Pakistan Trade and Transport Faciliation Project

Pakistan’s International
Freight Forwarding
Sector

International Asset Management Company Limited

January 2005



The opinions expressed in this paper are those of the authors and do not necessarily reflect the views of
the Ministry of Commerce, the World Bank, United Nations Conference on Trade and Development or
the Pakistan International Freight Forwarders trade body.



Contents

1. EXECULIVE SUMIMIATY ..ottt ettt ettt et e et e e sttt e et e e snte e e stbe e et e e eraeeennneeenes 1

2. Economic importance of international freight forwarding industry ............cc.ccocceeenen. 3
2.1. Contribution to GDP
2.2. Value Addition
2.3. Global competitiveness
2.4. Importance of external trade
2.5. Export financing

3. MArKEt SIZE AN TFENTS .. .veiiiieeeiie ittt et e et r et e e s e e e e s e r e e e s er bt e e sasrreeesarbeeeseares 6

3.1. Demand
3.2. Supply

O 10T [0Sy V] 1 U T (1 = RS 8

4.1. Current size and trends
4.2. Age profile
4.3. Forms of business organization

S (1= TS g LT A T oo £ S 10

5.1. Fixed investment
5.2. Working capital

B.  BUSINESS VOIUIMIES ... iiieeteeee ettt e et et e e et e ettt e e e e e eee et teeeesesae e reeeeeeenesae e reeeeessrennnnees 12

6.1. Turnover
6.2. Profitability

I OV 3 0] 4 T-T i o] (o) 11 PR 14
7.1. Client base

T 1010 0 T2 L I =T 0 U (o= 16
8.1. Training opportunities

S O U1 g =T o1 LT U TS 17
9.1. Infrastructure constraints
9.2. Inefficient transit rules
9.3. Access to bank financing
9.4. Industry trade body

10. Promoting Pakistan’s international freight forwarding industry..........c.ccccoceveiiinnen, 19

10.1. Emerging global trading environment
10.2. Policy recommendations

10.3. Enhanced access to capital

10.4. Institutional strengthening

10.5. Rationalization of transit trade rules
10.6. Incentives for infrastructure development

Annexes
I Research methodology
Il Survey questionnaire
111 Computation of industry turnover
IV List of respondents



IAMC

Definitions/Acronyms

International Freight Forwarder. The international freight forwarder is the entity which

moves goods from point of origin to overseas point of destination and ensures that
internationally traded merchandise arrives in good time, safe condition and at the most
economical cost. Specifically, freight forwarding firms arrange transportation from
shipper’s factories or warehouse to ports, packing or consolidation of cargo if necessary
according to the customers needs, documentation, customs clearance, shipping (land,
sea and air or combination thereof), unpacking or deconsolidation if required and
delivery at customer designated location(s).

International freight forwarding firms in Pakistan can be segmented into:

Primary service providers labeling themselves as freight forwarders but effectively
operating as brokers offering competitive tariffs to small and medium shippers for LCL
cargoes, negotiating maximum margins from consolidators searching for smaller
consignments to complete container loads and arranging customs clearance,
documentation and payment of custom’s levies.

Middle order firms providing core services provided by primary services acting as
nominated agents for overseas buyers.

Total solutions providers offering full range of services with access to global networks
through overseas associates.

Customs clearing agent: An agent licensed by the Central Board of Revenue through the

Customs authorities to complete documentation formalities and arrange, on behalf of the
merchant, payment of custom duties, taxes etc.

TEU: Twenty-foot equivalent unit a standard measurement of volume in container

shipping. The majority of containers are either 20’ in length, or 40’ in length. A 20’
container is one TEU, a 40’ container is two TEUS.

LCL: Less than container load cargo

FCL: Full container load cargo

Size: Freight forwarding companies have been classified according to annual TEUs

handled as under:
Small =360 TEUs Medium + 1200 TEUs Large = 4800 TEUs

Shipper: Merchant or manufacturer selling goods to overseas buyers (exporter)

Consignee: Merchant or manufacturer buying goods form overseas suppliers (importer)

Shipping Agent: An agent licensed by the Central Board of Revenue through the Customs

authorities for servicing vessels calling at Pakistan’s ports. The agent represents the
interest of the vessel/carrier and arranges payment of port dues, etc.
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1. Executive summary

The emerging global trade environment under the WTO will be intensely competitive.
Economic pressures will increase in all countries to achieve maximum cost efficiencies in
external trade. Apart from optimum use of national resources, access to low-cost
transportation services has a critical role in this regard since logistic costs amount to 30%
of the delivered cost in some economies whereas in efficient economies it can be as low as
10%.

The international freight forwarding industry emerged in Pakistan in the early 1980s.
Initially, the industry comprised a few firms catering to a niche market catering to the
shipments of plants and machinery for the expanding weaving sector of the textile
industry, household packing companies assisting families re-locating overseas and
multilateral agencies providing food supplies under aid or emergency programs.

The industry’s growth remained subdued in its early years. This was due largely to client
reluctance to risk overseas business relationships by placing their consignments in the
hands of an unknown market entity. The industry subsequently evolved as an intelligent
intermediary between local exporters, importers and shipping lines. Growth in the
country’s international trade, the growing trend towards containerization and increasing
market acceptance of the tangible benefits of international freight forwarding services
were the major factors driving industry growth. Value addition by the industry between
1985-95 comprised the creation of a wholesale market in shipping space by acquiring bulk
capacity from shipping lines and offering relatively cheaper tariffs to exporters and
importers. Currently, the industry comprises about 450 entities with an estimated annual
turnover of Rs 43 billion, over 12,000 employees and geographical coverage in the major
centres of export-oriented industries.

Initial years were characterized by high profit margins for early entrants. Subsequently,
mushroom growth facilitated by low entry barriers intensified competitive pressures and
eroded profitability. At the same time, a competitive market environment intensified
pressure on established companies to move up the value chain by offering vertically
integrated services. Firms in the industry are increasingly becoming global logistics
specialists by providing inventory management services to overseas buying chains,
including transportation, warehousing and competitive freight tariffs.

Growing business volumes together with provision of value-added services are
transforming freight forwarding into a capital-intensive business. However, low returns on
investment compounded by forced credit to customers due to competitive market
conditions has adversely affected the ability to finance urgently needed capital outlays.
This is aggravated by lack of access to commercial bank financing to meet working capital
needs as well as reluctance of financial institutions to extend long-term loans.
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A strong freight forwarding industry is imperative if the country is to capitalise on
emerging opportunities as well as enhancing the efficiency of vulnerable industries. The
increasing complexity of global trade practices comprising multi-modal transportation,
cargo consolidation at regional hubs, distribution at destinations and multiple
documentation have increased the importance of intermediaries providing logistics
solutions. Pakistan faces aggressive competition from China and India in the textile
industry, the country’s leading engine of exports. The potential benefits from the sector’s
US$ 3 billion investment in recent years in re-vamping production facilities will be
severely constrained unless supported by efficient logistics. In addition, a large number of
consumer goods industries have suffered from the onslaught of cheap imports from China.
Developing a vibrant freight forwarding industry therefore merits priority in government
policies aimed at accelerating economic growth.

The industry’s development is adversely affected by several factors. The major constraints
include unregulated market entry, the secondary status and hitherto politicised
environment of its trade body, lack of access to commercial bank financing and absence of
supportive government policies. Issues addressed by the industry’s trade body include the
introduction and adoption of *Standard Trading Conditions’ (August 2004), upgrading the
quality of manpower through accredited training courses (commenced February 2004)
and, most importantly, lobbying senior decision makers at the highest levels of
government on the important role played by the industry. Consistent representations made
to the policy makers seem to be drawing the government’s attention towards this hitherto
neglected sector. Meanwhile, efforts by different groups from within the industry bore
fruit in December 2004 with the setting up an independent association. As a result, the
industry is now positioned to introduce a well-defined trading environment and push for
effective government support. This will help promote the industry’s future development.

Recognizing the need to accelerate industry development and at the specific request of
industry’s representatives, the Ministry of Commerce commissioned a study to acquire a
better appreciation of the industry’s economic role and major constraints impeding future
growth as part of the Pakistan Trade and Transport Facilitation Project financed by the
World Bank with technical support from the UN Conference on Trade and Development
(UNCTAD). The study was carried out by International Asset Management Company
Limited, a consulting firm with expertise in conducting sector research.
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2. Economic importance of Pakistan’s international
freight forwarding industry

2.1 Contribution to GDP

The international freight forwarding industry is classified in the transportation, storage and
communication segment of the services sector, the largest contributor to Pakistan’s GDP.
This sector attracted the largest inflow of investment in 2004, which rose by nearly 33%
over the previous year.

The importance of the industry lies in managing the logistics of the country’s international
trade. The services provided by international freight forwarding companies facilitate
exports including cotton and its made-ups, leather and leather goods, sports goods,
surgical, rice and seafood which collectively generate over 80% of the country's foreign
exchange earnings. At the same time, imports handled by the industry ensure
uninterrupted flows of industrial raw materials, plant and machinery, spares and
components to maintain industrial production at competitive costs.

GDP 100% Services 52% TSC 11%

Services Transport,

5006 Storage, Fo'?\r/:/eeilggitng
Communication Industry

11% 6.6%

Source: Pakistan Economic Survey, 2003-04 and IAMC estimates

2.2 Value-addition

The industry’s annual turnover for 2004 is estimated at Rs 43.3 billion while gross income
is estimated at Rs 3.3 billion. The value-added by the freight forwarding industry can be
measured as the residual balance after deducting all expenses from aggregate industry
receipts except wages, profits and rent which amounts to Rs 1.3 billion.
This is considered a conservative estimate given the difficulties in obtaining accurate
financial data as well as secondary value- addition through business volumes generated for
vendor industries namely trucking, clearing and port handling.

Rs M
Industry Turnover 43,392
Gross income 3,337
Intermediate inputs 2,018
Value addition 1,319

Source: IAMC estimates
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2.3 Global competitiveness

Logistics costs play an important role in determining any country’s competitiveness in the
global market. Research has established that such costs vary from 10% to 30% between
countries depending on the efficiency of their transportation and international freight
forwarding services. In many countries, an inefficient logistics infrastructure imposes far
barriers restricting market access. The role of the
international freight forwarder as the *“architect of efficient logistics” is acquiring
increasing importance as global trade becomes driven by competitive market forces.
Countries with the capacity to ensure timely and secure transportation of goods between
their primary producers and ultimate consumers are likely to win increasing market share

greater economic cost than tariff

in the emerging world trade environment.

Textile and clothing exports as % of total exports
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2.5 Export financing

Due to competitive market structures, the industry provides forced credit terms to its
clients. Working capital financing is extended to shippers as a revolving credit on 30-60
day terms. Based on annual industry turnover of Rs 43.4 billion, this indicates an export
subsidy of about Rs 5.2 billion at current interest rates.

2.4 Importance of external trade

Pakistan has a relatively open economy. Since 2001, the country’s external trade to GDP
ratio has averaged 27%. National economic activity is, therefore, heavily influenced by
external sector developments. A significant proportion (13%) of aggregate demand
comprises of exports, while imports, mostly comprising industrial raw materials and
capital goods, sustain manufacturing activity. Among leading textile export, Pakistan is
ranked fourth in terms of the share of textiles in total exports.
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3.0 Market size and trends

3.1 Demand

The demand for international freight forwarding services derives from the volume of
Pakistan’s external trade. After virtual stagnation between 2000-02, Pakistan’s external
trade has increased sharply over the last two years. During 2004, the country’s total trade
amounted to about US$ 28 billion, reflecting a sharp increase of nearly 44% over 2002
levels. Survey respondents who confirm the uptrend in business volumes over this period
corroborate the trend captured in official data.

External 25.0 ]

Trade
US$ (B)

External Trade Growth versus GDP Growth

30.0 + 28 - 7.00
B —+ 6.00
GDP
Growth
+ 5.00 (%)
20.0 +
—+ 4.00
15.0 +
-+ 3.00
10.0 +
—+ 2.00
5.0 + —+ 1.00
0.0 0.00

2000 2001 2002 2003 2004

External Trade - GDP Growth - o——o

Source: Pakistan Economic Survey, 2003-04

The enabling factors underlying rising demand include:

Increasing containerisation of Pakistan’s overseas trade; according to industry
sources, container throughput of Pakistani ports doubled between 1995-2004 to
one million TEUs. Higher volumes and an expanding number of unitized cargoes,
particularly bulk commodities such as rice and cotton, accounted for rapid growth.

Growing trend among large overseas retail chains to nominate Pakistan based
international freight forwarding firms to effectively operate as liaison offices,
monitor status of ordered merchandise, negotiate competitive freight tariffs,
consolidate ordered merchandise and execute loading plans. This was largely due
to increased high frequency of delayed shipments and manipulation of shipping
documents by suppliers to camouflage production delays.
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= High shipping tariffs and withdrawal of shipping lines from the LCL business
opening up a market niche for consolidation services by international freight
forwarding companies.

3.2 Supply

The increase in cargo volumes accompanying rising external trade and the expanding
demand for specialized services including consolidation/de-consolidation also fostered
the growth of Pakistan’s international freight forwarding companies. The growth trend
was subdued initially but gained momentum after 1992 peaking at 20% annually
between 1995-2002.

Growth of Freight Forwarding Industry

500
No. of
Companies 427
456
400 -
Subdued growth
10% per annum
+—>
300 -
200 -
Accelerated growth
Industry 20% per annum
Origin 110 < >
100 J
35
0 &
1980 1985 1990 1995 2000 2004

Source: PIFFC

Industry sources indicate that the supply of international freight forwarding services
closely matched demand between 1985-1990. In recent years however, the rate of new
entrants into the industry has outpaced growth in demand. This has resulted in excess
capacity and a competitive market environment. The key factor behind the mush-
rooming growth is the virtual absence of entry barriers which are practically non-
existent at the bottom end of the value chain and increase progressively upwards. New
entrants to the industry have managed to established viable businesses by attracting
customer through discounted freight charges.
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4. Industry structure

4.1 Current size and geographic dispersion

At present, the industry comprises approximately 450 companies. These include 380
entities registered with the industry’s trade body and the balance comprising freight
forwarders without formal membership. The overwhelming majority of freight
forwarders are located in Karachi, while the balance is mostly clustered in Lahore and
Sialkot.

Industry Size and Geographic Dispersion

. No. of . . ..

Size Companies Karachi Lahore Sialkot Other cities
Primary service 253 187 40 14 12
providers
Middle-order
firms 153 113 25 8 7
Total solutions
providers 50 37 8 3 2
Total 456 337 73 25 21

Source: PIFFC/IAMC estimates

The industry has a competitive market structure. The intensity of competition is fierce at
the primary services level and moderates progressively for firms positioned higher upon
the value chain.

Competitive Structure Indicators

S t As % of total | Intra-segment Barriers to
egmen industry competition Entry
Primary service providers 55 High None
Middle-order firms 34 High Moderate
Total solutions providers 11 Moderate High

Source: IAMC estimates

The majority of these companies are clustered at the lower end of the value change.

Total solutions providers account for approximately 10% of the industry.
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4.2 Age profile

The industry is relatively new in Pakistan. The average age of firms is eight years and
almost half of them have been in business for only five years or less. Mushroom growth
is due to the emergence of new firms set up by former employees of older established
companies as well as those formed as a result of breaking-up or realignment of old
partnerships.

4.3 Forms of business organisation

The majority of industry players comprise smaller proprietary or partnership firms
operated with a maximum of 15 employees. Survey results indicate that 55% of the
firms surveyed are sole proprietorships/partnerships, while 45% comprise private limited
companies. The latter include some multinational corporations that have either entered
into joint ventures with local companies or established independent offices.




IAMC

5. Investment aspects

5.1 Fixed investment

The international freight-forwarding companies at the low end of the services scale do
not incur substantial capital investment in their business. Capital requirements grow
proportionately to the scope of value-added services and the client base of freight
forwarders. The aggregate fixed investment in the industry is estimated around
Rs 1 billion.

Fixed Investment

Segment Number Average fixed Aggregate investment
investment (Rs M) (Rs M)
Primary services 253 0.5 126.5
Middle-order firms 153 25 382.5
Total solutions 50 10.0 500.0
Total 456 1.5 1009.0

Source: IAMC estimates

5.2 Working capital

Working capital requirements are rising to support higher operating overheads and
growing trade receivables. Cash flow management is a major challenge for international
freight forwarders. This is because in some cases shipping companies extend about 15
days credit while clients usually stretch payments up to 60 days and occasionally even
default.

Survey data on working capital indicates that cash requirements are mostly met through
internal funds while the use of bank borrowings is virtually non-existent. Only the
larger companies are able to attract working capital financing which is usually fully
secured through personal mortgages, guarantees or indemnity bonds and carries a
premium over prime borrowing rates. Banks are unwilling to finance international
freight-forwarding companies due to perceptions of high risk resulting from an
inadequate understanding of the industry, lack of regulatory framework within the
industry and until recently, the absence of operating procedures or standard trading
conditions. Most firms are therefore, forced to manage the cash cycle through juggling
receivables and payables. Feedback from industry sources indicates that financial
pressures are increasing as new entrants facilitate clients with larger credit terms.

-10 -
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Working capital

Average working Aggregate workin
Segment Number of companies capital gga ?tal (Rs M) 9
(Rs M) P
Primary services 253 0.5 127
Middle-order firm 153 3.0 459
Total solutions 50 20.0 1,000
Total 456 35 1,586

Source: IAMC estimates

Currently the majority of the country’s international freight forwarding companies out-
source packaging, transportation, customs clearance and warehousing to vendor firms.
This is cost effective for forwarders with moderate volumes. The anticipated growth in
business over the medium term will necessitate rising investment requirements on account
of warehouses, forklift trucks, lorries, containers, office premises and information
technology infrastructure as mid-sized firms scale upwards to cope with customer
requirements and cost benefit ratios of incremental investment are favourably impacted by
savings in operating costs. However, pressure on profit margin combined with diversion
of funds to finance working capital continues to hurt the industry’s ability to accelerate
investment. This represents a major barrier for the industry’s future development.

-11 -
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6. Business volumes

Business volumes for Pakistan’s international freight forwarding industry have increased
in parallel to increasing containerization of Pakistan’s external trade. Over the five years
ending 2003, total container throughput increased at the rate of 8% annually, matching the
growth in the country’s external trade. Industry estimates place current container
throughput at about one million TEUs for 2004.

6.1 Turnover

The industry is estimated to handle over 500,000 TEUs of overseas cargo annually,
representing about 50% of total container throughput. Shipping sources confirm that
virtually all LCL consignments both export and import is now handled by freight
forwarders in addition to about 20% of FCL shipments. Based on the country’s trading
pattern and current freight rates, this translates into an annual turnover of Rs 43.4 billion
for 2004 (details in Annex V).

Given the nature of the industry, it is difficult to assess industry revenue through directly
translating volume into value. Forwarders handling lesser volumes could be deriving
higher sales revenue by providing broader services while those handling larger volumes
could represent high turnover, low margin operators. In addition, forwarders are reluctant
to disclose sensitive financial information. Despite these limitations, the industry’s
financial indicators have been estimated based on survey data and industry feedback.

Industry Turnover

Segment Number of Market share Estimated annual
9 companies (%) turnover (TEUS)
Prlmary_ service 253 17.7 91,080
providers
Middle-order
firms 153 35.7 183,600
Total sc_)lutlons 50 26.6 240, 000
providers
Total 456 100.0 514,680

Source: IAMC estimates

-12 -
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6.2 Profitability

Industry margins vary from 3% for primary service providers to about 10% for total
solutions companies. Margin differences reflect the intensity of competition in different
segments, the impact of economies of scale and qualitative differences in the scope of
Services.

Industry Profitability

Billing Gross Gross Net Net
Size Base Margin Income Margin Income
(Rs M) (%) (Rs M) (%) (Rs M)
Primary service 7,679 3 230.4 1.0 76.8
providers
Middie-order 15,478 7 1083.5 2.5 387.0
irms
Total solutions 20,231 10 2023.2 4.0 809.2
providers
Total/avg. 43,388 7.7 3337.1 3.8 1273.0

Source: IAMC estimates

-13-
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7. Customer profile

The clientele of freight forwarding companies comprises both local companies as well
as multinationals. The industry caters to the needs of a diverse variety of exporters
including primary products, semi-processed industrial raw materials and manufactured
goods. The top five items on the export side include cotton and its made-ups, textiles,
leather products, sports goods, surgical goods, rice and handicrafts etc. The major
imports handled by the industry include plant and machinery, sophisticated electrical

components and pharmaceuticals.

Major Export Markets

25% 20%

40%

O North America

B European Union
OGulf/Middle East
O South East Asia

Source: IAMC estimates

7.1 Client base

The customer base of the country’s international freight forwarders comprises a diverse
range of businesses including small and medium enterprises as well as large corporate
clients. The average number of customers ranges from 10 to 20 clients at the lower end

to over 800 at the upper end.

Distribution of industry by customer base

Type Number (%)

Small (up to 10) 3 4.2
Medium (between 11-30) 20 28.2
Large (31+) 48 67.6

Total 71 100.0

Source: IAMC estimates

-14 -
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In order to assess the quality of business services provided by the international freight
forwarders, opinion about the quality of forwarders services was obtained from exporters
of hosiery, readymade garments and fabrics comprising over 50% of total textile exports.
The feedback was generally positive and clients of the industry had no complaints
regarding the efficiency and service charges of forwarders. Services provided by the
international freight forwarding companies are mostly nominated by overseas buyers. As
compared to customs clearing agents forwarders provide a better quality and range of
services.

Interviews were also conducted with a sample representing 6% of Overseas Investors
Chamber of Commerce & Industry (OICC&I) members, the association of multinational
companies with business operations in Pakistan. Results indicated that clients were
generally satisfied with the services, which primarily related to handling their imports.
Only a minority expressed dissatisfaction with forwarders on account of excessive
delivery charges and delays in clearance of import consignments. It is interesting to
observe that virtually all of these companies were utilising the services of multiple service
providers.

-15-
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8. Human resources

The industry requires trained manpower to manage specialized tasks including multi-
modal logistic planning, sea freight and inland delivery, pricing, air freight, documentation
and handling dangerous goods. The total labour force in the industry is estimated at about
12,000 full time employees. In addition, outsourcing generates indirect employment from
allied activities including packaging, warehousing, and transportation handling at
ports/container terminals and customs clearance at the ratio 1:3 translating into non-
exclusive employment generation at three times the industry’s workforce.

Industry firms encounter major difficulties in recruiting workers from the urban labour
force. This is largely because salaries and benefits in the industry are below average
compensation in alternative employment, poor prospects for long-term career growth and
lack of professional employment practices in closely held family firms.

8.1 Training opportunities

Prior to February 2004, training opportunities were virtually non-existent. Employees
acquired the necessary skills on the job. Rapid industry growth in recent years has resulted
in an acute shortage of experienced employees. The scarcity of required manpower
resulted in employee poaching within the industry and by shipping lines.

In order to address the issue, the industry’s trade body submitted a specific request to the
Trade and Transport Facilitation Project under the Ministry of Commerce. With the active
participation of PIFFC’s management and its training and education subcommittee, a basic
freight forwarding training course developed by UNCTAD and the International
Federation of Freight Forwarding Associations (FIATA) was customized to meet the local
industry’s needs. PIFFC accredited four institutes in Karachi and Lahore to run certificate
courses, which commenced in February 2004. As of September 2004 about 200
employees from industry companies had undergone training thereby upgrading the quality
of manpower available to the industry. As an incentive, some industry firms subsidized the
cost for their employees. Although it is too early to judge their impact, there is a
consensus among industry sources that the availability of these courses is good for the
industry. The industry body plans to expand the program further to augment the supply of
trained manpower in future years.

-16 -
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9. Current issues

9.1 Infrastructure constraints

The industry is negatively impacted by severe infrastructure constraints. Ports are
notoriously inefficient. Exporters suffer losses via careless handling by dock labour and
damage of less than container load (LCL) cargoes, due lack of covered storage facilities
exposing merchandise to pilferage and weather hazards. These problems are aggravated
by operations restricted to specified working hours, high wages for port labour and
document processing by multiple government agencies.

Quantifiable economic costs through the above losses are estimated at US$ 93 million
for the five years ending June 2004. The damage to business relationships, however, is
far greater than measurable losses. Strained relationships with overseas buyers reduce
their willingness to expand business ties with Pakistani exporters resulting in negative
repercussions on long term export growth. The estimated cost of foregone business
opportunities on this account are estimated at three times the amount of measurable
losses.

Economic Cost of Weak Infrastructure

Exports Imports Total
Aggregate value 1999-2004 (US$B) 50.40 59.17 109.57
Affected merchandise (US$B) 2.52 1.18 3.70
Quantifiable loss (US$M) 63.00 29.50 92.50
Business lost via trade disputes (US$M) 189.00 88.50 277.50
Aggregate loss (US$M) 370.00

Source: IAMC estimates

9.2 Inefficient transit rules

The country’s geographic position gives it a strategic advantage in handling transit
trade for landlocked Afghanistan and Central Asian countries compared to Iran.
However, current transit rules are cumbersome and result in procedural delays hence
Pakistan has been losing out on the increased goods traffic destined for Central Asia.
Pakistan is the only country in the region that is not a signatory to the TIR convention
which is the world’s most widely practiced transit cargo procedures agreement.
However, recent initiatives taken by some industry members have resulted in Pakistan
Government’s decision to ratify the convention.

-17 -
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9.3 Access to bank financing

Conservative lending policies of commercial banks deprives the country’s international
freight forwarding industry of operating funds. Banks are only willing to extend credit
on fully secured terms and at high interest rates. The problem of obtaining working
capital financing from commercial banks is not confined to the international freight
forwarding industry. Commercial banks are generally averse to extending financing to
the services sector in Pakistan working on the basis of cash flows.

Senior officers at major banks attribute the conservative mindset to the lack of in-house
research capacity to provide an understanding of the business dynamics of this sector
and inadequate industry information to evaluate loan requests. Although the decision to
lend is strictly a business prerogative, better appreciation of the industry and later on
even some mechanism for credit rating would help companies access bank financing
consistent with prudential criteria established by the central bank.

9.4 Industry trade body

Pakistan International Freight Forwarding Council, (the only trade body prior to the
formation of an industry trade association towards the end of 2004) was established in
the mid 1980s. The body has 380 registered members which account for over 80% of
the total known firms in the industry.

PIFFC’s capacity to promote the industry was hitherto limited by two major factors.
These include the trade body’s status as a ‘council’, effectively only a sub-committee
of Federation of Pakistan Chamber of Commerce & Industry (FPCCI), rather than an
independent trade association. This deprived the industry of a strong platform to
interact effectively with national policy makers. Secondly, the body’s activities were
politicised which prevented the body from focusing on industry promotion.

Despite these limitations, PIFFC’s management undertook several initiatives in 2004
with the Trade and Transport Facilitation Project to promote the industry. These
included the development and implementation of the industry’s standard trading
conditions, code of conduct, minimum qualifications for members and their acceptance
by the country’s trade and all its affiliated trade bodies under the Federation of Pakistan
Chambers of Commerce and Industry. The other important initiative related to human
resource development of the industry’s manpower, through organising training
opportunities for industry employees.

The industry achieved a major milestone towards the end of December 2004 with the
establishment of an independent trade association, namely the Pakistan International
Freight Forwarders Association (PIFFA). As a result, the industry is now poised to
push for greater government support and in order to play its due role in the national
economy.

-18 -
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10. Promoting Pakistan’s international
freight forwarding industry

10.1 Emerging global trading environment

The emerging trends shaping global trade under the imminent free trade regime will
have a significant impact on the operating environment of Pakistan’s international
freight forwarding industry. There will be a significant rapid transfer of labour
intensive, low technology production from developed countries and middle-income
countries to developing countries. The resulting re-alignment of trade flows will
increase imports of low-end manufactures into the European Union and North
American markets with merchandise sourcing increasingly based on complex supply
chains involving multiple suppliers within and between countries. The new supply
configuration will increase the need for more organized management of shipments to
safeguard against abrupt supply disruptions. Currently, nearly 40 countries possess
textile industries sharing a global market of US$ 360 billion. With full trade
liberalization, countries possessing the entire supply chain including fibre, weaving,
fabric and garments/home textiles will squeeze out secondary exporters. China, India
and Pakistan are forecast to be the principal beneficiaries in the global textile trade post
2005.

An estimated US$ 3 billion has been invested in Pakistan’s textile industry over the last
three years to modernize production facilities in anticipation of emerging opportunities
and rising competition. However, realising higher export volumes will require efficient
port handling facilities. The pressure on existing inefficient infrastructure will intensify
in the near future and substantial investment will have to be made in all logistics
support facilities in order to remain competitive in global markets.

10.2 Policy recommendations

The government needs to recognize that, without a strong freight forwarding industry,
ambitious export targets are unlikely to be achieved. The end of preferential access to
developed markets under the emerging global trade environment makes it imperative
for the government to view the International freight forwarding industry as part of the
mainstream economy.

The International freight forwarding industry in Pakistan operates under major
constraints. The management of the industry’s trade body is known to have brought
several vital issues to the notice of the national policy makers. Critical issues are
highlighted below and need to be addressed urgently in the interest of the industry and
the national economy.
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10.3 Enhanced access to capital

The industry’s needs for working capital are increasing with growing business
volumes. With the full implementation of WTO, overseas buyers will require delivery
of ordered merchandise on duty paid terms. This will enhance the capital requirements
of freight forwarders.

Commercial banks are currently flush with surplus liquidity, interest rates have
declined to historic lows and there is intense competition between banks for viable
lending opportunities. The government is also keen to support the small and medium
enterprise sector and the central bank has circulated prudential guidelines to facilitate
such lending.
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The industry association needs to engage with commercial banks to develop a viable
financing model for their members. The key element for such a dialogue would include
an understanding of the sector and willingness on the part of forwarders to provide
adequate disclosure on their operations to permit the lending institutions assess credit
rating of potential borrowers.

10.4 Institutional strengthening

The emergence of a fully independent trade association will confer several benefits
including productive utilization of members’ contributions for industry promotion and
the development of a regulatory framework to establish professional and financial
conditions of access to the profession. In addition, given the absence of a national fleet,
the vulnerability of trade and industry to aggressive tariff policies by foreign carriers
can be addressed through a strong body.

10.5 Rationalising transit trade procedures

Rationalisation of rules offers possibilities of significantly increased business volumes
for international freight forwarding companies in future years resulting from increased
transit trade flows.

10.6 Incentives for infrastructure development

There is an urgent need for establishing additional container freight stations (CFS)
since the existing stations are operating at full capacity. The government should
recognize the severity of this problem and address the same through encouraging new
CFS in the private sector through fiscal and monetary incentives. Industry
representatives have requested similar incentives for establishing modern warehousing
systems, transport equipment etc.
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Annex |

Research Methodology

This sector study has been conducted by International Asset Management Company
Limited a consultancy firm with extensive experience in specialized business
research. The survey methodology included a combination of primary data
generated through a sample survey, secondary sources of information, intensive
interviews with individuals connected to the industry and focus group discussions.

Primary data

A survey of international freight forwarders was conducted using a structured
questionnaire based on a random sample drawn from the trade body list. A total of 77
companies were interviewed in Karachi, Lahore and Sialkot comprising
approximately 20% of the industry to ensure full representation of small, medium and
large enterprises. Personal interviews were conducted with senior management
including CEOs, directors, proprietors and partners. In addition to the information
specified in the terms of reference, the industry’s views on their problems and
required remedial actions were also obtained. Except for a minority that refused to
cooperate, the general response was positive. However, many respondents declined to
provide financial and operational data. The list of respondents is attached as annex
V.

Secondary sources

1. “Trade in International Maritime Services: How much does policy matter?”
World Bank Economic Review, Vol. 16, 2002

2. “Eliminating excessive tariffs on exports of least developed countries,” World

Bank Economic Review, Vol. 16, 2002

Pakistan Economic Survey, 2003-04

State Bank of Pakistan Annual Report 2004

Federation of Pakistan Chambers of Commerce and Industry

Overseas Chamber of Commerce and Industry

Director-General, Ports and Shipping

Foreign shipping lines and Pakistan National Shipping Corporation

NG AW
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Annex |1

Date:

Qestionnaire on Pakistan’s International Freight Forwarding Sector

1. Company Name:

2. Legal Structure:

a) Public Limited Company

b) Partnership

c) Sole Proprietorship

3. What government facilities are you presently using in the course of your operations?

a) Sea Ports

b) Dry Ports

c) Air cargo Terminals

d) Others, please specify

4. How many persons are employed in your organization?
a) Executives/Officers
b) Clerical Staff

c) Support Staff (peons, messengers, sweepers etc.)
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5. Please indicate the types of services which your company outsource:

a) Packing

b) Transportation

c) Clearing/Forwarding

d) Others, please specify

6. What is the approximate number of your present clients?

7. What are the types of clients you are currently handling:

Type Number

a) Multinationals

b) Local Companies

c) Government

8. Based on the last two financial years’ figures what was the approximate breakdown of
your revenues through various services?

2003 2004

Amount % Amount %
(Rs.) (Rs.)

a) Exports

b) Imports

c) Local trading
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9. Identify 4 major expenses in running your business:
a)
b)
c)
d)

10. How did you fund your working capital requirements during the last two financial years?

2003 2004
Amount Amount
(Rs.) (Rs.)

a) Through internally generated funds

b) Through bank borrowings

11. How much cargo did you handle during the last two financial years?

2003 2004

a) Average monthly billing (Rs. equivalent)

b) Average monthly tonnage

12. Kindly detail the breakdown of your services (%) by countries of origin/destination:

Country Export/Import %
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13. What are the main problems presently being faced by Pakistan’s International freight
forwarding industry? (Use extra sheets, if necessary)

14. Kindly provide your recommendations/solutions to your industry problems: (Use extra
sheets, if necessary)

15. Please provide your:

Full name:

Designation/Title:

Address:

Phone no:

Fax no:

E-mail address:
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Computation of Industry Turnover

TG ZEmE Trad(%/os)hare Av(edg%(/acz?)riff Turn(oc\;?;)— qty Tumo(\L,JeSr$_ h\;l?ue
North America 40 2,200 205,872 452.9
European Union 35 1,200 180,138 216.2
Gulf/Middle East 15 300 77,202 23.2
Far East 10 600 51,468 30.9

Total/avg. 100 1,405 514,680 723.13

=Rs. 43,388 M.
Market Share Analysis
Segment Cnt/mth Cntlyr Co’r\ln%a%fies CothOafiarlllers Fﬁa\i/g ht BT|(I)I|tf\lIg Tl(gr;ol\\/l/)e '
(US$/cnt) | (US$ M)

Primary 30 360 253 91,080 1,405 128 7,678
Middle order 100 1,200 153 183,600 1,405 258 15,478
Total Solutions 400 4,800 50 240,000 1,405 337 20,232

Total -- -- 456 514,680 -- 723 43,388

Income Computations

Segment Turnover Gross Margin Gross income Net Margin Net income
(Rs M) (%) (Rs M) (%) (Rs M)
Primary 7,678 3.0 2304 1.0 76.8
Middle order 15,478 7.0 1,083.5 25 387.0
Total solutions 20,232 10.0 2,023.2 4.0 809.3
Total 43,388 7.7 3,337.1 2.9 1,273.1
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