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ABSTRACT

Pakistan has been registering increasing growth rates in its Information
Communication and Technology (ICT) sector, with IT exports crossing $2.5 billion
mark and registered IT companies surpassing 2000 in number. The growth is mainly
powered by service-sector small and medium enterprises (SMEs) of the country,
which are subject to little or no regulatory requirements and a lucrative tax amnesty
up to June 2019.

The paper seeks to present, first, the heterogeneous nature of the sector, classifying
and comparing enterprises working in it against the prevalent definitions of SMEs.
Next, the size and of this SME subset is identified in terms of its consumers,
producers, business units and business volumes with a particular focus on how these
together stimulate the economy of the country through increased ICT-based
consumption, employment and exports. The paper then analyses some of the
challenges and limitations faced by small ICT firms of Pakistan and evaluates if
appropriate measures and initiatives are reflected by ICT and SME stakeholders of
Pakistan such as Pakistan Software Exports Board, Pakistan Telecommunications
Authority, and SME Development Authority.

The research is exploratory and descriptive in nature while literature is sought from
secondary data. The findings of this research hint at major areas of concern and
improvement in ICT-based SMEs of Pakistan. They offer great significance for
owners, partners, workers and individuals of ICT SMEs as well as government
authorities, policymakers and academicians aspiring to strengthen the SME sector.

Keywords: Information Communication Technology (ICT), Small Business
Enterprises (SME), Small and Medium Enterprises Development Authority
(SMEDA)

INTRODUCTION

The knowledge-based revolution led by information and communication technologies (ICT)
is fast altering the economies of developing countries. Several emerging economies have
taken on the ICT path to alleviate poverty, increase exports and boost employment (Mukras,
2003). ICT-enabled services and applications allow room for expansion for tech firms even
when they cannot find local market (Iftikhar, 2017). Exponential growth in use of internet
and mobile phone in India, Sri Lanka and Pakistan, for example, has created a greater room
and demand for IT-enabled services such as e-commerce, freelancing and digital marketing
(Dasanayaka,2010).

The tech-startup world manifests hundreds of thousands of freelancers offering several web
and mobile services to offshore clients, offering services ranging from web design and
development to social and search engine marketing (Ahmed, Shahzad & Umar , 2010).
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Hence, governments in developing countries are fast facilitating an enabling ICT
environment through policy initiatives such as provision and development of technical
training centers, mega IT parks, and co-working spaces and incubators.

ICT enterprises of Pakistan, besides forming part of the SME sector, are also a subset of
‘Knowledge Economy’. It is described as a mix of interrelated components such as IT goods
and services, information content, telecommunications, networking, transmission, offline
multimedia, and online trading interactive. The dynamic ecosystem and infrastructure of the
sector is presented in a model presented by D’Costa (2006).
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Pakistan’s ICT sector, mainly driven by SMEs, can be used to tap enormous economic
potential through increase in the country’s employment levels, exports, consumption and
foreign direct investment. According to Mujahid (2001), Pakistan has been fast working to
improve its e-readiness to achieve its macroeconomic goals through the contribution of the
ICT sector.

RESEARCH AIMS AND OBJECTIVES
1. To identify the different definitions for SMEs and assess which one fits best
based on Pakistan’s socio-economic and business scenario.

2. To assess the extent and size of the small-sized IT enterprises of Pakistan, or ICT
SMEs sector, measuring this sub-sector’s business and consumer volume.

3. To assess the potential for employment, local consumption and exports of Pakistan’s
ICT SME sector.

4. To evaluate the present policy initiatives taken to facilitate and grow the ICT SME
sector.

DISCUSSION

The importance of SMEs as catalysts for economic growth, employment and poverty
reduction has been widely established. SME firms are generally more labor intensive than
capital intensive, and present a higher return on investment than many large-scale enterprises.
According to Cunningham and Rowley (2008), the dynamic nature of SMEs allow them to
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quickly adjust to changing business conditions which makes the SME sector as an ‘agent’ of
positive socio-economic change. Governments, especially those of developing nations, have
recognized this fact, and are quickly formulating policies to foster and boost their SME
sectors (Feeny & Riding, 1997). Researchers have also extensively shown interest in gauging
the effectiveness of governmental support to the SME sector (Kwarteng et al, 2016).
According to Rahman, Stough & Jalees (2015), SME sector’s contribution is heavily
dependent on the support systems and policies provided by the government. The findings of
their research stress on the need for the policies to target all three areas of an SME business
cycle: introduction, growth and operation.

The main aim of the SMEs is the creation of jobs, and their major contribution can also be
measured in the same sense (Tsai et al. 2007). Because of their informality and
heterogeneous nature, we cannot asses their impact on the macroeconomic level and most of
the studies only emphasize on their potential of job creation (Dar, Ahmed and Raziq 2017).
As concluded by Dearden (1998) the SMEs are too small to influence at the macro level,
they are highly individualized enterprises comprise of a highly individual composition,
nature and style of working. Hence, they cannot give back to economy at a macro level.
Therefore, the Small and Medium sized entrepreneurs (SMESs) generally run at the possibility
of sustainability and job creation .so they usually have low productivity and instability. The
poor working conditions, low safety standards and inadequate training facilities further add
into the misery of SMEs, as these factors are not in focus for empirical testing (Tsai et al.
2007).

SME organizations have a tight control and close monitoring of the operations (Tsai et al.
2007). But, at the same time they also lack in resource as well as the skills and time
constraints are also present. Due to this, these organizations often face limited growth,
reactive and adhoc approach towards situations and inconsistent working hours.

Definition and Characteristics

In Pakistan, variable definitions have been given by SMEDA, SME Bank, State Bank of
Pakistan (SBP), Securities and Exchange Commission of Pakistan (SECP) and Pakistan
Bureau of Statistics (PBS). SMEDA’s definition of SME is based on amount of productive
assets and number of employees; the SME bank considers only the amount of production
assets, PBS considers only number of employees (Dar, Ahmed and Raziq 2017).

The generally agreed definition is that of SMEDA, which considers a business as small when
its number of employees range between 10 and 35 and its production assets are in the volume
of 2 to 20 million PKR. Similarly, the definition for medium-sized business is that it has to
have between 36 to 99 employees and a production assets volume 20 to 40 million PKR
(SMEDA, 2011).

The above definitions, however, do not take into account size and volume of micro
businesses. Therefore, Dar, Ahmed and Raziq (2017) proposed a new definition for small
businesses, which takes in number of employee size between 5 and 10 and production assets
size between 0.5 and 1 million PKR.

The United Nations Industrial Development Organization (UNIDO) classifies SMEs based on
whether to belong to developing countries or the developing ones. In the table below,
classification for SMEs belonging to developed and developing nations are presented as
observed by UNIDO (Abor and Quarty, 2010).
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Table 1. Classification for SMEs belonging to developed and developing

Developing Nations Employee Size Developed Nations Employee Size
Micro Firms <5 Small Firms <99

Small Firms 5-19 Medium Firms 100-500
Medium Firms 20-99 Large Firms >500

Large Firms 100

Source: The United Nations Industrial Development Organization (UNIDO)
The Size of Pakistan ICT Industry

Pakistan ICT industry is heavily influenced by overall media landscape of the country. By
the end of 2008, Pakistan had 350 newspapers, 74 radio stations, 70 private TV channels,
1600 cable operators, 3.5 million cable subscribers and over Rs.10 billion of investment
in satellite (Hamid, 2008).

Pakistan is a country where about 60% of their population is in the 15 to 29 years of age
group which shows a huge human capital. The country has more than 2000 IT companies and
continuously increasing in numbers every year, workforce of around 300,000 IT
professionals who are experts in the ongoing and emerging IT products. The universities
produce more than 20,000 IT graduates and engineers every single year. Presently, Pakistan
has 14 Software technology parks (a type of IT dedicated commercial building). Pakistan’s IT
based exports has increased twenty times in the last ten years and stands on $2.4 billion. In
addition, the local market of free-lancing is of $100 million in particular and over $500
million in general. So, the total revenue for the ICT sector is above $ 3 billion. The total
imports for the cellular mobile companies for the financial year 2015-16 mounting to over
PKR 78.57 billion, which reflects an encouraging IT background in Pakistan. The picture
casts great potential for burgeoning ICT industry of Pakistan as most ICT SMEs base their
products not for these local clients but for foreign companies and consumers.

Over the decade, the ICT sector has also shown remarkable growth. According to Pakistan
Software Houses Association (PASHA), the country has a burgeoning IT industry comprising
of hundreds of small to medium-sized tech firms. The current estimated size of the industry is
$2 billion, up from $1 billion just a few years ago, with larger players making about 15-25
million dollars in yearly revenues (Pasha, 2017) and employing 12000+ employees in its 370
member software houses. The figure below shows percentage split of these consumer types.

The IT Sector Major
Customers

Finance = Energy m public sector = telecommunication m others

Source: Pakistan Software Houses Association
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In addition to growing local operations and expansions by world’s leading players like
Microsoft, Cisco, and IBM, Pakistan ICT industry is fast embracing venture capital
investments from firms like ePlanet, Adobe, Motorola and Innovacoml. Registering a 39%
growth of the industry during 2007-2008, PASHA estimates that the industry size will expand
to 11 Billion USD mark within the next 5 years.

Besides PASHA, The Software Export Board of Pakistan (PSEB) is specifically targeted to
promote the IT industry of Pakistan. Its main functions include research into Pakistan’s ICT
sector and development of strategies to boost its sustainable development. Besides registering
IT firms in the country and creating IT parks, PSEB works in collaboration with telecom
regulators governmental bodies such as PTA to track the sector’s performance and suggest
areas for improvement (PSEB 2017). It has also enabled a space of about 700,000 square feet
for its registered IT companies in designated IT and Software Technology Parks. In addition,
PSEB facilitates services of company acquisitions and mergers, venture funds, call centers,
data centers, training centers, incubators and gaming and animation studios. The organization
has envisioned itself to boost Pakistan’s IT exports from the present $2 billion to $5 billion
level by year 2020 (PSEB 2017).

According to Pakistan Telecommunications Authority, the number of telephone, mobile and
internet users have been steadily growing in the past few years. About 72% people in
Pakistan have access to one of the three telecommunication services (Fixed or Landline,
Wireless, and Mobile). The table below shows this tele density for the period 2002-2017.

Teledensity over the Years
2002 to 2017
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Source: Pakistan Telecommunication Authority

In these, the most rampant impact can be seen in that of mobile phone and internet users.
Currently, Pakistan has about 114 million mobile phone users and 30 million internet users.
This makes about 60 percent of the country’s population. The vast potential and growth of in
these numbers can be seen as a great consumption and revenue potential for ICT SMEs of
Pakistan.
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Source: Pakistan Software Houses Association

Like the rest of the world, the number of social media users in Pakistan is also growing
exponentially. The figure below shows the number of major platform social media users in
millions as of August 2017.

Mobile & Internet users (in

millions)
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Internet Mobile
Source: Pakistan Software Houses Association
Pakistani Social Media Users (in
millions)
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Source: Pakistan Software Houses Association
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Potential for Employment

Tech-based SMEs in Pakistan are significantly accommodating college/ university graduates
who are increasingly finding it challenging to secure jobs in large-scale national or
multinational organizations. The ICT talent pool of the country has registered tremendous
growth in recent years, with universities alone producing 10000 computer science graduates
every year in addition to certifications, diplomas and self-learning by individuals. However,
this lags far behind the regional player India, which produces about 150,000 graduate
professionals in its IT based institutions (Dasanayaka, 2010).

Although countries are increasingly stressing on the economic potential of ICT-enabled
services through their policies, providing tax and export relaxations, developing ‘IT Parks’
and establishing technical training and development centers, the isolatory nature of tech-
based SMEs remains an issue (Ahmed, Shahzad & Umar , 2010). Tech start-ups (usually
SMESs) struggle to sustain businesses due to lack of adequate infrastructure, lack of local
demand for IT goods and services, and lack of financing facilities from banks and DFls. A
large part of Pakistan’s ICT SME sector represents freelancing. It is a billion dollar industry
subset of ICT SMEs (employing 5 people or less). Freelancing assumes various business
models and forms part of a growing knowledge-based economy whereby online marketplaces
exist for sales and purchase of ICT services such as content creation, graphic and web design
and development, programming and digital marketing (Iftikhar, 2017).

Currently, Pakistan ranks at 4th position for highest number of freelancers and freelance
businesses, with an estimated 150,000 engaged in this SME subset. Keeping in view of the
employment potential of freelancing SMEs, an e-Rozgar scheme has been launched by the
government of Punjab (PITB, 2017). e-Rozgar scheme is specifically aimed at reaping the
freelancing potential of Pakistan. It is developing 36 training centers across various districts
of Punjab and aims to train around 10,000 people in various freelancing domains (PITB,
2017). Besides promoting sustainable living for the educated youth, it also enables
employment for work-at-home women thus reducing the disparities between economic and
financial status of men and women. Further, the scheme is yet to add up to $1 billion
remittance of the freelance revenues of Pakistan.

Potential for Local Consumption

As of July 2017, Pakistan had about 44 million internet users, 140 million mobile phone
users, and about 42 million mobile internet users (Anas, 2017). According to research
conducted by Shafiqgue & Mahmood (2008), there were 1,898 cities with Internet access in
Pakistan, of which 1,166 were situated in Punjab, 202 in Sindh, 420 in KPK, and 110 in
Baluchistan.

ICT SMEs can tap on the great potential of expansion in these communication facilities by
developing products and services targeting market platforms (Ahmed, Shahzad & Umar,
2010). The figure below shows how ICT offers market platforms for buyers and sellers.

The biggest potential of ICT-based SMEs lies in the domain of e-commerce. It is reported to
be the fastest grower and contributor to the ICT industry, hosting an estimated global market
volume $22 ftrillion (Iftikhar, 2017). It includes all major online stores and shopping
marketplaces such as Alibaba, OLX and eBay as well as ICT facilitated services such as
Careem and Uber. In Pakistan, online stores such as Daraz and Kamyu have also been
registering phenomenal growth.
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The potential for these services can be gauged with the fact that OLX alone has 500,000+
visitors every day and Careem has planned to accommodate employment for 100,000
unemployed youth in its next three years. The list below shows top 10 e-commerce sites of
Pakistan according to number of unique visitors per month.

Sellers

INNOVATION

==

PLATFORMS

Buyers

A

Drivers, hosts, and
freelancers
Job
seekers,travelers,entr
epreneurs, and artists
Traders and senders
(money)

v

- 5 On demand/sharing Drivers, hosts, and
economy < freelancers
Job
Matching Platforms seekers,travelers,entr
E-commerce and epreneurs, and artists
L 5 digital payments l«— | Traders and senders
(money)
— >
Online Vendors Website Visits
www.daraz.pk 9.3 million
www.kaymu.pk 1.1 million
www.homeshopping.pk |0.88 million
www.symbios.pk 0.57 million
www.shophive.com 0.48 million
WWW.yayvo.com 0.46 million
www.ishopping.pk 0.43 million
www.mega.pk 0.39 million
www.telemart.pk 0.27 million
www.24hours.pk 0.21 million

Source: Alexa Ranks
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Potential for Exports

Though Pakistan is not a leading export of IT products, the potential of SME sector presents a
great promise (Ahmed, Shahzad & Umar, 2010). According to Pakistan Software Exports
Board, major consumption zones for IT products and services of Pakistan include world’s
most technologically advanced countries, including US, UK, China and Canada. The figure
below shows the percentage export shares to each of these zones.

PAKISTANI IT SECTOR MAJOR EXPORT ZONES

others
12%

China
Canadajqy

UAE?
5%

UK

Source: Pakistan Software Exports Board

The focal organization of SMEs in Pakistan, SMEDA, has already launched an e-Market
initiative as part of its strategy to increase exports of the country. The initiative, called Virtual
Exchange, is set to provide over 50,000 business leads to exporters of Pakistan, giving them
access to 202 territories and countries around the globe (Mujahid 2001). However, SMEDA
does not have a specified export cluster for ICT-specific products and services, and hence this
SME sub-sector is largely not accounted for in its policy initiatives (Dasanayaka, 2010).

Policy initiatives

Pakistan has from time to time developed various policy instruments for the promotion of
SME sector (SMEDA, 2017). The central bank of the country, SBP; the Small and Medium
Enterprises Development Authority, SMEDA, the Security and Exchange Commission of
Pakistan, SECP, Pakistan Software Houses Association the Ministry of Information
Technology (MOIT) and various provincial schemes such as Prime Minister Youth Business
Loans (PMYBL) and e-Rozgar Scheme have been launched to tap on the potential of ICT
SMEs of the country (SMEDA, 2017). Following are the major steps taken by these
stakeholders in order to promote the SME sector:

1. SBP has envisioned itself to increase its SME credit outreach to 300,000 SMEs by
year 2020. SBP also launched credit guarantee scheme in 2010 for covering up to 40% credit
losses incurred in small businesses. However, SBP is yet to add up service sector SME
clusters and business profiles in its credit strategies.
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2. SMEDA, through appointment by SBP and PMYBL, has developed 55 small business
feasibilities to be used as reference models by banks and loan beneficiaries. However,
SMEDA also is not specific for service sector SME clusters.

3. Pakistan Software Export Board (PSEB) has allocated 700,000 square feet of space
for registered IT companies through development for various IT facilities, IT parks and
software technology parks. It has envisioned itself to double the volume of Pakistan’s IT
sector by $5 billion by 2020.

4. PMYBL is offering soft loans of up to Rs.2 million, to youth aged 21-45, at a nominal
interest rate of 6.0%.

5. More than 300 member software houses have been given ISO certifications through
support from Pakistan Software Houses Association.

The continuous expansion and growth of Pakistan’s ICT sector demands that policy measures
are revised from time to time. A good step in this regard is the introduction of National
Digital Pakistan Policy. It heavily accounts for the increasing role of the ICT sector in various
domains of our economy, and proposes steps for accelerated digitization of businesses. The
policy assumes this multi-stakeholder model so as to ensure a fast track for the sector’s
growth. It proposes initiatives for empowering governance, accessibility, entrepreneurship,
demand stimulation and knowledge capital of the country.

CONCLUSIONS

With thousands of small IT enterprises and millions of internet and mobile phone users, the
ICT sector of Pakistan holds an enormous economic potential for the country in terms of
growing employment and consumption opportunities and an even greater room for exports,
foreign direct investment and foreign exchange. This vast potential is witnessed in the fact
that about seventy percent of our population uses one of the three mediums of electronic
communication (landline, fixed or mobile) and the software exports are continuously
increasing, with growth in past three years as much as 70% and IT exports in excess of $2.5
billion. In addition, Pakistan stood as the fourth top preferred region for freelance
development (Ministry of Information Technology, 2017). A plausible way to tap the
potential of Pakistan’s ICT SME sector is to address its challenges, common of which
include non-classification of the sector as an SME subset, creation and retention of the right
talent pool for the sector, keeping up with fast-pace of global technologies and easing up of
market access limits imposed by IT firms and enablers outside the country, including non-
availability of online payment systems such as PayPal, and provision of financing facilities
under employment schemes run by the government.

Based on our findings, we recommend that adequate policy measures and initiatives are
taken by SME stakeholders like SMEDA and State Bank of Pakistan. The institutions are yet
to classify ICT based SMEs as their subset which makes them go unsupervised as well as
unsupported. Further research can target how ICT sector’s policies are in line with policies of
the SME sector. The vast potential of the sector can only be untapped when a coherent
support system is at place by all stakeholders.
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