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 RECORDER REPORT 
 
 
Investment laws need to be revisited: SBP 
KARACHI: In order to improve overall investment climate in the country, there is a need to revisit the 
investment laws and modernize them in light of the recent best practices, the State Bank of Pakistan 
suggested in its annual report “The State of Pakistan’s Economy.” 
 
The SBP in its annual report, issued Monday, added a special chapter on “Factors Constraining Investments 
in Pakistan” with an objective to present a comprehensive diagnostic of the investment landscape of 
Pakistan and to identify the binding policy, legal and institutional constraints, which undermine the 
country’s ability to mobilize domestic and foreign investments to a level commensurate with its potential. 
 
According to the SBP, being a nation of 210 million people, Pakistan could have attracted significant foreign 
investment given the abundance of cheap labor, lucrative investment policies and a strategic geographical 
position. Unfortunately, the country has remained unable to tap the opportunities: currently only 286 
companies of foreign origin are operating in Pakistan, vastly outnumbered by the 2,422 firms working in 
Turkey and 4,593 firms operating in India. 
 
Pakistan’s existing investment policy framework of 2013 is “liberal and fairly open” in terms of facilities 
that it offers to the prospective investors. Non-discriminatory regulations, openness to FDI in all segments of 
the economy, the possibility of a 100 percent ownership in most of the sectors, and absence of any 
restrictions on currency convertibility and repatriation of profits attract foreign investors to tap the strong 
and expanding domestic market of Pakistan. 
 
However, in addition to the investment policy, two main documents define the overall investment regime in 
Pakistan: the Foreign Private Investment Act of 1976 and the Protection of Economic Reform Act of 1992. 
 
The SBP said that the investment policy is more of an attraction document, while the two acts together form 
the legal foundation that govern the investment related matters of the country. The existence of these three 
concurrently active documents adds to investors’ confusion about the permissible scope of investment 
activities and the overall incentive structure in the economy. 
 
“From the policy perspective, there is a need to revisit the investment laws, modernize them in light of the 
recent best practices, and then frame the investment policy document accordingly. Better yet, the three 
documents may be merged into a single, comprehensive framework; this would substantially help mitigate 
the confusion and uncertainty that is faced by both the existing and potential investors,” the SBP suggested. 
 
Another needed measure is the renegotiation of older Bilateral Investment Treaties (BITs) that Pakistan has 
signed with the other economies in order to bring them up to par with modern standards, it added. 
 
Elements such as minimum standard of applicable laws; explicit definitions of direct and indirect 
expropriation; special applicable clauses during phases involving balance of payments difficulties; and 
health, labor and local requirement conditions, etc. would lead to lower instances of cases involving dispute 
settlement between the investors and the country. 
 
The SBP said that there is also a need to increase the coordination between the federal and provincial 
governments, especially with investments now a provincial concern after the 18th Amendment. This would 
help minimize frictions resulting from the multiplicity of regulatory jurisdictions. 
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Increased coordination would also help address the problems and facilitate negotiations between the 
investors and the provincial and federal governments. The Investment Promotion Agencies (IPAs), in this 
regard, can provide a channel for registering complaints about the regulatory hurdles and contract 
enforcement faced by the investors and then directing those to the relevant authorities for resolution. 
 
Small and medium enterprises are widely considered major contributors to economic growth and 
employment generation in any economy, therefore the government should focus SME sector. 
 
The SBP said that clear communication of tax measures is vital for their successful implementation and 
while it is encouraging to see that the government is in the process of implementing most of the needed 
reforms with regards to tax policy, it is equally important to emphasize that the government must also 
significantly enhance its communication efforts to clarify the motivations behind the measures taken, justify 
the mechanisms of the proposed. 
 
Much of the unrest and opposition against proposed measures arises due to a misunderstanding of the 
provisions and amendments of the policies on the businesses community’s end. 
 
The SBP said that there should be a collaborative implementation of the announced human capital policies 
and strong coordination is needed to improve the state of human capital in the country and by extension, 
labor productivity. 
 
The report said that in 2019, Pakistan’s Doing Business ranking witnessed a jump of 11 points. This 
substantial improvement came on the back of major reforms in three broad segments including ‘Starting a 
Business’, ‘Registering Property’ and ‘Resolving Insolvency’. 
 
Meanwhile, the FBR, provincial authorities and other federal agencies such as the BOI and EOBI are 
working collectively to build on this progress. Encouragingly, for the DB ranking for 2020, Pakistan has 
been included in the list of Top-20 improvers across the globe. Importantly, out of ten areas, Pakistan 
exhibited improvement in six areas including starting a business, dealing with construction permits, getting 
electricity, registering property, paying taxes and trading across borders. 
 
The role of the state must be enhanced to lead investments in important segments of the economy and the 
government, especially in a developing economy such as Pakistan, must also first develop fully the 
“ecosystem” to make possible the innovative activities envisioned to be carried out by the private investors, 
the report maintained. 


