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Editorial Perspective

ne of the essential characteristics of aresearch cultureis its quest for redlity.

What gives it a distinguishing feature is its fidelity to truth. We, the teachers
and research scholars, will not be true to our calling if we were not sentimentally
attached to the enduring truth and reality. Such an attitude is an abiding attribute of
a genuine research methodol ogy. It deepens our longing for the truth and incul cates
in our mind the creative discontent with what is taken for granted and believed to be
the redlity. Research methodology aspires for the essential knowledge. Mystics, saints
and philosophers, like Imam Ghazali, define this knowledge as the “taste” i.e., the
lingering affect of knowing. According to him, “he who hastasted, knows’. Philosophy,
ethics, virtue, wisdom, education and research aspire for the *apodictic knowledge',
i.e., the knowledge we cannot doubt or even think to be other than what it is.

Analyticaly, epistemology refers to the quest for such knowledge. It is based upon
an indomitable courage to question the underlying assumptions of our knowledge. As
this tendency develops into a cultural attitude the endemic passion reaches a point
where research becomes revolution. It then becomes incumbent upon a student of
research to recognize clearly and distinctly, not only the truth but aso our erroneous
beliefs and uncritically accepted assumptions so that we may evolve and grow beyond
them. The ideal hereisto arrive at the absolutely certain knowledge which is what it
is simply because it cannot be other than what it is. Motivated by such a passion and
inspired by the purity of the heart to will the truth, research becomesiconoclastic. It
then engages in demolishing what Bacon called the idols of the mind to seek freedom
from their petrifying bondage.

Seekers and lovers are by temperament patient people, willing to wait eagerly for the
reality to manifest itself from behind the veil of appearance. Greeks defined philosophy
as the love of wisdom and the search for truth. However, tradition notwithstanding,
it is not true that we are all philosophers. But it ought to be.

These are basic methodological requirements for the beginning of serious research.
All serious research is motivated by an intense desire for truth and reality, deep and
profound personal humility, an all consuming passion for excellence and, above al,
professional will to reach out beyond the taken for granted attitude. Philosophically,
it signifies cognitive dissonance and creative rage against “thus it is and cannot be
otherwise”. Dogmatic and forbidding knowledge claims are, by definition, antithetical
to the passionate quest of aresearch scholar and his unassailable desire to know: why?
A research scholar, by nature, is a curious mixture of discontent with the unexamined
finality of “thusit is’. Heis possessed by the creative will to establish the reign of
“thusit ought to be”. Nietzsche, an enigmatic and sadly misunderstood thinker, spoke
of the “will to power”, meaning the will to truth. According to him, awill that does
not will the truth isawill that wills nothing; it is a hopelessly powerless will.
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To be aresearch scholar means to be humble and open minded, to be intelligent and
to be persistently experimental and willing to believe that “ over each possessor of
knowledge there is one more learned” (Al-Qur’an). Such men grow by out-growing
themselves; they livein order to outlive. They celebrate becoming and strive to become
what they are capable of becoming. They do not fear change and they are not afraid
to test their knowledge in a constantly changing environment. They are the ones
destined to survive by exercising their will to creatively meet the challenges of their
environment.

In his Mugadima, 1bn Khaldun firmly established the empirical truth of survival with
the help of his theory of “challenge and response”. Survival, according to him, is
contingent upon our response-ability, i.e., our ability to creatively respond to the
challenges of our circumstances and vicissitudes of life. A. J. Toynbee, in his A Study
of History, attested to the hypothesis formulated by Khaldun. Darwin is known for the
devastating Machiavellian application of histheory of “survival of thefittest”. But he
was a victim of misunderstanding by association in the field of moral and political
action. A critical appreciation of Darwin's Origin of Species reveals that he was very
much in sympathy with the views formulated by Toynbee and Khaldun. According
to Darwin, “it is not the strongest of the species that survive, nor the most intelligent,
but the most responsive to change’.

But man himself cannot be understood apart from his being-in-the-world. The hyphenated
relationship between man and the world is the total context which defines the sense
and the meaning of human situation. What isimportant about man's situated existence
is not what the existing relationship between man and the world is but how the existing
relationship is perceived and experienced by man. The meaning of the “worldliness”
of the world depends upon the way man inhabits and circumstances the world.

This general observation about man’s being-in-the-world is true of all the worlds,
including the corporate world. Copernican revolution changed the place of man's
world in the universe. The revolution initiated by Einstein who turned the universe
inside out atered the meaning of human experience and radically changed the relative
significance of man’s relationship to the world. Marx made Hegel stand on his head,
he turned him and his dialectical idealism upside down and called it the right side up.
These areillustrative examples of how man’s place in his world and the place of his
world in the universe changes when a paradigm is radically changed. Immanuel Kant,
with his Critiques, changed the concept of human mind in relation to the world. Like
Marx, he made man see not a different world but the same world differently. Such is
the mystique and the magic if research and discovery.

Life and research teaches us that wisdom is not attained by sudden flights. It is not
given to us as a perfect deposit. Transcendence, the movement towards the ‘yet to be',
and the principle of change, flux and becoming are the essential components of life,
nature and dynamic culture. Their application in research, especialy in the field of
education, showsthat life isimbued with adynamic principle, pulsating with creative
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movement towards the “yet to be”. Thistranscendental advance and internal movement
beyond the “thus it is’ towards the vision of “thus it ought to be" is the élan and the
creative impulse behind all genuine research. We need to integrate this insight into
our philosophy of life and education to create a dynamic and future oriented research
culture. No philosophy of life, no world-view, including the corporate world view, can
afford to dispense with such an essential insight without corrupting the purity of moral
vision and without arresting the onward movement of the creative process. If we fail
to appreciate the awful consequences of this insight we sadly deny to ourselves an
understanding of the social and existential implication of the principle of transcendence.
Denial and gradual loss of transcendence resultsin the atrophy of creative will, failure
of nerves, deepening shadows of fatalism and thickening gloom of despair and
hopel essness.

Corporate philosophy, when it is pursued with such a bias, can help us overcome our
morbid obsessions and abnormal compulsions, more so our fixations on unexamined
motivations, particularly with regard to education. Money, profit and economic
motivation in education are very dubious and insidious sentiments. Education is not
acommodity; it is avirtue. Good education, both as an end in itself and as a means
to an end, should be grounded in the passion for truth and value. It ought to beautify
the mind and ennoble the character. Such value added education is not an expense;
it is an asset. We must, nevertheless, be able to put some economic evaluation on
education, not in terms of money, which is a nominal value, but a value in terms of
moral refinement, social responsibility, creative passion, cultural vision, transcendental
outlook, religious and humanistic sentiment. These are, among others, essential
components of the life of an educated man and the necessary first elements of a
corporate world-view. They are also the irrevocable conditions for all theoretical
achievements and practical accomplishmentsin a corporate society.

In The World According to Drucker, Jack Beatty has so aptly pointed out that:

“Drucker discusses economic life in terms of values, integrity, character, knowledge,
vision, responsihility, self-control, social integration, teamwork, community, competence,
social responsibility, the quality of life, self-fulfillment, leadership, duty, purpose,
dignity, meaning — but rarely money. He defends profit, but asif it were broccoli: a
distasteful obligation of managers who would rather be reading Kierkegaard.”

Discussing The 7 Habits of Highly Effective People, Covey makes a compelling
distinction between “character ethics” and “personality ethics’ and their relative
managerial effectiveness in a corporate society. Today, more and more, corporate
business rests on rectitude, honour, good moral judgment, authentic self-hood and
strength of character. In contrast to the Sophistic proclivities, which have always
contaminated the world of business and of morals, ethical orientation implies that the
man of character lives and acts as a particular universal. He embodies the Kantian
imperative: “act in such away that by your will your action becomes law universal”.
The ramifications of such athought make the corporate life a“trial by existence”; its
implications in a corporate society are vast and deep.
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Jim Collins describes the features of a personality oriented ethics as a function of
personality structure, socio-cultural habits and attitudes, presentation of self in society
and its contribution to the social, public and human relations. In his Good to Great,
a book inspired by the quest for the essence of excellence, Collins offers the profile
of an executive who builds enduring greatness, lives and acts according to the dictates
and imperatives of character ethics. “Compared to high profile leaders with big
personalities who make headlines and become celebrities, the good to great |eaders
seem to have come from Mars. Self-effacing, quiet, reserved, even shy —these leaders
are a paradoxical blend of personal humility and professional will.”

When we think about corporate world, we realize that not just the market forces but
nearly al the forces, ethical, religious, moral, social, political, cultural, philosophical,
economic etc., define the distinctive features of its worldliness. The plurality of its
perspectival variations and their gestaltan unity implies the richest and the most
diversified concept of the “world”. Here, if anywhere, ‘reality’ has many faces and
the ‘truth’ about it is given to usin and through our lived-experience. Because, through
what else could it be given? Therefore, corporate research ought to restore and strengthen
our faith in the veracity of truth and value; it should deepen and enlarge the sphere
of our corporate world-view. Today, our corporate cares and concerns are becoming
more and more sharply defined in terms of their relevance and consequences. They
intrusively extend into the domain of research, adding to our admiration for theintrinsic
greatness of human character and its pristine simplicity. They also deepen our
understanding of the frailties, deadly sins and ghastly temptations of human nature.
In their very compelling ways, our corporate cares and concerns pertain to;

» our morbid fear of change and denial of the process of becoming,

» theuntested belief that our creative will does not make any difference in our human
condition,

» the impoverished and debilitating notion that having reached a certain level of
growth and devel opment we have aready become what we are capable of becoming
and

e our inability to wonder if what is, is necessarily what ought to be?

Observations such as these tend to become serious research questions. Pursued with
the passion of the seeker of truth, they save us from the grief of hubris and the sorrow
of alife based on idolatrous assumptions and hypotheses. Research celebrates the
vision and the joy of freedom from theworld asit is, edifying it creatively into aworld
asit ought to be.
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MOTIF

Japan Pakistan Economic Relations

Challenges and Opportunities from Japan’s New Economy *

Seiji Kojima
Japanese Ambassador Extraordinary and Plenipotentiary

INTRODUCTION

want to express my heartfelt gratitude to the Institute of Business Administration

(IBA) for giving me a chance to speak about the economic relations between Japan
and Pakistan. This Ingtitute has history of 50 years, and is the oldest business school
outside North America. | am very happy to learn that although this highly renowned
institute was established with the financial support from USAID, it has also devel oped
strong connections with Japan. Prof. Danishmand, Dean and Director of the Ingtitute
of Business Administration, has worked for the Atlas Group and Suzuki Motorcycles
Pakistan. Prof. Fujita, a senior volunteer from JICA, is already teaching at the IBA
the theory and practice of the Japanese concept of Management.

JAPAN PAKISTAN ECONOMIC RELATIONSASTODAY'S SUBJECT

| have various reasons to discuss the economic relations between Japan and Pakistan
today. First, one of the most important and urgent tasks that the Pakistani Government
facesis of course to achieve arobust and stable economic growth, thereby enabling
to eradicate poverty from this country. Asthe largest bilateral donor and a major trade
partner of Pakistan, it would be quite natural for Japan to place importance on the
economic aspect of the relations with Pakistan. Second, thisis an institute of business
administration, and | imagine that the audience will show interest in the economic
side of the bilateral relations, although our relations have been increasingly becoming
multi-faceted. Third, Karachi isthe commercial center of Pakistan, producing 65 %
of GDP of the country, and would be the right place for me to discuss economics.
Fourth, amost every day articles on Japan's economy and the relations between Japan
and Pakistan appear in major newspapers in Pakistan, they are not often discussed in
a comprehensively manner and in an analytical way. But, | have to hastily add that
my speech today may not fully satisfy you in terms of its coverage and analytical
depth of the subject. This may prove to be a reckless attempt by an amateur.

Although today’s subject is the economic relations between Japan and Pakistan, my
discussion will not be confined to the bilateral relations per se. | also discuss political
and economic surroundings of the two countries and the collaborative moves in South
Asiaand East Asia, which may influence the future of our relations. Today’s argument
is, in fact, based upon the premise that the fundamental changes in the Japanese
economy will play akey rolein shaping the future relations.

* Text of the speech delivered by H.E. Ambassador of Japan at the Institute of Business
Administration on November 25, 2006.
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THE LOST DECADE IN JAPAN

| would like to start my presentation by sketching what happened in the Japanese
economy sincethe late’80s. The '90sis, as many of you know, often termed in Japan
aswell as overseas, as “alost decade”. In 1990, asset prices collapsed dramatically
in Japan. In the’90s, Japan’s annual economic growth came down to 1.6% from 3.8%
in the ' 80s. The unemployment rate rose from 2.1% in 1990 to 5.4% in 2002. Before
the collapse, the stock price was over 38,000 Japanese yen in 1989 it came down to
the level of 16,000 Japanese Yen in 2005. As the result of a series of fiscal measures,
Japan is now faced with a huge amount of the public debts.

There are arguments among economists about the causes for the long economic
sluggishness. Looking at the supply side of the Japanese economy, some economists
point out a decrease in potential growth capacity. Some economists argue that the
demand was not strong enough to fully make use of the economic potential in the
Japanese economy. This school also points out a delay in the easy monetary policy
in the early part of '90s. As aformer lawyer of the Asia Development Bank, | would
not make any conclusion now, leaving it to the hands of experts of proper disciplines.

A NEW ECONOMY OF JAPAN

Astheresult of progressin structural reform since the late ' 90s, especially under the
Koizumi Cabinet sine 2001, Japan’s economic bases have been strengthened. Banks
have started lending gingerly. The non-performing loans (NPLs) have dwindled from
more than 8% to below 2%, and the “three excesses’ in employment, equipment and
debtsin the corporate sector have almost been eliminated. Current profits of corporation
have seen a fourth consecutive annual increase in fiscal year 2005 and business
investment continuesto grow strongly. For my convenience, let me name the Japanese
economy after 2001 as a“New Economy” without any clear definitions.

The employment situation is also improving and the unemployment rate has decreased
from 5.5% to just above 4%. The demand-supply gap has been eliminated and the
consumer prices have been in therising trend. The eradication of deflation has come
into sight, with the improvement of the GDP deflator from minus 1.2% in the April-
June quarter to minus 0.8% in the following quarter this year.

In the July-September quarter of this year, Japan's GDP expanded 0.5% as compared
to the previous quarter, and on an annualized basisit grew 2.0% in the July-September
quarter. Japan’'s economy has been in an expansion phase for 58 months. Thisis Japan’s
longest postwar recovery. The Japanese economy is expected to continue a moderate
recovery led by private demand with the continuing growth of consumption and
business investment, although in the July-September quarter, private consumption
declined 0.7%.

Of course, there are risks to the outlook of the economy. They are the further surge
of ail prices, the dowdown of the US economy and the possible inventory adjustment
inthe IT sector.
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CHALLENGESAND OPPORTUNITIESFOR PAKISTAN

In the eraof globalizing economy, Japanese economy can enjoy the economic growth
of the world economy, and in turn will contribute, with its openness and vitality, to
growth of the world economy, especially the sustainable development of Asian countries.
Now, | would like to discuss challenges and opportunities presented to Japan as well
asto the world economy by the New Economy.

First, Japan’s exports doubled from 275.2 billion dollarsin 1989 to 598.2 billion dollars
in 2005. In fact, the economic recovery after January 2002 was first led by exports.
Despite the economic sluggishness, Japan’simports al so recorded aremarkable increase
from 210.8 billion dollarsin 1989 to 359.1 hillion US dollarsin 2001, and then 518.6
billion dollars in 2005. In 2005, the major trade partners of Japan are East Asia, the
US, EU 25 and the Middle East.

Second, in 2005 Japan’s FDI on a balance of payments basis recorded 45.5 billion
dollars, the highest level during the last 15 years. It increased by 46.8% over 2004.
In the manufacturing sector an amount of 26.1 billion US dollars was invested. Japanese
automobile companies invested in the US and Asiafor the actual or future expansion
of production. Japan’s FDI to Asiaamounts to 16.2 billion US dollars with an increase
of 53.4% over the previous year, and the US enjoyed 12.1 billion US dollars with an
increase of 61.1%.

Third, as the manufacturing firms go abroad, so do financial institutions, many of
which once rationalized their overseas operations during the post-bubble period. Some
financia and insurance companies bought local institutionsin order to strengthen their
operational basesin Asia

Fourth, although Japan has struggled out of the long economic recess, it is still suffering
from its aftermath. If the debts of the central and local governments are added, the
amount will become 775 trillion Japanese yen or 151% of GDPin 2006. The government
pledged that it would balance the annual budget before debt payments by 2011. This
has posed big challenges not only to Japan, but also to ODA recipient countries
including Pakistan. | will discuss thisissue |ater.

Fifth, in East Asia, more than half the total trade for the region is conducted within
the region itself, demonstrating how tightly-knit the region truly is. Japan has already
concluded or is currently negotiating economic partnership agreements (EPAS) with
the ASEAN countries and with the Republic of Korea. By the way, while a FTA
traditionally focuses on trade of goods, an EPA also includestrade in services, intellectual
property and cooperation. We are also promoting joint studies with India and with
Australia. In addition, with regards to the economic tie-ups among Japan, China, and
the Republic of Korea, academic research by specialists has already been launched.
Japan believes that the East Asia Free Trade Area and the East Asia Investment Area
will also contribute to promoting regional economic integration. Looking nearer at
South Asia, the countries have not yet made full use of regional arrangements, known
as SAFTA. | will come back to thisissue later.
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Sixth, Japan isincreasingly becoming an aging society and the population has started
to shrink with the peak year of 2004. The population of 65 years old or older now
represents more than 20% of the total population, and the fertility rate has gone down
to 1.25. These demographic changes require a major transformation in the Japanese
economy. In the future, Japan hasto rely more upon trade. New technol ogies, innovations
and growth of productivity also hold the key for Japan to cope with the problems
caused by the aging population. In other words, the Japanese economy should be more
knowledge-based, relying increasingly on less sophisticated industries abroad. Japan
may have to consider the acceptance of more professional or technical workers.

The aging society will produce more people who are retired but are still active and who
enjoy travelling. They have aready travelled abroad extensively, and are not satisfied
with the ready made, less adventuroustravel schedules. Pakistan, with its natural beauties,
historic sites and exotic handicrafts, can be agood destination for these people.

IS PAKISTAN READY TO MEET CHALLENGES AND TO GRASP
OPPORTUNITIES?

(Japan’s Exportsto Pakistan)

As an export destination for Japan, Pakistan has been more or less successful. With
the exports of 2001 as the bottom of Japan’s exports to Pakistan, Japan’s exports to
Pakistan increased and reached the level of 1.51 billion US dollarsin 2005, representing
0.3% of the total exports of Japan. Through the exports of such items as machinery,
automobiles and auto parts, Japan can, | am sure, contribute to strengthening and
widening the industrial base of Pakistan so that Pakistan will export a wider variety
of industrial goods in the future.

(Pakistan’s Exportsto Japan)

Pakistan's exports to Japan are in areally miserable situation. The amount has kept
on decreasing since 1996, and in 2005 it became a quarter of the amount in 1995.
Now, Japan’s imports from Pakistan are a negligible amount of 143.7 million US
dollars. Why did this happen? What should we do? First and foremost, the corporate
sector of Pakistan must strive towards improving its competitiveness and increase its
economic competitiveness and increase its economic value added.

The exports of textiles and clothing occupy about 60% of the total exports from
Pakistan to Japan. Without a recovery of competitiveness of that sector, you cannot
expect adramatic increase in Pakistan's exports to Japan. | know that Pakistan’s textile
industry is at acrucial juncture with afierce competition in the international market,
especially after the Agreement on Textiles and Clothing expired in January 2005. It
is said that the industry faces the decision to choose yarns and fabrics on the one hand
and made-ups and garments on the other. | am not in a position to advise anything,
but before making any decision they have to conduct athorough research in the foreign
markets. The sector also needs to upgrade its technology and to develop human
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resources. | hope that through works on drawing up a “Textile Vision 2012", the
Government and industry will find strong solutions.

Onour part, JICA, JETRO, the Association for Overseas Technical Scholarship (AOTS)
and other Japanese organizations are ready to assist the Pakistani public sector and small
and medium enterprises through human resource devel opment and transfer of technology.
In Karachi, with the assistance by the Japanese Government, the Plastic Technology
Centre (PTC) was upgraded and J CA has started technical assistance to the PTC.

(Pakistan as a Destination of Japan’s FDI)

FDI playsacrucia roleto upgrade and modernize Pakistani industries. As often argued,
trade and FDI are closely related, and more FDI often means more trade, especially
exports from the country of investment destination.

In the last three years, Japanese companies have invested more than 100 million US
dollars in Pakistan. | hope that the volume of Japanese investment in Pakistan,
particularly in the automobile sector, would increase further in the near future, since
this sector in Pakistan is expanding. The number of automobiles produced in 2010 is
estimated to be 500,000 with an annual increase of approximately 25%. | am therefore
very hopeful that in the coming future the Japanese vendors and suppliers would also
invest here. This will certainly improve the production quality of the local vendor
industries that are still dependent upon the old production techniques.

In the New Economy the concept of a small government will be pursued further. More
infrastructure construction and operation will be transferred to the hands of the private
sector in Japan. It may become easier for the Japanese private sector to come to Pakistan.
On the Pakistan side, the finalization and approva of projects should be further facilitated.

Despite these welcoming trends, Pakistan has not enjoyed a golden share of Japan’s
recovery of FDI after the economic revival in Japan. Japan’'s FDI to Pakistan of 45.2
million US dollarsin 2004/05 is a modicum of Japan’'stotal FDI of 45.5 billion dollars
in 2005.

In the decision of an investment project, the investor takesinto account several factors.
First, the macro-economy and policy of the destination country are to be analyzed.
Pakistan is currently pursing aliberal foreign investment policy as part of its economic
reform programme and in so doing it has initiated structural reforms aswell. On this
front, | think that Pakistan has done remarkably well in registering asubstantial increase
in the net inflow of FDI over the last six years.

Second, the structural reforms and policy changes will remain insufficient if they are
not supported by well-collaborated legal, macro-economic and infrastructure framework
which is constituted by avoidance of double taxation, establishment of industrial
standard for quality control, protection of intellectual property rights and patents,
adoption of along-term consistent policy, provision of roads, railways and ports, access
to areliable power supply, and human capital formation and skills development.
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Third, the investment climate in any country can be judged from some basic indicators
in doing business, such as its entry regulations, disclosure requirements, bankruptcy
procedures and so on. There is no doubt that Pakistan has shown some improvement
in these indicators. The improvement is quite encouraging but still further improvement
isrequired in this regard.

Fourth, the security situation is also very important. Nowadays, it would be quite
natural for the private sector to assess the safety and security situation including the
state of the relations between the destination country and its neighboring countries.

Even if a country improves itsinvestment environment, prospective investors compare
the environment of the country with that of other markets. In the case of Pakistan,
they compare Pakistan with the countriesin East Asia and other South Asian countries.
In other words, Pakistan has to compete with these countries.

Here, | would like to introduce to you a case of Japan’s FDI to Pakistan. Asall of you
must know that the automobile industry in Pakistan has been dominated by the Japanese
automakers. They started to invest in Pakistan decades ago, when no other foreign
automakers showed any interest towards Pakistan. The CEOs of the Japanese automakers
have never thought Pakistan as only a market of automobiles. They had along-term
perspective to develop a robust automobile industry in Pakistan, by providing
technol ogies, conduction research and development works, and training managers and
engineers, thereby creating alot of job opportunities in this country. If the Japanese
automakers had not invested in this country, there would not have been any automobile
industry in this country.

(Pakistan asan Important Partner Country for Japan’s ODA)

In order to contribute to the development goals set by the UN, Japan continues its
efforts towards the goal of providing ODA equivalent to 0.7% of our gross national
income (GNI). We intend to increase our ODA by 10 billion US dollars over a period
of 5 years. In order to achieve these goals, ODA in general and ODA to Pakistan in
particular should be supported by a wide range of Japanese people. In this regards,
Foreign Minister in February 2006 said that:

“Pakistan is a front country in the fight against terrorism. Since ancient times it has
been a strategically important transport transit juncture, and many people may not
realize this, but it shares aland border with Iran. Helping to build the infrastructure
of such country will lead to stability in Afghanistan and central Asiaand aso has the
value of conserving the distribution routes in the surrounding region. As the leading
nation in Asia, Japan will suffer if Pakistan is not a calm stabilizing force. You can
understand here too the situation in which assistance for Pakistan is also in line with
theinterest of Japan.”

Then, he concludes by saying that while he was in India and Pakistan in January this
year, he thought that Japan’s ODA to India and Pakistan would become more and
more important in the future.
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ODA to Pakistan being justified, in what areas should we give priorities? The
Government of Japan formed its long term “ Country Assistance Programme” for
Pekistan in 2005. In this programme, Japan made the “ Construction and devel opment
of asustainable society” the uppermost goal of its ODA to Pakistan, and set forth the
following three priority directions for cooperation:

(2) ensuring human security and human devel opment;
(2) developing a sound market economy; and
(3) achieving a balanced regional socio-economic devel opment.

We will apply this programme to our operation in the coming 5 years, respecting fully
the Medium-Term Development Framework (MDTF), the Poverty Reduction Strategy
Paper (PRSP) and other documents of Pakistan.

After the resumption of the yen loan in 2005, it would take little more time to make
the system fully operational, and mainly through yen loans, Japan continues to assist
Pakistan in constructing its infrastructure. In addition, Japan will be more active in
participating in dialogues on structural reforms and policy issues, and promoting
governance, capacity development, devolution, etc. Japan together with other donors
actively participates in organizing aid coordinator suitable for Pakistan.

You may have aclearer picture about our ODA, if | take up some future ODA projects
in Karachi. Karachi is the heart of Pakistan economy, and an engine for the growth
of thewhole of Pakistan. Therefore, Japan assists Karachi to vitalize itself through the
improvement in the basic industrial infrastructure. Japan has also been assisting to
improvethe quality of lifein Karachi by developing along-term plan for the establishment
of the public transportation network and the elimination of traffic jams to secure
smooth movement of workers.

(Regional Cooperation in South Asia)

Traditionally, the south Asian economies are closed ones. The shares of trade to GDP
for Pakistan and India are around 30 and 40%, while those of the East Asia economies
exceed 100%. Accordingly, theinter-regional tradeis still limited. Although there are
issues and difficultiesin regional trade cooperation in general and SAFTA in particular,
| am sure that Pakistan will benefit from regional trade in the long run due to improved
competitiveness and access to the large market to South Asia. The integration of South
Asian countries with the population of 1.5 billion has become more important, when
East Asia has been increasingly integrating itself, and attracting far more FDI. In this
regards, it would be gratifying to note that IBA and SAARC Chamber of Commerce
& Industry, Islamabad (SCCI) jointly organized in January this year a regional
conference on investment and trade.

The economic cooperation among the countriesin South Asiawill generate afavourable
atmosphere for further political dialogues among the members. At the same time, it
is also true that the promotion of trade and investment between countries tends to be
deterred by the negative moves of the countries. From this point of view, we welcome



|
Business Review - Volume 2 Number 1 January - June 2007

the Composite Dialogue process including Confidence Building Measures (CBMs)
and hope that Pakistan and India will resolve their differences on various issues
including the issue of Jammu and Kashmir.

(Japan’sAging Society and Pakistan)

As | have discussed earlier, Aging Japan again gives Pakistan various opportunities
from the promotion of trade and investment to the dispatch of professional and technical
workers and also the promotion of tourism. Here, | only discuss tourism and knowledge-
based economy.

Pakistan, unfortunately, is not a popular destination for the Japanese tourists with only
13,400 visitors ayear, while more than 17 million Japanese go abroad a year. Pakistan
isfull of tourist resources such as mountains, Buddhist sites, Indus civilization, World
Heritage sites, deserts, etc. In Japan, many retired people together with unmarried
women and environment-oriented people find interest in Pakistan. Retired people are
interested in history, geography and even mountains. Pakistan can easily meet avariety
of needs of the Japanese tourists. Challenges here are the quality of various services
provided and the safety and security of the region. Our relationship should be developed
and supported by grass-root activities. Tourism can contribute in promoting the people
to people contacts. So the tasks of accepting more tourists from Japan deserve thoughtful
consideration.

According to arecent pressreport, President Musharraf called for devel oping knowledge-
based economy through the promotion of quality science and technology education
in Pakistan. In fact, Japan is one of the countries that Pakistan has asked to assist in
setting up a University of Engineering, Science and Technology (UEST). Japanese
Academiais now reviewing feasibility and modalities of cooperation. The embassy
will make every effort to facilitate this process. | hope that an early conclusion will
be made.

CONCLUSION

As | have already discussed, the New Economy in Japan present challenges and
opportunities to Japan. Pakistan has a so been given challenges and opportunities by
the New Economy. If Pakistan is not successful in solving issues and seizing opportunities
in atimely manner, our relations will miss a very important chance to be promoted
further. Japan is, on its part, always ready to assist Pakistan In this regard, Pakistan
Japan Business Forum (PJBF) has played a very important role since itsinception in
2001 and has held dialogues with its Japanese counterpart organization (Japan-Pakistan
Business Cooperation Committee). Japan-Pakistan High-Level Economic Policy
Dialogueis another forum for strengthening the trade and investment ties and economic
cooperation between the two countries. The two forums are closely linked by another
forum, the Joint Business-Government Dialogue. | hope that through the dialogues
at these forums tangible results will be made.
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ABSTRACT

Inthisresearch | investigate persistence in monthly excess stock returns over risk free
rates in two South Asian stock marketsi.e. S& P CNX 500 and KSE 100 stock price
indexes using hon-Gaussian state space or unobservable component model with stable
distributions and volatility persistence.

Results from non-Gaussian state space models show that both markets encompass
volatility persistence. KSE 100 has a stable characteristic exponent of & 1.748, but
for S& P CNX 500 index the value for the characteristic exponent ¢ is 1.999 which
shows normal behavior in this market. Both markets encompass persistent signal in
returns at 10% level of significance. The efficiently estimated excess returns for S& P
CNX 500 are 0.01% per month (0.12% per annum), and 0.015% per month (0.18%
per annum) for KSE 100 index.

Key phrases: stock return predictability; unobserved components; fat tails; stable
distributions
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1. INTRODUCTION

ama (1991) showsthat predictability in stock returns have been explored extensively

in the literature. The motive behind exploring stock returns predictability is economic
gainsthat could be attained dueto suitable trading Strategies (Xu 2004). However, researchers
have focused on two aspects of empirical distribution of stock returns which they think
are important for accurate predictability. For example, Akgiray and Booth (1986), Jensen
(1991), de Vries (1991), Buckd (1995), Mantegna and Stanley (1995), and McCulloch
(1997) found evidence of non-normality in stock returns. On the other hand Nelson (1991)
Danielsson (1994), Pagan and Schwert (1990), Diebold and Lopez (1995), and Goose and
Kroner (1995) found evidence of volatility persistence in stock returns.

Conard and Kaul (1988) employed state space or unobservable component model to
predict stock returns considering that shocks in both the observation and state Equations
are normal. Similarly, state space models have also been used by Harvey (1985) and
Watson (1986) with the assumptions that the underlying errors are normal. However,
McCulloch (1996a) and Bidarkota and McCulloch (2004) modeled stock returnsto be
non-Gaussian with fat tails.
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In this study, | investigate possible existence of persistent predictable signal in monthly
S&P CNX 500 and KSE 100 indexes excess returns over the respective risk free rates.
In order to account for non-Gaussian data, | model returns within the framework of
Parisian stable distributions that were also employed by Mantangna and Stanley (1995),
Buckel (1995), and McCulloch (1997). Therefore, asin Oh (1994) and Bidarkota and
McCulloch (1998), | relax normality assumption in favor of stable distributions because
Kalman filter is not operable efficiently with stable distributions. Similarly, to explicitly
account for volatility persistence in the return series | employ GARCH-like mode!.
The motive behind this study is to find stock market predictability in KSE 100 index
(Pakistani stock market) and compare it with neighboring south Asian stock market
(S&P CNX 500: Indian Stock Market). The findings from this study are intended to
help policymakers as well as business community in Pakistan.

The remaining paper is organized as follows. Section 2 outlines the most general
model used in this paper, and some estimation issues. In section 3, | present data
sources, empirical results, and hypothesestests, and finally section 4 includes conclusions
of the study.

2. STATE SPACE MODEL FOR STOCK RETURNS
In this research six versions state space or unobserved time series econometrics models
areused. Modd 1 isthe most general model that encompasses unobservable component

in stock returnsincluding non-normal errors and GARCH-like effects which is shown
in following thee Equation:

v, =x,+&, 8, ™~ €2, z,, ~iid s,(0,1) (1a)

(x_lu):¢('xt—l _/U)+77t 1 ~€,C2y
o, ~iid S, (0,1) (15)

¢ =+ e +01r, —E(r | hystiy) |

+ W, |1 =B | BBy | (le)
Where,
Jd = {1 if 11 —E(F_In.ry e ) <0
-1 — 0 otherwise

Here 7, is the observed one-period excess return, X, is an unobserved persistence
components in the series, and Z, and Z, are independent white noise processes.
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Model 2 is obtained restricting & = 2 in model 1 which can be written as:

r,=x,+¢, & ~2¢z,, z, ~iid N(0,1) (2a)
(x, =) =9(x, — ) +1,, 1, ~2¢,¢,2,,, 2, ~iid N(0,1) (2b)

C:2 :a)+ﬂc’2_] +5|rr—| _E(rt—l |r],r2, ------ ,V,_z)|2 +7dr-1 _E(rf—l |r1’r23-~~=’}-2)|2 (20)

Setting # = 6 = y = 0 inmodel 1 gives model 3, which is shown in Equation 3:
n=x+tée, &~ Sa(O,c) (3a)
()C, _,u):¢(xt—l —/,l)+7],, 1, NSa(O,C”,C) (3b)

When restricting @ = 0in model 1, the shocks &€, and 77, are not separately identified
so ¢, is also not identified. The resulting model is model 4 which is shown in

Equations 4 :
ro=p+e, & ~cz,  z,~iidS,(0,1) (4a)
¢ =o+ e +0|r, —pl® +d | r, - pl® (4D)
Where,
_ ¢lif r—u<0
dt—l R otherlwise

Model 5 shown in Equation 5 is obtained setting ar= 2 in model 4 .

n=u+s, & ~ \/Ec,z,, z, ~iid N(0,1) Sa)
¢/ =+ fel +8 |, —ul +ud | r, - ul (50)

Restricting =5 =y =0 inmodel 4 resultsin model 6 which is presented in
Equation 6:

nh=pte, & NSa(O’C) (6)

A random variable x will have stable distribution S, (0, c¢) whenitslog characteristic
function can be represented as:

In Eexp(ixt) = idt—|c, |* (7
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The parameter ¢ > 0 measures scale whereas the parameter 0(—00,90) measures
location and & € (0,2] isthe characteristic exponent that governs the tail behavior.
A smdll value of ¢ indicatesthicker tail and normal distribution pertaining to symmetric
stable family encompassing & = 2 whose variance is equal to 2¢”.

In the process contained in Equation (1c) we restrict @ >0, >0, 6 >0, and
y = 0. Thetheoretical term involving dummy variable d,_, captures leverage effects
that are transmitted from negative shock to increase in future volatility more than a
positive shock of equal magnitude (Nelson 1991, and Hamilton Susmel 1994).
Abstracting from the threshold term, when the errors are normal, the model of volatility
persistence reduces to GARCH-normal process.

Any predictable variation in excess return is because of persistent componentx, ,which
are assumed to follow a simple AR (1) process. When predictable component in
Equation 1 becomes significant, than) E(#, | ,......,7,_,) provides auseful forecast
of returns. However, when €, and ¢ or one of these Is negligible, the returns are
purely random, so these may display spurious predictions.

2.1. Estimation I ssues

Non-Gaussianity of the state space model in Equation 1 creates complication in
estimation even without the presence of conditional heteroskedasticity. This happens
because the Kalman filter is no longer optimal due to the non-Gaussian nature of
shocks.

The general recursive-filtering algorithm due to Sorenson and Alspach (1971) provides
optimal filtering and predictive densities under any distribution for the errors and the
formula for computing the log likelihood function. These formulae are presented in
Appendix-A.

The recursive equation that is employed to compute filtering and predicting densities
are given in the form of integrals whose close form analytical expressions are generaly
intractable, especially in very specia cases. In this study, | numerically evaluate these
integrals.

Stable distribution and density may be eval uated using Zolotrav’s (1986) proper integral
representation or by taking inverse Fourier transformation of the characteristic function.
However, McCulloch (1996b) has developed a fast numerical approximation
to stable distribution and density that has an expected relative density of
the precision of 10~® for o € [0.84, 2]. |, therefore, restrict ¢ in this range for
computational convenience.

Lumsdaine (1996) shows that the effect of initial valuesin GARCH volatility process
on the properties of the parameter estimates in GARCH (1, 1) is asymptotically
negligible. Diebold and Lopez (1995) suggests to set the initial conditional variance
( 2002 ,Where it exists) equal to sample variance at the first iteration and the subsequent

17
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iterations to sample variance from simulated realizations with estimated parameters
(from the previous iterations). Engle and Bollerslev (1986) suggests initializing the
GARCH process using estimates of €, unconditional value obtained from the volatility
process in Equation 1c.

3. EMPIRICAL RESULTS
3.1 Data Sources

Monthly excess returnsin two South Asian stock markets over relevant risk free rates
are employed from March 1991 through February 2004. Monthly stock prices for
Pakistani stock market index KSE 100 and Indian stock market index S& P CNX 500
were obtained from Datastream. Pakistan Treasury bill rates and Indian central bank
discount rates are the two risk free rates that were obtained from September 2004
version of Internationa Financial Statistic (IFS) CD-ROM. Excessreturns are expressed
as percent per month throughout the study. Figure 1 plots excess return series for S& P
CNX 500 index and Figure 2 plots excess return series for KSE 100 index. The plots
shown in these Figures encouraged me to employ models for detecting possible
persistence of mean returns using state space or unobserved component model of stock
returns.

3.2 Estimation Results

Tables 1 and 2 show the estimation results for S& P CNX 500 and K SE 100 stock price
index for different models estimated for this study. These Tables show parameter
estimates for characteristic exponent &, volatility persistence parameter 5, ARCH
parameter &, leverage parameter 7, signal to noise ratio¢,, , and AR coefficient of
persistent component of returns¢ . There is ample difference in two markets that can
be characterized by low values of characteristic exponent ¢, the volatility persistence
parameter /3, and high values of leverage parameter 7 in KSE 100 index compared
to S& P CNX 500. The predictable component in KSE 100 stock price index is
statistically significant whereas there is less evidence of statistically significant
predictable component in S& P CNX 500.

Figures 3 and 4 show filter mean E(x, | 7,,7,,7;,......., 7, ) for Indian and Pakistani
stock markets respectively. These plots show that predictable component appear to be
constant which indicatesthat variation in its parameter estimates might not be component
in forecasting access returns.

3.3 Hypotheses Test
In the following sub-sections the tests for normality, volatility persistence, and

persistence in mean returns are elaborated. All tests are based on likelihood ratio test
statistics.
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3.3.1 Test for Normality

Thistest is based on the null of & =2 in model 1. The LR test statistics for this test
has non-standard distribution because the null hypothesis lies on the boundary of the
admissible values for «r ; therefore, standard regularity conditions are not satisfied.
Inferences are therefore derived from test statistics based on the critical values due
to McCulloch (1997).

Based on LR test statistics, the null hypothesisfor KSE 100 index can easily be rejected
at asignificance level of better than 0.005 using critical valuesfrom McCulloch (1997).
However, using LR test statistics, the null hypotheses of normality, and no volatility
persistence for S& P CNX 500 index is not rejected. The study results indicate that
even after accounting for GARCH-like behavior, the excess returns are significantly
non-normal.

3.3.2 Test for Volatility Persistence

The test for no volatility persistence (homoskedasticity) can be formulated by
restri%tingﬁ =¢ =y =0inmodel 1. The statistical inferences for this test are based
on y; distributions.

The LR for the null of no GARCH whichistotest f# = ¢ = = 0 reported in Tables
1 and 2 respectively for S& P CNX 500 and KSE 100 indexes. Homoskedasticity in
both the marketsis strongly rejected with ;(3 critical values.

3.3.3 Test for Persistencein M ean Returns

The null hypothesis for this test is obtained from setting ¢ = 2 in model 1 which
assumes that return series are random. In this case the standard likelihood ratio test
statistics for this test are not applicable because the two shocks &, and 77, are not
separately identified so the scale ratio €, is also not identified. Similarly, the bound
for the asymptotic distribution of a standardized likelihood ratio test statistics due to
Hansen (1992) which is applicable in such cases may result in under-rejection of the
null or a subsequent power loss as noticed by Hansen himself. In addition, the test
statistics is computationally very intense especially for this study, so | refrain from
using it. Therefore the inferences reported are based on the critical values obtained
from Zl and ;(2 distributions.

Based on the LR test statistics for S& P CNX 500 index, the null hypothesis
of no persistence in mean returns (¢ =c, =0) isrejected at 10 percent level of
sgmflcance using critical val uesfrom ;(12 distribution. However, the null can not be
rejected using critical values from ;(2 distribution at 10% level of significance. For
K SE 100 stock prlce index, the null isrejected at 10% level of significance using
critical valuesfrom y or even y, distribution. Therefore, after accounting for normality
and volatility persistence there exist statistically significant persistent signalsin both
the markets.
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3.3.4 Additional Testson Normality and Volatility Persistence

Thetests for non-normality and volatility persistence are repeated considering model
4 as an aternative model. In this case model 5 is null model for non-normality and
model 6 for homoskedasticity. The intuition behind these additiona testsisto find the
impact of excluding predictable component (from state space model) on the inferences
from our model.

LR test statistics for normality and volatility persistence are reported in last two rows
of column 5 in Tables 1 and 2 respectively for S& P CNX 500 index and KSE 100
index. Based on these results we failed to reject hypotheses of normality and no
volatility persistence for S& P CNX 500 index. However, we reject both normality and
no volatility persistence component in KSE 100 index. Figures 5 and 6 plot scales
from model 4 for S& P CNX 500, and KSE 100 index respectively which show the
evidence of highly non-constant scales in these markets, however, scales for KSE 100
index shows spikes in different time periods exhibiting a tendency towards stock
market crashes.

3.3.5Test for Leverage Effect

Absence of leverage effect imply that negative shock do not necessarily lead to negative
increase in future volatility than positive shocks of the same magnitude. This hypothesis
can be tested setting = 0, with > 0 as dternate hypothesis that the leverage effect
exists. Theresults (not reported for brevity) strongly reject the null hypothesisin favor
of leverage effects both for S& P CNX 500 and K SE 100 index.

3.4 Discussions on Results

The study results on hypothesistests reveal that monthly KSE100 index excess returns
from March 1991 through February 2004 do posses significant non-normality that is
predictable even after accounting for conditional heteroskedasticity. Similarly, volatility
persistenceis aso statistically significant. Leverage effectsin volatility isinsignificant,
however, thereis an ewdence of statistically S|gn|f|cant predictability at 10% level
using critical values from ;( as well as;( distribution. Statistically significant
evidence of volatility 14 persistence exists in S& P CNX 500 index but there is no
evidence of non-normality in this market. The state space models do not show
statistically significant persistent signal in return series after taking into account
volatility persistence at 10% level of significance using critical valu&s;(2 from
distribution, but we are not able to rgject the null of no persistent signal in returns
using critical values from ;(1 distribution for this market at 5% level of significance.

As shown in Figure 6 KSE 100 index show highly non-constant scales and when
compared to S& P CNX 500 index (Figure 5), the Figure shows random spikes in the
years 1992, 1998, and 2000-2001. The plausible cause of these spikes are the external
events during these years e.g. Gulf War, Asian Financial Crises, and crises after
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September 11, 2001 respectively that sensitized stock market agents that caused in
instability in the stock prices and hence the market. Policymakers might be interested
to address underlying policy issues enhance investor’s confidence that would strengthen
the stock markets in the country and help stabilize the economy.

4. CONCLUSION

In this study non-Gaussian state space or unobserved component models are employed
to find possible predictability in two South Asian stock markets (S&P CNX 500 and
KSE 100). The state space models fully account for non-normality and volatility
persistence that might be present in return series. S& P CNX 500 index demonstrate
estimated value of characteristic exponent & which is close to normal behavior,
however, the excess return encompass ample evidence of stock return volatility
characterized by GARCH-like behavior. KSE 100 excess stock returns demonstrate
significant leptokurtosis. The estimated value of characteristic exponent iswell away
from the value pertaining to normal behavior in this market, and excess stock returns
exhibit ample persistence in stock return volatility that can be characterized by a
GARCH-like process. Thereisinsignificant leverage effect in the stock return volatility
in both the markets (S& P CNX 500, and KSE 100) indicating that the negative shocks
do not necessarily lead to greater increasesin future volatility than the positive shocks
of the equal magnitude. Unlike S& P CNX 500, KSE 100 index exhibits scale spike
that shows atendency towards stock market crashes. Policymakers might be interested
to address underlying policy issues that might help improving the major stock market
of the country.

The study results on predictability of monthly stock returns are statistically significant
in KSE100 index but such results are less significant for S& P CNX 500 index. The
efficiently estimated excess returns for S& P CNX 500 are 0.01% per month (0.12%
per annum), and 0.015% per month (0.18% per annum) for KSE 100 stock price index.

Appendix A: Sorenson-Alspach Filtering Equations

Let ¥,,t=1,.., T, bean observed time series and X, an unobserved state variable,
stochastically determining Y. Denote Yy =1{yq,..., ¥ ¢ Therecursive formulae for
obtaining one-step ahead prediction and filtering densities; due to Sorenson and Alspach
(1971), are asfollows:

p(xt|Yt—1) = J.p(xt|xt—l)p(xt—l ’Yt—l )dxt—l > (A1)
p(thYt) = p(Yr ’Xt)p(xt‘Yt—l) / p(Yt ‘Yt—l) > (A2)
POy Yi) = [Py X )p(x Y, dx, . (A3)
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Finally, the log-likelihood function is given by:

T
10gp(Yys--ryr) = X logp(y,[Y,,). (A4)

t=1
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Notes on Table 1

1. The following unobserved component or state space model with non-normality
(stable model) is employed to estimate the results shown in the table.

L =X, +&, & ~CZ, 7, ~1id S, (0,1) (1a)

(X =) =X~ +Ms M ~CeZy, 7y ~iid S (0,1) (1)

2. All estimates are rounded off to the third decimal place.

3. Hessian-based standard errorsfor the parameter estimates are reported in parentheses.
LR (¢ =c,, = 0) givesthe value of the likelihood ratio test statistic. It is atest
for no preaictanie components in excess returns. Under this null, the distribution
of the LR test statistic is non-standard (see section 3.2 in the text for an elaboration).

4. P-values generated by estimating Gaussian versions of Models 1 and 2 with data
simulated from the estimated Gaussian Model 2 are reported in parentheses.

5. LR (& =2) givesthe vaue of thelikelihood ratio test atistic for the null hypothesis
of normality.

6. The small-sample critical value at the 0.01 significance level for a sample size of
300 is reported to be 4.764 from simulations in McCulloch (1997).

7. LR(f =6 =y =0)isthetest for no volatility persistence. Thistest is evaluated at
73 pvalues.
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Figure 1 —Monthly SnP CNX 500 excess stock returns
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Figure 3 — SnP CNX 500 excess returns and filter estimates
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Figure 5 — Stock returns volatility-stable GARCH (1,1) Model 4
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ABSTRACT

Project leader/manager isvital for project management organization. Project manager
should be able to influence the follower s positively, manage several activities together,
communicate with various stakeholders at the same time, manage conflicts, take
difficult and risky decisions, deal with several socio-economic and cultural challenges,
handle several deadlines, control the resources, solve disputes, and finally achieve
the project objectives. To accomplish these jobs, the project leader must develop an
appropriate leadership style which can be employed under such circumstances for
effective performance outcomes. Moreover, |eader ship researchers have argued that
current frameworks do not suffice the need to devel op future leaders who can face the
challenging future with valor. This situation necessitates the need for a new form of
leadership. This paper presents a case for changing and more demanding role of
project leader for managing the exigent future projects. The authors argue that a new
breed and generation of project leaders is required to fight the turbulent business
environment. This new leadership can be provided by devel oping authentic leadership
stylein project leaders. It isargued that authentic leadership styleis unique and best
suited to project management practices. The paper also discusses benefits and
applications of authentic leadership style in project management. Proposals are made
for authentic leader ship development in project leaders. The study would be beneficial
for management professionalsin the businessindustry in general.

Keywords. Leadership, Management, Project Leader, Organization.
INTRODUCTION

I n the traditional organization — the organization of the last one hundred years
— the skeleton or internal structure, was a combination of rank and power. In
the emerging organization, it has to be mutual understanding and responsibility.

With much emphasis on project management systems, construction firms are now
seeking professionals with better management and leadership skills rather than technical
skills (Dulaimi, 2005; Arain, 2005). Thisfinding is not limited to construction industry
alone. All project-based organizations are looking for personnel who have better
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leadership skillsto cope with multitude of issues faced on modern project management
organizations. Research in project management has also fully recognized the importance
of leadership in project-based organizations (K eegan and Hartog, 2004) and effective
performance of the project manager is recognized as the single most critical factor
affecting successful project outcomes (Powl and Skitmore, 2005). Research has also
shown that there is significant relationship between the project leader’s professional
qualification, hisleadership style, team composition (Odusami et a., 2003); and the
competencies of project managers as evidenced in terms of key behaviors (Dainty et
al., 2006).

However, Turner and Muller (2005) have noted that the literature on project success
factors does not typically mention the project manager and his or her leadership style
or competence as a success factor on projects. Thisisin direct contrast to the general
management literature, which views effective leadership as a critical success factor
in the management of organizations (Turner and Muller, 2005). There has been a
debate that the corresponding need for leadership skills development has not been
adequately researched (Skipper and Bell, 2006; Toor and Ogunlana, 2006). Evidence
inthisregard isthe observation of Cleland (1995). He mentions the limited description
of ‘leadership’ in the Project Management Body of Knowledge (PMBOK) and notes
the subject as “ terra incognita” , the unknown territory. The situation has remained
the same after adecade and PMBOK still provides very little discussion on leadership
(Toor and Ofori, 2006c¢).

Despite the scarcity of leadership research in project management, the authors notice
that emerging literature in the domain is consistently emphasizing the need for effective
leadership in project managers who have been widely acknowledged as one of the
important success factors (Odusami, 2002; Long et al., 2004; Toor and Ogunlana,
2005; Toor and Ofori, 2006c¢). Also, leadership (or the lack of it) has been identified
as a key variable for the functioning of teams and one of the main reasons for the
success or failure with which team-based work systems are implemented (K atzenbach,
1994). Though people define leadership differently (Bogus and Rounds, 2006),
researchersin thefield of project management mostly rely on afunctional or operational
definition of project leadership rather than relying on a broader and vague
conceptualization. That is why there has been confusion if project managers are
different from project leaders. To overcome this misunderstanding, researchers elaborate
that the person in charge of a project may carry one of avariety of titles (e.g. project
leader or project manager) and he/she is usually the main focal point of responsibility
for the project (Cooke-Davies, 1990; Harrison, 1992).

McCuen (1999) asserts that |eadership consists of the knowledge and skills that the
individual possesses and employs to persuade others to enthusiastically work toward
the completion of the plan of action that the leader has established.” According to
Goffee and Jones (2000), effective leadership requires “being yourself, with skill”.
Thamhain (2004) takes a distinct stand and argues that effective team leaders are social
architects who recognize the interaction of organizational and behavioral variables
and can cultivate aclimate of active participation, accountability and result- orientation.
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L eadership in organizations requires sophisticated skills in leadership, administration,
organization, and technical expertise (Toor and Ogunlana, 2006).

A number of research studies suggest various taxonomies of leadership styles for
effective project management. Nonetheless, there is no evidence about universality of
certain leadership styles which can be used under all sets of situations and circumstances
in different cultures and countries. Another issue regarding the contemporary taxonomies
of leadership stylesisthat most of them are self-centered, task-centered, relationship-
centered, or change-centered (Toor and Ofori, 2006c). These styles do not tell if the
effort behind the leadership is genuine, authentic, reliable, and truthful. Also, these
styles can be pretended like “chameleon” and hence are prone to be used for certain
personal purposes. Briefly, leadership styleisabig dilemmawhich business professionas
face today. In this paper, the authors make an attempt to answer the intricate question
of “what leadership best suitsto project professionals under al conditions’. It is argued
that the answer liesin developing a natural |eadership style which is based on personal
values, convictions, aspirations, and motivations. Thisleadership styleisabest possible
match of heart and mind with actions of leader. Leadership researchers refer to such
leaders as authentic leaders. In the next sections, the authors present a case for changing
role of project manager due to abundant business challenges and dilemmas. Discussion
has been made on various popular taxonomies of leadership stylesto argue that these
taxonomies do not fulfill the demands of future leadership. In the end, the authors argue
that “ authentic leadership” and “ authentic leaders’ are solution to the so-called leadership
crisis of today’s business world.

CHALLENGESIN THE MODERN BUSINESS ENTERPRISES

Describing the challenges of modern business enterprises, George (2003) argues that
capitalism has become the victim of it own success. According to his view, measures
of business development such as growth, cash flow, and return on investment are
fading away and new criterion of success is “meeting the expectations of security
analysts’. To reach the earning targets, investments are cut back resulting in the growth
potential of company. To achieve the targets of profit maximization and to satisfy
shareholders, CEOs go to extreme measures. They have become forgetful of human
and social capitals which earn long-term success for the companies. They are anxious
about profit maximization at the expense of their employees and organizational values.
Businesses of today are undoubtedly going through atumultuous era and markets are
more challenging than ever before.

Swift changes in the business environment, organizational structures, technology, and
lifestyles are introducing a considerabl e rethinking of leadership development (Bowman
and Farr, 2004; Arain et al., 2004). Modern businesses face bigger challenges due to
rapidly changing world. These challenges comprise socio-cultural, economic,
technological, legal and regulatory, environmenta, and ethical (Toor and Ofori, 2006d).
There are certain industry specific challenges which are pertinent to particular industries
but mainly comprise: globalization, rapidly growing markets, growing size of the
projects, integration of processes, fast track nature of the projects, multi-project
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environment, concept of franchising, larger private sector participation in infrastructure
projects, increasing vertical integration in the packaging of construction projects,
proliferating trends of strategic aliances such asjoint ventures, consortiums, mergers,
acquisitions, and partnering relationships. These rapid changes have led to the widespread
adoption of flattened organizationa structures and empowerment strategies. To improve
the organization’s operational flexibility, several modern types of organizations have
also evolved like: networks, collaborations, federalist structure, shamrock structure,
and virtual organizations (Bolman and Deal, 1997).

Among the outside environment challenges, socio-cultura challengesinclude: spreading
wave of terrorism, wars, political upheavals, security problems, increased private
participation in the infrastructure projects, and cross cultural issues. Economic challenges
include funding difficulties, uncertain economic conditions, threats of high inflation
due to increased energy prices, fluctuating stock markets, exchange rates, and cash
flow problems. Technological challenges include: increased use of information and
communication technology (ICT) resources, e-procurement, large technological
differences between devel oped and developing countries, matters of technology transfer,
and technological innovation and advancement. Legal and regulatory challenges
include: different legal systems, litigation procedures, and arbitration methods within
and across the countries. Environmental and sustainability challengesinclude: strict
environmental regulations, increased awareness and need for sustainable devel opment,
and deconstruction of the built infrastructure. Ethical challengesinclude: prevailing
corruption in the developing countries, fraudulent, unethical, and unprofessional
practicesin professions.

CHANGING ROLE OF PROJECT MANAGERS

Under the effect of vast array of challenges discussed in the preceding section, role
of project managersis constantly changing in the organizations. Quality of management
largely determines the success of projects completed either in the country of an
organization of beyond its borders. Especially with fast pace of globalization and
internationalization of projects has resulted in demands and expectations of clients.
Quality standards are more stringent and firms are facing huge competition in terms
of winning the projects both inside their home country and abroad. Also, increased
demand for foreign direct investment (FDI) has forced the governments to relax the
regulations for foreign companies. Race of attracting more FDI has widened the
boundaries of businesses and local companies are facing bigger challengesto survive
intheir homelands. Therefore, they are going cross borders to find opportunities which
suit their specialties and expertise. Researchers have argued that projects which are
carried out beyond national borders create special problems for managers, such as
dealing with multiethnic work teams, operating within local laws, regulations, social
customs, and importing materials (Enshassi and Burgess, 1990).

Under such circumstances, project |eaders are expected to have better comprehension
of socio-economic, cultural, and political setup of the countries they are deployed in.
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They must also understand the religious and ethnic sensitivities of their team members
to create harmony in the teams. Also, it is additionally beneficia if they are conversant
with history of socio-cultural development of the country. In today’sworld, it is hard
to imagine a homogenous project team in terms of ethnicity, nationality, religion, and
culture. Therefore, project managers must have abroader knowledge of various customs,
cultures, countries, religions, and ethnicitiesto deal with several team members. Any
insensitive actions can not only destroy the trust but can also result in ill effects on
the project performance.

In addition, project managers now operate with a significant degree of power and
autonomy in return for increased responsibility for the operational performance of
their projects (Dainty et a., 2006). They handle huge budgets and manage large volumes
of all sorts of resources. They deal with several stakeholders of the project and satisfy
everyone's distinct demands. They now deal with public and have to answer critical
guestions regarding their projects. They are liable for everything happening on their
projects and are accountabl e for the outcomes. They resolve disputes among various
parties involved in the project and they take critical decisions which have long-term
impact on project health. To fulfill a number of roles including those of facilitator,
coordinator, motivator and politician (Briner et a., 1996), project managers demanding
and multifaceted job necessitates the development of more sophisticated approaches
to managing their development and performance in away which supports both specific
project objectives and the wider business goals of the organization (Dainty et al., 2006).

DIFFERENTIATING LEADERSHIP FROM MANAGEMENT

In several instances, people use the terms “manager” and “leader” in the same context.
Therefore, aclear difference should be recognized between leadership and management
and more specifically leaders and managers. Mowson (2001) believes that |eaders may
not excel at management and, what is more often the case, managers do not necessarily
make great leaders. Kotter (1990) explains that management is about planning,
budgeting, organization, staffing, controlling, and problem-solving. Management
mainly comprises planning, scheduling, budgeting, organizing, and executing. It ensures
that every project task starts and finishes in time and under allocated resources. In
short, management is more task-oriented and objective. On the similar lines, managers
are concerned with achievement of certain organizational objectives. They make the
best use of available resources to accomplish the job efficiently and effectively. Their
focusis on short-term gains and their work surrounds the day-to-day goals.

Leadership, as Kotter (1990) argues, is more about establishing direction, aligning
people, and motivating and inspiring others. Leadership is concerned with long-term
outcomes and future goals of the organizations. L eadership is more about people and
less about tasks. Leaders often put many of the same skills and interests to good use
but often to better effect because they focus on areas such as discovering solutions
(not problems), managing changing conditions, excelling in spite of organizational
structure, and inspiring personnel to achieve their goals.
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L eaders achieve objectives through energized and excited subordinates who share
their passion, vision, and direction. Good |leaders feel comfortable challenging the
status quo and finding efficient—as well as long-term—sol utions to challenges. Good
leaders develop through a never-ending process of self-analysis, and the utilization
of education, training, and experience to improve. The best |eaders are continually
working and studying to improve their leadership skills (Gharehbaghi and Mcmanus,
2003).

Now that the difference between leaders and managersiis clear, a simple question that
arisesisif we need leaders or managers to run the project organizations. Looking at
the challenges the managers face today and their increasing role and responsibility in
project organizations, it is obvious that only management can not bring the fruits. As
Skipper and Bell (2006) propose that there is progressively more a need for engineers
in project management positions to also have people oriented skills, i.e. leadership
skills, to complement their technical skills. Gil et al. (2005), present a different
perspective. They view that both leaders and managers employ a mix of leadership
and management behaviors appears much closer to reality so that they must combine
the necessary skillsto direct day-to-day affairs effectively (aroletraditionally associated
with management) while at the same time anticipating and managing change (leadership
main role). Yukl (2002) argues that rather than seeking to establish distinctions between
managers and leaders, the two can be explained jointly using the same processes and
models.

This leads to a simple understanding that managers of contemporary and future
organization can not just rely on their management and technical skills which are
usually referred to as hard skills. They will have to be more conversant with soft or
leadership skills. To be successful in the modern business world, managers will have
to find a balance between their management and leadership abilities so that they can
not only fulfill the performance criteria but also can create a harmony within their
team so build successful and futuristic organizations. This debate does not at all aims
to prove that managers are not better than leaders or that only leadership qualities are
the ultimate solution to modern business challenges. The authors argue that management
alone is not an answer. Managers should tie the management with leadership so that
they can enjoy the benefits of both worlds.

LEADERSHIPSTYLE

Over the last several decades of leadership research, a number of leadership styles
have been proposed for organizational leaders such as: transactional, transformational,
laissez faire, charismatic, democratic, autocratic, consultative, joint decision making,
authoritative, participative, servant, tyrant, task oriented, relationship oriented,
production-oriented, employee-oriented, performance or maintenance, directing,
coaching, supporting, delegating, authority-compliance, impoverished management,
country club management, team management, middle of the road management and
so on (Toor and Ofori, 2006c). Yang and Shao (1996) hypothesize a positive relationship
between team effectiveness and the balance of the eight supervisory roles which are:
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facilitator, mentor, innovator, broker, producer, director, coordinator, and monitor.
Findings indicate that managers in the organizations should not only be concerned
about the development and balance of the eight roles, but should also change role
emphasis during the different stagesin the team development (Yang and Shao, 1996).
In the following, some research studies are quoted which have been conducted to
analyze the most suitable leadership style for certain projects.

Task vs. People oriented style

Plethora of research on task vs. people oriented leadership styles has produced mixed
results. Makilouko (2003), in his study of multicultural projects, found three multicultural
project leadership styles. Considerable majority of project leadersthey studied indicated
asolely task oriented |eadership style. The same leadersaso indicated cultural blindness,
ethnocentrism, parochialism, or in-group favoritism. The seven leaders that indicated
almost solely relationships- orientation, or both task and relationships-orientation,
indicated also cultural sympathy and three leadership strategies to maintain team
cohesion and to avoid cross-cultural problems. In another research study, Lee-Kelley
and Loong (2003) attempt to explore if the project leader’s orientation is related to
his situational perception of project control. Their survey has found only partial support
for the proposed relationships. In an in-depth empirical analyses of the relationship
between IS leadership behavior and BPR outcomes for 30 BPR projects, Sutcliffe
(1999) found that found that successful BPR leaders use leadership styles that fit the
type of task that needs to be done and the needs of the people that will perform the
tasks. Researchers of thisinvestigation also note that successful BPR leaders balance
their efforts between meeting the needs of the people doing the work and the needs
of the work.

Among one of the earliest studies, Monaghan (1981) observed that the project managers,
who were high in task and low in people consideration, produced an acceptable level
of commercial performance. Another research described the project managers as
“socially independent” though the cal culated L PC scores suggested the task-oriented
behavior of the subjects (Dulaimi and Langford, 1999). Seymour and Elhaleem (1991)
also noted the effectiveness of project managers fairly synonymous with task-oriented
leadership. Rowlinson et al. (1993) examined variations of leadership style employed
by the same construction managers in different circumstances. They found that project
leaders tended to use a supportive style in feasibility study and pre-contract stages of
works and a directive style as construction progressed. Dulaimi and Langford (1999)
also documented the project managers in their study as socially independent. They
noted that the project manager’s personal orientation and the situational variables
varied independent of one another. Their results show that the personal orientation of
the project managers has no influence on their behavior.

In another study of construction site managers (CSMs), Fraser (2000) found that the
high scoring CSMss on the effectiveness scale favored team-style leadership; those
CSMsfollowing a production style of leadership scored the lowest of al; and CSMs
using a compromise leadership style had middle range effectiveness scores. Contrary
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to earlier studies, Ogunlanaet a. (2002) found that the relationship-oriented leadership
style was considered to be more important than the task-oriented style for project
managers in Bangkok. Fellows (2003) in a study of the quantity surveyorsin Hong
Kong observed that quantity surveyorswere mostly relationship orientated and tended
to adopt the supportive style of leadership. They noticed that the expressed preference
for relationship orientation was stronger amongst contractors than consultants.

These case studies illustrate that there is no accurate answer if task-oriented leaders
are more effective or people-oriented. The reasons are clear: there is no one best
leadership style which can be claimed as al time best (Fiedler, 1967; Vroom and Jago,
1988); context is important when it comes to measuring management knowledge
(Chanlat, 1996; Arain and L ow, 2005) and leadership style (Fellows et al., 2003) and
its effectiveness. Moreover, contingency theories of leadership also advocate the fact
that leadership style can not be separated from the prevailing conditions under which
leadership is being exercised (Fiedler, 1967; House, 1971; Hersey and Blanchard,
1982). Several other researchers also agree to the fact that leadership style should vary
according to the situation and the leader must find afit between his style, those who
are being lead, and situationd factors and demands (Gilbert, 1983; Muir and Langford,
1994; Kangis and Lee-Kelley, 2000). These studies do mention that the leadership
style should suit the situation but fail to suggest how aleader should shift from one
style to another.

Transformational vs. Transactional style

Transformational vs. transactional leadership style has also been studied by a number
of researchersin project management field though thereis a dearth of both theoretical
and empirical research in project-based organizations (Keegan and Hartog, 2004).
Thite (2000) conducted an empirica research aimed at identifying successful leadership
styles for managers of Information Technology/Systems projects. Their resultsindicated
that a combination of transformational and technical |eadership behaviors augment
the effectiveness of transactional leadership leading to high project success. Researchers
of this study also acknowledge that there is no one leadership style that is effective
in al project situations and hence recommend an underlying yet flexible style
characterized by organizational catalyst, intellectual stimulation, behavioral charisma,
and contingent reward behaviors for enhanced |eadership effectiveness.

Keegan and Hartog (2004) report the findings of an empirical study comparing the
relationship between transformational leadership style and employee motivation,
commitment and stress for employees reporting to either project or line managers.
Their results indicate that although project managers are not perceived as less
transformational, the relationships between transformational leadership and outcomes
isweaker for employees who report to project managers than for those who report to
line managers.

In their study of construction project managers, Chan and Chan (2005) observe that
al five of the transformational factors and three of the transactional factors are
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significantly correlated with |eadership outcomes of leader effectiveness, extra effort
by employees, and employees' satisfaction. In another study of construction project
managers in Turkey, Giritli and Oraz (2004) observed that: (i) female and male
managers were similar in terms of their transactional leadership behavior but their
transformational practice was significantly different which suggested the task-oriented
style of both sexes in a gender-congruent context; (ii) managersin higher positions
were stronger in pacesetting style than those in lower management positions which
indicated that senior managers led by example, yet exerted tight control over poor
performance of their subordinates. In arecent study of construction project managers
in Thai construction industry, Toor and Ogunlana (2006) observed that the attributes
of transformational leaders were rated high as compared to those of transactional
leaders for successful performance on large construction projects. They also noted
that use of authority and punishment was rated among the lowest rated leadership
behaviors.

These case studies clearly demonstrate that transformation |eadership style (based on
idealized influence, inspirational motivation, and intellectual stimulation, and
individualized consideration) has been proven to be more effective as compared to
transactional |eadership style (which is based on contingent reward, management by
exception (active and passive). A number of researchers have argued that transactional
skillsareimportant for effective management; however, in today’s world, organizations
are continuoudly changing and hence expect the leaders to employ a different approach
to lead the change (Daft, 2003). Since it has been argued that business world is
constantly changing due to globalization and several other factors, transactional
leadership is not a solution.

Moreover, there has been criticism on transformational and transactional leadership.
Yukl (1999) presents a strong case in this regard and makes several pointsto illustrate
conceptual weaknesses in transformational and transactional |eadership. He believes
that the underlying influence processes for transformational and transactional leadership
are till unclear. He further argues that each transformational behavior includes diverse
components, which makes the definition more ambiguous. The partially overlapping
content and the high inter-correlation found among the transformational behaviors
raise doubts about their construct validity. Moreover, some important transformational
behaviors (such as inspiring, developing and empowering) are missing in the Bass
(1996) version of the theory and in the ML Q, which was designed to test the theory
(Bass & Avolio, 1990). The transformational |eadership also fails to identify any
situation where it can prove to be detrimental. Extending his critique on transactional
leadership, Yukl argues that transactional leadership includes a diverse collection of
(mostly ineffective) leader behaviors that lack any clear common denominator. The
authors argue that transformational and transactional |eaderships lack another important
conceptual weakness that is their “fit” with the situation. It is understandable that
transformational and transactional leadership styles are not universal may not well
match with certain situations.
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Charismatic Style

Wang et a. (2005), in a study of three-hundred companies listed in the ** Top 500 of
The Largest Corporations in Taiwan 2001", that have implemented ERP (enterprise
resource planning) systems, suggest that leaders should demonstrate more charismatic
behaviors to establish the ERP project team members cohesiveness and, thus, improve
team performance. Cheung et al. (2001) empirical survey conducted in Hong Kong
indicated that the charismatic leadership style of design team leader has the most
impact on team member satisfaction. More interestingly, same authors note that the
charismatic leadership styleis often the most dominant style in Asian countries (Cheung
et al., 2001) and is often positively related to the effectiveness of the leader. These
findings are similar to those presented by presenters of charismatic leadership theory.
For example, charismatic leaders have been shown to receive higher performance
evaluations (Bass, 1985) and have been rated by superiors as top performers (Hater
and Bass, 1988; Wang et al., 2005).

There has been widespread confusion about the meaning of charismatic |eadership
(Yukl, 1999), partly dueto how different theorists define it (Bryman, 1993). Therefore,
more clear and congistent definition of charismatic is required to alleviate this confusion.
Moreover, creators of charismatic theories also disagree about the relative importance
of the underlying influence processes and behaviorsin charismatic leadership (Yukl,
1999). He further points towards an important issue that charismatic leadership seems
advocate socially acceptable behaviors that increase follower perception of leader
expertise and dependence on the leader. However, there can be manipulative behaviors
with which leaders exploit their position and authority. These manipulative behaviors
are known as negative side of charisma as suggested by Conger and Kanungo (1987)
who believe that there are two sides of charisma, positive and negative. Charismatic
leadership depends on leader’s passion, confidence, and exceptional ability to persuade
and sway people. Such leaders enjoy enormous magnitude of position, expert and
personal power; and are highly vulnerable to narcissism which may lead to self-serving
and self-centered behaviors. Narcissism makes such leaders forgetful of the organizational
needs and they start pursuing their personal goals. Overwhelming desire for power
and importance lead them to ignore the followers, view point of others, realities and
facts, open feedback, need of |eadership development in followers, and requirement
of coaching and mentoring the subordinates for future (Wart, 2005; Conger, 1989).

LEADERSHIPSTYLE DILEMMA

There are many who are living far below their possihilities because they are continually
handing over their individualities to others. Do you want to be a power in the world?
Then be yourself. Be true to the highest within your soul and then allow yourself to
be governed by no customs or conventionalities or arbitrary man-made rules that are
not founded on principle.

Naum (2001) statesthat large capital investment projects coupled with high complexity
of decision issues can require different styles of leadership. He acknowledges that ‘a
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participative style of leadership with bureaucratic organization is expected to be more
appropriate than a directive style'. In contrast, Nicholas (1990) suggests that a less
participating, more directive style might be more appropriate when thereis lesstime
and high pressure to complete the work. Dulewicz and Higgs (2005) observe that
relationship between the approach of |eaders (or their leadership style) and the context
in which they operate is seen to be important. These contexts can be different set of
circumstances such as: cultural environment, project requirements, team members,
availability of resources, and organizational support. Though some research studies
show the universality of leadership styles (such as supportive, continent reward, and
charismatic), most other styles (such as directive, participative, and contingent
punishment) are culturally specific (Dorfman et al., 1997).

Gilbert (1983) argues that no one style of project management is constantly effective,
and the manager must continually adapt his approach to match current circumstances.
Muir and Langford (1994) also share similar perspective and note in their research
findings that the desirable management style is contingent on the task to be undertaken
and subordinate’s expectations in relation to the task and their relationship with the
manager. Considering the life cycle of projects, Odusami and Ameh (2006) argue that
different leadership styles are expected to be exhibited in different phases of the project
life cycle. During the different phases of the design process, style may need to allow
for more debates, fine-tuning and deliberations. Yet, during the construction phases,
they may be more structured and dominant. During a concrete pour under adverse
conditions for example, they may need to be tough, direct and even dictatorial. In
settling disputes, they may need to be creative and conciliatory (Hopper, 1990).

Discussion in the earlier section portrays that different leadership theories suggest
different leadership style. Moreover, thereis no evidence about universality of certain
leadership style which can be used under all sets of situations and circumstances.
Contingency leadership theories suggest that leader should adapt to the situation and
assume a matching leadership style. For example, Naum (2001) argues that leaders
may have to changetheir leadership from time to time or combine elements of different
styles until the right balance between concerns for tasks and concern for peopleis
obtained. However, thisdoctrineis not only complex but practically difficult to adopt
inreal life scenarios. Projects are multifaceted and complex jobs where a number of
stakeholders are involved. Moreover, in large and multi-project environment, one
project manager is responsible for a number of projects which may be at different
level of completion and may have varying degree of complexity and other factors.
Level of authority and power vested in the project manager may also vary from project
to project. In fast track project, where dynamics move faster as compared to ordinary
and usual projects, it is expected that project conditions change fast.

Under such complex circumstances, isit really possible for a project manager to alter
his leadership style so quickly? Accepting this means that a project manager may have
to be task-oriented in the morning, people-oriented in the afternoon, participative in
the evening, and delegative on the next morning. At the same time, he has to be
democratic within certain project teams and autocratic within the others. Sometimes,
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he performs the role of transactional leader and the other times try to exhibit the
behaviors of transformational or charismatic leader. In short, he has to become areal -
time “chameleon leader” who changes his color ever hour and every day. He must
wear different facesin front of different peopleto get approva of leadership. Contingency
theories fail to suggest how a leader will successfully change from one leadership
style to another without creating a negative or inconsistent image. Also, the authors
argue that every project manager may not have the capability to act in such ways.

Thisview point is shared by Conger (2004) who argues that “we have been losing an
appreciation for the fact that leadership approaches do indeed depend upon the
situation”. He further believes that one of the most intriguing issues in leadership
studies is whether managers and executives can develop aleadership capacity with a
great versatility in style or approach. Simply put, can managers vary their leadership
styles significantly given changing circumstances? Or is leadership style such a product
of personality and inbuilt personal behaviors that variations in style are limited to
incremental changes? (Conger, 2004).

Another issue regarding the contemporary taxonomies of leadership stylesisthat most
of them are self-centered, task-centered, relationship-centered, or change-centered
(Toor and Ofori, 2006c). These styles do not tell if the effort behind the leadership is
genuine, authentic, reliable, and truthful. Also, these styles can be pretended like
“chameleon” for certain personal purposes. Though Conger (2004) opines that the
“chameleon leadership capability” is important for leaders to adapt new situations
easily, the current authors tend to think differently. An important point which the
authors want to emphasize is authenticity of leadership. If leaders change their behavior
and style too frequently to adapt to new situations and fit with new circumstances,
would that act be considered as genuine? If leaders devel op the capability of “ chameleon
leadership”, how can we guarantee that they are acting in the best interest of their
colleagues and organizations even by demonstration of altruistic behaviors? These
behaviors can be simply a pretence rather than reality and there is likelihood that
leaders use this* chamel eon leadership capability” for their personal purposes. Sensing
the situation, several |eadership researchers have argued that current frameworks are
not sufficient for developing leaders of future (Luthans and Avolio, 2003; Avalio, et
al., 2004; Avalio, Luthans, and Walumbwa, 2004; Gardner, Avalio, et a., 2005).

These arguments illustrate that leadership style is a big dilemma which business
professional s face today. With several leadership styles discussed in the literature,
business leaders are at lost to what leadership style suits them the best and can bring
them the success in their position. Very often, leadership training programs focus on
developing a particular leadership style in the trainees without understanding what
sort of organizations they work for and more than that, without any comprehension
of their personal motives, convictions, aspirations, self-knowledge, and self-awareness.
Thisleadsto abig confusion as the trainees can not find sufficient congruence between
their inner-self and the leadership style which is being advocated for successful
performance. As aresult, they get puzzled and loose both sides of the picture. They
can neither get hold of their own leadership style nor do they benefit from leadership
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training program. That is why Gardner et al. (2005) ask the leadership training
consultants if they have any evidence that they developed even asingle leader.

A SOLUTIONTO DILEMMA

The answer to the intricate questions mentioned in the earlier sections lies somewhere
in anatural leadership style which is based on personal values, convictions, aspirations,
and motivations. This natural leadership style is a best fit of leader’s personality,
behaviors, and actions. If an individual is able to reach this “best fit mode”, there
would be no need to act like a*“ chameleon leader” to change the leadership style from
one situation to another. Leadership researchers have called this new type of leadership
which is based on self awareness and self regulation as authentic leadership and such
leaders are known as authentic leaders. George (2003), in his best selling book, argues
that to become an authentic leader, every one of us has to have our own |leadership
style which is consistent with our own personality and character. Thisis because if
we confirm to a style that is not consistent with who we are, we can never become
authentic leaders. Adhering to a normative style due to organizational demands can
never help achieving the goal of authentic leadership devel opment. Having this unique
style, one has to hone hisher style to be effective in different environments to lead
different types of people. This does not mean that leaders have to change their style
under different situation. They have to develop the capability of working with different
people under varying situations. Simply put, they must hone their leadership quotients
such as: social, emotional, spiritual, ethical, decision, communication, flexibility, and
innovation quotient (Toor and Ofori, 2006a).

Theimportant feature the leader needsto develop in thisregard asan intrinsic persondity
trait is “authenticity” which means “to thine own self be true” in Greek philosophy.
Terry (1993) believes that to be authentic is to act, to embody, to engage, and to
participate in life. The term authenticity as used here refersto “ owning one’s personal
experiences, be they thoughts, emotions, needs, wants, preferences, or beliefs, processes
captured by the injunction to know oneself and further implies that one actsin accord
with the true self, expressing oneself in ways that are consistent with inner thoughts
and feelings (Harter, 2002). This authenticity of character helps developing the
individuals as authentic leaders.

Avolio et a. (2004) define authentic leaders as “those who are deeply aware of how
they think and behave and are perceived by others as being aware of their own and
others' valuesymoral perspectives, knowledge, and strengths; aware of the context in
which they operate; and who are confident, hopeful, optimistic, resilient, and of high
moral character” (Gardner et a., 2004). Shamir and Eilam (2005) believe that authentic
leaders have following characteristics: (1) rather than faking their leadership, authentic
leaders are true to themselves (rather than conforming to the expectations of others);
(2) authentic leaders are motivated by personal convictions, rather than to attain status,
honors, or other personal benefits; (3) authentic leaders are originals, not copies; that
is, they lead from their own personal point of view; and (4) the actions of authentic
leaders are based on their personal values and convictions.”
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Presenting their perception of authentic leaders, Shamir and Eilam (2005) believe that:
authentic leaders are originals, not copies; they do not fake their leadership; they do
not take on a leadership role or engage in leadership activities for status, honor or
other personal rewards; their actions are based on their values and convictions; what
they say is consistent with what they believe, and their actions are consistent with both
their talk and their beliefs. Authentic leaders exhibit a higher moral capacity to judge
dilemmas from different angles and are able to take into consideration different
stakeholder needs (May et al., 2003). Such leaders are not necessarily transformational,
visionary, or charismatic leaders. But they are the leaders take a stand that changes
the course of history for others, be they organizations, departments or just other
individuals (May et al., 2003). Other researchers posit that authentic leaders, “by
expressing their true self in daily life live agood life (in an Aristotelian way), and this
process results in self-realization (eudaemonic well-being) on the part of the leaders,
and in positive effects on followers eudaemonic well-being” (Ilies et al., 2005).

George (2003) believes that leadership is authenticity, not a style. He describes the
authentic leaders as individuals who genuinely desire to serve others through their
leadership. They take a pleasure in empowering others rather than concentrating power
around them. They are guided by qualities of heart and mind together. They are
consistent and self-disciplined individuals and never compromise on their principles.
In describing the authentic leaders further, George (2003) maintains that the best
leaders are autonomous and independent. They are not overly complaint and responsive
to unjustified demands of situation and therefore take decisions which are based on
principles rather than self-interests. Advocating the benefits of authentic leadership,
Avolio and Gardner (2005) argue that “authentic leadership can make a fundamental
difference in organizations by helping people find meaning and connection at work
through greater self-awareness; by restoring and building optimism, confidence and
hope; by promoting transparent relationships and decision making that builds trust
and commitment among followers; and by fostering inclusive structures and positive
ethical climates.”

HOW AUTHENTIC LEADERSHIPISDIFFERENT

Cooper et a. (2005) emphasize on discriminant validity of authentic leadership construct
to ascertain whether the construct is redundant with other similar constructs. Due to
being a new construct, difference between authentic leadership and other forms of
leadership is makes an important research question. Creators of authentic leadership
construct conceptualize it as a“root construct” underlying all positive approachesto
leadership (May et al., 2003; Avolio et al., 2004; Gardner et al., 2005). It has been
argued earlier that authentic leadership can contain other forms of positive leaderships
such astransformationa, charismatic, or servant. However, in contrast to transformational
leadership in particular, authentic leadership may or may not be charismatic
(George, 2003).

Distinguishing between authentic and charismatic leaders, proponents of authentic
leadership construct expect that authentic leaders will influence follower self-awareness
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of valuessmoral perspective, more based on their individual character, personal example,
and dedication, than on inspirational appeals, dramatic presentations, or other forms
of impression management (Gardner and Avolio, 1998; Avolio and Gardner, 2005).
Also, authentic leadership theory includes an in-depth focus on leader and follower
self-awareness/regulation, positive psychological capital, and the moderating role of
apositive organizational climate (Adler and Kown, 2002). This featureis not a prime
consideration in other leadership theories.

Avolio and Gardner (2005) argue that to be viewed as transformational by both the
definitions of Bass' (1985) and Burns' (1978) necessitate that a leader be authentic;
importantly, however, being an authentic leader does not necessarily mean that the
leader istransformational. For example, authentic leaders may or may not be actively
or proactively focused on developing followers into leaders, even though they have
apositive impact on them viarole modeling (Avolio and Gardner, 2005). They further
argue that the key distinction between authentic and transformational leadersis that
authentic leaders have their own deep sense of self and they know where they stand
on important issues, values and beliefs. Distinguishing between authentic and charismatic
leaders, Avolio and Gardner (2005) note that charismatic leaders employ rhetoric to
persuade, influence, and mobilize followers, an authentic leader energizes followers
by creating meaning and positively socially constructing reality for themselves and
followers.

While differentiating between authentic and other forms of leadership, it is essential
to note that authentic leadership is“ aprocessthat draws from both positive psychological
capacities and a highly developed organizational context, which resultsin both greater
sdlf-awareness and sdlf-regul ated positive behaviors on the part of leaders and associates,
fostering positive self-development” (Luthans and Avolio, 2003). Authentic leadership
goes beyond transformational and charismatic leadership as leaders can be highly
authentic but not charismatic at all (Luthans and Avolio, 2003).

AUTHENTIC LEADERSHIPDEVELOPMENT

“Have the courage to say no. Have the courage to face the truth. Do the right thing
because it isright. These are the magic keysto living your life with integrity.”
--W. Clement Stone

“Wisdom is not a product of schooling but of the life-long attempt to acquireit.”
--Albert Einstein

A unique and authentic leadership style is hot something which can be devel oped
overnight, through a seminar or workshop, reading books on leadership, watching
videos of leaders, joining toastmasters club, taking a leadership course in business
school, winning an executive post in the organization, imitating the role models, or
memorizing some inspirational clichéd and jargon. It takes several years of personal
development, experience, and plain hard work (George, 2003). Developing as an
authentic leader is alife-span program as several |eadership researchers (L uthans and
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Avolio, 2003; Avolio, 2005; Avolio and Luthans, 2006) and practitioners (George,
2003) have proposed. The most important factors which would matter is this “life-
span” program is constant ambition for learning and improvement through self-
awareness (values, identity, goals and motivations, convictions, and emotions), self-
regulation (balanced processing, authentic behavior, relational processing), self-
verification, and self-actualization.

According to L uthans and Avolio (2003), authentic |eadership development isadynamic
lifespan process and various trigger events during different stages of life help shaping
this development over time. These experiencesin life lead to development of positive
psychological capacities (confidence, hope, optimism and resiliency). Under the
influence of positive organizational context, the trigger events and life challenges
result in positive self-devel opment which provides self-awareness and self-regulation
behaviors. The positive self development eventually resultsin development of authentic
leadership in individuals.

In their antecedent model of authentic leadership development, Toor and Ofori (2006b)
argue that thelife of aleader comprises various episodes in which significant individuals
play their roles in different capacities. These episodes can have both positive and
negative influences on the personality of aleader, or leader-self. Outcomes of these
episodes eventually profile the actual |eader-self. The leader-self characterizes the
self-concept, self-knowledge, identity persond values and norms, persondity dimensions,
nature of social relationships, motives, leadership style, and various other features
which are attributed to leaders and |eadership. Leadership antecedents can be both
positive and negative; however, their impact is significant and can bring major variations
in the behaviors of the effected persons. Moreover, thisimpact can be both short lived
and long lived depending on the nature of the significant experiences. Toor and Ofori
(2006b) propose that a positive mediation of these antecedents results in devel opment
of authentic leadership behavior and style of individuals.

Gardner et al. (2005) present a self-based multi-level model of authentic leader and
follower development. The theoretical foundations for their model are provided by
the literature on the self and identity. They believe that the developmental processes
of leader and follower self-awareness (values, identity, emotions, goals and motives)
and self-regulation (balanced processing, authentic behavior, and relational transparency)
are vital for authentic leader and follower development. According to this model the
influence of the leader’s and followers' personal histories and trigger events are
considered as antecedents of authentic leadership and follower-ship, as well as the
reciprocal effects with an inclusive, ethical, caring and strength-based organi zational
climate. The proponents of this model view positive modeling as a primary means
whereby leaders develop authentic followers. Posited outcomes of authentic
leader—follower relationships include heightened levels of follower trust in the leader,
engagement, workplace well-being and veritable, sustainable performance.

Ilies et al. (2005) also present their multi-component model of authentic leadership.
To explore the specific links between authentic leadership and both leaders' and
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followers' eudemonic well-being, Ilies et al. (2005) develop their model starting from
the nascent multi-component conceptualization of authenticity. They propose a four-
component model of authentic leadership that includes self-awareness, unbiased
processing, authentic behavior/acting and authentic relational orientation. Proponents
of thismodel argue that, from a developmenta perspective, these dimensions can be
roughly mapped onto the six aspects of human wellness proposed by Ryff and Keyes
(1995) to reflect human actualization (self-acceptance, environmental mastery, purpose
in life, positive relationships, persona growth, and self-determination). Namely, self-
awareness and unbiased processing should lead to increased self-acceptance and
environmental mastery, and also help one define one's purpose in life; authentic
relational orientation should lead to positive relationships; self-awareness and unbiased
processing should enhance one's personal growth through self-development; and
authentic behaviors and actions are by definition self-determined (Ilies et al., 2005).

According to Shamir and Eilam (2005), authentic leader development has four
components: development of aleader identity as a central component of the person’s
self-concept; development of self-knowledge and self-concept clarity, including clarity
about values and convictions; development of goals that are concordant with the self-
concept; increasing self-expressive behavior, namely consistency between |leader
behaviors and the leader’s self-concept. They further present alife story approach to
leadership development which comprises four themes: |eadership development as a
natural process; leadership development out of struggle; |eadership development as
finding a cause; leadership development as learning from experience. This approach
suggests that self-knowledge, self-concept clarity, and the internalization of the leader’s
role into the self-concept are achieved through the construction of life-stories (Shamir
and Eilam, 2005).

Michie and Gooty (2005) base their conception of authentic leader and authentic
leadership on emotion and positive psychology literatures to present an alternative
approach to the role of emotionsin leadership. Their approach suggests that frequent
experiences of positive other-directed emaotions motivate leaders to act on their other
regarding values. They introduce an interactive approach to the cognitive and emotional
processes that motivate authentic leaders to act in ways that are consistent with their
self-transcendent values. They arguethat consistency between aleader’s salf-transcendent
values and actionsiis strengthened by the leader’s capacity to experience positive other-
directed emotions. In the model presented by Michie and Gooty (2005), self-transcendent
values comprise universal values (socia justice, equality, and broadminded) and
benevolent values (honesty, loyalty, and responsibility). They describe the self-
transcendent behaviors of authentic leaders as: treat others fairly, treat others with
respect, open to the ideas and opinions of others, transparent, and forego self-interest
for the common good. Positive other-directed emotions include gratitude, appreciation,
goodwill, and concern for others.

From the perspectives presented above, it is clear that authentic |eadership development
is entirely dependent on self-discretion of individuals. If someone realizes this fact,
rest of the journey to development of authentic leadership styleis not difficult, though
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it is not that easy too. It needs commitment, perseverance, consistency, and passion.
It demands to convince only one person that lives inside the individual to pursue the
authentic leadership development program. It is not time specific aswell. Individuals
can learn to be authentic from day-to-day life and apply their knowledge in their daily
matters.

CONCLUDING REMARKS

Importance of leadership in project management is unquestionable. Several studies
advocate the leadership and project leader as a critical success factors for projects.
However, literature in project managements seems to have given less than deserved
attention to project leadership. In this paper, the authors attempt to highlight the need
for fresh understanding of project leadership by analyzing the leadership theories and
styles mentioned in the literature. It is argued that current taxonomies of leadership
styles are not sufficient to develop leaders who can meet the challenges of modern
businessworld. Fast changing economies and businesses demand better and stronger
project leaders who are confident, futuristic, flexible, moral, and competent. Leadership
literature refers to such leaders as authentic leaders. They do not have to shift from
one leadership style to another due to varying situations. They are consistent in their
behaviors and lead with a conviction to achieve the project goals. In doing so, they
do not compromise on principles, professional and social responsibilities, well-being
of followers, and organizational values. The authors argue that such leaders are effective
under all circumstances and have the potential to lead under complex conditions. The
paper clarifies that these leaders are not perfect human beings; rather, they are true
to themselves and illustrate behaviors and actions which are consistent with their
character. They lead with both heart and mind. The paper posits that project leaders
with authentic leadership style perform better and have greater likelihood of success.
In the last section, the paper argues that authentic leadership development is alife-
span program and requires persona dedication and commitment to this very mission.
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ARTICLE

Contemporary Attempts at Overcoming
Decadence and Revitalizing Qur’anic
Thought

Muhammad ‘Ata al-Sid
Bayero University, Kano, Nigeria

M istaken indeed is the one who thinks that the modern problem of understanding
and realizing the Qur’anic ideal is an outcome of recent events. The roots of
the problem go far deeper into history. It is one of the peculiarities of understanding
that if a misunderstanding passes uncorrected, it results in more misunderstandings
and barriers. Misunderstandings quickly generate more misunderstandings and the
more they accumulate, the more remote the object of understanding becomes. This
is exactly what happened between the Muslims' mind and the Qur’an.

After the Prophet’s death, difficult internal problems arose and they needed quick
answers. Muslims were killing one another in the struggle for the Caliphate between
‘Ali and Mu’ awiyah, then between the Umawis and the * Abbasis, the death of Hasan
and Husayn, the massacre of the umawise, the withdrawal of the Khawarji from a
community which they regarded as hopelessly involved in sin, the breach between
Sunnis and Shi’'iswere all crises which vigorously tested the Muslims' understanding
of the word of God. They gave birth to sharp theological and juridical questions to
which the text does not give direct answers. Also, after the victories of 1slam and the
establishment of the Muslim Empire, new needs arose, new problems called for
solution, fresh administrative measures forced themselves upon the attention of the
expanding community. All had to be faced and met. Meanwhile, sectarian interpretations,
theological and philosophical disputes dominated the Muslim world and laid the first
barriers to understanding. They aso led to that pessimistic phenomenon which had
really cut at the roots of genuine Qur’ anic understanding viz., the fabrication of reports
and falsely attributing them to the Prophet or his famous companionsin order to give
them a cover of 1slamic respectability, having in mind that the way to do that with the
Qur’'anistotally and forever closed. (1)

At any rate, the time came when the |slamic atmosphere of thoughts was charged with
philosophical ideas, techniques of logic and certain concepts of natural theology,
political and partisan interpretations of the Qur’an. Neglecting Islam’s emphasis on
inner devation, sincerity of intention and correctness of act, aswell as upon cultivation
of this world and the social life of ummah, Sufism deviated into asceticism and
renunciation of the world as well as into theories that are foreign to the essence of
Islam, thus gravely adding to the devel oping barriers of understanding. The gap had
much widened. Barriers and veils between the Muslim’s mind and the purity of the
Qur’ an assumed ominous proportions.

From the Journal of General Sudies, Val. 2, December, 1981, No. 1. Reprinted by
permission.
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The Mudimsfelt that somewhere something wrong had happened and things were not
going as they should. The response came but, unfortunately, with what is worse viz.,
closing tight the door of ijtihad. The conditions put forward, made ijtihad or ijma
absolutely impossible. The two dynamic forces of progress were badly impeded and the
mistaken concept of bid’ ah (undesirable innovation) reigned supreme as a formidable
obstacle to creative thinking. The four schools were formulated and every onetook sides
with the madhhab (school of thought) of hisfathers or land. Loyalty to one's madhhab
became as essential point of jihad not against the non-believers, but the adherents of
other madhahib. Everything was said to have been accomplished in the past so much
so that any attempt to open the door of ijtihad, to think fresh, was condemned as bid' ah.
Education became strictly a matter of reproduction of what was written before. The art
of hawashi (explaining and re-explaining what was written before) became the dominant
trait of scholarship. The great endeavorsfor learning and creativity which distinguished
the Mudlim fathers completely waned down and its lights were fully dimmed. The Qur’an
whose mission in this world is to offer man the most authentic existence in a most
virtuous civilization was reduced by the masses to some ritualistic hymns and charms
to be knitted and worn as protection from evil. Mudlims seemed to have lost sight of the
face that “the Qur’ anic condemnation of taglid touches all kinds of conservatism —
including Mudim conservatism; the desideratum being that every faith, and preeminently
Islam, should be held by conviction and not by convention, that conviction is dways
persona and requires constant renewa.” (2) The same author says:

They and not the Qur’an, are the strongholds of taglid in the realm of knowledge.
Degspite all the honor in which their works are held, there were doomed to have no
value but that of historical relevance. A great part of them is valuable only to the
historian of the period in which they were written, who wishes to consult them as
mirrors of the thinking of their day. Fortunately, such worksin Islam are not holy,
and their refutation by liberal and scientific thoughts has been in progress for over
acentury and ahdf. Thereis hardly a college graduate throughout the Mudlim world
who does not wish for the hold of these authorities on Muslim minds to break away
and disappear. Indeed, each Mudim is enjoined to search his scripture and understand
it for himsdf as Idam has no church and no magisterium to pronounce, ex cathedral
on the meaning of scripture. (3)

The author then continues to show how the grip of taglid affected all aspects of the
Isamic life. He shows how it extended to the Muslim’s understanding of nature; how
the nature of saints and miracles inherited from a 1000-year old legacy of Sufism and
the instruments of magic from the tradition of essotericism and alchemy which came
into I1slam in its contact with Near Eastern Traditions, have caused the Muslim to
understand the world of nature as a mixture of the workings of nature and super-nature.
This, the author concludes, obviates the Muslim’s method of research by injecting a
non-scientific element into it and makes the scientific basis of research unstable if not
impossible. Taglid also extended to the realm of human action and productivity. The
notion of gqadar (predetermined destiny) which is intended to be a dynamic force for
action and to counteract hesitation, was misunderstood as passive acquiescence and
surrender to the flow of events which is neither knowable nor-predictable. The author
then concludes his analysis of taglid by thisincisive statement:
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Thus, the attitude requisite for technology — that is, for making use of scientific
knowledge for subjugating and mastering nature, if such existed or were presented
asagift fromthe outside —is absent in popular 1slam. Instead of the will to trandate
scientific knowledge into technology and production of goods and services, there
isablind rush to the shortcuts of magical manipulation. In popular Isam, therefore,
nothing is remembered of the Islamic ethos, of man voluntarily assuming the
amanah or divinetrust first offered by God to heaven and angels and from which
they shied away panic and terror; of his surpassing the angels by his involvement
in this amanah to transform the world within and without into the likeness of the
divine sunnah or pattern revealed for this purpose; of hisinevitable responsibility
asaMuslim for Islamic history which began as awill to space-time kneaded and
cut after the divine pattern. Nothing has become through the centuries, a truer
opposite of Islamic ethics than the practical ethic of the common Muslim. (4)

Ibn Taymiyyah tried his best to open the door of ijtihad. He encouraged pure and
genuine understanding of the Qur’an by introducing his fi Usul al Tafsir (on the
fundamentals of interpretation) which is a concise embodiment of the simple rules
that are needed for such understanding. He wasinnovative in his attempt to hierarchize
the sunnah of the Prophet and to emphasize the hermeneutical importance of certain
attributes of the divine. But 1bn Taymiyyah was engulfed by Sufism which he could
not fight single handed; and he did not achieve much in actual practice. He died in
prison.

After Ibn Taymiyyah and inspired by his teachings, the Wahabiyyah movement was
launched in central Arabia. This movement vehemently sought a return to the clarity
and purity of religion. One of the basicsthey raised and which had a strong hermeneutical
bearing on their understanding of the Qur’ an was the concept of tawhid (unization of
God). Holding fast to this concept and without the least equivocation, they sought to
refashion Muslim life on its basis, and called for aradical and violent overthrow of
Sufi institutions. Their staunch conviction and defense of tawhid acted like a perfect
strainer that refused the least doubt as to the viability or the absolute supremacy of
the Qur’an. They combated Sufism. On the theoretical level, they repudiated or re-
interpreted every reference on which they relied for the propagation of their teachings.
They demolished the Sufi tombs and shrines and anything that bore their philaosophy,
knowing that nothing is more repugnant to Islam than the worship of graves, tombs
and the deification of saintly elders, whether living or dead.

Following in their footsteps, were different movements such as the Sanusiyyah and
the Mahdiyyah, all enjoying but limited success. Characteristic of al these movements
was their call for a pure and genuine understanding of the Qur’an and the sunnah.
They denounced taglid and blind attachment to the practices of the forefathers. Their
famous motto was “ They (forefathers) were men and we are men.”

Modern European secularism (5) is not the first major impact on Ilam. Before it, there
were almost greater impact such aswhen Idam initsoriginal purity confronted Greek
Sciencesin Syriaand Egypt. Yet, Islam did not receive arude shock as happened this
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time. In the earlier impact, the total vision of the Qur’ anic ideal was till there. Coupled
with it were the commitment to and practice of the moral and spiritual guidance which
the Qur’an provided. For that reason, the Muslims received and assimilated with
towering intellectual readiness the giant foreign civilizations and cultures that came
their way. They continued the process of consolidation, enlargement, and fruition of
the resultant mixed heritage for centuries to come. Had their attitude to those foreign
civilizations been one of rejection and hogtility, as the Jews did towards Greek culture,
the result would have been an exclusive one-sided development, or no development
at al. It was their broad-minded understanding of the Qur’ an which enabled them to
confidently face that critical confrontation and subjecting its outcome to the general
good and welfare of humanity.

In the Nineteenth and Twentieth Centuries, the attitude was basically a defeatist one.
Thereligious sentiment was in its lowest ebb. The Muslims were no longer the beacons
of guidance and justice in the world. The whole empire, due to the long intellectual
stagnation that stifled its life, was deteriorating and falling from within. Rulers were
not dedicated to the extent of self-denial as the first rulers were brought up by the
Qur’an. Nor were they faithful and confident in their confrontation of Western
penetration. Moreover, Sufi interpretations and attitudes towards the temporal life had
already succeeded in uprooting the necessary incentives for economical welfare and
socia justice. The agony of this sorry decline in the Muslim world istypical of asigh
given by Muslim Shaykh, Muhammad al Attar who saysin a small booklet entitled
WhereisIsam?.

| searched for ISlam in Makkah, the most honorable city, where some of the verses
of the Qur’an came down as arevelation to men and a clear guidance. But | saw
nothing there save corruption and error and shame and woe.

| searched for Islam in Madinah, the illustrious, but found only miserable people
complaining of nakedness and hunger.

| searched for 1slam under the government of the Sublime Porte and the Ottoman
race, and | found only divisions and parties with names and degrees without
number, and no doubt, the names and the degrees are only degrees of vanity and
lying. Nor isthe Lord ignorant of what they do. By God, if | were not an Arab. |
would flee away from your religion to escape from the people whose souls have
become inhumane and whose faces have become ugly and knavish.

| sought for Islam in the Azhar University. They make a great show of 1lam before
the common people, and God knows how much hypocrisy there is in many of
them.

| sought of Islam in the mosques, and | saw that most of those who prayed stole
the sandals of their co-worshippers, and | said in my heart, where are the Muslims
today? Yea, where isslam? (6)
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With such a state of affairs which pleases no human being, the modern Muslims
confronted an attractive material civilization which touched their very existencein its
advancesin medicine, transportation, education etc. and complicated by the unreadiness
of the Muslim to resurrect his mind-blinded by centuries of erroneous misconceptions.
The way in which those sciences were introduced contribute to further weaken the
Musdlim’s religious sentiment, the essential factor for any hermeneutical regeneration
of hisunderstanding of the Qur’an.

As much as the Muslims were existentially glad to receive those sciences, they were
told that such an achievement could have never been made wereit not for the tremendous
victory won over religion and its domain. Curricula of the new sciencestook precedence
in public schools, while religious teachings were relegated to the background. Even
the curriculum of the great Azhar University was impoverished and restricted to the
narrower theological interests which it retained during the Nineteenth Century. Without
doubt, it was precisely this attitude which proved to be most destructive to the ISlamic
religious sentiment, and most hindering to an authentic | slamic openness to modernity.

Religious sentiment among the Muslim masses today is stronger and far more intense
than among those educated in modern science. It will be a mistake to infer from this
that modern science and education are in themsel ves deadening to the Ilamic religious
sentiment. Only the point of view from which these subjects were taught is guilty. The
medieval Muslim schools taught mathematics, the natural sciences, jurisprudence,
philosophy, languages etc., but modern sciences of the same nature are not a continuation
to that education. This situation is best expressed by Sayyid Husayn Nasr:

It istrue that the modern sciences have borrowed many techniques and ideas from
the ancient and medieval sciences, but the point of view in the two cases is
completely different. The Muslim sciences breathed in a universe in which God
was everywhere. They were based upon certainty and searched after the principle
of unity in things which is reached through synthesis and integration. The modern
sciences, on the contrary, livein aworld in which God is nowhere or, even if there,
Heisignored as far as the sciences are concerned. They are based on doubt and
having turned their back on the unifying principle of things, seek to analyze and
divide the contents of nature in an ever greater degree, moving towards multiplicity
and away from unity. That iswhy studying them causes a dislocation with respect
to the Islamic tradition for the mgjority of Muslim students. Unfortunately, not
everyone is able to see the heavens as both the Pedestal of God’s Throne and
incandescent matter whirling through space. Therefore, the curriculum of the
schools and universities in the Muslim countries, by teaching the various modern
European arts and sciences which are far the most part alien to the Islamic
perspective, has to alarge degree injected an element of secularism into the mind
of fairly sizeable segment of Islamic society. (7)

Even within the educated class, it resulted in two kinds of men: One possessing much
book learning but knowing almost nothing of the very religion they professed for the
most part. Such men are alienated from their own people, the Muslim masses. The
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second class of men produced by modern education consists of the religiously educated
whose training has rendered them increasingly incompetent custodians of 1slam and
confused them as to the intellectual springs of modern life. Despite their extreme
importance for the spiritual and religious enlightenment of their people, this class of
men enjoy little respect from the masses and none from their learned colleagues of
the first kind.

Both classes as well as all attempts at religious revival in general were tactfully
combated by the invader and his internal accomplices. They knew that the unity and
strength of the Mudlimsliein the Qur’an and the spirit which its authentic understanding
generates. Besides these internal and external historical reasons for Muslim stagnation,
other factors, hardly ever noticed as potential detractors of religious sentiment went
into play with full force. Indeed, every effort was exerted and every subtle ploy
recoursed to by the enemy of Islam to further weaken and deteriorate the Muslim's
religious sentiment, until large numbers among the educated became convinced that
it isthe necessity to renounce religion in order to regain political independence, pride
and honor. Movie houses, magazines, books, etc. with potentially destructive material
were encouraged and made easily accessible.

Another detrimental effect of this unguided adoption of Western education and
indiscriminating acculteration into secularism and materialism is the large-scale
attention to foreign languages and relegation of Arabic to second class status. This
was indeed a staggering blow to the attempts at recapturing the pure understanding
of the Qur’ an. English and French became the symbol of advancement and Arabic the
symbol of backwardness.

But no careful scholar can fail to see how genuine and intuitive understanding of the
Qur’an by the gifted Mudim forefathers was the root of the glorious state of the ummah
in the first centuries of Islam. None can miss the fact that Muslim backwardness,
weakness, stagnation and deterioration are due to their loss of that intuitive capability.
In fact, diligence, vigilance and striving to preserve the strength and purity of the
Arabic language throughout the history of Islam, were no |ess heroic than those spent
to preserve and defend the religion itself. Muslims have actually believed that the
Arabic language of the Qur’an is a part of its essence. Thus the eternity of the Qur’an
conferred eternity on the Arabic language. Henceforth, Islamic culture in the past had
always been based on two foundations: the religion and its various sciences; and
language with its different branches. The relation between these two pillars has been
mutual and interacting even in times of highest pressure, in the sense that the Qur’an
without the Arabic language is opaque, dull and obscure, while Arabic without Qur’an
shrinks and dies away. For this reason the Islamic tradition always maintained that the
Qur’anisnot actually the Qur’an unlessit isrecited in Arabic and Salat is not Salat,
unless recited in Arabic. Therefore, excellence in understanding and performanceis
interdependent with excellence and mastery of the Arabic language. Gigantic efforts
were made to write down its different sciences such as grammar, balaghah, bayan,
etc., so asto preserve its original authenticity from change and guard it against the
colloquialisms of daily use. In brief, people hastened to study it, to speak it, to defend
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it, to be enthusiastic about it and to publish books in and on it, until it had replaced
the Persian Language in Iraq, the Greek and Syriac in Syria, the Coptic in Egypt and
the Barbarian in North Africa. During the ‘ Abbasi Period, the golden age of the Arabic
language, it became the undisputed language of literature, science, palitics administration
and civilization. There came the time when the Muslim could travel throughout the
vast Islamic Empire without facing any difficulty of communication. There is no
equivocation that the Arabic language and its sciences are in the position of the heart
with respect to the whole body of religion. Nothing is more true here than the truism
that if Arabic is debased, Islam is debased.

Jar Allah Al Zamakhshari in his Al mufasal, relentlessly criticized those who ignore
or seek to lessen the importance of the Arabic language, or assign to it anything but
the primary place. That would be a great sin, he says, towards God and Hisword. To
do that isto hold the people back from the Qur’an. * Abd al Qadir a jurjani in Dala’il
al I'jaz, viewed such attempts as rebuffing people from religion, as endeavor to
extinguish the light of God (the Qur’ an), to put formidable obstaclesin fronts of the
recapturing of the original and genuine understanding of the text. One may wonder
what would such great thinkersin response to the loud cry and the open call of latter
day advocates of colloquial Arabic, or of change of the Arabic alphabet. (8)

That call was originally planned by theimperialist and missionary powers. The reason
is that the colloquial dialects vary from place to place in the Arab lands to such an
extent that each that each diaect could be considered an indigenous and independent
language. Therefore, if the classical language, which is the common language, is
defeated by any dialect, understanding would be difficult and impossible, the faith
would weaken, relationships would be severed, unity would be dissipated and strength
would vanish. It would thus make it easy for the imperialists to devour the Muslim
lands one by one, without resistance or struggle.

From all these tribulations, the Arabic language, mainly because of its eternal relation
to the Qur’ an, has emerged safe and unharmed as it did in the face of the most bitter
and lethal trial of the Moghul invasion in the second half of the seventh Century A.H.

Muslims can never become Occidentals. In the words of Marshall C. Hogdson, they
will never “adopt the Latin masters for their classics, to accept West-European history
astheir history, to identify with Caesar and Cicero, Charlemagne and Columbus and
Leonardo da Vinci as their heroes — still less to become Christians, Catholic or
Protestant”. (9) Winking an eye at this historically proved fact, some Muslim thinkers
wanted to fully affiliate with the West and to relegate Islam to the same position in
culture as Christianity occupies in the West. In order to urge his countrymen to
modernism, Taha Husayn took an extreme and rather dubious stand. He claimed that
the native Egyptian mind is totally Hellenic — and ergo Western —in its orientation;
(10) aclaim which is openly contested by historical fact. (11) Similar to Taha Husayn
is‘Ali ‘Abd a Razigwho claimed that Islam has nothing to do with hukm (government)
and called for separation of Islam from the state. (12) Still, these two men are to be
credited for one thing. They vigorously raised the question as to the extent to which
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the Muslims are willing to apply the rules of modern historical and rational criticism
to their tradition.

Another destructive influence of European origin, has been the wide spread of
nationalistic philosophy, as an attempt to meet modern challenges. Arab nationalists
sought unity on the basis of race, thus reviving a stand which is severely condemned
by the Qur’an as atrait of Jahiliyyah, an outcome of ignorance.

On the other extreme were Mudlims who rejected all scientific discoveries and methods
as the work of the devil. They outrageously condemned such discoveries as anti-
religion and a herald of destruction and infatuation. But the successive triumphs of
science in the world rendered such a voice weak, remote and now it seems out to
existence in the Muslim world. (13)

Even the master guardians of taglid, namely, the Azhar hierarchy in Cairo, had but to
lay their eyes on the libraries, laboratories, chemical and military factories, and
workshops which the Napoleonic expedition had brought to Egypt, to desire science
in good Islamic conscience — indeed, wishfully to predict that its very success will
soon be the Muslims’ own, changing the very face of Egypt. (14)

Along these lines are the creditable efforts of Muslims thinkers who while fully
realizing the depth of their plight, sought to face the problem most probingly but on
no other basis than Islam itself. They sought to revivify the authentic understanding
of religion which, they unanimously maintain, is never repugnant to reason or science
or limiting to man’s material and spiritual advancement. Religious revival isto be
achieved without severance of the basic cultural roots of Islam aslaid in the Qur’an.
They underline the need to reassert and to reinterpret in modern terms the message
of the Qur’an as a means of present self-identification without which they can not
creatively build the future. They fully realized the most important fact that a strong
and sound religious sentiment is an indispensable element for a dynamic and genuine
understanding of the Qur’ an.

The predominant response in this regard has been arecast of 1slam as a philosophy
containing , beside its own, all the springs of Western thought which harmonize with
itself. Unfortunately, such writings have offered only superficial resistance to Western
influence. So far, the mere claim that the religion, properly interpreted and understood,
allowsfor all exigencies of change has proven insufficient stimulation for improvement
on the mass level. For it is hecessary to get people thinking in terms of this viability
as amatter of course.

A modernist calls this trend the “One-Book School” which seeks to assert that;

Islam, and hence the Qur’an, is the fountainhead of all knowledge, human or
divine, scientific or religious, of thisworld or of the next. The scientific knowledge
of theworld as well as the achievements of technology are all there, in the Qur’ an,
if not directly expressed, then indirectly through its figures of speech and other
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allusions. Whether in hislaboratory, in the sky, or under the earth, the scientist, with
al his discoveries, is only footnotes to the Holy Book; and the relation of such
footnetsto the principal text isthat of an instance to the genera scientific principle
in the case of theorical discovery, and that of a concretization an idea in the case
of technological invention. Thus by all kinds of exegetical — nay, esigeticial —
acrobatics, the followers of the One-Book theory found in the Qur’ an the theories
of heliocentricity, circulation of the blood, evolution, aviation, microbes, submarine
vessels, space travel, and will probably find all the science and technology of the
future. (15)

The above statement has beautifully summed up the hermeneutical principle behind
this modern attitude to understand the Qur’an and to resent it to the Muslims as
inclusive of all scientific discoveries. Thisiscalled al tafsir a ‘ilmi. It to the sincere
attempt to assure the Mudlims, contrary to the allegation of Europeans and their Muslim
followers that it is not the Qur’ an that kept them lagging behind the advanced West.
They wanted to show its miraculousness, its divine authenticity, and its viability for
modern life. (16) The first such modern treatment of the Qur’ an was by Muhammad
Ahmad al Iskandarani, followed by ‘ Abd al Rahman a Kawakibi whose book Tabai’
al Istibdad wa Masari’ al Isti’ bad strongly advocated a new kind of hermeneutical
approach to the Qur’ an in order to bridge the gap between the Muslim and his Scripture.
He explained the scientific implications of:

Neither it is for the sun to overtake the moon, nor can the night outstrip the day.
And all float on in orbit. (17)

By emphasizing the conformity of the Qur’an to the modern scientific principle all
celestial bodies are moving in specific orbits. From the verses:

Do not those who dishelieve see that the heavens and the earth were fused together,
so we rent them apart. And we made from water everything living. Will they not
then believe: (18)

He deduced the theory that the sun and the earth were one piece before and then
separated. And from another verse, (19) he proves that the moon was part of the earth
and the separated. Numerous other verses were so analyzed as to show the compatibility
of the Qur’an with modern science.

Following in their footsteps was Mustafa Sadig a Rafi’ in his book ljaz a Qur’an
where he adopts the same method. There was also Abd al *Aziz Isma' il who went to
the extent to making a numerical charter of the percentage of proteinsin meat, milk,
potatoes, etc., in his explanation of the Qur’ anic verse:

... and sends down rain to bring forth with it fruits for your sustenance; so do not set
up rivals to God while you Know. (20)
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The most famous and el aborate exegetical commentary of thiskind is Tantawi Jawhari’s
Al Jwahir (The diamonds) which consists of twenty five thick volumes. The author
makes it clear that his intention is to prove the scientific originality and orientation
of the Qur’ an, to stimulate Muslims to achieve leadership in the fields of sciences. He
goes through the Qur’ an verse by verse explaining them like old commentaries did,
but the embarked on about 700 verses which he vastly elaborated as containing
valuable scientific theories. With regard to the verse:

And when you said: O Moses. We can not endure one food, so pray to your
Lord to bring forth for us out of what the earth grows, of its herbs and its lentils
and its onions. He said: Would you exchange that which is better for that which
isworse? (21)

He embarked on lengthy discussion of theories of modern medicine, and their
encouragement of simple diet, The part of the verse “Would you exchange that which
is better for that which isworse?’ shows for him the same medically proved scientific
views. He wrote long passages on the “chemical secrets’ of the opening letters of the
chapters. In brief, he left no stone unturned in his attempt to associate the Qur’ an with
all modern scientific discoveries.

But that hermeneutical approach to the understanding of the Qur’ an has been widely
denounced as forcing upon the Qur’ an meanings never originally intended, and carrying
itsword far from their natural contexts. This, they rightly argue, jeopardizes faith in
the veracity of the Qur’ an, for scientific theories are never finished and what is proved
true today could turn out to be false tomorrow. To associate the Qur’an with such
unstable theories is to pave the way for bigger gaps and crisis of understanding. (22)
The best statement in this criticism is that of Mustafaa Maraghi, Shaykh of al Azhar
University. He approves of such interpretation only where the verse in question directly
communicates or points to an established truth about nature, but not to subject Qur’ anic
verses or the scientific theories to each other. Thisisto introduce foreign elements to
the essentially religious content of the Qur’an. (23)

A very respectable approach and one more oriented to practicality is Muhammad
‘Abduh’s solution to the problem. Within the framework of orthodoxy, he tried to
bring about acceptance of modern research methods and of their outcomes in the
scientific disciplines. The claim is based on the vision of all these as supportive of the
Islamic faith. His theory is that without the least harm, Islam should be purged of the
misinterpretations that adhered to it throughout the centuries; that any inconsistency
between the Qur’ an and the modern mind should be rightly removed. It this sensitive
understanding on ‘ Abduh’s part of the importance of religious reinterpretationsin any
cultural renaissance which gives his approach is strong attractiveness as progress
concordant with the Islamic framework; a point frequently overlooked or discarded
by many modernists. He firmly believed that the return to the true and unclouded
understanding of the Qur’an isthe only exit out of stagnation and decay. Any solution
which does not give thisfact itsfull consideration is doomed eventually to fail whatever
successit might achieve in itsearly rise.
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‘ Abduh condemned glorification of the past, any glossing over traditional work or
conservatism in the status quo. God is to be presented as the most dynamic forcein
the Muslim’s life. This would make the Muslims religious experience the strongest
existential incentive to achieve the best. The highest ideals of the Qur’an are to be
exposed clearly and communicated to the masses with al their moving appea in new
forms of religious teaching. (24)

As a hermeneutician, Muhammad ‘ Abduh never underestimated the hermeneutical
importance of a strong and healthy religious sentiment. He took practical steps towards
that goal. He wrote books and articles, introduced new curriculain schools and al
Azhar University. He emphasized the dangers of such dichotomy as existed between
the intelligentsia and the masses, and he aimed at an indigenous value system in which
all could participate. Of all his attempts, what concerns us more is his hermeneutical
method.

Muhammad ‘ Abduh believed that it is not the Qur’an that presents the problem but
the rigidity imposed by the superstitions of taglid, and their resultant apathy. The
hermeneutical task is that of stripping away these superstitious accretions through a
more rigorous criticism hadith. The Qur’an should be interpreted in a way less
subservient to the commentaries and more self-reliant. He called for aclearer rationalism
giving freer hand in dealing with socia questions. He warned against exploiting reason
asameretool or hand-maid of desire and insisted that harmony with sound constructive
reasoning and general coherence of all human knowledge as of the essence of the
Qur’an. (25)

With this understanding, he launched a devastating attack on taglid. He described the
mugalid (imitator) as one who does not listen to the given evidence, who is oblivious
to the higher interests of hisvocation. Heis blind, deaf and his mind is blocked. (26)
He makes it his main endeavor to expose all kinds of unfounded understandings and
to demolish every barrier or evil that accrued to the Muslim’s minds as a result of
barren theological dialectics. (27) He lays the blame on the ulama (scholars) who
winked their eyes at such obstacles and accepted to live with them. He described them
as the zalimun (wrong-doers) whom the Muslim is cautioned not to follow. (28) The
Sufis, of course, did not escape his attack. He exposed them as concerned with
appearances and formalities rather then with the essence of things. They, for example,
would exaggerate; in celebrating mawlid al Nabi (the birthday of the Prophet) which
has no origin in the religion and they would spend a lot of money in that. But if you
ask them to donate that money for a humane cause or avery urgent matter, they would
be the last to do so. (29)

Muhammad ‘ Abduh is famous for his daring reconciliation of 1lam with certain tenets
of Westerns civilization. One of the striking attempts was his making interest permissible.
His method was to argue for that within the Qur’ an itself. (30) Noting that the verse
in question had prohibited only multiplied interest (ad’ adan muda’ fah), * Abduh argued
that where such is not the evidence, normal interest would be legitimate. He taught
that if some one lends money to a person in need or to start or carry business, he could
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rightly ask for a reasonable interest. This opinion triggered a sharp controversy and
subjected him to chastisement and denunciation by the conservatives.

Another daring stand is his rejection of polygamy as an established right for every
man. Characteristic to Muhammad ‘ Abduh is his constant recourse to the Qur’ anic
text for support for hisviews. (31) In this case, he argued that God permitted polygamy
only in cases of dire necessity. Even so, he made it conditional to the individual's
capacity to deal between the wives with absolute justice; a matter which the verse
itself rules out as hardly ever possible, thus showing that it is the divine will to
discourage polygamy. Equally, his modernist spirit caused him to deny
sorcery unconditionally including the hadith on which sorcerers usually base their
authority. (32)

But Muhammad ‘ Abduh seems to violate his own rule against speculation about the
transcendent realm and in which faith “without how” isarequisite. Hence, angels are
interpreted by him as the powers of nature and the intrinsic inclinations of man. He
allegorically interprets away the story of Adam, the prostration of the angels etc. (33)
Needless to say that in his exegesis, he completely avoided the Israglitisms and
Christianisms of his predecessors, and strictly rejected and detail that is of no avail
in Qur’ anic understanding.

Although there was an intensive resistance to Muhammad * Abduh’s hermeneutical
approach, yet, fundamentally, his method came to dominate all hermeneutical approaches
in our present time. He was followed by Rahid Rida who adhered to the same method
but with noticeable recourse to previous commentaries. Among others who followed
in his course are Muhammad Abu Zayd who triesto interpret away all miraclesin the
Qur’an, Muhammad Qasimi, ‘Abd al Karim a Khatib, Mustafa al Maraghi and
Muhammad a Mubarak. (34)

A pioneer endowed with total vision of the ideals of the Qur’an and a Muslim who
had taken practical steps towards their realization was Hasan a Banna (d’' 1949), the
Supreme Guide to the Muslim Brotherhood Organization. The Qur’an, for him, is not
only aspiritual enrichment to the soul but a constitution of life extending to commerce,
politics, education — nay, even to health and physical education. His organization
entered into politics, gymnastics, business companies, the army, and almost all other
departments of human activity in Egypt, with unsurpassed vision of the Qur’anic ideal.
He was as opposed to taglid as * Abduh, and sought reformation with a more enlightened
attachment to the sources than * Abduh. He was consistent in his refusal to be dragged
into discussion of the transcendent realm and condemned such discussion asirrational .
Besides total vision of Islam and practical bent of mind towards the viability of the
Qur’ anic message, he was a staunch supporter of the purity of classical Arabic and
directed his followersto stick to it in their daily life. His Risalatan fi al Tafsir, (35)
can be considered as simple but scholarly directionsin the process of understanding.
In amost valuable advice to one of hisfollowers, he directed that the faithful’s heart
isthe best interpreter of the Qur’ an, the faithful, he wrote, should approach the Qur’an
humbly and with piety; he should remain continuously in touch with it, understand
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its admonitions and act accordingly. He must also study the sunnah as an indispensable
aid to understanding and never to resort to the commentaries expect when a certain
word is beyond his linguistic comprehension. (36)

The most reputed hermeneutical of our daysis*Aishah ‘ Abd al Rahman, widely known
by her pseudonym Bint a Shati. (37) She has two volumes on Qur’ anic interpretation
entitled Al Tasdir al Bayani Lil Qur’an al Karim which discusses her method and its
application on parts of the Qur’an. (38)

Contrary to the dominant seriatim treatment of the Qur’an verse by verse, ‘ Aishah
sought an objective treatment in which all the chapters and verses dealing with a
common topic were collected together. Then she put them in the chronological order
of their revelation, accepting traditional reports only in so far as they threw light on
the contextual circumstances surrounding the historical sitzim-leben of the versein
guestion. Consistently, she held that the situational contexts, though specific in nature,
do not affect the general applicability of the words. The emphasisis no God'sintention
above and beyond the historical date.

Her method is basically concerned with the literary and stylistic characteristics of the
Qur’an. Hence, she strictly concentrates on the given and avoids speculation. The
original linguistic meaning of the Arabic word under investigation is to be sought,
then the Qur’ anic meaning is noted by collecting all forms of the word in the Qur’an
and studying their particular usage in the verse or the chapter and their general usage
in the whole Qur’ an.

Bint a Shati, like all modern expositors of the Qur’ an sought to eliminate all extraneous
elements from her understanding of the Qur’an. Biblical narratives, unfounded Arab
or no-Arab accounts, were totally avoided. The Qur’an, in her opinion, was never
intended to give detailed history but refers to great historical events in a usually
summary fashion aiming mainly at the moral examples and spiritual lessons derivable
therefrom. She opposes the scientific interpretation approach and views it as an
extraneous element. Even if the verse deals with a scientific theory, its main intention
is the religious lessen which is always clear if the verse is taken in its context. The
opinions of past exegetics are to be taken only in the manner that assist in that approach
and sometimes their opinions are subjected to vigorous analysis and criticism in the
light of her findings.

One of theimportant findings that came out of this method is her dynamic understanding
of free will and human responsibility. In her analysis of the word kabad (39) which
isrendered by all exegetics as affliction, she arrives at the understanding that the word
refers to man’s natural quality for bearing responsibility and the freedom given to him
to choose between good and evil. For this reason man is in affliction, i.e. in an
everlasting struggle to choose what is best for him. In fact, the immediate verses after
the word bear out this understanding. “Have we not assigned unto him two eyes, and
atongue and two lips and clearly demarcated for him the najdayn (the two highways
of good and evil)" it is, therefore, man’s kabad or the tribulation of his innate power
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of perception to choose one or the other, having seen with his own eyes and thus
bearing the full responsibility for his choice. With this basic approach, she throws light
on one of the most striking verses of the Qur’an in which the amanah (trust) is said
to have been offered to the heavens and the earth but they refused to accept it and
were afraid of it, but man did. (40) She utilizes that method to analyze the basic words
in the verse, amanah (trust) and hamalaha (carry it), to find out that it is not the
material, the religious or even the intellectual that are entrusted to man but it is his
free will, his responsibility of choice and accountability which isthe main fulfillment
of his humanity and what really distinguishes him from all other creatures sublimely
expresses in the words “heaven and earth”. This free will, the innate power of choice
is man'sdistinction, his superiority to the angel's, who do only asthey are commanded.
(41), She goes on to corroborate her finding by analyzing other frequent Qur’anic
words such as arada (to will) which occursin the Qur’an 140 times and in all of them
it never appears as an abstract verbal noun, but either as a presents future tense, or the
imperative or the past tenses or in any derivative form. Explaining this phenomenon,
she says the Qur’ an recognizes will only as an act, not as an intellectual abstraction
or an attribute, and that the act of willing itself can not be forced on the subject without
ceasing to be itself.

Further, she explains that the words azama (to resolve) and raghiba (to desire) are
never predicated to God but no man; thus showing that man’s willing is an outcome
of prior desire and forethoughts and hence, of his accountability. God's willing is
otherwise because He wills by Himself.

Recently, she engaged in a dial ogue with Mustafa Mahmud regarding his Tafsir’ * Asri
(42) (modern interpretation). She questioned his very knowledge of Arabic and the
different sciences requisite for a public comment on the Qur’an. She called for the
observation of a very important Islamic hermeneutical principle that while it is
everyone's privilege to understand the Qur’ an according to his own mental capacity
and knowledge, it is only for those who are well founded in the requisite of knowledge
to offer interpretation to the public. Her critics replied that 1bn-i-Abbas, the most
reputed expositor of the Qur’an, was not a specialist, his only qualification being a
sound natural common sense which Dr. Mustafa Mahmud had. She replied that |bn
and others possessed a sound knowledge of Arabic and were educated in what she
calls*“the school of prophecy”. She staunchly rejected any attempt to make commenting
on the Qur’an as a common right while upholding everybody’s absolute right to
understand the Qur’ an according to his own experience.

In addition, her method has been criticized as ignoring or belittling the fact that the
Qur’an was revealed in more than twenty years and that its diction and style in the
earlier revelations may not necessarily be the same asin later ones. Bint al Shati replied
by asserting the unity and consistence of the Arabic language throughout the Qur’an
as an evident fact in the Qur’ an with which most learned Muslims agree. Therefore,
the outcome of her deductive method is trustworthy, especialy asit relies on the unity
and consistency of the Qur’ anic language.
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Another attempt to disprove the consistency of the outcome of her method was by
arguing that classical authorities did not always agree on the situational contexts of
the revelation and that such doubt vitiated her results. She countered that such
disagreement is true but would have no effect no her method because she does not
consider anyone of them as the cause of the revelation but mostly the external
circumstance of it. For as long as the emphasis is on the universality of the meaning
and not on the specificity of the circumstance, argument of “variant meanings’ falls
down.

Another fine point of criticism levelled against her method was that since there are
Arabic forms and usage that do not appear in the Qur’ an, or which are different from
those of the Qur’an, to depend on the sense of feeling for different usages in which
theword is used isto introduce extraneous elements in the understanding of the Qur’ an.
Bint al Shati conceded this but retorted that the difference in usage could be well
minded and, in fact, may turn to be very helpful in showing the Qur’ anic excellence
or its particular usage which may have definite overtone on our understanding. But
in all cases of grammar, rhetoric and style particularly the ones developed by later
productions, the Qur’an is the adjudicate.

To recapitulate: The process of understanding the Qur’ an witnessed its major failures
in sectarian understanding as well as in the commentators who sought to embellish
their commentaries with Israglitisms and Christianisms but without the least criticality.
By the time the claim was made for a deeper meaning that is at variance with the
apparent meaning of the Qur’an and ‘when Arabic words were completely taken out
of their conventional meanings as well as when the foreign doctrines were adopted
and Qur’ anic passages were twisted to support them, the hermeneutical problem of
understanding reached crisis proportion, and the Muslim understanding of the Qur’an
suffered serious damage.

These failures had their repercussions on the life of the ummah in all its aspects,
particularly the notion of taglid which stifled its life. In other words, the religious
sentiment which is essential for any authentic understanding of the Qur’an became
much weaker and actually impotent.

Being in such unpreparedness, the Muslims recently received arude shock at the hands
of European technology and science. Their response to it varied. The most important
of these responses was to seek revival of the ummah and to recapture the ideal of the
Qur’an. The dominant attitude among modernists is that it is not the Qur’an that
presents the problem, but the rigidity imposed by taglid, and their resentment apathy.
Consequently, the hermeneutical task is conceived to be one of stripping away these
superstitious accretions through a more rigorous criticism of the hadith. The highest
ideals of the Qur’ an are to be exposed clearly and communicated to the masses with
all their moving appeal in new forms of religious teaching. In other words, a clearly
defined world-view derived from the Qur’an is to be evolved within the context of
modern problems and needs. This is the hermeneutical need of the hour for the
overwhelming majority of Muslims around the world.
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to hit a successful and happy medium in this world.

Ibid., P. 235-36
See |bn Taymiyyah, fi Usul a Tafsir, (Al Qalam Press, Cairo, 1971).

The term “Secular” does not have an equivalent in Islamic vocabulary. There are
no distinctionsin Islam such as religious and secular or scared and profane asin
Christianity. The confession of faithin Islam, lailaha’ illa Allah, means that there
is no reality or existent that enjoys a different order of being than all creatures,
except God.

If we may momentarily and for the sake of clarity employ the term “secular” in
regard to Islam, religion means the truths revealed in the Qur’ an and interpreted
by the Prophet Muhammad. This extends to teachings and institutions of divine
origin that were taught before Islam. Likewise, secularism implies ideas and
institutions that do not descend from on inspired source no matter what that source
is. As such we should not view anything that falls within the teachings of 1slam
as secular nor anything practiced by those who professed Islam as secular nor
anything practiced by those who professed Islam as necessarily religious.

The Pythagorean-Platonic wisdom derived from the Orphic mysteries and
inherited later by the Muslims can not be called secular and some of the
apologetic writings of the Muslim modernists can not be considered asreligious
although they may be dressed in Idamic terms. (Sayyid Husayn Nasr, “Religion
and secularism, their Meaning and Manifestation in Islamic History”. The
Idamic Quarterly, V-VI, No. 3, 4 - July and October 1961, P. 119.) Sir Muhammad
Igbal in The Reconstruction of Religious Thought in Islam, (Lahore: Sheikh
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view and the state from another... Iam is a single unanlyzable reality which
isone or the other as your point of view varies... This ancient mistake arose
out of the bifurcation of the unity of man into two distinct and separate redlities
which somehow have a point of contact, but which are in essence opposed to
each other. The truth, however, isthat matter is spirit in space-time reference.
The unity called man is body when you look at it as acting in regard to what
we call the external world; it is mind or soul when you look at it as acting.
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37.Bint a Shati was born in Dumyat, Egypt, and was educated at Fuad 1 University
in Cairo. She was professor of Arabic language and literature at the University of
‘ Ayn Shamo in Egypt and presently as visiting professor to many Arab Centers of
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40. 1bid., 33: 72.
41. Qur’an 66:6.

42. Thiswork does not follow a unique hermeneutical method and did not bring any
extraordinary findings. Its author allows himself the liberty to pull some words
completely out of their linguistic context, and thus denying his interpretation any
weight in the Islamic world of thought. “Shoes” in (20:12), for example are
interpreted by him as meaning “spirit and body”. Mustafa Mahmud, Al Qur’an:
Muhawalah li Fahm * Asri, (Cairo, Rose a Yusif Press, 1070), P. 104.

Coqgito, ergo sum.
(I think, therefore | am.) Descartes

Most men would rather die than think. Many do. Bertrand Russell

| cannot teach anybody, anything.
But | can make them think. Socrates
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ARTICLE

Investigating Technicist-managerialism
in the Values Endorsed in MBA
Programmes

Sara Khan
Institute of Business Administration, Karachi, Pakistan

ABSTRACT

This article investigates the incidence of technicist-managerialism in two MBA
programmes of Pakistan by inquiring into the values endorsed in them. Findings about
values found in the two schools are presented in the form of quotes from interviews
and excerpts from official publications of these two business schools. Consequences
of such thinking are then discussed in the light of management literature.

1. INTRODUCTION

he MBA degree is among the most popular degrees in the world. Management

education was initially introduced in the North American business school of
Wharton in 1881, followed by the schoolsin Harvard in 1908 and Stanford in 1925.
Friga et a (2003) point out that internationally undergraduate business degrees have
grown from 14% of al undergraduate degreesin 1971 to 19% in 1997. For the Master
of Business Administration (MBA), the figures are 11% and 23% respectively.
Corporations and educational institutions spend a combined $2.2 trillion on management
education and training worldwide, with nearly $885 billion in the United States alone.
At present there are about 1500 business schools offering MBA courses over the globe
(anonymous, 2005).

The MBA degree is among the most popular degrees in Pakistan. Many of the 114
HEC recognized institutes are pure business schools, while many others offer degrees
in business administration. In April 2005 the HEC formulated a National Curriculum
Revision Committee (NCRC) for Business Administration that revised in consultation
with representatives of severa public and private business schools the curricula for
BBA (Hons.) and MBA programmes of the country. This is perhaps the biggest attempt
at standardizing the MBA curriculum in the country. For example, the Committee has
decided that the BBA (Hons.) degree will be extended to 4 years and the MBA to 2
years of full-time study in order to provide students a well-rounded education in the
field of business administration. A list of subjectsto be taught in each of the programmes
has been drawn up, along with an approved list of text books for each. A majority of
the text books are written by Western, particularly American authors. Those that are
by Pakistani authors are usually, but not exclusively, for subjects that talk specifically
about Pakistan and Islam, such as Pakistan Studies and Islamiyat?.

hwww.hec.gov.pk
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2. TECHNICIST-MANAGERIALIST THINKING IN THE MBA CURRICULA:
A REVIEW OF LITERATURE

Technicist-managerialist origins of the MBA degree:

According to one theory, management education originated in the military academy
at West Point and the Pennsylvania Railroad to solve manageria problems from the
point of view of managers. Hence it emphasi zed techniques and was strategic in nature.
Moreover, concerns about the quality of business education in the early 1950s led to
the commissioning of two influential reports, the Carnegie Report and the Ford Report,
by the US government, which recommended changes to the business education
curriculum. The American Assembly of Collegiate Schools for Business (AACSB)
implemented the recommendations of these reportsin 1961 by introducing ‘ standards
for business education masters courses, and in these standards the term * MBA degree’
wasfirst used (Currie and Knights, 2003). A reason they had the word Administration,
rather than Management in the title was because of the influence of civil or bureaucratic
governments in school affairs and because MBAS were needed to run statistical
operations in administration (Fox, 2001). Thus technical and managerial thinking,
often codified into standards, became a paramount feature of the MBA degree. In the
following paragraphs | explain this conception before moving on to how it is fostered
in MBA programmes through their pedagogy and by catering to their stakeholders.

Defining technicist-managerialist thinking
Grey and Mitev (1995a: 74) define managerialist thinking as

treating management asamorally and palitically neutra activity. Hence, management
education becomes primarily concerned with the acquisition of techniques, regardless
of the context of their application (also see Perriton, 2000, for further explanation
of the concept).

In other words, such a discourse presents management as an ‘ unproblematic set of
techniques and practices' (Grey and Mitev, 1995a : 76). Students too often imply an
attitude to learning management as a set of techniquesthat should be ‘useful’, * practical’
and ‘relevant to the real world.” Techniques here do not only refer to those used in
mechanical accounting and operations management, but also include those employed
in dealing with people and change management. Such atechnicist label, say Grey and
Mitev (1995a: 77), ‘relates not only to the focus on techniques but also to the fact that
the technicist approach is illuminated by commitment to instrumental rationality?.’

Since both the providers and seekers of management education concentrate on giving
and acquiring amorally and politically neutral set of techniques and practices and

2By instrumental rationality, the authors mean ‘a rationality which is concerned only with
the adoption of the most appropriate meansto achieve a given end, as opposed to reflection
upon the rationality and desirability of ends themselves' (Grey and Mitev, 1995a: 88).
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because such athinking perceives management as atechnical activity, throughout this
article | refer to this kind of thinking as technicist-managerialist.

Fostering technicist-managerialist thinking through pedagogy:

This section illustrates how various elements in the current MBA pedagogy, such as
courses, concepts, teaching methodol ogy, and the examination system foster atechnicist-
managerialist mode of thinking that neglects emotional and ethical values and concerns.

Many management scholars, such as Alvesson and Willmott (1996), Grey, Knights
and Willmott (1996), and Kallinikos (1996) for example, assert that positivism isthe
dominant ideology in management circles of today. They believe that courses such
as economics and psychology usually give students numerical and linear cause-effect
models, while marketing and accounting appear deceptively simple. Their concernis
profitability. Marketing creates stereotypes and appeal s to newness. Computing restricts
the moral element in decision-making, seeming to further subordination, rather than
emancipation. Gosling and Mintzberg (2004) observe that the subject matter too is
divided into sharp categories, not fully in resonance with people's experiences, nor
including a study of ethics. Spivak (1993) thus calls business schools ‘teaching
machines' in their being highly influential in production and dissemination of a certain
type of knowledge.

Huczynski (1993), Fineman and Gabriel (1994) and Birnbaum (2000) criticize popular
concepts and models, such as TQM (Total Quality Management), Excellence, MBO
(Management by Objectives) BCG (Boston Consulting Group - a matrix on business
strategy), and BPR (Business Process Reengineering) and best practices, taught in the
MBA syllabi, for giving an account of aredlity that appears easily manageable. Fineman
and Gabriel (1999) see the problem of science-like predictability reflected in the
definitions and textbook covers as well. ‘Definitions semantically fix concepts to
what are presumed to be facts in the real world’ (p. 381), while Organization Studies
textbooks usually have covers decorated with geometric patterns, stylized human
figures and jigsaw puzzles — features ‘ concordant with an organizational world that
is predictable, and a philosophy of science that stresses regularity and laws' (p. 380).

Thus Kallinikos (1996) and Thomas and Anthony (1996) observe that, based on
utilitarian thinking and, | add, an understanding of reality that is predictable, models
in MBA programmes not only neglect deeper understanding of business issues but
also disregard or give very little importance to human rights. Lataif et al (1992),
Boyatzis et a (1995), Cavanaugh and Prasad (1996) and Clegg and Ross-Smith (2003)
conclude that management education is preoccupied with the objective, rational and
masculine part of management and marginalizes emotional and ethical concerns.

In addition to sidelining emotional concerns, technicist-managerialist thinking, as
some of the above authors have commented, also neglects ethical concerns. Mitroff
and Denton (1999) and Roy and Roy (2004) express that in management circles, in
comparison to core business concepts, spirituality and ethics are considered airy
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concepts, above the realities of everyday practice. Hence students find them irrelevant
to business life (Zych, 1999; Baetz and Sharp, 2004). McDonald (2004:372) also lists
other reasons that are commonly presented against the teaching of ethicsin business
education:

* One can not teach mora standards

e Ethicsare not part of the domain of business studies

» Ethics do not have analytical foundation of the kind other business subjects have.
As such the topic lacks credibility

» If ethics courses are taught, it is primarily for appearance

» Students are not able to transfer ethical skillsto work life

Among practical reasons, Bagtz and Sharp (2004) observed in their research that some
of the reasonswhy teaching of ethicsisachallenge in management studiesis curriculum
constraints, lack of subject material, and lack of teachers’ ability to deal with the
subject. In their study of textbooks on various business subjects, they found few
textbooks acknowledging the existence of ethical theory; those that dealt with the topic
covered it in a variety of different ways, with little consistency in these varied
approaches. This makes not only the study of the topic difficult but also hampers
training of teachersin the subject.

Regarding teaching methodology, case studies — which are frequently used in MBA
programmes — reinforce technicist thinking, according to Ehrensal (2002). Coming
prepared with answers or solved by the teacher’s own understanding of the problem,
they give students the idea that they can solve any company’s problems after just two
hours of desk work, using the theories and analytical skillsthey have learnt.

In addition, the tightly packed MBA routine creates pressure, hot permitting much
reflection of the kind that not only means musing, but also wondering, analyzing, and
struggling, say Godling and Mintzberg (2004). Lists, so commonly found in management
texts, foster ‘routinized learning’ rather than argument, providing a ‘ short-cut to
understanding’ (Fineman and Gabriel, 1999: 383). Moreover, believing themselves to
be customers of business knowledge, business students expect knowledge to cometo
themin ‘apre-digested and immediately usable form’ which the teacher happily imposes
on them (Roberts, 1996:56; Currie and Knights, 2000), for example through lectures
and handouts, | think. Moreover, according to Currie and Knights (2000:100), use of
modern technology, such as OHPs (overhead projectors), Power Point and videos, in
teaching further strengthens the technist thinking by ‘ remove[ing] the dynamic quality
of teaching and thus make]ing] the experience of students more formal and distant.’

Test scores and grades, that are only one measure of student performance (Gosling
and Mintzberg, 2004) and MBA ranking lists and accreditations (anonymous, 2005)
that are only one measure of school performance, in my opinion, further reinforce
the technicist calculative mentality. By encouraging students to compete for higher
grades, opt for prestigious schools, pay attention to market rankings and calculate
return on investment (ROI) when selecting programmes of study, as a Business report
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2.0 (2005) recommends, such measures, | believe, can reduce the due importance of
other criteria of learning and selection, such as the opportunity to benefit from professors
and colleagues, to develop a spirit of inquiry, and to select courses of interest.

Fostering technicist-managerialist thinking through catering to market requirements:

In addition to its pedagogy, another way | see MBA programmes technicist- managerialist
in their outlook is their consideration of education as a product for the market of
students and employers, with both providers and seekers of education seeing it as a
commercia exchange, defined in terms of specific, definitive requirements. Evidence
of this can be found in various aspects, from teaching to distribution, of MBA education.
For one, metaphors, such as quality assurance, benchmarks, exporting education or
marketing syllabi, standardizing educational products, and students as customers are
increasingly heard in business academia and market. Secondly, league tables, target-
setting (Cope and I’ Anson, 2003), cdl culating return on investment (ROI), and rankings
(Business 2.0, 2005) promote such conceptions. Students’ evaluations of teachers
further add to the ‘teacher as producer’ and * student as consumer’ concept (Grey and
Mitev, 1995a). Studies have demonstrated that recruiters too do not always give much
importance to behavioural coursework in education. Rynes et al’s (2003) study, for
example, showed that while evaluating resumes, employers gave same employability
rating to students who took both functional and behavioural coursework as to those
who studied only functional subjects, athough 78% of them had indicated in an earlier
study that they preferred graduates who supplemented behavioural coursework with
functional expertise. Such findings send confusing signals to students and educators
who therefore do not consider behavioural coursework as important as functional.
Burke et a (2003) had also written that many students find OB (Organizational
Behaviour) matters, which deal with people management, ‘common sensical,
unimportant, irrelevant and of little use to them.’

Auken et a (2005:44) state industry’s influence on MBA programmes in these words

Most MBA programs are indeed influenced by their stakeholders. More and more,
the student is being treated as a customer, and student and alumni satisfaction have
become key metrics along with employer and recruiter satisfaction. At the same
time, the student is also a product. Therefore, it may be that narrowing of core
curriculain favor of marketable skill building has gone too far.

Pring (1998) also believes that development of the intellect as a goal of education is
becoming difficult because of economic reasons. research agendas are set by economic,
military and government needs; instead of intrinsic value, usefulness of education is
being considered. Kellie (2003) too showed in her 12-15 month research on two
company-based management education programmesin the UK that ‘what constitutes
relevant knowledge is no longer the exclusive domain of the educationalist. It is more
closely tied to the perceptions of the organizational stakeholders.’
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Critiquing technicist-managerialist thinking:

The following paragraphs present a debate on the advantageous and disadvantageous
features of the technicist-managerialist discourse in management education. Some
scholars see it as a necessary feature of management education, while others think it
is a short-sighted approach.

Growth in technicist-managerialist thinking and metaphors, such as students as customers
and business schools as producers continues unabated, even though Grey and Mitev
(19954) remind us that the value of education cannot be determined beforehand. Payment
of feeis only a condition of entry, not a guarantee of learning. Among scholars who
criticize such amode of thinking, Thomas and Anthony (1996) believe that reducing
management education’s educational aspect will make it more like short-term training
undertaken to learn a specific technique or course. Seeing education merely as commodity
ignores the character building and persondity development in education, add Cope and
I’ Anson (2003). Moreover, as Thomas and Anthony (1996) observe, learning only for
earning (utility) is short-term; it does not affect students' being and is boring and
destructive to curiosity and imagination. Real management education, on the other
hand, engages social, political and conceptual abilities, and not merely techniques that
can be learnt on the job and that can change over time.

Among those who view the technical part in management education favourably,
Burgoyne (1995) observes ‘it would be morally wrong and wasteful to fumble or fail
at amorally vauable performance for reasons of technical inefficiency. To fail to teach
or learn or apply genuinely useful technical expertiseis at least indirectly immoral’
(p. 94). He seestechnical competence ‘as a necessary adjunct to moral devel opment’
(p. 91). Besides, King (1995:101) points out that it has never been adequately proven
that atechnicist-managerialist MBA is not intellectually demanding or that it refrains
from illustrating detailed understandings or that a concern for quality is dictated by
a‘market conception’ that sees students as consumers and teachers as producers.

Taking the debate forward, Grey and Mitev (1995h: 104-5) reply to Burgoyne's (1995)
and King's (1995) arguments by acknowledging that ‘ managers are aware both of
mora issues (they are human beings!) and, often, the limits to management techniques...
But the question is how management is presented and understood.” The point, according
to them, is not whether management education syllabi should or should not teach
techniques but whether the discipline of management is presented as a set of techniques
to be mastered or an educationa discipline that devel ops students’ social and conceptual
abilities. Fox (1994) and Jessop (2002) bring in another point about management
education not being value-neutral. They point to the managers' role in reproducing
and transforming cultures through participation in activities having extended social
consequences. As such, management education should contribute to socio-economic
development of a country, as against equipping students with a mere set of techniques
to carve out their careers with. Such asocially responsible attitude, Jessop (2002) says,
will give them not only techniques, but also values, ethical reasoning and ability to
link with people.
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Though | believe that a professional degree like MBA needs to take account of market
needs, it must pay significant attention to the * nurturing side of education’ — devel opment
of asense of responsibility through inculcation of moral values. Education which fails
to clarify our central convictionsis mere training or indulgence (Schumacher, 1973).
If education cannot teach non-material values that give meaning to life, how can it
create afair society, questions Gatto®.

3.METHODOLOGY OF THE RESEARCH

In order to investigate the incidence of technicist-managerialism in the values of MBA
programmes, intensive research was conducted in two business schools of Pakistan.
These two schools were chosen because of their leading positions in the business
academia of the country. One school belonged to the private sector and the other to
the public sector. Respecting their confidentiality, the two schools are represented as
Leaders Academy and Pioneer Academy in this paper.

Since | wanted my respondents’ uninhibited comments on the values found in their
schools or in their colleagues, | conducted open-ended interviews with students, school
teachers and administrative staff from these two schools. Some managersin industry
were also approached to collect their comments on MBA students they employed or
worked with. These interviews were either in-depth interviews with individuals, joint
interviews with two participants or focus group interviews with larger groups of
students. As respondents’ uninhibited views on their MBA programmes and/or with
MBA students were required, interviews were conducted in away of inviting participants
to freely air their views and opinions, with order of questions, length of answers, the
language of the interview and other such practicalities largely at their consideration
(see Gubrium and Holstein, 2003a and b; Henerson et al, 1988; Arksey and Knight,
1999). The following research questions were asked to elicit participants’ views on
the kinds of values endorsed in their business schools or found in the MBA graduates
they worked with:

What are the main values encouraged in your business school? Or
How would you comment on the values about work MBA graduates come endowed
with when they enter practical (work) life?

What kinds of careersare you (or your students) looking forward to after completing
your (their) MBA degree?

How would comment on the curriculum of your business school ? Please include
in your answer your comments on the teaching of ethics and social responsibility
in your programme.

A total of 21 respondents were interviewed from the corporate sector and 22 from the
academia, of which 14 were teachers and 8 were students. In addition, three joint (two

Swww.spi nninglobe. net/gattopage.htm
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in one school and one in another) and two focus group (one of each schoal) interviews
with also arranged with the students of these schools.

In addition to interviews, official publications and web-sites of these two business
schools were also referred to shed more light on the interview comments relatively
researcher-unobtrusive manner (Hodder, 1998).

Analysis of interviews was then carried out using a modification of Hycner’s (1985)
framework for qualitative data analysis. After developing value themes from interview
guotes, relevant excerpts from school publications were added to compl ete the themes
that are presented in the next section.

4. TECHNICIST-MANAGERIALISM IN THE PAKISTANI MBA: RESEARCH
FINDINGS

Section 2.0 described some elements of technicist-managerialist thinking, the values
emanating from such an approach towards education and the consequences ensuing
fromit. Inthissection | will take alook at the Pakistani MBA programmes to see how
technicist-managerialism was visible in the values and the curricula of my chosen
business schools.

Technicist-managerialist thinking in the values endorsed in the two business schools:

In the following paragraphs | present some of the values endorsed in MBA programmes
| researched. | do not imply that these MBA programmes are the source of these values
(athough they could be) but that they are being encouraged or at least not discouraged
in these programmes. Whether these values are learnt from society and/or find their
way into management academe from management practice is beyond the scope of this
paper. This paper only highlights those values that find support or at least no opposition
in the two MBA programmes | looked into. | have presented these values as quotes
(giveninitalics) from respondents’ interviews and excerpts from the schools publications.
(Respondents’ names have been altered for reasons of confidentiality). In the next
section | will discuss how | see these values coming from a technicist-managerialist
stance.

Hard work versus favouritism and flattery:

Hard work was listed among the core values the schools promoted (Leaders' Alumni
Annual, 2003:35; Leaders’ general booklet; Pioneer Program Announcement, 2004-
5). One student, Qaiser, found hard work an essential ingredient of a successful work
life

Tomorrow you go to an organization... Nobody's gonna say ‘ You know what, you
work so hard, I'll make you manager tomorrow.” No, you have to do the work. As
long as you do the work, God himself will show you the way. As long as you do
the work, rewards will come.
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Many students, however, confessed of taking of ‘short cuts' and currying favoursin
order to avoid hard work. Instead they flattered teachers in order to get their way
through. One student from a Pioneer focus group remarked, “ It may be a very bad
value but it isworking for people.” Some managers in industry also commented on
graduates’ aversion to hard work when the latter entered practical life.

Merit and professionalism versus an all goes attitude

Pioneer had an “amost callous attitude” towards merit, Dawood from the administration
reported. No kind of requests whatsoever were entertained for admitting or upgrading
any unmeritorious candidate for admission. Karim from Leaders’ administration also
proudly asserted, “The bedrock of Leaders, how we define ourselves, is one word —
merit.”

Regarding professionalism, one student from Pioneer appreciated, “ By the time you
graduate out of Pioneer, rough edges get smoothened, you get a professional outlook.”
L eaders too stressed professionalism as was seen form their publications. Nasim, from
the school’s faculty called ability to live and work with people from different socio-
cultural values and backgrounds as a“ professional attitude towards life.”

But managers in industry did not always see professionalism in business graduates.
For example, Akram, a manager from a local bank, found the concept of quality
missing at Pioneer because of rushing from one assignment to the next. He said

All goesin Pioneer. But in real life you have to finish at a 100%. That concept of
quality islacking over there. You know, you' re always running around, just want
tofill in the blanks, do the papers or whatever, just to go back to the next course,
to the next grade, to the next semester.

Honesty and integrity versus wrong ways

Both schools had honesty and integrity written down in their publications (Leaders
Alumni Annual, 2003:35; Leaders general booklet; Pioneer Program Announcement,
2004-5) as one of their major work values. Nosheen from Leaders student body
confidently claimed, “ Everywhere you can get away with cheating, but not at Leaders,
definitely. That | can say for sure.” Omar from Pioneer also proclaimed of having
seen “ people speak up, whistle-blowing, at least try to do what they can do” in
organizations, even when they were serving only asinterns.

On the other hand, “ wrong” ways of achieving ends at Pioneer were also mentioned.
For example, Farhat, amanagement trainee in amultinational and a Pioneer graduate,
confessed, “ It [ Pioneer] taught me there's always a wrong way of getting things done,
which usually works [laughg]. It's a reality in Pakistan.” As such, Pioneer students
said they had learnt from their interaction at their business school not to trust one
another.
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Discipline versus tolerance:

To “survive’ in Pioneer students had to discipline themselves. Students, teachers and
alumni of Pioneer commented on the rigorous discipline of the place, with many
students and alumni listing discipline as the foremost value they had learnt from the
institution and which had proven very beneficial in their professional lives. At Leaders
too, students were expected not to be latein coming to class or in submitting assignments
“by even a minute.” Lateness was penalized by being marked absent for the session
and not getting any marks for class participation in that session.

But some faculty and students did not consider Pioneer avery forgiving place. Magsood,
afaculty member, for example, expressed dismay at the school’s not accommodating
for genuine excuses and not forgiving students’ mistakes. What worried him was the
socia effect of such intolerant policies. Sounding concerned, he said

Young people spend 4-5 important years of their lives with you. You tell him we
can't ignore or forgive your mistakes. If he's not forgiven, how can we expect him
to ignore those [ meaning mistakes] of others. Society can't develop on natural
path then.

Competition versus cooperation:

Monthly and yearly examinations and quizzes were much emphasized in both schools.
These tests, which awarded grades from A+ to F and GPAs from 0.00 to 4.00, appeared
to me to be setting students in competition with one another. Thus several students
and alumni described competition at Pioneer as “ cut-throat” . Some teachers also
acknowledged the presence of such competition in the school. Hamid (a Pioneer
alumnus, amanager and a visiting faculty at Pioneer), for example, reflected

One of the problems | have with the way we are taught [at Pioneer] isthat it is
very centred around us. We are supposed to compete individually with others and
we are supposed to beat them and win. Soit’s all about coming first, second and
third. If you'refirst, the guy who is second is not first. Soit's always about ‘| have
to beat the other guy.’

At Leaders too helping others could mean pulling oneself down in the marking of
curve-based class participation. One student described her helplessness at not being
ableto assist aclass fellow in the following words:

| could tell this person would not be able to survive. He' d lost hope. The system
isvery scary in this sense. Nobody can stop to help anybody else because if you
help somebody else that person might cross over you and you might be the person
at the bottom.

Despite competition, respondents a so expressed care for their colleagues and cooperated
with them in various activities. By forming learning groups of students with different
talents, L eaders was endeavouring to encourage students to learn together and form
bonds with class fellows. Ciran, a faculty member at Pioneer, also pointed out that
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despite being in competition, Pioneer students were “ cohesive,” worked in “ concert”
to deal with teachers, and would * take himalong” who was* backward” in any way.

Networking versus trustworthiness:

As far as their interpersonal relations at work were concerned, Pioneer students
underlined the importance of networking as essential to take work from others. For
example, Qaiser, athird semester student, underlined the importance of networking
for obtaining jobs in the following words:

Look at Harvard. It's renowned to be one of the best schoolsin the world. Where's
the key that makes them so strong? It's the Old Boy network; it’s the connections.
Big companies would come to your doorstep and say, ‘Hey, you did this.” Even if
your GPAis not the best, they’ |l take you in and give you the opportunity.

Many students realized this opportunistic behaviour in their colleagues. For example,
one focus group participant observed that she did not always trust friendly moves
because “[they] could stab me any day in the back. They always have an ulterior
motive’

Material versus personal development:

Most students saw success as something that could furnish them with a“good job” —
awell paying one with ample growth and learning opportunity, comfortable working
environment, and little bureaucracy. Part of this success was earning an elitist status
inindustry by joining well-known local and multinational organizations and reaching
managerial positionsin a short time, which in amanager Khurram’s words was such
as could enable them to quickly become “a Sahib or Begum Sahibah”. A Leaders
student in afocus group observed

Focusin Leaders for me is towards getting a good job. All the accounts courses
we have, in the end what we are trying to do isto generate profits. One core value
isthat...If someone gets a very good job at Procter and Gamble, he would go for
it...] mean that could be one of the goals that we have.

An MBA final year student from Pioneer, Sadaf, not only expressed her choice but
also mused on where she and her fellow students could have got such ideas

Thisis one very good thing - this link with outside world, that we' ve to go to an
MNC, get a good job... Somewhere along the line we think if we get such a GPA?,
we'll get such a job; if thiswill happen, that will follow. I don't know where we
learn it from. Through teachers? Internships as well because we' re getting hands
on experience and practical knowledge... as well as elective courses because
they’ ve got professional teachers... Pioneer culture?

4 Grade Point Average, a scale of academic performance, ranging from 0.00 to 4.00,
often used in MBA programmes.
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But Omar, another student from the same school, grieved that the narrow-minded
pursuit of careers was developing a materialistic mentality in students

Pioneer in your initial semesters makes you very materialistic. For example, studies
are more of a materialistic nature than [being] applicable. We lack faculty which
can orient us towards that [non-materialism]. Teacher will tell you how to go out
and earn salary. But in BBA 6, for the first time, | studied the Development
Economics course. There | had the introduction to the idea that thereisa lot more
besides money in thisworld.

At the same time school staff, including Ciran and Moeen, regretted availability of a
few persona development and extracurricular activities for students at Pioneer. Moeen
regretted of students' growing interest in activities, such as picnics and movies that
“don’t contribute to character-building” and their declining participation in more
intellectual ones, such as, debates, poetry competitions, and corporate dinners. Hamid,
from industry, also criticized students’ ‘ knowledge-for-job’ approach towards education
as keeping them away from obtaining the full benefit of education. He assessed the
situation, “ Over here knowledge is about degree, trandateinto job.” A visiting lecturer
at Pioneer, he tried to encourage his students to read more, for “ At the end of the day
it's the accumulation of all these ideas that will make them the type of people they
want to be.”

Concern for self versus concern for society:

Moeen, Sikandar and other Pioneer faculty and administrators, regarded Pioneer’s
students’ quick employment in successful companies (local and multinational) as the
school’s contribution to society. Students also named a few teachers who explicitly
reminded them of their social responsibilities but informed me that the subject was
not really stressed upon. For example, a student Sadaf said

S [Statistical Inference] teacher Nadeem used to talk about giving back to
community. Lots of people [ meaning teachers] do, for example, Entrepreneurship
guest speaker, but not much emphasis on this. ‘Grab a good job’ - | think that’s
the emphasisin Pioneer.

Ciran from Pioneer faculty testified to Sadaf’s remark above. Sounding upset, she said

We really teach students to be selfish — get a good GPA, go to an MNC, improve
quality of your life; go abroad. Do everything for yourself; don’t do anything for
anyone else. Emphasis is always on yourself; emphasis is never on society, on
people around you. | mean it'sridiculous. The philosophy of Pioneer, as| seeg, is
always profit-making, always profit-making. But profit can be in spiritual terms
also. But we never bother about spiritual terms.

Leaders' publications a so recounted entrepreneurial achievements of their graduates
as their school’s contribution to society but a focus group participant observed in a
frustrated tone
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Leaders as an educational institute is failing in its non-technical aspect. It's
producing excellent computer scientists, excellent managers, we' re producing
excellent technicians but they don’t have social thought as part of their education.

Other students and teachers also felt their schools had not done enough to make
students realize the importance of reaching out to the larger society, nor played their
own social role effectively as most of their graduates aspired to foreign multinationals.

Concern for profits versus concern for ethical behaviour:

Regarding the proposition of upholding ethical values, studentstalked about it alongside
corporate profits or considered it workable only if it could help them obtain “ a good
job.” A focus group student remarked that they were often told to work ethically for
“ there’s even positive NPV® attached to ethical behaviour.” Though some other students
informed that they were thinking of making careers in Islamic banks or where they
would not have to compromise Islamic principles, participants from this focus group
expressed doubt as to their upholding ethical values above everything else in their
practical lives. A student in aLeaders' focus group explicated the difficulty of identifying
with ethical debates

Thefact isthat in our culture, our society, profit making is the first and foremost
objective of any organization. Values would come perhaps very low on the list...
In some cases [ meaning case studies] this value issue comes up. | don't think
students can really associate themselves with what the discussion at that point in
timeisleading to.

Technicist-managerialist thinking in the pedagogy of the business schools:
Technicist-managerialism in MBA curricula becomes more evident when we take a
close look at the pedagogy of the two schools. Pioneer’s Program Announcement
(2004-5:7) read:

The faculty ensures that the system of education at the Pioneer is a unique blend
of the best in classroom instruction, case studies, role-playing, business games,
class presentations, research and practical training in business organization.

Some students spoke of class presentations, out-of-class assignments, report writing
and internships allowing them to be creative and building their self-confidence. Others,
on the other hand, pointed to one-way lecturing, learning by rote, following a few
prescribed text books, and obtaining no additional marks for creativity as constraining
their freedom of expression. A student Qaiser related a teachers' behaviour in class
on an occasion when he pointed out her mistake to her

5 Net Present Value: A concept in finance, according to which the feasibility of a project
is evaluated on the basis of net profits, in terms of value of money today, it would yield
over itslife.
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Miss, | think, there’'s a mistake. We looked in the book and it's not the right answer
[students pointed out]. [In return the teacher replied], ‘Don't tell me how to teach.’
The thing is we give an answer that is right and her answer is different, we get
marked down.

Ciran, afaculty member of Pioneer, aso denied encouraging studentsto think critically.
She said, “ We keep talking at them. There's no dialogue... Zero or negative critical
thinking.” To illustrate, she explained how American textbooks and models, that might
not be fully workable in Pakistan, were rarely being taught with a critical viewpoint.
Rather, they were taught as “ perfect models...challenging Brother Kotler [an
internationally renowned American marketing professor][is] just not an option.”

Asfar as hon-technical courses were concerned, both schools had some ethically and
socially oriented courses to promote ethical behaviour in business. Pioneer had courses,
such as ‘Business and Society,” ‘Business Ethics,” and * Audit, Ethics and IS Issues
which were taught to some MBA programmes as compul sory credit courses, to some
as non-credit or elective courses and to others not at all. Other courses, such as
Advanced Financial Accounting and International Marketing, also talked about social
and ethical concerns, for example, about accounting for non-profit organizations.
However, prescribed texts for such courses were usually foreign, as| learnt through
my interviews, supplemented with articles and news from Pakistan. Other courses,
such as * Philosophy of Idam’ and *1slamic Finance' were Ilamically oriented courses.
Nevertheless, students claimed that Pioneer’steachers payed only “a passing reference”
to the topic of ethics. For example, Omar observed

Usually the discussion is very general. They don’t show you any specific direction.
You should have integrity. How? No one emphasizes that.

‘Islamic Ethics' (1E) was also taught as a compulsory course to second year MBA
students at Leaders and ethical issues were dealt with in several business courses as
part of management problems. But according to the course teacher, and as students
themselves confessed, not many students succeeded in understanding the relevance
of the courseto their prospective careers. The course teacher, Kabir, complained that
students professed “ they already know Islam” and seemed to regard the course as
“irrelevant to modern, practical requirements of the society at large.” A focus group
participant said

Focusin Leaders for me is towards getting a good job. All the accounts courses
we have, in the end what we are trying to do is to generate profits... But at the
same time we have courses like Islamic Ethics, etc. So for me there's a big
contradiction. | personally feel that our focus should be just on profit-making
because that iswhat our real intention is. And those courses are just on the sidelines.
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Technicist-managerialist thinking in catering to the market:

Pioneer staff often mentioned the need to cater to the requirements of the industry by
sometimes referring to their students as “ products’ and the corporate sector as their
“market.” Dawood, from Pioneer faculty and administration, stated

We are looking to sell Pioneer to potential talented students and their families... And
on the other hand we have a market which is out there, where our graduateswill go
and find jobs, and we must therefore pay attention to what that market islooking for.

Another administrator from the same school believed in keeping the customer in focus
if “you're preparing a product for the market.”

Business education is a job-oriented degree; the objective is to train people.
Basically you're preparing a product for the market. It's not that what values you
are giving them but seeing that your product should be acceptable in the market.
Values and philosophies, these are jargons, | am sorry to say. | don't think anyone
serioudly believesin it.

Consequences of technicist-managerialist thinking:

In their zeal for competition and hard targets, students were criticized in industry for
not being well trained in dealing with people and working in teams. Many managers
also implied that they found MBAs graduates’ frequent and unplanned job-switching
irresponsible and disloyal on their part and even dishonest, especially when they had
shown keen interest in the jobs in their interviews a little while before quitting.
Moreover, it was threatening to students’ own careers.

Looking forward to glamorous careers and being in ahurry to move up, fresh graduates,
in managers' and teachers' words, often faced adjustment problems. Not prepared for
modest jobs, they encountered problems when they had to carry out menia work, such
asfiling, stamping, and sitting on the ground with rolled up sleeves with agricultural
clients. They were also considered to be outspoken by their colleagues. Explaining
the initial entrance period of business graduates, Mariam from a local chemicals
company, related

When they came in the job market they realized that if you're working in Shell,
you' Il have to be there at the port. Roll up your sleeves and be there where the
truckersare. You'll haveto sit with them on the ground, soil your clothes because
they’ re your customers. And they were not ready to do that.

Ikraam, a senior manager at a local pharmaceutical company also observed about
Pioneer’s students that

As far as practical application is concerned, usually for the first 2-3 years you
find yourself totally disoriented and out of place.
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Material and €litist concerns also created problems of balance in practical work life.
Hamid, an alumnus of Pioneer and a manager at afamous multinational, noted

Balance is very important in one person’s life. | guess initially we are so zesty
about lots of things that we lose our balance - of personal life, our family and our
commitment to others.

Conseguently, not many respondents agreed to their business schools’ building of
leadership skillsin their students, though several teachers and alumni argued to the
contrary. Nasim, from Leaders’ faculty, who himself taught the subject Leadership,
said

We are producing more like managers — very good in analytical skills and good
communication skills, they lack really leadership qualities. Even though | teach
leadership, I’ m not very confident if we' re doing a good job.

5. DISCUSSION

The findings presented above show that both kinds of commendable and contemptible
values were being endorsed in the two business schools. Students were using values
that were helping them achieve results, be they hard work and professionalism or
dishonesty and flattery; institutes too enforced discipline but became intolerant at
times. Students tried every possible measure to obtain jobs but quit them on finding
better ones. This shows that in these schools management was regarded as a set of
morally and politically neutral techniques, committed to the idea of instrumental
rationality (see section 2.0 for explanation).

Management scholars, such as Bell (1979) and Boje (1996) and Burgess (1996) have
guestioned even the so-called commendable values that were encouraged in business
schools. Bell (1979), for example, believes that too much emphasis on meritocracy,
without concern for the less privileged, can tantamount to technicism. Boje (1996),
in a postcolonial vein, considers regimental discipline as the gaze of teachers over
students. Burgess (1996) is of the opinion that the kind of self-sovereignty encouraged
in capitalistic ingtitutions encourages to irresponsi ble behaviour. Commenting on some
of theills of pursuing careers blindly, Peltonen (2000:412) remarks

Career teaches ruthlessness by neglecting the persona responsibility for consequences
of behaviour and highlights instead norms as mere regulative rules of the game.

The concept of competition, especially unhealthy competition, is criticized by scholars
for resulting in not only individualistic thinking but also for weakening the degree to
which students can serve as others' learning resource. Directed inwards, rather than
outwards, exams and grades that several of my respondents talked about, reinforce
conformity, yet lead to individualized mentality (also see Leavitt, 2001; Lataif et a,
1992). On alarger scale, if not followed by innovation, competition can lead to problems
of instability, inconfidence and less trust in the economic system (O’ Hara, 2004).
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In their zeal for competition, MBA graduates’ lacked the “ take along concept,”
according to some managers. Hence, they also did not consider them effective team
players. Critics, such asVince (1996) and Currie and Knights (2000), hold the excessive
training in objective issues, such as competitiveness, aggression, and lack of emotions,
that technicist-managerialist management education imparts and that prototype
management leaders are supposed to be endowed with, responsible for this
ineffectiveness. Gatto® criticizes networks that many MBA students thought essential
for career advancement. According to him they give temporary solutions and require
only part of the person, not the whole. Though they may get some work done, they
do not nourish members emotionally, which is necessary for teamwork, cooperation
and coordination of human effort (Sanchez and Levine, 1999). Thisis encouraged in
management education, as Marxists and postcolonialists say, by highlighting class
differences and not giving equal weight to managers and workers. The emphasis is
always on management, though the theory promotes the idea of organizational members
(Leavitt, 2001).

Seeing the varying conceptions of and limited commitment to socia responsibility
among my research participants, | am reminded of a study of MBA students by Dolan
(1997), who found that MBA graduates could not agree on the definition of social
responsibility. For them, it ranged from giving charity, to volunteer work, to not
working for a tobacco company. Such vague and disparate understanding of social
responsibility, | believe, comes from the inadequate importance this topic is granted
in technically managerialist management curricula. Scholars, including Epstein (1999)
and Verschoor (2003) also feel management education does not concern itself adequately
with notions of social responsibility.

Teaching curricula and methods too spoke of a technicist-managerialist ideology.
Many students complained of not having enough opportunity to reflect and not being
allowed to think freely. Non-technical subjectstoo werea” challenge” for both teachers
and students because students either considered such subjects “ irrelevant” to their
careers ahead or did not identify with the discussions in class. According to Sherman
(2003), this is so because concepts of personal growth, intellectual development,
scholarly community, improving society and liberal education are absent from ‘fads
that form a popular part of technicist-managerialist MBA education. Besides, as many
students said, generally no more than “ a passing reference” was given to ethical and
religious topics, compared to the main management concepts in the curricula. Some
teachers too informed that courses such as Islamic Ethics were taught primarily as
administrative requirements and spoke of the lack of material on the topic. Thisis why
they had to resort to American books for teaching (Islamic) ethics. However, they
added local illustrations and examples to the texts they used. Nevertheless, | saw an
interest in both schools in opting for careers in Islamic banking, alongside those in
multinational companies and banks. These views remind me of Baetz and Sharp’s
(1999) and McDonald's (2004) findings in section 2.0 as to why human and ethical
issues are not given due importance in management curricula: ethics are seen as

5 www.spinninglobe.net/gattopage.htm
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irrelevant and hard to understand and difficult to translate into practical work life.
When ethics are finally mentioned, they are often so alongside material benefits, such
asa“ positive NPV" or a*“ good job.” Roberts (1996) sees such evaluative judtification
of ethicsin terms of opportunities and threats as ‘triggered by greed’.

In section 4.0 | discussed how the business schools were paying heed to the market
in formulating their curricula, in fact so much so as to compromise the value-giving
element in them. Such a concept of education as a commaodity for sale to the market
ignores the nurturing or character-building side of education, say Cope and I’ Anson
(2003). The use of metaphors, such as quality assurance, benchmarks, exporting
education and the like is also at odds with the Islamic concept of education. According
to Bilal Philips?, a contemporary Islamic scholar of renown, Islam regards education
as worship, a process of advancement in both this life and the next. Other religious
models, including the Vedic, also consider education as worship. Chinese see teachers
as ‘kings,’ in the words of a Chinese colleague. Such models place the teacher on a
level above the student. They expect the teacher to share his’her knowledge and
experience with the student in return for reverence and obedience. The idea of a
material exchangeisabsent in classicd rdigioustexts. But when education is considered
acommaodity, material exchange becomes important (Business 2.0, 2005; Pring, 1998)
and education becomes training (Thomas and Anthony, 1996) provided for afee.

Such technicist-managerialist mentality trickles down into management practice, says
Park (1998), where amanager is supposed to respond ‘ objectively, professionally, and
dispassionately’ to ‘objective’ factors. He must work as a technician. Poole (1996)
considers this an issue of opposing constructs. Asfamilial and emotional relationships
are deemed ‘irrational’ in capitalistic and bureaucratic means of production, they are
separated from work or public life. Within the public sphere human beings are valued
so far as they serve as means towards distinct goals. Thus technicist-managerialist
thinking divides management into masculine and feminine, public and private, work
and non-work, and religion and non-religion.

6. CONCLUSION

After reviewing the various values endorsed in the two business schools, it can be said
that technicist-managerialism indeed influenced the thinking in these institutions.
Students and staff displayed acommitment to instrumental rationality by using whatever
values benefited them in pursuit of their careers. Teaching curricula and methodol ogy
too betrayed atechnicist-managerialist stance. Consequently students were seen lacking
in people management skills and not highly committed to ethical and/or social
responsibility, thus raising the question whether the two leading business schools were
really preparing business leaders of future.

" Net Present Value: A concept in finance, according to which the feasibility of a project
is evaluated on the basis of net profits, in terms of value of money today, it would yield
over itslife.

8 www.bilal philips.comvabouthinvarticOle.htm
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ABSTRACT

The Si Lanka (formerly Ceylon), anisland nation, is strategically located in the South
Asian main sea routes as a gateway to the Far-East, the Middle-East, Europe, Africa
and Australia. This supreme strategic hub location created commendabl e achievements
in seaports in different magnitudes over time. More specifically, after 1977 economic
policy reforms, the Colombo seaport has earned the reputation as the best managed
and the most efficient hub port in the South Asia and the major transshipment center
in the Indian Ocean. This success further strengthened by the liberalization of shipping
in 1990 which was the land mark of changing the fundamentals of the Sri Lankan
shipping and ports related activities. In terms of future prospects of transshipment
activities in South Asia, it can be estimated that, with the size of vessels growing in
the main routes and economic booms in India and China, there will be a concentration
of transshipment activities on a very limited number of strategically located hub ports
equipped to cope with future generation of vessels requirements and ensuring excellent
operation conditions. Therefore it is obvious that the Colombo's qualifications are
deemed fit to become one of these major hub in the South Asia. In this context, the
recent growth of the Colombo seaport is analyzed by using production function,
profitability and capacity utilization approach to get more insights into the seaport
operation and to find the possibilities for further expansion. This new approach may
overcome the potential problems of port impact and cost benefits studies. First this
study conclude that the analysis based on the Cobb-Douglas production function has
shown that the operation of the Colombo seaport is an increasing return to scale
during the recent past. The returns to scale dependsto a larger extent upon changing
demand for seaport services and corresponding devel opment to cope with this demand.
In view of the rapidly rising tonnage handled and the other services provided for ships
and the related other business activities by the Colombo seaport after the 1977 policy
reforms has reasonable evidencesto find increasing returnsto scale in our estimated
models even with some what ambiguous data set. Second the profitability based
productivity analysis shows the average profitability measures such as the marginal
revenue product of labour (MRPI) is very high compared to the average wage rate
paid for labour (W) and the marginal revenue product of capital (MRPK) isvery high
compared to the interest rate (r%) paid for the port devel opment loans. Furthermore,
the small fluctuation of the Lagrange multipliers in the estimated max-min model
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indicates the sustainable nature of profitability of operationsin the Colombo seaport.
Finally the capacity utilization analysis shows that annual rate of increase of tonnage
at the Colombo seaport has been positive and, the rate hasincreased at an increasing
rate over time and it shows the high rate of actual to preferred capacity utilization
which can be used as a basis to expand seaport facilities without creating the problem
of overcapacity. This new approach can be use to any seaports in any parts of the
world to see their scale of operation, profitability based on the productivity and
capacity utilization aspects before major expansion in capacity.

1. INTRODUCTION

ri Lanka, by virtue of its mid-way position in the Indian Ocean, has been throughout

her history afamous meeting place of foreign merchants and travelers. Arab coasters,
Greek and Roman galleys as well as Persian merchants visited the ancient harbours of
the Sri Lankato rendezvous with vessdls form the East for trading purposes. Therefore,
economic and cultural inter-changes, trade links, colonization, roots of industridization,
urban and commercia centers and most of theimports and exports based modern business
activities have emerged through the seaports. At present, Sri Lanka has four mgjor
international seaports (Colombo, Galle, Trincomalee and Kankasanturai) however,
Colombo (commercia capital city of theidand) isthe most devel oped one which handles
over 90% of the country’s sea-borne trade. After the 1977 economic policy reformst,
the Colombo seaport has earned the reputation as the best managed and the most efficient
hub port in the South Asia and the major transshipment centre in the Indian Ocean. This
success further strengthened by the liberalization of shipping in 1990° which was the
land mark of changing the fundamentals of the Sri Lankan maritime activities. In terms
of future prospects of transshipment activities in South Asia, it can be estimated that,
with the size of vessels growing in the main routes, there will be a concentration of
transshipment activities on a very limited number of strategically located hub ports
equipped to cope with future generation of vessels requirements and ensuring excellent
working conditions. UNCTAD (1990) has more frankly emphasized that Colombo’s
qudifications are deemed fit to become one of these magjor hub in the South Asia. In this
context, the recent growth of the Colombo seaport is analyzed by using production
function, profitability and capacity utilization approaches to get more insights into the
seaport operation and to find the possibilities for further expansion. This new approach
may overcome the potentia problems of expensive port impact and cost benefits studies®.
Firgt, this paper presents the scale of operation in three major seaports (Colombo, Galle
and Trincomalee) and later more exclusively the situation of the Colombo seaport.
Second, it presents the productivity based profitability analysis in the Colombo seaport.
Third, the actual to preferred capacity utilization analysis in the Colombo seaport is
presented. Finally, conclusions, notes and references are followed.

2. SCALE OF OPERATION ANALYSIS
The following conventional Cobb-Douglas production function is the main analytical

toal of this section, which generally captures the basic ingredients of seaport operations
and it is estimated by using E-views statistical package.
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Q=A KaLb et(T/L)

Where

Q = output (gross port revenue, 1980 prices), K = capital inputs (capital employed
book value, 1980 prices), L = labor inputs (wages and salaries paid, 1980 prices),
aand b = capital and labor ratios, e(T/L) = proxy for technological improvement:
T =total tonnage handled, L = number of employees, (T/L) = tonnage per unit of labor.

This non-linear relationship can be linearize by using log transformation as follows:
Using properties of the logarithms
In(AB) =InA+InB
In(AK) =k InA
INnQ=InA+alnk+blInL+(T/L)iIneg?+U
Beinglne=loge=1
INnQ=InA+InA+alnk+blnL+Z(T/L)+U
whereA* =InA
INQ=A*+alnK+ blnL+ Z(T/L) + U...(1) Model with technology proxy
INQ=A*+alnK+blnL+ U.......................(2) Model without technology proxy
Estimation of the Production Function for Major Sri Lankan Seaports

INQ=A*+alnK+bInL+Z(T/L)+U

Let,
InQ =Q,
A* =C,
InK =k,
InL =L,
InT/L = RA

Estimation of resultsfor all seaport with technological proxy

Dependent Variable: Q

Method: Least Squares

Date: 01/27/06 Time: 10:52

Sample(adjusted): 1981 2005

Included observations: 25 after adjusting endpoints
Convergence achieved after 6 iterations
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Variable Coefficient Std. Error t-Statistic Prob.
C -1.221246 0.448871 -2.720704 0.0132
K 0.635830 0.102831 6.183270 0.0000
T/L 0.320493 0.137391 2.332703 0.0302
R 0.272534 0.085015 3.205699 0.0044
AR(1) 0.106261 0.084635 1.255520 0.2238
R-squared 0.994063 Mean dependent var 8.492891
Adjusted R-squared 0.992875 S.D. dependent var 1.034683
S.E. of regression 0.087335 Akaike info criterion -1.861275
Sum squared resid 0.152548 Schwarz criterion -1.617500
Log likelihood 28.26594 F-statistic 837.1502
Durbin-Watson stat 1.731050 Prob(F-statistic) 0.000000
Inverted AR Roots A1
INQ = -12212 + 0.63583Ink + 0.32049InL + 0.272534(T/L)
Se = (0.4488) (0.1028) (0.1374) (0.085)
t = (-2721) (6.1832) (2.3327) (3.2057)

n =1980-2005 (26), RZ=0.994, AdjR?=0.992, DW 1.731, F=837.1502
Test the statistical significance

Using't test.

Let us postul ate that,

Hg:A*=0,a=0,b=0,Z2=0
Hi:A* #0,a #0, b#0,Z#0

For example the null hypothesis (Hg) states that, holding, A* b z Constant, capital
input (k) has no (linear) influence on output (gross port revenue) To test the null
hypothesis, we use the “t” test. '’ '
N N N N
t= A* a b z
se(A) se(a) se(b) s&(2)

According to our study calculated t values are -2.721, 6.1832, 2.3327, 3.2057 for
intercept a, b and z respectively.

Our critical t valueis
For 5% level 2.080

In these calculations, partial coefficients including the intercept are significant at the
0.05 per cent level for the two-tail test, standard errors are very small.
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Goodness of fit (R?

R?=0.994

More than 99 per cent of the variation in seaport output is explained by the variation
in explanatory variables.

Using F test

Ho:A*=a=b=Z=0
Hi :A*#a # b# Z#0

Here calculated F value is 837.1502

Critical F value from F table,

Foos@ 21y =3.05

Because 837.1502 > 4.71 we can reject Ho . That isthe hypothesisthat A*, a, b, z are
jointly different from zero. That is the F statistics is significant at the 0.05 per cent
level

DW statistics
DW dtatistics is significant at 0.05 per cent level which indicates the absence of first
order seria correlation

An Economic I nter pretation

The partial slope coefficient of 0.63583 indicates the partial elasticity of the output
with respect to capital. Specifically, this means that, if labor input are held constant
and capital input increase by 1 per cent on average output will increase by 0.64 per
cent. Likewise, if capital inputs are held constant, and if labor input increases by 1 per
cent on average output increases by 0.32 per cent. If we add together the two output
elasticity coefficients of factor input, we obtain an economically important parameter
called the returns to scale parameter. Which gives the response of output to proportional
changein inputs? The sum of two elasticity coefficient of capital and labor is 0.95632,
suggesting that the Sri Lanka major seaports (Colombo Galle and Trincomal ee) exhibit
decreasing returns to scale doubling the input gives less than double the output.
However, this tentative conclusion has been influenced by the technological proxy?,
which explicitly assumed that all seaports have the same traffic structure and the same
capital/labor ratios over time. Therefore this proxy has been dropped, in order to bring
to the fore the direct relationship between inputs and outputsin major seaportsin Sri
Lanka. Dropping the proxy for technological developments givesthe following results.

Estimation of resultsfor all seaport without technological proxy

Dependent Variable: Q
Method: Least Squares
Date: 01/27/06 Time: 11:41
Sample(adjusted): 1982 2005
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Included observations: 24 after adjusting endpoints
Convergence achieved after 7 iterations

Variable Coefficient Std. Error t-Statistic Prob.
C -1.609457 0.598987 -2.686966 0.0146
K 0.508069 0.143834 3.532334 0.0022
L 0.673986 0.125689 5.362350 0.0000
AR(1) 0.335557 0.221218 1.516860 0.1458
AR(2) -0.093246 0.110143 -0.846585 0.4078
R-squared 0.990240 Mean dependent var 8.562052
Adjusted R-squared 0.988185 S.D. dependent var 0.996161
S.E. of regression 0.108278 Akaike info criterion -1.425181
Sum squared resid 0.222758 Schwarz criterion -1.179753
Log likelihood 22.10217 F-statistic 481.9344
Durbin-Watson stat 2.095700 Prob(F-statistic) 0.000000
Inverted AR Roots A7+.26i A7 -.26i
InQ = -16095 + 0508llnk + 0.6740InL
Se = (2.6870) (3.5323) (5.3624)
t = (0.5990) (0.1438) (0.1257)

R2=0.990, AdjR%?=00983 DW=20957, F=481.9344

Statistically thisresult may be interpreted as follows. All partial coefficients, intercept,
capital and labor are significant at the 0.05 per cent level. Standard errors are very
small, the F statistics is significance at the 0.05 per cent level, and the variation of 99
per cent in seaport output is explained by the variation in explanatory variables. The
DW datisticsis significance at 0.05 per cent, which indicates the absence of first order
serial correlation.

An Economic I nterpretation

Economic interpretation of these resultsis as follows: The partial slope coefficient of
0.5081 indicates the partial elasticity of the output with respect to the capital input (k).
This number indicates that, if the labor input is held constant, and capital input increases
by 1 percent on average, seaport output will increase by 0.50 per cent. Likewise, if
capital input is held constant, while labor inputs increases by 1 per cent on average,
output will increase by 0.67 per cent. Thisinterpretation contains an important policy
message. That islabor and capital equally responsive to output of seaportsin Sri Lanka.
Thisis very much compatible with the factor endowments of the country. In order to
further, substantiate an argument the possibilities of substituting labor for capital can
be ascertained using the constant elasticity substitution (CES) production function or
trans-log production function, which do not assume the unitary elagticity of substitution
as does the Cobb-Douglas production function. However, this aspect is beyond the
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limits of our analysis. Especially these aspects are suitable for the study, which deals
with factor substitution and technical progress of seaports. The sum of the capital and
labor elagticity coefficient is 1.182055, suggesting that Sri Lanka major seaport showed
increasing returns to scale during the 1980 -2005 period. According to the results of
these regressions, the productivity growth in the seaport was quite rapid. This rapid
growth indicates that the demand for the seaport services has been increasing during
the past two decades. Furthermore its indicates that there are more possihilities to
expand seaport facilities and thereby reduce the seaport congestion, which has
automatically been created by excess demand. However this rapid growth pertained
mainly to the Colombo segport rather than Galle or Trincomalee. To analyze the Situation
in Colombo Seaport these two functions only estimated for Colombo seaport.

Estimation of modelsfor the Colombo Seaport

Thefirst model makes estimates for the Colombo seaport using the OL S method. The
results are as follows:

Estimation of results for Colombo seaport with technology proxy

Dependent Variable: Q

Method: Least Squares

Date: 01/28/06 Time: 10:36

Sample(adjusted): 1981 2005

Included observations: 25 after adjusting endpoints
Convergence achieved after 6 iterations

Variable Coefficient Std. Error t-Statistic Prob.
C -0.543388 0.594548 -0.913951 0.3716
K 0.563286 0.102305 5.505935 0.0000
L 0.292002 0.136377 2.141148 0.0448
RA 0.324115 0.097887 3.311104 0.0035
AR(2) 0.159057 0.116549 1.364725 0.1875
R-sguared 0.994295 Mean dependent var 8.457416
Adjusted R-squared 0.993154 S.D. dependent var 1.041651
S.E. of regression 0.086185 Akaike info criterion -1.887776
Sum squared resid 0.148558 Schwarz criterion -1.644000
Log likelihood 28.59719 F-statistic 871.4530
Durbin-Watson stat 1.590013 Prob(F-statistic) 0.000000
Inverted AR Roots .16
INQ = -054339 + 056329Ink + 0.2920InL + 0.32411(T/L)
Se = (0.5945) (0.1023) (0.1364) (0.0979)
t = (-0.9139) (5.5059) (2.1411) (3.3112)

n =1980 - 2005 =26, R?=0.994, AdjR?=0.992, DW =159, F=87145
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Statistically these results may be interpreted as follows: The partial coefficients
excluding intercept are significant at 0.05 per cent, but intercept is at 0.1 percent
significance. Standard errors are very small, more than 99 per cent of the variation in
seaport output is explained by the variation in explanatory variables, the F statistics
issignificant at the 0.05 per cent level and the DW statistic is significant at 0.05 per
cent level, which indicates the absence of positive first order seria correlation.

An Economic I nter pretation

Economically these results may be interpreted as follows: if labor input are held
constant, and if capital input increase by 1 per cent on average output will increase
by 0.56 per cent. If capital input is held constant, and if labor input increase by 1 per
cent on average, output increases by 0.29 per cent. The sum this capital and labor
elasticity coefficient is 0.86 which suggests that the Colombo seaport has had decreasing
returns to scale during the 1980-2005 period. However, the government invested
heavily in the Colombo seaport, to cope with the increasing traffic, and this caused
the rapid changes in the capital output ratios. Therefore, the second model drops the
technological proxy, in order to ascertain the direct relationships between input and
output in the Colombo seaport.

Estimation of results for Colombo seaport without technology proxy

Dependent Variable: Q

Method: Least Squares

Date: 01/28/06 Time: 11:04

Sample(adjusted): 1982 2005

Included observations: 24 after adjusting endpoints
Convergence achieved after 6 iterations

Variable Coefficient Std. Error t-Statistic Prob.

C -1.574528 0.653040 -2.411075 0.0262

K 0.523844 0.149568 3.502370 0.0024

L 0.652038 0.128905 5.058286 0.0001

AR(2) 0.389901 0.218799 1.782002 0.0907

AR(2) -0.098740 0.114279 -0.864025 0.3984

R-sguared 0.990323 Mean dependent var 8.527170

Adjusted R-squared 0.988286 S.D. dependent var 1.002639

S.E. of regression 0.108517 Akaike info criterion -1.420763

Sum squared resid 0.223744 Schwarz criterion -1.175335

Log likelihood 22.04916 F-statistic 486.1117

Durbin-Watson stat 2.095957 Prob(F-statistic) 0.000000
Inverted AR Roots J19+.25i 19 -.25i
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InQ = -15745 + 05238Ink + 0.6520InL
t = (-24111) (3.5024) (5.0582)
Se = (0.6530) (0.1496) (0.1289)

R2=00990, AdjR?=0.988 DW=20957, F=481.9344

Statistically these results may be interpreted as follows: Capital and labor partial
coefficient is significant at the 0.05 per cent level. However, the intercept has 0.62 per
cent probability of significance. Standard errors are very small and the F statistic is
significant at the 0.05 per cent level. More than 88 per cent of the variation in output
is explained by the variation in explanatory variables. The DW statistic is significant
at the 0.05 per cent level, indicating the absence of first order serial correlation.

An Economic I nterpretation

Economically these results may be interpreted as follows: If the labor input is held
constant, and capital input increases by one per cent on average, output increases by
0.64 per cent Likewise, if capital input is held constant, and labor input increase by
one per cent on average, output increases by 0.41 per cent. The sum of labor and
capital coefficient is 1.5, which suggests that Colombo seaport has shown increasing
returns to scale in the recent past: doubling inputs more than double the output.
Colombo seaport uses the inputs optimally, or operates more or less in the minimum
area of the long -run cost curve which may be the minimum efficient scale. That is
why any South Asian seaport can not compete with Colombo and it is the most
competitive seaport in South Asian region.

3. PRODUCTIVITY BASED PROFITABILITY ANALYS SINTHE COLOMBO
SEAPORT

The following max-min model is used to show the sustainable nature of profitable
operation in the Colombo seaport based on the productivity analysis during 1980-
2005 period.

Maximize: Q =wL +rK

Subject to: Q = AK3_P
Where, Q = Gross revenue from port activities (1980 price), w = Average annual total
earning per employee (1980 prices), K = Net assets (book values, 1980 prices),
L = Number of employees, a and b = Capital and labour coefficients, r% = Rate of
return on capital; (Q-wL)/K.

Solving this model by using the Lagrange multiplier:

w =yl (b.Q/L) =y1 MPH in Rupee value

r=y2 (a.Q/K) = y2 MPPk in per cent terms
Where y1 and y2 = Lagrange multipliers for labour and capital, MPPl = Marginal
Physical Productivity of Labour (AP1*b), MPPk = Marginal Physical Productivity of
Capital (APk*a), APl = Average Productivity of Labour (Q/L), APk = Average
Productivity of Capital (Q/K), MRPI = Margina Revenue Product of Labour (MP1*w),
MRPKk = Marginal Revenue Product of Capital (MPk*r %).
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Capital coefficient, a= 0.575347 and Labor coefficient, b = 0.574628 obtained through
estimating function through E views which is presented in annexure table 1.

All calculation for this model is shown the following table 1.

Table 1. Profitability analysisfor the Colombo seaport 1980-2005

Year |Wagerate| MRPI = Y1l= r% MPPk = Y2=

(w/L)=w | (MPI*w) | (W/MRPI)| (Q-wL)/k |(MPk*r%)| (r/MPPK)
1980 16433 | 131,027 | 0.12541 2.4197 3.3686 | 0.71830
1981 16271 | 253,350 | 0.06422 2.8164 45639 | 0.61711
1982 16604 | 105,600 | 0.15724 2.4382 34203 | 0.71286
1983 16610 | 117,939 | 0.14084 8.3722 | 40.3293 | 0.20760
1984 16465 | 198,350 | 0.08301 9.5892 | 52.9058 | 0.18125
1985 16762 | 105,084 | 0.15951 6.2649 | 225822 | 0.27743
1986 16388 | 132,425 | 0.12375 5.5856 | 17.9503 | 0.31117
1987 16521 | 119,159 | 0.13864 3.9648 9.0442 | 0.43838
1988 17355 | 265,321 | 0.06541 3.1853 5.8377 | 0.54565
1989 18078 | 188,978 | 0.09566 2.4305 3.3988 | 0.71511
1990 18818 | 366,642 | 0.05133 2.1026 2.5437 | 0.82661
1991 19278 | 137,990 | 0.13970 1.8131 1.8914 | 0.95860
1992 19645 | 105,270 | 0.18661 2.2766 2.9820 | 0.76345
1993 20063 | 287,788 | 0.06971 75643 | 329206 | 0.22977
1994 20680 95,382 | 0.21681 6.4340 | 23.8177 | 0.27014
1995 21404 | 444,140 | 0.04819 6.0000 | 20.5554 [ 0.29190
1996 20391 | 327,824 | 0.06220 9.5692 | 29.8775 | 0.32028
1997 18583 | 122,220 | 0.15204 42148 | 10.2130 | 0.41270
1998 18062 | 205,010 | 0.08810 2.5260 3.6711 | 0.68808
1999 18616 | 143,841 | 0.12942 2.1775 27279 | 0.79821
2000 18257 53,688 | 0.34006 3.9054 8.7753 | 0.44504
2001 18984 | 168,015 | 0.11299 9.8209 | 44.3433 | 0.22147
2002 19674 | 152,965 | 0.12862 1.1855 0.8087 | 1.46606
2003 26432 | 623,191 | 0.04241 3.2169 5.9539 | 0.54030
2004 26739 | 155,762 | 0.17167 4.8342 | 134457 | 0.35954
2005 26019 | 172,619 | 0.15073 3.1287 5.6319 | 0.55553
Mean 19197 | 199,215 | 0.12478 45322 | 14.3677 | 0.53356
S.D 3041 | 126,267 0.0637 2.6421 | 14.7839 0.2939

Source: Calculation is based on the unpublished data obtained from the Financial
Division of the Sri Lanka Ports Authority.
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Assuming that labor and capita coefficients remained constant during the sample period
(1980-2005), the marginal productivities of labor and capital can be obtained by
multiplying input coefficients with their respective average productivities. The Lagrange
multiplier (y1.y2) measures the deviation of returnsto input factors from their marginal
productivities, which has been derived by dividing returns to input factors by their
marginal productivities. An economically important two main profitability measures are
well abovethe acceptable level. That is, the average margind revenue product of seaport
labor is well above the average wage rate paid for seaport labor [w(19197) < MRPI
(199215)] and the average margina revenue product of capital iswell above the average
interest rate paid for the port development loans [r%(4.53) < MRPk% = (14.37)]. The
average interest rate on the government bonds during 1980 - 2004 period was 14.62 per
cent well below the MRPK percentage (CBSL: 2004). However, the majority of port
devel opment loans was granted by concessionary development cooperation sources and
thus did not have real commercial origins. Wages in Colombo seaport are mainly
determined by the labor market and by trade unions exogenous to the labor productivity
in the seaport, speed-up money collection iswidespread among port labors, and this may
be an indirect compensation for the low wages. Therefore, capital alwaysyieldsahigh
profitability for investment without raising wages. The average Lagrange multiplier for
labor (y1) equas 0.12478 for capital (y2) it equals 0.53356. Thisindicatesthe relative
stability of returns to input factors from the marginal productivities over time. In
accounting terms however the major share of the gross port profit in the Colombo seaport
ispaid to the Government as tax revenue and subsidize the losses in other major seaports,
which are administered and manage by the Sri Lanka Ports Authority. Therefore, the
Colombo seaport does not retain sufficient surplus to reinvest for future development.
This may be the main reason that Colombo seaport continues to depend heavily on
development co-operation sources. However, if the private sector can be encourage
participating in different areasin segport operations, this dependency could be lessened.’

4. CAPACITY UTILIZATIONANALYSISIN THE COLOMBO SEAPORT

Capacity utilization isthe ideal measure to show the proportion of seaport productive
capacity currently utilized from the available maximum port capacity®. Thisisagood
indicator to determine the potential future expansion of seaport facilities without
creating over capacity. Often, the excess demand for seaport services leads to an
expansion of seaport facilities without prior proper assessment of the utilization of the
available capacity. Particularly, in devel oping countries without proper assessment of
the utilization of the existing capacities, development of new capacities are widespread
practice due to many factors. These practices might waste scarce resources, which
aggravate the existing economic problems by giving priorities for unnecessary expensive
infrastructure. Before the expansion of the existing seaport facilities begins, it is
preferable to carry out a capacity utilization analysis. The calculation of the ratios of
capacity utilization in the Colombo seaport is based on the actual tonnage handled
and the preferred tonnage. We assume that the preferred tonnage indicates the preferred
level of capacity utilization (capacity output). Thus, the ratios of actual to preferred
tonnage in the port of Colombo are derived in the following sequences. Firgt, the port
capacity function is specified as follows:
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T=f(Time, H)
Where,

T =actua tonnage handle, H = dummy variable for peak tonnage.

After the trend line of the actual tonnage handled has been identified, the following
function is specified.
T=a+btime+c(time)2+dH time?2
Where,
TIME?2 =T2

Has been introduced after the quadric behavior of actual tonnage over time has been
identified. Firgt, thisfunction is calculated using the OL S method, and later first order
auto-correlation is removed using the first order auto-regression [ar (1)].

Estimation of results of capacity utilization for Colombo seaport.

Dependent Variable: T

Method: Least Squares

Date: 01/28/06 Time: 12:18

Sample(adjusted): 1982 2005

Included observations: 24 after adjusting endpoints
Convergence achieved after 10 iterations

Variable Coefficient Std. Error t-Statistic Prob.
C -75385.18 141219.2 -0.533817 0.6000
TIME 50558.32 22851.55 2.212468 0.0401
T2 1410.399 836.8812 1.685303 0.1092
H 153954.2 93235.23 1.651245 0.1160
AR(2) 1.001232 0.221301 4.524308 0.0003
AR(2) -0.522485 0.212620 -2.457368 0.0244
R-squared 0.989841 Mean dependent var 1073611.
Adjusted R-squared 0.987019 S.D. dependent var 720256.9
S.E. of regression 82060.51 Akaike info criterion 25.68062
Sum squared resid 1.21E+11 Schwarz criterion 25.97513
Log likelihood -302.1674 F-statistic 350.7759
Durbin-Watson stat 2.328842 Prob(F-statistic) 0.000000
Inverted AR Roots .50+.52i .50 -.52i
T = -75385.18 50558.32time 1410.399 (time)2 153954.2 H
t = (-0.533817) (2.212468) (1.685303) (1.651245)
Se = (141219.2) (22851.55) (836.8812) (93235.23)

R2=0.989, Adj R2=0.9870, DW = 2.328842, F =350.7759, n = 1980-2005 (26)
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In these calculations, partial coefficient of time variable is significant at the 0.05 per
cent level, but other variables excluding intercept are significant at 10 per cent level
for the two tail test, 98 per cent of the variation in preferred tonnage is explained by
the variation in the explanatory variables, the F statistic is significant at 0.05 per cent
and the DW dtatistic is significant at 0.05 per cent level, which indicates the absence
of first order auto-correlation. This equation shows that annual rate of increase of
tonnage in the port of Colombo has been positive, and that the rate has increased over
time at an increasing rate;

dt/d(time) = 50558.32 + 2820.798 time, and
d2 T/d?(time) = 2820.798.

Based on the above regression equation, the preferred tonnage (PT) function can be
specified as:

PTi = -75385.18 + 50558.32time + 1410.399 (time)2 + 153954.2 H

Where,
i = from 1980 to 2005 and H = 1.

Following this definition, preferred tonnage for the 1980-2005 period is computed
using the PTi equation by plugging the time variable and H = 1 for every period into
equation. This showsin the following table.

Table 2. The derived ratios of actual to preferred tonnage in Colombo seaport,
1980-2005

Year Actual Preferred Capacity
Tonnage(T) Tonnage(PT) Utilization(T/PT)%

1980 41625 -23416 neglect
1981 59471 31373 190
1982 106120 88983 119
1983 146590 149414 98
1984 187727 212666 88
1985 220207 278739 79
1986 348142 347633 100
1987 435618 419347 104
1988 628485 493882 127
1989 551810 571238 97
1990 595356 651415 91
1991 669488 734412 91
1992 675776 820230 82
1993 858398 908870 9
1994 972642 1000329 97
1995 1049044 1094610 96
1996 1356301 1191712 114

m
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Year Actual Preferred Capacity
Tonnage(T) Tonnage(PT) Utilization(T/PT)%
1997 1687184 1445588 117
1998 1714077 1548331 111
1999 1704389 1653895 103
2000 1732855 1762280 98
2001 1726605 1873485 92
2002 1764694 1987511 89
2003 1959336 2104359 93
2004 2220525 2224026 100
2005 2455293 2346515 105
Average 994914 996824 92

Source: Calculation is based on the published data obtained from the Statistical
Division of the Sri Lanka Ports Authority.

Thistable 2 shows that the average rate of capacity utilization was around 92 per cent
in the Colombo seaport during 1980-2005. In some years, the capacity utilization was
over 100 per cent, which indicates heavy congestion, long waiting queues for ships
and avoidance of Colombo by ships, etc. Further, not all the ship calling at the port
could be served efficiently, and the by pass rate is very high for the main lines. The
main limitation of this capacity utilization analysisis that some peak tonnage marked
off, as full capacity utilization peaks when in fact, there may have been considerable
under utilization of seaport capacity. According to the latest estimation made by the
Sri Lanka Ports Authority in 2006 Oct., the Colombo’s container handing (3.3 million
TEU) capacity will be saturated in year 2008. Therefore this may be the right time to
speed-up the work of Colombo South harbor to accommodate emerging mega ships
between two growth engines of the world: Chinaand India. The present harbour basin
within the port will not be able to accommodate vessels with alength of 400 metres.
Approximately 30 percent of the ships coming on stream are 8000 TEU plus vessels
having a draft of 15 to 16 metres which the present port cannot cater to. In the 1980s
the average size of a ship was 975 TEUs with the largest being 3,057 TEUs. Today
the average size of aship is 2191 TEUs while the largest in the world fleet is 9200
TEUSs. There are designsin place for the construction of Malacca Max with a capacity
of 18100 TEUs and Samzung Suez Max with a capacity of 14 000 TEUs. If the
Colombo seaport does not develop inline with world maritime development, mega
container vessels then have no other option except to opt for modern ports such as
Salala-Aiden, Port of Dubai, Tanjum Pelapase of Malaysia or the Port of Singapore.
The close Indian ports such Chennai is also developing fast and it would become a
hub in the region in the near future, if Colombo do not act promptly to utilize its
supreme hub location.

5. CONCLUSIONSAND POLICY REMARKS

The main contents of thisanalysis may befinalized in the following form of conclusions.
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The analysis based on the Cobb-Douglas production function has shown that the
operation of the Colombo seaport increasing return to scale during the recent past.
The returns to scale depend to a larger extent upon changing demand for seaport
services and corresponding development to cope with this demand. In view of the
rapidly rising tonnage handled in many types of cargo such as container, bulk, break-
bulk and liquid and the other maritime services provided for ships and the related
other business activities by the Colombo seaport after the 1977 policy reforms has
reasonable evidences to find increasing returns to scale in our estimated models even
with some what ambiguous data set.

The analysis of the section 2 is elaborated the profitable operation of the Colombo
seaport based on the productivity analysis. The average profitability measures such
as W<MRPI and r%< MRPk% are well above the acceptable limits. The sustainable
nature of profitable operation are well above the acceptable limits. This sustainable
nature of profitable operation well elaborates with little fluctuation of Lagrange
multipliers over time.

The capacity utilization analysis shows the annual rate of increase of tonnage at the
Colombo seaport has been positive and, the rate has increased at an increasing rate
over time and finaly, it shows the high rate of actual to preferred capacity utilization
which can be used as a basis to expand seaport facilities without creating the problem
of overcapacity. This expansion can be within Colombo seaport itself or any other
new port in Sri Lanka.

Notes

! This economic policy reforms mainly included: Liberalization of most of imports
and exchange payments. Abolition of most price controls while keeping a system of
administered prices for certain products of importance in the society’s consumption
pattern and grant of greater autonomy to public corporations for more realistic pricing
policies in order to help them to achieve commercial viability. Attempts to reduce
budgetary expenditure on account of food subsidies by introducing a system of ‘food
stamps’ whereby stamps of a given value were issued to low income families and
market forceswere alowed generaly to determine the prices of commodities purchasable
with these stamps (safety net with market forces). Promotion of private enterprises,
including direct foreign investment through awide array of fiscal, infrastructural and
other incentives. Restraint in granting wage demands in general and those within the
public sector in particular dong with repressive measures on the trade union movements.
An appearance of restrictivenessin monetary measures marked by unprecedented high
interest rates and intermittent credit squeezes imposed on commercial bank lending.
Apart from short periods of these credit squeezes, however, private and public sectors
do not seem to have encountered much difficulty in obtaining the required bank credit.
In that respect, easy money conditions have been maintained. Sharp increases in
government capital expenditure, particularly on infrastructure and housing project,
despite the fact that this necessitated the running of large budget deficits, even if they
had to be bridged through inflationary finance. Search for increasing volumes of
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foreign aids, loans and grants. Sharp (Mono) devaluation of currency. Measures to
promote economic activities earning foreign exchange (export-oriented industry, export
crops, tourism, labour migration for foreign jobs etc.). Hence the claim of the proponents
of the ‘open economy that their strategy is one of ‘export-led growth’.

2The mgjor changes introduced under the liberalization of shipping are: from Central
Freight Bureau (CFB) regulationsto liberalization, from a pivot of cargo monopsony
to ship owner competition, fro national line priority to foreign line precedence, from
CFB negotiated rates to free market prices, from a lean sailing regime to prolific
service oriented regime, from dominance of the CFB to the resurrection of the Ceylon
Association of Steamer Agents (CASA) and shipping Council, from a Central Freight
Booking Office to primacy of Colombo hub port, and promotion of private foreign
and local investment to different areas in the maritime industry. From 1990 on wards
this maritime sector liberalization continued by all the successive political regimes.

8 Thetheoretical defects and abuse of studies of port impact and cost/benefits are very
much controversial issue in seaport literature. For details see Waters (1977); Chang
(1978ab), and Peter and Rose (1995). Port impact and cost/benefits studies are different
from the studies of port performance and efficiency. Seaport performance and efficiency
are mainly related with stevedores (equipments and labour related), shipping lines
(turn around time) and port itself (facility utilization and throughput). The most
important determinants of the seaport performance and efficiency are explained by
Tongzon (1995). However, the most acceptable single seaport performance indicators
is shadow price based port throughput per profit unit.

4 Generally, technological change measures by introducing time variable to general
production function. Our first model is using per-capita tonnage as proxy for the
technological changes which in-line with the assumption of the labour-augmenting
Harrod's neutral technological progress because capital-output ratio of Sri Lanka's
seaports showed a relatively stable picture during 1980-93 periods. In our model,
Harrod and Hicks neutral assumptions on technological progress are equivalent because
elasticity of substitution is unitary even returnsto scale is not unitary. It is generally
believed that the Cobb-Douglas production function is embodied with the technol ogical
progress therefore a separate proxy is not necessary. For given values of K and L, the
magnitude of A (intercept) will proportionately affect the level of Q. Hence A may be
considered as an efficiency parameter, i.e., as an indicator of the state of technology.
Therefore, included technological proxy has dropped from our model because of this
reality.

5 Capacity output and capacity utilization are very difficult to measure in seaports.
The most popular capacity utilization measures are Wharton school index based on
Klien and Preston method (1996) and Tally method (1998, 1994). The Wharton school
index is constructed by making off cyclical peaks of production and then computing
ratios of actual to the linear trend line fitted through these peaks. This method assumes
that cyclical peaks represent the full capacity utilization. Tally method measures full
capacity utilization in engineering point of view. Two types of engineering optimum
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outputs were introduced. First, the theoretical optimum engineering output which is
the maximum (designed) throughput of a port when it is operating at its maximum
rate of efficiency. Second, the optimum empirical engineering output which is the
estimated maximum throughput based upon actual port data. However, most of the
seaport capacity utilization studies were used ‘actual’ and ‘preferred’ capacity utilization
rather than ‘full’ capacity utilization.
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Yes, leadership is about vision. But leadership is equally about creating a climate
where the truth is heard and the brutal facts confronted. There's a huge difference
between the opportunity to “ have your say” and the opportunity to be heard. The
good-to-great leaders under stood this distinction, creating a culture wherein people
had a tremendous opportunity to be heard, and ultimately, for the truth to be heard.
Jim Collins
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ABSTRACT

This study uses the co-integration and error-correction techniques to examine the
linkages between Pakistan and other capital markets of developed economies (US,
UK, Japan, Australia and Canada); regional marketsin South Asia (India, S'i Lanka),
East Asia (Indonesia, South Korea, Sngapore, Malaysia, Taiwan, Philippines) and
EU (Austria, Belgium, Denmark, Germany, Italy and Czech) countries. The results
indicate a long-run relationship between Pakistani stock market and most of the
international markets during the sample period (1997 to 2004). However, the long-
run linkages were comparatively stronger with developed and EU markets. The direction
of linkages in most cases, are from other regional markets to Pakistan. The data
depicted a long-run relationship both in the initial period of reforms (1997-2000) and
in the later period of reforms (2001-2004). However, a market group based analysis
indicated that the South Asian markets indicated comparatively stronger long run
relationship with Pakistan.

JEL classification: G18, G15
Keywords: Reforms, International Financial Markets Integration

1. INTRODUCTION

nstitutional development and reforms in the financial sector of Pakistan during

1980's mainly focused to attract and channel capital investment through the equity
market. These reforms include phasing out of interest rate controls, establishment
of an Industrial Policy and Procedure Committee and national deregulation commission
and issuance of new Companies Ordinance 1984. To strengthen the investment
environment and encourage the participation of private investors various policies were
announced including divestments of the public sector, loosening the restriction on
investment in stock and shares of listed companies or companies owned by government,
and incentives and concessions to foreign private investors. In addition, provision of
an adequate legal framework and security against expropriation was aso provided to
foreign investors. Foreigners were allowed to remit profits and capital along with
giving relief from double taxation in the case of specific countries. Also, rulesregarding
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listing, approval of prospectus, issues and allotments, letters, bonus shares, holding
of annual general meetings and dispatch of dividend warrants were revised.

Bulk of reformsfollowed the regime change in 1990. Among major reforms undertaken
during the period includes the permission to issue Participation Term Certificates
(PTCs) and Term Finance Certificates (TFCs) and Development Financia Institutions
(DFIls) were alowed to float part of their capital in the stock market and reserve quota
of institutional investors to purchase the share at par value was curtailed. Investment
banks were allowed to operate in the private sector, and major privatisation drive was
initiated resulting in handing over nationalized banks to private sector. During this
period the government started borrowing funds from the open market under an
auctioning system of Treasury Bills (TBs) and Federal Investment Bonds (FIBs) and
later through Pakistan Investment Bonds (PIBs) of different maturity periods.
Amendments in the Prudential Regulations, abolition of Foreign exchange controls,
allowing financing against shares, investment of provident and gratuity fundsin the
equity market followed in the later years.

The regulatory changesin the stock market continued to support and match the required
role of the stock market to facilitate capital inflow in Pakistan. The process of
restructuring the Corporate Law Authority was initiated in 1997 under the Capital
Market Development Plan of the Asian Development Bank (ADB) and Securities and
Exchange Commission of Pakistan (SECP), with autonomous status, became operational
in January 1999. The establishment of the SECP was an important milestone in the
evolution of the regulatory framework for the capital market in Pakistan. Since its
formation it has taken effective measures to ensure transparency in capital markets
and safeguard theinterest of the small investors. The establishment of Central Depository
Company (CDC), steps to improve corporate governance and efforts toward further
deepening of the market has made market more resilient and competitive. The
institutional development and financial reforms undertaken during the last decade
suggest that acommon single stochastic trend between Pakistan and other international
markets may exist as observed among Asian and North American markets (Siklos and
Ng, 2001).

The objective of this paper is to see the level of integration between Pakistani and
other equity markets of the world using two sub periods of institutional devel opment
and financial reforms in Pakistan. The hypothesis addressed is that due to regulatory
policies and financial reforms, the KSE has integrated with international stock markets.
The study also distinguishes the pattern of common stochastic trend between Pakistani
market and other international markets during earlier (1997 to 2000) and later (2001
to 2004) period of financial reforms. In rest of the paper, section two describes the
literature review followed by Econometric Technique and Data description in section
three. Results are discussed in section four followed by summary and concluding
remarksin section five.
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2. LITERATURE REVIEW

International financial market integration is the most dazzling feature of the financia
globalisation that has increased the opportunity set of investors and their ability to
diversify therisk. Login and Solnik, (1995), Solnik, (1974); and Lessard, (1976) have
found that lifting the barriers to investment in most developed markets expand the
individual’s investment opportunity set, and permits the pooling of risks by investing
in assets that are less than perfectly correlated with each other.

Lifting the barriers, however, require a number of short-term and long-term measures
and policy changes. Theincreased flow of international investment has been attributed
to different factors. The important measures include the relaxation of controls on
capital movements and foreign exchange transactions, improvements in information
technology; expansion in the multinational operations of major corporations and
developments occurring simultaneoudly in severa financial markets (Roll, 1988; King
and Wadhwani, 1988; Goodhart, 1988).

Several studies' on international stock market linkages suggest that most devel oped
stock markets are related. Kasa's (1992) investigation of five mgjor international stock
markets resulted in a single common stochastic trend in the devel oped markets of the
United States, Japan, England, Germany and Canada. Corhay et a. (1993), in their
analysis of the price indices of five European markets, found that these markets
displayed acommon long-run trending behavior over the period of 1975-1991. Divecha
et a. (1992) investigated ten emerging Asian stock markets and found that they were
homogenous with a dominating strong market force and less correlated with each other
and with the developed markets. Cheung and Lee (1993) examined inter-temporal
pattern of the correlation coefficients among stock marketsin devel oped markets and
eleven emerging markets in Asia. They concluded that the correlation between the
emerging Asian stock markets group and the developed markets group was smaller
than among the developed markets, though these studies found that the correlation
coefficients are not stable overtime. Corhay et al. (1995) also investigated the Asian
markets and found no evidence of a single common stochastic trend in their examination
of the stock markets of Australia, Japan, Hong Kong, New Zealand and Singapore for
the period February 1972 through February 1992. Christofi and Pericli (1999) explored
the short-run dynamics between five major Latin American stock markets, and found
evidence of first and second moment interactions among these markets.

For developing and emerging markets the results revealed greater serial dependence
than the developed markets (Errunza and Rosenberry, 1982; Errunza, 1983; Solnik,
1973). However, risk reduction among devel oping countries has persisted through
time (Drummen and Zimmermann, 1992), and despite increasing integration of
emerging markets into the world economy, by and large the correlation of emerging

! Dwyer and Hafer, 1988; Lessard, 1976; Hilliard, 1979; Jaffe and Westerfield, 1989;
Schollhammer and Sand, 1985; Eun and Shim, 1989; Taylor and Tonks, 1989; Kanas,
1998; Roca, 1999.
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market indices with global portfolios has remained very low, and at times negative.
Maldonado and Saunders (1981) showed that the intertemporal relationships between
correlation coefficients of various markets are unstable. On the other hand Philippatos
et. al. (1983) support the existence of intertemporal stability of international stock
markets. They suggest that national market indices are interrelated over time through
a common factor. Meric and Meric (1989) show that the longer the time period, the
greater the degree of stability in relationship among the international stock markets.
Testing for cointegration as a mean to measuring the degree of integration (or
segmentation) among markets in the same country or across countries and regions has
become quite popular in recent applied economics and finance literature. Examples
include Kasa (1992), Cheung and Lee (1993), Corhay et a. (1995), Kwan et al. (1995),
Chan et a. (1997), Bowe and Mylanidis (1999), Ghosh et a. (1999) and Darrat and
Zhong (2002), to name just a few. Most of the studies to date on stock market
interdependence relate to the European, US, Japan, Asia Pacific and Latin American
markets. However, emerging stock markets in the South Asian region, particularly
Karachi Stock Exchange is agood case for understanding the integration of financial
markets.

3. ECONOMETRIC TECHNIQUE AND DATA

The standard Johnson Cointegration and Error-correction techniques are used to
determine the linkages between Pakistani and various international and regional
markets. The data used in this study are the stock indices of major developed and
emerging markets, chosen to represent the largest stock exchanges, emerging markets
and those countries’ stock markets, which contributed large inflows of capital into
Pakistan in recent years. The weekly stock price indices for Pakistan, Indonesia,
Malaysia, Philippines, South Korea, Thailand, Singapore, Taiwan, Australia, Canada,
United Kingdom, Japan, USA, France, Austria, Belgium, Denmark, Germany, Italy,
Czech Republic, Sri Lankaand India are taken. The sample consists of 377 observations
starting from July 1997 to September 2004.

The datais obtained from the Web site of Yahoo Finance. Since we have weekly data,
the timing of trading and the overlapping problems are not considered here. The data
collected was the closing index values for the respective countries. The dataiis from
July 1, 1997 to September 20. 2004. The Cointegration analysis was done for the entire
period from July 1, 1997 to September 20, 2004 as well asfor the period July 1, 1997
to December 31, 2000 when stock market reforms took shape in Pakistani market.
During this period, major institutional reforms like effective formation of SECP,
electronic settlements, shortening of settlement time and similar stock market reforms
were undertaken (Financial Sector Analysis, State Bank of Pakistan, 2002).

The descriptive statistics of stock returns of south Asian, East Asian, Developed
markets and EU markets are presented in table 1 through table 3 for the overall period
(July 1997 to September 2004), period | (July 1997 to December 2000) and Period
Il (January 2001 to September 2004). The cross correlation of KSE stock returns and
other international and regional market returns are presented in table 4.
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4. EMPIRICAL RESULTSAND DISCUSSION

For determining the common stochastic trend through Cointegration techniques the
time series properties of the data need to be studied first such as presence of unit roots.
Unit root testswere run for each series. The order of ADF was ascertained on minimum
AIC criteria. The results are given in tables 5 to 7. Test results indicate that stock
indices from all regional markets are unable to reject the unit root hypothesis. Thus
ADF test results show that all regional stock series are non-stationary in levels, but
stationary at first difference (I1).

Having satisfied with the results of ADF test we now employ Johansen Cointegration
test for the variables. The lags are chosen on minimum AIC criteria. The results are
presented in table 8 to 10. As presented in table 8 for overall period we observe one
co-integrating factor for South Asian and East Asian markets whereas for devel oped
markets we observe two co-integrating factors. However, for EU markets we observe
three co-integrating factors. These results employ that Pakistan has more long run
linkages with EU and developed markets particularly due to trade relations with these
countries.

As presented in table 9 the Pakistani market showed stronger relationship with South
Asian and East Asian regional markets then developed and EU markets during early
period of reforms. This infers that during this period all these markets were volatile
due to several global events and hence resulted in presence of common stochastic
trends. During period |1 (table 10), dl regiona markets have indicated one co-integrating
factor except South Asian markets which indicted comparatively stronger long run
relationship (two co-integrating factors) as compared to other markets. Error correction
results are presented in table 11 to 13. For overall sample period, the error correction
term is statistically significant for India only. Moreover the coefficients are very small
which implies that equilibrium error from cross exchange relationship is not that
important to change in next period in Pakistani market. The results indicate that even
though the Pakistani and the Indian market indices are tied to each other in long run,
the small value of coefficient indicate that it can not be used to made significant price
change in Pakistan. It further suggests that in India or Pakistan market innovations
may be exogenous even though the two markets are co-integrated.

For East Asian countries only South Korea indicated a significant error correction
term, which suggests that this disequilibria error term could be used to predict the
corrections in Pekistani market in future (Granger, 1986). Among developed markets
the error correction term for Japan is significant at lag 3. However, the coefficient is
very small which implies that the disequilibria error terms from the Japanese to the
Pakistani market is not that important and cannot be used to predict the price changes
in Pakistan.

Among European markets, only Czech market indicated a very high and significant
error term, which could be used to predict the future prices in Pakistani market. The
results for period | indicated similar pattern for India, Koreain Asian region (table 12).

121



122

|
Business Review - Volume 2 Number 1 January - June 2007

Among developed markets only UK indicated a significant error correction term.
However, the coefficient is again not very high, implying that the crossrelation is not
that important factor to predict next period’s change in Pakistani stock market index.
In period I, we observe a little different pattern. In Asian region Pakistan observe
significant and high error term from the Asian tigers like Malaysia and Singapore.
Large values of error term imply that disequilibria error from East Asian countriesis
important factor to predict the corrections in future stock price levelsin Pakistan.

Interestingly among developed markets the error correction term are statistically
significant for Japan and US, which infers that during this period Pakistan is not only
co-integrated in long run and these error terms could be used to predict the correction
in Pakistani market. It is important to mention that during later period of reforms
Pakistan has attracted substantial amount of foreign capital inflow from these countries
and they are al so the key trade partners of Pakistan.

5. SUMMARY AND CONCLUDING REMARKS

This paper uses the theory of co-integration to test the hypothesis that regulatory
policies and ingtitutional development in Pakistan observed during 1990s has linked
the Pakistan stock market with international markets particularly during late 1990s
and early 2000. We determine the number of common stochastic trends and examine
the linkages between Pakistan stock exchange and leading developed markets such
as United States, Australia and Japan. Other set of emerging and devel oping markets
considered are India, Korea, Philippines, Sri Lanka, Indonesia and Malaysia. The
results indicated along run relationship between Pakistan and most of markets during
overall study period. However, the long run linkages were comparatively stronger
with developed and EU markets. The direction of linkages in most cases, are from
other regional markets to Pakistan. The linkages of Pakistani market during initial
period of reforms (Period I) indicated strong long run relationship between East Asian
and European countries only. During later period of reforms (Period I1) we observed
strong long run relationship with all regional markets. However, South Asian markets
indicated stronger long run relationship with Pakistan. The results indicated that
Pakistani market follow an error-correction from devel oped markets like US, Japan
and leading Asian markets like Malaysia and Singapore.
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Tablel

Summary Statistics of Stock Returns (Overall period)

la Summary Statistics of Stock Returnsof South Asian Markets

PAKISTAN SRI LANKA INDIA
Mean 0.003 0.002 0.001
Median 0.005 (0.001) 0.002
Maximum 0.128 0.180 0.121
Minimum (0.168) (0.104) (0.134)
Std. Dev. 0.041 0.031 0.037
Skewness (0.620) 0.827 (0.213)
Kurtosis 5.166 8.266 4.436

1b. Summary Statistics of Stock Returns of East Asian Markets

INDONESIA° MALAYSIA PHILIPPINES ~ S.KOREA THAILAND SINGAPORE = TAIWAN

Mean 0.000 -0.001  -0.001 0.000 0.000 0.000 -0.001
Median 0.000 -0.001  -0.002 0.001 0.003 -0.001 0.000
Maximum 0.188 0.265 0.162 0.174 0.158  0.199 0.183
Minimum -0.178 -0.190 -0.220 -0.213  -0172 -0255 -0.143
Std. Dev. 0.048 0.041 0.040 0.054 0.045 0.038 0.041
Skewness 0.052 0430 -0.229 -0.289  -0.014 -0.339 0.063
Kurtosis 5.758 0846  7.688 4.679 4143 10.265 4.619

1lc. Summary Statistics of Stock Returns of Developed Markets

AUSTRALIA CANADA UK JAPAN us FRANCE
Mean 0.001  0.001 0.000 -0.002 0.001 0.001
Median 0.002  0.003 0.002 0.000  0.002 0.001
Maximum 0.050 0.093 0.101 0.103 0.075 0.110
Minimum -0.053 -0.118 -0.089 -0113 -0.117 -0.121
Std. Dev. 0.016  0.025 0.025 0.031 0.026 0.032
Skewness -0.203 -0.576 -0.104 -0.019 -0428 -0.064
Kurtosis 3486 5727 4.066 3361 4834 3.699

1d. Summary Statistics of Stock Returnsof EU Markets

AUSTRIA  BELGIUM DENMARK  FRANCE GERMANY ITALY CZECH

Mean 0.001 0.000  0.001 0.001 0.000  0.001 0.001
Median 0.003 0.003  0.002 0.001 0.003  0.002 0.003
Maximum 0.060 0129  0.081 0.110 0129 0.178 0.116
Minimum -0.104 -0.103 -0.133 -0121  -0.141 -0.268  -0.140
Std. Dev. 0.024 0.029  0.026 0.032 0.038  0.032 0.030
Skewness -0.565 -0.139 -0.528 -0.064 -0151 -1.013 -0.243
Kurtosis 4.149 5194 4780 3.699 3.877 17.487 4.656
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Table2
Summary Statistics of Stock Returns (period 1)

2a. Summary Statistics of Stock Returns of South Asian Markets

PAKISTAN SRI LANKA INDIA
Mean 0.000 -0.003 0.000
Median 0.001 -0.003 0.002
Maximum 0.128 0.072 0.121
Minimum -0.168 -0.089 -0.134
Std. Dev. 0.050 0.025 0.042
Skewness -0.487 -0.056 -0.013
Kurtosis 4,190 3.910 3.713

2b. Summary Statistics of Stock Returns of South Asian Markets

INDONESIA MALAYSIA PHILIPPINES ~ S.KOREA THAILAND SINGAPORE  TAIWAN

Mean -0.003 -0.003 -0.003 -0.002 -0.005 0.000 -0.003
Median -0.005 -0.005 -0.003 0.000 -0.010 -0.004 -0.001
Maximum 0.188 0265 0.145 0.174 0.158  0.199 0.111
Minimum -0.178 -0.190 -0.220 -0.213  -0137 -0.255  -0.143
Std. Dev. 0.060 0.055 0.048 0.065 0.055  0.047 0.042
Skewness 0.182 0516 -0.401 -0.229 0334 -0277 -0.103
Kurtosis 4.480 6.447  6.407 3.925 3132 8754 3.507

2c. Summary Statistics of Stock Returns of South Asian Markets

AUSTRALIA  CANADA UK JAPAN us FRANCE
Mean 0.001  0.002 0.001 -0.002  0.002 0.004
Median 0.001  0.003 0.003 -0.004  0.002 0.002
Maximum 0.050  0.093 0.064 0103 0.071 0.092
Minimum -0.046 -0.118 -0.063 -0.113 -0.111  -0.086
Std. Dev. 0.018 0.030 0.025 0.031  0.027 0.031
Skewness -0.099 -0.610 -0.142  -0.099 -0.331 0.161
Kurtosis 3.054 5205 2978 4048  4.059 3.133

2d. Summary Statistics of Stock Returnsof South Asian Markets

AUSTRIA  BELGIUM DENMARK  FRANCE GERMANY ITALY CZECH

Mean -0.001 0.001 0.003 0.004 0.003  0.004 0.000
Median 0.000 0.003  0.004 0.002 0.004 0.004 0.000
Maximum 0.060 0.098  0.055 0.092 0119 0141 0.116
Minimum -0.104 -0.090 -0.066 -0.086 -0.141 -0.081 -0.140
Std. Dev. 0.028 0.027  0.026 0.031 0.035 0.032 0.034
Skewness -0.455 -0.042 -0171 0161 -0.246 0184 -0.104
Kurtosis 3.632 3990 2.685 3.133 3982  4.092 4510
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Table3

Summary Statistics of Stock Returns (period 11)

3a Summary Statistics of Stock Returnsof South Asian Markets

PAKISTAN SRI LANKA INDIA
Mean 0.006 0.006 0.002
Median 0.007 0.002 0.002
Maximum 0.102 0.179 0.118
Minimum -0.124 -0.109 -0.122
Std. Dev. 0.031 0.034 0.032
Skewness -0.500 0.933 -0.577
Kurtosis 4971 8.177 5.296

3b. Summary Statistics of Stock Returnsof South Asian Markets

INDONESIA° MALAYSIA PHILIPPINES ~ S.KOREA THAILAND SINGAPORE = TAIWAN

Mean 0.003 0.0012  0.001 0.002 0.004 0.0001 0.001
Median 0.002  -0.0007 -0.002 0.003 0.008 -0.0005 0.002
Maximum 0.094 0.065 0.161 0.135 0.081 0.0968 0.183
Minimum -0.092 -0.114  -0.067 -0.141  -0.172 -0.1205 -0.130
Std. Dev. 0.032 0.021  0.030 0.040 0.033 0.0282 0.040
Skewness -0.046 -0.642  0.799 -0.225  -0.842 -0472 0.326
Kurtosis 3.366 7386  6.379 3.532 6.351 5.8133 5.763

3c. Summary Statistics of Stock Returnsof South Asian Markets

AUSTRALIA CANADA UK JAPAN us FRANCE
Mean 0.0007 -0.0002 -0.0015 -0.0012 -0.0008  -0.002
Median 0.002 0.0023 -0.0006  0.0005 0.0007 0.0001
Maximum 0.0414 0.0564 0.1006  0.0946 0.0748 0.110
Minimum -0.0527 -0.0670 -0.0886 -0.0772 -0.1171 -0.1212
Std. Dev. 0.0148 0.0200 0.024 0.0302 0.0251 0.0324
Skewness -0.3725 -0.4754 -0.0778 0.0619 -0.5583 -0.2268
Kurtosis 3.9469 4.1401 53011 26412 5734 4.0303

3d. Summary Statistics of Stock Returns of South Asian Markets

AUSTRIA  BELGIUM DENMARK  FRANCE GERMANY ITALY CZECH

Mean 0.003 -0.000664 -0.0006 -0.0024 -0.0025 -0.0018  0.0029
Median 0.0051 0.001 0.0006 0.0001 0.0008 0.0012 0.0063
Maximum 0.0503 0.1290 0.0810 0.1101 01288 0.1779 0.0647
Minimum -0.0582  -0.1032 -0.1325 -0.1212 -0.1391 -0.2678  -0.080
Std. Dev. 0.0194 0.0301 0.0266 0.0324  0.0397 0.0327 0.0248
Skewness -0.4388  -0.1904 -0.8240 -0.2268 -0.0463 -2.0172 -0.4047
Kurtosis 3.5744 59027 6.2764 40303 3.7954 28.010 3.3721
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Table4
Cross Correlation of Stock Returns (Overall Period)

4 a. Cross Corrélation of Stock Returns of South Asian Marketswith Pakistani M ar ket

Overall Period | Period |1
SRI LANKA 0.15 0.289 0.012
INDIA 0.12 0.077 0.208

4 b. Cross Correlation of Stock Returns of East Asian Marketswith Pakistani Market

Overal Period | Period I1
INDONESIA -0.013 -0.058 0.091
MALAYSIA 0.120 0.131 0.075
PHILIPPINES 0.013 0.007 0.014
S. KOREA 0.020 -0.044 0.166
THAILAND 0.073 0.069 0.055
SINGAPORE 0.118 0.099 0.164
TAIWAN 0.094 0.048 0.159

4.c. Cross Correlation of Stock Returns of Developed Markets with Pakistani Market

Overall Period | Period I1
AUSTRALIA 0.077 0.037 0.149
CANADA 0.107 0.093 0.147
UK 0.002 -0.068 0.121
JAPAN 0.047 0.068 0.014
us 0.092 0.050 0.177
FRANCE 0.013 -0.066 0.146

4d. Cross correlation of stock Returns of EU Marketswith Pakistani Market

Overal Period | Period |1
AUSTRIA 0.012 -0.025 0.069
BELGIUM -0.029 -0.119 0.096
DENMARK 0.043 0.005 0.114
FRANCE 0.013 -0.066 0.146
GERMANY 0.054 -0.008 0.156
ITALY 0.050 -0.029 0.186
CZECH 0.153 0.137 0.176
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Table5
Unit Root Test Results (ADF) (Overall Period)

5a. ADF Tests Resultsfor South Asian Countries

Country Optimal Lag Length  Level/ First Difference  Constant Trend and Constant
Pakistan 3 Level 0.626 -1.642

2 First Difference -8.742 -8.922
Sri Lanka 3 Level 0518 -1.290

2 First Difference -9.768 -10.180
India 1 Level -1.434 -1.743

1 First Difference -13.309 -13.342

Critical values at 1% and 5% are -3.45 and -2.57 respectively
5b. ADF testsresultsfor East Asian Countries

Country Optimal Lag Length  Level/ First Difference  Constant Trend and Constant
Indonesia 2 Level -1.307 -2.356
1 First Difference -12.150 -12.339
Malaysia 5 Level -2.720 -3.205
4 First Difference -7.389 -7.444
Philippines 2 Level -2.857 -2.635
1 First Difference -11.253 -11.348
South Korea 4 Level -2.093 -2.516
3 First Difference -8.204 -8.211
Thailand 4 Level -1.755 -2.678
3 First Difference -9.218 -9.452
Taiwan 1 Level -2.064 -2.111
1 First Difference -13.598 -13.620
Singapore 3 Level -2.141 -2.150
3 First Difference -9.347 -9.372

5c. ADF testsresultsfor Developed Countries

Country Optimal Lag Length  Level/ First Difference  Constant Trend and Constant
Canada 2 Lev -1.787 -1.826
1 First Difference -12.519 -12.502
France 1 Level -1.391 -1.605
1 First Difference -14.343 -14.423
Austraia 1 Level -1.355 -2.412
1 First Difference -13.685 1.000
United Kingdom 1 Level -1.282 -2.414
1 First Difference -13.557 -13.573
Japan 1 Level -1.780 -1.832
1 First Difference -13.665 -13.691
United States 1 Level -1.751 -2.024
1 First Difference -13.692 -13.711

5d. ADF testsresultsfor European Union

Country Optimal Lag Length  Level/ First Difference  Constant Trend and Constant
Austria 1 Level 0.355 -0.456
1 First Difference -12.523 -12.798
Belgium 1 Level -1.638 -2.329
1 First Difference -14.353 -14.339
Czech 4 Level -0.206 -1.107
3 First Difference -8.846 -9.018
Denmark 3 Level -1.905 -1.892
6 First Difference -7.544 -7.550
France 1 Level -1.391 -1.605
1 First Difference -14.343 -14.423
Germany 1 Level -1.343 -1.895
1 First Difference -13.495 -13.517
Italy 1 Level -2.122 -2.324
1 First Difference -12.999 -13.049

130



Business Review - Volume 2 Number 1

Country
Pakistan

Sri Lanka

India

Table 6

January - June 2007

Unit Root Test Results (ADF) (Period 1)

6 a. ADF testsresultsfor South Asian Markets

Optimal Lag Length

RPRNWR R

Level/ First Difference
Level

First Difference

Level

First Difference

Level

First Difference

6 b. ADF testsresultsfor East Asian Markets

Country
Indonesia

Malaysia
Philippines
South Korea
Thailand
Taiwan

Singapore

Optimal Lag Length

WWRRFRPWRWRARNROREN

Level/ First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference

6 c. ADF testsresultsfor Developed Markets

Country
Canada

France
Australia

United Kingdom
Japan

United States

Optimal Lag Length

RRRERRRRRRENREN

Level/ First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference

6 d. ADF testsresultsfor EU Markets

Country
Austria

Belgium
Czech
Denmark
France
Germany

Italy

Optimal Lag Length

RPRREPRERRENRRPOWAOR

Level/ First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference
Level

First Difference

Constant Trend and Constant
-1.982 -1.947
-7.610 -7.712
-2.679 -3.201
-7.309 -7.358
-1.757 -2.267
-9.951 -9.927

Constant Trend and Constant
-2.709 -2.826
-8.774 -8.786
-2.330 -2.923
-5.075 -5.107
-2.492 -2.538
-7.816 -7.811
-1.236 -1.530
-9.406 -9.382
-3.084 -3.066
-7.725 -7.753
-1.398 -1.559
-9.345 -9.316
-1.187 -1.937
-6.144 -6.164

Constant Trend and Constant
-1.127 -1.767
-8.730 -8.705
-1.003 -1.471

-11.009 -11.000
-1.123 -3.369
-9.191 -9.172
-2.204 -2.547
-9.420 -9.441
-1.968 -1.977
-9.521 -9.498
-1.673 -1.559

-10.513 -10.595

Constant Trend and Constant
-1.751 -2.413
-9.041 -9.016
-2.297 -2.073
-5.239 -5.326
-2.286 -2.450
-6.077 -6.060
-0.411 -1.575
-9.233 -9.240
-1.003 -1.471

-11.009 -11.000
-1.415 -1.946
-90.825 -9.815
-1.669 -2.405
-8.223 -8.237
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Table7
Unit Root Test Results (ADF) (Period 11)

7 a. ADF testsresultsfor South Asian Markets

Country Optimal Lag Length  Level/ First Difference  Constant Trend and Constant
Pakistan 4 Level 0.192 -2.536

3 First Difference -6.192 -6.289
Sri Lanka 3 Level -0.027 -3.251

2 First Difference -7.279 -7.322
India 1 Level -0.351 -1.741

1 First Difference -8.453 -8.581

7 b. ADF testsresultsfor East Asian Markets

Country Optimal Lag Length  Level/ First Difference  Constant Trend and Constant
Indonesia 2 Level 0.039 -1.657
1 First Difference -8.105 -8.215
Maaysia 2 Level -1.237 -2.303
1 First Difference -8.402 -8.402
Philippines 2 Level -1.038 -1.247
1 First Difference -8.339 -8.562
South Korea 1 Level -1.505 -1.919
1 First Difference -10.771 -10.741
Thailand 1 Level -0.619 -1.789
1 First Difference -9.177 -9.159
Taiwan 1 Level -1.858 -2.004
1 First Difference -10.262 -10.234
Singapore 1 Level -1.600432 -1.815
1 First Difference -10.089 -10.304

7 c. ADF testsresultsfor Developed Markets

Country Optimal Lag Length  Level/ First Difference  Constant Trend and Constant
Canada 1 Level -1.821 -2.075
1 First Difference -9.234 -9.465
France 1 Level -2.383 -1.606
1 First Difference -9.467 -9.666
Austraia 1 Level -1.111 -1.272
1 First Difference -10.173 -10.217
United Kingdom 1 Level -2.253 -1.659
1 First Difference -9.984 -10.150
Japan 1 Level -2.117 -1.720
1 First Difference -9.799 -0.898
United States 1 Level -2.238 -1.890
1 First Difference -8.944 -9.044
7 d. ADF testsresultsfor EU Markets
Country Optimal Lag Length ~ Level/ First Difference  Constant Trend and Constant
Austria 1 Level 0.951 -0.637
1 First Difference -5.695 -5.923
Belgium 2 Level -1.643 -0.755
1 First Difference -11.465 -11.658
Czech 1 Level 0.805 -2.084
1 First Difference -8.675 -9.012
Denmark 1 Level -1.659 -1.056
1 First Difference -9.008 -9.151
France 1 Level -2.383 -1.606
1 First Difference -9.467 -9.666
Germany 1 Level -1.980 -1.475
1 First Difference -9.255 -9.361
Italy 2 Level -2.575 -1.939
1 First Difference -10.565 -10.745
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Table 8
Johansen Cointegration Test (Overall Period)

8 a. Johansen Cointegration Test for South Asian Markets
Eigenvalue Likelihood Ratio 5 % Critical Value 1% Crltlcal Value Hypothesized No. of CE(s)

0.0855 41.307 29.68 35. None **
0.0202 7.874 1541 20. 04 At most 1
0.0006 0.237 3.76 6.65 At most 2

Intercept and Trend in Cointegrated Equation - no trend in VAR,
*(**) Denotes rejection of the hypothesis at 5%(1%) significance level

8 b. Johansen Cointegration Test for East Asian Markets
Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothesized No. of CE(s)

0.143 199.565 182.820 196.080 None *

0.113 141.681 146.760 158.490 At most 1
0.082 96.957 114.900 124.750 At most 2
0.056 65.141 87.310 96.580 At most 3
0.044 43.687 62.990 70.050 At most 4
0.034 26.790 42.440 48.450 At most 5
0.028 13.836 25.320 30.450 At most 6
0.009 3.381 12.250 16.260 At most 7

Intercept and Trend in Cointegrated Equation - no trend in VAR

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates 1 cointegrating equation(s) at 5% significance level
Lagsinterval: 1t0 5

8 c. Johansen Cointegration Test for Developed Markets
Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothesized No. of CE(s)

0.096 138.243 146.760 158.490 None *
0.081 95.506 114.900 124.750 Atmost 1 *
0.068 63.928 87.310 96.580 At most 2
0.052 37.793 62.990 70.050 At most 3
0.026 17.749 42.440 48.450 At most 4
0.021 7.967 25.320 30.450 At most 5
0.001 0.188 12.250 16.260 At most 6

Intercept and Trend in Cointegrated Equation - no trend in VAR

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates 2 cointegrating equation(s) at 5% significance level
Lagsinterval: 1to 5

8 d. Johansen Cointegration Test for European Union Markets
Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothes zed No of CE(s)
196.08

0.1192 197.7923 182.82

0.0911 150.5566 146.76 158.49 At mOSt 1 *
0.0795 115.0223 114.9 124.75 Atmost 2 *
0.0758 84.2236 87.31 96.58 At most 3
0.0481 54.9085 62.99 70.05 At most 4
0.0471 36.5538 42.44 48.45 At most 5
0.0329 18.6125 25.32 30.45 At most 6
0.0164 6.1536 12.25 16.26 At most 7

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates 3 cointegrating equation(s) at 5% significance level
Intercept and Trend in Cointegrated Equation - no trend in VAR
Lagsinterval: 1t0 5

133



Business Review - Volume 2 Number 1 January - June 2007

Table9

Johansen Cointegration Test (Period I)

9 a. Johansen Cointegration Test for South Asian Markets
Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothesized No. of CE(s)

0.062582 25.83859 42.44 48.45 None
0.046478 14.20594 25.32 30.45 Atmost 1
0.030843 5.639195 12.25 16.26 At most 2

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates no cointegrating equation(s) at 5% significance level
Lagsinterval: 1to 3

9 b. Johansen Cointegration Test for East Asian Markets

Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothesized No. of CE(s)

0.330 227.242 182.820 196.080 None*
0.256 154.273 146.760 158.490 At most 1 *
0.145 100.375 114.900 124.750 At most 2
0.138 71.918 87.310 96.580 At most 3
0.091 44,798 62.990 70.050 At most 4
0.072 27.423 42.440 48.450 At most 5
0.046 13.861 25.320 30.450 At most 6
0.028 5.242 12.250 16.260 At most 7

Intercept and Trend in Cointegrated Equation - no trend in VAR

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates 2 cointegrating equation(s) at 5% significance level
Lagsinterval: 1to 2

9 c. Johansen Cointegration Test for Developed Markets
Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothesized No. of CE(s)

0.171336 119.5348 146.76 158.49 None

0.128613 85.32951 114.9 124.75 Atmost 1
0.104413 60.27369 87.31 96.58 At most 2
0.076498 40.20346 62.99 70.05 At most 3
0.060618 25.71951 42.44 48.45 At most 4
0.044498 14.33842 25.32 30.45 At most 5
0.032717 6.054093 12.25 16.26 At most 6

L.R. test indicates 2 cointegrating equation(s) at 5% significance level
Lagsinterval: 1to 5

9 d. Johansen Cointegration Test for European Union Markets
Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothesized No. of CE(s)

0.344856 225.9572 182.82 196.08 None **
0.234886 150.258 146.76 158.49 Atmost 1*
0.168222 102.3343 114.9 124.75 At most 2
0.128369 69.36431 87.31 96.58 At most 3
0.114216 447717 62.99 70.05 At most 4
0.061777 23.0622 42.44 48.45 At most 5
0.044858 11.64777 25.32 30.45 At most 6
0.018993 3.432506 12.25 16.26 At most 7

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates 2 cointegrating equation(s) at 5% significance level
Lagsinterval: 1to 4
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Tables 10

January - June 2007

Johansen Cointegration Test (Period 11)

10 a. Johansen Cointegration Test for South Asian Markets

Eigenvalue Likelihood Ratio 5% Critical Value 1% Cntlcal Value Hypothesized No of CE(s)
42.44 48. Non

0.1496 57.2616
0.0858 25.6680 25.32 30. 45
0.0411 8.1784 12.25 16.26

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates 2 cointegrating equation(s) at 5% significance level
Lagsinterval: 1t0 3

10 b. Johansen Cointegration Test for East Asian Markets

Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothesized No. of CE(s)

At most 1*
At most 2

0.3075 191.6942 182.82 196.08 None*

0.1696 120.0377 146.76 158.49 At most 1
0.1365 83.7916 114.9 124.75 At most 2
0.1135 55.1844 87.31 96.58 At most 3
0.0682 31.6969 62.99 70.05 At most 4
0.0518 17.9233 42.44 48.45 Atmost 5
0.0255 7.5459 25.32 30.45 At most 6
0.0128 2.5132 12.25 16.26 At most 7

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates 1 cointegrating equation(s) at 5% significance level
Lagsinterval: 1to 2

10 c. Johansen Cointegration Test for Developed M arkets

Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothes zed No. of CE(s)
158.49

0.213365 148.9913 146.76

0.130338 102.193 1149 124.75
0.121926 74.96111 87.31 96.58
0.08686 49.60634 62.99 70.05
0.077272 31.88754 42.44 48.45
0.050574 16.20544 25.32 30.45
0.030726 6.085458 12.25 16.26

*(**) denotes rejection of the hypothesis at 5%(1%) significance level
L.R. test indicates 1 cointegrating equation(s) at 5% significance level
Lagsinterval: 1to 3

10 d. Johansen Cointegration Test for European Union Markets

Eigenvalue Likelihood Ratio 5 % Critical Value 1 % Critical Value Hypothes zed No of CE(s)
196.08

0.249 201.918 182.82

0.182 146.115 146.76 158.49
0.177 106.926 114.9 124.75
0.127 69.001 87.31 96.58
0.076 42.533 62.99 70.05
0.062 27.056 42.44 48.45
0.051 14.672 25.32 30.45
0.023 4.500 12.25 16.26

None *
At most 1
At most 2
At most 3
At most 4
At most 5
At most 6

At mos 1
At most 2
At most 3
At most 4
At most 5
At most 6
At most 7
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Table 11

Error Correction (Overall)

South Asian Markets

D (PAKISTAN)
Coefficient t stat

D (SRI LANKA (-1)) -0.199 -1.27
D (SRI LANKA (-3)) -0.231 -1.474
D (INDIA (-1)) 0.081 -3.071
D (INDIA (-2)) 0.057 -2.121

East Asian Markets
D (INDONESIA (-1)) 0.247 -1.139
D (MALAYSIA (-3)) 0.174 -1.002
D (PHILIPPINES (-3)) -0.09 -1.158
D (S. KOREA (-2)) 0.345 -2.442
D (SINGAPORE (-2)) -0.102 -1.136
D (SINGAPORE (-3)) 0.091 -1.013

Developed Markets
D (CANADA (-2)) 0.046 -1.401
D (CANADA (-4)) 0.047 -1.454
D (FTSE (-1)) 0.062 -1.071
D (FTSE (-5)) 0.07 -1.251
D (JAPAN (-2)) 0.017 -1.538
D (JAPAN (-3)) 0.026 -2.34
D (US(-3)) -0.414 -1.514
D (US(-4)) -0.326 -1.193

EU Markets
D (AUSTRIA (-1)) 0.184 -1.171
D (AUSTRIA (-2)) 0.195 -1.257
D (AUSTRIA (-3)) 0.235 -1.507
D (BELGIUM (-2)) -0.118 -1.515
D (BELGIUM (-4)) -0.092 -1.176
D (DENMARK (-3)) -0.847 -1.029
D (FRANCE (-2)) 0.087 -1.224
D (GERMANY (-4)) 0.061 -1.136
D (ITALY (-4)) 0.013 -1.263
D (CZECH (-1)) 0.616 -1.843
D (CZECH (-2)) -0.666 -2.037
D (CZECH (-4)) -0.395 -1.194
D (CZECH (-5)) 0.357 -1.089
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South Asian Markets

D (SRI LANKA (-3))
D (INDIA (-1))
D (INDIA (-2))

East Asian Markets

D (MALAYSIA (-1))
D (S. KOREA (-2))
D (THAILAND (-2))

Developed Markets

D (AUSTRALIA (-2))
D (CANADA (-2))

D (FTSE (-1))

D (FTSE (-2))

D (JAPAN (-2))

D (FRANCE (-2))

EU Markets

D (BELGIUM (-1))
D (BELGIUM (-2))
D (BELGIUM (-4))
D (FRANCE (-1))

D (FRANCE (-3))

D (GERMANY (-1))
D (ITALY (-4))

D (CZECH (-1))

D (CZECH (-2))

Table 12

Error Correction (Period 1)

January - June 2007

D (PAKISTAN)
Coefficient t stat
-0.65678 -1.91289
0.115667 -4.31805
0.047675 -1.7207
0.198 -1.207
0.469 -3.230
-0.334 -1.035
-0.134 -1.099
0.038 -1.338
0.095 -1.839
-0.116 -2.295
0.015 -1.482
0.088 -1.633
-0.129 -1.541
-0.102 -1.233
-0.085 -1.046
-0.092 -1.244
0.076 -1.034
0.075 -1.139
0.019 -1.645
0.619 -1.626
-0.545 -1.460
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Table 13

Error Correction (Period I1)

South Asian Markets

D (PAKISTAN)
Coefficient t stat

D (SRI LANKA (-1)) -0.2809 -1.42332
D (SRI LANKA (-3)) -0.20078 -1.00802
D (INDIA (-2)) 0.067777 -1.35527

East Asian Markets
D (INDONESIA (-1)) 0.546 -1.236
D (MALAYSIA (-1)) -1.298 -2.601
D (SINGAPORE (-1)) 0.573 -2.825
D (TAIWAN (-1)) 0.051 -1.197

Developed Markets
D (AUSTRALIA (-2)) 0.308083 -1.61687
D (CANADA (-1)) 0.074346 -1.06531
D (CANADA (-2)) 0.112595 -1.6545
D (CANADA (-3)) -0.07485 -1.12485
D (FTSE (-2)) 0.205417 -1.53731
D (JAPAN (-3)) 0.039904 -1.90991
D (US(-1)) -1.47312 -2.81453
D (US(-2) -1.16072 -2.03245
D (US(-3)) -0.92498 -1.71449
D (FRANCE (-1)) 0.198812 -1.4891

EU Markets
D (CZECH (-1)) 0.791234 -1.46563
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RESEARCH

Towards a Vision 2030*

Direction of Industrial Development in Pakistan
A Summary of the Study conducted by

Japan International Cooperation Agency
and
International Development Center of Japan

. OBJECTIVESAND METHODOLOGY OF THE STUDY

akistan needs to find out ways to promote expansion of the dynamic market
economy. This Study attempted to present ways to promote industries, specificaly
in order to achieve “well-directed economic development” to be broken down into:
upgrading of industrial structure, control of the underground economy and proper
development of economic infrastructure. In addition, in relation to * building economic
clusters, unique to its locality”, concrete recommendations should be presented for
the purpose of “well-directed regional development”. The Study selected seven
manufacturing sectors — textile, food processing, automobile, electronic & electrical,
chemical, housing related and I T industries —, and looked into their current situations
to know future prospects of growth, and identified things to be done for devel opment.
Moreover, the Study covered a whole country with emphasis on four cities, namely,
Lahore, Karachi, Peshawar and Quetta. The Study attempted to identify the Leading
Industries, which should drive the Pakistani economy in the future. Furthermore, the
study analyzed theindustria clustersin several areas, which could contribute to vitalize
regional economy.

The Study had the following two objectives:

(1) Reveal the current state of the Pakistani industrial structure and of industrial policy,
and identify future tasksin this regard; and

(2) To consider and recommend future courses of Japanese support, in the light of the
findings mentioned above as well as consultations with Pakistani authorities and
the ODA Task Force stationed in Pakistan, concerning the Research Team's draft
proposals on the country’sindustrial structure and industrial policy to be pursued
in future.

The Study team subcontracted a Pakistan consulting company to conduct an
manufacturing establishment surveys in order to identify leading industries and
formulate recommendableindustrial policy. From June to September 2006, the interview
was made with the CEO of the surveyed firm. Various aspects of businessinformation
were obtained from over 500 firms from this survey. The surveyed firms are categorized
by industria classification and city in Table 1. Reflecting the structure of the industrial

* Presented by Hisaaki Mitsui and Hisaya Oda at the JICA Seminar held on November
29, 2006 in Avari Hotel, Karachi, Pakistan.
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establishment in the country, textile/clothing and food process sectors account for over
one-half of total firm. Regarding the regional distribution, Karachi has 205 firms,
make up 40% of total, following Lahore has 147 firms.

Table 1: The composition of industria classification/city classification on research firm

Daska Faisalabad Gujranwala Hyderabad Karachi Lahore Peshawar SargodhaWazirabad All cities

Textile Clothing 0 37 19 10 91 47 4 2 1 21
Food Processing 2 3 0 7 20 16 13 7 3 71
Automobile & Parts 2 0 2 0 21 14 0 0 0 39
Electronics 0 0 2 0 6 5 1 0 0 14
Chemicas 0 0 0 1 28 19 8 1 0 57
Housing related 0 0 2 5 3b 39 14 1 6 102
Information Technology 0 1 0 0 3 0 2 0 0 6

Others 0 0 0 0 1 7 0 0 0 8

All sectors 4 41 25 23 205 147 42 un 10 508

Source: JCA Study Team
I[I.THE PRESENT SITUATION OF THE PAKISTANI INDUSTRIAL SECTORS
I1-1 The Present Situation of the Pakistani Economic and Social Development

In 2005-06, the services sector accounted for over 52.3 per cent of GDP, and
manufacturing is the second largest sector of the Pakistan’s economy accounting for
18.2 per cent of GDP. The growth rates of manufacturing sector were remarkable
during the last several years, 14.0 per cent in 2003/04, 12.6 per cent in 2004/05 and
8.6 per cent in 2005/06 respectively. The manufacturing sector and industrial sectors
development are the government policy with overriding priority.

The first thing we should point out is that the share of industrial sectors has rather
fixed in the past several decades. The traditional products such as food and textile
still dominate the industrial sector. Food and Fiber System that consists of food
including tobacco and textile is the main industry and its share did not change so much
from 43.2% in 43.7% in a decade from 1985/86 to 1995/96. The shareisstill dominant
in the whole industrial sectors. Food and Fiber System has dominated the export
market aswell. Cotton manufacturers, leather, rice and synthetic textile account for
71.8% of the total exports in 2004/05, of which, cotton manufacturer accounts for
57.4%. In the international market, cotton yarn, cotton cloth and leather products
belong to a group of industries whose growth rates are the lowest. Even a country,
which has experienced the rapid export growth of such productsin the past, will easily
loose its share in the market once the labor costs increase compared with other
competitive countries. Furthermore, the fact that types of cotton fiver are limited in
short and medium staple length in Pakistan and downstream of the woven cloth chain
has not been well devel oped yet, the country mainly exports low value added and low
quality cotton yarn, instead of high value added cotton products.
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Labor productivity growth rate of Pakistan's industrial sector from 1992 to 2001
remained 1.48%, which is far less than those of other Asian countries such as India,
Sri Lanka, Bangladesh, Malaysia, Taiwan and South Korea. Labor productivity growth
rate of Pakistan’s Manufacturing sector from 1992 to 2001 is 2.23 %, which is higher
than those of Bangladesh and India, but less than those of Sri Lanka, Taiwan and South
Korea. The main reasons of low rate of labor productivity in Pakistan can be derived
from low rate of capital spending and low rate of human resource development
including lack of education and training.

[1-2 Importance and Direction of the Pakistani Manufacturing I ndustry

At the National Economic Council on the 27th May 2005, the following statement of
Vision 2030 was accepted. It was a'so approved that the Planning Commission would
prepare to draft along-term plan to redlize thisvision. In February 2006, the Planning
Commission presented the A pproach Peper to show the orientation of economic development
to achieve Vision 2030". This paper sets specific quantitative targets asfollows:. “ Pakistan
per capita GDP (at constant market prices of 2004/5?) is expected to near quadruple by
2030, advancing from Rs. 43,000 (US$ 742) in 2005 to Rs. 164,000 (US$ 3,000) in 2030.
For three decades from 1971 to 2000, the annual growth rates of the agriculture and
services sectors are 3.89% and 5.82% respectively. |If the two sectors continue to have
comparable growth rates, the industrial sector, which includes the manufacturing sector,
should grow by 9.83% per year to achieve the target of 7.0% annual growth rate of GDP
until 2030. In any cases, the manufacturing industry should keep growing by near 10%
ayear on average in order to achieve the quantitative targets, highlighting the important
role of manufacturing industry for the realization of Vision 2030.

Currently, Pakistani manufacturing industry isinternationally competitive in low-tech
and generally low value added products such astextile and food. Thisis clearly shown
in the composition of exports of the country. Pakistan's highly competitive export
products, mostly textile items and low-tech, still lead the domestic manufacturing.
Due to their low-tech feature, however, foreign countries can easily enter into the
market, and the price rather than the quality of the products determine the competitiveness
in the market. Pakistani textile industry would remain competitive in the future by
keeping and improving the competitiveness of products. However, if the manufacturing
industry should grow by 10% ayear, it isimperative to promote more high-tech, high
valued manufacturing, which could expect increasing demand in the world market.

I1-3 Selection of Leading I ndustries Following the Outcome of the Survey

This study is expected to specify “leading industries’, which could lead the economic
growth of the country to achieve the target of Vision 2030. From the viewpoint of leading

! Approach Paper: Strategic Directions to Achieve Vision 2030, Government of
Pakistan, Planning Commission, Islamabad, February 2006.

2 Pakistan's fiscal year starts on 1st July and ends on 30th June the following year.
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the economic growth for along period, the leading industries should have some specific
requirements. From the viewpoint of technological progress and quality improvement,
the partnership with foreign firmsin industrialized countries is the most effective.

Therefore, the industry, which has already established intimate partnership with
sophisticated foreign industries, or the industry, which are highly export oriented, can
be candidates of theleading industries. Therefore, thelocal manufacturing establishments
survey, which is currently on progress, asks various questions focusing on the following
three aspects (3L).

Linking: how manufacturers link with foreign capital or overseas markets

Learning: how manufacturersintroduce new technology from foreign partners, promote
R&D and train employees

Leveraging: how spillover effects are observed in other industries

On the basis of the analyses of the survey results, the possibility of each industry to
be leading industry of the country shall be examined bel ow.

Textiles/Clothing:

The export ratio is high and the sector is linked with foreign markets most closely
among all sectors. After the removal of MFA, the export of denim and made-ups are
particularly considerable. Moreover the magnitude of its value added and employment
issolarge, that it will certainly continue to form a backbone of the country’s economy.
Compared with the other sectors, however, the Textile/Clothing sector does not seem
eager to introduce new foreign technology or carry out in-house R&D. It is expected
that the sector should produce more high valued added goods in order to remain
competitive in the international market. For this purpose, the sector should make
much effort to introduce new foreign technology or to increase in-house R& D activities,
so that it could develop new materials or design as well as strengthen the marketing

capability.
Food Processing:

Oriented to domestic markets, this sector is not closely linked with foreign markets:
only afew firms receive foreign technical support or import foreign equipment. R& D
isnot being eagerly carried out. Most firms are passive investors, and appear inclined
to maintain status quo. The Food Processing sector has a close link with agriculture,
and the sector is expected to play an important role in generating employment.
However, from the viewpoint of 3L in this study, the Food Processing sector is less
likely to be the leading industry, which drives the rapid economic growth in the country.
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Automobiles/Parts:

The sector isnot closely inked with foreign markets, due to the large domestic demand.
Exporting very little, the sector is not closely inked with foreign markets.
Automobiles/Parts makers, however, are actively introducing foreign technology, and
transacting with foreign or foreign-affiliated firms, which provide technical support
on many occasions. Foreign equipment is being imported actively. Recently, the plant
utilization is high and therefore equipment investment is being made actively. Asthe
analysis of the input-output tables of Japan, Korea and Thailand was outlined in
Chapter 1, the auto industry in every country is supported by wide-ranging industries
enjoying substantial backward linkage effects. The sector consequently is likely to
develop into aleading sector that will serve as an engine of the entire economy.

Electronics:

Though oriented to domestic markets like the Automobiles/Parts sector, the Electronics
sector often enjoys chances to transact with foreign-affiliated firmsin Pakistan, and to
enter into a licensing agreement directly with foreign firms. Notably, R&D is being
actively conducted and public R& D ingtitutions are used frequently. Though adverse
effects of smuggled electric appliances for home uses have been a cause of concern, the
impact appears less serious than on other sectors. Investment in equipment is also being
made actively. The sector, however, suffers low plant utilization in recent years, and
firmsin this sector are much smaller than in the other sectors. Beside, apart from asmall
number of large enterprises, manufacturing establishmentsin this sector are much smaller
than those in the other sectors. The Electronics sector may not be able to develop into
agrowth-driving leading sector, but its future expansion may be hoped for.

Chemicals:

Being oriented domestically, the sector has only aweak linkage with foreign markets,
having limited chances to receive technical support from foreign firms. Meanwhile,
R&D is being carried out actively as R&D outlays per firm are in by far the largest
amount among al the sectors. The sector's plant utilization is high in recent years. The
sector may be expected to |ead the economy, if active liaison is pursued with foreign-
affiliated firms covering technology introduction, taking advantage of the globalization
trend in future.

Housing-related:

Being inward-looking by nature, the sector has aweak linkage with foreign markets.
Chancesto receive technical support from foreign firms appear limited. The companies
inthe sector are not activein R&D, either: their R& D budget islimited in consideration
of their large amounts of sales. As expected, the backward linkages with mining and
forward linkages with the construction sector are strong, while the linkages with other
manufacturing sectors also appear strong. In recent years, their plant utilization is
high. Though hopefully the sector may lead the economy as aleading sector, a concern
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is felt whether it will be able to maintain its competitive edges when a great deal of
foreign competitors products flow into the country or the current construction boom
cometo an end in the future.

IT:

For this survey, IT sample size was very small, and was not enough for detailed
examination of the sector’s future. To begin with, however, there are only avery few
firms belonging to the sector, and this was the reason why only afew samples were
taken. It therefore appears safe to assume at this stage that this sector is unlikely to
lead the country’s growth in future.

[11. INDUSTRIAL DEVELOPMENT STRATEGIES AND THEIR POLICY
OPTIONS

Asprevioudy pointed out, it is needed to achieve rapid growth of manufacturing industry
S0 asto redlize the objectives of the Vision 2030. This Study attempted to identify the
leading industries of the country, which would drive the rapid industrial growth for the
coming decades. Thisidentification isfollowed by the suggestion of industria devel opment
strategies and their policy options to promote the growth of the leading industries.

[11-1 Industrial Development Strategies

The current industrial development policy of the government might not focus on
promoting some specific groups of the industry, but on constructing a framework of
incentive for all sectors of the industry. It was pointed out that “An old fashioned
industrial policy approach, that seeks to promote a specific group of industries at the
expenses of others, is eschewed for the smple reason that it rarely works” in the paper
presented by the Ministry of Industriesin 20052, It seems widely recognized in the
government that promotion of specific sectors does not work. Therefore, the government
officers might have made little incentive to look at the features of specific sectorsin
detail, and to examine the possible industrial structure of the country in the future.
Moreover, as being a“facilitator”, the government officers seem to abandon the idea
to serioudly consider the direction of industrial development. It issurely an appropriate
and valid approach to rely on the function the market economy to allocate economic
resources. This should be one of the aternatives for Pakistan to adopt, as the country
had a bad experience that the government was deeply involved in the management of
the industrial sector, by nationalizing private establishments for instance, and that the
economy faced severe recession afterward. However, this experience does not conclude
that the government has no role in promoting specific groups of the industry by
introducing policy measures. Inal of the East Asian countries, including Japan, which
achieved rapid industrial development, the government has played an active role in
promoting specific groups of industry with a market friendly approach.

3 Toward a Prosperous Pakistan: A Srategy for Rapid Industrial Growth” , January
2005, Ministry of Industries, Production and Special Initiatives.



|
Business Review - Volume 2 Number 1 January - June 2007

With globalization, the manufacturing industry in the world is going to be reorganized.
If Pakistan takes easy way to rely on the principle of the free trade and does nothing
active to promote the local industry, the country might miss the bus and become an
orphan in the middle of the global competition. The country might face the following
two alternatives in enhancing industrial development:

i) To construct the framework of incentives for all groups of industry, and rely on
the principle of the free market economy or free trade in alocating economic
resources of the country.

ii) To prioritize theimportance of the industrial sectors for the country and concentrate
economic resources to promote these sectors in order to effectively utilize the
limited resources of the country.

Between the two, which should be the appropriate strategy for the country to adopt
in the coming decade? Decision makers in both private and public sectors should
make intensive discussion on these alternatives. After the discussion, these decision
makers should decide which ways the government takes to promote industrial
development. At least, they need to look into the experience of the East Asian countries
and examine the reason for their rapid industrialization, before reaching their decision
about the Pakistani way for industrial development.

In the following section of this chapter, we suggest two strategies in order to enhance
industrial development of the country, which are:

i) Promoting high valued manufacturing
ii) Ensuring effective implementing of industrial policy

These strategies are based on the Japanese experience in the post war period as well
as the experience of rapid industrialization in Thailand and Malaysia after the mid
1980s. In the international trend of globalization, we believe that Pakistan should take
these two strategies to achieve the target of rapid economic growth anticipated in the
Vision 2030. Moreover, we have reached conclusion that the country is somehow
suitable to adopt these strategies from our comprehensive survey of local manufacturing
industries. We hope that our suggestion would be useful for the decision makers to
examine the Pakistani way of industrial development.

(2) Promotion of Highly Valued M anufacturing
Integral Manufacturing
Many segments of the Pakistani market are already full of competitive and attractive

Chinese products. When the trade with China expands in the process of globalization,
it isunavoidable that Pakistani products should face severe competition with Chinese
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onesin the domestic market. The Pakistani consumers are attracted to Chinese products
dueto their low prices. Even though the quality of these Chinese productsis not fully
satisfactory, it is expected that the demand for these cheap Chinese products might
gradually expand in the future. If the Pakistani manufacturers also produce cheap and
low quality products to compete with the Chinese ones, these Pakistani might not able
to survivein the market. In fact, some Pekistani producers have already started making
cheap and low quality goods by imitating the Chinese strategy or even by getting
components from China. We do not consider that this is an appropriate strategy for
the Pakistani manufacturers. It is needed to avoid direct competition with Chinese
products. If cheap, low quality and counterfeit products are easily available in the
market, it is very difficult to promote high-valued, high tech, and internationally
competitive manufacturing in the domestic industry. The Pakistani should better
introduce the strategy to focus on manufacturing highly valued, high quality products,
and making its own brand recognized in the market.

One of the ways to readlize this strategy is to strengthen the basis of so called “integral
type production” for assembly-type manufacturing such as motorbikes, automobiles
and electronics, in which product quality heavily depends on intimate coordination
of each production process or component designing. The relationship between functions
and components of the integral manufacturing is highly intricate. Each component
affects each other and determines the quality of fina products. Automobileisatypical
example. Thus, long-term collaboration among assemblers and vendorsisindispensable
for this integral manufacturing, because the combination of uniquely designed
components/considerably affects the quality of final products. When consumers want
“product integrity” in the manufactured goods, or the competitiveness of the products
depends on their compactness or weightlessness, in particular, theintegral manufacturing
is more appropriate. The institutional requirements for the integral manufacturing
include ‘ subtle coordination of component designing’, ‘ consistent control of production
process , ‘ intimate coordination among sectionsin the company’, * close communication
with customers’, ‘solid and stable interaction with customers', and ‘ support of multi
skilled workers'.

The other type of manufacturing is the modular-type manufacturing. The characteristic
of the modular-type products is that the relationship between the function and the
component (module) is simple and close to one to one. Each component has it self-
contained module, which has arather independent function. Therefore, the exchange
of signals among components is not often required, which means that the interface of
production isrelatively straightforward. In case one product has ten sets of functions,
it is possible to manufacture the product by combining ten self-contained components,
corresponding to the ten sets of functions. The designers of each module (component)
do not worry about the designing of the other components and freely design their own
products, so long asthey understand the rule of designing upon theinterface. Thetypical
module-type products include personal computers, package software and bicycles.

Japan has an advantage in integral manufacturing, so their automobiles and motorbikes
are much competitive internationally, while the US has an advantage in module
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manufacturing, so their personal computers have sweeping competitiveness in the
world market. Chinaisrelatively good at modular type manufacturing, and the Chinese
manufacturers are producing labor-intensive modular products by mobilizing cheap
labor force. In fact, China is becoming the production base of personal computers.
China has rapidly expanded the production of automobiles and motorbikes as well.
However, many of these products are made up with a variety of counterfeit and
unoriginal components, without intimate and frequent coordination among component
designers. Therefore, the quality of these products cannot be very high. In India, on
the other hand, these counterfeit automobiles and motorbikes are not likely to be
accepted in the market. Several homegrown manufacturers of automaobiles have
developed indigenous products with intimate and frequent coordination among
stakeholders. Integral manufacturing seems to be suitable for the country. Moreover,
the East Asian countries, such as Thailand or Malaysia, carefully avoided direct
competition with China and achieved rapid industrial growth, by introducing the
integral type manufacturing from the Japanese manufacturers.

Which ways does the Pakistani choose as the model of her manufacturing? Would
the modular-type manufacturing of the Chinese model be selected, or the integral-type
manufacturing of the Indian or the East Asian models be selected (see Figure 1)? One
possibility is that Pakistani industry would decide to become a subcontractor of the
Chinese industry, by introducing the same modular-type manufacturing. On the other
hand, it is also possible to promote the integral type manufacturing in order to avoid
direct competition with the Chinese industry. Considering the intense competition
with the Chinese products in the domestic market, and the experience of rapid
industrialization in the East Asian countries, we believe that the integral type
manufacturing should be the appropriate choice for Pakistan so that she could promote
high-valued manufacturing.

Integral Axis
Japan high end
low end high end
Modular | China us

Axis

ﬁ Thailand

Pakistan ﬁ? (ndia) | jow end

Figure 1: Where Each Country Fitsin the Integral and Modular Axis?

In Pakistan, Japanese automobile firms have assembles cars and motorbikes for over 25
years. These assemblers have made significant effort to develop human resources suitable
for integral manufacturing. In one of the Japanese assemblers, for example, around 400
senior technical staff workers out of 2,000 had opportunities to be trained at one of the
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Suzuki’s Japanese assembling plants to learn the root of integral manufacturing. The
employees tend to stay long in the firm, and the seniors, who started working at the
factory inthe 1980s, occasionally ingtruct the younger staff about theintegral manufacturing.
Furthermore, these assemblers have kept steady and intimate relationship with domestic
vendors for along period. It issaid that around 200 vendors are able to supply parts
and components directly to the assembler. Out of these 200, 20% to 30% are regarded
as“Tier 17, which could participate in the development process of the final products
with the assemblers®. For Pakistan, the accumulation of human resources who understand
the integral manufacturing should be the outstanding asset. The automobile industry
can be the model case for the country to learn the integral manufacturing. The other
sectors should possibly learn the fundamenta nature of thisintegral manufacturing by
examining the experience of the automobile industry.

One of such examples would be the textile industry. The integral type manufacturing
should considerably improve the international competitiveness of the Pakistani textile
industry, by developing so-called ‘ new synthetic fiber’. ‘New synthetic fiber’ is produced
by adjusting the designing of yarn with the function of fabric. The style of the integral
manufacturing should be suitable for producing this kind of fiber. The integral
manufacturing should be akey to make the textile industry generate high vaued products.

Forward and Backward Extension of the Manufacturing Value Chain

The second way to realize the strategy is to extend the value chain of production
toward the forward and the backward directions. The technical improvement in the
whole part of the value chainisalso required. Pakistan has anumber of export-oriented
SMEs producing a variety of products such as sport goods, surgical instruments,
cutlery, bed wear and so on. Asthe subcontractor of European firms, many of these
SMEs are only in charge of simple processing work, or producing low-valued
commaodities, such as disposable surgical equipments. Product design is usually
supplied by European firms, so the potentiality of local Pakistani designers cannot be
fully realized. Moreover, these SMEs find it difficult to explore new business
opportunities as the European firms control the marketing of the products.

Malaysia had a keen interest in extending the value chain toward the forward and the
backward, and improving technical level of the production. So the Malaysia government
and presented the direction of the local manufacturing industry using the catch phrase
of “Manufacturing Plus Plus’ in the Second Industrial Master Plan (1996-2005).
Pakistan should also transform its |abor-intensive and simple processing manufacturing
into high-valued, productive and efficient manufacturing, by extending the production
value chain toward forward, backward as well as upward. In some sectors of the
industry, such as textile and clothing, the industry associations have led the effort to
establish the institutions to develop human resources for industrial designing or
marketing. The government should support such effort so as to make full use of the
talented and highly motivated young staff in the country.

4 Based on the information from the CEO of a Japanese assembler in Karachi
(September 14, 2006)
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Figure 2: Concept of Manufacturing Plus Plus
2) Ensuring Effectiveness of the Industrial Policy

As previously mentioned, the basic principle of the current industrial policy is being
a“facilitator”, which might mean that the government constructs the framework of
incentives for al groups of industry so that each of them can equally gets benefits
from the government policy. Dueto this principle, the government officers are declined
to introduce any policy measures to support specific sectors of the industry. In addition,
the government officers might consider it unnecessary to understand the unique features
of each manufacturing sector. Occasionally, several CEOs of mgjor firms are invited
by the government to attend meetings, and required to comments on the government
policies from the sectora viewpoints. The government officers might be pleased with
themselves in such way of “public-private partnership”, but these CEO’s comments
do not necessary reflect views of the whole segment of the industry, and could mislead
the direction of the government policy. Moreover, even though the government officers
formulate some industrial policies on their own, their effective implementation and
useful monitoring can no longer be realized without pervasive participation and
cooperation of the private entrepreneurs. It is uselessto have a policy without clear
road maps and effective implementing measures. The private sector’s view that “the
government only presents proposal or vision” could be reflected on such feeble
institutional settings.

In the first place, the government officers alone can no longer grasp the realities of
business in the manufacturing sectors, which are rapidly changing in the trend of
globalization. Unless the frequently updated business information is available, the
officers are not able to formulate any appropriate policies. Moreover, unless the wide
segment of the private entrepreneurs recognize and support the palicies, they cannot
be effectively implemented. It isindispensable for the Ministry of Industries to have
intimate relationship with the private sector, and to ask the private sector to cooperate
in collecting business information, implementing policies as well as monitoring the
government programs.
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Furthermore, industrial promotion is deeply related to other policy issues, including
trade policy, HRD policy, environmental policy, urban development policy aswell as
infrastructure policy. So, itisalso needed for Ministry of Industriesto closely coordinate
their programs with programs of the other government institutions in charge of those
issues. Therefore, we would suggest how to ensure effective implementation of
industrial policy from the following two viewpoints;

» Promotion of public-private partnership
» Promotion of intra government coordination.
Promotion of Public-Private partner ship

It seems that the public-private partnership in Pakistan has already been the basis of
economic management. Theinitiative of the current government is positively perceived,
even though this partnership has not been fully matured yet. The private sector tends
to depend on the government support, while the government hardly understands the
realities of private business. The government usually considersthat “the private sector
just presentsitswish list”, while the private people often criticize that “the government
only presents proposal or vision (without any road map of implementation).” The
private entrepreneurs should make much effort to be self-reliant and become capable
of competing in the market on their own without asking for the government support.

The government officers, on the other hand, should make considerable effort to
understand the realities of business. Occasional meetings with CEOs of major
entrepreneurs do not provide precise and comprehensive information about the domestic
manufacturing businessin thefield. After the both private entrepreneurs and government
officers make these efforts, they are able to discuss the way to promote industrial
development in the country. Following these matured and intimate rel ationship between
the private and the public, it is possible to formulate and implement industrial policies
that should truly contribute to the growth of local manufacturing industry.

In the East Asian countries, highly intimate and frequent cooperation between the
private and the public has been ingtitutionalized which resulted in substantial industrial
development in the last few decades. In fact, public-private partnership is rather broad
concept, having a variety of forms. For instance, we find a simple and one-way
partnership form, in which representatives of the private sector, usually CEOs of large
firms, made comments on the policy documents drafted by the government officials.
On the other hand, we can a so find more deeply rooted and complex forms of private
pubic partnership, in which the private sector participates in the formulation of the
industrial policy from the drafting stage, or the whole exercise is even initiated by the
private sector. The public-private partnership, which has been observed in the East
Asian countries, is the latter form. The involvement of private sector has been very
significant, in each stage of drafting, implementing and monitoring the industrial
development policy.
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Figure 3: How the Private and the Public Collaborate to Formulate and
Implement Industrial Policy

In East Asian countries, the private business organizations, such asindustrial associations
or chambers/of commerce, have significantly developed their institutional capability.
They have developed highly sophisticated system to deliver information to the member
companies aswell asto collect and anadyze domestic and overseas businessinformation.
They can provide the most updated business information to the counterpart division
inthe Ministry concerned, and the private and the public closely collaborateto formulate
theindustrial development policy. Asthe private sector has been involved in formulating
the industrial policy from the beginning, the private has a strong ownership to the
policy. Due to this strong ownership, the private also has a keen interest in the
implementation of the policy, and closely watches the performance of implementing
agencies. When the private watchdogs find any problems, they have no hesitation to
report the problems to the government. The government authorities are willing to
receive to any suggestions or complaints from the private businessmen, and immediately
cope with these problems to improve business environment (see Figure 3). It is
necessary for the government to keep listening what the private sector says. If only
the government officersinitiates the drafting of industrial policy and private involvement
remains very limited, such policy cannot be effectively implemented, because the
private sector does not show much interest in the policy.

As previously mentioned, the relationship between the private and the public sectors
israther weak in Pakistan. The private businessmen generally have a sense of mistrust,
and this sense could be deeply rooted. This sense of mistrust might have been generated
when the government confiscated private business in the 1970s, and this suspiciousness
has not been completely wiped out. The subsequent lacks of consistency in the
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economic policies and the frequent changes in the policies have failed to build trust
to the policy among the private businessmen. At the same time, the government does
not have afull confidence in working with private business associations. It sometimes
happened that the representatives of major business associations were not invited to
the meeting that discuss the critical economic policy that severely affected the sector
concerted They could be rather isolated cases of the mutual mistrust between the
private and the public. However, such adeep-rooted private mistrust to the government
should not generate any benefit to achieve the target of rapid industrialization.

In order to improve the relationship between the private and the public, the attitude
of the government officials toward the private sector should be reconsidered. In
addition to this, the private sector, the private business organizations in particular,
should make utmost effort to develop their capability. There are avariety of business
associations or chambers of commercein the country, but most of them are not equipped
with highly sophisticated system to collect and analyze businessinformation, to propose
practical policy suggestions to the government and to deliver business and policy
information to the member firms. These associations just have engaged in some sorts
of shortsighted lobbying or rent-seeking activities. Few of them have developed a
long-term strategy to nurture their industry as a whole in the trend of globalization.
It is extremely important to enhance the capability of business associations, so that
the government can recognize them as fully reliable partners.

Particularly, a large business association like FPCCI needs to have a professional
secretariat hiring numerous professionals who will carry out research by means of
specialized expertise. As FMM (Federation of Malaysian Manufacturers) is aware,
any respectable business association should not be dominated by a small number of
its Board membersif it intends to fairly represent interest of its constituent industry.
Unless the business association acts in proper reflection of the industry’s interest, it
can neither satisfy its members nor be trusted by the government asitsreliable partner.
In Pakistan, too, business associations that are equipped with a professional secretariat
should befostered. A meeting between such trustworthy associations, the government
agencies and other stakeholders would lead to formation of concrete government
proposals and visions, discouraging private associations to stick to their egoistic wish
list. Earnest public-private discussions are now essential in order to design strategies
and policiesthat would prevent Pakistan from becoming isolated in global competition,
which is restructuring manufacturing sectors of the world.

Promotion of Intra Government Coordination

A variety of government ingtitutions are directly or indirectly related to theimplementation
of any industrial promotion programs. Without an effective mechanism of coordination
among these ingtitutions, it is difficult to implement industrial promotion programs,
which should cover a variety of issues. Pakistan does not seem to have such an
effective mechanism. No policy is meaningful, unlessit is effectively implemented.
The government should make much effort to develop mechanismsto coordinate public
programs to support local industry, and to strengthen its capacity to implement and
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monitor such programs. It is said that the President and the Prime Minister invite the
head of relevant ministries and agencies for every two months and discuss critical
economic issues and policies in order to coordinate their strategies and activities.
Moreover, Planning Commission should also be responsible for promoting coordination
among ministriesin charge of economic development. However, a number of private
entrepreneurs as well as representatives of foreign donor agencies pointed out that the
activities of various ministries are not still well coordinated.

Success in industrial promotion hinges on a variety of policies and permit granting
administration consisting of encouragement of, among others, incoming foreign direct
investment, SME promotion, urban development, road building, environmental
protection, industrial standardization and protection of intellectual properties. Pakistan
lacks a strong policy-making body that integrates formulation of such a variety of
policies. With strong leadership of the President and Prime Minister, inter-ministerial
rivalry should be eliminated and policy-making should be concerted for the purpose
of industrial promotion.

In this connection, we should look at the strong leadership of the Maaysian Minister
of International Trade & Industry that has effectively facilitated intra-government
coordination in the fields of trade, investment promotion and industrial promotion,
contributing to efficient management of the Malaysia Industrial Development Agency
(MIDA) and other policy execution. Taking into account such success storiesin East
Ada, Pakistan is advised to form an effective framework of intra-government coordination.

In order to formulate appropriate industrial policies, to execute them efficiently and
to monitor them closely, both public-private partnership and intra government
coordination should be promoted. Effectiveness of industrial policy is ensured by
both business associations armed with capable professional s and the government using
decisive leadership (See Figure 4). Thisis alesson learned through experiencesin
such East Asian countries as Thailand, Malaysia and Japan, which succeeded in
industrialization. Pakistan is not necessarily advised to copy entire track records of
these countries because its social and historical background differs from other countries.
Pakistan, however, is at least recommended to take into consideration experiences
of these already industrialized countries in order to build her own systems that would
match her situations.

President/PM
Business Associations Government
Strong
political
Board Members = Private-Public Minister of Industry support
| Partnership

Professional Secretariat [~

ﬁlnformationﬂ

Members

Drafting policies ’ Implementing agencies

Feedback €— Monitoring /’ K

Other Other
ministries ministries

Source: JICA study team
Figure 4: Institutional Framework for Effective Implementation of Industrial Policy
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[11-2 Policy Options

These two industrial development strategies should be applied to a wide segment of
manufacturing industry in order to strengthen international competitiveness and to
achieve high industrial growth. It ispracticaly feasible to reslize these strategies using
specific groups of the industry as role modelsin order to demonstrate the effectiveness
of the strategies. Therefore, the study team presents the following three policy options
as the role models, which are “promotion of automobile industry”, “export-oriented
SME dluster production”, and “ strengthening of industrial design and marketing capability”.

(1) Promotion of Automobile Industry

The automobile industry® is qualified as aleading sector endowed with a potentiality
to activate the country’ swhole private sector and to strengthen industrial competitiveness.
Theindustry is expected to develop into a major engine of the economic growth, due
to the following reasons.

» Automobile manufacturing requires a number of parts and components, which
suggest that automobile industry needs awide variety of supporting industries and
that it has large spillover effects to the other segments of the industry.

» Automobile should be a dynamic industry, with the largest and increasing share
in the export market in the world.

» Automobileindustry isatypical example of integral manufacturing, which generates
high value added.

e Automobile industry has recently expanded considerably due to the increasing
purchasing power of domestic consumers.

» Automobile industry has attracted several foreign investors for over two decades,
resulted in rich accumulation of technological know-how.

» Automobileindustry isthe representative of domestic engineering industries.

» The Government of Pakistan, Ministry of Industries in particular, places emphasis
on the promotion of automobile industry.

It would therefore be wise to designate the automobile industry as a “model sector”,
which would be designed to demonstrate rationale of Pakistan’sindustrial strategies.

Ministry of Industries as well as EDB plans to expand motorbike's outputs up to a
million units and cars outputs up to half amillion units by 2010. They are of the view

5 The automobile industry is composed of manufacturing of cars, motorbikes, trucks,
tractors, and their parts.
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that production of these magnitudes would be enough to induce foreign vendors
including Japanese vendors to invest more in Pakistan to accelerate devel opment of
auto-linked supporting industries. However, it is too optimistic to assume that the
automobile production will increase without concrete policy support. Furthermore,
evenif the targeted production should be achieved, foreign vendors would not necessarily
make desired investment. What should be done to enable the automobile industry to
grow rapidly in the face of tough international competition? For the purpose of
promoting “high value-added manufacturing industries” and formulating “effective
industrial policy”, the following four concrete policy proposals are made:

To Create an Automobile Division under the Ministry of Industries

Pakistan suffers shortage of professional bureaucrats who have hand-on knowledge
in automobile manufacturing and the world trend of the industry. Asthe Ministry of
Industriesis organized in accordance with across-the-board functions, no organization
specializes in any individual industry. The government consequently is advised to
create an Automobile Division under the Ministry of Industries, which is expected to
know major tasks faced by the industry, share such knowledge with theindustry circle,
and draw up aroad map for the industry’s promotion based on a long run prospect.
Palicies proposed in the map should be put into practice steadily in collaboration with
other agencies concerned. Thisis the way to ensure consistent policy formulation.

To Strengthen Business Associations

In the automobile industry, two associations have been founded: PAMA organized by
assemblers and PAAPAM by vendors. PAMA has its head office in Karachi, while
PAAPAM has offices in Karachi and Lahore. Their duties are to collect industry
information, to make a strategic plan, to supply information to the government, and
to compile statistics. Among these duties, statistics compilation is of the most urgent
needs, because offices do not even know exactly how many units of cars are being
sold in the country. The associations are now expected to strengthen manpower of its
secretariat and to act as the reliable partner of the government, supplying useful
information and helping the government execute its policy.

In liaison with the established Automobile Division, the associations strengthened by
such support would realize closer government-industry collaboration in a way that
would facilitate drawing-up of the auto industry’s promotion policy and its effective
execution. Figure 5 depicts the roles of the government and the two associations as
well as the relationship between them.
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Figure 5: Expected Roles of Division of Automobile and PAMA/PAAPAM

To Upgrade Technical Expertise of Vendors

Protected by the Deletion Program in the last three decades, vendors are not eager
enough to improve their product quality and delivery accuracy and to cut costs, while
they often merely plead assemblers and the government to protect and support them.
A few of them, however, have achieved the world class manufacturing standards thanks
to atechnical tie-up with foreign vendors. Decisive difference is observed respecting
mind-set of management and factory technicians as well as skills in their process
control between makers with technical support of foreign makers and those without
such support. For the purpose of upgrading of technical levels of parts makers, hand-
on support by foreign makers would be most effective. Some types of institutional
framework should be developed in order to promote such hand-on support to domestic
vendors.

To Improve Industrial Infrastructure

Industrial infrastructure of the country isfar less developed than that of the East Asian
competitors. Poor infrastructureisthe severe bottleneck for the promotion of automobile
industry. The supply of electricity in Karachi is particularly unstable. Even inside
theindustrial estate the manufacturers suffer from the frequent blackout. 1t isextremely
necessary to improve the condition of the power supply at the industrial estate
immediately. Moreover, in order to attract foreign investorsin the automaobile industry,
the devel opment of fully serviced industrial estates should be taken into consideration.

(2) Export-oriented SME Cluster Promotion
As indicated in the previous chapter, SMEs account for 99% of total enterprisesin

Pakistan. Therefore, vitalizing SMESs has prime importance for theindustrial devel opment
of Pakistan. Considering the fact that most major companies are located in big cities
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such as Karachi and Lahore, it becomes an even more important task to strengthen
SMEs as a means to develop regional economies while sustaining the values and
culturesin those areas. Compared with SMEsin advanced countries, however, Pakistani
SMEs have much lower levels of capacity in terms of technology, finance, and
operational and production management, which makes it difficult to raise the overall
level of SME capacity. With this background, the study proposes to focus on ‘ Export-
oriented SME clusters'.

There are export-oriented SME clusters in Pakistan such as those in Sialkot and
Wazirabad. The government has provided assistance to SMEs and clusters in those
areas through various programs. The study does not see any need to propose additional
programs. If, however, we evaluate the present programs in terms of promoting export-
oriented SME clusters, there are several weaknesses in the programs’ direction, as
well as impediments in implementation mechanisms. Taking these weaknesses and
impediments into account, the study would like to propose the following policy options
and future vision for promoting export-oriented SME clusters.

Fostering a Favorable Environment for SME Growth

SMEs face various bottlenecks hindering growth in terms of finance, human resources,
government regulations, market distortions and infrastructure. Especially the lack of
contract enforcement has resulted in compelling SMEs to resort to excessive self-
production or long-term transactions with only limited trusted customers, which
weakens linkages within the cluster and thus significantly erodes its competitiveness.
In addition to institutional deficiencies, bottlenecks caused from bureaucratic burdens,
such as corruption, frequent and often multiple inspections, and delayed procedures,
heavily undermine SMEs' potential for growth. It should also be noted that these
burdens are heaviest for middle-sized enterprises, which may cause SME to choose
to stay small. No SME assistance programs can be fully effective unless these
bottlenecks are removed. Since there have already been comprehensive policy
recommendations made through other studies, these recommendations should be
implemented in atimely manner.

Various institutions exist, both public and private, for offering SME assistance, such
as SMEDA, EPB, SME Bank and Provincial Small Industries Corporation. However,
utilization of their services has not been satisfactory. One of the reasons for low
utilization is that these institutions have limited branch networks, and SMEs have
difficulties accessing their services. In addition, the fact that these institutions have
specific functions but do not have any linkages with each other discourages SMEs
from approaching these institutions. It would be desirable in the long run if these
services could be integrated into ‘one window’ for SME users. In the short term, the
study proposes that the two steps be taken to improve accessibility for SMES, which
are “Networking of Relevant Institutions’, and “One-window for Integrated SME
Services'.
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Strengthening Business Associations

Business associations can play a pivotal role in strengthening the competitiveness of
both SMEs and clusters, since they are in the best position to identify the exact needs
and real views of SMEsin the cluster. The functions of business associations at present
are, however, more inclined toward lobbying, especially regarding tax or subsidy
issues aiming at favorable treatment. Associations have to develop the capacity to
make more concrete and constructive proposals to the Government for their future
development based on their study of their own industries and member companies. In
addition they haveto have the capacity to lead activities for enhancing the competitiveness
of their industries by communicating with such organizations as research institutes or
other relevant organizations, both domestic and foreign, in order to collect the latest
information on markets and technology, and disseminating it thorough seminars or
newsletters to their members.

Enhancing the Competitiveness of Clusters

The government’s assistance to clusters lacks focus. In order to strengthen the
competitiveness of SMEs, assisting export-oriented clusters whose SMEs have a
certain level of competitiveness is effective. For clusters not reaching this level,
capacity development of respective SMESis more important. From this point of view,
the study recommends some redirection of assistance policy, focusing specifically on
export-oriented SMESs for cluster assistance, while remaining resources should be
diverted to capacity development and support for individual SMEs. The principle of
competition should be inherent in the selection of SMEs for assistance, with clear and
transparent selection criteria established and followed.

Establishing Comprehensive Frameworks for Regional Economic Promotion
Through Clusters

Local governments have the advantage of close proximity to the companies operating
in the area and thus are in a good position to find out the real needs of SMEs. In
addition, since they are responsible for the betterment of the living environment for
workers, the improvement of education and health services for their families and the
improvement of infrastructure, they can incorporate these functions into an industrial
promotion strategy in order to achieve comprehensive regional development. With the
view of developing regional economic centers which sustain their own value and
cultures, social-sector devel opment should be incorporated with economic development.

The role played by District governments in industrial development is minimal at
present. They do not have enough capacity to carry out al the necessary functions for
industrial development either. In the long run, however, it is desirable for District
governments to take a leading role in industrial development. For this purpose, the
District governments should develop capacities and strengthen linkages with relevant
organizations such as Provincial governments, SMEDA and EPB through existing
frameworks to prepare themselves fully for their future role in industrial devel opment.
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(3) Strengthening Industrial Design and M ar keting Capabilities

As discussed, it would be the right strategy that industries in Pakistan will focus on
producing value added and high quality products to have comparative advantage
against productsin other countries and to differentiate their product from others, rather
than producing low value goods and products. In this context, this section will discuss
value addition and differentiation by strengthening ‘ Design and Marketing’ capabilities
of industries. In order to improve the capabilities, public-private partnership approach
(PPP) isworth considering adopting.

Strengthening Industrial Designing Capabilities

The industries, which are facing with severe competition in the world markets such
as textile, bedware and apparel, fully recognize the limited potential of developing
their products as far as they produce foreign branded products. Therefore, with the
strong initiative of business associations, various vocationa institutes were established.
These institutes formulated the curriculum in response to private industrial sectors
demand and hence, designing become one of the major courses in these PPP based
institutes. Thus, Pakistan immediately needs to set out policy of industrial design
promotion. The policy must reflect high demand for domestic industrial design
development and a situation where Pakistani industries are exposed to sever world
competition. The policy must show away to competerivals. China, South East Asia
and India now have associations for advancing industrial design, and organize much
different type of projects annually. Pakistan can afford no further delay. The first
industry group to examine and improve their design can be textile industry, especially
cloths design, curtain and bed sheets. Probably design of furniture, leather products,
residential interiors and computer graphics can be another group of good candidates.
Design for domestic products or export products is another important issue where
strategies and approaches of design development can be completely different.

Strengthening M arketing Capabilities

The more an industry faces sever competition in global markets, the more it needs to
increase the values of the products through improving designs and to improve marketing
capabilities of the products. Some industries have already launched on strengthening
marketing capabilities. For example, in the case of textile industry, APTMA, which
traditionally supported human resource development in the fields of production
technology such as processing, engineering and mechanical, established Textile Ingtitute
of Pakistan (T1P) in 1999 in order to provide training courses on product devel opment,
marketing and designing. TIP has gradually increased the courses and now two courses
named “Textile Management and Marketing” and “Apparel Manufacturing and
Merchandizing” are organized.

Enhancement of marketing skill is also very important for the export oriented SME
clusters. These SMEs are hardly responsible for the development of new products or
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new markets, and their foreign buyers usually take these responsibilities. Therefore,
once these SM Es terminate business linkages with the foreign buyers, they might loose
any customers in the overseas market. Some types of subsidy scheme should be
introduced to strengthen marketing skills or to promote R& D of these export oriented
SMEs.

Strengthening Public-Private Partner ship (PPP)

Whileindustrialists' strong demand for designing and marketing specialists exists, it
is costly to train such people in a way that vocational institutions provide students
with appropriate teachers/experts who fully understand current market situation, and
well maintained, not outdated facilities that are presently utilized by private firms.
Under such asituation, it is rather difficult for public vocational schools, which receive
nominal tuitions fees and limited budgets, to cope with such strong industrialists
demand. Therefore, it ishighly recommended to consider the possibility of adopting
the PPP approach to strengthen any private initiatives that try to train necessary people
by themselves.

At first step of industrial design promotion, careful study is required to identify what
kind of design is premature in which industry. After identification, the study must
explore what kind of approaches should be taken. It is strongly stressed there is no
easy package type of assistance for supporting industrial design. Government officials
must sincerely learn facts from people working at a particular industry. This will be
second step. The experiences in Japan, U.S. and Europe clearly show that top-down
strategy by government for developing industrial design will be failure. People at the
industry know requirement and shortage of design much more and better than
government officials. When the Pakistani government plans to establish an industrial
design association, some of executive members must be coming from industry sector
to directly reflect their needs. In this context, the government officials pay alot of
attention to the fact that no particular company or group can only get benefit for their
decision. Here, the government officials are not decision makers, but must be good
facilitators to stop any company searching for its own profit. In this way, public-
private partnership can benefit the private sector.

No, those who turn good into great are motivated by a deep creative urge and an
inner compulsion for sheer unadulterated excellence for its own sake. Those who
build and perpetuate mediocrity, in contrast, are motivated more by the fear of
being left behind. Jim Collins
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The Analysis of Non-Financial Qualitative
Factors for Corporate Value Creation

Syed Umar Farooq
Allama Igbal Open University, Islamabad, Pakistan

ABSTRACT

I nterviews conducted with the major KSE (Karachi Stock Exchange) Fund Managers
revealed that they all faced problem of ignorance and uncertainty in stock selection
and in asset allocation decision. The problems were due, in part, to the limitations of
finance theory and the limitations of corporate disclosures and other public domain
information sources. These problems increased fund manager’ s incentivesto directly
contact senior management teams to discuss these sources of value and to observe
management qualities and understanding of these issues. Fund managers sought to
identify links between these qualitative factorsin a corporate val ue creation process.
This paper explores how this information was used by fund managers to acquire a
knowledge advantage. This activity of fund managers has important implications for
regulatory policy issues on insider information, on corporate disclosure, on the
corporate governance role of financial institutions, and for the governance of the
institutions.

INTRODUCTION

n section 1, we explore how major KSE fund managers faced problems in stock

selection and in asset al ocation decision. Than we will see how fund manager directly
contacted senior management teams to discuss concrete and intangible sources of value.
We explore how the fund managers identified the many qualitative components of the
corporate value creation process.

Research M ethod

Interviews were conducted with 20 Fund Managers during the period of January 2005
and April 2006. Each fund manager case participant had the interview questions for at
least a month before the interview.

The interview case data revealed many different themes concerning financial institution
information collection from their investor companies and significance for fund management.
These themes have been identified through a Glaser and Strauss (1967) ‘ grounded
theory’, approach to the case data. Theinterview case dataformed the basisfor identifying
common patterns and themes across the cases. Generalizations have been restricted to
the cases studied.
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Public information sourcesfor fund managers: Company and sector level

In this section, we explore how the case fund managers faced problems of ignorance
and uncertainty in stock selection and in asset allocation decisions. These problems
were due, in part, to the limitations of corporate disclosures and of other public domain
information sources. Associated problems also arose for the case fund managers
because of major difficultiesin implementing modern portfolio and aspects of finance
theory in fund management decision. These problems with public information sources
and with the conceptual framework for fund management were a major stimulus for
creating structured fund management decision processes to cope with uncertainty and
ignorance and a strong incentive to acquire private information directly from companies.

Public sources of information included company announcements and financial results
aswell as government announcements. Major sources of fund managers information
were the brokers through which the fund managers bought and sold shares. The main
broker houses were Taurus Securities, KASB Securities, Invest Cap, Saleem Chamdia
Securities and First National Equities. Fund managers faced a major problem in that
all of the major information and data suppliers provided historic, mainly public domain
information. They also provided software to analyze this data and establish summary
statistics. The fundamental problem with these public sources was that the information
was perceived as already being in the price, with the price change not necessarily
indicating the nature of the event or information.

The case fund managers argued that they needed a special information edge for fund
management roles and this was unlikely to be found with financial reports, public
announcements, public domain analyst reports on companies and other public sources.
Asaresult, the limitations of public sources provided the fund managers with strong
incentives to develop private corporate sources of information. However, despite the
limitations of public sources of information, they play acentral rolein fund management
because they form the primary sources of financial and quantitative information about
corporate performance and focus on well established financial output measures.
Stopford (1997) argues that the fusion of the information age with traditional industries
has been a primary driver of innovation. This has increased the ability of companies
to change the rules of competition and the chances of corporate failure. Asintangibles
such as knowledge and innovation have become an increasingly important part of
corporate value then this has exacerbated to the problem of how to disclose the value
of these assets on the balance sheet and how to explain the manner in which profits
arise from such intangibles. These problems of financial reporting of intangibles have
increased the information asymmetry between users and suppliers of equity risk capital.

PROBLEM OF IMPLEMENTING FINANCE THEORY

The case fund managers faced major problems in implementing finance theory,
especially with the CAPM when estimating stock returns and when using optimization
routines to find the efficient frontier and the optimum risk, return portfolio. The
problems arose, in part, because of the limitations of public domain data and because
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of the uncertainty implicit in forecasting stock risk and return characteristics. These
problems & so arose because of the main controversies and fundamental problemsfacing
finance theorists. Markowitz (1952) laid the foundations of modern portfolio theory. He
stated that investors seek arisk/return trade off by seeking to maximize returns for a
given level of risk or to minimizerisk for agiven level of return. Thisinformation could
be used to generate a large number of feasible portfolios which were dominated by a
smaller number of efficient risk/return portfolios lying on the efficient frontier.

Risk averse rational portfolio managers could choose one of the portfolios to reflect
their or their clients' risk/return preferences (utility). Given the input data, the portfolio
selection problem could be solved to find the optimal solution using a quadratic
programming approach. This approach was further simplified by the devel opment of
the CAMP by Sharpe and Lintner in the 1960's. They identified asingle factor, linear
model, with which a company’s Beta measured the stock’s return volatility relative
to that of the overall market. Markowitz further argued that finance theory tells us
what is to be estimated in the form of future risk and return and how estimates for
specific shares are to be combined to form estimates for the portfolios as a whole.
However, theory does not tell us how to make the estimates of return, variance and
covariance. Markowitz pointed out the controversy regarding which measure of risk
to employ. In particular there has been a major academic dispute in the empirical
validity of the CAPM and of betas in determining security returns and prices.

Given these theoretical difficulties, none of the case fund managers felt they could
construct a portfolio with the ideal risk/return tradeoff and diversification risk benefits
envisaged by theory. Finding a stable efficient frontier was problematic in this context.
Despite these problems with modern portfolio theory, the existing theory provided the
sole conceptual guide for fund managers in their difficult asset allocation and stock
selection decisions.

VARIETY IN THE FUND MANAGER’S SAMPLE

One conclusion we can derive from thisisthat whilst theorists and empiricists continue
to improve theoretical framework, the best practitioners can do is to recognize these
theory limitations and to draw on the best insights of theory to guide their decisions.
The case fund managers divided in terms of quantitative (strong use of quantitative
(QM) aspects of theory) versus qualitative preferences. Mgor factors here were fund
managers judgments as to the credibility of the numbers used in the QM approach,
the weight of evidence for and against theoretical approaches, as well as personal
decision style preferences.

For the quantitative case fund managers (16 FM’s), public domain information on
share prices provided the means to calculate historic average returns, variance,
covariance and market weightings. Public domain sources such as financial reports,
corporate disclosure and future looking data such as analysts' earning forecasts were
important means to adapt these historic figures to estimate future returns, variances,
covariance and weightings.
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In qualitative fund management (24 FM’s) the view was taken that modern finance
theory was too difficult to implement given information problems and time constraints.
Portfolio theory and diversification benefits were accepted but constrained asset
allocation optimization techniques were not. Public domain information on sectors
and major companies were combined with macro economic forecasts to arrive at asset
allocation decision within amore judgmental and intuitive collective decision process.
These fund managers also recognized that their judgmental skills were unlikely to
produce above average performance on the basis of public domain information alone.

INTELLECTUAL CAPITAL AND THE UNIQUE PRIVATE AGENDA

The unique private information agenda consisted of, in part, avery different information
agenda as compared to that employed for the public channels. A key part of private
agenda was a dialogue about public information sources, especially quantitative
financial information sources such as the financial report. In contrast, the unique
private agenda included information on qualitative, non financial company variables
such as quality of management, strategy and its coherence, investment and financing
plans, recent changes in these and in corporate succession and management style.
Information on competitors and the structure of competition was very important. Other
information sources here included a supportive company climate for innovation and
long term investment in productive and human assets, R& D; Expenditure, flexibility
of company to technological change and the role of internal financial resources.

They also used ideas of human capital such as management’s track record in dealing
with risk over time as an important source of information on risk management
capabilities. Both forms of structural and human capital revealed much about corporate
attitude to risk, as well as corporate responsiveness to financia and businessrisk and
hence corporate vulnerability. The case fund managers ensured against high risk
management teams by preferring to invest in companies that adapted to good financial
risk management practices. They preferred good financial risk practice companies
because they perceived that the information asymmetry they faced in company financial
risk and risk management was extensive.

The regular interaction of the case fund managers with various portfolio companies
shows that the fund managers were in a unique position to learn how elements of
structura capital, such as strategy and board structure, the character of innovation and
various management practices, all interacted with elements of human capital such as
management quality, to contribute to good financial performance in different ways
across diverse companies and industries. They could also observe the collective effect
of these variables on financia performance and share prices. This provided the means
for fund managers to develop a knowledge advantage concerning these qualitative
factors and variables in the corporate val ue creation process.

Once the case fund managers acquired knowledge advantage concerning the corporate
value creation process, they were in a position to analyze macro and competitive
changes in the company’s environment and to assess their effect on the company and
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the likely corporate response. Thisin turn provided the means to estimate corporate
returns, their risk vulnerability and corporate value. In order to determine if the fund
managers have an information advantage, the case fund managers argued that, if they
had secured unique information, their company valuation was likely to be superior to
that prevailing in the market place. This belief was not necessarily based on some idea
of market inefficiency.

Fund managers did not believe that the market was full form or strong form efficient.
Rather, they argued that the information gap between semi strong and strong form was
significant and that this gap provided a major incentive for a huge and active market
for information. They therefore tried to gain two advantages. The first was to gain
access to private company information. The second was to develop unique skillsin
processing both private and public sources of information. Keane (Stock Market
Efficiency, 1983) refersto these as information and processing advantages.

Relationship sources of information were likely to be somewhat different in publicly
available sources of data. They provided information that was more timely and close
to the return and risk generating process than the current public domain data. They
also provided novel insightsinto many intangibles concerning corporate risk, including
management attitude to risk, and management capability to risk management.
Additionally, they provided new information on risk that was not generally available.
The private information appeared to be different in character to publicly available
information in that it emphasized qualitative, difficult to observer aspects of the risk
and return generating process and the risk management process. This included
information on intellectual capital factors such as the qualities of the management
team, their understanding of strategy, their impact on the risk and returns generating
process, their attitudes to risk and track record in handling risk.

USE OF PRIVATE INFORMATION IN TOP-DOWN AND BOTTOM-UP RISK
CONTROL

The private insight into the risk, risk management and risk attitudes was used to
manage risk in a bottom up manner as well as top down manner expounded by
conventional portfolio theory. More specifically, fund managers used direct contact
with relationship companies to identify high risk, low return companies and to drop
them out of their portfolios. In the majority of fund managers cases, mean-variance
and optimization approaches were either not employed or were only used as a
supplementary source of information at the top down level. The magjority of these
qualitative fund managers argued that at various times, they found themselves either
too information constrained, or too ignorant, to find robust and stable optimal portfolio
solutions for the future concerns. A small number of them also argued that experience
and intuition alone were much better guides than these quantitative models.
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CONCLUSIONS

This paper has explored how fund managers deal with magjor problems of ignorance and
uncertainty in stock selection and in asset allocation decisions. These problems arose
dueto the limitations of public domain information sources, but they were exacerbated
by an increasing intellectual capital and intangible components to share prices. As a
result, the case fund managers used private meeting with company management to
understand how value arose through intangibles as well as through tangible assets. The
case data reveal ed the nature of this private information agenda concerning intellectual

capital or intangibles and the dynamic connections between these variablesin the value
creation process. This private information was combined with public sourcesto create
a knowledge advantage within case fund management teams. It was found that the
learning and knowledge advantages played a central role in framing fund managers

perceptions of corporate gains, losses and risks. The knowledge advantage and prior
framing were used by fund managersto estimate future corporate performance variables
to evaluate the company. The case data thus provided some insight into how the book
value and market value gap arose and the special role of information on intangibles and
intellectual capital in valuing the company. Private information, the knowledge advantage
and prior framing were also key inputs to bottom up and top down portfolio risk control

and asset alocation by fund managers. The private information sources were used to
remove the poor performance from the portfolio. In addition, they were used to understand
which companies and sectors were likely to be winners and losers under forecast macro
conditions. Both bottom up and top down risk controls were expected to boost fund
performance. Thisfund management behavior hasimportant implications for regulatory
policy issues on insider information, the corporate disclosure, the corporate governance
role of financia ingtitutions and for the governance of financial ingtitutions. In the case
of insider information, the fund managers were clearly acquiring an inside knowledge
advantage through their regular direct contact with companies.

Finally, we need to ask the following questions. Should the market information benefits
arising from fund manager being informed in this private way about intangibles, be
restricted in the interest of fairness to small investors in financial markets? Secondly,
can the private disclosure process offer ideas on how to improve the public disclosure
process? Thirdly, should theinformed fund managers be asked to pursue wider governance
aims in the interests of many savers, stakeholders and the public at large? Finaly, in
connection with the larger issue of governance, we must talk: who governsthe directors?
These questions are likely to become more urgent in the knowledge decades ahead as
the information asymmetry based on intangibles becomes acute and an increasingly
concentrated and global fund management industry continues to exploit knowledge and
power in the interest of favored groups of savers and shareholders.
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Everyone would like to be the best, but most organizations lack the discipline to
figure out with egoless clarity what they can be the best at and the will to do
whatever it takes to turn that potential into reality. They lack the discipline to rinse

cottage cheese. Jim Coallins

167



168

Business Review - Volume 2 Number 1 January - June 2007

DISCUSSION

Corruption Improves Efficiency:
An Erroneous Belief
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orruption plays a destructive role in the progress and devel opment of any society*.

Countries around the globe are facing the problem of corruption, albeit in different
degrees. The topic of corruption received immense attention during the late 1990s
when a stream of systematic empirical studies emerged to examine its causes and
effects. Moreover, the debate on the beneficial and detrimental effects of corruption
gets central position in the empirical literature?.

One body of theoretical literature on the effects of corruption demonstrates that
corruption improves efficiency and leads to economic growth by avoiding cumbersome
and lengthy government procedures. Nathaniel H Leff (1964) in his article titled
“Economic Development Through Bureaucratic Corruption” published in American
Behavioral Scientit, first gavethisidea. He contends that if government errsin policy
formulation corruption might improve welfare by reducing some of these mistakes.
Others, confirming Leff’s contention, argue that society with rigid, over-centralized
and dishonest bureaucracy is better than the society with rigid, over-centralized and
honest bureaucracy®. Corruption money is also considered as speed money for avoiding
delays. To acquire public utilitiesin many less devel oped economies, one has to stand
inlong queues. In this situation, bribe can be used to avoid such delays®.

The argument that corruption can contribute to economic growth when government
regulations are too rigid is questionable, however. With more discretionary powers,
public officials often raise firm's costs by introducing unnecessary requirements in
order to extort bribe. Thus bribery instead of avoiding cumbersome regulations
increases administrative delays to lure more bribes. Paolo Mauro (1995), a Harvard
graduate, using subjective indices of corruption assembled by Business International
provides empirical evidence that corruption lowers investment and economic growth.
He finds that corruption lowers private investment and economic growth evenin the
sub-sample of countries where bureaucratic regulations are very cumbersome. His
analysis, however, does not embrace diverse effects of various forms of corruption on
economic growth. He makes an implicit assumption that the effects of al types of
corruption on growth are identical.

Criticizing Mauro's analysis, Andrew Wedeman (1997) of University of Nebraska-
Lincoln analyzes the effects of corruption on growth by grouping corruption into three
categories: looting, rent scraping, and dividend collecting. Looting creates capital

1 See Alam (1990) for details

2 See Lambsdorff (1999) for a complete review of empirical literature
8 See Huntington (1968) for details

4 See Kaufmann and Wei (1999) for details
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outflow because of insecurity, whereas rent scraping distorts the allocation of capital
towards rent seeking sector. Contrary to both looting and rent scraping, dividend
collecting gives incentives to corrupt officials to encourage domestic enterprise to
invest and prosper in order to share their profits. The study concludes that the effect
of corruption on growth will depend on the method the corrupt monies are extracted
and how they are disposed.

Economists perceive that corruption always creates winners and losers; it is indeed
possible that losers are not visible, albeit. The taxonomy of winners and losersin terms
of their visibility in any corrupt deal provides six possible cases. First, winners are not
visible but losers are. Any ill-intentioned government regulations that are intended to
contrive bribes impose higher cost to the consumers who are visible. Second, both
winners and losers are not visible. Thisis the case where corruption is collusive in
nature. The above two cases best explain what Wedeman (1997) calls “Looting”.

Third, winners and losers are both visible. For example corruption in the procurement
of various government contracts where the officials who receive bribes and the one
who is awarded the contract are winners and all the remaining bidders are losers.
Fourth, winners are visible but losers are not. For example corruption in educational
institutions where students are involved in cheating by paying bribes to the concerned
persons or where examiners are awarding inflated grades to the students who are either
their relatives, friends, or private students. In this case the students and the examiners
who are involved in corruption are winners. Unfortunately this has inflicted heavy
losses to those innocent students who because of this corruption are unable to either
get jobs or obtain admissions of their choice on merit. They are the losers but are not
visible. This type of corruption compels students to waste their energy to acquire
either private tuition or find someone who can help them steal the required grades.
In the jargon of economicswe call it rent seeking activity. The third and fourth cases
best explain what Wedeman (1997) calls “rent scraping”. One can easily furnish
numerous examples for the above four cases. However, it isnot possible, | surmise,
for any corrupt dealings that do not create winners.

The last case that is often neglected highlights a situation where corruption does not
leave any victimsor losers. Thislast caseis akin to the “dividend-collecting” concept
noted by Wedeman (1997). People who are involved in petty corruption in less
developed countries often support Leff’s argument making a case that their act does
not hurt anyone. In other words, it is possible for a person to pay bribes for his or her
own legal work that does not impose any cost to others. And therefore it is Pareto
efficient. This type of bribery is often used to illicitly counteract other forms of
corruption. For example, if one wants to get his’her passport that is legal but the
system is such that one has to grease the palms of the officials to avoid unnecessary
delays, many people often believe that there is no harm greasing their palms. This
example can also be applied to the efficiency wage model where wages determine the
efficiency of the workers. By analogy bribe can also be used as a backhander for the
public officials to work efficiently. For example when people are coerced to bribe the
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officialsin order to avoid delaysfor their legal work, it might increase overall efficiency
for the following three reasons. a) people get timely and efficient services without
delays; b) the officiad swill have the money (bribe); and ) it does not hurt others. The
above arguments make Leff’s contention logical.

There is awide consensus among economists about the detrimental effects of corruption
on economic growth particularly if it createslosers. However, the paucity of dataon the
amount of bribery primarily asked for legal work has constrained researchersto establish
an empirical relationship between bribery and government efficiency. Nevertheless,
corruption no matter whether it leaves victims or not is undesirable. Accepting bribes
whether for doing legal or illegal work is unethical, immoral and disgusting act; and
therefore should be abated. To abate corruption even if it leaves no victims, we have to
edify our coming generations about the evilness of corruption and at the same time empower
the victims of corruption by teaching them ethics. One important policy prescription that
can be derived from thisanadysisistha government should not impose excessive regulations
in the hope that some of these regulations can be avoided through bribery.
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Innovation Studies in Different Countries:
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ABSTRACT

This paper presents a selected literature review on innovation management practices
in different countries. A tabular analysis of previous case studies is presented. The
paper also presents the overview of innovation surveys which have been conducted
in selected countries using the Oslo manual guidelines developed by the OECD.
Different studies show the innovation management practices of firms operating in
various countries. However, little is known about the present state of innovation
management activities in Pakistan. This paper will set forth the future research agenda
for Pakistan with regard to managing innovation.

Keywor ds: Innovation Management, Organizational Behavior, Technology Management,
Organizational Culture

INTRODUCTION

A ccording to Porter (1990), innovation includes “both new technologies and new
ways of doing things” (Porter 1990 cited in Tidd et al, 2001, 38). Miller and
Morris defined innovation as “the process of transforming an invention into something
commercialy useful and valuable” (Miller and Morris 1999 cited in Kane and Ragsdell
2003, 1).

Various authors argued that the economic development of different nations was the
result of technological innovations (Chandler 1990; Diamond 1997; Landes 1998;
Tushman and Anderson 2004). Diamond (1997) and Landes (1998) stated that the
societal receptivity is critical for the success of innovation. Gault (2003) also mentioned
that theinnovation could be beneficial for the society at large by means of encouraging
economic development. Some countries offer more conducive environment in which
innovations could flourish (Afuah 2003; Chandler 1990; Diamond 1997; Landes 1998).
Slazar and Holbrook (2004) suggested that the research should also focus on the non-
innovative behavior and innovation failures in addition to innovation success stories.

INNOVATION SURVEYSIN DIFFERENT COUNTRIES
Thefollowing section presents the overview of innovation surveysin different countries.
Innovation Surveys based on OECD Oslo Manual

The Organization for Economic Cooperation and Development (OECD) has developed
guidelines called Oslo Manual in order to collect and interpret innovation data (OECD
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1997). The Oslo Manual provides guidelines to collect data concerning firm size,
expenditure on innovation, sources of innovative ideas, role of public policy, economic
and organizationa aspects of innovation. However, it does not fully address other societal
factors such asnationd culture, poverty, corruption, quality of life, trust, and organizationa
factors such asfirms' strategy and structure, rewarding innovation and risk taking.

The innovation surveys based on Oslo Manua have been conducted in various OECD
member countries including Germany, France, Australia, Italy and Canada. The first
innovation survey (known as European Community Innovation Survey) based on Odo
Manual was conducted in Europe in 1992 (Salazar and Holbrook 2004). Various
countriesin Latin Americathat have initiated innovation surveys based on Oslo Manual
include Chile, Colombia, Venezuela, Argentina and Brazil. The initial innovation
surveys conducted in Latin American countries found Latin firms less innovative
because these firms pursued few research and devel opment activities due to resource
scarcity (Salazar and Holbrook 2004).

The recent Community Innovation Survey was conducted in Europe in 2001 based
on Oslo Manual guidelines. The research ingtitutes in member countries collected the
data. The non-technical aspects of innovation are now being incorporated in the Oslo
Manud for future innovation surveys. These non-technical aspectsinclude organizational,
management and marketing aspects of innovation (European Communities 2004). The
following are some of the findings of this survey:

» 47 percent of European Union industrial enterprises carried out innovation activity
during 1998-2000.

» 59 percent of enterprises in manufacturing implemented both product and process
innovations.

» 21 percent of enterprises mentioned that innovation costs were too high.

» 15 percent mentioned perceived economic risk as innovation hampering factor and
15 percent mentioned lack of finances asimpeding factor.

» 13 percent mentioned lack of qualified staff hampered innovation.

Salazar and Holbrook (2004) criticized the Oslo Manual guidelines and said that the
innovation surveys are more focused on measuring innovation and do not fully address
the environmental and societal factors that may influence innovation. They further
said that innovation surveyslack information concerning innovation diffusion and fail
to explain the linkages among different entities in an innovation system. Salazar and
Holbrook (2004) emphasized the importance of studying non-innovative behavior and
innovation failures and said that innovation surveys are more concerned with innovation
success stories.

Innovation Systems Resear ch Network (I SRN) Canada

A network of researchers, known as Innovation Systems Research Network (ISRN)
in Canadais currently involved in an innovation survey that encompasses five regions
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in Canada. Thisinnovation survey was launched in 2001 covering five regional nodes
including Atlantic Canada, Quebec, Ontario, Western Canada, and National Capitol
Region. The focus of thisinnovation survey isto evauate the role and relationship of
clustersin the regional innovation systems. A total of 27 clusters are participating in
the study (Salazar and Holbrook 2004).

The representatives of government, private sector, and international community are
participating in this study funded by the Socia Science and Humanities Research Council
of Canada. The data collection methods include surveys and interview based case sudies.
Thedata collected from an earlier survey know as* Statistics Canada’ which was conducted
during 1999, is aso being used. The expected completion data of this survey was fourth
quarter of 2005. The participating clusters include biotech, wireless, wood products, food
and beverages, information technology, auto, steel, and aerospace (1SRN 2001).

Innovation Survey in Finland

Palmberg et a (2000) examined 1482 Finnish innovations that were commercialized
during 1980-1990 in order to highlight the significance of different factors such as
collaboration, public support, and firm size. The data was collected based on expert
opinion, publications and annual reports of the participating firms. A total of 18 trade
related Finnish journals were used to gather innovation data. According to the findings
of this survey, large firms were more inclined to establish relationship with universities
for collaborative research. Small firms were dependent on public funding for innovative
activities. Finnish firms were focusing more on collaboration and gave importance to
the customer’s relationship and focusing on specific market segment in order to have
better customer satisfaction. Finnish firms preferred to work with domestic partner as
compared to foreign partners. Finnish companies were also able to launch haf of the
studied innovations in the market place in less than two years from the time of basic
generation. About 30 percent of the innovations were not exported and about 40 percent
were not able to break-even (Palmberg et d 2000).

Innovation Survey in Australia

The innovation survey in Australia was conducted by Australian Bureau of Statistics
(ABS) based on Odo Manua guidelines developed by OECD. This survey was conducted
during 2001-2003 and the questionnaires were mailed to 8500 businesses. According
to the survey results, about 34 percent firms carried out technological innovations. Large
companies (100 or more employees) were more innovative as compared to small
companies (5-19 employees). The businesses in manufacturing industry spent the most
(27 percent) on innovative projects and about 62 percent businesses mentioned cost as
asignificant barrier to innovation (Australian Bureau of Statistics 2005).

National Innovation Initiative, United States

The Council on Competitiveness, a non-profit organization, launched a study named
"National Innovation Initiative" in 2003. This study was a team effort of Georgia
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Ingtitute of Technology and IBM. The objective of thisinitiative was to explore how
America could maintain its technological leadership in the world and what are the
areas that need improvement to face the challenge of the 21st century. A total of about
400 |leaders participated in this think tank (Council on Competitiveness 2005).

The Council on Competitiveness published its final report in December 2004. This
report particularly highlighted three areas that are critical to the American technological
leadership in the future and need improvement. These areas include:

1) Talent: Culture of collaboration, life long skill development and commercial
orientation of research

2) Investment: Resource availability. Incentives for innovation

3) Infrastructure: Strong linkage between Industry-Academia, effective intellectual
property protection

The report pinpointed that Americais facing stiff competition and the society as a
whole should respond to face this challenge in order to maintain the leadership position
in 21st century (Council on Competitiveness 2004).

CASE STUDIES OF INNOVATION MANAGEMENT PRACTICESAT THE
ORGANIZATION LEVEL

A selected literature review was conducted to identify previous case studies with the
focus on the innovation management practices in different countries. The results are
summarized in tablel.

Selected innovation practices at firm level

In the context of case “A”, (Atherton and Hannon 2000) says that in order to be
successful, firms must have innovation strategy and other capabilities like a pool or
library of ideas, technical expertise and business management know-how. The case
“B” reflected the importance of internal funds for financing innovative projects and
the importance of the role of top management (Lehtimaki 1991).

The case study “C” showed that the coworkers often originate innovative ideas in
small firms and the suppliers are main source of innovative ideas in large firms
(Bommer and Jalgjas 2004). The case study “D” concluded that the most significant
barriersto innovation are lack of finances, lack of trust and identification of suitable
partners (Freel 2000). These factors have critical implications for companies operating
in developing countries. The European case study “E” showed that the firm'’s ability
to innovate increases if the firm is engaged in R&D activity intensively and has
qualified personnel on board (Caloghirou et al 2004).

According to the case study “F’, the organi zations must have an effective communication
mechanism in order to nurture innovation. The study also identified that the team
spirit, mutual trust, low interpersonal conflict, cross-functional support, management
support, personal rewards, and recognition enhance innovativeness of R& D teams
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(Thamhain 2003). Thamhain (2003) further characterized the external as well as
internd factorsthat influence innovation performance. Theinternal factors are leadership,
organizational environment, people, processes, strategy, tasks, technology, tools and
techniques. One important point of consideration isto investigate the implications for
managers operating in developing countriesin the context of internal factors? Do they
practice these innovation management techniques or not? Can firms practice these
techniques while operating in an unstable external environment?

In the context of case“G”, Keller and Holland (1983, 746) found that the innovators
had “alow need of clarity, and high self-esteem. In addition, they tended to have a
higher level education, to read more work related journals and periodicals.” Furthermore,
they also suggested that the management should encourage a physical layout that
fosters mutual interaction and facilitates the flow of information. This can be achieved
by proper clustering of offices, building common lounge areas, and common eating-
places. Thiskind of setup will encourage the mingling of employees and sharing of
knowledge.

According to the case study “H” conducted in US and Canada, the relationships have
significant importance asfar as innovation implementation is concerned. In this context,
the peer group is the most important relationship that is essential for smooth
implementation of innovative project (Linton 2000). The case study “1” was primarily
focused on the effects of a hostile environment and uncertainty on the organizational
structure and strategic posture (Ozsomer et al 1997). This relationship is particularly
significant in the case of the organizations operating in the developing world because
they operate in an uncertain and hostile environment. Depending upon the external
environmental circumstances, the organizations adopt appropriate strategic posture:
aggressive, proactive, or reactive.

Ozsomer et al (1997) found that firms were more proactive in highly uncertain
environment and that a highly hostile environment forced companiesto have areactive
posture. This study was conducted on Fortune 500 companies, so there are serious
implicationsfor firmsin developing countriesto be proactive. However, littleisknown
about how organizations will encourage creativity within the boundaries of organizations
if they have a reactive posture. Are organizations in the developing world willing to
embrace the innovation management techniques of the developed world's organizations?
I's the organizational structure of firms in developing countries flexible enough to
nurture innovation?

(Saleh and Wang 1993) reported the results of their study “J’ conducted in Canada.
They tried to identify factors that differentiate innovative firms from less innovative
firms. They identified the following parameters:

Calculated risk taking, commitment to entrepreneurial activities and innovation,
integration and intermingling of talents in teams and tasks forces, group and
collective orientation, and a reward system that reinforce entrepreneurial
behavior. (Saleh and Wang 1993, 20)
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INNOVATION STUDIESIN PAKISTAN

The objective of the literature review was to determine previous innovation studies
in Pakistan. No significant innovation study on industria sector of Pakistan was found.
Qureshi (1983) completed a research study on cotton textile sector of Pakistan with
the focus on inter-firm innovation diffusion. The research was quantitative and was
focused on factors that may influence technology transfer among firms in the same
industry. He underlined factors such as firm size, growth rate of the firms, competition,
vertical integration and international connections and analyzed their impact on firms
decision to adopt new technology such as shuttleless looms (akind of loom that result
in lower unit cost). He found that the firms' international connection is the crucial
factor in adopting new technology. However, this research does not explain whether
technical organizations in Pakistan encourage organizational innovation at the
organization level and how various other factors such as geographical and regional,
political and legal, organizational structure, organizational culture, and people could
influence organizational capability to innovate.

Pakistan Council for Science and Technology (PCST) conducted research to identify
the productive scientists of Pakistan. The study reviewed different scientists based on
their recent publications. Most of the organizations studied in this study were 47 public
sector universities and 100 major research and development organizations. The study
was heavily focused on public sector and found that only seven centers conduct
international level research (The News 2004). The Asian Technology information
Program (ATIP 1998) reported that there is aweak linkage between industry and public
sector research ingtitutions in Pakistan, because the research activities were not focused
on exploiting the commercial potential of research outcome. This report was also
heavily focused on government and universities’' research activities and not onindustry’s
perspective on managing innovation in Pakistan.

CONCLUSIONS

Based on the review of the literature, it appeared that there is no significant innovation
study that underscores the current state of innovation in Pakistan. There was a paucity
of research that examined various social, legal, cultural, technological and people
factors which could deter or encourage innovation in Pakistan. It is suggested that
future research should be conducted both at the country level and the organization
level in order to highlight the innovation management practices in Pakistan. The
guidelines of the Oslo Manual developed by OECD could be used to conduct the
innovation surveys in Pakistan. Different research approaches mentioned in Table |
suggest the tracks that could be considered for future research studies in Pakistan.
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Tablel: Survey Comparison: Innovation Management Practices

Casel Country Sample | Type of Data Collection| Study Key
Size Respondents | Method Focus Findings
A | UK (large, 5 cases- Owner Interview Innovation process Innovation strategy
medium, smal | firms
firms)
B | Finland 40 cases Unknown Structured interview | Innovation process -Role of top management
1-260 employees | using questionnaire -Interndl funds
deign
C |US 235 R&D workers | Questionnaire Sources of innovation SME = coworkers
Large = suppliers
D | UK 238 (SMEs) | Full time Postal questionnaire | Barriersto product Finances, lack of trust and
employees innovation identification of suitable
partner
E | Greece 558 R&D managers | Telephoneinterview | Internal capabilities & -R&D intensity
Italy, (SMEs) questionnaire interaction with externa | -Personnel qualification
Denmark, sources of knowledge
UK,
France,
Germany, the
Netherlands
F | USFortune | 74project | Projectleader | Questionnaire Factorsinfluencing -Effective communication
500 teams Team members | Observation performance of R&D -Team spirit, mutual trust
companies Interview teams -Low interpersondl conflict
(27 firms) -Cross-functional support
-Management support
-Personal rewards
-Recognition
G | US(3applied | 256 Professional Questionnaire Innovators’ individual - Read work related journdls|
R&D employees | employees characteristicsand impact | - Clustering of offices
organizations) | at time one of physical layout - Common lounge areas
- Common eating places
H | US 129 projects | Project leaders | Mail survey Roleof relationshipsand | -Peer Group
Canada Telephoneinterview | innovationimplementation
| US-Fortune | 346 Senior managers | Questionnaire Effects of environmentd | - Hostile environments lead
500 uncertainty onthefirms | to reactive posture
companies organizational structure | - Flexible structure make
and strategy posture firms more innovative
- Proactive postures make
firms significantly more
innovative
J | Canada 43 Senior Questionnaire Factorsthat differentiate | - Calculated risk taking
executives innovative and less - Intermingling of talentsin
Technical staff innovative companies teams
- Reward system
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To go from good to great requires transcending the curse of competence. It requires
the discipline to say, “ Just because we are good at it — just because we' re making
money and generating growth — doesn’t necessarily mean we can become the best
at it.” The good-to-great companies understood that doing what you are good at
will only make you good; focusing solely on what you can potentially do better
than any other organization isthe only path to greatness.

Jim Coallins
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DISCUSSION

The Case for including
Study of Arts in
Management Development Curricula*

HUMAYUN S. ANSARI
Institute of Business Administration, Karachi, Pakistan

ABSTRACT

Proliferation of business schools and institutes providing business education have
resulted in the creation of a vast pool of trained manpower which has little avenues
to explore for getting gainful employment.

Therefore, we have to discover new avenues, which do not require direct foreign
investment for creating employment and adding value to our indigenous intell ectual
property owners.

The thesis of this paper is that the induction of the study of fine arts in business
education curricula can help forge a common ground between the two cultures (Arts
and Business) and to develop projects that are cooperative and mutually beneficial.

This paper is based on personal involvement with musicians since 1960 asthe author’s
father was the founder of the all Pakistan music conference (APMC) and thus the
author has been witnessing the continuing decline in the living standards of our
classical musicians and contemporary artists.

The paper makes a strong recommendation for creating institutional networks for
professionalism in the entertainment industry and for inducting modern management
practicesin the conception, creation and execution of performing arts.

RATIONALE
For theArts:

i) he recent explosion in mass media (FM, Satellite and Private Television
Channels etc.) has enhanced the scope of business opportunities for artists
in the industry, which has precipitated the need for professional management in

the area of Media & Entertainment.

Business schools can be the spawning grounds for providing such resources to
fulfill the manpower needs of the mass media. It is interesting to note that no
business school in Pakistan offers MBA degrees with specialization in media

* Paper presented at the 1st AMDIP Conference, Karachi, 29-30th March, 2004.
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i)

entertainment along the lines of what is being offered abroad, especially in the
UK and USA to support their multi-million dollar entertainment industry.

Therich cultura heritage and unique art forms abundant in Pakistan have immense
marketing potential, which needs to be professionally explored in order to leverage
it as a value creation entity. By incorporating professional management and
marketing techniques in this area, the vast untapped potential can be utilized to
create marketable intellectual property. This can be a source of substantial revenue
for the country aswell asincrement in the foreign exchange inflow thus contributing
towards reduction of the trade deficit. Also, the arts & entertainment industry
may proveto be extremely valuablein the post WTO scenario sinceit isindigenous.

For Management Development:

i)

iv)

Modern studies and research have proven that for excellence in the areas of
business management; aesthetic values, awareness and appreciation of the arts
are critical leadership qualities that would differentiate the visionary companies
from the me-too entities.

Business education starting after the initial 12 years of study does not allow
students to develop their aesthetic sense, which leads to lack of creativity and
originality, which are amust for achieving excellencein any chosen field of work.

METHODOLOGY

i)

i)

i)

iv)

Recording of personal observations of the author due to hisinvolvement with the
All Pakistan Music Conference (APMC) since 1960 and as a patron of the arts.

Personal interviews with prominent performing arts personalities and critics,
namey, Mr. Salman Alvi, Mr. SM. Shahid, Dr. Hassan Azad, Ustad Rais Khansahib,
Dr. Ghazala.

Personal interviews with prominent business leaders, entrepreneurs and young
executives, namely, Mr. Shahid Shafig, Mr. S.I. Ahmed, Mr. Ishrat Ansari, Mr.
Mohd. Amin, Mr. Salman Shareef, Mr. Ameer Haider, Mr. Danish Ansari.

Secondary research utilizing web based resources.

FINDINGS

Benefits of including artsin Management Development Programs

- Link the strengths of arts and business, promoting corporate social responsibility,
community growth and vitality.
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- Provide leading sources of talent, innovation, creativity and new ideas for
business professionals.

- Artsinspire creativity and originality and the study of arts will add value to
the ability of aspiring managers for generating intelligent and imaginative
business strategies.

- Builds creative partnerships. using the arts does something very profound for
the creativity and innovative potentia of participating companies and all their
employees.

- Study of arts helps people manage change successfully, helps staff to develop
asindividuals and team members, releases untapped potentia to create vibrant,
diverse and cohesive communities.

- Trains managers to strike a balance between the left and the right side of the
human brain.

- Inspires adventurist responses, increases the ability to take risks, develops the
human dimension of management, ensures the ascendancy of humansin a
world of technological prowess.

- Can create sustainable partnerships between seats of learning, cultural and
creative organizations.

- Add vital quality of life to the company and its employees.
- Servesasacatalyst for creating synergy between artists and businesses.

- Recruit, train, and place corporate managers with arts organizations in need of
management assi stance.

- Enables entrepreneurs to undertake endeavors for their intrinsic worth rather
than for their contribution to the bottom line i.e. creates a rationale for
sponsorships of art events.

- Introduces a human element to the mechanistic motions of corporate life and
enables managers to recognize and appreciate others.

- Enables managers to accept and manage uncertainty, chaos and increases their
tolerance towards ambiguity.

- Advantages of including art in management development programs has been

illustrated by Abraham Zaleznik-Professor of Leadership Emeritus Harvard
Business School, asfollows:
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“ 1t seems to me that business leader s have much more in common with artists,
scientists, and other creative thinkersthan they do with managers. For business
schoolsto explait this commonality of dispositions and interests, the curriculum
should worry less about the logics of strategy and imposing the constraints of
computer exercises and more about thought experimentsin the play of creativity
and imagination. If they are successful, they would then do a better job of
preparing exceptional men and women for positions of leadership.”

- Another viewpoint to illustrate the same linkage is that of Robert Joss— Dean,
Stanford Graduate School of Business.

“Leadership, in a sense, isa performing art, just like opera, singing or diving.
It takes a lot of practice. But there's a body of knowledge and awareness that’s
very important to go with the practice.”

LINK BETWEEN LEARNING OF THE ARTSAND ENHANCEMENT OF
CREATIVITY INASPIRING BUSINESS MANAGERS

The way to get ahead in the age of the knowledge worker is not through raw brainpower,
but by harnessing your emotions. Daniel Goleman, a Harvard-trained psychol ogist
and former New York Times science writer, turned this idea into a household phrase
with his 1995 blockbuster Emotional Intelligence.

As students increase their technical understanding in social sciences and quantitative
techniques, they're missing out on a parallel track of social learning. They become
emotionally de-skilled, and that pulls them back later in their careers.

Experts stress that education is just an entry-level requirement. You have to have
enough to do the job - but it's not what sets star performers apart. A UC Berkeley
study, started in the 1950s, followed a group of Ph.D. students in science and the
technical fields for 40 years. It turned out ElI (Emotional Intelligence) abilities were
four times more important than 1Q in determining professional success and prestige
by the end of their careers. And in a study of managers who failed, it was always
because of adeficiency of El.

The increasing reliance on communication via the Web and email replaces human
touchpoints. This weakens the fabric of connectedness that makes a company or
organization work. That's why EI is so important in the high tech universe.

Dylan Evanswritesthat ‘ Intelligent action results from a harmonious blend of emotion
and reason.’ He adds, ‘ Knowing when to follow our feelings and when to ignore them
isavaluable talent that some have called “emotional intelligence””’

Emotional Intelligence learning is most effective in the developmental stages of
individuals, which are early in the educational career i.e. in thefirst 12 years of study.
Thus, most El programs are designed and devel oped for school going children, which
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accompany their personality development and positions them for the challengesin
their future. For the professional student, learning the arts give them the panache for
developing El capabilities.

Arts practice involves the exploration and devel opment of ideas and feelings through
the use of arange of skills and knowledge of art techniques and processes. The arts
provide a powerful means of expression and communication of life experiences and
imagination.

The arts contribute to the devel opment of an understanding of the physical, emotional,
intellectual, aesthetic, social, moral and spiritual dimensions of human experience.
They also assist the expression and identity of individuals and groups through the
recording and sharing of experiences and imagination.

Artistic works can inform, teach, persuade and provoke thought. They can reproduce
and reinforce existing ideas and values, challenge them, or offer new ways of thinking
and feeling. They can confirm existing values and practices, and they can bring about
change.

Learning the arts contributes to the devel opment of core shared valuesin students, in
particular, helping them to criticaly reflect, make personal meaning and show enterprise
and initiative.

The opportunity for creativity in the arts develops students’ abilities to plan, visualise
consequences, experiment, try different approaches, solve problems and make decisions
in situations in which there may be no standard answersi.e. amost al of the problems
faced by business managers.

Learning in the arts promotes the integration of skills from different areas of human
potential, promoting ‘ multi-sensory’ learning and the development of ‘multiple
intelligences . The arts develop verba and physical skills, logica and intuitive thinking,
interpersonal skills and spatial, rhythmic, visual and kinaesthetic awareness. They
promote emotional intelligence, away of understanding, using and making responses
through the emotions and students’ intrapersonal qualities and experiences. Through
arts, students learn to use and experiment with a range of traditional and emerging
technologies.

NEW PARADIGM SFOR THE BURGEONING ENTERTAINMENT INDUSTRY

- Build partnerships that may enhance the management capacity of arts

organizations while strengthening the leadership capacities of business
professionals.

- Inspire literature, architecture, painting, music, theatre, thereby creating lot of
business activity.
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- Prepare arts groups to understand the marketplace in which they operate and
to develop innovative and effective marketing plans through workshops that
address market research, audience development, diversity, branding.

- Great art changes peopl€e's perceptions of the surrounding world for the greater
good of all.

- Business managers well versed with the value and appreciation of the arts can
be instrumental in adding value to the artisans and crafts enterprises in the
following manner:

i. Creating awareness about the value of intellectual property.

ii. Training programs about marketing fundamentals for artisans and craft
enterprises.

iii. Carrying out marketing research for visual artists to determine critical
market characteristics i.e. market size, segmentation, targeting, tailoring
and tying.

iv. Developing marketing plans and strategies along modern lines for enhancing
the economic potential of entertainment, mediaand arts.

CONCLUSION & PROPOSED PLAN OFACTION

This enquiry has demonstrated that there is a need for creating an effective synergy
between the arts and business communities. By the support that both communities can
extend to each other, a multi-million dollar industry can be created which will be
independent of the need for foreign direct investment. A proposed roadmap for
realization of thisvisionisasfollows:

- Leading business schoolsin Pakistan should be the focal point for disseminating
modern management practices in the business of arts.

- Research should be conducted to evaluate perspectives of artists, writers,
painters, actors etc. towards business professionals and vice versato identify
gaps and then build strategies to bridge these and create value entities.

- Businessinternships to be created involving final semester students allocated
to aparticular art practitioner. This should be apart from the customary internship
in acommercia organization.

- Specially developed management, marketing and business courses should be
included in prominent art institutions of the country.
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Specialy designed short coursesin the artsi.e. music, theatre, painting, writing
should be included in the curricula of business education.

- Students should be asked to identify clusters of artistic endeavors in various
regions and provinces of Pakistan, subsequently, a database be created.

- Businessingtitutions to offer consultancy services to the arts & entertainment
industry for solving problems by utilizing the student base.

- Use of feature films, recorded plays and other artistic endeavors for improving
communication abilitiesto be encouraged. e.g. Kramer Vs. Kramer for improving
interpersonal skills, Twelve Angry Men for demonstrating the benefits of
collaborative problem solving etc.

I conclude this paper by offering some ‘food for thought'; what was it that made

the renai ssance age much more beneficia and flourishing for people of the world

as compared to the complete and utter helplessness of mankind in the dark ages?
REFERENCES
Emotional Intelligence by John Goleman
Theory of multiple intelligence by Helen Gardner
Absence of childhood by Neil Postman
In praise of Idleness by Bertrand Russell
Art through the Ages by Helen Gardner

Proceedings of the 21st Century Trust 2002 Conference Program — Paper read by Lord
Claus Moser

Economics of the Artsby Karen Poetker —Article from the Manitoban, student magazine
of the University of Manitoba

Zen & the Art of Org Charts by Jeff Greenwald — Article from the Wired magazine
Arts & Business Webpage (http://www.aandb.org.uk)

Business Volunteers Association webpage (http://www.fine-art.com)

Student newspaper of the Harvard Business School (http://www.harbus.org)
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University of Manitoba webpage (http://www.umanitoba.ca)

Advanced Communications (http://www.advancedcommunications.com.au)
Arts & Business Council of Chicago webpage (http://www.artshiz-chicago.org)
Arts Marketing webpage (http://www.artsmarketing.org)
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| have already said that there is no such thing as a work of art which is entirely
devoid of ideas. And | added that not every idea can serve as the foundation of a
work of art. An artist can be really inspired only by what is capable of facilitating
intercour se among men. The possible limits of such intercour se are not determined
by the artist, but by the level of culture attained by the social entity to which he
belongs. Plekhanov

I nhabitants of Stifling City

Of love ashamed of thought afraid.
Foul prejudicesrule their brains.
Their liberty they gladly trade.

For money to procure them chains.
Pushkin
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DISCUSSION

Diversification in Banking Sector with
Special Reference to Finance

Yaseen Ahmed Meenai
Institute of Business Administration, Karachi

SUMMARY

Diversification in Banking Sector is relatively a new phenomenon. The aim of this
article wasto analyze the boomin banking sector with special referenceto CONSUMER
FINANCING. For this purpose, financial products - Credit cards, Home financing
and Car financing - of different banks were selected and their policies were analyzed.

My goal wasto find the reasons behind the diversification in Banking Sector particularly
in Consumer financing over thelast 10 years. For this, | collect the data from different
banks to analyze the factorsinvolving in it.

After analyzing the various aspects of financing strategy in banks, | concluded that
the major reason behind the boom in consumer financing is INFLATION. Purchasing
power of the people has greatly reduced for the past ten years. Due to this reason
people were attracted towards the policies, which different banks are offering in
different products like home, cars and home appliances, with minimum down payment
and minimum markup.

Another reason behind the boomis 9/11 incident. After the incident the liquidity form
of money in Pakistan was raised with a great extent, because Pakistanis living in
European countries and America projected their future in danger. So they transfer
their earnings to their homeland. Thisis the reason, which raised the liquidation of
money in the economy. In order to overcome this problem, State Bank ordered the
commercial bankstoo lower their interest rates so that people will invest their earnings
in Banks.

1.1 BANKING & FINANCIAL SECTOR IN PAKISTAN

akistan is one of the key emerging markets of South Asiawith atotal population

of over 140 million people. Pakistan's GDPis expected to grow at over 5% during
the year 2004-05. Macroeconomic stability and financial sector reform are targeted
to have a positive, substantial impact on real economy.

The banking sector in Pakistan consists of Commercial Banks and Specialized Banking
Institutions. During the 8 months of financial year 2004 as per SBP Quarterly report
there has been robust growth in deposit mobilization and credit off take with arise
of PKR 150 hillion in net credit to the private sector (Aazim 2004).
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1.2 CHANGESIN SELECTED BANKING SECTOR INDICATORS

Billion Rupees
FY 01 FY 02 FY 03

Deposit Mobilization 112.2 1735 275.1
Gross Disbursements 105.9 199.3 387.3
Net Credit 66.9 41.7 133.2
Credit to Private Sector 54.3 32.3 167.7
Stock of NPLs 18.8 14.0 -7.0

WA lending rates (basis points) 1030 -185.0 -454.0
WA deposit rates (basis points) -89.0 -83.0 -227.0
Negative sign indicates decline over the previous year.

The following correlation matrix showing the strong +ve relationship b/w financial
years 2002 and 2003 with respect to all the categories shown in the table 1.2. So we
can say that banking seems to be uniform in all categoriesin terms of liquidity form
and its approx. 97.37% associated.

Correlation Matrix

FY 01 FY 02 FY 03
FY 01 1
Fy 02 0.408797 1
FY 03 0.387362 0.9737 1

The performance of the Pakistani banking sector has improved considerably in the
years 2002 and 2003 on account of the following:

The performance of nationalized banks has significantly improved asthe restructuring
process initiated in these banks since the year 1997 has begun to show positive
results.

Banks, especially the nationalized banks have taken steps, to reduce their
administrative expenses.

The tax rates have reduced from 58% in 2001 to 50% in 2002 to 44% in 2003 to
41% in 2004 and will decline to 38% in 2005 and reach 35% for 2006 onwards.

The State Bank of Pakistan/ Ministry of Finance has aso introduced several reforms
in the banking sector.

The key trends in the banking sector are as follows:

Increased Merger & Acquisition activity in the banking sector with local private
banks having made several domestic acquisitions.



|
Business Review - Volume 2 Number 1 January - June 2007

» Large expansion of branch network and deposits by private and some foreign banks.
» Rationalizations of branches by nationalized banks.

* Increased focus towards consumer finance.

» Increased focus on attracting local rupee deposits.

* Increased emphasis towards automation and customer service.

* Reduction in the increase in non performing loans as aresult of better governance
of banks and greater accountability process initiated by the government.

Significant increase in inward remittance business as a result of governmental clamp
down on unofficia remittance channels following September 11.

1.3 CONSUMER FINANCING

Apart from the specific regulations given under each mode of financing separately,
general requirements laid down here should also be followed by the banks / DFIs
while undertaking consumer financing. It may be noted that these are the minimum
requirements and should not in any way be construed be restrict the role of the
management of the banks/ DFIsto further strengthen the risk management processes
through establishing comprehensive credit risk management systems appropriate to
their type, scope, sophistication and scale of operations. The Board of Directors of the
bank / DFIs are required to establish policies, procedures and practice to define risks,
stipulate responsibilities, specify security requirements, design internal controls and
then ensure strict compliance with them.

The banks / DFIs must clearly disclose, al the important terms, conditions, fees,
charges and penalties, which interaliainclude Annualized Percentage Rate. Pre-payment
penalties and the conditions under which they apply. For ease of reference and guidance
of their customer, banks/ DFIs are encouraged to publish brochures regarding frequently
asked questions.

Recent weeks and months have witnessed generous advertisements by banks, both in
dimensions and frequency, on consumer financing, i.e. for purchase, on installments,
of durable consumer goods such as automobiles, household electronic goods, housing
units, etc. dotting the national print media, heralding emergence of a new sector in
commercia banking and financial-services sector of the economy.

The savings of small earners or of middle-class, anxious to save for rainy days,
constitute the bulk of bank deposits. Banking has been one of the instruments of the
exploitative structure that goes by the name of politico-economic order in this country
where politics has aways dictated economics; squeezing the shrimps to feed and fatten
the sharks. Initiation and promotion of consumer financing is a very welcome
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development, as a potential source of contribution to socio-economic stability and
towards growth of middle class envisaged to be the backbone of democracy.

Asacorollary to the absence of active and effective movement to protect consumers
interests, consumers needs for loans by the money market have merited scant attention
of the banking system in Pakistan over the past decades. As such consumer credits
launch by the banking and financial-services sector can be billed as a positive measure
macro-economically. Advanced and progressive economies striving to attain socio-
economic equilibrium are known for offering opportunities, both for producers and
consumers, resorting to the lending system to meet their requirements for cash on
loan. One of the reasons for socio-economic stability and the promotion of democracy
in these countries can be traced to this arrangement.

Given the reliable flow of income, one has the possibility to enjoy the benefits of
larger range of goods and facilities financed through credit than going in for their one-
shot out-of-pocket purchase. In rich economies, where this arrangement is a common
practice, it has also greatly contributed to their economic dynamic. To consume
something first needs to be produced; consumption by one, is the production by other:
thisis how modern productive system operates.

The situation has resulted in lot of liquidity with banks keen to do their job of alocating
capital in the economy while making a healthy return for themselves. This ushered
in a phase where consumer financing offers a growth- promising segment in financial
services, "the single most powerful theme in Asian financial services' as termed by
SSB part of Citigroup.

Governments are equally positive since this concerns the real economy. Whether it
is the construction of houses being financed by mortgages, purchase of long-life
consumer goods or revolving credit-card |oans and unsecured loans, they all contribute
to create demand promote production and generate employment.

The recent interest by banking and financial-services sector in consumer financing in
Pakistan is a healthy sign to log on to the trends and directions emerging in Asia.
While the performance of the NAB over the past years leaves alot to be desired, it
has certainly sent a shock wave for potential credit sharks that acquisition of heavy
loans without intention of paying back, may prove highly unpleasant and torturing.
This pressure must not be relaxed.

This would contribute to the liquidity of banking sector to finance households' loan
requirements. The State Bank has also a positive approach in this regard. What is
reguired is to set parameters for a total environment conducive to successful and
effective consumer financing. The banks are required to set affordable mark-ups, the
manufacturers of durable household goods to avoid supply of sub-standard products,
the vendor/trader should not over-shoot in quest of profits and the househol ds/consumers
would have to keep up credibility while enjoying the benefits of consumer finance
banking.
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The concerned state institutions would have to ensure a viable and equitable watchdog
function so that al stakeholdersin the venture share the benefits. A well conceived,
implemented and monitored and macro-economically-organized scheme of consumer
financing can be a potent contributor to lift up the economy and generate employment.

It was only 2001, when banking sector faced aliquidity glut and declining yieldsin
their traditional business lines that banks began to focus more strongly on the potential
offered by thisrelatively untapped and higher yielding market segment. As aconsequence,
Pakistan witnessed remarkable growth in consumer finance over the last two years.
Specifically, banks exposure toward consumer financing increased to Rs. 45.1 billion
by end-June 2003, up a spectacular 639 percent as compared to the mere Rs. 6.1 billion
by end-June 2000.

A break-up of the consumer financing by category shows that, by end-June FY 03,
personal loans (others) accounted for more than 40 percent of total credit, followed
by the auto finance while other products are still in their infancy; these too appear to
be growing strongly.

Trend in Consumer Financing FY 03 Composition of Consumer
50 Financing
0 1 m Credit Cards O Auto Loans
o Consumer Durables & Housing Finance
3
¢ 30 | m Others -
5 0%
= 20 -
o
10 — H
0l=—m
& 8 8 8 s 8
& & & & & & 8% 1%

Financing through credit cardsis another well established e-banking activity in Pakistan,
and it has witnessed remarkable growth since CY 00. The number of credit cardholders
and volume of transaction have both significantly increased during last three years
(see Fig 1.3 Symmetric Plot of Correspondence Analysis*) showing the initiative
given by CITIBANK and STANDARD CHARTERED in FY 2000-02, &fter this period,
some other banks also started their credit cards. This sharp rise was facilitated by
improving ebanking infrastructure and rising banks' interest in the area of consumer
financing. While the total number of POs terminals has increased to 8616 by the end
of March 2003, net credit expansion to consumer financing surged to Rs. 59.3 billion
by end-June 2003.
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Fig. 1.3
Symmetric Plot
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way contingency table, that is, a table of frequencies based on two categorical
variables. You can also use simple correspondence analysis to analyze three-way

and four-way contingency tables.

Table 4: Financing to SMEs and Consumer Sector by the Banking System

Domestic Operations

Billion Rupees

Dec-02 Dec-03  Jun-04

SME Financing 170.0 215.0 250.6
Consumer Financing 22.6 65.5 102.6
Credit Cards 6.1 8.9 11.2
Auto Loans 8.3 22.2 331
Housing Loans 19 41 8.3
Other (Durables and personal loans) 6.3 30.3 50.0

Source: Banking Supervision Department,

SBP

If we analyze above figures using the Profile Analysis*, then we can observe the raise
in each category of Financing including the credit card holders but the increment
seems to be with alower ratio in SME financing sector while it is rapid in consumer
financing, home loan & auto loan sectors. Yearwise profiles are given below:

SME Financing
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Credit Cards
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Consumer Financing Auto Loans
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Housing Loans Other Durables and Personal Loans
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*  Profiles are proportions that are calculated from the counts, nij, in the original
data table. Specifically, the profile for rowi is(nil/ni., ..., nic/ ni.); The average
row profile is calculated from the column totals.

Although afew banks had been extending auto loans since the mid-1990s, the business
segment remained largely in the domain of leasing companies until recently. Over the
last two years many banks have launched car financing schemes and marketing
aggressively. Combined net credit of all banks for auto financing reached at Rs. 15.8
billion by end FY03. Thisis substantially higher as compared to the aggregate total
of only Rs. 3.5 billion in FYO1 (similar pattern can be observed by the profile of
autoloan). In sharp contrast to the credit cards and auto loans market where banks
were free to undertake these business activities, housing finance by banks was barred
until the May 5, 1998, prior to the issuance of a National Housing Policy. Policy
guidelines first issued in July 2001 were further liberalized in June 2003 keeping
requirements of stakeholders and risk managing capacity of the banksin mind. Another
very important development was the Financial Institutions (Recovery of Finance)
Ordinance 2001, which empower banks to recovery collateral without recourse to
potentially lengthy and expensive court proceedings.

The main characteristics of the credit policy for housing finance are summarized in
the abovetable & in profile. Asaresult of these palicy initiatives and increasing banks
interest in housing finance, net credit to this sector reached at Rs. 4.1 by end-FY 03.

195



196

|
Business Review - Volume 2 Number 1 January - June 2007

1.3.1 Interest Rate

The SBP started reducing the discount rate gradually from 14 percent in June 2001
to 7.5 percent in November 2002. Since then, the SBP has kept the discount rate
stagnant at 7.5 percent, which reflects the commitment of SBP towards keeping alow
interest rate environment.

However, the 6-month T-Billsrate, which is also, abenchmark rate, started edging up
after reaching at its lowest in August 2003. As the benchmark T-Bills rate is more
sensitive to money market conditions and other economic indicators, the T-Bills rate
started inching up in the later half of September 2003 on account of increasein foreign
interest rates, increase in domestic inflation particularly in the non-food component,
depreciation of Rupee vis-avis US Dollar and higher demand for bank credit due to
seasonal factors. Therateson T -Bills with different maturities also increased during
the period. Similarly, the export refinance rate, which was linked with the 6-months
T-Billsrate, also increased from 1.5 percent as in June 2003 to 2 percent asin June
2004 (SBP-APR 2003-04).

Figurel.1: Interest Rates
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1.4 E-BANKING

“In the 21st Century there will be alot of banking but therewill be no banks.”
(Bill Gates)

In recent years, Automated Teller Machines (ATM), Tele Banking, Internet Banking,
Credit and Debit Cards, etc. have emerged as effective delivery channelsfor traditional
banking products in Pakistan.

Foreign banks took the lead by re-introducing credit cards to the Pakistani mass market
in mid-1990s. Thiswas followed by the domestic banks, which introduced ATM facility
in late 1990s. However, this delayed entry in e-banking may be largely explainable
by regulatory hurdles, higher start-up costs, on-going banking sector reforms, and lack
of technical skills.
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At present, a number of commercia banks have set up their own standalone ATM
networks, issuing credit and debit cards, offering round the clock phone banking, and
maintain comprehensive websites providing detailed information on their conventional
and e-banking products. Furthermore, al banks have joined one of the two operating
ATM Switch Networks and these two switches are in process of linkage with each
other. Have linked these two switches, customers will have accessto over four hundreds
ATMsthroughout Pakistan. (39) However, other e-banking activities are yet to establish.

In Pakistan, the ATMs generally allow cash withdrawals, balance information, PIN
change, and to print mini-statement. A few banks also provide fund transfers, checkbook
request, and utility bill payment facilities through their ATM networks. A quick glance
at Table 1.4 shows that the number of ATMs, cardholders and cash withdrawals have
sharply increased since CY00. As aresult, the value of ATM transactions has also
recorded strong growth over the same period.

Table 1.4: Position of ATM

CYQ0 Cyo01 CY02 Jun-03
No. of on-line branches 322 450 777 994
No. of ATMs 206 259 399 445
No. of card holders (000) 240 415 736 838
No. of transactions (000) 3624 5923 9319 6450
Value of transactions (million) 12507 22108 37786 28052
Value per transaction (Rupees) 3451 3733 4055 4349

The profile analysis also signifies the e-banking boost during the above mentioned
period of time, the same time-period is taken because the changing occurs significantly
during these years, now we have to take alook on the profilesto identify the pattern
during 4 years:

No. of online branches No. of ATMs
o 90.00 7 o 40.00T
g ‘3‘8-88 2 30.00
S . X
@ 2000 o 2000
S 10.00 1 S 10.00 1
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The pattern seems to be rising during years from 2000 to 2003. The number of ATMS,
which was close to 207 at the end of 2000, has increased to 676 ATMs as of June
2004. Similarly, online branches of commercial banks have grown over 6 times to
2,181 during the same period. The volume and value of business transactions through
the ATMs have also witnessed a steady rise. The number of credit card holders has
multiplied three-fold from 200,000 to over 600,000 cardholders during the last four
years. Also, the average monthly volume of transactions has more than doubled in the
same period, see the following figures (APR-SBP-2003-04).

No. of ATMs and Online Branches ATM Transactions

Number of ATMs Number of Online Branches

(as on date) (as on date) Number of Transactions Amount of Transactions

(Monthly Average during the period) (Rs. in Thousands)
2500

2000 10,000,000

-— 8,000,000

1,500

6,000,000
1,000

4,000,000
500

i Ei 2,000,000
0

2001 2002 2003 3006.04 2000 2001 2002 2003 30-06-04

CONCLUSIONS

Many domestic banks have improved their working standards. For instance, the internet-
based services are being offered, ATM machines are being installed, the number of
Debit and Credit Cards is on the increase at an unprecedented rate, and last but not
least, consumer financing has taken a new shape and dimension. The increased
borrowing by the private sector has influenced the economy favorably by generating
economic activity and in the process the profitability of the banks has also improved.
Around 2 million households are direct beneficiaries of the latest initiatives of the
banks such as Microfinance, Consumer |oans and diversified Mortgages schemes.

RECENT INITIATIVE

The Islamic Banking has been introduced in parallel with the conventional banking
and the SBP has setup afull-fledged | lamic Banking Department. The Shariah Board
has also been established to promote Islamic modes of banking in the country. The
Islamic banking is attracting a large majority of customers who prefer interest free
banking on religious grounds.
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Leading from good to great does not mean coming up with the answers and then
motivating everyone to follow your messianic vision. It means having the humility
to grasp the fact that you do not yet understand enough to have the answers and
then to ask the questions that will lead to the best possible insights.

Jim Callins
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BOOK REVIEW

Aman U. Sayed
Management Accounting for Financial Services
The Institute of Bankers Pakistan
PP x 258, Tables, Evaluation Questions and Answers

he accounting profession has come along way to be counted as one of the most

important management disciplines. In our present day competitive environment,
management cannot ignore the most elementary aspect of measuring the profitability
of the business. All the various branches of accounting, e.g., Financial Accounting,
Management A ccounting, Tax Accounting and the newly emerging Forensic Accounting
(the field of accounting to detect white collar crimes such as money laundering and
embezzlements) play their roles in helping the managers conduct their businesses
effectively and efficiently.

Management accounting has emerged as a separate discipline from the traditional cost
accounting. As more and more production processes are automated and outsourced,
managers need comparative information not about costs but about the nature of activity
to determine the profitability of an operation. The very emergence of Activity Based
Costing traces its origin to this phenomenon. This approach towards activity rather
than cost structure is more pronounced in the service industry. This is the subject of
the book.

“Management Accounting for Financial Services’ is an expression of the desire to
apply the knowledge acquired in the discipline of management accounting for decision-
making in banks and other financia institutions. The author brings twenty years of
his experience of working overseas in the field of accounting profession, especially
the management accounting, to bear upon his writing of the book. Thisis the first
compilation of its kind in Pakistan that directs the principles and methodol ogies of
management accounting specifically towards banking and financial industry.

The book comprises of 22 chapters. Thefirst 17 chapters cover management accounting
in theory and practice. They are roughly subdivided into cost concepts, management
planning in performance eval uation and management accounting for decision-making.
The remaining five chapters exclusively deal with using management accounting for
decision making in financial service industry. Management today relies heavily on
accounting information - reliable and fast — to make decisions. Today, majority of
decisions are made on the basis of accounting information pertaining to costs that are
of short and mid term duration. The book, therefore, starts with describing the nature
of costs, their behavior and their business framework. Costing carries aspecia meaning
in the business environment and the book shows its importance as a decision making
tool. Recording and reporting costsi.e., job order costing and process costing are the
two common methods of collecting costs. Both these methods are fully discussed in
the first part of the book.



|
Business Review - Volume 2 Number 1 January - June 2007

Planning, controlling and organizing — the three most essential aspects of management
function — are al so discussed and sufficiently examined. In the second section of the
book the role of budgets, development of standard costs used in budget making,
comparison of actual results with the budgets and responsibility accounting are
discussed. With flexible organizations and de-layering of organization levels,
responsibility accounting is taking on more and more importance. The last chapter of
this section deals particularly with responsibility accounting and itsrole in performance
evaluation is thoroughly examined.

The third section of the book uses the knowledge gained and the techniques learned
in the two earlier chapters to use management accounting for decision-making. It
addresses the question: at what point would it be profitable to sell just one product
or aproduct mix to maximize profitability and at what point the business will actually
become profitable? This aspect of decision-making is addressed by cost-volume-profit
analysis or break-even analysis for short.

Decisions such as whether or not to add or drop a product, buy or manufacture parts
or the whole product, use the same process to make one or more products and their
cost distribution whether or not to accept or reject special production orders are
problems frequently encountered by managers. A quantitative analysis of such problems
provides management the comfort to make decisions. The book shows that problems
such asthese are solved by differential analysis. This management accounting techniques
is thoroughly discussed and explained in this section of the book.

Although most long-term decisions are beyond the scope of management accounting,
management accountants do get involved in decisions pertaining to capital budgeting
or project financing. As the time horizon of the project gets wider the inherent risks
involved get more pronounced. A thorough analysis of risks and returns must therefore
be made before committing resources to long-term projects. This requires comparing
return on investments that leads to measuring the time value of money. This concept
isintroduced and its application in various methods to evaluate risk and return is
sufficiently explained in the book.

The last section (section iv) of the book exclusively deals with management accounting
for financial services. The author believes that Pakistani business cannot expand or
even survive in this global economy without being competitive. Competition, the
author maintains, requires businesses to be cost conscious and cost consciousness, he
explains, cannot be achieved without understanding management accounting and
implementing a good management accounting system. It is, therefore, not surprising
that in Pakistan financial sector in business s taking management accounting seriously
and the banking businessis at the forefront of this movement.

The author has very educational views regarding the banking culture in Pakistan.
Banks, being one of the largest providers of services, need financial information
accumulated and sorted out in accordance with their needs. Until recently, accounting
for banking industry was geared towards regulatory reporting. Banks operated in a
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very limited sphere of business operation, namely raising funds and |oaning them out
to the borrowers. With the entry of mutual funds, guaranteed investment contracts by
insurance companies, real estate investment trusts, and leasing companies in the
financial marketplace, banks have begun to feel stiff competition from outside their
industry. This has led the bankers to give a critical look at their overall financial
information needs and to have an internal accounting system that not only meets the
regulatory requirements but also provides verifiable and reliable information for
internal decision making.

Due to nationalization, banks in Pakistan did not have exposure to the kind of
competition faced by foreign banks. This put Pakistani banks at a disadvantage. Their
ways of doing business were primitive and their approach to banking was heavily
mandated by government regulations. They also had to face very strong pressure from
the trade unions and the politicians to act in acertain manner. Very aptly the last section
of the book discusses costing of banking operations. The last two chapters explain the
methodology to evaluate performance of banking operations.

Index and glossary, definition of technical terms and referencing could have substantially
added to the normal expectation of the reader. However, the book is an attempt worthy
of the merit it deserves. We recommend it highly to both students and teachersin the
field of Management Accounting for Financial Services.

Courtesy
Business Review

However penetrating a piece of writing may be, it is not a good review if it leaves
the reader wondering what the book itself is like as a whole or if it is concerned
with only some aspects of the book’s quality. Joseph Wood Krutch: What isa
Good Review? From The Nation, April 17, 1937




Business Review - Volume 2 Number 1 January - June 2007

BOOK REVIEW

Jim Collins
Good to Great
Harper Business
An Imprint of Harper Collins Publisher Inc., New York,
NY 10022
ppx 300, Model Questions, Appendix, Notes, Index

“Why Some Companies Makethe Leap... and Other’s Don’t?”

ver so often you come across some reading material which lives with you for a

long time, long after you have finished reading it. It gives you specific lessons
and takeaways, perhaps about lifeitself. For me, Good to Great is one such book. |
first read this book not by choice, but because it was required reading for my MBA
program. | am glad that the professor made us read it.

Good is the Enemy of great. This statement is the theme of this book and needs
elaboration. Jim Collinsis of the view that al too often we get the job done, without
striving for quality. We do not dot the “1”s nor cross the tees, with the premise that
even without it thejob isgood enough. Anditis. Butit isnot grest; it is not something
that would impart it alasting high quality.

It then |eads the discussion to afundamental question: Is Greatness Necessary? The
answer isaresounding yes. The book articulates a definition of greatness in the context
of corporate culture whereit is measured based on a parameter relevant to al stakeholders
and financial performance. In thisregard, by way of the Data Set, the book analyses
11 great companies. These companies were selected after using different logical tests.
Significant among the tests was the fact that a comparison company in the same sector
was also selected to eliminate the effect of certain favorable circumstances for a
particular industry at a given time. The key, however, was afinancial return below
the average stock market return for the given companies, then aturning point, followed
by a consistent above average performance by the same companies. Thus some
consistent high performers were eliminated since they did not have a prior poor
performance, and a turning point to high performance, which were needed to show
as to why the superior performance was achieved.

LEVEL 5LEADERSHIP: SUPER STAR CEOS

The discussion of thistopic isthe most enlightening component of the Good to Great.
Who isthelevel 5 leader in Jim Collins gradation of leadership? What is the definition
of asuper star? A flamboyant personality? Extrovert, star power on any of the different
types of media? If the answer to any of the above questions is yes, then the CEO
stands eliminated from the distinction of being aLevel 5 Leader. Based on Jim Collins
very refreshing observations and, contrary to what we would like to believe, the most
effective CEOs are quite ordinary looking in their demeanor, yet they have some
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remarkable qualities. They are not the people who seek the limelight. They are
ordinary people, and are content to remain so. Yet they have the inner strength of
character that does make them quite extraordinary. The two main traits for this are
humility and a fierce resolve to achieve something. “Level 5 leadership is Humility
+ Will”,

Level 5 leaders put the company first and their persona benefit second. They want
to achieve something not solely for their persond gain, but for the company asawhole.
Thus if the size of the pie increases, so does the corresponding piece belonging to the
CEO. What is not acceptable is to let the pie remain of the same size, and claim a
bigger piece for onesalf.

Asanatural corollary, level 5 leadership isrooted in the creative will, transcending
“I, myself”. It is motivated by the quest for Succession Plans and the desire to develop
strong leaders to follow. Level 5 leaders are confident in their abilities and are not
afraid of being toppled over. Yet they realize, as per Shakespeare, that theworldisa
stage where we perform our part and leave. But the organization would survive and
out live us; it would be there even after we are gone. Thus a system needs to be
developed where succession is a seamless process, and there is no clash of interest.
This can be developed only by people, who think beyond their own person and for the
benefit of the organization.

The most effective CEO is guided by the First Who, Then What. Therefore, CEOs
should first find the right people, then, and only then, should the decision be made as
to wherethey areto be utilized. At first reading this does not make sense. AsaCEO,
shouldn’'t | first know what | want to do, and then look for the right candidate for the
job?You wouldn't hire a marketing person to teach finance at a business school. Would
you?

Now analyze Jim Collins' view. He feelsthat agood and able person shall be a good
resource no matter what the job. Looking for the right person for ajob is short sighted
since a job description does and should change with the passage of time. Thus aright
person for the job today might be the wrong person for the same job five years later.

However, aright person shall remain the right person even after 5 years no matter
what changes occur in science and technology, or the economy, or the market.

Thus the point is, a marketing guru should be hired if he is available. Whether he
teaches graduate school, or first year undergrads, or is assigned a pure research project
or some specia project needing his brand of skills.

| can give personal examples on this one. | have worked in a multidisciplinary
engineering firm. | have seen electrical engineers make a success of acivil engineering
project by asking the right questions and having good project management skills. |
have seen civil engineers sink a civil engineering project by not doing the same. First
who then what is equally relevant in engineering.
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Face the Reality and Have Hope. This chapter outlines the beginning of the recovery
process. The key message here is to face the difficult situation that an organization
finds itself in and have open discussions. The idea is not necessarily to reach a
consensus, but to hear and listen to what people have to say. Companiesthat have the
attitude of thisisright, because I, the CEO, said so are on a perilous path to decline.

The complement of this self destructive and arrogant “1 know all” attitudeis to have
an open mind, willing to learn and ready to seek. Above all, it meansto believe and
to know that things will improve, even though we might not know exactly when. We
must therefore exercise caution against setting deadlines for things that are not within
our control. For example, we can set deadlines for doing something, like we shall
build this, or get rid of that. But we should not set a deadline that we shall be profitable
by this date. That is something we do not know, much as we would like to believe
otherwise.

To be rational and to understand the logic of our situation, let us keep in mind the
Venn Diagram. To understand the choices we make and the process involved in taking
fundamental and decisive steps, we must answer three simple questions.

* What are we as a company really passionate about, i.e. what isit that we do
or should really care about?

*  What can we be the best at?

» What shall fuel our economic engine, i.e., isthere afinancia return on what
we do?

The author firmly believes that the intersection of these three questions is the key to
SUCCESS.

In the Good to Great, a great deal hinges upon the concept of Discipline. A subtle
distinction is drawn when it comesto discipline. There are discipline enforcers, and
there are discipline builders. Discipline enforcers are like traffic policemen. They
make you follow the rules and penalize you if you do not. But here the obvious short
coming isthat as soon as the policeman is not there, bad habits return.

Good to Great companies emphasize the importance of building discipline. For
individuals and organizations that build discipline as a matter of routine, discipline
is not an effort but a part of life. For them it is a matter of habit and a secret of their
success. Easier said than done. Not really. Read the book to see how.

The book was written right at the time of internet boom and bust. Thus the author
could be an arm chair critic after the fact. That istrue to some extent, but it is not the
whole truth. Jim Collins has given concrete examples from the internet era. But, in
retrospect, he has also used examples from before that time to show how technology
should be used as atool for business development and not vice versa.
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Jm Collins introduces the concept of Flywhee! in discussing the transition from Good
to Great. To those of us for whom physics was not a favorite subject (and | do not
blame anyone, | did not like it either) | suggest they consider the example of pushing
acar. Thefirst few centimeters are the most difficult, but as we keep on pushing, the
car starts to gain momentum and gradually it becomes easier to do so. That is what
the Flywheel concept isall about.

Change is difficult to accept but harder still is the temptation to deny change. But if
we start with small steps, and keep at it, fairly soon we realize that we have gone
through some big changes and that we have moved significantly towards our goal.
Big thunderbolts seldom get the desired results, small integral steps do.

The question of Relevance in a Rapidly Changing World is the most difficult question
one can ask. Certain principles of natural and normative sciences, management, and
administration tend to have an enduring character. A fundamentd principle, if established
correctly, assumes an independence from the incremental development and changes
that take place in science and technology.

The principles presented in this book although empirical, are still timelessin the sense
that they do not derive their relevance from technological development. Rather, they
are derived from the interpretations of human nature, the individual and collective
strengths and weaknesses of human beings. Human character does not change over
time. It has remained the same, and should remain the same for the next 1,000 years.
Thus the reader can accept or reject the theories presented in this book, without any
serious misgivings. Although it is an individual choice there is no question of their
becoming obsolete or irrelevant.

The book ends with an exclamation, conjoined with a pause. When all is said and
done, if one feels like saying: But all this was so ordinary: — Pause — Yes and No. If,
at the end of it all, it seemsthat all this was so ordinary — (Pause) — Yes and No. I'll
explain by an example from the academic setting. We have all heard that to be a
straight ‘A’ student, the individual has to keep up with the class, the teacher, and
allocate regular time for studies. The A students do make some choices, they do and
do not do certain things. They exercise discipline. In the end, they turn out to be a
sustained Great Entity. What they did was fairly ordinary, yet at the same time
extraordinary and different. And it showed in the results.

That is the beauty and the secret of Good to Great.

Mohammad Ahsan Siddique
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A Word About The IBA

Our logo reflects “ our resolve to meet the future challenges with integrated and multi-
disciplinary knowledge and its creative application in a changing global environment.”

FOREWORD

t the Institute of Business Administration we recognize the importance of both

theory and application. In our teaching practices we celebrate avery strong sense
of future, encouraging our students to welcome change, growth and becoming. By
exposing them to the problematic issues and awide variety of perspectives we invite
them to see the world from the standpoint of the role they will assume tomorrow.
Besides deepening their knowledge, by placing their specialized concerns in a broader
perspective, we expect them to develop an understanding of our national issuesin a
larger global context.

In teaching we follow a research oriented methodol ogy, characterized by both, passion
and objectivity, revision and anticipation. As an academic and intellectua discipline,
future oriented and goal seeking research and teaching methodology aims to focus on
our core courses. These courses with well defined areas of specidization and integrative
analysisaim at drawing variousinsightsinto thefold of alarger perspective of discovery.
We believe that when teaching is pursued with such a pronounced bias, and discovery
is made an integral part of our teaching methodology, skills and insights devel oped
in one field become meaningfully relevant in many fields, enriching both the analytic
and synthetic approaches to the perspectival unfoldment of our view of life. More
importantly, it will deepen our interpretative approach, broadening at the same time
our descriptive skills. Also, by combining the application of these skills with a broad
and general view of education, fusing theoretical with practical, weaving the realities
of the lived-world with the academic analysisin the classroom, it will enrich both the
theoretical and the applied components of our teaching methodology. As aradically
pursued creative approach, such apedagogical orientation isbound to result in a deeper
appreciation of the nature and scope of the operational and strategic management of
our corporate affairs. In the present day academic world, corporate concerns derive
their relevance and significance from the specialized competence of various academic
departments. Beside providing the material and insights, our departmental studies
offer guidance and direction in the fields of teaching core and collaborative courses,
conducting and promoting pure and applied research in the rel ated fields of specialization.

In thisfocussed and yet diversified approach, as we engage in research, we experience
the joy of moving beyond the way things are towards the anticipation of the way they
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can be and therefore ought to be. With each perspectival variation and horizontal
unfoldment we see the future expanding into alarger and still larger horizon, merging
with the existing picture of the “given” reality, adding to it new dimension and new
profiles, making it larger than the sum total of its parts. As members of the IBA
community we celebrate the holistic approach and the gestaltan view of life and
knowledge and truth.

We uphold the academic and the corporate concerns of the Institute of Business
Adminigtration. Essentialy, our reflectionsin thisregard converge upon two fundamental
thematic concerns: teaching and research. Individually and in conjunction with all
other factors that bear upon the process of education, these two concerns define our
forte and our calling which is ours not by compulsion or imposition but as a consequence
of the divine ordinance of our privileged choice. At the IBA, we emphasize the
importance of making choices and decisions. We believe that he who is taught to be
well educated knows that not to choose is also away of making a choice and not to
decideis aso away of making a decision. We are free to choose not to decide and we
are free to decide not to choose. But our choices and our decisions have consequences.
So, we can, if we will, decide to live creatively; we can and therefore we ought to live
transcendentally. These are matters of serious educational significance, inspiring the
passion for authenticity, integrity and excellence.

The passion for excellence defines the creative and dynamic orientation of the IBA
culture and its belief in the principle of growth and development. They who livein
knowledge societies, for them the most critical idea is their belief in the creative
principle of movement towards a higher and till higher stage of development inherent
in their culture. They believe that they can disentangle themselves from the petrifying
weight of necessity by becoming or wanting to become larger than who and what they
are. We are not what we could have become; we are the possibility of what we are
capable of becoming. By living the kind of life we decide to live, we assume a fate,
adestiny and a character. They who live with that knowledge are, according to the
Qur’an, “without excuses’.

At the IBA, we believe that research orientation, in varying degrees of emphasis, is
always dominated by the questionswe did not care to ask and the answers we carelessly
took for granted. It is al so dominated by our ability to creatively welcome the phenomena
of change and more so, our ability to draw the principle of movement towards the
future into our world-view. Therefore, we recognize the importance of change and
emphasi ze the need to grow by out growing our selves. We trust to let education define
the goal we ought to be seeking and to let research determine the direction in which
we ought to be moving to reach our goal.

Editor

INTRODUCTION

The IBA isthe oldest business school outside North America. It was established with
technical collaboration of U Penn’s Wharton School of Finance and later University
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of Southern California. The IBA set the standards of educational and professional
excellence.

It seeks to advance and encourage new ideas and to promote enduring values to guide
the practice of management. Over the years, the IBA has built areputation for producing
graduates of unmatched professionalism and sound ethical and moral values. The IBA
has an academic environment in which talented and outstanding young men and women
areinspired to reach out to the farthest limits of their vision and capacities.

The IBA is proud of its nearly 7,500 accomplished alumni who are engaged in highly
specialized and professional undertakings all over the world. Many of them hold
demanding positions of administrative responsibilitiesin various fields of governance
in Pakistan and abroad. We proudly celebrate their association with the IBA.

CORE VALUES

We celebrate:

e Merit e Truth * Integrity e Humility
* Cregtivity * Discipline * Tolerance

as the creative dimensions of the “highest good” — summum bonum — of an ethically
motivated academic life based on moral foundations.

MISSION

At the IBA our mission isto provide education and training for management leadership
in business and public sector in Pakistan. We aspire to be the best business school in
Asiaand amongst the best in the world.

It is our cherished mission to establish links with renowned business schools in the
world and with business and public sector organizations in Pakistan and to try to
introduce the knowledge, current and contemporary business culture and the work
ethics for making Pakistan amongst the most competitive countries in the world.

IBA PHILOSOPHY

Our philosophy isrooted in the creative urge to strive continuously to improve upon
all constituents of our system: culture, people and infrastructure; and to turn bright
students with leadership potential into outstanding human beings and business
professionals and leaders for tomorrow.

MEETING THE CHALLENGES
A fine blend of our educational environment, academic culture and the highly qualified

and devoted faculty at the IBA, moulds bright and intelligent students with leadership
potential into high performing entrepreneurs and professional managers.
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THE GOAL AHEAD

The IBA is set on a path of constant improvement, introducing changesin all critical
fields of its undertaking. Its recent partnership with MICROSOFT has given a new
dimension to the Center for Computer Studies, enabling students and faculty to remain
abreast with the most advanced technologies in software as well as hardware. It has
entered into agreements with CBR to impart not only the quality education to its
probationers but also to its senior members in the field of management in order to
realize the government’ s policy to change the culture and the managerial practices of
this sensitive department and to bring them to the accomplished level of modern-day
needs and expectations.

PROGRAMSOF STUDY AT THE IBA

Our programs have been growing steadily in keeping with the needs of the society
and the competence of the Ingtitute of Business Administration.

We offer courses in the fields of :

* Doctor of Philosophy — Ph.D. (MIS/ ICT/ CSE)

» Master of Business Administration — MBA (Morning Program)

* Master of Business Administration — Management Information System MBA- MIS
(Morning Program)

MS (Economics)

MS (Finance)

Master of Business Administration — MBA (Evening Program)

Master of Business Administration — Management Information Systems MBA- MIS
(Evening Program)

Postgraduate Diplomain Business Administration — PGD (Evening Program)
Certificate Courses (Evening Program)

Visiting Students Program (Evening Program)

Master of Business Administration — Tax Management (Morning Program)
Bachelor of Business Administration — BBA (Morning Program)

Bachelor of Business Administration — Management Information System MBA-
MIS (Morning Program)

» Bachelor of Computer Studies— BCS (Morning Program)

* Preparatory Program for Rural Students (Talent Hunt)

* Business English Program

CAREER OPPORTUNITIES

The Institute offers a flexible curriculum, diverse and focused, to the committed and
highly motivated students who are willing to embrace change and ready to experiment
with new ideas and thought patterns, anxious to assume the leadership role in the
corporate world of today and tomorrow.
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CENTER FOR EXECUTIVE EDUCATION

The Center for Executive education is a state-of-the-art learning and training center.
It focuses on training the managers and providing them with educational opportunities
aimed at the refinement of the skills and the attitudes they will need to succeed in the
highly volatile, competitive and complex business environment of today’s corporate
world.

The programs designed by the center aim at hel ping organizations gain competitive
advantage by developing their most important resource - the people. The center
encourages activities designed to enhance organizationa effectiveness of the professionals
and their training in various areas of professional interest by providing them with the
tools and knowledge to improve their managerial skills. The programs offered are
designed to strengthen the participants’ |eadership skills with a focus on personal
development, productivity improvement and strategic thinking. The Center Specializes
in executive education and management development activities through ‘open-
enrollment’ courses, client- specific programs, consultancy and applied research.

CENTRAL BOARD OF REVENUE (CBR) — CAPACITY BUILDING
PROGRAM (2005-2006)

The IBA is providing training to the Tax and Customs officers of CBR in Karachi,
Lahore and Islamabad. Up till now, 350 officers of grade 17-21 have been trained in
Karachi. All the courses are designed by the faculty at IBA, which include Computer
Skills, Communication and Presentation Skills, Management Skills, Leadership and
Teambuilding Skills.

CENTER FOR ENTREPRENEURSHIP IN PAKISTAN

United States has chosen the IBA for establishing a Center for Entrepreneurship in
Pakistan under its broader Middle East and North African Initiative. There will be a
distinguished advisory panel, ‘Blue Ribbon Panel’, consisting of the Directors of
Entrepreneurship Institutes at MIT, Babson, Harvard and Stanford. This panel will not
only advise but also assist and support the new Pakistani Center. Dr. Peter Bearse,
whoisan Internationa Consulting Economist and an expert in developing Entrepreneurial
Center, is supervising the project. This project will start functioning by the end of
2007.

RESEARCH CENTER

The Research Center at City Campus plays akey role in the development of industrial
and financia sectors of Pakistan by providing useful research and evaluation guidance.
The activities of the Research Center consist of both core and collaborative research
to provide help to the federal and provincial governments, non-governmental
organizations and the private sector.
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The Center is arepository of the core research done by the IBA faculty, scholars and
students. The research papers written are documented, archived and made available
to other researchers and industry. The IBA faculty and students can access these
research papers viathe IBA internet.

HIGH PROFILE FACULTY

ThelBA faculty comprises of teachers with academic achievements aswell as successful
practical business management experience. The faculty ensures that the system of
education at the IBA isaunique blend of the best in classroom instruction, case studies,
role-playing, business games, research and practical training in business organizations.

HIGH ACHIEVING STUDENTS

Our students win distinctions and praises from foreign and local dignitaries for their
confident, reasoned discourse, organized team work and knowledge. The IBA student
groups arrange dozens of seminars and conferences every year. Asindividua contestants
our students have been successful in national and international competitions. Two of
our students; Muniba Mahmood and Asim Ali Raza were chosen to go to Genevain
an international seminar. They joined 30 other business students from around the
world. The IBA was the only school in the world which had the distinction of having
two students accepted for the seminar. Last year Asnia Asim topped contestants from
109 countries to win the World Bank Essay Contest. The IBA team won Pakistan
round of Microsoft India’'s Imagine Cup 2006.

Let the children of the rich and poor take their seats together and know of no
distinction save that of industry, good conduct and intellect.
Townsend Harris
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“The Educated Person”

You know, we have a very peculiar situation. Young people, when
they are in school, are extremely excited by the humanities, even
the most traditional subjects. And five years after graduation, they
will reject them, basically, and become totally vocational in their
orientation. Thisimbalance isn’t healthy in along-range sense. As
| look at our executive-management people who started out twenty
or thirty years ago, | thought that these just-turned-45-or-50-year-
old managers would ultimately come back to their schools and say,
‘Now we need to understand alittle bit about ourselves and about
lifel” But the postgraduate education of our managers, from this
perspective, has been atota flop.

Aflop?
Almost atotal fizzle. But more and more are coming back, and they
always want to come back to this vocational or their professional
area. They start to see the humanities or the world of history as a
way to reflect on their business experiences and to judge how they
might have thought or acted differently, to look at their lives from
whole new perspectives.

Peter F. Drucker

Left to themselves, the creative forces in society will always

deliver, but keeping them reasonably free to do so is a perpetual,
grinding battle. It is one that must never be lost.

Paul Johnson

Forbes, February 27, 2006
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