial
reference).

Performance based incentives include exemptions, leverages and benefits only provided
in the condition of set benchmarks of performance for eg. Foreigh companies that make
investments in Masan FTZ with values greater than $10 million are altogether exempted
from rent payments.

HORIZONTAL AND VERTICAL LINKAGES

Value of Production - VOP - (Provincial)

700

Billion
Rupees

Please enter the Value Of Production (VOP) of the province where SEZ is located. In
absence of specific data, source used:

https://en.wikipedia.org/wiki/List_of Pakistani_provinces_by gross_domestic_product,
and Rejuvenating Economic Environment in J&K 2013 (2011 estd 3.2b USD). The link in
user manual is data of 2005/6 and does not provide provincial breakup

Number of Existing Industries (District)

108

Number of
Industries

Please enter the number of existing reporting industries in the respective district where
SEZ is located. From AJK presentation, functioning units in Industrial estates Mirpur. The
link in user manual is data of 2005/6 and does not provide breakup of industries by
district or even province.

Census value addition at producer
prices (Y%age)

%

Please enter value addition as a %age of producer prices. Not available, Estimated,
considering mostly small industries. The link in user manual is data of 2005/6 and
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does not provide %age values. In addition, no provincial or district level
information.

Annual Agricultural Production (000
Tonnes) (Provincial)

1315

000
Tonnes

Please enter the reported annual agricultural productivity in 000 tonnes for the province,
AJK Statistics 2018. Note: Input mapping is not linked to this data cell and needs to
be fixed. The link in user manual provides outdated statistics.

MACROECONOMIC REFORMS

GDP Growth (National)

3.3

%

Please enter the most recent reported GDP growth %age for the last fiscal term.

Fiscal Deficit (% of GDP) (National)

6.6

%

Please enter the most recent reported fiscal deficit as a %age of national GDP.

Inflation Rate (National)

9.11

%

Please enter the most recent reported inflation rate.

STREAMLINED PROCEDURES

Ease of Doing Business Index (National)

55.31

Index

Please enter ease of doing buisness index for the country. We have used Index 55.31 and
rank is 136. This should be clearly mentioned as index or rank, index ranges from 0
to 100, while range from 1 to 190. In the H, M, L score if rank is intended then the
higher rank (136/190) should get score of 3. And lower index score of 3. This needs
to be checked

%age of 1ISO certified industries

%

Please enter an approximate value of %age of industries with 1SO certifications.

(In case of absence of SEZs, please respond with respect to the provincial
reference).

This evaluates accountability mechanisms in the region. A system of accountability
ensures free flow of processes and efficient production lines for eg. Every SEZ in South
Korea has a designated Project Manager.The project manager serves as a guide from
initial review to follow-up services and provides legal, accounting, business and
administrative facilitation service.

Estimated as 1% based on the type of industries mentioned in AJK presentation
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Please enter an approximate value of import volume of cargo in FT (Annual)
(In case of absence of SEZs, please respond with respect to the provincial
reference).

Freight Not available, estimated based on Cross border trade. AJK production is most likely
. Tonnes meeting local consumption demand only, and higher imports needed. AJK statistics
Annual Volume of cargo - import (FT) 5 FT) 2018, pg 164, and 55
(Millions) | This indicates the performance of the custom facilitation centres. Provision of custom
facilitation centres for eg. staff from the office of Ministry of Trade, Industry & Energy is
also available near the zone to provide administrative and paperwork facilitation support in
South Korea.
Please enter an approximate value of export volume of cargo in FT (Annual)
(In case of absence of SEZs, please respond with respect to the provincial
Freight referencg). Not avgilable, estimated based on Cross border trade.. AJK production
Tonnes is most likely meeting local demand only and exportable surplus is very low. AJK
Annual Volume of cargo - export (FT) 0.5 FT) Statistics 2018 pg 164, and 55
(Millions) ThI.S. mgllcates the performance of the the c?ustom f.agllltatlon centres. Provision of cusjtom
facilitation centres for eg. staff from the office of Ministry of Trade, Industry & Energy is
also available near the zone to provide administrative and paperwork facilitation support in
South Korea.
ZONE MONITORING AND REGULATION
Time period to submit the annual Number of Please enter the average number of months taken by industries to submit financial
financial statements to auditor general 4 statements to auditor general office.
) Months . .
office Ease of doing Business
Time period to submit the progress Number of Please enter the average number of months taken by industries to submit the progress
report on key performing indicators 6 Months report on key performing indicators (KPI)

(KPI)

Ease of doing Business

POLITICAL COMMITMENT
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Select a number between 1 - 10

Q\Q?ng]lzr:t Ifosiirls\l(vNirif)?]:F)ncy) 1 B(:r\:\;eig 1 The frequency of amendments show the commitment of the governing authorities towards
y SEZ growth and development. SEZ Act 2016
Amendment in foreign investment law Select a number between 1 - 10
Between 1 . . -
(Frequency) 2 and 10 The frequency of amendments show the commitment of the governing authorities towards
over the last 10 years (National) SEZ growth and development. Estimated for AJK
PEACE AND STABILITY
Select a number between -10 and 10
. _ Between - | The Polity IV ranking will show the current security, justice, and governance situation for
Polity IV Rank (National 7 . . . i .
e (Nati ) 10 and 10 | the respective country. Polity IV Score Pakistan 2017, from Wikepdia.
https://en.wikipedia.org/wiki/Polity _data_series. It is not Rank
Between 1 Select a number between 1 - 4
Global Peace Index (National) (2018) 3.072 and 4 The Global Peace Index is a strong indicator depicting the peace and stability in the
country. http://statisticstimes.com/ranking/global-peace-index.php
ZONE ADMINISTRATION AND MANAGEMENT
. . . Please enter the number of days to acquire a power connection by the local authorities
Time required to acquire power Number of ) o
connection (days) 117 Davs (In case of absence of SEZs, please respond with respect to the district reference).
y y For Lahore - Ease of Doing Business, pg 35
. . . Please enter the number of days to acquire a gas connection by the local authorities
Time required to acquire gas Number of . S
k 120 (In case of absence of SEZs, please respond with respect to the district reference).
connection (days) Days .
Estimated
age of industries posessing export Please enter the %age of industries possessing export license
°ag P g exp 5 % (In case of absence of SEZs, please respond with respect to the provincial

licenses

reference). Estimated
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SPECIAL ECONOMIC ZONE (SEZ) ASSESSMENT FRAMEWORK TOOL

Name of Special Economic

Zone: Mirpur
Location (Province) AJK
Location (City) Mirpur
Industries Mixed

GUIDING PRINCIPLES RANKING SCORECARD

: : Ran : :
Parameter Input value Units Instructions Score High Medium Low

LOCATION SCORING RANGE

. . Less than or
Please enter the approximate distance Between 30 | Greater than 60

Distan near irpor 14 km L . L I
stance to nearest airport S in kilometers to the nearest airport. 3 iriua to 30 and 60 km km
Less than or | Between
Distan near . . r r than 12
stance to nearest sea 1380 km Please enter the approximate distance L 3 equal to 600 | 600 and Greater tha 00
port L km
in kilometers to the nearest sea port. km 1200 km
Please enter the approximate distance Less than or

Between 50 | Greater than 150
and 150 km | km

Distance to nearest railway

. 25 km in kilometers to the nearest railway H 9 equal to 50
station

station. km
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Less than or

Distance to nearest . . Between 60 | Greater than 300
175 km Please enter the approximate distance equal to 60
motorway o and 300 km | km
in kilometers to the nearest motorway. km
Please enter the approximate distance Less than or
Distance to existing 40 Kkm to the nearest industrial cluster equal to 80 Between 80 | Greater than 150
industrial cluster (Cluster is defined by 10 or more kr('qn and 150 km | km
industries)
Please select the overall regional
Valleys/ topography from the following list: . Valleys/
Type of natural form Y pograp y . g Plain/Plateau y . :
(Topography) Canyons/ Land form | 1) Mountainous / Hilly S Canyons/ Mountainous/ Hilly
pography Gorges 2) Valleys/ Canyons/ Gorges Gorges
3) Plains/Plateaus
. . . . Less than or
Distance to nearest city Please enter the approximate distance Between 50 | Greater than 100
12 km o . equal to 50
centre in kilometers to the nearest city centre Kkm and 100 km | km

AVERAGE SCORE

INFRASTRUCTURE

SCORING RANGE

Less than or

Di i . . B han 2
|stlance to nearest grid 150 km Please enter the approximate distance equal to 50 etween 50 | Greater than 200
station (220 kV) L . . and 200 km | km
in kilometers to the nearest grid station. km
Distance to nearest TELCO .P'e"."se enter the approximate distance Less than or Between 50 | Greater than 200
12 km in kilometers to the nearest TELCO equal to 50
tower and 200 km | km
tower. km
Please enter the approximate length of Greater than | Between Less than or
Road length (District) 804 km road reported by authorities in the or equal to 250 and equal to 250 km
district of the SEZ 1000 km 1000 km q
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. Please enter the approximate distance Less than or | Between
Distance to the nearest o Greater than 500
1 km in kilometers to the nearest freshwater equal to 200 | 200 and
fresh water source km
source (dam, lake, tube well, etc.) km 500 km
. Please enter the approximate distance Less than or
Distance to the nearest o PP ) Between 10 | Greater than 30
. . 12 km in kilometers to the nearest educational equal to 10
educational facility . . . and 30 km km
facility (school, college, university) km
. Please enter the approximate distance Less than or
Distance to the nearest L PP Between 10 | Greater than 30
L 12 km in kilometers to the nearest health equal to 10
health facility . . . . and 30 km km
facility (hospitals, dispensaries etc.) km

AVERAGE SCORE

HUMAN RESOURCES

SCORING RANGE

Greater than

Human Development Index Between O Between Less than or
(District) 0.734 and 1 or equal to 0.4and 0.6 | equalto 0.4
Please enter a value between 0 and 1. 0.6 ' ' q '
L r rthan | Between
Labour force participation Greater tha etwee Less than or
rate (Provincial) 22.9 % or equal to 40% and equal to 40%
Please enter a %age 0 - 100 60% 60% q
Greater than | Between
School enrollment rate Please enter the net enroliment rate for Less than or
(Primary) (District) 81 % the region (province) or equal to 30% and equal to 30%
y gion {p 70% 70% g °
. Greater than
Enrolment of vocational People Between 50 | Less than or
S L 130 or equal to
institutions (District) enrolled 300 and 300 equal to 50

AVERAGE SCORE

ABSOLUTE FISCAL INCENTIVES
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Duration for tax
exemptions (Number of
Years)

10

Number of
Years

Please enter the number of years for
the duration of tax exemption

(In case of absence of SEZs, please
respond with respect to the
provincial reference).

Tax exemptions provided to a specific
industrial sector or type or to a specific
SEZ. For example tax exemptions
provided to industries in Masan Free
Trade Zone (FTZ) in South Korea.

Greater than
or equal to
20 Years

Between 5
and 20
Years

Less than or

equal to 5 Years

%age of tax exemption

80

%

Please enter the %age of tax
exemption

(In case of absence of SEZs, please
respond with respect to the
provincial reference).

Tax exemptions provided to a specific
industrial sector or type or to a specific
SEZ. For example tax exemptions
provided to industries in Masan Free
Trade Zone (FTZ) in South Korea.

Greater than
or equal to
70%

Between 20
and 70%

Less than or
equal to 20%

Duty free imports

Yes

Yes/ No

Select either Yes or No

Duty free import provisions provided to
a specific industrial sector or type or to
a specific SEZ. For example duty free
imports of goods was provisioned to
industries in Penang Free Zone in
Malaysia

Easy credit schemes

Between 1
and 3

Select a number between 1 and 3
Criteria for credit schemes include
(employment generation, stock
exchange enlistment, extending
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investment)

3 = All three criteria provided

2 = Two criteria provided

1 = One or none criteria provided

(In case of absence of SEZs, please
respond with respect to the district
reference).

AVERAGE SCORE

HORIZONTAL AND VERTICAL LINKAGES SCORING RANGE
. Between
Value of Production - VOP - Billion Please enter the Yalue Of Product'lon Greater. t.han 150 and Less than or
. 700 (VOP) of the province where SEZ is M 6 1000 Billion e equal to 150
(Provincial) Rupees 1000 Billion i
located Rupees Billion Rupees
Rupees
. Please enter the number of existing Greater than | Between 30 | Less than or
Number of existing Number of . . .
industries (District) 108 Industries reporting industries in the respective M 6 150 and 150 equal to 30
district where SEZ is located. industries industries industries
Census value addition at 5 o Please enter value addition as a %age M 6 Greater than | Between 5 | Less than or
producer prices (%age) ° of producer prices 10% and 10% equal to 5%
Between Less than or
Annual Agricultural Please enter the reported annual Greater than | 50,000,000 equal to
Production (000 Tonnes) 1000 000 Tonnes | agricultural productivity in 000 tonnes L 3 100,000,000 | and d
L , 50,000,000
(Provincial) for the province tonnes 100,000,00
tonnes
0 tonnes

AVERAGE SCORE

PERFORMANCE BASED INCENTIVES SCORING RANGE

Interest free loans No Yes/No Select either Yes or No L 3
Performance based incentives include
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exemptions, leverages and benefits
only provided in the condition of set
benchmarks of performance for eg.
Foreign companies that make
investments in Masan FTZ with values
greater than $10 million are altogether
exempted from rent payments.

Rent exemption/ Real
estate incentives

No

Yes/No

AVERAGE SCORE

Select either Yes or No

Performance based incentives include
exemptions, leverages and benefits
only provided in the condition of set
benchmarks of performance for eg.
Foreign companies that make
investments in Masan FTZ with values
greater than $10 million are altogether
exempted from rent payments.
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SPECIAL ECONOMIC ZONE (SEZ) ASSESSMENT FRAMEWORK TOOL

Name of Special Economic Zone : Mirpur
Location (Province) AJK

Location (City) Mirpur
Industries Mixed

GOVERNANCE FACTOR RANKING SCORECARD

Parameter

Input
value

Units

MACROECONOMIC REFORMS

Rank

Score

High

Medium

SCORING RANGE

Low

Between 3% and

Less than or equal to

. . % M h %
GDP Growth (National) 33 ° 6 | Greaterthan 6% 6% 3%
Less than or equal to | Between 4% and
. . . 6.6 % M 6 Greater than 8%
Fiscal Deficit (% of GDP) (National) ° 4% 8% °
L h I B 2%
911 % L 3 ess than or equal to | Between 2% and Greater than 5%

Inflation Rate (National)

AVERAGE SCORE

STREAMLINED PROCEDURES

2%

5%

SCORING RANGE

Ease of Doing Business Index (National)

556.31

Index

Greater than 100

Between 50 and
100

Less than or equal to
50
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%age of 1ISO certified industries 1 % L 3 Greater than 50% Between 50 and Less than or equal to
(Province) 20% 20

Freight Tonnes

Annual Volume of cargo - import (FT) 5 (FT) L 3 Greater than 50 Between 30 and 50 | Less than or equal to
(Provincial) (Millions) Million Tonnes Million Tonnes 30 Million Tonnes
Freight Tonnes
Annual Volume of cargo - export (FT) 05 '9 FT) L 3 Greater than 3 Between 1 and 3 Less than or equal to 1
(Provincial) ' . Million Tonnes Million Tonnes Million Tonnes
(Millions)

AVERAGE SCORE

ZONE MONITORING AND REGULATION SCORING RANGE

Time period to submit the annual
financial statements to auditor general 4 Number of Months L 3
office

Less than or equal to | Between 1 and 3

h h
1 month months Greater than 3 months

Time period to submit the progress
report on key performing indicators 6 Number of Months M 6
(KPI)

Less than or equal to | Between 4 and 6

4 month months Greater than 6 months

AVERAGE SCORE

POLITICAL COMMITMENT SCORING RANGE
Amendment in SEZ law (Fr.equency) 1 Between 1 and 10 L 3 Greater than 6 times Between 3and6 L.ess or equal to 3
over the last 10 years (National) times times

Amendment in foreign investment law
(Frequency) 2 Between 1 and 10 L 3 Greater than 6 times
over the last 10 years (National)

Between 3 and 6 Less or equal to 3
times times
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AVERAGE SCORE

PEACE AND STABILITY SCORING RANGE

. . Bet -1
Polity IV Rank (National) 7 © wee:o 0and H 9 Greater than 5 Between 0 and 5 Less or equal to 0

Global Peace Index (National) (2018) 3.072 Between 1 and 4 L 3 Less or equal to 2 Between 2 and 3 Greater than 3

AVERAGE SCORE

ZONE ADMINISTRATION AND MANAGEMENT SCORING RANGE

Ti i i L | B

ime requwed to acquire power 117 Number of Days L 3 ess or equal to 30 etween30 and 60 Greater than 60 days
connection (days) days days
Ti i i i L | B

ime required to acquire gas connection 120 Number of Days L 3 ess or equal to 30 etween30 and 60 Greater than 60 days
(days) days days
%age of industries possessing export Between 25 and

° 9 industries p 'Ng exp 5 % L 3 Greater than 50% W Less or equal to 25%
licenses 50%

AVERAGE SCORE ‘ L )
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