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FOREWORD

Government’s swift and decisive policy actions since the start of the current fiscal year
including resource mobilization, completion of IMF program, adopting the austerity
measures, and monetary policies helped in stabilizing the economy. These measures helped
the economy to reverse large external and internal imbalances. Significant improvement in
external accounts was made as the current account and trade deficit withessed a substantial
contraction. Foreign reserves steadily improved. There was an increase in FDI. The credit
rating profile also improved. Fiscal performance remained strong during the first three-
guarters of outgoing fiscal year, on the back of consolidation efforts and targeted reforms.

COVID-19 has pushed the global economies towards a recession. Pakistan has also been
affected by the unprecedented health and economic shocks“caused by the outbreak of
Coronavirus. During the current fiscal year, Pakistan’s eeconomy has undergone a sharp
contraction as growth is recorded at -0.4 percent. To,mitigate the socio-economic impact of
the pandemic, the government announced a stimulus package of Rs 1.24 trillion, and offered
further relief measures through the State Bank. Policy rate was also cut by 5.25 percent to 8.0
percent. The monetary and fiscal policy. interventions have been made to restore the economic
activity in this difficult time and to reduce negative effects on poverty and unemployment.

Cognizant of the extended durationand uncertainty of the COVID-19 worldwide, the
government has chalked out sector-specific policy interventions and structural reforms to cope
with the situation. Govermment.is constantly monitoring the international and domestic
conditions to ensure Stabilization to stir growth in this challenging environment.

The Pakistan Economic Survey 2019-20 is a detailed account of Pakistan’s economic
performance during the outgoing fiscal year based on the latest available data of FY2020.

| wish to commend the team including the Finance Secretary Mr. Naveed Kamran Baloch, the
Economic Adviser Dr. Imtiaz Ahmad and his team for the timely completion of this insightful
document. | am sure the Survey will serve as a document of useful information for
policymakers, development partners, researchers, academia, and citizens.

Dr. Abdul Hafeez Shaikh
Adviser tothe PM on Finance and Revenue

Islamabad, the fJune 2020
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PREFACE

The stabilization measures yielded a notable improvement and the economy started moving
progressively along the adjustment path during the first eight months of FY2020. The
macroeconomic stability gained during the period however was challenged by the COVID-19
pandemic thus making the fiscal year toughest in the history of Pakistan’s economy. The effects
of global lockdown penetrated into the domestic economy through a decline in Pakistan’s trade
that adversely affected tax collection efforts. The Government’s stimulus package and cut in
policy rate at the time of distress provided a stimulus to mitigate the adverse impact of COVID-
19.

This year’s Economic Survey takes a closer look of the situation to enable readers to know how
the economy was progressing and what impediments stood in its path. It provides a
comprehensive analysis of Pakistan’s economic performance during the first nine to ten months
of the outgoing fiscal year. Following the previous practice, the Survey has been presented in
two parts. The first part analyzes the performance of varigous sectors while the second part
contains the time series data pertaining to all sectors of Pakistan’s economy.

The Survey contains assorted information stemming from_numerous organizations for which
their contributions merit appreciation and acknowledgement. | would like to thank the federal
ministries, including Planning Commission, SBP, PBS, FBR, HEC, NIPS, NHA and provincial
governments for providing updated and accurate data. The completion of the survey could not
have been possible without their timely support.

| am also indebted to my team, their staff members, HRM Wing and Debt office for their
valuable support and hard work that-enabled timely completion of the work. | am also thankful to
the Adviser to the Prime Minister on Finance & Revenue Dr. Abdul Hafeez Shaikh, and
the Secretary Finance Division”Mr. Naveed Kamran Baloch for their continuous guidance to
complete the Economic Survey 2019-20.

| would like to thank Mr. Kiyoshi Taniguchi (ADB), Dr. Aamer Irshad (FAO), Mr. Ahsan Ali
Mangi (Govt. of Sindh); Dr. Nasir Igbal, Dr. Khalid Mahmood and Dr. Naseem Faraz (PIDE),
Dr. Mukhtar Ahmad,(Ex-ED NIPS) for providing valuable inputs to improve the quality of the
document. Continuous,engagement, discussion and advice from the senior officers of the Finance
Division especially Mr. Mohsin Mushtaq Chandna, Dr. Kamran Ali Afzal, Dr. Arshad
Mahmood, Dr. Ahmad Mujtaba Memon, Dr. Muhammad Sohail Rajput, Mr. Muhammad Tanvir
Butt and Dr. Nawaz Ahmad was immensely fruitful for the overall improvement of the national
document.

| am hopeful that the Survey will provide very useful data and information on the economy of
Pakistan. | would really appreciate any suggestion for the improvement of the document for next
year.

Dr. ImtiazAhmad
Economic Adviser

Islamabad, the .June 2020
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OVERVIEW OF THE ECONOMY

Global Economic Review

The world changed dramatically during the fiscal year FY2020; an attempt to amend Hong
Kong’s extradition law triggered the worst crisis in the Asia’s biggest financial center since
its handovertorChinaiin'2997. In August 2019, Indian gevernment abolished decades-old
laws that gave autonomy to the Indian-held Kashmir, leading to a suspension of trade
between the two rival nuclear states: India and Pakistan. United Kingdom’s exit from EU,
which was mutually agreed, changed EU forever, also deepening the Eurcrcaideswar
between the US and China, which started in July: 2Qfi8bled on in FY2020 and oil prices
crashed drastically on the back of increased supplies and lowering demands due to the
global economic slowdown.

While the world players were trying to. balance of above disruptions, a novel virus,
(COVID-19), emerged in Wuhan, China, andiWHOIenmMarchilindeclarediCovID-19 a
pandemic. Since then, the virus has engulfed the entire world, disrupting the supply chains
and paralyzing the continents~The pandemic is not only inflicting unprecedented damage to
human lives but it has also ‘taken,a heavy toll on global economic activity. In particular,
various necessary measures to control the spread has brought much of the global economic
activity to a halt. Consequently, countries are now facing multiple crises—a health crisis, a
financial crisis, and a collapse in commodity prices.

On one hand, the pandemic has put the whole world in a Lockdown and changed the
dynamics of ongoing and future economic activities, while on the other, the pandemic wiped
out any mentionable economic performance of any econoniifze Eockdown”, is shaping

up into the worst crisis sincéne Great Depression of 1930s

The economic impact of COVID-19 depends on the pathway of the pandemic, the
effectiveness of containment measures, the magnitude of supply disruptions, the impact of
tightening in global financial market conditions, changes in spending patterns, behavioral
changes and unstable commodity pricesiiThenwWorldyEconomicnOutlookn(Aprily 2020)
projects global growth to contract sharply by -3 percent in 2020 and the loss to global GDP
over 2020 and 2021 could be around 9 trillion dollars due to the pandemic crisis. The global
growth is projected to rebound to 5.8 percent in 2021. However, growth outcomes will be
depending on the course pandemic will chart and therefore they have the potential to be
much worse. Above forecasts are based on the assumption that the pandemic will peak
during the second quarter of 2020 and fade in the second half of the year, with business
closures and other containment measures gradually being relaxed.

+92 336 7801123
https://www.youtube.com/Megal.ecture



For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

Pakistan Economic Survey 2019-20

In the advanced economies, most of the countries are experiencing widespread outbreaks
and responding with stringent containment measures. As a result, their growth is being
projected at negative 6.1 percent in 2020. A sharp contraction in economic growth is
expected in countries like United States, Japan, United Kingdom, Germany, France, ltaly
and Spain. Within emerging markets and developing economies, the growth rate is projected
to contract by negative 1.0 percent in 2028cluding China, the growth rate for the group

is expected to be negative 2.2 percgntiiThereconomicigrowthiiniEmergingiAsianisiprojected
to be positive one percent in 2020ore than 5 percentage points below its average in the
previousidecade. Within the region, India and Indonesia are expected to witness a modest
growth in 2020, while Pakistan is projected to experience contraction in growth during 2020.

Pakistan Economic Review

The fundamental weaknesses of Pakistani economy: low tax to GDP ratio, poor savings rate
and minimal export growth with negligible value addition etc. were further attenuated by
misaligned economic policies like loose monetary policy and overvalued exchange rate
which have made it difficult to control twin deficits; thefiscalhand the current account. This,
in the short term, fueled demand and short-term, growth, but has gradually eroded
macroeconomic buffers, increased public debt and depleted international reserves. Moving
along this path was unsustainable as it was moving.the country towards ever slowing growth
and eventual default.

The shift in economic policy undertaken by the present government, through its policy of
adjustments and structural reforms, has changed the course entailing readjustment in the
fiscal and monetary policies. Thestabilization process gained momentum with the
commencement of the IMFEsh39-months Extended Fund Facility (EFF) arrangement
program in July 2019. The ‘stabilization measures implemented to reduce the twin deficits
had a profound impact on"econemic activity during the year.

As the new fiscal year FY2020 began, the economy started to witness a remarkable
turnaround which eonfirmed that the Government has taken appropriate policy actions to
address the macroeeconomic imbalances. The stabilization efforts paid off in terms of
sustained adjustment in current account deficit and continued fiscal prudence. For the first
time in many years, the current account deficit posted a surplus in October, FY2019. While
primary balance continued to remain in surplus during the current fiscaliyearsBuring July-
March, FY2020, fiscal deficit has been reduced to 4.0 percent of GDP, while current
account deficit reduced by 71 percent during July-April, FY2020. In addition stable
exchange rate, healthy growth in FDI (126.8 percent), improved ranking in World Bank’s
ease of doing business index, andiStablerycreditnoutiooknionB3nfromuNegative’ by
Moody's, reaffirmed the successful policies of Government in stabilizing the economy and
laying a foundation for robust growth.

Nevertheless, the government remained cognizant of painful impact of these stabilization
measures in terms of economic slowdown, rising inflation, low pace of job opportunities and
resultantly its impact on the lowest income groups of the society. In the wake of these
challenges, the government initiated reforms in key sectors of the economy with bringing
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Overview of the Economy

improvement in the real sector growth through inclusive growth in agriculture, industrial and
services sectors.

To control the price hike, the government made efforts through ensuring smooth supply of
commodities, checking hoarding, smuggling and undue profiteering. Further, vigilant
monitoring of prices both at federal and provincial level was ensured. In addition, to check
inflationary impact, borrowing from SBP has been discontinued and restriction has been
imposed on supplementary grants to control aggregate demand and ease out inflationary
pressures. The emphasis has been on price control through different policy, administrative
and relief measures.

To cushion the impact of needed stabilization policies on the poor, targétedipoverty

reduction interventions have been made through Ehsaas program, BISP, SehatSahulat
program and expanding coverage of Waseela-e-Taleem program etc.

Job creation is one of the key objectives of economic reform,agenda of the Government for

which National Agriculture Emergency Program, “KamyabJawan Program (low cost loans
to youth for business)”, “Naya Pakistan Housing Pragram®.to construct 5 million houses in 5
years andifeniBillionyTreenisunami have been launched, which have the potential to create
1.5 to 2 million jobs by December, 2020. PSDP:allocation has also been increased from
RsyS6m7nbillionytonRs701nbillionminuEY2020 stimulating private manufacturing and

construction sector.

Above Government policy actions and implementation of comprehensive economic reform
agenda helped the economy in averting the otherwise imminent balance of payments crises
and subsequently all macro-econamic indicators moved towards stabilization. However, as
the economy was transitioning from stabilization to growth, the outbreak of Coronavirus
(COVID-19) during the second.half of current fiscal year brought multifaceted challenges
for Pakistan to preservesthe economic gains achieved as a result of various efforts to
improve the fundamentals of the economy.

Similar to the entire world, Pakistan’s economy has also been affected due to COVID-19
outbreak through various channels like decline in domestic as well as global demand, down
turn in tourism and business travel, Trade and production linkages and Supply disruptions
etc. The rapid spread of the COVID-19 virus since February 2020 has brought economic
activity to a near-halt. However, magnitude of economic losses will depend on intensity and
duration of COVID-19.

As the economy has been subjected to demand and supply shocks, the outgoing fiscal year
2020 has witnessed a contraction in economic act ate for
percent
growthiinsagriculturalpindustrialiandiservicesisectorsirespectively. For FY2020, the negative
performance of both Industry and Services overshadowed the growth in the agriculture
sector. With the objective of reducing the propagation of COVID-19, social distancing was
implemented which resulted in lockdown which severely affected activity in contact-
intensive businesses. Thus, the negative impact of COVID-19 was so pronounced that the
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services sector posted negative growth of 0.59 percent.

To invigorate the growth, the government announcediRs24utrillionireliefipackage. The

SBP has also taken various steps including reduction in interest rate to 8 percent, refinancing
schemes for medical centers and various incentives for export-oriented industries etc.

There has been considerable support from the international lenderSilihe IMF has given a
one-year relief to Pakistan amid the pandemic ap@#886mbillion were given under the
RapidpEinancingmnstrument to address the economic impact of the COVID-19. Aid
packages from Asian Development and the World Bank, along with inclusion by G-20 in
their debt relief program, will enable the economy to greatly make up for the projected loss.

As the economy slowly reopens, it is expected that the adverse impact of COVID-19 will be
bottoming out. However, the framework for recovery will depend on various factors like
extent of adverse impact on various sectors, duration as well'as severity of lockdowns and
the associated risks. The outlook therefore carries challenges due to uncertainties associated
with it. However, fiscal stimulus package of Rs 1.24 trillion‘announced by the Government
along with measures taken by State Bank of Pakistanufor providing liquidity support to
households and businesses will counteract the current.@conomic downturn and provide much
needed relief to the population in need.

EXECUTIVE SUMMARY
Growth and Investment

Although, provisional GDP growth.rate for'FY2020 is estimated at negative 0.38 percent,

however, macroeconomic stabilization,measures undertaken by the government over the
past year resulted in significant reduction in Saving-lnvestment Gap which was mainly
driven by reduction in trade deficit and increase in workers’ remittances. It is also
mentionable that fiscal déeficit remained contained in first three quarters of FY2020.

Historically, Private Comnsumption had significantly contributed in Pakistan’s economic
growth. The pattern, was likely to continue, howeverRduenionCOVID=19yprivate
consumption suffered significantly. In percentage of GDP, it dropped to 78.5 percent in
FY2020 compared to 82.9 percent in FY2019. Private Investment as a percentage of GDP
dropped to 9.98 percent from 10.29 percent in FY2019 while Public Investment (including
percent
comparediton3i7apercentilastayear. However, there was 13.2 percent growth in Public
Investment (including General Government investment) during FY2020, while it declined
by 21.6 percent last year.

The economy of Pakistan like other economies has a diverse structure with three main
sectors -agriculture, industry and services. The agriculture sector, as mentioned earlier, grew
by 2.67 percent. The crops sector has witnessed positive growth of 2.98 percent during
FY2020 mainly due to positive growth of 2.90 percent in important crops.

According to Pakistan Bureau of Statistics, fourth quarter has been estimated by keeping in
view the lockdown situation faced by the industrial sector due to COVID-19. Significant
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Overview of the Economy

impact has been observed in the manufacturing sector, particularly Large-Scale
manufacturing and Small-Scale Manufacturing@Ehesprovisionaligrowthrinvindustriall sector
hasibeenyestimatedrat=2i164upercent mainly due to a negative growth of 8.82 percent in
mining and quarrying sector and decline of 7.78 percent in large-scale manufacturing sector.
Due to lock down situation in the country, the growth estimates of Small-Scale Industry for
FY2020 are 1.52 percent.

Similar to the industrial sector, services sector of the economy has also witnessed significant
impact of the lock down situation in the country due to COVID-19, particularly in
Wholesale and Retail Trade and Transport Sectors. The services sector has declined
provisionallyratois9spercent mainly due to 3.42 percent decline in Wholesale and Retail
Trade sector and 7.13 percent decline in Transport, Storage and Communication sectors.
Finance and insurance sector witnessed a slight increase of*0.79 percent. The Housing
Services, General Government Services and Other private/services have contributed
positively at 4.02, 3.92 and 5.39 percent respectively.

Agriculture

The agriculture sector recorded strong growth of 2:67 percent, considerably higher than 0.58
percentigrowthyachievediinilastiyear. Regardingy‘Kharif” crops, Rice production increased
by 2.9 percent to 7.410 million tonnes and Maize production by 6.0 percent to 7.236 million
tonnes while Cotton production declined by 6.9 percent to 9.178 million bales and sugarcane
production by 0.4 percent to 66.880 million tonnes. Wheat is the most important crop of
“Rabi”, which showed growth of 2.5 percent'to reach 24.946 million tonnes.

Other crops showed growth of.4.57 percent mainly due to increase in production of pulses,
oilseeds and vegetables. Cotton ginning declined by 4.61 percent due to decrease in
production of cotton crop.~Thus, the crops sector experienced a remarkable growth of 2.98
percent due to increase in.growth-of important crops by 2.90 percent.

Livestock Sector.achieved the growth of 2.58 percent. The Fishing sector grew by 0.60
percent, while Forestry'sector increased by 2.29 percent.

During 2019-20, the total availability of water for the Kharif crops 2019 reached 65.2
million MAF showing an increase of 9.4 percent over 59.6 MAF of Kharif 2018. During
Rabi season 2019-20, the total water availability reached 29.2 MAF, showing an increase of
17.7 percent over Rabi 2018-19 and 19.8 percent less than the normal availability of 36.4
MAF.

Fertilizers production during FY2020 (July-March) increased by 5.8 percent over the same
period last year on the back of additional supply of gas for fertilizers. The fertilizer import
decreased by 20.7 percent. During FY2020 (July-March), there was an uptick in agriculture
credit disbursement, the banks have disbursed Rs 912.2 billion higher by 13.3 percent than
the disbursement of Rs 804.9 billion made during the same period last year.

Manufacturing and Mining
The Large-Scale Manufacturing (LSM) declined by 5.4 percent during July-March FY2020

+92 336 7801123 [ v ]

https://www.youtube.com/Megal.ecture




For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

Pakistan Economic Survey 2019-20

as compared to 2.34 percent decline during the same period last year. There are number of
factors which contributed to negative growth of LSM. Pak rupee depreciated by 3.9 percent
during July-March FY2020 which increased the cost structure of industries in general and
for those relying on imported raw materials in particular. Furthermore, policy rate was kept
high to contain inflation which discouraged investment. Subdued demand further hampered
the overall production and performance of the industry. Certain sector-specific issues also
contributed to the decline in LSM. Automobile sector alone accounted for major portion of
contraction in LSM. Its prices witnessed multiple upward revisions due to PKR depreciation
which held the potential buyers from making booking and purchases. Upward adjustment in
electricity prices dented domestic steel producers’ margins.

The Mining and Quarrying sector showed negative growth of 8.82 percent during FY2020
as against 3.19 percent decline last year. This sector is lagging-behind despite huge potential
due to interconnected and cross cutting issues like poor regulatory framework, insufficient
infrastructure at mines sites, outdated technology installed,"semi=skilled labor, low financial
support and lack of marketing. Minerals that witnessed negative growth are Coal 6.34
percent, Natural gas 6.36 percent, Crude Oil 10.55, percent, Chromite 54.5 percent,
Magnesite 55.9 percent, Lime Stone 14.71 percent; Marble 3.62 percent and Iron Ore 32.73
percent. However, Barytes, Quartz, Ocher and Dolomite posted a positive growth of 241.6
percent, 130.8 percent, 68.8 percent and 1627 percent, respectively.

Fiscal Development

The fiscal outcomes remained strong during the first nine months of current fiscal year after
sharp deterioration in FY2019. /Government’s stringent fiscal strategy to improve the

revenues along with expenditure rationalization helped in improving all fiscal indicators.

Particularly, the imbalances @n fiseal side reverted to the path of fiscal discipline and fiscal
consolidation.

The fiscal deficit has“substantially reduced to 4.0 percent of GDP during July-March,
FY2020 againsti5:l_percent of GDP in the comparable period last year. Similarly, a
remarkable turnaround is visibleiljprimanyabalancewhichyposiedrarsurplusiofiiRs 194
billion during July-March, FY2020 against the deficit of Rs 463 billion. Overall, the
improvement in fiscal account is largely attributed to higher provincial surplus and sharp
rise in non-tax revenues.

FBR tax collection grew by 10.8 percent to Rs 3,300.6 billion during July-April, FY2020
againstiRs12)980:0nbillionvintthercomparablerperiodilast year. Various policy measures such
as charging sales tax on more items at retail price uriti&cBedule, reinstatement of taxes

on telecom services, an upward revision of tax rates on various salary slabs, an upward
revision in the federal excise duty (FED) rates and end of preferential treatment for certain
sectors provided impetus to tax collection were taken during FY 2020.

Non-tax revenues grew sharply during July-March, FY2020 on the back of SBP profit and
rise in receipt of telecom licenses renewal féesipliistoodratiRsS 10956 billionyduring July-
March, FY2020 against Rs 421.6 billion in the same period of FY2019. Thus, total revenues
grew by 30.9 percent during July-March, FY2020 against 0.04 percent growth in the
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comparable period of FY20109.

Total expenditures grew by 15.8 percent during July-March, FY2020 over the same period
lastiyear. Within total, current expenditure posted 16.9 percent growth in nine months of
current fiscal on account of higher mark-up payments, grants for social spending and
expenditures on social protection. Similarly, PSDP spending witnessed a significant rise
both at federal and provincial levels. Overall PSDP expenditures grew by 24.9 percent
during July-March, FY2020 over previous year.

Fiscal position till March, 2020 indicated improved fiscal performance, however, the
COVID-19 pandemic has brought significant challenges for the economy; in particular,
fiscal accounts are expected to come under significant pressure. At present, the government
is increasing the expenditures on public health and strengthening social safety net programs,
along with introducing various other measures to lessen the impact of the COVID-19 on
economy. Similarly, achieving revenue targets of both taxeand nen-tax segments would be
challenging due to disruption in economic activity. Theishort term economic impact of
COVID-19 is expected to be significant creating large.fiscal and external financing needs.

Money and Credit

In order to absorb the inflationary pressure and.toscontain an overheated economy through
domestic demand, SBP increased the poliey rate by 100 bps to 13.25 percent in the
beginning of the fiscal year 2020. However, SBP has reversed its monetary policy stance
due to improved outlook for inflation on the back of decreasing domestic food prices, sharp

fall in global oil prices and decline”in demand pressures due to COVID-19. It reduced the

policy rate by cumulative 525 bps to 8 percent in four consecutive decisions between March
17"and May 15

In addition, SBP has introduced .number of measures and some concessional refinance
schemes to address both_the demand and supply side conditions for businesses such as
Temporary Econemic'Refinance Facility, Refinance Facility for Combating COVID-19 and
Refinance Scheme for Payment of Wages and Salaries to the Workers and Employees of
Business Concerns. These measures are aimed at facilitating the businesses to remain afloat
during the crisis times.

Broad money has increased to Rs 1,481.3 billion during 01 Jul-24 Apr, FY2020 showing a
sharp expansion in the Net Foreign Assets (NFA) of the banking system which reached to
Rs 893.7 billion. Credit to private sector contained to Rs 304.7 billion during 01 Jul-24 Apr,
FY2020 as compared to the expansion of Rs 581 billion in the corresponding period due to
slowdown in economic activities.

Under the IMF’'s Extended Fund Facility (EFF) program, the government had committed not
to borrow from the SBP to finance its deficit and most of the demand has been met by
scheduled banks. For budgetary support, government has borrowed Rs 1,023.91 billion
during 01 Jul-24 Apr, FY2020 against the borrowing of Rs 990.87 billion last year.
Government has retired Rs 736.47 billion to SBP against the borrowing of Rs 3,204.72
billion in last year. On contrary, Government has borrowed Rs 1,760.38 billion from
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scheduled banks against the retirement of Rs 2,213.85 billion last year.

Capital Markets & Corporate Sector

Capital markets help to channelize savings to the most productive investments. In FY2020,
Pakistan’s capital markets faced challenges on multiple fronts. High inflation, austerity
measures, oil price crash and COVID-19 pandemic jolted the capital market. As a result,
Pakistan’s benchmark KSE-100 index recorded a modest growth of 0.61 percent in the first
ten months of FY2020.

The index kicked-off with 33,901.58 points on July 1st, and reached the year’'s peak of
43218.67 points on January 13th, 2020. After the COVID-19 outbreak, capital began
flowing out of the Pakistan stock market and the index plunged to 27228.8 points and
market capitalization closed at Rs 5380.17 bilion on Mareh 25th. However, the
Government’'s stimulus package provided relief to investors.as KSE-100 index gained
6877.84 points(25.25 percent) since March 25th and index, closed at 34111.64 points on
April 30th. Similarly, Market Capitalization increased by Rs,991.54 billidi84 percent)

since March 25th and closed at Rs 6376.71 billion an April 30th.

SECP took a number of measures to facilitate thegmarket and to absorb the prevailing
shocks. The duration of index-based market/halts has been increased from 45 minutes to 60
minutes; securities brokers have been allowed to'activate and operate the Disaster Recovery
terminals for trading purposes during normal operations of PSX. SECP has also notified
Corporate Rehabilitation Regulations, 2019.and Corporate Restructuring Companies Rules,
2019.

Inflation

To correct the macroecopemic,imbalances, Government made difficult decisions of upward
adjustment in overdue gas and ‘€lectricity prices, market-based exchange rate adjustments
etc. Furthermore increase in commodity prices in international market also pushed up the
domestic prices. During first seven months of CFY, inflationary pressures were observed
and headline inflation rose to 14.6 percent in January 2020.

The inflation rate started easing out due to government policies after January and for the
period July-April FY2020 recorded at 11.2 percent against 6.5 percent during the same
periodulastiyear. The other inflationary indicators like Sensitive Price Indicator (SPI)
recorded at 14.3 percent against 4.2 percent over the same period last year. Wholesale Price
Index (WPI) recorded at 12.2 percent during Jul-April FY2020 compared to 16.2 percent
same period last year.

The government is making all out efforts to ensure smooth supply of essential items and is
also committed to taking strict actions against anti-competitive practices. Economic
Stimulus Package, Ehsas Emergency Relief Programme, Subsidies to USC and reduction in
petroleum prices, etc., will provide multidimensional positive impacts to all segments of
society especially poor families. All these measures helped in contracting the CPI to single
digit which fell to 8.5 percent in April 2020. This was third successive month showing
decline in inflation, whereas it dropped more than 6 percent in last three months.
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Trade and Payments

Exports during July-April, 2019-20 remained $ 19.7 billion compared to $ 20.1 billion
duringiduly=Marchi2018=19)postingrandeclinesofi2:ipercent. A sharp decline in REER due
to market based exchange rate and the government’s initiative to provide cheaper electricity
to the textile sector have enhanced the competitiveness of the Pakistani products in the

global market. The total imports during July-April FY2020 declined to $ 36.1 billion as
compared to $ 40.3 billion same period last year, thus registered a decline of 16.9 percent.

During Jul-April FY2020, remittances increased to $ 18.8 billion as compared to $ 17.8
billion"during 'same: period last year, with"a growth of 5.5 percent. During July-March

FY2020, jcurrentiaccountideficiti(CAD)Ireducedubya7ssupercent to US$ 2.8 hillion (1.1
percentiofiGBP) against US$ 10.3 billion last year (3.7 percent of GDP). The significant

reduction in CAD reflected mainly the impact of macroeconomic stabilization measures
taken by the government.

Pakistan’s total liquid foreign exchange reserves increasedito WS$ 17.1 billion by end March

2020pup by ussi2i6ibillionoverend=dune2019. The improvement in the Foreign Exchange

reserves led toI3iGIpeErcentiappreciationiofiPakipeetagainstiuSidollanduringidulsF-ebruary
FY2020.

The COVID-19 pandemic has generated both' demand and supply shocks across the global
economy anchas posed significant challenges for exports to increase further in coming
months. Pakistan, as net oil importer, would"benefit from the decline in global oil prices in
terms of reduced import bill and eontraction in CADespite adverse impact of pandemic

on economy the overall external account liquidity has actually improved due to decline in oil
and other international commodity. prices.

Public Debt

Pakistan’s strategy to reduce its debt burden to a sustainable level includes commitment to
run primary surplises; maintain low and stable inflation, promote measures that support
higher long-term economic growth and follow an exchange rate regime based on economic
fundamentals.

T with
ng first
of its
deficit was Rs 2,080 billion. This differential is mainly attributable to depreciation of Pak
Rupee, increase in cash balances of the Federal Government and difference between face
value (which is used for recording of debt) and the realized value (which is recorded as

budgetary receipt) of PIBs issued during the period.

Public debt portfolio witnessed various positive developments during the ongoing fiscal
year. Most of the net domestic debt raised was through medium-to-long-term government
securities (Pakistan Investment Bonds) and National Saving Schemes. The cost of
borrowing through long term government bonds declined. No new borrowing was made
from SBP during ongoing fiscal year. To diversify investor base in government securities
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and capitalize liquidity available with Islamic Financial Institutions, government has started

issuance of 5-Year Floating Rate Sukuk. All of the net external debt raised during first nine
months of current fiscal year was from multilateral and bilateral sources on concessional
terms.

Domestic debt was recorded at Rs 22,478 billion at end March 2020. Domestic borrowing
operations remained quite successful during ongoing fiscal year despite challenging
macroeconomic situation. External public debt stock reached US$ 76.5 billion (Rs 12,729
billion), witnessing an increase of US$ 3.0 billion during first nine months of current fiscal
year. Interest expense is expected to remain significantly less than the budgeted amount in
2019-20 owing to re-profiling of short-term debt into long-term debt and sharp decline in
cost of borrowing in longer tenor.

Over the medium term, government objective is to reducelits"“Gross Financing Needs
(GFN)” through various measures mainly including (i) better.cash flow management
through a treasury single account; (ii) lengthening of maturities in the domestic market
keeping in view cost and risks trade-off; (iii) developing regular Islamic based lending
program and (iv) availing maximum available concessional external financing from bilateral
and multilateral development partners to benefit from concessional terms and conditions.

Government also aims to bring and maintain its Debt-to-GDP and Debt Service-to-Revenue
ratios to sustainable levels through combination of greater revenue mobilization,
rationalization of current expenditure andiefficient/productive utilization of debt.

Education

Government has formulatedgNationalhEducationsPolicysFramework to overcome multiple
challenges facing the education sector that includes: decreasing out of school children and
increasing school completion; achieving uniformity in education standards; improving the
quality of education;‘and enhancing access to and relevance of skills training.

According to PSEVPSUrvey 2018-19, the literacy rate of the population (10 years and above)
iSi60percentiasicompareditorsS8ipercentiini2015-16. Province wise analysis suggests that
Punjab leads with 64 percent followed by Sindh and Khyber Pakhtunkhwa (Excluding
Merged Areas) with 57 percent, Khyber Pakhtunkhwa (Including Merged Areas) with 55
percent and Balochistan with 40 percent.

Public Expenditure on education was estimated at 2.3 percent of GDP in 2018-19, as
compared to 2.4 percent in 2017-18. The education-related expenditure increased by 4.7
percent (to Rs 868.0 billion) in 2018-19 as compared to last fiscal year .

The Federal PSDP 2019-20 allocated an amount of Rs 4.8 billion for 11 on-going and 21
new development projects under Ministry of Federal Education & Professional Training. An
amount of Rs 1.1 billion had also been allocated for 8 on-going & new education related
projects being handled by Finance, Defence, Interior and Kashmir Affairs & Gilgit Baltistan
Division.

During Fiscal Year 2019-20, the government has allocated Rs 29.047 billion to HEC for
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implementation of 138 development projects (128 ongoing & 10 new projects) of Public

Sector Universities/ Higher Education Institutions. During July-March, FY2020 an amount

of Rs 22.738 billion (around 80 percent of the total allocation) has been authorized to HEC
for meeting expenditure against ongoing projects activities.

The present government is making efforts to introduce Single National Curriculum all over
the country. The phase-l of Single National Curriculum for class 1 to 5 has been developed
and its implementation would be completed by March 2021. Similarly, the phase-Il of
Single National Curriculum for class 6 to 8 would be ready by March 2021 and implemented
by March 2022, while phase-IIl curriculum for class 9 to 12 would be ready by March 2022
and enforced by March 2023.

Health and Nutrition

Access to good health can contribute positively to the economic/and social development of a
country. Good nutrition has a direct impact on overall health and quality dfilife@Aecording

to the National Nutrition Survey (NNS) 2018 of Pakistan; 40.percent under five children are
stunted and another 29 percent are underweightitNNS further revealed that almost 18
percent (38 million) of our population is severely*fooduinsecure. The economic costs of
malnutrition are very high and persistent in terms. of loss of GDP which is 3 percent ($7.6
billion) every year in Pakistan.

Government is keen for increasing health spending to fight against fatal diseases like
malaria, tuberculosis, HIV/Aids, diabetes; cancer, heart diseasgsyetclCumulative health

expenditures by federal and provineial governments during FY2019 increased to Rs 421.8
billion from Rs 416.5 billion last"yeafr'showing a growth of 1.3 percent. As a percent of

GDPitvisyimmpercent. Various programs and projects have been supported by the
Government through PSDR ‘during FY2020 in fulfillment of the Global commitment of

Sustainable Development/Goals*(SDG) agenda to improve the health status of the people
and to reduce the burden“of communicable and Non-Communicable Diseases. During
FY2020, PSDP ‘allocations of Rs 24 billion were made for 62 health sector projects and Rs
11.5 million were released up to 10-04-2020.

The COVID-19 pandemic was confirmed to have reached Pakistan'bRebéuary 2020,

when first patient in Karachi tested positive upon returning from Iran. Cognizant of the
situation, the government has constituted a high-level National Coordination Committee
(NCC) that evaluates the evolving situation on day to day basis to prevent the spread of
pandemic. A Command and Control Center has also been established to ensure effective
coordination among the federal and provincial governments to control COVID-19. Due to
timely measures taken by the government in collaboration with the provinces, the outbreak
has so far been prevented from getting worse. Present government is committed to improve
the health care facilities and provision of good nutrition for effectively utilizing the human
potential of the country.

Population, Labour Force, and Employment
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for Population Studies, population projected for 2019 is 211.17 million. Hence, population

density stands at 265 per Km.

Presently, population composition of the countryisiskeweditowardsiworkingiageipopulation.
61.4 percent of population is falling in the age group 15-64 while 12.1 percent of population
isibetweenitheragesiof 0=4yearsiandi22:lnpercentisibetweenis=14 years. If this demographic

dividend is harnessed and equipped with desired skills to meet domestic and international
market requirements, the youth bulge would yield increased industrial productivity and

higher foreign remittances. The government, being well aware, is stringently focusing on

various employment generation programs for youth.

Employment is considered as key mechanism through which the benefits of the growth can

be trickled down to the vulnerable segments of the sodietymWithipopulationigrowthi rate of
2.4 percent, a large number of young labor force is adding every/year. According to Labour
Force Survey 2017-18 the total labour force was 65.5 million,while unemployment rate is
Bi8mpercent. According to that surveythienhighestiunemploymenti(Is6npercent) was
prevalent among the age 20-24 indicating youth unemployment.

According to the preliminary estimates conductedibygRakistanvinstituienofiDevelopment
Economics (PIDE), the COVID-19 pandemic_can have adverse impact on employment

generation during the last quarter of 2019:20" In~casgmofalimited restrictions, about 1.4
million jobs will be lost, under moderate restfictions employment loss could reach to 12.3
million and 18.53 million people will be tmemployed in case of a complete shutdown .

Pakistan's youth bulge has tremendous energy and talent and the government is making
sincere efforts to provide them. ample ‘opportunities to harness their potential. Accordingly,
Kamyab Jawan Program and'Hunermand Jawan Programme (Skills for All) launched by the
government is helping thewyouth tosenhance their skills which thills, play a pivotal role

in the socio-economic reconstruction of the society.

Transport and Communication

Pakistan's Highway,network comprises of 39 national highways, motorways, expressways
and strategic roacds. The existing portfolio of National Highway Authority (NHA) consists of
40 on-going projects with an allocation of Rs 117,514.836 million in PSDP 2019-20.
rk as per road length
of 263,775 Km. The country is likely to improve its ranking significantly with the
construction of new mega projects under the China Pakistan Economic Corridor.

Pakistan Civil Aviation Authority (PCAA) has been spending substantial amount on
undertaking various projects all over the country. PIAC has managed recovery of B-777, A
320 and ATR grounded for last 13-22 months using own resources without funding from
GoP. Profitable routes have also been started which include: Sialkot- Paris — Barcelona,
Peshawar- Sharjah, Peshawar-Al-Ain and Multan-Sharjah.

ercent
and amounted to Rs 36,916.85 million against Rs 34,066.12 million during the same period
last year.
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PNSC Group has managed to achieve 6 percent increased profit of Rs 1,411 million for July
2019-March 2020 as against Rs 1,332 millionthe corresponding period last year.
Cumulatively, Group achieved a turnover of Rs 9,621 million as compared to Rs 7,859
million for the corresponding period last year.

As per Ministry of IT & Telecom, 07 million SIM Cards and 10,000 Banking Cards are
beingrimportedriniPakistanyeverysmonth. There has been a consistent growth in IT & IT
enabled Services (ITeS) remittances over the last 5 years, Withiascompoundiannual growth
rate of 19.5 perce IS stries, and the
highest in the regidn. Pakistan’s IT&ITeS exports have crossed $4.1 billion during FY2019
with export remittances nearing $1 billion. Micro enterprises, independent consultants and
freelancers have contributed an estimated $500 million in IT&ITeS exports, whereas annual
domestic revenue exceeds $1lbillion. IT&ITeS export remittances have surged to US$
550.503 million at a growth rate of 24.71 percent during/July-December 2019, in
comparison to US$441.435 million during the same period last year.

During July 2015 to Dec-2019, telecom sector has“attracted over US$ 1.5 billion FDI
Inflow, whereas a total of US$ 8.5 billion have beeninvested by telecom players in Pakistan
Sincen2002. During the first two quarters of the FY2020; telecom sector contributed Rs 142
billion to the national exchequer. Annual revenues.from telecom sector have reached an
estimated Rs 551.9 billion during FY2019, upfrom Rs 440 billion last year, registering an
annual growth of 12.9 percent. Revenues from telecom sector have reached an estimated
Rs 132.3 bhillion in the first quarter of ‘EY2020. Pakistan Electronic Media Regulatory
Authority (PEMRA) has issued 254slLicenses for FM Radio and 4,062 Cable TV Licenses.
PEMRA collected advance tax from lieense issuances and their renewal and has deposited
over Rs 1.0 billion in nationaliexchequer.

Energy

The consumption of petroleum products in Pakistan is 19.68 million tons per annum against
the supply of 14:59 million tons per annum from local refineries, while restiofithe 8.09
Million tons per anpum is being imported. Refineries in Pakistan are old version except
PARCO and produce more than 40 percent of Furnace Oil, the lowest price value product.

The total supply of LPG during July - March 2019-20 was 739,785 Metric Ton. Currently,
there are 11 LPG producers and 200 LPG marketing companies operating in the country
having more than 7,000 authorized LPG distributors. During July-March 2019-20, an
investment of Rs 3.72 billion approximately has been made in LPG infrastructure. LPG
accounts for only 1.2 percent of the total primary energy supply in the country due to supply
constraints and higher price of LPG in relation to competing fuels like natural gas, wood etc.
The current size of LPG market is around 1,061,447 MT/Annum. Around 76 percent of the
LPG consumed is met with Local Production in Pakistan, whereas the rest is imported.

Pakistan produces around 4 Billion Cubic Feet Per Day (Bcfd) of indigenous natural gas
Pakistan has an extensive gas network of over 12,971 Km Transmission 139,827 KM
Distribution and 37,058 Services gas pipelines to cater the requirement of more than 9.6
million consumers across the country. Pakistan Atomic Energy Commission supplied
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about 7,143 million units of electricity to the national grid durifigdily 2019 to 3%
March 2020.

The volume of import cargo during July-December 2019 stood at 21.878 million ton, as
against the 20.125 million ton handled during corresponding period last year, showing an
increase of 8.7 percent. The major non-containerized imports were Coal, LNG, POL,
Chemicals, Palm oil and Grain. The Coal imports were the largest imported cargo which
represented over 34 percent of total imported cargo.

Government is focusing on exploiting the abundant potential of wind, solar and other
Alternate Renewable Energy resources for power generation whilst benefiting with the
declining prices of RE technologies through optimum mode of development.

Social Protection

Pakistan is committed to alleviate poverty as per SDGs taggetsi In’the wake of COVID-19,
the government approved a relief package of Rs 144 billien to,provide immediate cash relief
of Rs 12,000 to 12 million poor families under EhsaasnBISR,budgetary allocation has also
been increased from Rs 102 billion in FY2016 to"Rs 180 billion in FY2020 to support
unconditionalicashitransfertoithelpoorestisegmentsipfithessociety. Number of beneficiaries

now stands at 4.5 million who are being paidsthrough biometric based payment solution
developed by BISP.

Unconditional Cash Transfer Programme is/now improved and strengthened as Kafaalat
Programme, through which monthly cash'stipends of Rs 2000 will be given to at least 7.0
milliommostideservingrandipoorestwemensallioverthecoLntry. At first, 4.2 million women

of BISP beneficiaries have been included in Kafalat program and further approximately 3.0
million deserving women will be added this year and total number of beneficiaries will

increase to 7.0 million by the end of 20200 RakiStanjRoverypAlleviation Fund since April
2000 to March, 2020yhas disbursed Rs 224.64 billion to its Partner Organizations in 144

districts across the country.

Pakistan Bait-ul-Mal, (PBM) is providing assistance to destitute, widows, orphans and other
needy persons irrespective of their gender, caste, creed and religion through its
establishment at the district level. During July to March FY2020, PBM has disbursed an
amount of Rs 2.705 billion through its core projects/Schemes.

Workers Welfare Fund during July-March, FY2020 utilized Rs 2,426.31 million on 35,594
scholarship cases while Rs 432.27 million have been disbursed as Marriage Grant
(@100,000/- which benefitted 4,323 workers’ families. WWF has also disbursed Rs 476.00
million as Death Grant (@500,000/-) to 952 cases of mishaps of workers all over the
country. In addition to other programme Zakat, Employees Old Age Benefits (EOBI) and
Microfinance Institutions are contributing in alleviating poverty from the country.

Climate Change

Pakistan has been consistently ranked as one of the most affected countries by climate
change. The population is facing natural hazard challenges like floods, droughts, and
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cyclones. The policy makers, scientists, developers, engineers and many others around the
world are using geographic information system technology to better understand this complex
situation and offer tangible solutions in different climate change scenarios.

To improve the forest cover the government has countrywide launched Ten Billion Tree
Tsunami Programme to combat the adverse effects of global warning. This umbrella project
covers all the provinces including AJK and GB with provincial budgetary share. All
segments of society such as students, youth, and farmers have been actively involved in this
mega afforestation activity.

Government has also launched the Eco-system Restoration Initiative for facilitating
transition towards environmentally resilient Pakistan by main streaming adaptation and
mitigation through ecologically targeted initiatives that includes afforestation, biodiversity
conservation and enhancing policy environment etc.

Way forward

The Coronavirus outbreak is a human tragedy, affecting hundreds of thousands of people
globally. It is also having a growing adverse impaect on’the global economy including
Pakistan. In the current situation the government has dual challenge; to contain the spread of
the COVID-19 pandemic and to mitigate thewsoecio<economic losses to protect the most
vulnerable. This is the first time in hundred years that the world is facing a rapidly spreading
fatal virus for which there is no authentic prevention /treatment to overcome the pandemic.
A cure is the only sure way to move forward; but “until such medical interventions become
available, no country is safe from the pandemic”.

Global value chains have beenidisrupted. Stock and commaodity prices are falling around the
world. Long term bond yields are,heading south in fear of global recession. Airlines and
tourism businesses are fearing'massive losses. Most of these businesses are SMEs, there will
be loss of employmentiand small business owners will face reduced liquidity. Many
businesses face problem in managing cash flows. Strategic interventions in specific
industries are beingwundertaken to safeguard the common man and accelerate economic
activities.

Under the current crisis top priority of the government is to protect the vulnerable segments
of the society. Therefore, prime focus areas of the government are health, social safety,
industry, farming, trade etc. The government is constantly monitoring the COVID-19
situation in the country and accordingly taking all out measures to mitigate its adverse
effects on the economy and general public.
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GROWTH AND INVESTMENT

COVID-19 is having a devastating impact on Pakistan’s economy; however, to ascertain the
true extent, it is important to take stock of economic performance of Pre-COVID-19,
essentially for two reasons; to explore economic outcomes in relation to the policy
environment adopted and second, what trajectory of economic recovery we expect post
COVID-19 and will it take the “V shape” for recovery as most of the economic experts
claim. The COVID-19 was declared a pandemic by WHO on March 11, 2020. The first case
of the novel Coronavirus in Pakistan was confirmed on,February 26, 2020. On March 13,
the government started to move towards the.closure of certain economic and social
activities. Both the national and international economic scenarios have flagged by then.
Thus, for true description of the performance. of the economy, we need to compare the
performance of economy pre COVID-19 and Post COVID-19.

Pre-COVID-19, FY2020 showed dedicated efforts of the government for addressing
structural issues that caused macreeconomic imbalances, the result of which was also seen
in the latest macro-economic indicators. The government not only took some immediate
steps on the fiscal, monetary-and ‘exchange rate side for stabilization but also implemented
long-run measures for sustainable and inclusive growth in the future. Economic reforms
program and implementation “was acknowledged by the IFIs. In December 2019, a
successful IMF review, was completed, declaring that Pakistan’s program was on track and
bearing fruit. IME was of the view that decisive policy implementation by the Pakistani
authorities is helping«to preserve economic stability which would put the economy on the
path of sustainable ‘growth. Empirical literature shows, stabilization is considered as a pre-
step towards long-run sustainable growth. International rating agencies S & P and Fitch
appreciated government efforts and predicted Stable Outlook while Moody's Investor
Services upgraded Pakistan’s sovereign outlook to Stable, mainly due to improvement in the
balance of payments dynamics hence supported policy adjustments.

The pre-COVID-19 economic recovery was also supported by macroeconomic indicators.
On the external side, the decline in current account deficit, buildup of foreign reserves,
stable exchange rate, etc., were the gains of prudent policy measures. From July-Apr
FY2020, Current Account Deficit reduced by 70.8 percent to $ 3.3 billion (1.5 percent of

GDP) against $ 11.4 billion (4.8 percent of GDP) in the corresponding period last year. It
was mainly due to a 29.5 percent contraction in the trade deficit and 5.5 percent growth in
workers’ remittances. On the capital account side, FDI is considered as a means of
complementing domestic investment, and to get external benefits, FDI is mostly dependent
on the country’s ease of doing business. Pakistan was among ‘top ten best improvers’ in
World Bank’s Ease of Doing Business Index 2020, jumping up 28 places on the index and
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clinching the 108 position, out of total 190 economies. This helped in attracting foreign
investors, during Jul-March FY2020 where Foreign direct investment increased by 137.3
percent and reached $ 2.1 billion as compared to $ 0.9 billion last year. Government plans to
improve the policy environment further besides working on “ease of doing business” to
attract more potential FDI.

On the fiscal side, there were significant improvements in all major fiscal indicators and the
trend continued till March 2020, implying that the fiscal consolidation was on track. During
July-March, FY2020, fiscal deficit reduced to 4.0 percent of GDP against the deficit of 5.1
percent in the same period of FY2019. Primary balance has witnessed a remarkable
turnaround as it has posted a surplus of Rs 193.5 billion during July-March, FY2020 against
the deficit of Rs 463.3 billion last year. Improved performance is largely attributable to a
significant increase in provincial surplus and non-tax revenues. On the flip side, although the
FBR tax collection remained lower than the target, however, 13.3 percent growth was
recorded during July-March FY2020 as compared to the same period last year. The FBR'’s
less than target revenue collection is still defendable as it,oceurred mainly due to significant
contraction in imports thereby decreasing collection oficustoms duties and other taxes at the
import stage by a significant amount.

Stock market performance is a reflection of the state of the economy. After witnessing a dip
in the first quarter of FY2020, the KSE-100 index was on a recovery path. The index closed
at 40,735 on 31 December by gaining 6,739 poaints in the first six months of CFY. The
bullish trend can be attributed to various. factors like improvement in ease of doing business
ranking, timely release of PSDP funds, stable exchange rate, and improvement both in
political outlook and macro indicators. It is worth mentioning that in December 2019, the
overall business confidenteirned pdsitive (after remaining in the negative zone for the last
four waves (surveys) to 52 from48in October 2019, which implied that pessimistic views
of the business community.abeut.the economy were improving.

Inflation remained worrisome area as moving towards market value-based exchange rate
adjustments and. energy. prices adjustments led to a rising trend on YoY basis even till
January 2020. The gevernment vigilantly took not only policy and administrative measures
to decelerate inflation but also provided relief measures to facilitate consumers. The
government ensured smooth supply especially for food items and legalized punishment and
fine imposition against hoarding. The efforts of government started materializing with
decline in national CPI in February 2020.

In brief, the economy of Pakistan was moving towards stabilization. Business confidence
was recovering and prices have started settling down, twin deficits were under control and
economy was gradually moving towards sustainable growth when the shock of the
COVID-19 outbreak hit the economy. And suddenly, the whole paradigm of Pakistan’s
economy changed in most unexpected ways, which no one could have anticipated.
COVID-19 challenged the political, social, economic, and financial structures of the whole
world including developing countries like Pakistan. Data shows (Fig.1) that Pakistan’s

!SBP is conducting Business Confidence Survey in collaboration with Institute of Business Administration
which is considered as leading indicator for economic activity as these surveys are particularly suitable for
monitoring and forecasting the short term changes in the economy.
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economy bounces back quickly after recessions and there is a strong likelihood of a fast
V-type recovery given the strong and timely policy measures taken by the Government.
Further with temporary shutdown, it is expected that will be no or little loss of real capacity.
Thus, keeping in view the productive, economic and financial structures of the economy, it
is expected that both consumer and business confidence will recover soon.

Fig-1: Trends in Economic Performance
Likely to be
V- Shape
Recovery

V-Shaped Recovery in Previous slumps

Growth with Macro imbalances

Stabilization

COVID-19 Shock

2001 2005 2009 2013 2017 / 2021
Risk of U-Shape as
per global condition

Source: E A Wing’s calculation

COVID-19: The Global Perspective

The COVID-19 has been termed.as a severe acute respiratory syndrome. The outbreak
originated in Wuhan, Hubei, China, in December 2019 and spread throughout the globe,
affecting 213 countries ‘and territories by this time. Till the writing of this report, about 5
million individuals,have tested positive worldwide, and around 323,000 have died. In many
countries, the infection curve has still not flattened. From December 2019 till May 2020, the
world has changed dramatically. COVID-19 became a real disaster as it has caused tragic
loss of large number of human lives. Considering its impact on public health, almost all
countries implemented necessary quarantines and social distancing practices to contain the
pandemic. Thus, the world has been put in an Extensive Lockdown, never seen before in
history. The magnitude and speed of collapse in the normal social and economic activities
that has followed is unlike anything experienced in our lifetimes. Thus, by this time, a
medical crisis has turned into an economic crisis.

In reaction to COVID-19 outbreak, all major economies reacted with flight cancellations,
panic buying, and strict quarantine measures. Thus, the immediate effect of lockdown was
essentially stopping activities in contact-intensive businesses like restaurants, gyms, hotels,
etc. A negative supply shock happened due to disruption in supply chains globally. But this
supply shock is of a special nature as it affected different sectors asymmetrically. From a
spending perspective, consumers redirected their spending towards substitutes for the goods
and services. However, it is argued that if the majority of consumers start decreasing their
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overall spending, recession can spread widely. Thus, a demand-driven recession can be
expected if there is a massive fall in spending or there is a persistent drop in productivity,
growth expectations for the future will be greatly compromised.

Thus, IFls as well as rating agencies have downgraded their global growth forecasts. On the
other hand, based on epidemiological predictions in April 2020, the IMF has predicted a V-
Shaped recovery in 2021 on the back of the structures which are still in place and it is
considered a temporary halt in economic activities. Table-1 presents the comparison of the
forecast made by IMF in Oct 2019 (Pre COVID-19) and in April 2020 (COVID-19)

Table-1: World Economic Outlook Growth Projection

Real GDP Growth Rates (%) WEO, Oct 2019 WEO, April 2020
Pre-COVID-19 COVID-19
Group/ Country Name 2019 2020 | Expectatign 2019 2020 2021 Expectation
World 34 34 _~ 2.9 -3 58"
Euro area 1p 14 _~ 12 15 LNy
United States 2l4 7. S 43 5.9 1Ny
Japan 0.p 05 "N o7 H2 ANy
Other Advanced Economies 1.5 1.8_7" 16 5.2 o
Emerging Market and Developing Economies 39 46~ 37 -1 88~
ASEAN
Indonesia 5.0 51~ 50 a5 $2n
Thailand 2.9 3p _~ 2l 6|7 g1~"
Malaysia 4.1 48 TN 4B -7 do~”
Philippines 51 6p 5|9 06 16807
SOUTHASIA
India 6.1 70 ap 1p M~
Bangladesh 718 14 N 1.9 2.0 b5\
Sri Lanka 2.7 3p 213 0[5 1
Pakistan 3B 28 TN 33 15 2N
MIDDLE EAST
Saudi Arabia op 20~ a3 -43 29
Kuwait 0.4 31~ oy -1 34
Islamic Republic of Iran 95 qo _~ 1.6 6.0 1~
United Arab Emirates 16 a5 _~ 13 -85 B3
Turkey 0.2 30 _~ 0p 50 50~_"
AFRICA
Morocco 2.1 3y .~ 2p -3|7 48~
South Africa 0.y - o -5{8 N
Kenya 5.4 69 56 1/0 81\
Tanzania 5.p 517 _~ 63 3.0 46\ _~
Source: International Monetary Fund, World Economic Outlook Database, Oct 2019 & April 2020

However, major uncertainties still surround almost every aspect. Starting from the
uncertainties of prevalence and the capacity of healthcare systems to meet this extraordinary
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challengeThere is also uncertainty about the duration and effectivenescial distancing
market lockdowns, and other mitigation and containment strategies. Keeping this ii
IMF is expecting that the global economic outlook will worsen compared to its for
made in April 2020. According to the United Nations Confer on Trade an
Development press released in March 2020, “CC-19” shock will cause a recession
some countries and depress global annual growth this year to below 2.5 perc
recessionary threshold for the world economy. OECD Interim Economic sment
indicates that growth prospects are very uncertain and with the recent marked dete
in global financial conditions and heightened uncertainty, this will depress global
growth (Fig-2)

Fig-2: Change in GDP growth
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Source: OECD InterinEconomic Assessment, Coronavirus: The world economy at risk, 2 Marc

On May 15, 2020, the ‘Asian Development Bank (ADB) released the report
highlighted that4he global economy could suffer between $5.8 trillion and $8.8 ftrill
losses—equialent to 6:4 percent to 9.7 percent of global —as a result of the COV-
19 pandemic.

Governments and central banks around the world are showing clear intentions ¢
everything possible to mitigate adverse economic effects. The immediate conc
economic policy is to protect the livelihood of the people workinsectors which wer
significantly immediatelyaffectedby lockdown.But there is no doubt, that COV-19 will
raise unemployment and poverty regardless of the policy responses. As ple, in the
US, the unemployment rate stood at 3.5 percent in Februar, lowest rate in the past ¢
years,the latest figures of the Bureau of Labor Statistics USA showhas risen t14.7
percentin the span of few mont, the highest since the GiteDepression. A recent fall
oil prices will further add pressure on global growth and may lead to more people
jobs in oilproducing countries as well. The UN’s work agency warns that hundre
millions of people could be left without work dito the impact of COVII-19. Thus, the
growth in the global remittans flows is expected to fall.

In the context of PakistatgOVID-19 may have a doubkdged impact; through the tra
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channel and through the remittances. Remittances may fall significantly due to lay-offs of
Pakistani workers abroad due to economic slowdown internationally. Although there was a 1
percent increase in workers remittances on a YoY basis in April 2020 and for July-April
FY2020, there is a 5.5 percent growth compared to the same period last year. But there is
not only a risk of decrease in workers’ remittances in the future but also more challenging
will be the influx of returning migrant workers due to job losses. Similar to global
conditions, within Pakistan increase in unemployment is inevitable. According to the report
prepared by Sub-committee of the National Coordination Committee for COVID-19 on
Economic Analysis, 72 percent of Pakistan’s non-agriculture workforce is engaged in the
informal sector, with no social security or insurance cover and it may take a major hit. The
estimated size of informal employment in non-agriculture sector is around 27 million, with
only food, pharmaceuticals, and few services still functional, these employees will be worst
affected. As out of 27 million, around 86 percent are engaged in,wholesale and retail trade,
transport, construction, manufacturing, hotels & restaurants .sector which are severely
crippled due to the lockdown situation. According to HIES 2015-16, Pakistan has 1.93
average earners per household. With, these breadwinners, ofitheir household out of job or at
risk of losing one and with an average household size\of 6.7 persons, total affected people
will be over 81 million people out of a total population,of 220 million, through this channel
only.

World trade has dipped into negative territory only three times between WWII to 2008.
However, in 2008, the steepest drop in.world trade was observed since the Great Depression.
There is no doubt that global trade is facilitated through worldwide transport networks and
historically these were also responsible for'the transmission of diseases. Thus, recognizing
transportation being an important veetor of transmission, the sector was one of the first to
face significant restrictions due, to' COVID-19 hit. The restrictions have been extended to
seaborne transportation als@, which carries 80 percent of world merchandise trade. These
disruptions will damage~vital.supply chains and add to further disruptions that the
manufacturing sector, is'already “e€xperiencing. Thus, the outlook for international trade is
becoming bleak. Further due to the closure of businesses, the depressed demand for fresh
imports is also a major reason besides less transportation of goods. Due to COVID-19, the
2020 trade collapse will be big, sudden, synchronized, and broad. In 2008, there was a
demand-side shock but now on top of that, we have massive, supply-side shocks across most
sectors of major economies. Taking just the US, China, Japan, Germany, Britain, France,
and lItaly, the stricken economies account for 60 percent of world ‘supply and demand’ and
65 percent of world manufacturing. Global supply chain disruption has further exacerbated
the economic woes across the globe.

Pakistan also started experiencing this trade shock. According to Pakistan Bureau of
Statistics, exports remained $ 957 million in April 2020 which in dollar terms has declined
by 54 percent compared to April 2019 and declined by 47 percent compared to March 2020.
Likewise, imports also declined by 32 percent compared to April 2019 and declined by 3
percent compared to March 2020. The decline of import bill is related to fall in international
oil prices, however, a decrease in capital goods, which constitute a major portion in imports,
will add to disruptions in the supply chain of manufacturing both for exports and domestic
production. If the situation persists, then, there is a high risk of a substantial reduction in
trade volumes in the coming months.
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The most important and massive uncertainty created by COVID-19 is regarding global
capital flows. Within fifteen days, the United Nations Conference on Trade and
Development (UNCTAD) revised its forecasts about the effects of COVID-19 on global FDI
flows. On March 8, 2020, there was a conservative drop from -5 to -15 percent but on March
26, 2020, expected a contraction from -30 to -40 percent in global FDI.

In Pakistan, FDI volume has persisted between $ 2 — 2.5 billion for the last several years.
Realizing the importance of FDI, the government had made all efforts to attract FDI. Till
March 2020, data on FDI was encouraging. During Jul-March FY2020, Foreign direct
investment increased by 137.3 percent and reached $ 2.1 billion compared to $ 0.9 billion
last year. However, the risk of drying up of foreign investment hangs heavy but with the
silver lining that the measures taken by the government to attract foreign investment and
providing a business-friendly environment especially in SEZs may help in building foreign
investors' confidence. Further, Pakistan has also made significant strides on “Ease of Doing
Business” which would also bring in the positive results. Having=said that, still, the policy
environment needs to improve for realizing these goals.

Global financial markets were the first to indicate the adverse impact of COVID-19. Further,
in comparison with other contagious outbreaks since 1985 (like Ebola, SARS, H1IN1),
COVID-19 hit the stock market the hardests It also’ put immense pressure on Pakistan’s
financial markets. Between February™ghe daté when first COVID-19 case was reported

in Pakistan) and March 25th, Pakistan’s KSE-100 index benchmark dived 30.33 percent and
Rs 1,913.89 billion were wiped out of the,Market Capitalization. Rupee depreciated by 7.5
percent against a strengthened dollar between February 26 (Rs 154.25=1%) and Mar 31
(Rs 166.71=19%), which severely constrained spending power. In the debt market, foreign
investors took out over US$ 177 hillion from T-bill investments in March 2020.

To facilitate the capital/markets, the SECP introduced a number of measures (for e.g.
increasing the duration “of index-based market halts etc.). These measures, along with
government’s stimulus package and 525 basis points cut in the SBP’s policy rate, helped the
stock market to regain.most of its lost value.

On 2T May, 2020, KSE-100 closed at 33,836.6 (up by 24.2 percent compared to March
25th value) and market capitalization closed at Rs 6,471.6 billion, gaining Rs 1,091.4 billion
since March 25th.

The stock market has shown stability in April & May. In May 2020, the KSE-100 index
oscillated around 34000 points and is predicted to improve further in the coming months.
The exchange rate has also stabilized and it is expected that Pakistan’s stock and debt
market will withess an inflow of foreign investments, again.

Affected countries, both developed and developing, have taken swift fiscal measures for
dampening the shock to the most exposed households and businesses, including cash
transfers, wage subsidies, tax relief, and extension or postponements of debt servicing
payments. These fiscal measures are largely, targeted to the most vulnerable sectors of the
economy, and are designed to be temporary.
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Policy Response in Pakistan

To prevent the negative supply shock on the economy triggered by the COVID-19 and
severely affecting employment and productivity, drastic policy interventions for both
monetary and fiscal policies were needed. On the fiscal side, the government announced a
fiscal stimulus package of Rs 1.24 trillion while the State Bank of Pakistan provided
liquidity support to households and businesses to help them through the ensuing temporary
phase of economic disruption. Further, the policy rate was cut by 525 basis point in total till
May 15, 2020, bringing it down to 8 percent from a peak of more than 13 percent.

Box-I: Fiscal & Monetary Stimulus

Following the lockdown in several economic activities, workers and small business suffered from
income losses. This resulted in both supply side and consequently fall in aggregate demand as w
monetary and fiscal policies response were needed to mitigate this economic fallout and to support ¢
system as a whole.

Fiscal Stimulus

The government undertook immediate measures as soon as thethreats,of pandemic became evident
aim was a speedy response while remaining flexible and being prepared for adjustments.

On 24" March, the Prime Minister announced a fiscal stimulus package of Rs 1.24 trillion (arol
billion) for emergency response, relief to citizens, and support to businesses and economy. This
relief package was subsequently supplemented by a‘package for construction sector with the aim
business activity to generate employment.

For emergency health response, Rs 75 billion were made available for procurement of medical

equipment, incentives to medical workers “and provision of quarantine facilities. In additio
government established a Rs 100 billien emergency fund to cater for any eventuality. Taxes w
waived on import of related medical Supplies. Withholding taxes and custom duties were wai
certain food items and reduced.onfood. items supplied through Utility Stores Corporation.

As the pandemic is projected to result in increased unemployment due to either closure of busir
reduced business activity; Rs 2007billion are earmarked for daily wage workers and employees w
lost their jobs. A registration portal has been developed to screen laid off workers and emplo
addition, Rs 12000 are being distributed to around 12 million families all over Pakistan thittsagk
program. For thisspurpose; Rs 150 billion (Rs 144 billion for Ehsaas Emergency Cash Program
billion for Panagahs) have been provided. As on 03-06-2020, Rs 117.0 billion have been disburs
million beneficiaries'under Ehsaas Emergency Cash Program.

To provide relief to general public, prices of petrol were reduced. This is an ongoing policy in
under which the government will continue to pass on reduction in international oil prices to the
public. Rs 70 billion have been provided for this purpose.

As unemployment and poverty are seen to increase due to the pandemic, the government p
support package to lower prices of essential food items available through Utility Stores. Eve
consumable items are now available at a much cheaper rate than in the markets.

In order to support low income families, the government announced relief in payment of electric
gas bills. All low-income electricity and gas consumers have been allowed to pay their bills afte
months. Rs 100 billion have been earmarked for this purpose.

To facilitate farmers, the government announced immediate procurement of wheat at prescribed
prices. Rs 280 billion have been provided for this purpose. Procurement of wheat across Pakist
going and its target of 8.2 million tons will soon be met.
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Exporters in the country faced financial issues due to tax-refund claims. The government has rel

based Rs

20 billion against duty drawback of taxes and drawback of local taxes and levies to exporters. In addition,
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Monetary Stimulus

Rs 70 billion of tax refunds through Federal Board of Revenue have been cleared.

For small and medium sized businesses and industries, which are most hit by the pande
government announced a package in the last week of April 2020 that included payment of electric
Small businesses having a commercial connection of less than five kilowatt and industrial consun
than 70 kilowatts can benefit from the initiative, under which the government will pay electricity bi
the months of May, June and, July. Besides, some 3.5 million people running small businesses
shops, small markets, and industrial units will take advantage of this initiative. Rs 100 billion hay
allocated for this purpose.

The recent MPC held on May 15, 2020, highlighted challenges for monetary policy due to disrug
economic activity. Policy rate was reduced further 100 basis points to 8 percent. Besides this there
relief packages announced by SBP as well.

In order to support sustainable economic growth especially in the backdrop of challenges being
the industry in post-pandemic scenario, SBP has isStechporary Economic Refinance Facility”
(TERF). All sectors except power sector can avail financing under this facility at a concessionary r
percent p.a. up to 10 years. Financing can be availed for purchase”of new imported and
manufactured plant & machinery with maximum loan limit of Rs 5'hillion per project.

SBP has launched Refinance Facility for Combating COVID-19 (RFCC) for hospitals & medica
centers to develop their capacity for the treatment of infected patients of COVID 19. All hospitg
medical centers registered with respective provincial/federal.agencies/commissions engaged in cg
and eradication of COVID-19 will be eligible to avail up,to Rs 500 million financing under the fa
Facility will be available at a concessionary rate of 3 percent per annum for 5 years including grac|
of up to 6 months. This facility can be used for purchase of imported and locally manufactured
equipment and creation of isolation wards.

Moreover, SBP has launched temporBsfinance.Scheme for Payment of Wages and Salaries to t
Workers and Employees of the Busineéss Concern€oncessional loans at 5 percent per annum wi
available to finance 3 months of wages i.exApril to June 2020. Loan tenor is 2 years including six
grace period. The banks havesbeen‘asked to give preference to businesses that are labor intg
affected by Corona virus.

Regulatory Measures in the wake of COVID-19 Pandemidsiven the pivotal role of financial sector
providing services toithe general public and particularly the businesses, SBP after consultati
stakeholders has instructed banks to take specific measures to provide their services seamlessly
care of reducing ‘the risk ‘exposure amid Corona virus. These measures aim at reducing the
visiting bank branches or the ATMs and to promote use of Digital Payment Services such as
banking, mobile phone banking etc. These measures include:

a. Waiving Charges for Online Fund Transfers
b. Efficient Clearing of Cheques
c. Strengthening Cyber Resilience of Financial Institutions
SBP has reduced the capital conservation buffer by 100 basis points to 1.5 percent;

It has increased the regulatory limit on extension of credit to SMEs by 44 percent from Rs 125 m
Rs 180 million;
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Relaxation of the debt burden ratio for consumer loans from 50 percent to 60 percent will accommodate

almost 2.3 million individuals;
Allowing banks to defer clients’ payment of principal on loan obligations by one year; and

Relaxation of regulatory criteria for restructured/rescheduled loans for borrowers who require
beyond the extension of principal repayment for one year

2 relief

Margin call requirement of 30 percent vis-a-vis banks' financing against listed shares ha

s been
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significantly reduced to 10 perc

= Banks/DFIs have been advised to suspend the dividend distribution for the next two quarters w
further increase the resilience of banking sector and improir ability to provide much needed cre
support to the real economy.

As the new fiscal year FY2020 began, the economy started to witness a rem
turnaround that confirmed that the government had taken appropriate policy ac
address thenacroeconomic imbalances. However, like the whole world, since March
Pakistan’s economy started being affected due to C+19 outbreak through variol
channels like declines in domestic & global demand. Thus, the downturn in ecc
activities stated in March has overshadowed the better performance occurred in ti
three quarters of FY2020

Saving — Investment Gap

Historically, saving -investment gap always led to “borrowed growth” as it
consumptiordriven growth. Such growth is not sunable“and,macronbalances recu
The government from its start had taken strict measures to reduce the ga-2 describes
the structure of Savings and Investment along with Consumption (As Percent o

Table 2: Structure of Savings and Investmen(As Percent of GDP)

Sectors 2015-16 2016-11 2017-18 2018- 2019-20
As percent of GDP(mp) F R P
Total Consumption 91.3 93.2 93.§ 94.¢ 91.6
- Private Consumption Expenditi 80.0 81.9 82.( 82.¢ 78.5
- General Government Expendit 11.3 11.3 11.7 11.7 13.1
Total Investment 15.7 16.2 17.3 15.¢ 15.4
Gross Fixed Capital Formation 14.1 14.6 15.7 14.C 13.8
- Private 10.3 10.1 10.9 10.: 10.0
- Public including General Public 3.8 4.5 5.2 3.7 3.8
Change in Inventories 1.6 1.6 1.6 1.€ 1.6
National Saving 13.9 12.0 11.3 10.¢ 13.9
Domestic Saving 7.8 6.5 5.9 4.1 6.8
Foreign Saving 1.7 4.1 6.1 4.€ 1.5

Source: EA Wing Calculation, based on PBS

The decrease in Foreign Saving implies
the impact of the removal of the artific
but costly stability in exchange rates ¢
implementation of the market va-based
exchange rate regime became succes
Current Account Deficit was brought do\
to $ 13.4 billion in FY2019 from $ 19.
billion in FY2018 and the trend continu
in  FY2020 as well. Quart-wise
performance is shown in Fig}-

Thus, macroeconomic stabilizati
measures undertaken by the governn
over the past year resulted in a signnt

Fig-3: Quarter-wise performance o
Saving{nvestment Gaf.

Q-I Q-1 Q-1
0.00 .I ll
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Source: State Bank of Pakistan
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reduction in Saving-Investment Gap which was mainly driven by a reduction in the trade

deficit and an increase in workers ‘remittances. A change in any part of the saving and
investment identity suggests that if the government budget deficit changes, then either
private savings, private investment in physical capital, or the trade balance—or some
combination of the three—must change as well. Therefore, it is argued that rising budget
deficit may result in a rise in the trade deficit. It is mentionable that owing to government

better public finance management the fiscal deficit remained contained in the first three-
qguarters of FY2020. The fiscal deficit has substantially reduced to 4 percent of GDP during
July-March FY2020 compare 5.1 percent of GDP in the same period last year.

Aggregate Demand Analysis

Historically, Private Consumption has significantly contributed to Pakistan’s economic
growth. In FY2020, nominal private consumption grew by 4.l.percent, compared to 9.9
percent growth in nominal GDP. In percentage of GDP private consumption declined from
82.9 percent in FY2019 to 78.5 percent in FY2020. This was the result of both the
stabilization policy and the lockdown. One of the objectives of the stabilization policy was
to bring domestic expenditures in line with domestic.income creation. The reduction of the
share of private consumption has allowed reducing significantly the negative share of net
exports, which contributed to the drastic reduction in the trade deficit. This pattern was even
enhanced by the lockdown. The reason .being..that in Pakistan 72 percent of non-
agriculture the workforce is engaged in the informal sector. Thus, informal employment is
around 27 million. Out of 27 million, around 86"percent are engaged in wholesale and retail
trade, transport, construction, manufacturing, hotels & restaurants sector. Air and rail
transport remained completely shut. Only food, pharmaceuticals, and a few other services
remained functional. Still, the majority.of daily wagers suffered.

The government realizing the significance of loss to the vulnerable made provision of cash
transfers to the vulnerable.section of the society. Rs 200 billion were earmarked for daily
wage workers and employees who have lost their jobs. It is expected that the fiscal stimulus
package of Rs 1.24 trillion:(around $8 billion) will provide relief to citizens, and support the
businesses. Further, the relief package for the construction sector will also boost business
activity and will generate employment. Government consumption supported GDP growth.
Its share in GDP increased to 13.1 percent in FY2020, up from 11.7 percent in the previous
year. Figure-4 represent the component-wise point contribution to GDP (MP) growth.

Fig-4: Component-wise Point Contribution to GDP (MP) growth

= Private Consumption

== Public Consumption

=== Private Investment

Public Investment

m Net Exports [X-M]

—_— GDP (mp)
2015-16 2016-17 2017-18 2018-19 2019-20

Source: Pakistan Bureau of Statistics
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The trend structure of point contribution of determinants to GDP growth is presented in the
Table-3.

Table-3: Point Contribution of Determinants to GDP growth

. o 2015-16 2016-17 2017-18 2018-19 2019-20

Flows (Point Contribution) F R S
Private Consumption 5.01L 991 7.05 8.84 3.43
Public Consumption 1.01 1.7 1.43 1.16 2.69
Total Consumption [C] 6.02 10.98 8.48 10.00 6.12
Gross Fixed Investment 0.82 1.89 252 -0.37 1.16
Private Investment 0.5p 0.13 1.88 0.75 0.67

Public Investment 0.26 1.15 1.14 -1.12 0.49
Changes in Stock 0.10 0.16 0.14 0.16 0.16
Total Investment [I] 0.91 2.05 2.66 -0.22 1.32
Exports (Goods & Services) [X] -0.91 -0.08 147 2.13 0.41
Imports (Goods & Services) [M] 0.07 3.16 4.7 2.22 -2.04
Net Exports [X-M] -0.99 -3.24 -2.70 -0.09 2.45
Aggregate Demand [C + | + X] 6.02 12.9% 12.61 1191 7.85
Domestic Demand [C + 1] 6.94 13.03 11.14 9.78 7.44
GDP (mp) 5.95 9.79 8.44 9.69 9.89

Source: Pakistan Bureau of Statistics

Last year, removing artificial stability. in the interest rate and exchange rates for
implementing stabilization measures, madecontraction to public and private investments.
The same trend was seen this yearas well. In FY2020, Private Investment as a percentage
of GDP dropped to 9.98 percent from 10.29 percent in FY2019 while Public including
General Government investment.shown improvement as it remained 3.8 percent compared
to 3.7 percent last year. In value terms Public including General Government investment
grew by 13.2 percent in FY2020, slightly higher than the nominal GDP growth.

According to Pakistan Bureau of Statistics, provisional estimates of Gross Fixed Capital
Formation (GFCF) stands at Rs 5,761.0 billion in FY2020 and has increased by 8.3 percent
compared to FY2019. In the private sector, during FY2020, GFCF is estimated at Rs 4,162.6
billion as against Rs 3,908.3 billion of FY2019 with an increase of 6.5 percent. There was a
decline of 10.9 percent in the Public Sector investments as it is estimated at Rs 458.1 billion
against Rs 514.2 billion during FY2019, while, the overall provisional GFCF in the General
Government Services for the year FY2020 has been estimated at Rs 1,140.3 billion with
increase of 27 percent over the revised estimates of Rs 897.8 billion during FY2019.

In the private sector, the estimates of GFCF in agriculture the sector stands at Rs 1,258.2
billion as against Rs 1,164.5 billion in FY2019 with an increase of 8.0 percent because of an

increase in imported agriculture machinery and value of stock in the livestock sub-sector

while the GFCF in mining and quarrying industry during FY2020 has been estimated at Rs

55.1 billion as against Rs 35.1 billion in FY2019 registering a growth of 56.8 percent.

According to Pakistan Bureau of Statistics, the GFCF for private large scale manufacturing
sector for the year FY2020 is estimated at Rs 569.4 billion against Rs 599.5 billion during
FY2019 showing a negative growth of 5.0 percent based on data available from all sources
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The conservative reporting of provisional capital formation by private companies in the
main the reason behind this decline.

There was an increase of 6.3 percent in GFCF in Electricity Generation & Distribution and

Gas Distribution sector in FY2020 compared to FY2019 mainly because of higher

expenditure reported by IPPs, while GFCF in construction industry, wholesale & retail trade
industry and Transport & Communication sector posted a growth of 20.6 percent, 7.1 and
5.0 percent respectively.

Regarding, Public Sector Enterprises major positive contributors are Manufacturing (from
Rs 1.8 billion in 2018-19 to 9.2 billion in 2019-20 owing to Pak Arab Refinery),
Construction (40.9 percent), Transport & Communication (increased from Rs 66.8 billion in
2018-19 to 144.5 2019-20 due to higher investment in Post Offices & PTCL, Port Qasim,
Civil Aviation, and Highway Authorities) and Finance & Insurance (increased by 37.4
percent from Rs 7.8 billion in 2018-19 to 10.7 billion. in 2029-20 due to EOBI). However,
the negative contribution i.e. 34.6 percent has been observed in Electricity Generation &
Distribution and Gas Distribution, which has declined, from Rs 418.5 billion to Rs 273.7
billion mainly because of WAPDA and Companies (From Rs 391 .5 to 241.3 billion). The
GFCF related expenditures in Railways have also” declined by 66.7 percent from Rs 14.6
billion to Rs 4.9 billion in FY2020 as compared to FY2019.

Although, estimates of GFCF in the General'Government sector are based on budgetary data
of federal, provincial, and district governments. The budgeted data is used in the first year of
reporting which is subject to changes onithe basis of actual and reconciled expenditure by
various tiers of government in the, subsequent year. GFCF related expenditure for the
Federal government has been estimated at Rs 381.4 billion with growth of 7.8 percent over
the previous year's estimates~of Rs<353.7 billion. Similarly, GFCF related expenditure by
Provincial Governments has increased by 32.1 percent from Rs 463.9 billion to Rs 613.0
billion due to an increase. in development outlays of Punjab (from Rs 155.5 billion to
Rs 209.4 billion), Sindh (from Rs 176.5 billion to Rs 265.0 billion) and Balochistan (from
Rs 42.5 billion to Rs 50.6 billion). The estimated development expenditures of Khyber
Pakhtunkhwa hasideelined from Rs 89.4 billion to Rs 88.0 billion (a negative growth of 1.6
percent). Moreover, expenditure on GFCF incurred by district governments has increased by
82.1 percent from Rs 80.2 billion to Rs 146.0 billion. Specifically, provisional GFCF by
Tehsil Municipal Administration (TMAs) has doubled from Rs 51.2 billion to Rs 102.5
billion.

Regarding Net Exports, during FY2020, there was a 4.0 percent growth in exports of goods
and services while 10.1 percent decline in imports of goods and services as recorded in
expenditure on the gross national product at current prices measured in rupees. Thus, there is
an improvement of 24 percent in Net Exports as these were recorded negative Rs 2.9 trillion
in FY2020, compared to negative Rs 3.9 trillion last year. The main reason is that along with
macroeconomic stabilization measures, the import demand for a wide range of non-energy
and energy products were significantly curtailed. Further, quantum-led import declines were
observed across all product categories and were complemented by lower international prices
of most of Pakistan’s principal import commodities.
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Sectoral Growth Analysis —Production Side

The provisional GDP growth rate for FY2020 is estimated at a negative growth ¢
percent (positive 2.67, negative 2.64 and negative 0.59 percent growth in agric
industrial, and services sectors respectively). For FY2020, the negative performance
Industry and Services overshadowed the growth in the Agriculture whicributed 0.50
percentage points in overall GDP growth (still it has 19.31 percent share in GDP). Tr
of Industry and Services in GDP for FY2020 remained 19.29 and 61.40 percent respt
Figureb describes the pattern of sectoral share in real.

Fig-6: Sectoral Share in GDI
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The positive contribution was almost equally reversed by Industry which contribu
GDP by negative 0.52percentage points. These are mainly due to the -19 a
pandemic devastating,blow to a low economic base country like Pal

With the obgctive..of .reducing the propagation of COW19, social distancing we
implemented which, resulted in lockdown essentially to stop activity in c-intensive
businesses. Thus, spending on restaurant meals, travel, retail, personal services,

entetainment exhibit pronounced decreases. The negative impact of (-19 was so
pronounced that the Services posted a negative growth o percen. Thus, its
contribution to GDP remained a negative 0.36 percentage point, which implies that £
alsosignificantly affected by COVI-19. Table4 shows sectoral point contribution in G

Table 4: Sectoral Point Contribution in GDF

2015-16 | 2016-17] 2017-18 201619 | 2019-20

F R P

A. AGRICULTURE 0.03 0.43 0.77 0.11 0.50
B. INDUSTRIAL SECTOR 1.18 0.95 096 -047| -052
COMMODITY PRODUCING SECTOR (A+E 1.21 1.38 174 -0.36 -0.02
C. SERVICES SECTOR 3.35 3.83 3.81 227| -0.36
GDP (fc) 456] 522] 553]  101[ -0.38

Source: Pakistan Bureau of Statis
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Growth and Investment

Agricultural Sector: There was no significant impact of COVID-19 on the Agriculture
sector. The agriculture sector grew by 2.67 percent.

Positive growth of 2.90 percent in important crops was observed due to an increase in
production of wheat, rice, and maize at 2.45 percent, 2.89 percent, and 6.01 percent,
respectively. While cotton and sugarcane posted negative growth of 6.92 percent and 0.44
percent respectively. Other crops have shown growth of 4.57 percent mainly because of an
increase in the production of pulses, oilseeds, and vegetables. Cotton ginning has declined
by 4.61 percent due to a decrease in the production of the cotton crops while the Livestock
sector has shown a growth of 2.58 percent. The growth in forestry and Fishing remained
2.29 and 0.60 percent respectively.

Industrial Sector: According to the Pakistan Bureau of Statistics, for FY2020,
the industrial sector has been estimated in the light of COVID-19 followed by the partial
lockdown of economic activities in the country. Fourth-quarter has been estimated by
keeping in view the lockdown situation faced by the industrial<sector. Industries were
directly contacted to provide the annual estimates of FY2020:by incorporating the impact of
COVID-19. A significant impact has been observed.in the manufacturing sector, particularly
Large-Scale manufacturing and Small-Scale Manufacturing. The provisional growth in the
industrial sector has been estimated at a negative 2.64 percent.

The mining and quarrying sector has witnessed a*negative growth of 8.82 percent mainly
due to natural gas (-6.36 percent), Crude @il (-10.55 percent) and coal (-6.34 percent)
sectors.

The large-scale manufacturing sector has shown the decline of 7.78 percent which is
estimated primarily by QIM data (from July 2019 to March 2020) which shows a decline of
5.40 percent. The major decline’ has been observed in Textile (-2.57 percent), Food,
Beverage & Tobacco (-2.33 percent), Coke & Petroleum Products (-17.46 percent),
Pharmaceuticals (-5.38 pereent); Chemicals (-2.30 percent), Automobiles (-36.50 percent),
Iron & Steel products (-7:96 rpercent), Electronics (-13.54 percent), Engineering Products
(-7.05 percent) and Woeod“Products (-22.11 percent). The increase has been witnessed in
Fertilizer (5.81 perecent), Leather products (4.96 percent), Rubber products (4.31 percent),
Paper & Board (4.23 percent) and Non-metallic mineral products (1.82 percent). The annual
estimates of large scale have been estimated on the basis of QIM data for the July-March
FY2020. Industry-wise annual estimates have been prepared to keep in view that whether
the industry remained functional throughout the year or remained closed for some period in
the last quarter of FY2020.

Pakistan Bureau of Statistics has been estimating small scale industry performance on the
basis of fixed growth of 8.2 percent since 2005-06. However, while estimating the value
addition of small-scale industry in FY2020, this fixed growth has not been used. The
detailed industry-wise analysis was conducted and annual estimates have been compiled
keeping in view whether the industry remained open throughout the year or remained closed
for some period. Due to this special treatment, because of COVID-19 and lockdown
situation in the country, the estimates of Small-Scale Industry for FY2020 were reduced to
1.52 percent instead of 8.20 percent.

Electricity and gas sub-sector have grown by 17.70 percent mainly due to the positive
growth of Gross Value addition by WAPDA & Companies, however, the performance of the
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gas sector remained subdued.

The construction activity has increased by 8.06 percent mainly due to an increase in general
government expenditure for FY2020.

Services SectarSimilar to the industrial sector, this sector of the economy also witnessed a
significant impact of the lockdown the situation in the country due to COVID-19,
particularly in Wholesale and Retail Trade and Transport Sectors. The services sector has
declined provisionally at 0.59 percent.

Wholesale and Retail Trade sector declined by 3.42 percent. It is dependent on the output of
agriculture, manufacturing, and imports. The decline in industry and imported products have
pulled growth of this sector downwards overshadowing the positive contribution of
agriculture.

Transport, Storage and Communication sector also registered a-decline of 7.13 percent due
to continuous ban on Railways, Air transport and Road transport particularly public
transport during the last two months. There was 45.74 percent decline in Railways and 6.49
percent decline in Air transport while Road Transport declined by 9.58 percent.

Finance and insurance sector withessed a slight.increase of 0.79 percent. Central banking
has increased by 1.96 percent and scheduled banks by 0.22 percent and the insurance
activities decreased by 2.59 percent.

The Housing Services has contributed positively at 4.02 percent. The General Government
Services has grown by 3.92 percent. It is.mainly driven by the increase in salaries of Federal,
Provincial, and District governments.

Other private services, which is composed of various distinct activities such as computer-
related activities, education, health & social work, NGOs, etc. has contributed positively to
5.39 percent.

Way Forward

As economies reopen with expectations that the adverse impact of COVID-19 is bottoming
out, there is an on-geing debate over the shape of the Recovery. Investors have fears about
decline in economic,growth and business profits due to a decrease in demand. Further, still,
restriction on imports in many countries may dampen demand for Pakistan’s exports. Capital
flight is also expected with prevailing uncertainty and vulnerabilities, thus putting pressure
on the exchange rate. The economic outlook is not very clear as well as doesn't seem
promising, however, the fiscal stimulus package of Rs 1.24 trillion along with measures
taken by State Bank of Pakistan for providing liquidity support to households and businesses
will counteract the current economic downturn. IMFs Rapid Financing Instrument (RFI)
amounting to $ 1.386 billion to counter the economic impacts of this novel outbreak will
also support government’s efforts to mitigate the economic shock, the facility will be used to
address declining international reserves and increase social sector spending. Additionally,
concessionary lending by IFls; the World Bank and Asian Development Bank will provide
much needed support to the government during this crisis time and help Government of
Pakistan to weather the COVID-19 Challenge with minimum affects.
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Agriculture is still the largest sector of the economy of Pakistan in terms of labour
participation and as such livelihood of the majority of the population directly or indirectly
depends on it. However, during the last few decades, its contribution to GDP has gradually
decreased to 19.3 percent however there is a lot of potentialin.the sector to increase its share
in GDP through increased productivity utilization of latest agricultural technologies. Being
the sector engaging the largest workforce and providing raw, material to most manufacturing
sector, its development not only contributes towards, achieving poverty alleviation but can
also uplift socio-economic structure of a major segment-of the population. During FY2020,
the performance of agriculture sector improved over the last year and it also performed
better than other sectors. However, the challenges due to climate change, pest attacks,
shortage of water etc., kept agriculture production far less than the potential. One key issue
related to agriculture is that the farmers, have limited direct access to the market due to
which the role of middleman remains crucial. And farmers normally do not receive fair
market price of their produce. In terms,of potential, agriculture sector has the capacity to not
only produce for the domestic-population but to have surplus production for exports, which
can ensure food security as well as,contribute towards foreign exchange earnings.

Realising the potential of.agriculture and taking cognizance of the challenges/issues related
to agriculture, the present government has introduced “Prime Minister Agriculture
Emergency Programme” worth Rs 277 billion to revolutionize the agriculture and livestock
sectors. The objectives of the programme include improvements in water availability, soil
conservation and shrimp farming. In addition, the programme also includes establishing
new agriculture markets which will protect farmers from the exploitation of middlemen. The
programme’s vision is “food secure Pakistan, based on modern and efficient food production
and distribution systems, can best contribute towards global stability and peace”.

The recent pandemic COVID-19 poses extraordinary challenges for almost all sectors of the
economy of Pakistan. The need for maintaining food security and livelihoods has also

gained more importance. The cereal markets are expected to remain balanced and
comfortable despite uncertainties over the impact of COVID-19. As logistical issues may

pose challenges to food supply it is important to take measures for boosting agriculture
production which will contribute in mitigating the socio-economic impact of COVID-19.

Agriculture Performance during FY2020
Pakistan has two cropping seasbKbarif’, the first sowing season, starts from April to
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June and is harvested from October to December. Rice, sugarcane, cotton, maize, moong,
mash, bajra and jowar are “Kharif" crops.

"Rabl', the second sowing season, begins from October to December and is harvested from
April to May. Wheat, gram, lentil (masoor), tobacco, rapeseed, barley and mustard are
"Rabi" crops. Pakistan’s agricultural productivity is dependent upon the timely availability
of water.

Performance of “Kharif” crops; Rice production increased by 2.9 percent to 7.410 million
tonnes and Maize production by 6.0 percent to 7.236 million tonnes while Cotton production
declined by 6.9 percent to 9.178 million bales and Sugarcane production declined by 0.4
percent to 66.880 million tonnes.

Wheat is the most important crop of “Rabi”, which showed/growth of 2.5 percent and
reached to 24.946 million tonnes. Other crops having a share of 11.53 percent in agriculture
value addition and 2.23 percent in GDP, showed growth of 4.57 percent mainly due to
increase in production of pulses, oilseeds and vegetables. Cotton ginning declined by 4.61
percent due to decrease in production of cotton crop.

Thus, the crops sector, overall, experienced_a growth of 2.98 percent due to increase in
growth of important crops by 2.90 percent/mainly due to sufficient availability of inputs
(adequate water, certified seeds, pesticides, and an uptick in credit disbursement) despite
lower fertilizer off-take.

Livestock having share of 60.56 perecent in agriculture and 11.69 percent in GDP achieved
the growth at 2.58 percent. The Fishing sector having share of 2.06 percent in agriculture
value addition (and 0.40 percent. in GDP), grew by 0.60 percent, while Forestry sector
having share of 2.13 percent invagriculture (and 0.41 percent in GDP) grew by 2.29 percent.

Thus, the performance of<Agriculture during 2019-20 remained remarkable. On the
aggregate, the sector recorded strong growth of 2.67 percent considerably higher than 0.58
percent growth achieved last year. (Table 2.1)

Table 2.1: Agriculture Growth (Base=2005-06) (%)
Sector FY2014 | FY2015| FY2016 FY2017 FY201§ FY201p FY2020(P)
Agriculture 2.50 2.13 0.15 2.18 4.00 0.58 2.67
Crops 2.64 0.16 -5.27 1.22 4.69 -4.96 2.98
i) Important Crops 7.2 -1.62 -5.86 2.60 3.56 -7.68 2.90
iy Other Crops -5.71 2.51 0.40 -2.51 6.26 2.59 4,57
iii) Cotton Ginning -1.338 7.24 -22.12 5.58 8.80 -12.74 -4.61
Livestock 2.48 3.99 3.36 2.99 3.70 3.82 2.58
Forestry 1.88 -12.45 14.31 -2.33 2.58 7.87 2.29
Fishing 0.98 5.75 3.25 1.23 1.62 0.80 0.60

P: Provisional
Source: Pakistan Bureau of Statistics
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During 2019-20, the total availability of water for the Kharif crops 2019 reached to 65.2
million acre feet (MAF) showing an increase of 9.4 percent over 59.6 MAF of Kharif 2018
while it remained less by 2.8 percent against the average system usage of 67.1 MAF. During
Rabi season 2019-20, the total water availability reached to 29.2 MAF, showing an increase
of 17.7 percent over Rabi 2018-19 and 19.8 percent less than the normal availability of 36.4
MAF. (Table 2.2).

Table 2.2: Actual Surface Water Availability (Million Acre Feet)

% age increase/decrease

Period Kharif Rabi Total over the average system
usage (103.5 MAF)

Average system usage 67.1 36.4 103.5 -
2010-11 53.4 34.4 88.p -15.0
2011-12 60.4 29.4 89.8 -13.2
2012-13 57.7 31.9 89.p -13.4
2013-14 65.5 32.9 98.D -5.3
2014-15 69.3 33.1 102:.4 -1.1
2015-16 65.5 32.9 98.4 -4.9
2016-17 71.4 29.1 101.11 -2.3
2017-18 70.0 24.4 94.p -9.0
2018-19 59.6 24.4 84.4 -18.5
2019-20 65.2 29.4 94.4 -8.8

Source: Indus River System Authority

I. Crop Situation

The important crops (wheat, rice, sugarcane, maize and cotton) account for 21.73 percent in
the value addition of agriculture sectorand 4.20 percent in GDP. The other crops account for
11.53 percent in the value addition”of agriculture sector and 2.23 percent in GDP. The
production of important crops'is given in Table 2.3.

Table 2.3: Production of Important Crops (000 Tonnes)

Year Cotton(000 bales) Sugarcane Rice Maize Wheat
2013-14 12,769 67,460 6,798 4,944 25,979
(-2.0) (5.8) (22.8) 17.2) (7.3)
2014-15 13,960 62,826 7,003 4,937 25,086
(9.3) (-6.9) (3.0 (-0.1) (-3.4)
2015-16 9,917 65,482 6,801 5,271 25,633
(-29.0) (4.2) (-2.9) (6.8) (2.2)
2016-17 10,671 75,482 6,849 6,134 26,674
(7.6) (15.3) (0.7) (16.4) (4.1)
2017-18 11,946 83,333 7,450 5,902 25,076
(11.9) (10.4) (8.8) (-3.8) (-6.0)
2018-19 9,861 67,174 7,202 6,826 24,349
(-17.5) (-19.4) (-3.3) (15.7) (-2.9)
2019-20 (P) 9,178 66,880 7,410 7,236 24,946
(-6.9) (-0.4) (2.9) (6.0) (2.5)

P: Provisional (July-March), Figures in parentheses are growth/decline rates

Source: Pakistan Bureau of Statistics
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a) Important Crops

i) Cotton
Being a major cash crop of Pakistan, co

is consideredhe backbone of the econon
It contributesabout 0.8 percent to GDP ¢
4.1 percent of totalvalue addition ir
agriculture. During 20120, cotton crop
was sown on an area of 2,! thousand
hectares, which increasday 6.5 percel
over last year's area2,37: thousand
hectares). Cotton productios estimated ¢
around 9.178 million bales, which is low
by 6.9 percent over the last ye:
production of 9.861 million bale (see
Table 2.4 and Figure 2.1fven though th
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overall area increased over last year, the overall performance remained below
unfavouable weather and low water availability . during important stages of

development along with pest attac

Table 2.4: Area, Production and Yied of Cotton

Year Area Production Yield

(000 Hectare) | % Change (000 Bales) % Change| (Kgs/Hec % Change
2015-16 2,902 - 9,917 - 582 -
2016-17 2,489 142 10,671 7.6 73C 25.3
2017-18 2,700 8.5 11,946 11.9 752 3.1
2018-19 2,373 =121 9,861 -17.5 707 -6.1
2019-20(P) 2,521 6.5 9,178 -6.9 61¢ -12.6

P: Provisional (July-March)

Source: Pakistan Bureau of Statistics

il) Sugarcane

Sugarcane is &igh value cash crc that has
significance for sugar and sugar rela
industries in Pakistan. ttontributes about 0.
percent to GDP and 28ercen of total value
addition in agriculture. During 201¢+20,

sugarcane production decreased b percent
to 66.880 million tonnes as compared

67.174 million tonnes ofast year. The outpt
may depict the pattern o area under
cultivation i.e 1,040 thousand hectal
compared to 1,102 thousand hectares
decline of 5.6 percent, with improved Yyiel
compared to 2018-19The area, productic

and yield of sugarcane duritige last five years are given in Tab2.5 and Figure 2.

Fig 2.2: Sugarcane Production (000 Tonne
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Table 2.5: Area, Production and Yield of Sugarcar
Year Area Production Yield

(000 Hectare)] % Change | (000 Tonnes) % Change | (Kgs/Hec. % Change
2015-16 1,131 - 65,487 - 57,897 -
2016-17 1,218 7.7 75,487 15.3 61,97: 7.0
2017-18 1,34p 10.2 83,333 10.4 62,09¢ 0.2
2018-19 1,10p -17.9 67,174 -19.4 60,95¢ -1.8
2019-20 (P) 1,040 -5.6 66,88( -0.4 64,30¢ 5.5

P: Provisional (July-March)
Source: Pakistan Bureau of Statis

iii) Rice

Being a main food as well as cash crop,

holds an important place in the agriculture
Pakistan.After wheat, it is the second me
staple food crop and second major export
commodity after cottonlt contributesabout
3.1 percent of value added in agriculture
0.6 percent in GDPDuring 2019-20, rice
cropped area 0f3,034 million hectais
increased by 8.0 percent compared to 2
thousand hectares of last year. The produc
increased by2.9 percent to 7.410 millic
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tonnes against 7.202 millicilonne: of lastyear‘due to an increaseairea under the cro
driven in part by higher domestic prices and availability of inputs on subsidize(The
area, production and yield of riceast five years are shown in Table 2.6 and Fig

Table 2.6: Area, Production and Yield ofiRic

Year Area Production Yield
(000 % Changes | (000 Tonnes)| % Change | (Kgs/Hec. % Change
Hectare)

2015-16 2,739 - 6,801 - 2,48 -
2016-17 2,724 -0.5 6,849 0.7 2,51« 1.2
2017-18 2,901 6.5 7,450 8.8 2,56¢ 2.1
2018-19 2,810 -3.1 7,202 -3.3 2,56 -0.2
2019-20(P) 3,034 8.0 7,410 2.9 2,44 -4.7

P: Provisional (July-March)
Source: Pakistan Bureau of Statis

iv) Wheat

Wheat accounts for8.7 percent to valu
addition in agriculture and 1.7 perc to GDP.
Wheat crop production increaseby 2.5
percent to 24.94@million tonnes over las
year's production of 24.349 million tonn
The area under cultivation increasby 1.7
percent to 8,825 thousand hectares over
year's area (8,678housand hectare. The
production increased due increase

in
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cultivated areahealthy grain formatic and better crop yield’he position over the last fi\
years is given in Table 2.7 and Figure :

Table 2.7: Area, Production and Yield of Whee

Year Area Production Yield
(000 Hectares)| % Change (000 Tonnes) % Change (Kg#Hec. % Change

2015-16 9,224 - 25,633 - 2,77¢ -
2016-17 8,972 -2.7 26,674 4.1 2,97: 7.0
2017-18 8,797 -1.9 25,076 -6.0 2,851 -4.1
2018-19 8,678 -1.4 24,349 -2.9 2,80¢ -1.6
2019-20(P) 8,824 1.7 24,946 2.5 2,827 0.7
P: Provisional (July-March)
Source: Pakistan Bureau of Statistics
V) Maize
In Pakistan, after wheat and rice, Maize
the third important cereal crop. | Fig 2.5: Maize Production (000 Tonne:

. . . 7500 7236
contributes 2.9ercent to valt addition in 6826 -

agriculture and 0.percent to GDF During
2019-20, maize wagultivated on 1,413
thousand hectares and recorded an incr | 5500
of 2.9 percent over last years 1,3 £
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Table 2.8: Area, Production and Yield of Maizi

Year Area Production Yield
(000 Hectares)| % Change (000 % Change | (Kgs/Hec. % Change
Tonnes)

2015-16 1,191 - 5,271 - 4,42¢ -
2016-17 1,348 13.2 6,134 16.4 4,55( 2.8
2017-18 1,251 -7.2 5,902 -3.8 4,71¢ 3.7
2018-19 1,374 9.8 6,826 15.7 4,96¢ 5.3
2019-20 (P) 1,413 2.9 7,236 6.0 5,121 3.1

P: Provisional (July-March)

Source: Pakistan Bureau of Statistics

b) Other Crops

During 2019-20 gram production incread by 21.9 percento 545 thousand tonneon
accountof higher yield due to favourable weather condition prevalent at the time of «
The production of Bajra and Tobacco increi by 9.7 percent and 5.8 percent, respecti
The production of Jawar decreasby 19.5 percent to 120 thousand tonAége productior
of Barley and Rapeseed Mustard remained samThe area and producticof other crops
are given in Table 2.9.
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Table 2.9: Area and Production of other Kharif and Rabi Crops
Crops 2018-19 2019-20 (P) % Change in

Area Production Area Production | production over

(000 Hectares) (000 Tonnes)| (000 Hectares) (000 Tonnes) Last year

Bajra 456 350 522 384 9.7
Jowar 241 149 199 120 -19.5
Gram 943 447 940 545 21.9
Barley 57 55 53 55 0.0
Rapeseed & Mustard 287 302 349 302 0.0
Tobacco 45 104 47 110 5.8

P: Provisional (July-March)
Source: Pakistan Bureau of Statistics

During 2019-20, the production of Chillies and Moong increased by 34.5 percent and 12.6
percent, respectively compared to production of last year. However, the production of pulse
Mash, Potato and Onion decreased by 5.8 percent, 5.3 pereent and 1.0 percent, respectively
compared to last year’s production. The production of Masoor remained the same of last
year’s production. The area and production of other crops are given in Table 2.10.

Table 2.10: Area and Production of Other Crops

Crops 2018-19 2019-20(P) % Change in
Area Production Area Production production
(000 Hectares) | (000 Tonnes) | (000 Hectares) | (000 Tonnes) | over Last year

Masoor 12.9 6.0 10.4 6.0 0.0
Moong 163.2 117.8 186.f 132{7 12.6
Mash 14.1 6.9 13.9 6.5 -5.8
Potato 195.7 4,869.8 1886 4,609.6 -5.3
Onion 148.3 2,079.4 1461 2,058.2 -1.0
Chillies 47.3 101.7 57.8 136.8 34.5

P: Provisional (July-March)
Source: Pakistan Bureau of Statistics

i) Oilseeds

During FY2020 (July-March), 2.748 million tonnes edible oil of value Rs 321.535 billion
($ 2.046 billion) was.imported. Local production of edible oil during 2019-20 (July-March)

is estimated at 0.507 million tonnes. Total availability of edible oil from all sources is
provisionally estimated at 3.255 million tonnes. The area and production of oilseed crops are
given in Table 2.11.

Table 2.11: Area and Production of Major Oilseed Crops

Crops 2018-19 2019-20 (Jul-Mar) (P)
Area Production Area Production
(000 Acres) Seed Oil (000 Acres) Seed ol

(000 Tonnes)| (000 Tonnes) (000 Tonnes)| (000 Tonnes)
Cottonseed 5,864 2,516 302 6,210 2,417 289
Rapeseed-Mustard 586 337 108 860 458 147
Sunflower 257 133 51 219 105 40
Canola 6y 4] 16 128 81 31
Total 6,774 3,027 477 7,417 3,054 507

P: Provisional
Source: Pakistan Oilseed Development Board (PODB), Pakistan Bureau of Statistics
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Ministry of National Food Security & Research (MNFS&R) has launched a mega project
“National Oilseed Enhancement Programme” with a total cost of Rs 10.964 billion for five
years under the National Agriculture Emergency Programme. The main objective of this
project is to boost the adoption of oilseed crops. Under this project a subsidy of Rs 5,000 per
acre for sowing seed/inputs and 50 percent on the purchase of oilseed machineries is being
provided to oilseed growers.

Box Item-I: Desert Locust Situation in Pakistan

The unusual wider spread of desert locust during start of 2020 in main crop production areas of Pakistan
pushed the government of Pakistan to declare national emergency against Desert Locust on January 31, 2020.
This year (2020) Desert Locust spread is worst in 25 years in areas of canetmnsof Africa,ii) Southwest
Asia and Red Sea. This situation represents an unprecedented threat to food security and livelihoods,|therefore,
a Locust Emergency Level 3 has been declared within FAO to coordinate and ensure support to vulnerable
countries.

Locust outbreak in Pakistan (towards last part of 2019 and start of 2020) turned serious and agriculture losses
were reported to main crop production areas in Balochistan, Punjab and Sindh provinces. According to the

initial assessment damage to over 115 thousand hectares of crops including wheat, oil seed crops, cofton, gram,
fruits and vegetables, besides grazing field losses. Even some crop losses were also reported in Khyber
Pakhtunkhwa. The quantum of detailed damage assessment. may take some time and efforts are underway to
agree on an assessment (including humanitarian aspect also) in_collaboration with stakeholders.

The situation inlran and Yemen is becoming increasingly»worrisome. Swarms laid eggs along 900 km of
coast in southwedtan that are hatching and hopper bandsjare forming. The widespread heavy rains that fell
in late March 2020 will allow another generation of breeding and a further increase in locusts during May
2020, which will extend to Balochistan, Pakistan..Resultantly, there will be more band and swarm formation in
Pakistan. This Desert Locust evolving situation woeuld require a strong surveillance and control operation
especially in the aftermath of corona vifus, COVID-19 spread and precarious security environment in the
regional countries. Therefore, government of:Pakistan and FAO (TCPF, DIFID, South Korean support and
FAO-China SSC) has mobilized resources,in order to counter the emerging/imminent Desert locust challenge.
The overall surveyed and treated area details are summarized as follow:

e Total Area Surveyed (ha): 1,500,000
e Total Area Treated\(ha): 390,000
* Area Treatedwby Vehicle (ha): 363,400
e Area Treated by Aircraft (ha): 26,600

Source: Food and Agriculture Organization of the United Nations (UN FAO)

[I. Farm Inputs
i) Fertilizer

Fertilizer along with irrigation water and quality seed plays an important role in raising the
productivity of crops. About 52 percent of fertilizer is used in Rabi season while 48 percent
in Kharif season when cotton, rice, maize and sugarcane are planted.

The domestic production of fertilizers during FY2020 (July-March) increased by 5.8 percent
over the same period of last year, the increase in domestic production of fertilizer is
primarily due to the supply of additional gas for the fertilizers. However, the supply of
imported fertilizer decreased by 20.7 percent. Therefore, the total availability of fertilizer
decreased by 0.28 percent during the prescribed period. Total offtake of fertilizer nutrients
witnessed decrease by 2.6 percent. Nitrogen offtake decreased by 2.4 percent, phosphate
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offtake decreased by 2.6 percent and potash offtake also decreased by 14.5 percent during
FY2020 (July-March).The price of urea increased by 11.5 percent and DAP by 3.1 percent.
Gas Infrastructure Development Cess (GIDC) has been reduced to Rs 5/MMBTU which has
resulted in a decrease in the cost of urea by Rs 398 per bag with effect ffdmn2ary,

2020. Following are different types of subsidies provided by the government during
FY2020.

= Subsidy in the form of cheap natural gas used as feed for fertilizer production
(Rs 865 per bag of urea as per fuel and feed price difference)

= Subsidized LNG for production of urea from Fatimafert and Agritech (Rs 976 per bag)
= Subsidy on imported urea (Rs 1,194 per bag)

= Cash subsidy by Government of Punjab for phosphate and.potash fertilizer (Rs 500 per
bag of DAP)

The total availability of urea during Kharif 2019 was 3,501 thousand tonnes comprising of
135 thousand tonnes of opening inventory and ,3,265 thousand tonnes of domestic
production (Table 2.12). Urea offtake was about+3,023 thousand tonnes, leaving an
inventory of 470 thousand tonnes for Rabi 2019-20., The availability of DAP was 1,375
thousand tonnes comprising of 599 thousandstonnes of opening inventory, 331 thousand
tonnes of imported supplies, and 445 thousand tennes of local production. DAP offtake was
974 thousand tonnes leaving an inventory of*406 thousand tonnes for the upcoming Rabi
2019-20.

Rabi 2019-20 started with an opening balance of 470 thousand tonnes of urea (Table 2.12).
Domestic production during Rabi 2019-20 is estimated at around 2,994 thousand tonnes.
Urea offtake during current Rabi 2019-20 was 2,867 thousand tonnes, against 3,464
thousand tonnes of total.availability, leaving a closing balance of 580 thousand tonnes for
next season. DAP availability during Rabi 2019-20 was 1,579 thousand tonnes, which
includes 406 thousand, tonnes of opening inventory, 849 thousand tonnes of imported
supplies and domestic production of 324 thousand tonnes. The offtake of DAP during Rabi
season is projected at about 1,094 thousand tonnes, leaving a balance of 487 thousand
tonnes for next season.

Table 2.12: Fertilizer Supply Demand Situation (000 Tonnes)
Description Kharif (Apr-Sep) 2019 | Rabi (Oct-Mar) 2019-20| Kharif (Apr-Sep) 2020*
Urea DAP Urea DAP Urea DAP
Opening stock 13" 599 470 406 580 487
Imported supplies 101 331 0 849 0 87
Domestic Production 326p 445 2994 324 2823 420
Total Availability 3501 1375 3464 1579 3403 994
Offtake/Demand 3023 974 2867 1094 3048 956
Write on/off -8 5 -17 2 0 0
Closing stock 47( 406 580 487 355 38

*: It is assumed that Fatimafert and Agritech will remain closed for whole Kharif season

Source: National Fertilizer Development Center

The total availability of urea during Kharif 2020 will be about 3,403 thousand tonnes
comprising of 580 thousand tonnes of opening balance and 2,823 thousand tonnes of
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domestic production (Table 2.12). Urea offtake is expected to be around 3,048 thousand
tonnes, reflecting a closing balance of 355 thousand tonnes. The total availability of DAP
will be 994 thousand tonnes against the expected offtake of 956 thousand tonnes. Supply
demand gap will be filled through imported supplies by the private sector.

i) Improved Seed

Seed is the basic input for agriculture sector and has an imperative role in enhancing
agriculture productivity. The world has now focused on the use of certified seed for
enhancing agriculture productivity owning to its better profitability coupled with the
application of internationally acceptable quality parameters. In order to improve the
availability of quality seed to farmers the importance of provision of certified seed needs to
be emphasized and the services of this sector need to be revitalized in accordance to the
requirements of local and international challenges.

Federal Seed Certification & Registration Department (FSC&RD).is an attached department
of MNFS&R having the mandate of assuring quality of seed through seed certification and
variety registration. FSC&RD is a third-party regulatory department which provides seed
certification services as and when requested by _public and private seed agencies and has
annual plan for field crop inspection and seed ‘testing. In order to ensure improved seed
certification services, FSC&RD administration “is* working on various aspects for
strengthening of field offices, international< collaboration; new initiatives for further
development (Gilgit Baltistan Project, Establishment of Plant Breeder’'s Rights Registry).

The area, seed requirement and seed availability during 2019-20 (July-March), are given in
Table 2.13.

Table 2.13: Area, Seed Requirement and,.Seed Availability

Crop Sowing Area* TotalkSeed Seed Availability (Metric Tonnes)
(000 Ha) Requirement Public Private Imported Total
(MT) (Loc+Imp)

Wheat** 9,160 1,131,26( 5,887 42,458 - 48,345
Cotton 2,895 57,20% 89 21,785 - 21,844
Paddy 2,879 42,398 2,915 59,2B8 5,155 67,958
Maize 1,328 32,794 195 3,074 12,0P6 15,275
Pulses 1,184 42,674 504 2,313 - 2,817
Oilseeds 830 10,790 356 429 765 1,540
Vegetables 28( 8,400 - 35 2,792 2,827
Fodders 2,034 61,14p 10 4,270 19,590 23,870
Potato 465 1,163,500 - - 5,211 5,211
Total 21,060 2,550,15¢ 9,956 133,622 46,109 189,687

*:Area has been decided by the Federal Committee on Agriculture, MNFS&R
**. Seed testing is in progress and is very slow due to corona pandemic. The expected yield of wheat seed is

48,345 MT.

Source: Federal Seed Certification & Registration Department

iii) Mechanization

Accelerated farm mechanization is an important element to accelerate the growth in
agriculture sector. The main constraint in increasing agricultural productivity includes non-
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availability of quality tractors and other agricultural machinery at the right time and at
affordable prices to the farmer community.

The domestic tractor industry has played a significant role in fulfilling the requirements of
tractors to farmers. The number of operational tractors in the country is around 612,000
resulting in per acre horsepower (HP) availability of around 0.09 against the required power
of 1.4 HP per acre. During 2019-20 (July-March), total tractors production was 23,137
compared to the 37,457 produced last year for similar period. The major reasons of the
decline in production of tractors are low sales because of filer conditions for purchaser, low
farmers’ liquidity position because of low production of the cotton crop, changing market
dynamics/demand, and situation arising of COVID-19 pandemic lockdown.The prices and
production of locally manufactured tractors are given in Table 2.14.

Table 2.14: Prices and Production of Locally Manufactured Tractors 2019-20 (July-March) |

Tractors Model — Horse Basic Price GST @ Total Price Actuall Aqtual Sale

(Rs) 05% (Rs) Production (in Nos.)
Power (HP) .

(in Nos.)

M/s Al-Ghazi Tractors Limited
480-S (55 HP) 810,350 42,650 853,000 2,278 2,310
480-S (55 HP) 831,250 43,750 875,000 725 817
Hydrostatic Power Steering
480-S (55 HP) 854,050 44 ,95( 899,000 432 406
Hydrostatic Power Steering (Sindh Version)
Ghazi (65 HP) 928,150 48,850 977,000 3,191 3,252
Ghazi-WDB (65 HP) 935,750 49,250 985,000 74 78
640 (75 HP) 1,223,600 64,400 1,288,300 1,809 1,377
640-WDB (75 HP) 1,233,100 64,900 1,298,400 33 40
640-S (85 HP) 1,2464400D 65,600 1,312,000 78 84
640-S WDB (85 HP) 1,249,250 65,750 1,315,000 18 20
Dabung (85HP) 1,253,050 65,950 1,319,000 P87 293
NH 70-56 (85 HP) 1,676,75D 88,250 1,765,900 34 34
NH TD-95 (98 HP) (Imparted) 2,438,334 128,333 2,566,667 - 22
Total 8,459 8,733
M/s Millat Tractors Limited
MF 240 (50 HP) 855,000 42,750 897,760 4,889 4,903
MF 350 Plus (50 HP) 912,600 45,63( 958,230 12 10
Hydrostatic Power Steering
MF 260 (60 HP) 980,000 49,000 1,029,000 3,104 3,087
MF 360 (60 HP) 1,012,000 50,60( 1,062,600 297 278
Hydrostatic Power Steering
MF 375 (75 HP) 1,292,000 64,600 1,356,800 1,192 1,198
MF 385 (85 HP) 1,360,000 68,000 1,428,000 4,730 4,737
MF 375-4WD (75 HP) 1,734,000 86,700 1,820,400 3 -
MF 375-4WD (85 HP) 1,875,000 93,750 1,968,750 451 399
Total 14,678 14,612
Grand Total 23,137 23,345

Source: Tractor Manufacturers, Federal Water Management Cell

iv) Irrigation

During the monsoon season (July-September) 2019, the actual rainfall was recorded at 140.4
mm showing a meagre decrease of 0.4 percent against the normal average rainfall of 140.9
mm. During the post-monsoon season (October-December) 2019, the normal average
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rainfall was 26.4 mm, while the actual rainfall recorded was 56.3 mm showing an increase
of 113.1 percent. During the winter season (January-March) 2020, the normal average
rainfall was 74.3 mm, the actual rainfall recorded was 123.0 mm showing an increase of
65.5 percent. Rainfall recorded during the monsoon, post monsoon and winter is given in
Table 2.15.

Table 2.15: Rainfall* Recorded During 2019-20 (in Millimetres)

Monsoon Rainfall Post Monsoon Rainfall Winter Rainfall
(Jul-Sep) 2019 (Oct-Dec) 2019 (Jan-Mar) 2020
Normal** 140.9 26.4 74.3
Actual 140.4 56.3 123.0
Shortage (-)/excess (+) -0(5 +29.9 +48.7
% Shortage (-)/excess (+ -0.4 +113.1 +65.5

*:Area Weighted,**:Long Period Average (1961-2010)

Source: Pakistan Meteorological Department

Canal water withdrawals increased by 9 percent during,Kharif (April-September) 2019 to
65.23 MAF compared to 59.62 MAF during the same period last year. During Rabi
(October-March) 2019-20, it witnessed an increase of 18 percent to 29.20 MAF compared to
24.76 MAF during the same period last year. The province-wise details are shown in Table
2.16.

Table 2.16: Canal Head Withdrawals (Below Rim Stations) Million Acre Feet (MAF)

Province Kharif Kharif % Change in Rabi Rabi % Change in
(Apr-Sep) | (Apr-Sep) | Kharif 2019 | (Oct-Mar) | (Oct-Mar) | Rabi 2019-20
2018 2019 Over 2018 2018-19 2019-20 | Over 2018-19
Punjab 29.19 34.42 18 13.25 14.67 11
Sindh 27.74 28.04 1 10.10 12.92 28
Balochistan 1.69 1.87 11 0.97 1.24 29
Khyber Pakhtunkhwal 099 0.91 -8 0.45 0.36 -19
Total 59.62 65.23 9 24.76 29.20 18

Source: Indus River System Authority

Agriculture sector has the largest water consumption, so efficient use of water is an
important requirement for its sustainable growth. In this regard, National Water Policy
(NWP) aims to promote solar pumping in the areas bearing shallow aquifers and to ensure
sustainable use of water in cultivation of crops. Subsidies are also being offered to install
solar pumps, where viable. Since Irrigation and agriculture are provincial subjects in the post
18" Constitutional Amendment scenario, provinces are being encouraged to take initiatives
on their own, in accordance with NWP

Major goals of National Water Policy 2018 are summarized as under:
* Reduction of 33 percent in conveyance losses through watercourses lining
* Increase storage capacity by adding 10 MAF live storage

» 20 percent increase in water use efficiency by introducing modern irrigation techniques

» Refurbishment of irrigation infrastructure

(2 ]
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* Real-time monitoring of water distribution for transparent water accounting and

» Development of a unified authentic database to have reliable water resources assessment

During the FY2020, an amount of Rs 70.384 billion were allocated for the water sector’s
development projects/programmes (including Mohmand Rs 15.000 billion and Diamer
Basha Dam Rs 16.000 billion). Out of this, about Rs 47.00 billion have been released, it is
expected that the entire water sector’s allocation will be utilized by June, 2020.

Key Achievements of FY2020

= Initial/preparatory works for the construction of Diamer Bhasha Dam and Mohmand
Damis in progress

= Operationalization of Kachhi Canal (Phase-I) in Balochistan & Rainee Canal in Sindh.
About 40,000 acres of command area for Kachhi canal has‘tbeen developed

= |nitiation of about 30 new schemes of small dams/recharge/eheck having a cost of about
Rs 28.60 billion with an allocation of Rs 2.74 billion in Baloghistan

= More than 45 percent works completed on Kurram_Tangi Dam (Phase-l) in North
Waziristan tribal district

= To save the water losses of the existing=itrigation system, Rs 532 million would be
utilized for lining and improvement of small canals & minors in Punjab, Sindh and
Khyber Pakhtunkhwa

= Concept Clearance has been accorded for the formulation of “National Flood Protection
Plan IV” to protect infrastructure, flood embankments, spurs, flood forecasting &
warning system in Pakistan

* In Balochistan, Sindh, Punjab,and Khyber Pakhtunkhwa about Rs 22.771 billion are
utilized during FY2020%onuthe construction of medium/small/delay action dams and
recharge dams. Province-wisé detail is as under:

a) Punjab Rs 2,912 million (Ghabir & Papin dam).

b) Sindh Rs 2,813 million (Darawat & Nai Gaj, Small dams in Kohistan and
Nagarparkar areas of Sindh).

c) Khyber Rs 4,306 million (Kurram Tangi, Kundal/Sanam dam, Baran dam & 20
Pakhtunkhwa small dam in Nowshera, Karak, Swabi, Haripur & Kohat Districts.

d) Balochistan Rs 8,867 million (Naulong, Garuk Dam, Bathozai, Construction of 100
small dams (Package-Il & Ill), Basol, Mangi dam & many small dams in
different Districts).

= Rs 2,821 million will be utilized for the completion of RBOD-I & Il Projects to protect
& reclaim waterlogged & salt affected Irrigated land and Manchar Lake.

Physical progress of major on-going projects is given in Table 2.17.
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Table 2.17: Major Water Sector Projects

Project Location App. cost Live Irrigated Status
(Rs million) Storage Area
Basha Dam Khyber 479,000 6.40 Not applicable| ECNEC approved Dam part of
(Dam Part only) | Pakhtunkhwa MAF (4,500 MW Power Gen.) the project on 14-11-2018 (out
& Gilgit of Rs 479 billion, an amount
Baltistan of Rs 237 billion will be

federal grant, Rs 144 billion
commercial financing and Rs
98 billion WAPDA equity).
Initial Work in Progress.

Gomal Zam Khyber 20,626 0.892 191,139 Acres| Completed & Operational. Out
Dam Pakhtunkhwa MAF (17.4 MW Power Gen.] of 191,139 acres CCA about
110,000 acres have been
developed (58%) uptill now.

Kachhi Canal Balochistan 80,352 72,000 Acr¢s Phase-1 completed. Out of
(Phase-I) 102,000 acres CCA about
40,000 acres have been
developed (40%) of Dera
Bugti district of Balochistan.

Darawat Dam Sindh 9,300 89,192 25,000Acres| Physically completed.
(Acre Ft) (0.30°'MW Power Gen.] Command Area Development
needs to be expedited by the
Govt of Sindh.
Nai Gaj Dam Sindh 26,236 160,000 28,800 Acres| 52 % Physical works
(Acfe.Ft) (4.2 MW | completed ¥ Revised PC-I

Power Gen.)[ costing Rs 46 billion in
approval process.

Kurram Tangi Khyber 21,059 0.90 84,380 Acre New| 45% Physical works

Dam (Phase-I, Pakhtunkhwa MAF 278,000 Acres Existing completed.

Kaitu Weir) (18.9 MW Power Gen.

Naulong Dam Balochistan 18,047 0.20 47,000 Acres| Feasibility & Detailed Engg.
MAF (4.4 MW | Design completed. Updated

Power Gen.)| 2" revised PC-I costing
Rs 28,465 million approved by
ECNEC on 26-03-2020.

Mohmand Dam | Mohmand 114,285 0.676 16,737 Acres| Phase-I ECNEC approved on
Hydropower District of (dam part) MAF (800 MW Power Gen.] 30-06-018 at a Total cost of Rs
Project Khyber cost 309.558 billion (Dam part+
(800 MW) Pakhtunkhwa Power cost). Initial works in
progress.

Right Bank RBOD-II will help to
Outfall Drain dispose 3,520 cusecs of

drainage effluent into Sep
RBOD-I Sindh 17,505 - | received from RBOD-I & Il 95% completed
RBOD-II Sindh 61,985 - 72% completed
RBOD-III Balochistan 10,804 - 98% completed

Source: Ministry of Planning, Development & Special Initiatives

During FY2020, following projects have been launched under Prime Minister’'s Agriculture
Emergency Programme to “Conserve and Increase Productivity of Water”:

a) National Programme for Improvement of Watercourses in Pakistan-Phase-II:
The programme envisages lining of upto 50 percent of the total length of 62,210 water
courses (reconstruction, additional lining, and new) inclusive of 14,932 Water Storage
Tanks. This also includes the provision of 11,610 Laser Land Levelers on a 50 percent
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b)

cost sharing basis (government’s share to be capped at Rs 250,000 per beneficiary).
Total project cost is Rs 110.812 million over a period of 05 years. Project will be
implemented in the provinces of Punjab, Khyber Pakhtunkhwa, Balochistan including
Gilgit-Baltistan (GB), Azad Jammu and Kashmir (AJK) and Islamabad Capital
Territory (ICT). The key objectives are:

» Social mobilization through capacity building of Water User's Associations/
Farmer Organizations

* Minimization of conveyance and field application losses

* Reduction in waterlogging and salinity

» Equity in water distribution

* Reduction in water disputes/thefts/litigation

* Motivation/participation of farmers

* Poverty reduction through employment generation

* Increase in crops yield/self sufficiency infood

The work on improvement of 2,934 watercourses (inclusive of 395 water storage

tanks) has been initiated whereas work<on the improvement of 1,301 watercourses
(inclusive of 207 water storage tanks) has“so far been completed. Additionally, 1,200
units of laser land levelers have been distributed amongst the beneficiaries.

National Programme for Enhiancing Command Area in Barani Areas of Pakistan
was approved by ECNEG. on 2@8arch, 2020 at a cost of Rs 25.345 billion. The
project will be implemented in all provinces including GB, AJK and ICT over a period
of 05 years. The key-project‘outputs are:

» Construction oR,664farm ponds for storing rainwater from various sources

* Installation 0f2,664 solar pumping systems on farm ponds for the operation of
high efficieney irrigation systems

e Development o#4,156 dug wells for developing of the water source to promote
irrigated agriculture

* Installation of4,106solar pumping systems at dug wells for the operation of high
efficiency irrigation systems (in addition 50 Hydro Ram Pumps will be installed in
GB to lift water from the river)

* Development/improvement a2,432 watercourses carrying water from various
sources for enhancing water conveyance efficiency at farm level

* Provision of1,106 Laser Land Levelers to the farmers/service providers. Rough
Land Levelling will also be done @&%,000acres in Khyber Pakhtunkhwa

» Provision of fruit plants, oilseeds/pulses crops and fodder/forage/randfe ®i8
112,189and 81,676 acres, respectively, in command area of small/mini dams to
ensure irrigated agriculture
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C) Project ‘Water Conservation in Barani Areas of Khyber Pakhtunkhwa” was
developed at a cost of Rs 14.178 billion over a period of 05 years.

iv) Agricultural Credit

Agricultural Credit Advisory Committee (ACAC) set the indicative agricultural credit
disbursement targets of Rs 1,350 billion for FY2020 which is 15 percent higher than the last
year’s disbursement of Rs 1174.0 billion. Currently, 49 agriculture lending institutions are
providing agricultural loans to the farming community, which include five major
commercial banks, two specialized banks (ZTBL & PPCBL), 14 domestic private banks,
five Islamic Banks, 11 Microfinance Banks and 12 Microfinance Institutions/Rural Support
Programmes (MFIS/RSPs).

The total annual agriculture credit target has been further assigned amongst different banks.
An amount of Rs 705 billion has been assigned to the fivesmajor commercial banks,
Rs 253.6 billion to 14 domestic private banks, Rs 100 billion to"ZTBL, Rs 13 billion to
Punjab Provincial Cooperative Bank and Rs 55 billion to fiveulslamic Banks. Amongst the
microfinance institutes the disbursement target of ‘\Rs 184 hillion has been assigned to 11
Microfinance Banks and Rs 39.4 billion to 12 MFIs/RSPs for the current FY2020.

During FY2020 (July-March), the banks have,disbursed Rs 912.2 billion which is 67.6
percent of the overall annual target and 13:3 percent higher than the disbursement of
Rs 804.9 billion made during the same period of last year. Similarly, the outstanding
portfolio of agriculture loans have increased by Rs 42.2 billion i.e. from Rs 529.9 billion to
Rs 572.1 billion or 7.9 percent at the end March 2020 as compared to the same period of last
year. In terms of outreach, the lnumbers of outstanding borrowers have reached to 3.85
million in March 2020. The <comparative disbursements of agriculture lending
banks/institutions against their annual indicative targets are appended in Table 2.18:

Table 2.18: Agricultural Credit Targets and Disbursement Rs billion)
Banks Target FY2020 (July-March) Target FY2019 (July-March) % Change
FY2020 Disbursed Achieved | FY2019 Disbursed Achieved over the
(%) (%) Period
5 Major Commercial Banks ~ 705.0 515.2 73.1| 651.0 450.0 69.1 14.5
ZTBL 100.0 52.5 52.5 100.0 45.1 45.1 16.4
PPCBL 13.(Q 6.4 48.8 13.0 55 41.9 16.4
DPBs (14) 253.6 169.3 66.8 245.0 143.3 58.5 18.2
Islamic Banks (5) 55.0 31.0 56.3 50.0 22.4 44,7 38.5
MFBs (11) 184.( 115.2 62.6 156.0 114.7 73.5 0.4
MFIs/RSPs 39.4 22.6 57.5 35.0 24.0 68.8 -5.9
Total 1,350.0 912.2 67.6 1,250 804.9 64.4 13.3
Source: State Bank of Pakistan
Box Item-Il:

i) Credit Disbursement to Farm & Non-Farm Sectors

While reviewing the sector wise agriculture disbursement performance, farm/crop sector credit feceived
Rs 459.6 billion or 50.4 percent of the total disbursement with 17.2 percent growth during FY2020 (July-
March). Similarly, Rs 452.6 billion or 49.6 percent disbursed to the non-farm non-crop sector with incremental
growth of 9.6 percent during the period under review. The distribution of disbursement under various land
holding/size of farms categories are shown in Table 2.19:

(= |
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Table 2.19 : Disbursement to Farm & Non-Farm Sectors (Rs billion)
Sector FY2020 (July-March) FY2019 (July-March)
(Land Holding/Farm size) Disbursement % Share Disbursement % Share
within Total within Total
A | Farm Credit 459.6 50.4 392.0 48.7
1 | Subsistence Holding 1383 15.2 128.1 15.9
2 | Economic Holding 53.% 5.9 52.5 6.5
3 | Above Economic Holding 267.8 29.4 211.4 26.3
B | Non-Farm Credit 452.6 49.6 412.9 51.3
1 | Small Farms 118.8 13.0 118.8 14.8
2 | Large Farms 333.8 36.6 294.1 36.5
Total (A+B) 912.2 100.0 804.9 100.0

ii) Credit Disbursement Sector & Purpose wise

In terms of sectoral and purpose wise performance of agriculture credit Sectorthe production loans

of farm

sector grew by 17.0 percent, and development loans increased by 20.7 percent during FY2020 (July-March).
However, the livestock/dairy & meat sector witnessed 12.4 percent growth and the poultry sector recorded 78.9
percent growth during the period under review. The sector wise/purpose wise agriculture credit disbu

showed in Table 2.20:

Table 2.20 : Disbursement Sector & Purpose wise

(Rs billion)

Sector& Purpose FY2020 (July-March) FY2019 (July-March)
Disbursement % _Share Disbursement % Share
within sector within sector
A | Farm Sector 459.6 50.4 392.1 48.7
1 | Production Loans 430.9 93|8 368.3 93|9
2 | Development Loans 287 6/2 23.8 6,1
B | Non-Farm Sector 452.6 49.4 412.9 51.3
1 | Livestock Dairy & Meat 236.7 52.B 210|6 51.0
2 | Poultry 177.9 39.3 99.4 24.1
3 | Fisheries 4.1 0.9 2.9 0.7
4 | Forestry 0.01 0.008 0.04 0.01
5 | Others 33.9 7% 99.9 24.(
Total (A+B) 912.2 100.0 804.9 100.0

Source: State Bank of.Pakistan

sements

SBP’s Initiatives for the Promotion of Agriculture Financing

SBP in collaboration with government, banks, and other stakeholders has taken a number of
policy and regulatory initiatives for the promotion of agricultural financing in the country. In
order to mitigate the negative impact of COVID-19 pandemic situation and to strengthen the
agriculture sector the banks are allowed to give the relaxation upon the written request of the
borrowers. Defer repayment of principal loan amount by one year; provided that the
borrowers will continue to service the mark-up amount as per agreed terms & conditions.
Rescheduled/restructuring of facilities of such borrowers who are unable to service the
mark-up amount or need deferment exceeding one year. If the rescheduling/restructuring is
done within 90 days of the loans being past due, such financing facility will continue to be
treated as regular. Some of the major initiatives taken by SBP in collaboration with

government are as under:

= Revision in Indicative Credit Limits and Eligible Items for Agriculture Financing
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= Crop Loan Insurance Scheme

= Livestock Insurance Scheme for Borrowers

= Electronic Warehouse Receipt Financing

= Government of Punjab E-Credit Scheme

= Adoption of Automation of Land Record for Agriculture Financing

» Implementation of Credit Guarantee Scheme for Small and Marginalized Farmers
=  Workshops/Trainings/Capacity & Awareness Building

Box Item-IlI: Impact of COVID-19 on Food Security and Food Supply Chain

Like many other countries across the globe, COVID-19 pandemic has also spread in Pakistan. How

ever, the

COVID-19 emergency came at a time when economy of Pakistan was already.in stabilization mode. According
to FAO, food security will be second most important area of concern after health if COVID-19 emergency is

extended beyond a certain limit in Pakistan.

According to COVID-19 Emergency in Pakistan, Pakistan is already home to around 53 million poor,
(a quarter of Pakistan’s population) who live below the national poverty line, where as around 84
people (around two-fifth of the population) are multi-dimensionally,poor. Similarly, food insecurity ig
very high and between 20-30 percent population (40 to 62 million people) is food insecure Pakistan. G
scale of this emergency, while the situation is still evolving, there is strong likelihood that number of p
food insecure people will rise, especially in cities and thoserareas which already had high incidence o
and prevalence of food insecurity. The most«affected will’'be poor and most vulnerable segments of
daily laborers in agriculture and non-agriculture, sectors, small scale farmers/livestock holders, sn
medium businesses and already vulnerable population living in the vulnerable districts.

Despite the good intention of the government to not disrupt the food and agriculture supply ch
lockdown and restrictions on movements of goods and people, and logistics issues are impag
supply/availability, demand and prices of food items, and agriculture/livestock inputs and the transp
costs. The livelihoods and incomes of the farmers and livestock holders generated through sale of ¢
livestock produce, and of those‘associated with agriculture and food related business have been
affected. Particularly, the current lockdown and restrictions on movements of goods and people are &
impacting the livelihoods andiincomes of those engaged in informal sector and are in vulnerable emp
particularly small farmerssand livestock holders, own account workers and daily wagers in all sectors
scale farmers’ income ‘generating opportunities have suffered a lot due to less sale of their proddy

people
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transportation cost, and loss of income from other sources. Farmers are experiencing difficulties in trapsporting

fresh produce to local and urban markets. Incomes of the agriculture and non-agriculture workers, suj
livestock products, and middle men engaged in agri-based activities in the fruits, vegetables and
markets have also been reduced either due to closure of the markets or less market activities currer
place in several parts of the country.

The restrictions on movements has affected the livestock sector adversely which has 60.6 percent
agriculture GDP and 11.7 percent in overall GDP. The poultry sector is the hardest hit by COVID-19 r
and demand and prices of poultry has reduced considerably. Both supply and demand for livestock

(meat, milk, eggs) has reduced due to reduction in demand, and logistics issues/movement restrictiong.

In order to mitigate the negative impact of COVID-19 on overall economy, the government has anr
economic relief and stimulus package of Rs 1.24 trillion which will also strengthen the agriculture
Moreover, even in the lockdown livestock products, food, fruits and vegetables items were allowed to
their supply.

Source: Food and Agriculture Organization of the United Nations (UN FAO)
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[ll. Forestry

Pakistan is a forest deficient country, mainly due to arid and semi-arid climate in large parts of
the country. The country is maintaining 4.51 million hectares to 5.01 percent area under forest
cover, out of which 3.44 million hectares forests exist on state-owned lands and remaining on
communal and private lands. Though the forestry having meager share of 2.1 percent in
agriculture, it provide foundations of life on earth through ecological functions, regulates the

climate and water resources and serves as habitat for plants and animals.

To meet the domestic needs and to improve the forest cover, the federal government has
launched Ten Billion Tree Tsunami Programme by replicating the Billion Tree Afforestation
Project (BTAP) implemented by Government of Khyber Pakhtunkhwa. The project aims at,
inter alia, combating the effects of global warming. This is an umbrella project covering all the
provinces including AJK and GB with provincial budgetary share. All segments of society such
as students, youth, and farmers are strongly involved in the afforestation activities.

IV. Livestock and Poultry
a) Livestock

Livestock over the years has emerged as the largest sub-sector in agriculture. It is a source of
foreign exchange earnings and contributes about” 3.1 percent in total exports. More than 8
million rural families are engaged in livestock production and deriving more than 35-40 percent
of their income from this sector. The government has now focused this sector for economic
growth, food security and poverty alleviation in‘the country.

The overall livestock development strategy revolves to foster "private sector-led development
with public sector providing enabling environment through policy interventions”. The regulatory
measures are aimed at improving per,unit animal productivity by improving health coverage,
management practices, animal, breeding practices, artificial insemination services, use of
balanced ration for animal feeding, and controlling livestock diseases of trade and economic
importance. The objective=is to._exploit the livestock sector and its potential for economic
growth, food security and rural socio-economic uplift.

Over the years, livestock'as subsector has surpassed the crop subsector as the biggest contributor
to value addition in ‘agriculture. Presently it contributes 60.6 percent to the overall agriculture
and 11.7 percent to'the GDP during 2019-20. Gross value addition of livestock has increased
from Rs 1,430 billion (2018-19) to Rs 1,466 billion (2019-20), showing an increase of 2.5
percent over the same period of last year.

The national herd population of livestock for the last three years is given in Table 2.21.

Table 2.21: Estimated Livestock Population (Million Nos.)
Species 2017-18 2018-19 2019-20

Cattle 46.1 47.8 49.6
Buffalo 38.8 40.0 41.2
Sheep 30.5 30.9 31.2
Goat 74.1 76.1 78.2
Camels 1.1 1.] 1.1
Horses 0.4 0.4 0.4
Asses 5.3 5.4 55
Mules 0.2 0.2 0.2

! Estimated figure based on inter census growth rate of Livestock Census 1996 & 2006

Source: Ministry of National Food Security & Research
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The position of milk and meat production for the last three years is given in Table 2.22.

Table: 2.22 Estimated Milk and Meat Production (000 Tonnes)
Species 2017-18 2018-19 2019-20

Milk (Gross Production) 57,890 59,759 61,690
Cow 20,903 21,691 22,508
Buffalo 35,136 36,18( 37,256
Sheep 40 40 41
Goat 915 940 965
Camef 896 908 920
Milk (Human Consumption)® 46,682 48,189 49,737
Cow 16,722 17,353 18,007
Buffalo 28,109 28,944 29,805
Sheep 40 4( 41
Goat 915 940 965
Camel 896 908 920
Meat" 4,262 4,478 4,708
Beef 2,155 2,227 2,303
Mutton 717 732 748
Poultry meat 1,391 1,518 1,657
1: The figures for milk and meat production for the indicated years are calculated by applying milk production parameters

to the projected population of respective years based on the inter census growth rate of Livestock Census 1996 & 2006.
2: The figures for the milk production for the indicated years are ‘calculated after adding the production of milk from
camel and sheep to the figures reported in the Livestock Census 2006.
3: Milk for human consumption is derived by subtracting 20 percent wastage (15 percent faulty transportation and lack of
chilling facilities and 5 percent in suckling calf nourishment) of the gross milk production of cows and buffalo.
4: The figures for meat production are of red meat and do.not include the edible offal’s.

Source: Ministry of National Food Security & Research

The estimated production of _other livestock products for the last three years is given in

Table 2.23.

Table: 2.23 Estimated Livestock/Products Production

Species Units 2017-18 2018-19 2019-20

Eggs Million Nos. 18,037 19,05p 20,133
Hides 000 Nos. 16,974 17,547 18,139
Cattle 000 Nos. 8,734 9,043 9,405
Buffalo 000 Nos. 8,131 8,378 8,622
Camels 000 Nos. 10Pp 111 112
Skins 000 Nos. 56,80% 58,116 59,460
Sheep Skin 000 Nos. 11,532 11,669 11,807
Goat Skin 000 Nos. 28,560 29,384 30,129
Fancy Skin 000 Nos. 16,717 17,113 17,524
Lamb skin 000 Nos. 3,42p 3,466 3,507
Kid skin 000 Nos. 13,287 13,647 14,017
Wool 000 Tonnes 46.2 46,8 47.3
Hair 000 Tonnes 27.9 286 29.4
Edible Offal’s 000 Tonnes 41p 428 440
Blood 000 Tonnes 69.b 713 73.1
Casings 000 Nos. 57,387 58,7[L.2 60,069
Guts 000 Nos. 18,048 18,6%4 19,280
Horns & Hooves 000 Tonnes 606 62.4 64.3
Bones 000 Tonnes 904(9 933.5 961.0

[ ]
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Table: 2.23 Estimated Livestock Products Production
Species Units 2017-18 2018-19 2019-20
Fats 000 Tonnes 2873 295.8 304.5
Dung 000 Tonnes 1,28p 1,322 1,362
Urine 000 Tonnes 390 401 413
Head & Trotters 000 Tonnes 259.6 267.0 274.6
Ducks, Drakes & Ducklings Million Nos. 0.4p 0.40 0.38

! The figures for livestock product for the indicated years were calculated by applying production parameters
to the projected population of respective years.

Source: Ministry of National Food Security & Research

b) Poultry

Poultry sector is one of the most vibrant subsector of the livestock sector. The current
investment in Poultry Industry is more than Rs 700 billion. This industry is progressing at an
impressive growth rate of 8 percent per annum over last few years. Pakistan has become the
11" largest poultry producer in the world with the production of 1,163 million broilers
annually. This sector provides employment (direct/indirect) to. over 1.5 million people.

Poultry today has been a balancing force to keep a check on the prices of mutton and beef.
Poultry meat contributes 35 percent to 1,657 thousand tonnes of the total meat production of
4,708 thousand tonnes in the country. Poultry meatproduction showed a growth rate of 9.1
percent whereas egg production showed a growth of 5.6 percent to 20.0 billion Nos. during
2019-20 as compared to previous year. The transformation of poultry production in the
controlled shed system is making a tremendous difference of quantity and quality of poultry
production. There are now over 6,500 controlled environment poultry sheds in the country
which indicates that poultry sector’is  moving in the direction of modernization and using
advance technology.

The Poultry Development "Strategy revolves around disease control; hi-tech poultry
production in intensive, poultry; processing and value addition; improving poultry husbandry
practices and development. Government of Pakistan has always been supportive to poultry
industry in providingthe most enabling environment for its growth.

Poultry Development Policy visions sustainable supply of wholesome poultry meat; eggs
and value added products to the local and international markets. It aimed at facilitating
private sector-led development for sustainable poultry production. The strategy revolves
around supporting the private sector through regulatory measures.

The estimated production of commercial and rural poultry products for the last three years is
given in Table 2.24.

Table 2.24: Estimated Domestic/Rural & Commercial Poultry

Type Units 2017-18 2018-19 2019-20
Domestic Poultry Million Nos. 87.16 88.49 89.84
Cocks Million Nos. 11.86 12.18 12.51
Hens Million Nos. 42.39 43.1b 43.93
Chicken Million Nos. 32.91 33.16 33.40
Eggs Million Nos. 4,239 4,315 4,393
Meat 000 Tonnes 119.89 122.28 124.72
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Table 2.24: Estimated Domestic/Rural & Commercial Poultry

Type Units 2017-18 2018-19 2019-20

Duck, Drake & Duckling Million Nos. 0.42 0.40 0.38
Eggs Million Nos. 18.70 17.93 17.18
Meat 000 Tonnes 0.5 0.54 0.52
Commercial Poultry Million Nos. 1,122.29 1,232.33 1,353.24
Layers Million Nos. 52.25 55.91 59.82
Broilers Million Nos. 1,057.65 1,163.42 1,279.76
Breeding Stock Million Nos. 12.39 13.01 13.66
Day Old Chicks Million Nos. 1,104.7p 1,215.19 1,336.71
Eggs Million Nos. 13,779 14,714 15,723
Meat 000 Tonnes 1,270.49 1,395.02 1,531.60
Total Poultry

Day Old Chicks Million Nos. 1,138 1,248 1,370
Poultry Birds Million Nos. 1,210 1,321 1,443
Eggs Million Nos. 18,037 19,05p 20,133
Poultry Meat 000 Tonnes 1,391 1,518 1,657

1 : The figures for the indicated years are statistically calculated using the figures of 2005-06.
2 : The figures for Eggs (Farming) and Eggs (Desi) are calculated using the poultry parameters for egg
production.

Source: Ministry of National Food Security & Research

The present government under Prime Minister's Agriculture Emergency Programme
developed a project “Backyard Poultry. Programme” worth Rs 329.13 million over a period
of four years. The key objectives identified are:

= Opportunity for the landless farmer, mostly women

= Small flock sizes in traditional sheds

* Feed on household/organic waste

* Free range requiring minimal input

= Source of eggs and meat for the poor; nutritional support

= Poverty alleviation'through supplemental income from poultry products

Government Policy Measures

MNFS&R under the 1B Constitutional Amendment continued regulatory measures that
included allowing import of high yielding dairy cattle breeds of Holstein-Friesian and
Jersey; genetic material of these breeds (semen and embryos) for the genetic improvement
of indigenous low producing dairy animals; allowing import of high quality feed stuff/micro
ingredients for improving the nutritional quality of animals & poultry feed and allowing
import of dairy, meat and poultry processing machinery/equipment at concessional
tariff/duty in order to encourage and promote the establishment of value added industry in
the country.

The government has provided necessary facilitation for the export of meat and meat
products. A total of 53.4 thousand tonnes of meat and meat products were exported during
2019-20 (July-March) that fetched Rs 29.9 billion from the thirty five export oriented

registered slaughter houses in the private sector. The export of other livestock by-products

[ ]
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such as animal casings, bones, horns, hooves, gelatin etc was also facilitated. The efforts
continued for market access with the relevant authorities in China, South Africa, Jordan and
Indonesia using diplomatic channels for export of various meat and meat products.

The government has also allowed the import of 654.5 thousand doses of superior quality
semen and 7,200 high yielding exotic dairy cattle of Holstein-Friesian and Jersey breeds
during 2019-20 (July-March). The policy objective of these permissions is the genetic
improvement of indigenous dairy animals in terms of per unit productivity. The imported
dairy cows added approximately 61 million tonnes of milk per annum in the commercial
milk chain/system.

In order to promote the corporate dairy sector, import of calf milk replacer & cattle feed
premixes has been allowed at concessional tariffs. During 2019-20 (July-March), 220.2
metric tonnes of calf milk replacer & 120.6 metric tonnes of cattle feed premix has been
imported for feeding to our dairy herd.

During 2019-20 (July-March), the Animal QuarantineDepartment (AQD) provided
guarantine services and issued 36,853 health certificates for export of live animals, mutton,
beef, eggs, and other livestock products having.a value of $ 337.162 million. The AQD
generated non-tax revenue of Rs 132.162 million during same year as certificate/laboratory
examination fee of animal and animal productsS have-been charged on their exports.

MNFS&R collaborated with international (Offiee” International des Epizooties OIE, Food
and Agriculture Organization FAO) and regional organizations (SAARC,ECO, APHCA and
EU) for Human Resource Development and capacity building of national and provincial
livestock institutions for diagnasis ‘and control of animal diseases. Inter Provincial
Coordination is being done to.Control Foot & Mouth Disease (FMD) and Peste des Petitis
(PPR) disease in the country. Pakistan has been progressing on OIE FMD freedom pathway
and moved to stage 02 of the 06 stage pathways. A National FMD Control Programme at a
cost of Rs 822.20 million/for the period of six years has been approved by the competent
forums to sustain and continue project activities related to the FMD during subsequent
years. This will“help.in improving the animal health status of the country regarding
Transboundary Animal Diseases (TADs), which are a technical barrier in the international
trade of our livestock and livestock products. FAO Pakistan will implement this project
under Unilateral Trust Fund (UTF) Agreement.

Moreover, to attract further investment in the dairy sector, protect small dairy farmers and
corporate dairy sector besides discouraging import and to mitigate use of synthetic milk and
recipe products/tea whiteners, a regulatory duty to the tune of 25 percent has been imposed
on import of Skimmed Milk Powder (SMP) and Whey Powder (WP). Now the existing duty

on import of powdered milk is 45 percent (import duty 20 percent and regulatory duty 25
percent).

Impact of COVID-19 on Livestock Sector

Besides human loss, COVID-19 pandemic posed a negative impact on Pakistan’s economy.
By the side of demand and supply chains the pandemic affected all sectors of the economy
including livestock. The lockdown has not only struck the domestic demand for livestock

commodities, but has also generated supply and demand issues for exports. This situation
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has negatively impacted the livelihoods of farmers and other players along the entire value
chain of the livestock commodities and they are facing challenges in repaying their
outstanding loans.

V. Fisheries

Fisheries is a sub-sector of agriculture and plays an important role in the national economy.
It also contributes towards food security of the country as it reduces the existing pressure on
demand for mutton, beef and poultry. The fishery is considered to be a source of livelihood
for the coastal inhabitants and a source of export earnings. Apart from marine fisheries,
inland fisheries (based in rivers, lakes, ponds, dams, etc.) is also a vital economic activity
throughout the country. Fisheries share in GDP (0.4 percent) although very little but it adds
substantially to the national income through export earnings.

During 2019-20 (July-March), total marine and inland fish production was estimated at

701,726 metric tonnes out of which 474,025 metric tonnes«awere.from marine waters and the
remaining catch from inland waters. Whereas the fish production for the period 2018-19

(July-March) was estimated to be 639,527 metric tonnes in which 426,261 metric tonnes
were from marine and the remaining was produced by the inland fishery sector. The total
production of fish & fishery products has increased. by 9.7 percent whereas marine and
inland increased by 11.2 percent and 6.8 percent, respectively.

During the year 2019-20 (July-March), a total quantity of 133,226 metric tonnes of fish and
fishery products valued $ 317.307 millien (Rs 49,528 million) were exported. Pakistan’s
major buyers are China, Thailand, Malaysia, Middle East, Sri Lanka, Japan, etc. Whereas
the export during 2018-19 (July“March) was 129,704 metric tonnes of fish and fishery
products earning $ 293.895 million (Rs 39,246 million). The export of fish & fishery
products has increased by 2/7 percent in quantity term whereas in value terms it increased by
8.0 percent and in rupee terms,it.increased by 26.2 percent during 2019-20 (July-March).

Export of fish and fishery products to the European Union (EU) countries: Since the
resumption of export'tothe EU countries different consignments of fish, cuttlefish, and
shrimps sent fromwone company to the EU have been successfully cleared after 100 percent
laboratory analysis at EU border. To further enhance seafood export to EU countries, six
more processing plants are in pipeline and their cases for approval is under process with EU
authorities. Export of seafood to EU countries is given in Table 2.25:

Table 2.25: Export of Fish and Fishery Products to European Union (EU) 2019-20 (P)

Commodity / Fish Culttlefish Shrimp Total
Country Quantity Value Quantity Value Quantity Value Quantity Value

(MT) $ (000) (MT) $ (000) (MT) $ (000) (MT) $ (000)
Belgium 105 289 101 19 145 326 3b1 807
Netherlands 97 197 - - 162 317 254 574
Spain 101 204 240 963 - - 341 1,167
Italy 116 275 - - 116 275
UK 135 1,025 - - 132 763 26[7 1,788
Total 549 1,990 341 1,15% 430 1,466 1,3P9 4,611
P: July-March

Source: Marine Fisheries Department
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The government of Pakistan has taken various steps to improve the fisheries sector and its
exports. In this context a number of initiatives both at micro and macro level are being taken
by federal and provincial fisheries departments which consistt@falia strengthening of
extension services, introduction of new fishing methodologies, development of value added
products, enhancement of per capita consumption of fish, upgradation of socio-economic
conditions of the fishermen’s community & review of Deep Sea Fishing Policy 2018.

Conclusion:

The government has introduced “Prime Minister’s Agriculture Emergency Programme” for
the next 5 years. The programme aims to increase agricultural productivity, value addition,
reduce dependence on imports and improve lives of farming community. This will also
ensure food security in the country and increase the hard-earned income of the farmers. The
development of agriculture sector will further provide stimulus tesagro-based industries and
overall growth of the economy. Blessed with the fertile land and hard working farmer
community we can enhance the agricultural productivity to ‘ensure smooth supply of
essential food items during the COVID-19.
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MANUFACTURING AND MINING

3.1 Introduction

Manufacturing sector is the driver of economic growth due to_its forward and backward
linkages with other sectors of economy. This sector provides employment opportunities to
about 16.1 percent of the total labor force while its share iniGDPuis‘around 13-14 percent.

Manufacturing sector has three sub-sectors: Large Scale Manufacturing (LSM), Small Scale
Manufacturing (SSM) and Slaughtering. The performance.of Large-Scale Manufacturing is
based on Index derived from the Census of Manufacturing Industries (CMI) conducted in
2005-06 which does not capture latest informationiincluding new areas and sectors, however
the new Census of Manufacturing Industries (CMI) for 2015-16 is now complete and will be
published by this year and will be used from next fiscal year for more comprehensive and
accurate coverage of LSM in the country:, Small Scale Manufacturing (SSM) information is
also based on the survey conducted in 2006-07. It covers industrial and household units
engaged in manufacturing activity/having less than ten employees. Pakistan Bureau of
Statistics has completed the eensus,of SSM for 2015-16 and methodology for estimating the
value addition of Slaughtering.which will be published in the next fiscal year.

LSM has 78 percent share in Manufacturing and 9.5 percent in GDP whereas Small Scale
Manufacturing accountsyfor 15.2 percent share in manufacturing and 2.04 percent share in
GDP. Slaughtering has 6.9 percent share in manufacturing and 0.94 percent share in GDP.

FY2019 has proved to be a hard year for LSM as it recorded negative growth of -2.28
percent. LSM sector was not able to withstand constrained economic environment triggered
by exchange rate depreciation and contractionary monetary and fiscal policies.

The distress continued during the whole current fiscal year, the LSM growth plunged to -5.4
percent during July-March FY2020 compared to -2.34 percent during last fiscal year. The
major contributing sub-sectors such as Textile and Food, Beverages & Tobacco have
experienced negative growth. Other sub-sectors such as Iron & Steel Products, Coke &
Petroleum Products and Automobile growth have also turned negative during the period
which dampened the overall growth of LSM. Year-on-year (YoY), LSM dived by -22.9
percent in March 2020 as compared to -7.35 percent decline in March 2019.

3.1.1 Monthly Analysis of LSM

Month on month LSM behavior has exhibited random trajectory. Textile, the item with the
heaviest weight, observed moderate growth up till Feb 2020 and witnessed a hefty decline in
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Mar 2020 due to supply disruptions. Second heavy weight item Food, Beverages & Tobacco
witnessed a tremendous growth of 122 percent in Dec 2019 on account of sugar production.
Coke & Petroleum products observed a major slump in Feb 2020, a 33 percent decline.
Demand and supply bottlenecks have adversely hit the petroleum industry. Automobile,
Non-metallic Mineral Products and Electronics have also showed mixed growth. Fertilizers,
after a consecutive decline, have started showing some signs of recovery from Feb 2020. All
manufacturing sectors except Fertilizers, have witnessed decline in Mar 2020 in the wake of
business closures due to COVID-19 crisis.

Fig: 3.1 Textile MOM Growth % FY20 Fig: 3.2 Food, Beverages and Tobacco MOM
(Weight 20.9) Growth % FY20 (Weight 12.3)
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Fig 3.3: MOM Growth % FY20 Figure 3.4: LSM Growth % (Month on Month)

—o— Fertiizer 20 15.27
Automobile 15
Non-metallic Mineral Products

40

30

20

X
\ 0
0 > -5
0 O‘Nx 4 /@ 10
L]

-10 -15

-20

-30
Jul-19 Aug-19 Sep-19 Oct-19 Nov-19 Dec-19 Jan-20 Feb-20 Mar-2
Jul Aug Sep Oct Nov  Dec Jan Feb May|

Source: Pakistan Bureau of Statistics Source: Pakistan Bureau of Statistics

Average MoM growth of LSM stood at 0.5 percent for the first nine months of FY2020.
LSM posted 2.11 percent growth in July 2019 primarily due to 8.9 percent growth in Non-
metallic Mineral Products, Automobile 8.9 percent, Food Beverages & Tobacco 3.0 percent
and Fertilizer 3.1 percent. However, growth dampened to -2.42 percent in August due to -0.3
percent fall in Textile, -17.0 fall in Non-metallic Mineral Products, -19.4 percent in
Automobile and -2.3 percent decline in Iron & Steel. In September 2019, pace picked up and
growth of 2.76 percent was recorded due to 2.2 percent increase in Coke & Petroleum
Products, 29.8 percent in Non-metallic Mineral Products and 0.2 percent in Textile. A sharp
increase of 5.4 percent was observed in October 2019 on account of 19.7 percent growth in
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Non-metallic Mineral Products, Automobile 12.6 percent and Electronics 20.0 percent.
November 2019 again witnessed a negative growth of -3.81 percent mainly due to -2.5
percent decline in Food Beverages & Tobacco, Non-metallic Mineral Products -13.2
percent, Automobile -20.7 percent, Fertilizers -3.6 percent and Electronics -8.8 percent.
However, a steep increase of 15.27 percent has been observed in December 2019. This is
highly attributed to sugar production which rose sharply owing to favorable weather
conditions (which were conducive for extraction of high sucrose content from the raw
material), as well as timely start of the crushing season as compared to last year. Further,
jeeps and cars also grew by 20.6 percent. Impact of the sugar however moderated in January
2020 and growth reached at 7.09 percent. This can be attributed to 22.5 percent growth in
Food Beverages and Tobacco, Automobile 24.7 percent and 23.6 percent Electronics.
February 2020 witnessed a moderate growth of 0.16 percent on account of growth in Food,
Beverages & Tobacco and Non-metallic Mineral Products' by 1.2 and 17.2 percent,
respectively. Fertilizers grew by 4.0 percent. LSM growth (hosedived by -21.9 percent in
March 2020 due to closure of business activities in the wake of COVID-19 outbreak. Textile
and Food, Beverages & Tobacco, the main sectors<ef LSM, dipped by -26.5 and -30.3,
respectively.

During FY2020, required fiscal and monetary adjustments, such as flexible exchange rate
and austerity drive, were adopted to stabilize the economy. Nevertheless, external
imbalances were eased to some extent but.some short-term repercussions had to be
confronted domestically, specifically by.industrial sector. Pak rupee depreciated by 3.9
percent during Jul-Mar FY2020 which increased the cost structure of industries in general,
and particularly for those relying/on imported raw materials. Further, policy rate was kept
high to contain inflation which.on the. other hand discouraged investment. Subdued demand
further hampered the overall production and performance of the industry. Certain sector-
specific issues also contributed-to the decline in LSM. Automobile sector alone accounted
for major portion of contraction in LSM. Its prices witnessed multiple upward revisions due
to PKR depreciation which held the potential buyers refrained from making booking and
purchases. The shiftuin power generation away from furnace oil has reduced the fuel's
demand and affected the coke & petroleum industry output. Upward adjustment in
electricity prices dented domestic steel producers’ margins.

Box-I: Monthly Production trends of major Large-Scale Manufacturing (LSM) items during Jul-Mar
2019-20 as compared to the corresponding period Jul-Mar 2018-19
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3.1.2 Group Wise Analysis of LSM

Group wise growth of LSM during the period of Jul-Mar FY2020 versus Jul-Mar FY2019 is
given in the following Table 3.1.

Table 3.1: Group wise growth of/LSM farthe Period of Jul-Mar 2019-20 Vs Jul-Mar 2018-19

S# | Groups Weights % Change (July-Mar)

2018-19 2019-20
1 | Textile 20.915 -0.17 -2.57
2 Food, Beverages & Tobacco 12.370 -3|59 -2.33
3 | Coke & Petroleum Products 5.514 -6.0 -17.46
4 Pharmaceuticals 3.620 -8.66 -5.38
5 | Chemicals 1.717 -4.1D -2.30
6 Automobiles 4.613 -7.56 -36.50
7 Iron & Steel Products 5.392 -1110 -7.96
8 Fertilizers 4.447 4.50 5.81
9 Electronics 1.964 39.p -13.54
10 | Leather Products 0.859 -0.04 4.96
11 | Paper & Board 2.314 -2.48 4.23
12 | Engineering Products 0.400 9.90 -7.05
13 | Rubber Products 0.262 3.74 4.31
14 | Non-Metallic Mineral Products 5.364 -4.93 1.82
15 | Wood Products 0.588 -8.24 -22.11

Source: Pakistan Bureau of Statistics
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Textile sector has the highest weight of 20.91 in Quantum Index Manufacturing (QIM) thus
having a significant impact on overall performance of LSM. Textile production declined by
-2.57 percent during Jul-Mar FY2020 against -0.17 percent in the same period last year.
Major slump came from -2.96 percent decline in cotton yarn and -2.81 percent decline in
cotton cloth, both having a combined weight of 20.15 in textile sector. However, exports of
textile grew by 4.24 percent during the period under review. The mismatch between the
LSM and export data sets is a welcome boost for the industry as it shows industry is
regaining competitiveness after exchange rate adjustment. Further, the textile export data is
relatively encouraging on account of its wide-ranging coverage than the LSM data as in
addition to cotton yarn and fabrics, it also includes the higher value-added items like
hosiery, knitwear, towels and readymade garments.

Food Beverages and Tobacco has the second highest weight of 12.37 in QIM. During Jul-
Mar FY2020 this sector decreased by -2.33 percent as compared.to -3.59 percent dip during
the same period last year. This is mainly due to decline inisugar and cigarettes production by
-1.7 and -31.4 percent, respectively. The primary. reasan of cigarettes decline is the
significant jump in Federal Excise Duty (FED) and.continued competition from counterfeits
and smuggled alternatives. Although, sugar witnessed a sharp increase during Dec-Jan
FY2020 due to favorable weather yet seasonality*factor was linked. Therefore, this trend
could not continue in subsequent months. Howeyver, cooking oil, vegetable ghee and wheat
& grain milling grew by 9.38, 5.54 and 28.9 percent, respectively.

Coke and Petroleum industry registered a double-digit contraction of -17.46 percent during
Jul-Mar FY2020 as compared to~6.0"percent decline last year. Petroleum industry has
adversely affected from both demand and supply side. On supply front, shift in power
generation away from furnace,oil has reduced the fuel’'s demand. While demand remained
subdued due to higher end-consumer prices and reduction in commercial activities. Diesel
and furnace oil production” decreased by -18.8 percent and -17.5 percent respectively.
Improvement in eleetricity supplies from coal and hydel power stations also reduced the
demand for furnace il and diesel.

Pace of contraction diminished in Pharmaceuticals and it registered -5.38 percent decline
during Jul-Mar FY2020 as compared to -8.66 percent decline in the corresponding period.
Similarly, Chemicals declined by -2.3 percent during Jul-Mar FY2020 as compared to -4.1

percent last year.

Automobile sector withnessed a steep decline of -36.5 percent during Jul-Mar FY2020 as
compared to -7.56 percent fall in corresponding period. Major contributor to this dip is the

passenger car segment due to its weight in LSM index. During the period under review, car
production declined by -47.9 percent. While jeep production contracted by -42.7 percent,
buses -28.8, trucks -45.7, LCVs -46.1, tractor -37.9 and motor cycles -11.6 percent. The
factors which impacted this sector remained currency depreciation, policy rate hikes,
increase in FED from 2.5 percent to 7.5 percent against different vehicle categories and
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Additional Customs Duty (ACD) from 2 percent to 4 percent and 7 percent against tariff
lines of 16 percent and 20 percent and above respectively.

The pace of contraction of Iron & Steel production slowed down during Jul-Mar FY2020 as

it declined by -7.96 percent as compared to -11.0 percent in the same period last year. The
decline was more visible in Billets/Ingots which fell by -13.04 percent indicating the
subdued construction activities mainly due to high financing cost. H/C.R.Sheets/
Strips/Coils/plates having the highest weight in iron & steel products declined by -4.15
percent. Low automobile production, upward adjustment in electricity prices, lower housing
investment by public and private sector and rupee depreciation further dampened steel
industry.

Fertilizers recorded a growth of 5.81 percent during Jul-Mar £Y2020 mainly on account of
Nitrogenous Fertilizers which recorded a growth of 6.7 percent. The impetus came from
small as well as large urea producers, who scaled up their operations.

The Electronics exhibited lackluster performance during, Jul-Mar FY2020 and dipped by -
13.54 percent as compared to 39.9 percent growthin corresponding period. Electric motors,
bearing the highest weight in this segment, have so far been responsible for overall
electronics growth. During the period under review, electric motors dived by -13.42 percent
and dragged down the whole electronics industry. The slowdown in electric motor segments
can be attributed to subdued demand for the water extraction pumps. Increased electricity
tariffs and rupee depreciation adversely affected the production. High cost of borrowing
further dampened the consumer demand for durables.

Non-metallic Mineral Products surged by 1.82 percent during Jul-Mar FY2020 as compared
to -4.93 percent decline ijn corresponding period. This was mainly driven by a 1.74 percent
jump in cement production. /Total local dispatches during Jul-Mar FY2020 increased to
30.588 Mt from 29.461 Mt last year.

Paper and Board preduction increased by 4.23 percent during Jul-Mar FY2020 as compared
to -2.48 decline in corresponding period. Rubber Products increased by 4.31 percent during
Jul-Mar FY2020 as compared to 3.74 percent growth in the same period last year. Wood
Products declined by -22.11 percent during Jul-Mar FY2020 as compared to -8.24 percent
dip in corresponding period.

Selected items of Large-Scale Manufacturing are given in Table 3.2.

Table-3.2: Production of selected industrial items of Large-Scale Manufacturing

S# Iltems Unit Weights July-March % Change % Point
Jul-Mar Contribution

2018-19 2019-20 | e v

2019-20
1 Cotton Yarn (tonnes) 12.9646 2,574,700 2,498,514 -2.96 -0.51
2 Cotton Cloth (000 sg.m.) 7.1858 785,200 763,115 -2.81 -0.23
3 Sugar (tonnes) 3.5445 4,898,869 4,816,444 -1.68 -0.13
4 Tea Blended (tonnes) 0.B8 120,127 98,189 -18.26 -0.17
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Table-3.2: Production of selected industrial items of Large-Scale Manufacturing

S# Iltems Unit Weights July-March % (I:hange % Pé)int
Jul-Mar) | Contribution

2018-19 2019-20 | (Ju-en) v

2019-20
5 Cooking Qil (tonnes) 2.23 302,944 331,366 9.38 0.32
6 Vegetable Ghee (tonnes) 1]14 1,040,630 1,098,324 5.54 0.07
7 Cigarettes (Million No) 2.18 48,931 33,540 -31.45 -0.66
8 Deep Freezers (Nos.) 0.1622 93,981 72,819 -22.52 -0.02
9 Refrigerators (Nos.) 0.2394 806,269 672,659 -16.57 -0.05
10 | Phosphate Fertilizer (N tonnes) 0.3996 463,787 455,513 -1.78 -0.01
11 Nitrogenous Fertilizer (N tonnes) 4.0411 2,204,634 2,352,979 6.73 0.32
12 | Cement (000 tonnes 5.299 29,535 30,049 1.74 0.19
13 | Jeep & Cars (Nos.) 2.81B3 175,863 91,918 -47.73 -1.89
14 | Upper Leather (000 sq.m.) 0.3924 20,427 19,641 -3.85 -0.02
15 | Liquids/Syrups (000 Litres) 1.1361 78,697 68,672 -12.74 -0.14
16 | Tablets (000 Nos.) 1.9143 21,114,883 20,649,374 -2.20 -0.08
17 | Petroleum products (000 Litres) 5.409611,414,582 9,421,834 -17.46 0.00

Source: Pakistan Bureau of Statistics (PBS)

3.1.3 Steps to Boost Industrialization in FY2020

The government has announced a special package for construction sector. Package includes
amnesty scheme, tax exemptions and‘Rs 30 billion subsidy for Naya Pakistan. This will jack
up the construction industries, speciallyscement, and shall also generate employment. A
stimulus package has also been introduced to support businesses and stimulate the economy.
According to the package, export-oriented industries would be given Rs 100 billion worth of
tax refunds as well as deferment ofiinterest payments. Government is providing a series of
subsidies and incentives_to,industrial sector. These include subsidies to industry for
electricity and gas, .export development package. Under an agreement, the zero-rated
industries, including textiles,; would be provided electricity at an all-inclusive rate of 7.5
cents per unit (kWh) and'gas at $6.5 per unit (mmBtu) until June 30 this year. PSDP release
process is simplified to fund various uplift projects including Industries and Production
Division. Under CPEC, project of Allama Igbal Industrial Zone Faisalabad has been
inaugurated. It is expected to attract investment in automobiles, value-added textiles,
engineering, pharmaceuticals, food processing, chemicals, construction materials and
packaging sectors. Hyundai has started a joint venture with Nishat Groups in Faisalabad.
This plant is the new production home for Hyundai’s first ‘Make in Pakistan’ product, the
Porter H-100 Pickup. China and Pakistan joint venture has launched a locally assembled
800cc passenger vehicle having annual production capacity of 15,000 units. These rapidly
developing ventures with many infrastructure projects especially under China Pakistan
Economic Corridor will help to boost the automobile sector as well as push up the
construction related allied industries. Moreover, ECC has approved Rs 50.7 billion package
to provide indirect cash flow support to the Small and Medium Enterprises (SMEs) through
pre-paid electricity bills for May-July FY2020. This package named “ChotaKarobar-o-
Sannatimadadi Package” will benefit around 3.5 million small businesses.
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Supporting businesses to retain their workers and employees and prevent layoffs

o

Facilitating New Investment

o

Relaxations on financing under SBP’s Refinance Schemes

(0]

Source: State Bank of Pakistan

Box-1I: Measures taken by State Bank of Pakistan (SBP) to boost
Manufacturing amid COVID-19 Pandemic

With a view to facilitate businesses to retain their employees and prevent layoffs, State B3
introduced a temporary Refinance Scheme for Payment of Wages and Salaries to the Wor
Employees of Business Concerns.

The financing under the Scheme is available for existing and new borrowers of banks and [
payment of wages and salaries of all types of workers and employees (like the permanent, co
daily wagers as well as outsourced workers) for the months April-June, 2020.

The financing rate under the Scheme is 5 percent p.a for borrowers who are not tax payers and
for borrowers who are on active tax payers list. The repayment of financing will be in equal gy
installments with first repayment falling due in April 2021.

SBP has announced a 'Temporary Economic Refinance Facility (TERF)"and its Shariah complian
to stimulate new investment in manufacturing. This scheme willshelp, counter any possible delay
setting up of new projects that investors were planning prior te the Coronavirus outbreak.

All manufacturing industries, with the exception of power sector where SBP has another refinance
for renewable energy, are eligible to avail financing under the scheme.

The financing under this Scheme is available against letters of credit (LC) to be opened by en
2021 for purchase of new imported and locally manufactured plant & machinery for setting ¢
projects.

The maximum financing per project is Rs 5 billion.with maximum repayment tenor of 10 years ing
grace period up to 2 years. The end user rate under the Scheme is 7 percent p.a.

In case of deferral of principal orrestructuring / rescheduling of financing of borrowers under SBF
term refinance Schemes, State Bank has allowed banks/ DFIs to extend repayment period for an
one year over the maximum tenoravailable under these schemes.

Export Finance Scheme(EFS): SBP has reduced the performance requirement under EFS from tw
one-and-a-half times‘that will be effective for current year as well as for FY2021. State Bank h
extended existing ‘export performance period of one year by another 6 months. This extended pe
also be used for setting new limits for FY2021, allowing higher limits to exporters. The shipment
has also been extended by 06 months.

Long term Financing Facility: The eligibility requirement for availing financing has been reduced 1
exports of worth 50 percent, or USD 5 million to 40 percent or USD4 million, whichever is lower,
the borrowings during the period January 01, 2020 to September 30, 2020. In case of exporters (¢
projected exports criteria, State Bank has extended export performance period from maximum g
04 years to 05 years.
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3.2  Textile Industry

Textile is the most important manufacturing sector of Pakistan and has the longest
production chain, with inherent potential for value addition at each stage of processing, from
cotton to ginning, spinning, fabric, dyeing and finishing, made-ups and garments. The sector
contributes nearly one-fourth of industrial value-added and provides employment to about
40 percent of industrial labor force. Barring seasonal and cyclical fluctuations, textiles
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products have maintained an average share of about 59 percent in national exports. The
export performance during the period under review is given in Table 3.3.

Table 3.3: Export of Pakistan Textiles (US$ Millions)
2014-15 2015-16 2016-1j7 2017-18 2018119 2019-20

(Jul-Mar)

Cotton & Cotton Textiles 1313p 12168 12205 13220 13031 10151

Synthetic Textiles 330.58# 287.89%4 187.587 309.563 297.809 261.172

Sub-Total Textiles 13469.584 12455.89 12392.587 135295663 13328.809 10412.172

Wool & Woolen Textiles 119.448 97.68 78.5D6 75.852 67265 48.685

Total Textiles 13589.032 12553.5]7 12471.09 13605.415 13396.074 10460.8

Pakistan's Total Exports 23667.3 20786.5 20422(236 28212 22979.325 17450.735

Textile as %age of Export 57.41 60.39 61(06 58.57 58.30 59.94

Source: Ministry of Textile

3.2.1 Ancillary Textile Industry

The ancillary textile industry includes cotton spinning, cetton cloth, cotton yarn, cotton
fabric, fabric processing, home textiles, towels, ‘hosiery. and knitwear and readymade
garments. These components are being produced-both in the large-scale organized sector as
well as in the unorganized cottage / small and.medium units. The performance of these
various ancillary textile industries is illustrated as under:

i. Cotton Spinning Sector

The spinning sector is the backbone in thesanking of textile production. At present, as per
record of Textiles Commissioner’s Organization (TCO), it comprises 517 textile units (40

composite units and 477 spinning units) with 13.414 million spindles and 198801 rotors
installed and 11.338 million spindles and 126583 rotors in operation with capacity

utilization of 84.55 percent-and,63.67 percent, respectively.

ii. Cloth Sector

Problems of the{pewer loom sector evolve mainly due to the poor technology and scarcity of
quality yarn. Looms,installed in cotton textile mills are 9,084 and looms worked were 6,384.
Moreover, Production of cloth in mill sector is reported whereas in non-mills sector is not
reported and therefore is based on estimation. The production of cotton cloth has declined by
6.08 percent while the exports in term of quantity decreased by 9.4 percent whereas in value
term decreased by 2.9 percent.

Table 3.4: Production and Export of Clothing Sector

Production Jul-Mar Jul-Mar % Change
2019-20 2018-19

Mill Sector (000. Sq. Mtrs.) 737,940 785,200 -6.02

Non Mill Sector (000. Sg. Mtrs.) 5,728,782 6,100,150 -6.08

Total 6,466,722 6,885,350 -6.08

Cotton Cloth Exports

Quantity (M.SgMtr.) 1923.102 2122.959 -9.41

Value (M.US$) 1548.17¢ 1595.842 -2.99

Source: Ministry of Textile
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iii. Textile Made-Up Sector

Being value added segment of textile industry made-up sector comprises different sub
groups namely towels, tents & canvas, cotton bags, bed-wear, hosiery, knitwear &
readymade garments including fashion apparels. Export performance of made-up sector

during the period July-March FY2020 is presented in Table 3.5.

Table 3.5: Export of Textile Made-Ups

(July-Mar) 2019-20 (July-Mar) 2018-19 % Change
Hosiery Knitwear
Quantity (M.Doz) 96.837 89.530 8.16
Value (M.US$) 2299.869 2154.562 6.74
Readymade Garments
Quantity (M.Doz) 42.785 38.742 10.44
Value (M.US$) 2170.517 1955.778 10.97
Towels
Quantity (M Kgs) 144.854 141,991 2.02
Value (M.US$) 591.527 588.100 0.58
Tents/Canvas
Quantity (M Kgs) 27.953 24.106 15.96
Value (M.US$) 72.216 68.277 5.77
Bed Wears
Quantity (000 MT) 337.056 312.324 7.92
Value (M.US$) 1761.552 1719.376 2.45
Other Made up
Value (M.US$) 491.88/ 518.981 -5.22
Source: Ministry of Textile
iv. Hosiery Industry
The industry sustains directly livelihood offable 3.6: Export of Knitwear
210,000 skilled workersw and’ 490,000 Jul-Mar Jul-Mar %
unskilled workers. Another 350,000 people 2019-20 | 2018-19 | Change
benefit in allied cottage industries. Thus(?vl“%“;g 96.837  89.530 8.16
the industry provides directly and indirectly ;¢

g a s

sustenance to well,over a million peoplgm.uss) 2299.869  2154.562 6.74

Knitwear exports consists of knitted andource: Ministry of Textile

processed fabrics knitted garments; knitted

bed sheets, socks etc. The export performance of knitwear during the period under review is

given in Table 3.6.

v. Readymade Garment Industry

Readymade garment industry has emergesble 3.7: Export of Readymade Garments

as one of the important small-scale Jul-Mar Jul-Mar %
industries in Pakistan. Its products have 2019-20 | 2018-19 | Change
large demand both at home and abroad. Theantity 42785 38.742 10.44
local requirements of readymade garmenfd.Doz)

are almo_st fully ‘met by this mdustry.ValbeS$ 21705171 1955.77¢ 10.97
Garment industry is also a good source @f!-YS$)

providing employment opportunities to gource: Ministry of Textile

large number of people at a very low capital investment. It mainly uses locally produced raw

(e |
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materials. Most of the machines used by this industry are imported or locally
made/assembled. Exports increased from 38.7 million dozen to 42.7 million dozen in
various types of readymade garments worth US$ 1955.7 million during Jul-Mar FY2019 as
compared to US$ 2170.5 million during Jul-Mar FY2020, thus showing an increase of 10.97

percent in terms of value and 10.44 percent in term of quantity.

vi. Towel Industry

There are about 10,000 towel loom%able 3.8: Export Performance of Towel sector
including shuttle and shuttle less in the Jul-Mar Jul-Mar %
country in both organized and unorganized 2019-20 | 2018-19 | Change
sector. This industry is dominantly expor Nll“';‘(”t's?’ 144.854  141.991 2.02
based and its growth has all the timvaug i

depended on export outlets. The existing uss) 591.52 588.100 0.58

towels  manufacturing  factories

ar&ource: Ministry of Textile

upgraded to produce higher value towels.

Export performance of towel sector during the period is given'in Table 3.8.

vii. Canvas

The production capacity of this sector iSable 3.9: Export Performance of Tent and Canvas

more than 100 million Sqg. meters. ThiSector

sector is also known as raw cotton Jul-Mar | Jul-Mar %
consuming sector. This value-added ‘sectgr— 2019-20 | 2018-19 | Change
has great potential for export. The 6 Kgs)y 27.953  24.104 15.96
percent of its production is exported whilgz,e

40 percent is locally consumed.‘In‘term qi.uss$) 72.218  68.277 577

quantity during Jul-Mar FY2020 “it* wasSource: Ministry of Textile

recorded at 27.9 million Kgs as compared to 24.1 million Kgs during the same period last
year thus showing increase. of 15.96 percent. In value term it increased by 5.77 percent.

viii. Textile Made-Up Sector

Synthetic fibers Nylon, Polyester, AcrylicTabIe 3.10: Export Performance of Synthetic

and Polyolefin domihate the market. TherexXtile Fabrics

: ; Jul-Mar Jul-Mar %
are cu.rrer_1tly flye major proqlucers ofI 2019-20 | 2018-19 | Change
synthetic fibers in Pakistan, with a tthQuantity
capacity of 636,000 tons per annumrh.sqMirs) 360.57q  276.823  30.26
Artificial silk resembles silk but costs less/alue (M.US$) 261.17p  220.459 18.47

to produce, with capacity in country abousource: Ministry of Textile

9000 looms.

During July-Mar FY2020, synthetic textile fabrics worth $ 360.57 million were exported as
compared to $ 276.82 million during the same period which is showing an increase of 30.26
percent. In Quantity term the exports of synthetic increased by 18.47 percent.

ix. Woolen Industry

The main products manufactured by the Woolen Industry are carpets and rugs. The exports
of carpets during the period July-Mar FY2020 is given in the Table 3.11.
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Table 3.11: Exports of Carpets and Rugs (Woolen)
Jul-Mar Jul-Mar %
2019-20 2018-19 Change

(=)

Quantity (Th.Sq.Mtr) 1.26 1.183 6.51

Value (M.USS$) 48.685 50.686 -3.95

Source: Ministry of Textile

X. Jute Industry

The main products manufactured by the JUghie 3.12; installed and working capacity of Jute

Industries are Jute Sacks and Hessian cloth, Jul-Mar | Jul-Mar %
which are used for packing and handling r}f — 2019-201( 2018-130 Changoeo/
; ; ; Tetal No. of Units (
Wheat, R'_Ce and FO_Od Gra_lns. 'I_'he 'nStal!‘Sﬁindles Installed 25040 24712 1.41
and working capacity of jute industry iSSpindies worked 21541 17616]  22.28
given in the Table 3.12. Looms Installed 110p 1072 2.80
Looms Worked 92p 736 25.27

The production of the Jute goods duringource: Ministry of Textile
Jul-Mar FY2020 remained at 31,093 metric tons and last year it was 32,818 metric tons,
showing a decline of 5.25 percent.

3.3 Other Industries
3.3.1 Automobile Industry

Automobile sector has remained in distress for the second consecutive year with a massive
fall during Jul-Mar FY2020. The last year began with imposition of ban on non-filers
accompanied with escalating exchange rate which kept the industry in turmoil. Resultantly
the year ended with massive fall inyproduction and the sales. The current year has also
witnessed new taxes like Federal Excise Duty (FED), Additional Custom Duty (ACD) and
minimum value addition tax, while the exchange rate also kept escalating. Besides,
industrial fall continued to gripsthe automobile sector with uncertainty and the sector has
almost reduced to half during/the period.

There has been fall ‘all "over the local auto industry during the current financial year
especially in Mar 2020. The fall was even in case of two/three wheelers where typically
sustainable demand always exists for being low cost products and most preferable mode of
transport for the masses in general. Even the introduction of the two new variants this year
(Suzuki Alto and Toyota Yaris) by the passenger car sector could not sustain the demand in
passenger car sector.

In case of passenger cars, the sales plunged most, by 70.8 percent in the month of March
FY2020 to 5796 units compared to 19897 units in March FY2019. This was perhaps due to
general lock down due to corona virus pandemic. The lockdown situation is likely to
continue in coming months, making the woes of the industry much worse. During Jul-Mar
FY2020 production and sales of passenger cars dropped by 47.9 and 46.8 percent,
respectively.

There was fall in heavy commercial vehicle (HCV) sector too. In case of trucks and buses
the production during Jul-Mar FY2020 dropped by 45.7 percent and 28.8 percent
respectively. The non-filers policy may not have impacted here; but the work at certain
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government projects had halted, so are the supplies of trucks and the respective payments,
resulting disruption of the chain of events at the trucking industry.

During Jul-Mar FY2020 the farm tractor sector continued to decline with production and the
sales plunged by 37.9 and 37.7 percent, respectively. The sales during the period were only
23506 units against 37742 units sold in the corresponding period. This decline is attributed
to increase in the prices of agricultural inputs, absence of support subsidies and halting of
government tractor schemes for the farmers, which added to their woes thus badly impacting
the bookings of Farm Tractors.

The two/three wheelers sector also failed to show any growth; it rather dropped off
production and the sales by 12.3 percent during Jul-Mar FY2020. Still, this sector offers
most preferred and economical means of transport and best_alternative in the absence of
Public Transport in the cities and thus holds a dependable and continued potential for
growth in the coming years.

The Table below shows previous year’'s comparative position of production figures in auto
industry (PAMA members) and for the July-March FY2020:

Table 3.13: Production of Automobiles

Category Installed 2019-20 Nozloolfslfgs

Capacity (Jul-Mar) (Jul-Mar) % change
CAR 240,000 88,628 170,118 47.9
LcV 43,900 10,523 19,53b -46.1
JEEP 5,000 3,290 5745 42.7
BUS 5,000 462 649 28.8
TRUCK 28,500 2733 5,02f 45.7
TRACTOR 100,000 23,266 37,457 37.9
2/3 WHEELERS 2,500,000 1,177,296 1,342,185 123

Source: Pakistan Automotive Manufacturer Association (PAMA)

Pakistan’s first ever National Electric Vehicle Policy (NEVP) 2019 has been approved by
cabinet in November 2019. It is a forward-looking step needed to deal with climate concerns
from transport sector emissions with rapidly rising vehicle use. Further, it would help
reducing overall oil import bill and operational cost of vehicles for consumers.

3.3.2

Fertilizer Industry

Fertilizer is an important and costly input responsible for 30 to 50 percent increase in the
crop productivity. The overall aim is sustainability and growth in agricultural sector that
should match the growing population for food security and the promotion of economic
growth. Since fertilizer is related to food production, the growth of the fertilizer industry is
evident and desired by all concerned departments. There are ten urea manufacturing plants,
one DAP, three NP, four SSP, two CAN, one SOP and two plants of blended NPKs having a
total production capacity of 9,228 thousand tonnes per annum. Total production during first
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nine months (July-March) of the current fiscal year was 6067 thousand tonnes which was
5.3 percent more as compared to the corresponding period of the last year. This increase in
production is attributed to the additional supply of gas to Engro Fertilizer Limited. Urea is
main fertilizer having 75.8 percent share in production capacity. Installed production
capacity of 6408 thousand tonnes per annum is enough to meet local demand but due to gas
curtailment for fertilizer sector, high price of LNG and rupee depreciation has resulted in
production of urea at 93 percent capacity during 2018-19. Consequently, domestic demand
has to be met through imported supplies during peak demand time of crop growing season.
About 101 thousand tonnes of urea was imported in July 2019 during current fiscal year.

Nutrient offtake during Jul-Mar FY2020 was 3407 thousand tonnes which was 2.6 per cent
less than the corresponding period of the previous year. Nitrogen and Phosphate offtake was
2490 and 878 thousand tonnes respectively whereas Potash offtake was 39 thousand tonnes.
Offtake of Nitrogen during first nine months of current fiscal year-decreased by 2.4 percent
while offtake of Phosphate and Potash decreased by 2.6.@nd.14.5 percent respectively as
compared to corresponding time frame of the last year.

Urea and DAP offtake during first nine months of current fiscal year was 4331 thousand
tonnes and 1633 thousand tonnes respectively. Urea offtake decreased by 2.5 percent while
DAP offtake decreased by 6.4 percent as compared to the same time frame of the last year.

3.3.3 Cement Industry

Pakistan's cement industry has posted,a healthy growth during the first nine months of
current fiscal year July-March FY2020. Cement sector performance has backed by the
increased exports mainly clinker whiech went up by 100 percent during the period. Domestic
demand for cement has picked up ‘the pace as government increased the development
expenditures and improved femittances inflow may also have uplifted private construction
activities.

COVID-19, as expected, had its impact on domestic consumption of cement industry that
declined by 16.7:percentin March 2020. Exports also grew at lowest pace of 5.27 percent as
the global markets,are-equally under pressure due to the same reason. Total dispatches (local
and exports) in March 2020 declined by 14.25 percent to 3.721 Mt from 4.340 Mt in March
2019. The pressure was heavier from the domestic market where the uptake was reduced
3.214 Mt in March 2020 from 3.858 Mt in March 2019. Exports though inched up from
0.482 Mt in March 2019 to 0.507 Mt in March 2020.

Northern Region

Domestic consumption in the northern part of the country declined by 10.48 percent as it
was only 2.749 Mt in March 2020 when compared with 3.071 Mt in same month last year.
Exports from northern mills also declined by 18.9 percent and reached to 0.107 Mt in March
2020 from 0.132 Mt in March 2019.

Southern Region

Domestic dispatches from mills in the southern part of the country reduced by 41 percent
and reached to 0.464 Mt in March 2020 as compared to 0.787 Mt in March 2019. While
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exports from the region increased by 14.3 percent, from 0.351 Mt in March 2019 tc
Mt in March 2020.

50 Fig-3.5: Cement Dispatches (M.tons)
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Cumulative Dispatches

Total local dispatches during -Mar FY2@0 increased by .3.83 percent to 30.58¢ from
29.461 Mt. Total exports rose to 6.446 Mt (25.63 percent increase) Ju-Mar FY2020
from 5.131 Mt during the same period last'y The“growth in local sales was entit
drivenby the northern region while the south contributed to export jmance. Accordini
to the APCMA, local dispatches from the north increased by 12.09 percent while si
region showed a decline of 26.8 percent” durinc-Mar FY2@®0. Export scenario
altogether opposite to local sale./Exports from the south increiy 44.19 percent whil
northern region came up with 3.70 percent decline during the

Cumulative dispatches (local & exports) posted a growth of 7.06 percent and rea
37.035 Mt during Jul-MaFY2€20-as compared to 34.592 Mt in the corresponperiod.

Table 3.14: Cement Production Capacity & Dispatche (Million Tonnes)
Years Production Capacity Local Exports Total
Capacity Utilization (%) Dispatches Dispatches
2006-2007 30.5( 79.23 21.03 3.2 24.26
2007-2008 37.64 80.14 22.58 7.72 30.30
2008-2009 42.24 74.05 20.33 10.98 31.31
2009-2010 45.34 75.46 23.57 10.6% 34.22
2010-2011 42.37 74.17 22.00 9.43 31.43
2011-2012 44.64 72.83 23.95 8.57 32.52
2012-2013 44.64 74.89 25.06 8.37 33.43
2013-2014 44.64 76.79 26.15 8.14 34.28
2014-2015 45.67 77.60 28.20 7.2( 35.40
2015-2016 45.67 85.21 33.00 5.87 38.87
2016-2017 46.39 86.90 35.65 4.64 40.32
2017-2018 59.34 77.32 41.15 4.74 45.89
2018-2019 59.64 78.48 40.34 6.54 46.88
July-Mar
2018-19 57.13 80.71 29.46 5.1 34.59
2019-20 63.63 77.60 30.58| 6.44 37.04

Source: All Pakistan Cement Manufacturers Association (AP(C

+92 336 7801123 [ b7 ]

https://www.youtube.com/Megalecture



For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

Pakistan Economic Survey 2019-20

The government has introduced an incentive package for the construction industry in April

2020 which is expected to help increase local cement consumption. Package includes
amnesty scheme, tax exemptions and Rs 30 billion subsidy for Naya Pakistan. Further,
Construction sector has been given the industry status.

3.4  Small and Medium Enterprises

Small and Medium Enterprises Development Authority (SMEDA), the apex SME
development organization of the Government of Pakistan, has an all-encompassing mandate
of fostering growth of the SME sector. SMEDA’s broad portfolio of services includes;
business development services, infrastructure development through establishing common
facility centers, industry support for productivity enhancement and energy efficiency, human
capital development through its training programs, and SME related projects with national
and international development partners. Salient activities/ achievements of SMEDA during
Jul-Mar FY2020 are given in Table 3.15 below:

Table 3.15: SMEDA Over the Counter (OTC) Services (July 2019 — March,2020)

Sr. No. | Initiatives Jul-Mar FY2020
1. SME Facilitation 5,564
2. Pre-feasibility Studies Development (New & Updated) 35
3. Investment Facilitation (RS Million) 301.92
4. Business Plans 5
5. Training Programs 298
9. Theme Specific Helpdesks 85
6. OTC Products & Guide 18
8. Cluster / District Profiles (New_.and Updated), Diagnostic / 11
Value Chain Studies
10. SMEDA Web Portal (Download/Statistics) 118,649
11 SME Observer 1
12 SMEDA Newsletter 3

National SME Policy

The current government assigns high priority to SME development and creation of a
conducive business,environment for SMEs across Pakistan. In order to create a facilitative
economic environment where SMEs can exploit emerging opportunities in the local and
global market, draft National SME Policy has been developed by SMEDA.

Draft National SME Policy specifically focuses on job creation, export enhancement and
increased contribution of SMEs to Pakistan’s Economy. The Policy shall address core SME
development issues, including; Access to Finance, Business Development Services (HR
Development, Technology, Marketing, Market Access, Standards and Certifications, etc.),
simplification & rationalization of taxation regime and reduction in cost of doing business.
Other areas include IT, E-commerce, Women Entrepreneurship, Dairy and Livestock sector,
etc. to promote growth through a sectoral approach. A cohesive strategic framework for
business facilitation across the public sector institutional infrastructure, both federal &
provincial, has also been developed to support holistic implementation of the Policy, under
the principle of ease of doing business. Currently, the draft National SME Policy has been
submitted to the Ministry of Industries & Production for review and subsequent submission
to the Federal Cabinet for approval.
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National Business Development Programme for SMEs (NBDP)

NBDP has been developed, for providing SME start-up support & business improvement
through practical, on-ground services to SMEs. The project shall be instrumental in
establishing new enterprises and building the capacity of existing enterprises through
provision of Business Development Services (BDS), such as; marketing, technology,
incubation, research & development and organizational development services. The program
envisages to facilitate 314,901 SMEs, over a period of five years. The total cost of project is
Rs 1954.978 million out of which an allocation of Rs 250 million has been made for
FY2020.

In February 2020, SMEDA launched its Organizational Development (OD) Grants Program.
OD Grant up to Rs 500,000 will be provided to support 150 SMEs. SMEDA'’s largest
capacity building initiative comprising of 3,800 training programs during 5 years across
Pakistan including Federal Capital, AJK & GB has also been launched under NBDP. A total
of 15,000 SMEs will be targeted through this initiative in £Y2020. In the current year, to
date, 228 training programs have been conducted with 90,70 Participant®rograms
include Business Startup and Management, HRj Sales, Marketing, Regulatory / Legal
Requirement and Soft Skills for effective business.operation management. Furth&@nore,
theme specific programs / helpdesks with 1,240 participantsave also been held and 06
Over the Counter (OTC) Documents have been developed.

SME Development Projects under Public Sector"Development Programme (PSDP)
SMEDA, during Jul-Mar FY2020 has initiated following PSDP funded projects:

a. Product Development Center for . Composites Based Sports Goods, Sialkdthe
project will serve as a Common, Facility Center for manufacturing of composite sports
goods i.e. Hockey sticks, Baseball and Cricket bats, Billiard Ques, Rackets, & Fishing
Tackle & Golf sticks (10,800"praducts per annum). It is being undertaken to prepare and
support local industry:to aggressively enter the international market of composite-based
sports goods. The total cost of project is Rs 487.97 million out of which an allocation of
Rs 100 million:has.been made for FY2020.

b. Fruit Dehydration Unit, Swat: Fruit dehydration facility for processing fruits and
vegetables is a Common Facility Center that will replace existing hazardous and
obsolete sun drying practices with modern dehydration and packaging methods as per
international standards. The total cost of the project is Rs 59.94 million out of which an
allocation of Rs 25.89 million has been made for FY2020. The facility will have positive
impact on reducing post-harvest losses that are estimated at 35 percent of total
production of fruits and vegetables.

c. SME Business Facilitation Center (SMEBFC), Multan:The objective of SMEBFC is
to facilitate SMEs through SMEDA services within the region. The total cost of project
is Rs 59.89 million out of which an allocation of Rs 29.89 million is made for FY2020.
SMEBFC will provide following services to SMESs:

» Information dissemination
» Delivery of need based training programmes for SMEs
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* ldentification of region-specific investment opportunities
* Over the Counter (OTC) products development

d. Business Skill Development Centers for Women at Dera Ismail KhanThe
establishment of Business Skill Development Center will promote an entrepreneurial
culture amongst women in Dera Ismail Khan. The total project cost is Rs 59.49 million
out of which an allocation of Rs 15 million has been made for FY2020. Following
services will be offered through BSDC:

« Development of Display Centers

* Development of Exhibition Centers

« Engagement of Business Development Services (e.g. accountants, lawyers, product
developers)

» Help Desks for advisory Services

Special Projects with International Development Partners
a. SMEDA Industrial Support Programme:

SMEDA collaborates with international development organizations such as Japan
International Cooperation Agency (JICA),German International Cooperation (GlZ),
Training and Development Centers of the Bavarian Employers Association (bfz), Germany
and local experts to extend support to'the local industries. Technical assistance is provided
to SMEs in order to enhance competitiveness by improving productivity, quality and energy
efficiency. Details of facilitation andssupport provided during the period are given below:

* Under the SMEDA-JICA Auto/Parts Project, technical support was extended to 28
auto part manufacturers in kahore and Karachi.

» Baseline Energy' audits were conducted in 06 SMEs from auto parts sector and
Sports goods sector: Follow up visits of 9 companies were also conducted for
Improving Production Efficiencies

» Conducted Occupational Health & Safety assessment of 02 production units along
with layouts comprising of safety equipment installations.

» Provided technical assistance in implementation of Japanese productivity and quality
tools like 5s/5T to 15 SME units.

* Organized 16 training programs and workshops the areas of energy efficiency,
productivity, quality, 5S/5T, total productive maintenance, etc.

b. Economic Cooperation & Development Forum (ECDF) under FATA Economic
Revitalization Programme (FERP) — UNDP Funded Project

Economic Cooperation & Development Forum (ECDF) platform has been set-up to discuss
challenges and opportunities to accelerate economic growth in the Newly Merged Districts
(NMDs). The forum comprises 50 experts from public sector, think tanks, donors, civil
society organizations, academia, banks, chambers and private sector. ECDF has developed
and submitted proposals for development of mineral sector to the Khyber Pakhtunkhwa
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government for economic development of NMDs. Other initiatives include; extension of

Khyber Pakhtunkhwa Mineral Governance Act 2017, introduction of mineral specific

magistracy system, digitalization of mine leases allotment process and declaring the
ownership of Khyber Pakhtunkhwa Government on mineral resources in the NMDs.

c. Small Business Interventions to Support Development of Clusters through CFCs-
UNDP

In order to develop clusters by establishing Common Facility Centers (CFCs), SMEDA and
UNDP are jointly implementing Small Business Interventions Project. Under the project, 11
CFCs (7 in Khyber Pakhtunkhwa and 4 in Sindh) will be established. During the period,
following 11 Proposals have been developed and submitted to UNDP for funding:

» Compartmentalized Cold Storage (100 MT), Mirpurkhas, Sindh

* Fruit Processing and Ripening Facility at Karachi, Sindh

* Onion Dehydration & Frying Processing Facility at&arachi, Sindh
» Garments Stitching Unit, Mithi- Sindh

* Peanut Processing Facility- Peshawar, Khyber Pakhtunkhwa

* Installation of Computer Numerical Control {(CNC) Router Machine for wood
carving, Peshawar, Khyber Pakhtunkhwa

* Fruits, Vegetables and Meat Dehydration. Unit Chitral, Khyber Pakhtunkhwa
* Maize Silage Processing CFC at Mardan, Khyber Pakhtunkhwa

* Honey Processing CFC, Tarnab, Khyber Pakhtunkhwa

» Maize Silage Processing CFC at'Domail, Bannu Khyber Pakhtunkhwa
Women Owned Reefer Van, for Trout Fish, Swat, Khyber Pakhtunkhwa

Cluster Development Based Mineral Transformation Plan/ Vision 2025

SMEDA was awarded a contract for a project titled ‘Feasibility/ Research Study on Cluster
Development Based™ Mineral Transformation Plan/ Vision 2025 by the Planning
Commission. The project entails an extensive study of 20 mineral clusters of Pakistan.
Through the project, the government intends to develop new mineral clusters besides
improving the efficiency of existing ones throughout the value chain i.e. supply-chain
development, market intelligence, attraction of foreign direct investment & improved
processing. During the period, 05 Value Chain studies, 14 Cluster studies, and project
proposals for Gypsum value addition & Advanced Granite Processing Unit, Mansehra were
developed.

3.5  Slaughtering

Slaughtering has 6.9 percent share in manufacturing and 0.94 percent share in GDP. This
sector constitutes products i.e., meat, hides, skins, bones, and blood etc. Pakistan is one of
the largest animal producers in the world with huge potential of its growth. Export
opportunities of meat from Pakistan are rising in the wake of continuously rising demand in
the global market. Middle East and Gulf markets have great potential for Halal meat
suppliers. Pakistan has exported US$ 233 million worth of meat during Jul-Mar FY2020 as
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compared to US$ 156.4 million during the same period last year, reflecting a 48.9 percent
increase.

3.6 Mining and Quarrying

According to the Pakistan Standard Industrial Classification (PSIC) 2007, Mining and
Quarrying sector includes the extraction of minerals occurring naturally as solids (coal and
ores), liquids (petroleum) or gases (natural gas). Extraction can be achieved by underground
or surface mining or well operation. Mineral Sector is a significant section of Pakistan
National Accounts. The Mining and Quarrying sector negatively grew by 8.82 percent
during Jul-Feb FY2020 as against 3.19 percent decline last year.

3.6.1 Minerals

The mineral potential of Pakistan is widely recognized to be exeellent as out of 92 known
minerals 52 are commercially exploited in Pakistan. It includes coal, copper, gold,
chromite, mineral salt, bauxite and several other minerals. Despite of all the endowments
mineral sector is exhibiting insipid performance and its eontribution to GDP remained at
2.51 percent. Although efforts are underway to develop.the sector but enough remains to be
done to enhance the sector to fully exploit the resoeurces. This sector is lagging behind
despite huge potential, due to interconnected and averlapping issues like poor regulatory
framework, insufficient infrastructure at minesusites; outdated technology installed, semi-
skilled labor, low financial support and lack of marketing.

During Jul-Feb FY2020, Barytes, Quartz, Ocher and Dolomite posted a positive growth of
241.6 percent, 130.8 percent, 68.8 percent'and 16.27 percent, respectively. However, some
witnessed negative growth during the period under review such as Coal 6.34 percent,
Natural gas 6.36 percent, Crude Qil 10.55 percent, Chromite 54.5 percent, Magnesite 55.9
percent, Lime Stone 14.71 percent, Marble 3.62 percent and Iron Ore 32.73 percent. (Table
3.16).

Table 3.16: Extraction of Principal Minerals

Minerals Unit c_Jf 2017-18 2018-19 2019-20 %Change
Quantity FY2020/FY2019
Coal M.T 447755% 5371864 5031135 -6.34
Natural Gas MMCFT 1458934 1436542 1345129 -6.36
Crude Oil JSB(000) 32587 32495 29068 -10.55
Chromite M.T 97420 143934 65489 -54.50
Magnesite M. T 23596 41477, 18628 -55.09
Dolomite M.T 488824 366775 426448 16.27
Gypsum M.T 2475898 2265131 1616750 -28.62
Lime Stone M. T 70818725 67649054 57697651 -14.71
Rock Salt M.T 365374p 3796634 2613031 -31.18
Sulphur M.T 22040 20715 20715 0.00
Barytes M.T 88847 10725 36643 241.66
Iron Ore M. T 677206 626646 421532 -32.73
Soap Stone M.T 141504 167148 157148 -5.98
Marble M.T 881302% 7990473 7700855 -3.62
Bauxite M. T 145189 94149 67721 -28.07
Quartz M.T 125014 116473 268846 130.82
Ocher M.T 75939 81946 138384 68.87

Source: Pakistan Bureau of Statistics (PBS)
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Punjab

Mines & Minerals Department is responsible for exploration, exploitation and investment
promotion of mineral endowments in Punjab. It grants and regulates the leases of all
minerals except oil, gas & radioactive minerals. Directorate General of Mines & Minerals
has contributed a handsome amount Rs 30 billion as non-tax revenue during last five years.

Major Initiatives during Jul-Mar FY2020

* To promote investment and to boost th&aple 3.17: Mineral Production Data

trust of investors, the department hasINERALS Jul-Feb FY2019
lifted ban on grant / renewal of mining (M tonnes)

concession to cement sector after almagyd Clay LSM 3,600,517
5 years. Currently around 26B23uXite 51447
applications are being processed fogo.aI 621,886
- _ China Clay 6,029
grant of mining concessions of cementjeciay 620597
raw material. Fuller Earth 400
Gypsum 425,669
« To bring transparency and efficiency iNGypsum LSm 258 135
grant of mining concessions theiron Ore 176,252
Department has taken initiative forLime Stone 7,736,681
development of Web-GIS Based MiningLime:Stone LSM 13,976,490
Management Information System,, TheR0ck Salt 1,160,595
relevant HR for development of thisRogk SaltLSM 699,355
system is recruited by the departmer‘s’!”Ca Sand 447,941
~"Silica Sand LSM 29,198

and they are Current!y working_-on tN€Sorce: Director General Mines and Minerals, Punjab
development of this system.  The

objectives of this system are:

o Once completed(and .operational, it will readily provide access to the public to
geographic locationsef'mining concessions; their grant details; production etc.

o It will alsotinclude application management system for maintaining and filing of
online application for grant of mining concessions.

o0 The potential mining and geological information will be published through this
system for attraction of potential investors.

* To encourage the investors in small scale mining and to remove confusion for current
concessionaires, the department has also taken initiative for lifting of ban on grant /
renewal of coal mining concessions. The process for lifting the ban is in final stages.

Khyber Pakhtunkhwa

The Director General Mines & Minerals is a provincial department responsible for
development of mineral sector. It has two divisions namely Licensing Division and
Exploration Promotion Division.

The total area of Khyber Pakhtunkhwa is 74,521 Sgq Km out of which 70 percent consist of
mountains and rocks. The formation of these rocks contains huge prospects of different
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metallic/non-metallic minerals and various precious/semi-precious gemstones minerals. It
has large number of mineral resources which have not yet been exploited at all to its full
potential. Mines Rescue Safety and Training Centre is playing an important role in
providing technical hands, so far more than 7500 workers have been professionally trained.

The Centre has arranged 104 trainingapie 3.18: Mineral Production Data

programs for the persons from workers T, <=0 "o Jul-Dec FY2020 (M. tonnes)
managerial position in the mines. The Cem'ﬁarytes 1335
is planning to impart training to more that Bauxite 806
five hundred workers up to June 2020. Base¢.oa| 308631
on the exploration done so far, excellen[;)Olomite 187600
prospects of other valuable deposits exis(\(..;‘ramite 102559
The production data of mineral in respect of
Khyber Pakhtunkhwa is given in the tab!eﬁgssoli;n 34:;5;
3.18: Lime stone 10612115
Major Initiatives during Jul-Mar FY2020 Marble 1806867
Rock salt 100874
o Amendment Bill regarding Khybergie sione 301505
Pakhtunkhwa Mines and Minerals Actg e Clay 1096847

2017 has been appr_oved by t.he prOVInC1%ource: Mines and Minerals, Khyber Pakhtunkhwa
assembly and special provision has beeti

incorporated for Erstwhile FATA.

o Ban of erstwhile FATA application has been lifted.

o An ADP scheme “Establishment of Mining Cadastral system in Khyber Pakhtunkhwa”
IS in process.

o Total No. 1646 applications.for different Mineral Titles have been processed in 2019.

Sindh

The province of Sindh has large quantities of minerals. In all there are 24 minerals which are
being mined at present. Among these, Sindh has large quantities of coal and granite reserves.
The granite area which was inaccessible has now been connected with Karachi by a network
of roads and other facilities like Rest House etc. It is also proposed that a Granite Park will
be established at Nagarparkar. Karunjhar range of mountains in Nagarparkar has huge
reserves of granite and other rock types of extractable thickness which has the potential to
compete the international market. It spreads over vast area and its estimated reserves are
around 10 billion tons. The Directorate of Mines & Mineral Development, Sindh is
sponsoring a scheme for study through consultant “Feasibility Study of Granite Deposits in
Tharparkar, Sindh”. Previously leases were granted in haphazard manner without any
policy. The department has now constituted a policy for judicious and transparent award of
leases in this area. It will be ensured that 03 large granite factories are set up by year 2030 in
this remote area. This will not only generate large employment opportunities for poor and
downtrodden masses of this far-flung area but will also get world-class granite for local
consumption and export with the result that poverty ratio will be decreased and increase in
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growth rate of government revenue will take major part for economic development of the
province.

Sindh has large coal reserves of the country. It is estimated around 185 billion tons of coal in
Lakhra, East of Indus and Thar. At present percentage of coal in energy is negligible. The
department is in the process of assessment and exploitation studies of these coal reserves
and intends to set up Power Houses / Projects running on this coal. Department intends to
have 30 percent energy produce on coal by year 2030.

The Mines & Mineral Development Department, has already established Geo-data Centre
with official web portal which will provide all the necessary information to the General
Public as well as Investors/Stake holders. This carries with mineral based information and
online granted leases database along withprovision of information regarding the granted
areas in the Sindh.

Balochistan

Balochistan is the largest province (area wise) of the country constituting 43 percent of the
total National landmass. The Country, in general, and the,province in particular, is endowed
by the nature with the blessing of substantial mineral wealth. Mineral industry can play an
important role in boosting up the socio-economic ‘setup in Balochistan as agriculture in other
parts of the country but due attention could notbe given to the exploration and development
of mineral sector due to financial ,constraints, heavy risk investment and lack of
infrastructure as the deposits are located,in remote and far flung areas.

Nature has gifted Balochistan with, vast natural resources. Efforts are being made for
scientific exploration and exploitation ‘of these resources. Government has given prompt
attention towards the development of minerals. Various national and multi-national

companies are involved_.in “exploration of minerals and have obtained areas for pre-
feasibility studies/Exploration/Exploitation of Gold, Copper, precious metals and associated
minerals in Chagai ‘and ether districts. Nine large scale licenses and more than 1450
concessions of various minerals have been granted to different private/public-sector small-
scale Mining companies.

Balochistan province has large deposits of Limestone, Gypsum and Coal (raw material for
cement manufacturing) and investment opportunities for installation of cement factories are
available. Seven applications for grant of exploration and Mining Lease are under process
for cement raw material in Director General of Mines & Minerals office Quetta. After
completion of study reports the Licenses will be granted. The Geological Survey of Pakistan
(GSP) has planned the mapping of 50 top sheets of the ‘outcrop area’ of Balochistan for
identification of minerals at a cost of Rs 127.595 million during a three-year period. The
project has been submitted to the quarters concerned for its incorporation in the Public
Sector Development Programme (PSDP 2020-2021).

3.7 Conclusion

LSM has exhibited a mix pace of performance during FY2020. The policy measures taken to
stabilize the economy in FY2019 still continued its impact in FY2020. In addition,
expensive industrial inputs, implementation of stabilization and revenue measures and lower
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domestic demand remained the key reasons behind this subdued performance. However,
when slight improvement was started to be seen in export-oriented sectors and construction
allied industries i.e. cement, thus a gradual economic recovery was expected but
unfortunately recent COVID-19 crisis has brought economic activity to a near-halt, both
domestically and globally. Textile and Apparel, a heavy weight sector, is highly exposed to
this crisis due to its labor-intensity. Still, uncertainty regarding pandemic, global economic
downturn and dismal domestic demand has escalated the downside risks for the
manufacturing sector. Nevertheless, the government measures taken to boost economy are
expected to bring positive impact on manufacturing.

Mining and Quarrying posted subdued performance during FY2020. Nevertheless,
considering its huge potential, government is committed to make this sector as one of the
most profitable and rapidly growing sector of the economy.
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Chapter 4

FISCAL DEVELOPMENT

Fiscal policy has a significant role in creating an equitable distribution of income and wealth
in society. Particularly, better fiscal management helps mobilize domestic savings and
increase the efficiency of resource allocation. Consequently, it"paves the way for achieving
macroeconomic stability along with promoting more sustainable<and inclusive growth.

Historically, whenever Pakistan’'s economy has witnessed higher growth, it was
unsustainable because it created macroeconomic imbalances. The growth was largely driven
by consumption-led spending as opposed to investment. The non-productive nature of this
growth caused higher external and fiscal imbalances. Consequently, it has seriously
undermined the growth prospects. Furthermeorey.sStructural weaknesses like weak tax
administration, a difficult business environmentj low tax to GDP ratio and insufficient
resources further aggravated the situation.

In 2018, the economy was at a critical juncture due to rising debt and liabilities, high current
account and fiscal deficit, depleting. foreign exchange reserves and circular debt. In
particular, persistently high fiscal deficit due to income-expenditure mismatch resulted in an
unsustainable level of public "debt, which in turn, became the major source of
macroeconomic imbalaneey, Inuthe wake of these challenges, the government introduced
adjustment and demand management policies to ensure economic and financial stability and
to improve the growth prospects. Similarly, Pakistan entered into 39-months Extended Fund
Facility with IMF forthe $ 6.0 billion to support the government’s reform program.

These measures helped in handling macroeconomic imbalances, particularly, the constraints
on the fiscal side were put on the path of fiscal discipline and fiscal consolidation. During
the first nine months of the current fiscal year, all major fiscal indicators have witnessed a
marked improvement owing to government’s stringent fiscal strategy to improve the
revenues through comprehensive tax measures and administrative reforms along with
expenditure rationalization. The persistence of these measures would be supportive in
addressing a large primary deficit to ensure debt sustainability over the medium term.
Further, with the promulgation of the Public Finance Management Act 2019, budgetary
management is being strengthened and it will encourage fiscal discipline and transparency,
going forward.

During the first nine months of the current fiscal year, the performances of fiscal indicators
suggest that fiscal consolidation is on track. Overall fiscal deficit reduced to 4.0 percent of
GDP against 5.1 percent of GDP recorded in the same period last year while primary
balance posted a surplus of Rs 194 billion during July-March, FY2020 against the deficit of
Rs 463 billion during the comparable period of FY2019. Total revenues grew by 30.9
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percent during July-March, FY2020 against 0.04 percent growth during the same period of
FY2019, on account of substantial rise in both tax and non-tax revenues. Similarly, on the
expenditure side, PSDP spending witnessed a significant rise both at federal and provincial
levels. Overall PSDP expenditure grew by 24.9 percent during July-March, FY2020 over the
previous yeatr.

However, the outbreak of Coronavirus (COVID-19) has negatively affected the near-term

outlook. It has brought significant challenges for the economy by squeezing the economic
gains achieved during the ongoing fiscal year. In particular, fiscal accounts are expected to
come under tremendous pressure.

On one hand, the Government is focused on increasing the expenditures on public health and
strengthening social safety net programs, while on the other, it intends to mitigate the impact
of the COVID-19 on theconomy. In doing so, the budget will therefore temporarily deviate
from initial targets. On the revenue side, achieving targets of beth tax and non-tax would be
challenging owing to disruption in economic activity, manifested through both demand and
supply shocks. The budget deficit is expected to exceed the target set for FY2020.

Nevertheless, th&overnment has acted in a timely.and,well-calibrated manner to lessen the
detrimental effects of COVID-19. It has taken appropriate measures to support the economy
through fiscal and monetary policies. On thefiscal’'side, a comprehensive fiscal stimulus
package has been initiated in order to accommodate the expenditures required to mitigate the
impact of the COVID-19 shock. The package has created stress on fiscal flows, however, the
impact may become severe if the pandemic lasts for a longer time period. State Bank of
Pakistan has responded timely threugh appropriate monetary policy response. The measures
have been aimed at a reduction in the policy rate and introduction of various ways to
improve theliquidity of, particularly 'small-scale businesses. It has introduced various other
temporary and time- bound actions,which will ensure monetary stability and functionality of
the financial system in the wake of €COVID-19 crisis.

In order to meet the financing requirement for these expenditures, additional resources have
also been mobilized, through various international financial institutions including IMF,
World Bank, ADB etc. The government is constantly monitoring the situation in the
country and accordingly additional measures are being deployed to meet the emerging
requirements.

Box-I: Impact of COVID-19 on Public Finances

The COVID-19 pandemic has not only caused severe damage to human lives but it has also taken| a toll on
global economic activity. Various necessary safety measures have brought much of the global gconomic
activity to a halt. IMF has projected the global economy to contract sharply by —3 percent in 2020, much
worse than during the 2008-09 financial crises. Withdéeline in global output, revenues are expected to
reduce even more sharply.

To date, various policy measures have been taken worldwide in this regard to mitigate the health and economic
effect of the COVID-19 outbreak. However, in response to these measures, fiscal balances in 2020 are
expected to deteriorate significantly in almost all countries, particularly, a substantial widening is expected in

the United States, China and several European and Asian economies. While for Pakistan, the fiscal|deficit is
projected to increase by 9.2 percent of GDP in 2020.

68 +92 336 7801123

https://www.youtube.com/Megal.ecture



For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

Fiscal Developmen

By increasing expenditures on monitoring, containn -

and mitigation, countries are allocating more fis Fig: 4.1- General Goovernment
resources to the health sector. Moreover, to lesse Overall Balance (% of GDP.
economic impact of COVID-19¢ountries are providin | =4 == == &= == = = = -
additional fscal resources to other sectors of the econ: E E ... E E E
On the expenditure side, measures include exter E E ______ L E E
unemployment benefits, governm-funded paid sick | = 748
leave, wage subsidies, targeted transfers to affi E 92 11¢11.2 =92
households and firms, and support to -hit sectors such 1:4 126
as tourism, hosp|tal|ty services, and travel. On the rev <' @ > o f e v ® @ g C
side, measures include temporary deferral of corporat 2 § § § 8 835 “é £ 35 5 g
personal income tax payments and social sec T % o8 80 - < %
contributions ranging from three months to one yea o =l
well as temporary taxefief or exemptions, including ¢ | suurce: Fiscal Monitor, April.2020. &

medical goods and services, for affected sectors
vulnerable firms and households.

In order to finance these additional fiscal measures, governments( strategy around the world
reprioritizing budget items; usingmergency funds or buffers; frontloading,existing spending plans, ex
aid or grants and undertaking additional borrow

Source: Fiscal Monitor - April 2020. IMF

Fiscal Performance (Julydune, FY2019)

A brief review of major fiscal indicators dng EY2019 indicate a sharp deterioratior
overall fiscal deficiincreased t 9.1 percent of GDP owing to thumprecedented decline
revenue collection and significant rise inucurrent expenditures. Earlia significantly
higher level of fiscal defit was recorded at 8.8 percent in FY2012 followed by 8.2 pe
in FY2013.

Total revenues remained below the revised target of 14.5 percent of GDP and 112.9
percent of GDPduring FY2019..Although both tax and rtax revenues recorded
significant decline, however,/n-tax revenues reduced substantiatlyl.1 percent of GD
against 2.2 percent of GD#corded in the preceding year. The de:in nor-tax revenue
largely stemmed ‘from a&harp reduction in SBP profit and m-up payments (PS
&others). On the other hand, r-tax revenues witnessed higher growth in royalties or
and oil, discount retained on crude oil and other levies owing to increase in rupee \
crude oil. However, a sharp decline in revenues from both SBP profit an-up (PSE &
others) offset the impact of an increase in collection within e-related componen

Total tax revenueollection stood all.8 percent of GDRof which, FBR tax collectiol
recorded at 10.percent of GD during FY2019. The slowdown in tarollection was
primarily attributed to decline ithe sales tax rate on major petroleum products, suspe
of the withholding tax on mobile phone -ups, decline in PSDP expenditures, imj
compression and reduced rate on salary inc

On the expendite side, despite a sharp decline in development spending, a significe
in current expenditure kept total expenditures at a higher IDevelopment expenditur
and net lendingeduced from4.7 percent of GDP in FY2018 .2 percent of GD in
FY2019.With the increase c18.7 percent of GDkh current expenditures, total spend
stood at 22.0percent of GD during FY2019. Consequently, with widening reve-
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expenditure gap, fiscal deficit reached 9.1 percent of GDP during FY2019 against 6.5
percent of GDP recorded in FY2018.

Fig:4.2- Revenue-Expenditure Gap (% of GDP)
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Table: 4.1 Fiscal Indicators as Percent of GDP

Overall Expenditure Revenue
Year Fiscal Total Current | Development® | Total Tax Non-

Deficit Tax
FY2008 7.3 21.4 17.4 4.0 14|11 9.9 4.2
FY2009 5.2 19.2 15.% 3.p 14|0 9.1 4.9
FY2010 6.2 20.2 16:0 4.4 14|0 9.9 4.1
FY2011 6.5 18.9 15.9 2.B 12|3 9.3 3.0
FY2012 8.8 21.6 17.3 3.p 12|8 10.2 2.6
FY2013 8.2 21.5 16.4 5.1 13|3 9.8 3.5
FY2014 55 20.0 15.9 4.0 145 10.2 4.3
FY2015 5.3 19.6 16.1 4.p 14|3 11.0 3.3
FY2016 4.6 19.9 16.1 4.b 15|3 12.6 2.7
FY2017 5.8 21.3 16.3 5. 15|5 12.4 3.0
FY2018 6.5 21.6 16.9 4.7 15|1 12.9 2.2
FY2019* 9.1 22.0 18.71 3.2 129 11.8 1.1
FY2020 B.E 7.5 24 4 20.b 3[9 169 14.6 2.3

Tincluding net lending,  * on the basis of revised GDP numbers, B.E: Budget Estimates
Source: Budget Wing. Ministry of Finance

Similarly, thefiscal year 2019 witnessed a deterioration in primary and revenue balances
which highlighted growing debt pressure and limited fiscal space for critical development
expenditures. During FY2019, primary balance posted a deficit of Rs 1,353.8 billion (-3.6 %
of GDP) against the deficit of Rs 760.5 billion (-2.2 % of GDP) in FY2018. Likewise,
revenue deficit stood at Rs 2,203.3 billion (-5.8% of GDP) in FY2019 against the deficit of
Rs 626.3 billion (-1.8% of GDP) in FY2018.

According to provincial fiscal operations, all the four provinces posted a combined surplus
of Rs 190.0 billion in FY2019 against the deficit of Rs 17.5 billion in FY2018. However,
Punjab generated fagnificantly higher surplus of Rs 122.3 billion followed by Sindh (Rs
42.1 billion).
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Review of Public Expenditures

The efficient utilization of public expenditures for priority areas is at the forefront of the
government’s reform agenda. The aspiration is to support higher inclusive and sustainable
economic growth. However, the legacy of inefficient fiscal management has posed multiple
challenges for the present government in allocating sufficient resources for priority areas.
Particularly, higher interest payments, untargeted subsidies and loss-making SOEs added to
the rigidity of current expenditures.

Table 4.2: Trends in Components of Expenditure (As % of GDP

Year Total Current Mark-up Defence | Developmen  Non Fiscal | Revenue | Primary
Expenditure |Expenditure| Payments Expenditure*| Interest | Deficit | Balance Balance
Non-
Defence
Exp
FY2006 17.1 12.6 2.9 2.9 4.4 11.7 4.0 0.5 -1.1
FY2007 18.1 14.9 4.0 2.7 4.7 11.4 4.1 -0.8 -0.1
FY2008 21.4 17.4 4.4 2.9 4.2 14.7 7.3 -3.3 -2.7
FY2009 19.2 15.5 4.8 2.9 3.4 11.§ 5.2 -1.4 -0.3
FY2010 20.2 16.0 4.3 2.9 4.1 13.4 6.2 -2.1 -1.9
FY2011 18.9 15.9 3.8 2.9 2.8 12.6 6.5 -3.5 -2.7
FY2012 21.6 17.3 4.4 2.9 3.9 14.4 8.8 -4.9 -4.3
FY2013 21.b 16.4 4.4 2.4 3.5 14.7 8.2 -3.0 -3.8
FY2014 20.0 15.9 4.4 2.9 4.5 12.9 5.5 -1.9 -1.0
FY2015 19.6 16.] 4.8 2.9 4.1 12.3 5.3 -1.8 -0.6
FY2016 19.9 16.] 4.3 2.9 4.9 13.G 4.6 -0.9 -0.3
FY2017 21.8 16.3 4.2 2.8 5.3 14.3 5.8 -0.8 -1.6
FY2018 21.6 16.9 4.3 3.0 4.4 14.3 6.5 -1.8 -2.2
FY2019 22.0 18.7 5.5 3.7 3.1 13.5 9.1 -5.8 -3.6
FY2020 B.H 24 4 20.5 6.6 2.9 4.Q 15.7 7.9 -3.6 -0.9

* excluding net lending
Source : Budget Wing, Ministry.ef Finance \and EA Wing's Calculations

During FY2019, total expenditures grew by 11.4 percent to Rs 8,345.6 billion (22.0 percent
of GDP) against Rs 7,488.4 billion (21.6 percent of GDP) in FY2018. Despite a decline in
development expenditures during FY2019, accelerated growth in current expenditures
attributed to a sharp rise in growth of total expenditures. Overall, current expenditure
contributed 85.1 percent in total expenditures during FY2019 against the share of 78.2
percent witnessed in FY2018. During FY2020, the share was budgeted to decline to 84
percent.

Fig: 4.3 - Growth in Expenditures (%)
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Current expenditures grew by 21.3 percenRs 7,104 billion (18.7%ercent of GDPin
FY2019 against RS,854.3 billion (16.9 percent of GDP) in FY2018. Major contributio
current expenditures came from higher n-up payments whiclgrew by 39.4 percel
owing to arise in domestic interest rates. In absolute , it increased to R8,091 billion in
FY2019 against R$499.9 billion during FY2018. Share of m-up payments in total ar
current expenditures increased to 25.1 and 29.4 percent, respectively during FY201¢
20.0 percenaind 25.6 percent, respectively in FY2(

Anothe major component within current expenditures is defence related expenditure
grew by 11.3 percent to Rs146.8 billion in FY2019 againRs 1,030.4 billion in FY2018
Defence expenditures contributed 13.7 and 16.1 percent share in total and
expenditures, respectivelyin FY2019 against the share of 13.8 and 17.6 perc
respectively during FY2018.

Regarding current subsidies, it has witnessed a sharp risesin FY2019 in both absc
growth terms. It increased frolRs 114.2 billion in FY2018to R%95.3 billion durinc
FY2019, thus grew by 71.1 percent. Its contribution within current expenditures incre
2.7 percent in FY2019 from 2.0 percent recorded in FY2A significant risc¢ in subsidy
waslargely attributed to higher enel-related subsidies due;to power generat

Within current expenditures, other components)also‘recca sharp rise during FY201
For instance, Superannuation Allowances ‘& pension (17.7 percent), Grants (oth
Provinces) (15.2 percent), Other Genelublic Services (45.9 percent), Public Orders
Safety affairs (37.6 percent), Economic affairs (24.7 percent) and Social protectiol
percent).

Fig:4.4- Expenditures % of GDP

mmmm Current Expenditure = Development Expenditure Total Expenditure

24.4

18.7 20.5

FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020
(B.E)

Contrary to therise in current expenditures, development expenditures and net It
reduced by 24.8gycent to stand {Rs 1,219.2 billion against Ris621.7 billion in FY2018
The decline was largely attributec asharp reduction in PSDP spending botthe federal
and provincial level. PSDP spending stoodRs 1,008.2 billion in FY2019 again
Rs 1,456.2 billion, thus reduced by 30.8 percent. Federal PSDP decliRs502.1 billion
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(Net excluding development grants to provinces), while provincial stoRs506.2 billion
during FY2019 against R&/6.1 billion ancRs 880.1 billion respectively dag FY2018.

Structure of Tax Revenues

Pakistan’s tax structure isharacterize
by the narrow tax base, massive

evasion, a large number of concessi
and exemptionsyegressive tax regim
reliance on indirect taxes and |
administration challenged’he combinet
effect of these challengdmsresulted in
thelow tax-to-GDP ratio over the yea

During FY2019, overall tax revenu
reduced to 11.®ercent of GDP. Withii
total tax collection, FBR which collects
substantial portion of tax revenu
witnessed a sharp decline in its collect
It reduced to R$,828.5 billion (revised
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in FY2019 against the collection Rs 3,843.8illion, (revised) in FY2018, thus postec
negative growth of 0.4 percent. While in terms of GDP, it reducel0.1 percent during
FY2019 as compared to 11.1 percent of GDP~in FY2018. Weak tax collection is

attributed to aslowdown in economic growth,low tax rates on major petroleum proc
suspension of withholding tax collection on mobile-ups, import compreson, reduced
government spending andeduced rate.on salary incot

Table 4.3.: Structure of Federal Tax RevenL Rs Billion
Year Total Tax'Rev as Direct Indirect Taxes

(FBR) % of GDP Taxes Customs Sales Excise Total

FY2006 713.5 8.7 225.0 138.4 294.8 55.3 488.5
[31.5] {28.3} {60.3} {11.3} [68.5]

FY2007 847.2 9.2 333.7 132.3 309.4 71.8 513.5
[39.4] {25.8} {60.3} {14.0} [60.6]

FY2008 1,008.1 9.5 387.9 150.7 377.4 92.1 620.2
[38.5] {24.3} {60.9} {14.9} [61.5]

FY2009 1,161.1 8.8 443.5 148.4 451.7 117.t 717.6
[38.2] {20.7} {62.9} {16.4} [61.8]

FY2010 1,327.4 8.9 526.0 160.3 516.B 124.¢ 801.4
[39.6] {20.0} {64.4} {15.6} [60.4]

FY2011 1,558.2 8.5 602.5 184.9 633.4 137.¢ 955.7
[38.7] {19.3} {66.3} {14.4} [61.3]

FY2012 1,882.7 9.4 738.4 216.9 804.p 122.t 1,144.3
[39.2] {19.0} {70.3} {10.7} [60.8]

FY2013 1,946.4 8.7 743.4 239.5 842.b 121.C 1,203.0
[38.2] {19.9} {70.0} {10.1} [61.8]

FY2014 2,254.5 9.0 877.3 242.4 996.4 138.1 1,377.3
[38.9] {17.6} {72.3} {10.0} [61.1]

FY2015 2,589.9 9.4 1,033.7 306.2 1,087/8 162.2 1,556.2
[39.9] {19.7} {69.9} {10.4} [60.2]
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Table 4.3.: Structure of Federal Tax ReventL Rs Billion
Year Total Tax Rev as Direct Indirect Taxes
(FBR) % of GDP Taxes Customs Sales Excise Total
FY2016 3,112.7 10.7 1,217.3 404.6 1,302(7 188.1 1,895.4
[39.1] {21.3} {68.8} {9.9} [60.9]
FY2017 3,367.9 10.6 1,344.2 496.8 1,329/0 197.¢ 2,023.7
[39.9] {24.5} {65.7} {9.8} [60.1]
FY2018 3,843.8 11.1 1,536.6 608.4 1,485|3 213t 2,307.2
[39.7] {26.4} {64.4} {9.3} [60.0]
FY2019 3,828.5 10.1 1,445.5 685.6 1,459/2 238.2 2,383.0
[37.8] {28.8} {61.2} {10.0} [62.2]
FY2020 BE 5,555.0 12.6 2,081.9 1,000.5 2,107J7 364.¢ 3,473.1
[37.5] {28.8} {60.7} {10.5} [62.5]

[las % of total taxes, {} as % of indirect ta:
Source: Federal Board of Revenue

Within FBR tax collection, direct taxesclined by 5.9 percentin FY201Similarly, sales
tax colection reduced by 1.8 percent owing to thessharp decline in the GST r.
Petroleum Products on both import and domestic stages, reduced GST on natural
import compression. However, customs duty and” FED» posted a healthy growth
percent and 1.6 percent respectivel

Fig:4.6 (a)- Total FBR (Rs.billion) Fig: 4.6 (b)- FBR Rev as % of GDP
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In terms of share within total FBR tax collection, Sales tax remained the major r¢
source with ahigher contribution of 38.1 percent followed by the direct taxes with

percent. Similarly, theshare of customs stoodt 17.9 percent while FED contribution

total FBR tax collection reached 6.2 percent during FY2019. It imthatthe tax structure
of Pakistan over the years still remains heavily dependent on indirect

Currently, the contribution of indirectxes is 62.2 percent in total FBR tax collection wt
has reduced from 68.5 percent in FY2006. On the other hand, the contribution of dire
has increased steadily over the years on account of various reforms/initiatives under
the past likentroduction of USASthe promulgation of Income Tax Ordinance, 2001. A
result of these initiatives, the emphasis has shifted to voluntary compliance, autom
entire business processes and reduction of corporate tax rati a peak of 49 percerto
29 percent in théax year 201¢
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The share of sales tax has witnesse
gradual decline over the years due to shifti
of services to the provincial governmen
like telecommunication, banking an
insurance services which were the maj
source of revenue of sales tax. Similarly, t
contribution of customs duty in total FBF
collection has come down from 45.7 perce
in FY1991 to around 18 percent in FY201
The decline in share is attributed to a gradt
decline in maximum statutory rates ¢
customs duty from 125 percent in FY1988

20 percent in FY2020.

Fig:4.7- Share of Direct and Indirect
Taxes in Total FBR Collection (FY2019)
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Historically, FED has been an important source of FBR revenues, however, it has witnessed

a declining trend over the years and now it is limited«to ‘enfeva commodities like

cigarettes, cement, beverages, international travel etc., The\contribution of FED in the total

collection has dropped from 20 percent in FY1991 to 6 pereent during FY2019.

The present government is focused on introducing a tax structure that is not only capable to
generate sufficient revenues to meet government’s need, but also embodies fairness and

equity in taxation, reduces the burden of high taxes that distorts economic incentives,
improve tax enforcement and promotes, efficient and responsive tax administration. In this

regard, various reforms / special initiatives,and steps have been envisioned by FBR, aligned

with progress in the sectoral policies for the facilitation of taxpayers. These initiatives are
intended to give fruitful results in the form of better revenue collection in line with efforts to
facilitate the taxpayers for the'best outcome (Box-Il).

Box-1l: Major Initiatives Taken by FBR

A. Automation of Business,Processes

For simplification/ autemation of registration of sales tax and income tax, a mobile app has been laun

ched for

online registration. However, biometric verification has been outsourced to NADRA to avoid any ¢ontact

between a tax collectorand taxpayer. In addition, ‘Tax Assan’ App has also been launched which

filing of simple returns.
B. Income Tax Enforcement Measures
I.  Withholding Taxes
— Special WH Tax Management Plan

— Taxpayer Education/Awareness Outreach Initiative
— Focused & Risk Based WH Taxes Monitoring

II. Broadening of Tax Base (BTB) Initiatives

i. Data obtained from DISCOs and Gas Companies for broadening of the tax base
— Data of more than 3.5 million industrial and commercial users gathered
— Informal letters issued to all such consumers for registration
— Inthe first phase notices to industrial consumers issued for registration

i. To develop a 360-degree view of tax payers, data sources like banks, vehicles and re
transactions have been captured and a Data Bank developed.

cater for

iii. Number of tax filers has reached to around 2.7 million, which is a record high in the history of FBR

+92 336 7801123

2]

https://www.youtube.com/Megal.ecture

al estate



For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

Pakistan Economic Survey 2019-20

for the tax year 2018.
C. Registration of Persons for Sales tax

Industrial and commercial data of DISCOs have been obtained which are being utilized for registr
those traders who have obtained commercial or industrial connections but are not registered for saleg

D. Sales Tax (Enforcement Measures)
i. Point of Sales (POS): Development of a mobile app for customers to get cash back on Sales

i. Track & Trace System for Specified Goods (i.e., Tobacco, Cement, Sugar, Beverag
Fertilizers)

iii. Establishment of Port Teams for Third Schedule items
iv. Joint Anti-smuggling field intelligence exercise
v. Inland Revenue Enforcement Network (IREN)

— Establishment of IREN to check smuggling and counterfeit products and counterfeit prod
tobacco, electronics, Cosmetics and beverages.

Other Initiatives
i. Plaza Mapping at Lahore, Karachi and Islamabad

ii. Launch of Device Identification, Registration and Blocking System (DIRBS) to control smuggl
mobile devices

iii. Discouraging imports of luxurious goods through additional Regulatory Duties (RDs)

iv. Forensic audit in Sugar, Tobacco and Steel Industries_to address leakages and tax evasi
these industries

Under Customs Implementation Plan, the following are.the priority initiatives

i. More contribution / collection through realizing. stuck-up revenue through administrative me|
like Auctions, Recovery, litigation disposal.etc

ii. Enhance Effectiveness of the Risk Management Process/ Establishment of National Targetin
to prevent loss of revenue through‘mis=declarations in values, quantities, & description

iii. Strengthening of Post Clearance Audit Organization and Function to ensure that consig
cleared through Green_channel are scrutinized and possible evasions/short payments are reg

iv. Design, Developrand Roll Out 6f WeBOC-global for ease of doing business and promote b
imports

Besides above listed steps/ initiatives, the government has also launched a five year reform program
obtaining a loan from the World Bank which includes:

i. Transformation of Business Model

ii. Organizational capacity building by HR system improvement
iii. Simplification of laws and procedures
iv. Taxpayer facilitation through behavioral change

Source: Federal Board of Revenue (FBR)

ation of
tax.

Invoices
es and

ucts in

ng of

bn and in

asures
g Centre
nments

overed

pnafide

by

Fiscal Performance (July-March, FY2020)

The fiscal performance during the first nine months ofcilmeent fiscal year has remained

strong. With the continuous efforts to ensure fiscal discipline, the governme

nt has

successfully reduced the fiscal deficit to 4.0 percent of GDP during July-March, FY2020
against the deficit of 5.1 percent in the comparable period of FY2019. Similarly, primary
balance posted a surplus of Rs 193.5 billion (0.5 percent of GDP) during July-March,
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FY2020 against the deficit of Rs 463.3 billion (-1.2 percent of GDP) last year. The
improvement in thdiscal account is largely attributed to higher provincial surplus and a
sharp rise in non-tax revenues. Overall, total revenues posted an impressive growth that
outpaced the rise in expenditures.

Table 4.4: Consolidated Revenue & Expenditure of the Government

FY2020 B.E July-March (Rs Billion) Growth
FY2020 FY2019 FY2020

A. Total Revenue 7,458.p 4,689.9 3,588.7 30.9
% of GDP 16.9 11.7 9.4
a) Tax Revenue 6,431/0 3,594.3 3,16R.1 13.7
% of GDP 14.6 8.6 8.8
Federal 5,822.( 3,273 1 2,874.4 13.9
of which FBR Revenues 5,555|0 3,044.3 2,704.5 12.6
other Federal 267.0 2288 169.9 34.7
Provincial Tax Revenue 609/0 321.2 28Y.7 11.6
b) Non-Tax Revenue 1,027/0 1,095.6 42[.6 159.9
% of GDP 2.3 2.6 1.1
B. Total Expenditure 10,740.0 6,374.1 5,50p.2 15.8
% of GDP 24.4 15.3 14.5
a) Current Expenditure 9,025{0 5,611.6 4,798.4 16.9
% of GDP 20.5 134 12.6
Federal 6,096.( 3,8877 3,180.9 22.2
Mark-up Payments 2,891[0 1,879.7 1,45Pp.2 28.8
% of GDP 6.6 4.5 3.8
Defence 1,153:( 802.4 77417 3.6
% of GDP 2.6 1.9 2.(
Provincial 2/929.0 1,723.9 1,617|4 6.6
b) Development Expenditure & ngt 1,715.0 781.4 684.2 14.2
lending
% of GDP 3.9 1.9 1.8
PSDP 1,662.C 722. 578(5 24.9
Other Development 80.p 292 77.4 -62.2
c) Net Lending -27.0 29.Y 283 4.9
e) Statistical discrepancy 0|0 -16.9 23.7
C. Overall Fiscal Deficit -3,282.0 -1,686|2 -1,922.5 -12.3
As % of GDP -7.5) -4.0% -5.1*4
Financing of Fiscal Deficit 3,282.0 1,686.2 1,92p.5 -12.3
i) External Sources 1,829/0 682.4 524.5 30.1
i) Domestic 1,453.0 1,003.8 1,398.0 -28.2
- Bank 484.0 601.9 787.]7 -23.6
- Non-Bank 819.0 402.0 6104 -34.1
Privatization Proceeds 15010 0.0 (.0
GDP at Market Prices 44,003 41,727 37,972 9.9

*On the basis of provisional GDP
**On the basis of revised GDP
Source: Budget Wing, Finance Division

According to the consolidated fiscal operations, revenue collection grew by 30.9 percent
during July-March, FY2020 in contrast with 0.04 percent growth in the same period of
FY2019 despite a slowdown in economic activity and import compression. In absolute
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terms, total revenues stood at Rs 4,689.9 billion (11.2 percent of GDP) during July-March,
FY2020 against Rs 3,583.7 billion (9.4 percent of GDP) in the same period of FY2019.
Both tax and non-tax revenues have performed better in boosting overall revenue collection.

Tax revenues increased to Rs 3,594.3 billion during the first nine months of the current
fiscal year against Rs 3,162.1 billion in the comparable period last year, posting a growth of
13.7 percent. Tax revenues picked up in response to various policy measures implemented
at the start of FY 2020. Out of total tax collection, federal and provincial tax revenues
increased by 13.9 percent and 11.6 percent respectively during July-March, FY2020. Within
total federal tax collection, FBR accumulated Rs 3,044.3 billion (7.3 percent of GDP) during
July-March, FY2020 against Rs 2,704.5 billion (7.1 percent of GDP) in the same period of
FY2019, posting a growth of 12.6 percent.

Non-tax revenues witnessed a strong recovery during JulysMarch, FY2020 against the
decline of 16.7 percent in the comparable period of last year.In absolute term, it amounted
to Rs 1,095.6 billion during July-March, FY2020 against Rs 421.6 billion in the same period
of FY2019. The major source of this rebound was a substantial rnisedipt of outstanding
telecom licenses renewal fees and SBP profit. The breakup shows thattbattofal,

Rs 635.5 billion were accumulated as SBP profit“followed by Rs 113.2 billion from PTA
profit, Rs 70.0 billion under mark-up (PSEs & others), Rs 65.6 billion from royalties on
oil/gas and Rs 26.6 billion asdavidend.

On theexpenditure side, total expenditures incurred during July-March, FY2020 grew by
15.8 percent to Rs 6,376.1 billion (15.3,percent of GDP) as compared with Rs 5,506.2
billion (14.5 percent of GDP) in thescomparable period of FY2019. Within the total, current
expenditure remained the major source-of increase with 16.9 percent growth in nine months
of the current fiscal year. In absolute terms, it increased to Rs 5,611.6 billion during July-
March, FY2020 against Rs"4,798.4 billion in the comparable period of last year. The
increase in current expenditure is/primarily attributed to higher mark-up payments, grants
for social spending and expenditures on social protection.

It is worth mentioning. that there has been a substantial rise in the grants during the current
fiscal year as theseiincreased by more than 50 percent to stand at Rs 363.1 billion against
Rs 227.1 billion in the comparable period last year. Higher social spending reveals the
government’s commitment to improve the living standards of people apart from providing
them withbasic necessities of life.

On the other hand, the mark-up payments on both domestic and foreign debt consumed
Rs 1,879.7 billion during July-March, FY2020 against Rs 1,459.2 billion in the comparable
period of last year, thus grew by 28.8 percent. Increase in mark-up payments has been
observed mainly on domestic debt as a result of higher interest rates and re-profiling of
domestic debt.

Further breakup of current expenditures shows that defence expenditures grew by 3.6
percent to reach Rs 802.4 billion in tfest nine months of theurrent fiscal year against
Rs 774.7 billion in the same period of FY2019.

During July-March, FY2020, subsidies amounted to Rs 169.5 billion against Rs 96.8 billion
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in the same period of FY2019, registering a growth of 75 percent. The break-up shows that
Rs 133.9 bhillion has been provided for inter-Disco tariff differentials and Rs 8.5 billion to
WAPDA (receivables from FATA). Similarly, Rs 11.7 billion subsidy has been released to
the LNG sector for providing gas to the industry on lower rates. Most importantly, against
the budgeted amount of Rs 2.5 billion to Utility Stores Corporations (USC) for Ramazan
package, the government has provided an amount of Rs 10 billion subsidy during the first
nine months of theurrent fiscal year.

Development expenditure (excluding net lending) grew by 14.6 percent during July-March,
FY2020 and stood at Rs 751.7 billion against Rs 655.9 billion in the same period last year.
The sharp rise has been realized across both federal and provincial levels. In particular,
PSDP expenditures grew by 24.9 percent during July-March, FY2020 in contrast to a sharp
decline observed during the same period last year. In absolute term, PSDP expenditures
escalated to Rs 722.5 billion in tliest nine months of theurrent fiscal year against

Rs 578.5 billion in the comparable period last year.

Within PSDP, provincial development expenditures withessed a remarkable performance by
posting a growth of 38.4 percent and amounted 10 Rs 382.0 billion during July-March,
FY2020 against Rs 276.0 billion in the comparable“period last year. Similarly, federal PSDP
grew by 12.6 percent to stand at Rs 340.5 billion, as compared with Rs 302.4 billion in the
same period of FY2019.

In order to finance the fiscal deficit, domestic and external resources generated Rs 1,003.8
billion and Rs 682.4 billion respectively during July- March, FY2020. Of domestic sources,
financing from bank stood at Rs_.601.8 billion and from non-bank amounted to Rs 402.0
billion during the period under review.

Detailed analysis reaffirms this fact that overall, fiscal accounts have registered a significant
improvement during the first.-nine months of the current fiscal year. However, the outbreak
of COVID-19 has brought‘plethora of challenges to further improve the fiscal indicators.
The government has taken swift actions to control the spread ofirie along with
introducing an ecenemic stimulus package. The aspiration is to increase health expenditures,
strengthening sociaksafety net programs and supporting economic activity.

Nevertheless, in doing so, major risks have emerged towards the end of the current fiscal
year such as expected revenue shortfall and a sharp rise in expenditures due to higher
subsidies and grants. Consequently, the short term economic impact of COVID-19 is
expected to be significant, creating large fiscal and external financing needs.

FBR Tax Collection (July-April, FY2020)

FBR tax collection has witnessed a remarkable turnaround during the current fiscal year
after posting negative growth of 0.4 percent in FY2019. The overall FBR tax collection
grew by 10.8 percent to Rs 3,300.6 billion during July-April, FY2020 against Rs 2,980.0
billion in the comparable period last year. Within th&al, the domestic component of tax
revenue collected by the FBR grew by 14.7 percent to stand at Rs 2,777.7 billion in first ten
months of thecurrent fiscal year against Rs 2,421.1 billion in the comparable period last

year.
+92 336 7801123 [ & ]

https://www.youtube.com/Megal.ecture




For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

Pakistan Economic Survey 2019-20

The rise in tax collection is attributed to various policy initiatives implemented at the start of
FY2020 such as charging sales tax on more items aiethi price under 3rd Schedule,
reinstatement of taxes on telecom services and an upward revision of tax rates on various
salary slabs. In addition, an upward revision in the federal excise duty (FED) rates and the
abolishment of the zero-rating regime on five export-oriented sectors provided further
impetus to FBR tax collection.

Tax wise details are presented in the following table:

Table 4.5: FBR Tax Revenues(Rs Billion)

Revenue Heads FY2019 July-April % Change
Actual FY2019 | FY2020*

A. DIRECT TAXES
Gross 1,147.8 1,285.3 12.0
Refund/Rebate 76.1 62]1
Net 1,445.5 1,071.7. 14223.2 14.1
B. INDIRECT TAXES
Gross 1,944.2 2,165.9 11.4
Refund/Rebate 35.9 88l4
Net 2,383.0 1,908.3 2,077.4 8.9
B.1 SALES TAX
Gross 1,186.5 1,424.9 20.1
Refund/Rebate 21.p 764
Net 1,459:2 1,165.3 1,348.4 15.7
B.2 FEDERAL EXCISE
Gross 184.0 206.1 12.0
Refund/Rebate 0.0 0.0
Net 238.2 184.0 206.1 12.0
B.3 CUSTOM
Gross 573.7 534.8 -6.8
Refund/Rebate 14.y 12[0
Net 685.6 558.9 522.8 -6.5
TOTAL TAX COLLECTION
Gross 3,092.0 3,451.( 11.6
Refund/Rebate 112.p 150}5
Net 3,828.5 2,980.0 3,300.6 10.8

*: Provisional
Source: Federal Board of Revenue

. Direct Taxes

The net collection of direct taxes has registered a growth of 14.1 percent during the first ten
months of FY2020. The net collection has increased from Rs 1,071.7 billion to Rs 1,223.2
billion. The bulk of the tax revenues of direct taxes is realized from income tax. The major
contributors of income tax are withholding tax, voluntary payments and collection on
demand.

[l. Indirect Taxes

The gross and net collections of indirect taxes have witnesgemivéh of 11.4 percent and
8.9 percent respectively. It is accounted for 62.9 percent of the total FBR tax revenues.
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i. Sales Tax

Within indirect taxes, net collection of sales tax increased by 15.7 percent. The gross and net
sales tax collection during July-April, FY2020 has been Rs 1,424.8 billion and Rs 1,348.4
billion respectively, showing growth of 20.1 percent and 15.7 percent respectively. In fact,
around 55.0 percent of total sales tax was contributed bgles tax on import during
July-April, FY2020, while the rest was contributed by dloenestic sector.

ii. Federal Excise Duty

The collection of federal excise duties (FED) during July-April, FY2020 has recorded 12.0
percent growth. The net collection has stood at Rs 206.1 billion during July-April, FY2020
as against Rs 184.0 billion during the same period last year. The major revenue spinners of
FED are cigarettes, cement, services and beverages.

ili. Customs Duty

Customs duty has registeredhegative growth of 6.8 percent and 6.5 percent in gross and
net revenues respectively. The net collection has_decreased from Rs 558.9 billion during
July-April, FY2019 to Rs 522.8 billion during July-April=FY2020. The major revenue
spinners of customs duty have been vehicles;, mineral fuels, iron and steel, electrical
machinery, plastic, edible fruits etc.

Impact of COVID-19 on FBR Tax Collection

COVID-19 pandemic has casted a significant’impact on revenue collection efforts of FBR.
During the first eight months of FY2020, FBR recorded total revenue collection of Rs 2,738
billion with a growth rate of 17.5 percent over last fiscal year. FBR was able to achieve 91.4
percent of its (first revised) target for the period. However, after the outbreak of COVID-19
pandemic, an average negative growth rate of 13.4 percent was recorded during March 2020
and April 2020 as compareditoilast year as well as comparedpojbeted collection. The
situation is likely tofexacerbate further during the month of May and slight recovery is
expected in the_last.month of the financial year because of usual lumped government
spending.

Assessment of the full impact of COVID-19 on FBR’s tax collection merits analysis of the
various expected and projected revenue figures prior to the time of crisis emergence. FBR’s
target which stood at Rs 4,807 billion was revised downwards to Rs 3,908 billion keeping in
view the economic slowdown consequent to the pandemic. The aforementioned revision had
thus forecasted a revenue loss of Rs 899 billion. Nevertheless, the actual shortfall is
expected to be higher than what has been projected.

The Federal Government has recently announced an incentive package for the construction
sector, fulfilling the longstanding demand of builders and developers for fixed income tax
and declaration of theonstruction sector as an industry. The package would not only revive
the construction industry but also serve as a catalyst to enhance business activity in forty
different economic sectors. Furthermore, FBR is also striving for simplification of laws and
procedures to reduce the cost of doing business and lower administrative burden.

The total impact of COVID-19 pandemic is yet to be determined. The dynamic and
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challenging nature of the crisis necessitates an equally dynamic and vigorous strategy that is
capable of being evolved in response to the demands made on it.

Provincial Budget

Total expenditures of all provinces are expected to increase by 23.8 percent, to stand at
Rs 4,090 billion in FY2020 against the revised estimates of Rs 3,302.5 billion in FY2019.
Within the total, current expenditures are budgeted to rise by 12.7 percent to Rs 2,952.7
billion in FY2020 against the revised estimates of Rs 2,619 billion during FY2019. On the
other hand, development expenditures are expected to remain at Rs 1,137.3 billion in
FY2020 against the revised estimates of Rs 683.5 billion in FY2019, reflecting a growth of
66.4 percent. The share of current and development expenditures in total expenditures is
expected to remain at 72 percent and 28 percent respectively during FY2020.

Table 4.6: Overview of Provincial Budgets Rs Billion
ltems Punjab Sindh Khyber Balochistan Total
Pakhtunkhwa
FY2019 | FY2020 | FY2019 | FY2020 | FY2019 | FY20207 FY2019 | FY2020 | FY2019 | FY2020
RE BE RE BE RE BE RE BE RE BE
A. Tax Revenue 1,406.5 1,898.9 789.7| 1,027.6 _ 398.8 | 540.7| 2325 2959 2,827.5 3,763.1
Provincial Taxes 209p 29500 2215 2665 19.8 33.0 8.4 14.7| 458.7| 609.2
GST on Services (transferred 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
by Federal Govt)
Share in Federal Taxes 1,197.5,603.9 568.2 76L1d| 379.00 507.7| 2241 281.2] 2,368.8 3,153.9
B. Non-Tax Revenue 472 583 67.3 76.1 39.9 46.0 18.1 332 1725 2136
C. All Others 422 -29.7 66.3 21.8 60.7| 202.1 5.8 35| 1750 197.7
Total Revenues (A+B+C) 1,495.p 1,927.5, 9233| 1,125.5  499.4| 788.8| 256.4| 332.6| 3,175.0] 4,174.4
a) Current Expenditure 1,225.0..1,298.8 | 751.8| 870.2| 4118 526.3] 2304 257.4| 2,619.00 2,952.7
b) Development 227/9| #350.0| 4230.9] 360.2] 1756/ 319.0 49.1 108.1 683.5 1,137.3
Expenditure
Total Exp (a+b) 14529 1,648.8 982.7| 1,230.4 587.4 8453 279.5 365.5 3,302.5 4,090.0

Source: Provincial Finance WingyFinance Division.

Overall provincial revenue receipts are estimated to increase by 31.5 percent to reach Rs
4,174.4 billion in FY2020 as compared to the revised estimates of Rs 3,175.0 billion during
FY2019. Tax revenues accounting for 90 percent of total provincial revenues are expected to
remain at Rs 3,763.1 billion in FY2020 which are 33.1 percent higher than last year’s
revised estimates. Whereas, non-tax revenues are budgeted to be at Rs 213.6 billion during
FY2020 which are 23.8 percent higher than the revised estimates of Rs 172.5 billion in
FY2019.

Allocation of Revenues between Federal Government and Provinces

According to the distribution of resources structured by the 7th NFC Award, the net
transfers to provinces are Rs 3,410.7 billion in the budget estimates FY2020 indicating an
increase of 32.8 percent over revised estimates in FY2019.
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Table 4.7: Transfers to Provinces (NET) Rs billion
FY2012 FY2013 FY2014 FY2015 FY2014 FY20171 FY201B FY2019 FY2020
R.E B.E
Divisible Pool 1,063.1 1,117.5 1,287.4 1,476.6 1,751.5 1,996.3 2,230.1 2,368.8 3,153.8
Straight Transfer 145.6 103.5 124.4 97.4 100.4 125.1 86.0 93.8 100.8
GST on services - 83.7 1.5 0.7 0.1
Special Grants/ 53.9 61.2 53.8 33.7 32.6 23.4 26.5 28.1 96.5
Subventions
Project Aid 47.8 71.3 85.2 61.9 60.2 77.9 133.1 114.0 112.4
Program Loans 4.6 4.2 59.1 18.1 29.6 15.9 26.5 52.8 50.7
Japanese Grant 01 0.0 0.0 0.0 0.0 0.0 4.5 0.0
Total Transfer to 1,315.0 1,441.5 1,611.5 1,688.4| 1,974.3 2,238.5 2,502.2 2,662.0 3,514.2
Province
Interest Payment 12.9 14.8 14.1 13.3 9.8 13.6 16.2 22.9 24.1
Loan Repayment 36.1L 32.1 38.7 38.6 47.8 17.3 55.1 71.4 79.4
Transfer to 1,266.0 1,394.5 1,558.8 1,636.6 1,916.8 2,177.6 2,430.9 2,567.7 3,410.7
Province(Net)

Source: Various issues of Budget in Brief.

The provincial share in federal taxes and straight transfers to“provinces are budgeted to
increase by 32.2 percent to reach Rs 3,255 billion_during FY2020 against the revised
estimates of Rs 2,463 billion in FY2019.

Provincial Fiscal Operations

During FY2019, total revenues of provinces grew by 2.0 percent to Rs 2,995.9 billion
against Rs 2,938.5 billion in FY2018. The slowdown in revenue growth stemmed from weak
growth in the provincial taxes, the decline in non-tax revenues and federal loans and grants.

Table 4.8: Overview of Provincial Fiscal Operation Rs billion
Iltems FY2012 | FY2013| FY2014|/ FY2015 FY2014 FY201y FY2018 FY2019 Jul-Mar

FY2019 [ FY2020
Tax 1,197.1 1,365.7 1,596.2 1;74415 2,14%.4 2,247.6 2,6[18.8 2,799.6 2]066.9 2,252.8
Revenue
Provincial 107.2 150.7 1900 205.8 2833 321.8 400L.4 401.8 2B7.7 321.2
Taxes
Share in 1,089.9 1,215.0 1,406.8 1,538{7 1,862.2 1,965.8 2,2117.4 2,897.8 1]779.1 1931.6
Federal
Taxes
Non-Tax 48.0 71.3 49.4 75.4 93.8 79/5 144.7 86.3 66.3 79.6
Revenue
All Others 88.9 107.4 121.8 82. 55.1L 61|2 173.0 11D.0 g6.1 134.9
Total 1,334.0 1,544.4 1,767 .4 1,902|4 2,298.9 2,438.2 2,9B8.5 2,995.9 2]198.3 2,467.4
Revenues
Current 980.6 1,110.0 1,187.4 1,400|1 1,559.8 1,739.3 2,080.7 2,350.8 1/630.0 1741.8
Expenditure
Development 375.4 3715 430.5 498.8 592}4 853.2 88p.1 506.2 2[76.0 382.0
Expenditure
(PSDP)
Total Exp 1,356.1 1,481.6 1,617.9 1,898{9 2,152.2 2,591.5 2,960.9 2,857.0 1]/906.0 2,123.8
Source: Fiscal Operations (various issues), Budget Wing

Provincial taxes withessed a marginal growth of 0.1 percent to reach Rs 401.8 billion in
FY2019 compared to Rs 401.4 billion in FY2018. Within provincial taxes, the collection
from property taxes, stamp duty, excise duties and other sources grew by 26.6 percent, 12.2
percent, 8.4 percent and 14.2 percent, respectively. In contrast, the collection from General
Sales Tax on Services (GSTS) posted a sharp decline of 9.4 percent, which more than offset
the healthy collection from other components under provincial taxes.
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Fig: 4.8- Composition of Provincial Revenues (Rs billion)
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On the other hand, tHederal government was able to transfer. 8.1 percent more funds to the
provinces from the divisible pool. In absolute terms, it increased to Rs 2,397.8 billion in
FY2019 against Rs 2,217.4 billion during FY2018./Non-tax revenues witnessed a sharp
decline of 41.2 percent to stand at Rs 86.3 billiop~during FY2019 as compared to Rs 146.7
billion in FY2018. The major factor responsible for significant decline in non-tax revenue
was the reduction in profit from hydroelectricity which stood at Rs 21.1 billion during
FY2019 against Rs 61.3 billion recorded in FY2018.

The share of federal transfers stood at 80,percent while provincial own revenue receipts (tax
and non-tax) contributed 16.3 percent in total revenues during FY20109.

Fig:4:9-Contribution in Total Revenues
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The growth in provincial expenditures witnessed a significant decline during FY2019 which
was largely attributable to a sharp decline in development spending and sluggish growth in
current expenditures as compared to the preceding year. Total provincial expenditures stood
at Rs 2,857.0 billion during FY2019 against Rs 2,960.9 billion in the comparable period of
FY2018, thus posting a decline of 3.5 percent. Within total expenditures, current
expenditures grew by 13 percent to stand at Rs 2,350.8 billion in FY2019 against Rs 2,080.7
billion during FY2018. While development expenditures reduced significantly by 42.5
percent to Rs 506.8 billion during FY2019 as compared to Rs 880.1 billion in FY2018.
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The provinces posted a cumulative surplus of Rs 190.0 billion during FY2019 against the
deficit of Rs 17.5 billion in FY2018. Punjab posted a record surplus of Rs 122.3 billion
followed by Sindh (Rs 42.1 billion), Balochistan (Rs 19.1 billion) and KP (Rs 6.6 billion).

Performance during July-March, FY2020

Fiscal consolidation efforts followed by the provinces have paid off in terms of posting a
higher surplus. All the four provinces generated a cumulative surplus of Rs 394.1 billion
during July-March, FY2020 against the surplus of Rs 291.6 billion in the same period of
FY2019. Punjab and Balochistan contributed the most to this surplus with Rs 122.6 billion
and Rs 106.3 billion respectively.

The higher surplus was achieved on the back of healthy growth in total revenues that grew
by 12.2 percent to reach Rs 2,467.4 billion as compared with. Rs 2,198.3 billion in the

comparable period last year. Despite a significant part of provincial.revenues stemmed from
the federal side in the form of provincial share and federal loans‘and transfers, provincial
own revenues receipts (provincial taxes and non-tax) havesalso performed better in nine
months of the current fiscal year.

Out of total revenues, tax revenues grew by 9 percent'to Rs 2,252.8 billion during July-
March, FY2020 against Rs 2,066.9 billion in_the same period of FY2019. Within tax
revenues, federal transfers grew by 8.6 percent, while provincial taxes increased by 11.6
percent. Under provincial taxes, collection from.property taxes and the general sales tax on
services (GSTS) grew by 23.9 percentiand 19.7 percent respectively. In particular, GSTS
remained one of the major revenue spinners as it posted positive growth during July-March,
FY2020 against the decline of 4.7 percent last year. In contrast, the collections from excise
duty and motor vehicle taxes decreased in response to lower growth in the production of cars
and motorcycles during the period.under review.

Non-tax revenues withessed a sharp rise durinditstenine months of theurrent fiscal

year against the decline recorded in the comparable period last year. It grew by 21.9 percent
to Rs 79.6 billien, duringyJuly-March, FY2020 against Rs 65.3 billion in the comparable
period last year. Thevincrease in non-tax revenue has been realized on account of profits
from hydroelectricity‘and irrigation.

Consequently, with thesignificant rise in provincial taxes and non-tax revenues, the
provincial own revenue collection grew sharply by 13.5 percent during July-March, FY2020
against the decline of 13.2 percent in the comparable period of FY2019.

On the other hand, total provincial expenditures grew by 11.4 percent during July-March,
FY2020 and stood at Rs 2,123.8 billion against Rs 1,906.0 billion in the same period last
year. The rise in expenditures has been observed on the baclsighifecant rise in
development spending during the current fiscal year.

Development expenditure grew by 38.4 percent during July- March, FY2020 against the
negative growth of 52.2 percent recorded in the same period last year. In absolute terms,
development expenditures stood at Rs 382.0 billion during July-March, FY2020 as
compared with Rs 276.0 billion in the comparable period of FY2019. A significant part of
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the development expenditure has been allocated to economic affairs, mainly to construction
and transport, agriculture and food.

Conversely, current expenditures witnessed a slow growth and increased by 6.9 percent
during thefirst nine months of current fiscal year relative to 13.8 percent growth recorded in
the same period of last year. In absolute terms, it increased to Rs 1,741.8 billion against
Rs 1,630.0 billion last year.

Public Financial Management Reforms in the Federal Government

In FY2020, Government of Pakistan continued its agenda for reforms in Public Financial
Management (PFM). In this regard, a major breakthrough iprtiraulgation of the Public
Finance Management Act, 2019. This piece of legislation was long overdue as Article 79 of
the constitution of Islamic Republic of Pakistan makes it mandatory to manage public
finances through an Act of Parliament.

The Act envisages strengthening management of public finances with the view to improving
definition and implementation of fiscal policy for hetter maecroeconomic management, to
clarify institutional responsibilities related to financial management, and to strengthen
budgetary management. Major thematic areas of the Act include efficient maintenance of
public resources/ assets to optimize utilization; effective cash management and precise cash
forecasting and institutional integration of .eoncerned public entities to mitigate risks
associated with fiscal performance and debt management. The Act also envisages to
incorporate international best practices inpublic accounting to reduce discrepancies in
financial records, in making performance-based budgeting, and to enhance transparency in
budget making hence increasing the role of Parliament in oversight and accountability of
economic decision making.

To implement the®PFM Act, 2019 in letter and spirit, the government has notified a Cash
Management and Treasury Single Account (TSA) Policy, 2019-29. This policy provides the
framework for operationalization of cash consolidation to facilitate federal government to
utilize idle cash held outside public coffers.

In order to make PFM reforms a holistic exercise, various other initiatives have already been
taken which include thgradual introduction of high-end information technology (IT) to
automate Public Procurements with an end-to-end integration esitayment system,
completely shifting the mode of transaction for payments of pays and pensions of
Government employees from manual to Direct Credit Scheme (DCS), alignment of human
resource data of health and education sectors with respective financial data in an IT- enabled
ecosystem, thentroduction of Management Information System (MIS) for auditing health
and education sectors, development of Open Public Finance Data Portal for increased citizen
access to key fiscal information on health and education sectors, and inclusion of provincial
governments in PFM reforms through providing performance grants agaiashibgement

of numerous fiscal performance indicators. Finance Division is leading the implementation
of the aforementioned PFM reforms’ initiatives, and it is expected to be completed by the
end of FY2021.
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Conclusion

With the government’s stringent fiscal strategy, the imbalances in fiscal accounts reverted to
the path of fiscal discipline and fiscal consolidation. Efforts to improve the revenues through

comprehensive tax measures and administrative reforms along with expenditure
rationalization paid off in terms of a significant decline infieeal deficit. The government

has successfully brought down the fiscal deficit to 4.0 percent of GDP during July-March,

FY2020 against 5.1 percent of GDP in the comparable period last year. Similarly, the
primary balance posted a surplus of Rs 194 billion during July-March, FY2020 against the
deficit of Rs 463 billion.

However, the COVID-19 pandemic has altered the near-term outlook. It has brought
significant challenges for the economy; in particular, fiscal accounts, which have continued
to improve substantially, are expected to come under significant, pressure. At present, the
government is increasing the expenditures on public health and strengthening social safety
net programs, along with introducing various other measures to"lessen the impact of the
COVID-19 on theeconomy. Resultantly, the budget will therefore temporarily deviate from
the initial target. Similarly, achieving revenue targets of both tax and non-tax segments
would be challenging due to disruption in economic activity. Hence, the budget deficit is
expected to exceed the target set for FY2020.
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A sound and efficient financial system plays a vital role in economic growth and
development of the country. In fact, it helps to convert savings into investment. It provides a
secure platform for carrying out economic transactions and helps in a smooth and quick
transmission of changes in monetary policy stance to the real. economy. On the other hand,
an underdeveloped financial system not only disrupts finanecial intermediation but can also
undermine the efficacy of monetary policy, intensifies capital flight and pressures on
exchange rate, and prolongs economic downturn.

The COVID-19 pandemic has triggered an unprecedented human and health crisis. In an
attempt to contain the spread of the virus, necessary measures, including lockdowns and
social distancing, have restricted the economic activity, which in turn, may have
implications for financial stability. In the wake*of COVID-19 outbreak, market volatility
spiked and borrowing costs have soared, particularly in risky credit markets. Emerging and
frontier markets have witnessed, the sharpest portfolio flow reversal on record.
Consequently, it has increased the risk.that borrower’s inability to service their debts would
put pressure on banks, leading teo strains on credit markets.

Thus, within three months;the»2020 outlook has shifted from the expected growth of more
than 3 percent globally to‘a sharp contraction of negative 3 percent, much worse than the
output loss seen duringithe2008-09 global financial crsisextended period of disruption

in the financial market may lead to a credit crunch for non-financial borrowers, further
intensifying the economic downturn.

Weakening economic activity and increased downside risks buffeted by the outbreak of
COVID-19 have prompted the countries across the globe to take swift actions. In this regard,
central banks globally have taken bold and decisive actions by easing monetary policy and
using unconventional monetary policy tools, including assets purchases and providing
liquidity to the financial system in an effort to lean against the tightening in financial
conditions and maintain the flow of credit to the economy. Policy rates are now near zero in
many advanced economies.

Before the outbreak of COVID-19, there were signs of recovery in Pakistan’s economy
primarily reflecting the cumulative effect of stabilization and regulatory measures taken
during the current financial year. Inflation has started to fall after reaching its peak in
January 2020. This improvement is now subject to risks arising from the global and the
domestic spread of COVID-19.

! World Economic Outlook IMF, April 2020
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State Bank of Pakistan (SBP) introduced various measures to mitigate the adverse
on public and economylhe focu: is on reducing the impact of COVID8 on economi
growth and employmérand ensuring the stability the banking and payment syste

Monetary Policy Stance

The SBP adopted tighdolicy stance througho
FY2019 in order to contain the demand press
and anchomflation expectations. The ficy rate
was increased by cumulative 575 bps in
decisions taken during the yeiAt the start of
current fiscal year, SBP raised the cy rate by
100 bps to 13.25 percentdnly FY2020, keeping
in view the high inflationary pressures frc
exchange rate depreciation and the expe
increase in short-termflation due to adjustmen
in utility prices and other measures announce
Budget FY2020. The policy rate remaine
unchanged at 13.25 percent in subseq
monetary policy meetings held in Septeml
November and January.

Table-5.1: Policy Rate

With the outbreak of COVIEL9, which«changed 17" mar-20

global aad domestic economic landsce SBP
has changed its policy asice in March 202

when Monetary Policy @mmittee’ (MPC. in its 15" May-20 till date

w.ef Policy rate
Jan-15 8.5
Mar-15 8.0
May-15 6.5
Sep-15 6.0
May-16 5.75
Jan-18 6.0
May-18 6.5
Jul-18 7.5
Oct-18 8.5
Dec<18 10.0
Feb-19 10.25
Apr-19 10.75
May-19 12.25
Jul-19 13.25
12.50
24" Mar-20 11.00
16" Apr-20 9.00
8.00

meeting held on 17th March®2020,/decidec Source: State Bank of Pakistan

reducepolicy rate from 13.25 to 12. percent.

The decision primarily based on the expectations of lower inflation in near future
backdrop ofdeceleration in‘domestic food prices, sharp fall in global oil price sustained

improvements in the curreatcount

16

Fig-5.1:Trend in Key Policy Indicators
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The COVID-19 pandemic caused a slowdown in economic activity and increased
uncertainty about the future. So, in order to mitigate likely impact of Coronavirus on
economy, MPC cut policy rate by 150 bps to 11 percent during the same month. The
worsening outlook for global and domestic scenario convinced MPC to cut the policy rate in
April 2020 by a further 200 bps to 9 percent. However, SBP has further reduced the policy
rate by 100 bps to 8 percent in light of improved inflation outlook in May 2020. A
cumulative cut in policy rate by 525 bps in two months is expected to provide cushion to
growth and employment, and support for recovery as pandemic subsides.

Other Measures by State Bank of Pakistan to fight COVID-19

Amid the growing concerns of COVID-19 pandemic related to the safety of the public,
economic impact, and financial stability, SBP has taken a number of regulatory relief
measures. Following are the salient features:

i. To support the workers and employees, a temporary Refinance Scheme for Payment of
Wages and Salaries to the Workers and Employees. of, Business Concerns has been
announced under which:

a) Loans to businesses that commit to not lay.eif workers for the next three months will
be available to finance 3 months of wages from April to June 2020.

b) The SBP will finance up to 100 percent of wages and salaries of businesses with an
average 3- month wage bill of up to Rs 500 million or 75 percent of 3 months wage
bill, whichever is higher with maximum financing of Rs 1 billion.

c) The end rate that will be charged fram the borrowers will be up to 5 percent p.a. Tax
filers would be eligible for 2 percent subsidy and will be charged an interest rate of 3
percent.

ii. For manufacturing, SBP announced a 'Temporary Economic Refinance Facility (TERF)'
and its Shariah compliant version to stimulate new investment. Under this scheme:

a. The SBP will refinance banks to provide financing at maximum per project to Rs 5
billion with, end-user rate of 7 percent p.a. for 10 years for setting up of new
industrial units;

b. All manufacturing industries, with the exception of power sector where SBP has
another refinance facility for renewable energy, are eligible to avail financing under
the scheme.

iii. For export-oriented industries and manufacturing concerns SBP has extended the facility
for import of raw material, spare parts and machinery.

iv. To support the health sector SBP has announced a 'Refinance Facility for Combating
COVID-19 (RFCC)', under which:

a. SBP will refinance banks to provide financing at a maximum end-user rate of 3
percent for 5 years for the purchase of equipment to detect, contain and treat the
Coronavirus;

b. Allowed financing against existing equipment and purchase of refurbished
equipment for creating special facility/isolation ward to deal with COVID-19;

c. Maximum coverage of 60 percent of civil works for setting up separate /isolation
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facility has also been enhanced to 100 percent;

d. Allowed to make Import Advance Payment and Import on Open Account, without
any limit, for the import of medical equipment, medicines and other ancillary items;

e. Enhanced financing limit of a single hospital/ medical center under its RFCC from
Rs 200 million to Rs 500 million.

To facilitate exporters and importers

a. The SBP has reduced the performance requirement from twice to one-and-a-half
times to get cheaper credit;

b. extension in time period by 6 months to meet performance requirements;
c. extension in time period to ship goods from six to twelve months;

d. relaxation in conditions for Long Term Financing Facility frem 50 percent, or USD 5
million, to 40 percent or USD 4 million for all the borrowings under LTTF during
the period January 01, 2020 to September 30, 2020

e. SBP has also allowed banks to enhance the timeperiod for realization of exports
proceeds from existing requirement of 180 days to 270 days on a case-by-case basis
where the delay is related to COVID-19.and for import of goods from existing
requirement of 120 days to 210 days;

f. Limits on advance payments for imports. increased from USD 10,000/ to USD

25,000/.
The SBP has reduced the capital conseryvation buffer by 100 basis points to 1.5 percent;

Increased the regulatory limit=on extension of credit to SMEs by 44 percent from
Rs 125 million to Rs 180 million;

Relaxation of the debt bhurden ratio for consumer loans from 50 percent to 60 percent
which will accommodate almost 2.3 million individuals;

Allowing banks to defer clients’ payment of principal on loan obligations by one year;

Relaxation of regulatory criteria for restructured/rescheduled loans for borrowers who
require relief'beyond the extension of principal repayment for one year.

Margin call requirement of 30 percent vis-a-vis banks' financing against listed shares
has been significantly reduced to 10 percent

Banks/DFls have been advised to suspend the dividend distribution for the next two
guarters, which will further increase the resilience of banking sector and improve their
ability to provide much needed credit support to the real economy.

Announced temporary regulatory measures to maintain banking system soundness and
sustain economic activity. Following are the salient features of the measures being
taken;

a. Waived all charges on fund transfers through online banking channels such as Inter
Bank Fund Transfer (IBFT) and SBP's Real Time Gross Settlement System for
customers.

b. Efficient Clearing of Cheques through (i) Direct Cheque Deposit Facility under which a
crossed cheque may be presented by payee/beneficiary directly into paying/drawee bank
and, (ii) to collect cheque from registered addresses of thusitomers upon their
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request (iii) drop box facility to drop cheques installed in selected branches.

c. Strengthening Cyber Resilience of Financial Institutions: SBP advised financial
institution that; (i) only authorized users of shill access internal IT resources (ii) to
ensure that their cyber security policies cater to risks of spying, interception, and
modification (iii) to establish dedicated Cyber Threat Intelligence Units (CTI-U) and
Emergency Response Teams (ERTSs) to minimize and control the damage resulting
from cyber security incidents (iv) caution in handling emails with suspicious/work-
related subject line, attachment, or hyperlink.

xiv. In order to minimize the risk of COVID-19 spread due to biometric verifications and
physical interactions of public at agent locations, SBP has advised following measures
to Authorized Financial Institutions(AFIs):

a. Extended deadline for Biometric Verification of Level - 1 accounts till September
30, 2020 to enable customers to open and use BB platform for financial services.

b. Allowed Authorized Financial Institutions (AFIS) to=“introduce Biometric
Verification through smart phone applications after ‘complying with NADRA's
security standards.

c. Encouraged AFIs to use digital channels forragent on-boarding with an objective of
increasing financial services access points.

Recent Monetary and Credit Developments

Broad money expanded by Rs 1,481.3 hillionduring 01 Jul-24 Apr, FY2020 compared with
Rs 540.6 billion last year. This higher money growth was due to a sharp expansion in the
NFA of the banking system, spécifically of the SBP. Net Foreign Assets (NFA) point
contribution has increased to 5 percent during the period under review compared with the
negative growth of 5.6 percent in'the same period last year. NDA point contribution stood at
3.3 percent reflecting government spending to fight against the COVID-19 spread and
provide relief to the population. Thus, overall money supply grew by 8.3 percent during the
period under review.

Table-5.2: Profile of Menetary Indicators Rs Billion
FY 2019 (Stocks) R 24-Apr-20 26-Apr-19

Net Foreign Assets(NFA) -1,507/1 893.7 -890.4
Net Domestic Assets(NDA) 19,305|6 587.6 1,431.0
Net Government Borrowing 12,336}7 911.7 825.9
Borrowing for budgetary support 11,596.5 1,02B.9 990.9

From SBP 6,691.9 -736J5 3,204.7
From Scheduled banks 4,904.6 1,76D.4 -2,213.9
Credit to Private Sector (R) 6,666[5 304.7 581.0
Credit to PSEs 1,394.p -10|6 312.1
Broad Money 17,798.% 1,481(3 540.6
Reserve Money 6,573.4 5491 488.0

Growth in M2 (%) 11.3 8.1 3.4

Reserve Money Growth (%) 199 8.4 8.9
R: Revised

Source: Weekly Profile of Monetary Aggregates, State Bank of Pakistan

Reserve money grew by 8.4 percent (Rs 549.1 billion) during 01 Jul-24 Apr, FY2020 as
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compared to 8.9 percenRg 488 billion) during the comparable period last y The
increase in reserve money has been observed on accca substantialise in SBP’s NFA
The NFA of SBP increased by Rs 902.7 billion during 0: — 24 Apr, FY2020 against
sharp contraction of R&43.8 billion in the same period last year. On the othed, NDA
of SBP declined by R853.7 billion against the increase Rs 1,231.8 billion during th:
corresponding period last yeas government has discontinued its borrowing from

Within broad money, thBIFA of the banking sectexpanded by Rs 893billion during01

July-24 Apr, FY202@&gainst the contracticof Rs 890.4 billion in the sanperiod last yea

The increase in NFA reflects the improvementhe countrys external account (relative
high remittances inflows, higher foreign investment, and increase in loan disburs
from the IMF Extended Fund Facility (EFF), activation of the Saudi oil facility, and

commitments of support from multilateral arilateral partners). While thexpansion irnet
domestic assets remained moderate and st Rs 587.illion against the expansion Rs
1,431 billion in the corresponding period last y. The growth in NDAdecelerate due to
low growth in credit to pwiate sector (PSC) and net retirement of credifpublic sector
enterprises (PSESs), reflectititge economic slowdown.

During FY2020, broad money (M2) witnessed™aniexpansion of Rs 1,481.3
(8.3 percent) during 01 JuB4 Apr, FY2020 against the irease of Rs 540.6 billic
(3.4 percent) in the comparable period lastyear. The expaduring FY2C20 so far has
been driven by aubstantial ris in NFA, whereagdNDA of the banking system show
deceleration.

Fig-5.2: NetsForeign Asset
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Credit to privatesector (CPS flows stood at R$93.5 billion during FY2019 again
Rs 775.5 billion last year. CPstood at Rs 304.7 billion during 01 4- Apr, FY2020 a:
compared tathe expansion of R581 billion in the corresponding perioAs a part of
stabilization measures, SBP inity increased the policy rate to contain the denpressure
and to improve inflation outlook. Consequently, slowdown in economic activities an
cost of borrowing triggered decreas in credit demand.

During 01 Jul24 Apr FY2020,Credit to Public SectoEnterprises (PSEswitnessed a
retirement of Rs10.6 billion against the borrowing (Rs 312.1 billion during the samn
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period of last year.

Government Bank Borrowing

The gvernment has borroweRs 1,023.9 billion for budgetary support during 01-24
Apr, FY2020 compared tRs 990.9 billion in the same period last year. Incree
availability of funding from external and n-bank sources led to lower net budget
requirement from banking system till Febrt. 2020. An abrupt increase in budget
borrowing has been observed since the outbreak cepidemicwhich affected governme
revenues and required emergency spen

As the government had committed not to borrow from the SBP to finance its deficit
IMF’'s Extended Fund Facility (EFF) progre most of the financing neeslas met throug!
scheduled banks. dvernment has borroweRs 1,760.4 billion from scheduled banks,

opposed to net retirement Bfs 2,213.9 billion in the corresponding peri On the other
hand, Rs736.5 billion was retired to the SBP, compared to borrowirRs 3,204.7 billion
in the same period last year. Net government sector borrowing thus remaRs 911.7
billion during the period under review compared vRs825.9 hillion last ye:.

Fig-5.3: Government Borrowings(Flows).(Rs billion)
| === From SBP === From Scheduled banks —o=—Total borrowings (rh: |
5,000 - 3,750
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-3,000 L -2,250
-4,000 L -3,000
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Commodity Finance

Commodity finance refers to advances provided to government, public sector corpc
or private sector for the procurement of commodities such as cotton, rice, wheat
fertilizer, etc. The outstanding stock of commodity finance ss a negative growth of 7
percent in FY2019 and reachedRs 756.4 billion against R819.7 billion last year. I
terms of flows, commodity finan witnessed a net retirement of B3.3 billion in FY201!
as compared tan increase of R133.2 billion last yearThese retirements mainly reflect
the ease in cash flow of wheat procuring agencies, which were able to paRs 73.1
billion to the banking system during FY20
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Loans for commodity finance observed a net retiremeRs 116.5 billion during 01 J-24
Apr, FY2020 as comparedith the net retirement of RE66.7<billion.in the correspondi
period last year. The outstanding stock of commodity financing stcRs639.9 billior as
on 24 Apr, FY2020 asompared t(Rs 652.9 billion in the same peritabt yeal

During JulMar, FY2020, loans for wheat financing recor a net retirement cRs 109.4
billion compared to the retirement Rs 174.1 billion in the corresponding period of |
year. The outstanding stock of wheat eased to R$44.8 billion compared Rs 553.2
billion in the same period of last ye

The fertilizer financing observed a net retiremenRs 3.3 billion during Ji--Mar, FY2020
compared to the borrowing (Rs /5.2, billion in the corresponding period cast year.
Whereas, financing for sugar.sector shows the borrowil Rs 6.2 billion against th
borrowing of R2.7 billion in the same period of last year. Rice financing also observi
retirement of R$.84 billion.during the period under review aimparedto the borrowing
of Rs 0.08 billion last year: Retirement of wheat is one of the major contributors
contraction in loans faricommodity finance, others are fertilizer and

Credit to Private Sector?

Private sector credit remained subdand reached to R&93.5 billion in FY2019 compare
with Rs775.5 billion in FY2018. Decrease in credit demand was primarily due to the
economic activities in the industrial sector and decline in img

The growth in private sector credit (PSC) derated, reflecting the slowdown in dome:
economic activities along with the higher cost of borrowing and lately due to susj
production activities ami€OVID-19 lockdown which resulted in a halt in repayme¢ The
overall credit to private sectoritnessed an expansion of B&4.7 billion during 01 Ji— 24
Apr FY2020, which is substantially lower than the expansion of R$81 billion in the
corresponding period of FA019. On average, it has posted a growth of 4.6 percent a
the growth of 9.percent in the previous yeiOn Year-on-Year (YoY)pasis, it has shown
growth of 6.4 percent as on" April, FY2020.

?slamic Financing, Advances (against Murat etc), Inventories and other related Items previously reported under Other Asse
been reclassified as credit to private sector.
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Fig-5.5: Credit to Private Sector
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Sectoral Analysis
Table: 5.3 - Credit to Private Sector* Rs Billion
Sectors End Month Stocks Jul-Mar (Flows) Average (Jul-Mar)
Growth Rates
June-18 | March-19 | Junel94 March-20 | FY2019 [ FY2020 | FY2019 [ FY2020
Overall Credit (1to5) 5,481.9 6,0698| 6,086.6 6,291.9 587.8 205.3 10.7 34
1. Loansto Private Sector Business |  4,594.7 51494, 51735 5,360.8 554.7 187.3 12.1 3.6
A. Agriculture 305.5 295.8 301.5 286.3 -9.7 -15.2 -3.2 -5.0
B. Mining and Quarrying 42.7 55.3 68.0 75.9 12.6 7.9 29.4 11.7
C. Manufacturing 2,707.¢ 3;159:6 3,128.9 3,366.6 452.0 237.7] 16.7 7.6
D. Textiles 8074 980.8 919.6 1,111.1 173.9 191.5 215 20.8
E. Electricity, gas and water suppl 399t 458.7 484.0 531.4 59.1 47.4 14.8 9.8
F. Construction 164 .4 152.6 153.7 124.3 -11.8 -29.4 -7.1 -19.1
G. Commerce and Trade 3774« 434.1 477.3 433.8 57.1 -43.5 15.2 9.1
H. Transport, storage and 234.; 230.9 106.6 118.8 -3.2 12.2 -1.4 11.4
Communications
I. Other private business n.e.c 45.0 49.9 69.2 50.4 5.0 -18.8 11.0 -27.2
2. Trust Fundsand NPOs 19.3 18.0 185 184 -1.3 -0.1 -6.7 -0.5
3. Personal 606.2 655.7 674.3 708.1 495 33.8 82 5.0
4. Others 4.0 5.0 32 15 1.0 -1.7 245 -53.2
5. Investment in Security & Shares 257.7 2416 217.2 203.2 -16.0 -14.0 -6.2 -6.5
of Private Sector

* The sector-wise data for FY2019 and 7020 may not be fully comparable, as the flows for H1-FY201%ased on ISIC 3.1 where
the flows for H1-FY2@0 are based on ISIC 4.0 classificat

Source: State Bank of Pakistan

Due to the slowdown in the economic activity, overall credit remained subdued
percent and stood at RX05.3 billior during Jul-Mar FY2020Private Sector Business
(PSBs), received 91 8ercent of overall credit and amountecRs 187.3billion during the
period under reviewSectors which posted the higher credit expansion include Minin
Quarrying (11.7 percentjollowed by Transport, Storage and Communication (1.
percent) Electricity, Gas and Water Supply (9.8 percent) and Manufacturing (7.6 perc
which, Textiles (20.8 percen
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Table5.4: Loans* to Private Sector Businesses** Billion Rupees
Description Total credit Working capital | Fixed investment | Trade financing
(Jul-Mar) | Qul-Mar) | (Jul-Mar) | (Jul-Mar) | (Jul-Mar) | (Jul-Mar) | (Jul-Mar) | (Jul-Mar)
FY2019 | FY2020 | FY2019 | FY2020 | FY2019 | FY2020 | FY2019 | FY2020
Total loans to private 5541 187.3 369.C 28.8 83.1 (5.2) 1025 163.8
businesses
of which
1) Manufacturing 4520 237.4 290.8 42.9 51.6 19.1 109.4 175.7
Textiles 1739 1915 101.§ 42.3 19.0 26.2 53.] 123.0
Chemicals 211 (7.4 16.0 (14.5 (0.1) 1.3 5.1 5.7
Paper and paper productd 1.1(10.7 0.8 (7.0) 0.1 (3.1) 0.2 (0.7)
Rice processing 4114 19.1 30.4 8.4 0.1 0.2 11.0 10.5
Sugar 349 494 9.0 48.7 14.1 (3.4) 11.9 4.1
Rubber and plastic products 39 1.8 2.2 (1.7) (2.3) (0.7) 3.9 4.2
2) Electricity, gas & water 59.1 47.4 15.8 45.6 48.2 3.8 (5.0 (2.0)
supply
3) Transport, storage (3.2) 12.2 8.7 19.0 (16:7 (6.9) 4.8 0.1
&Communications
4) Construction (11.8) (29.4 9.2 (18.5)a. (20u7 (9.6) (0.3 (1.3)
5) Real estate activities 22.1 2.7 12.6 35 9.6 (0.8) (0.1 -
6) Agriculture (9.7) (15.2 (1.5 (6.6) (9.2) (7.7) 1.0 (1.0)
7) Mining and Querying 12|6 7.9 7.7 (0.1) 5.6 4.7 (0.7 3.3

* Loans include advances plus bills purchased & discounted excluding foreign bills.
** The sector-wise data for FY2019 and FY2020 may not be fully comparable, as the flows for HI9FY20
are based on ISIC 3.1 whereas the flows for H1-FY2020.are based on ISIC 4.0 classification.

Source: State Bank of Pakistan

By type of finance, there was/a_deceleration in both the working capital and fixed
investment due to slowdown in.the economic activity. Working capital, which was already
lower due to weak demand,/was further depressed recently due to shut down in production
(in result of lock down) andreaeched to Rs 28.8 billion during Jul-Mar FY2020.

Strong credit demand-forsworking capital stemmed from manufacturing sector of which
major contributars,are textiles (Rs 42.3 billion), and sugar (Rs 48.7 billion). Among non-
manufacturing businesses, short-term borrowing by the power sector was noteworthy.
Another notable increase was recorded in the transport sector, whose working capital
borrowing rose by Rs 19 billion during Jul-Mar, FY2020. This mainly represents borrowing
by a deep sea port operator that is modernizing its operations.

Demand for fixed investment loans withessed a contraction of Rs 5.2 billion during Jul-Mar
FY2020 as several sectors (mainly power and chemicals) preferred to use their own sources
(deposits) to offset their long-term borrowing in an attempt to reduce the high cost of
borrowing.

Despite the slowdown in credit to private sector businesses, some sector specific
developments contributed positively. For example, cement and textile sectors have been
performing well so far on account of recovery in domestic sales and higher exports.
Moreover, the outlook seems favorable as government has allowed construction sector to
carry out their activities despite the COVID-19 pandemic to support the employment for
daily wage earners.
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In addition, the SBP has introduced a number of measures and some concessional refinance
schemes to address both the demand and supply side conditions for businesses such as
Temporary Economic Refinance Facility (TERF), Refinance Facility for Combating
COVID-19 (RFCC) and Refinance Scheme for Payment of Wages and Salaries to the
Workers and Employees of Business Concerns. All these measures are aimed at facilitating
the businesses to remain afloat during the crisis times. On the demand side, a cumulative
reduction of 525 bps in the policy rate is expected to address the high cost of borrowing
issue.

Table-5.5: Consumer Financing Rs Billion
July-March (Flows) Growth (%)*

Description FY2019 FY 2020 FY2019 FY 2020

Consumer Financing 430 155 9.0 2.9
1) For house building 8)3 -5|6 10.0 -6.1
2) For transport i.e. purchase of car 47.7 3.2 9.1 15
3) Credit cards 4.0 214 10.6 5.5
4) Consumers durable 3.2 1.1 116.9 17.1
5) Personal loans 9{8 14.4 6.1 7.9
6) Other 1.5 -0.2 197 -19.8

*Growth is calculated on the basis of Stocks.

Source: State Bank of Pakistan

During Jul-Mar FY2020 demand for consumerfinancing credit remained subdued at Rs 15.5
billion (growth of 2.9 percent) compared to Rs 43 billion (growth of 9 percent) in the same
period of last year. Consumers perceived,current fiscal year to be challenging to spend for
house building, consumer durablegauto financing and others as overall consumer confidence
remained weak with the rising inflation.»Consumer financing for transport, credit cards and
household durable items decelerated to Rs 3.2 billion, Rs 2.4 billion, Rs 1.1 billion
respectively during the period under review. The decline in consumer credit is the obvious
outcome of the demand management policies being followed in the period under review.

Consumer financing for. house building and other shows a negative growth of 6.1 percent
and 19.8 percent respectively. To promote and develop housing finance in Pakistan, SBP has
undertaken following initiatives:

= The regulatory relaxations allowed in the area of low-cost housing finance include
removal of general reserve requirement, increase in loan to value ratio, lowering of risk
weights, exemption from exposure limit on real estate etc.

= To facilitate availability of long-term affordable funding for housing to special segments
of society e.g. Widows, Transgender, special persons, SBP shall provide refinance
against subsidized low cost housing financing by banks/DFIs (conventional and Islamic).

= Assigned targets for overall housing finance portfolio to banks and targets for low cost
housing for special segments to both banks and HBFCL.

= Bank/DFI's exposure in housing finance was excluded from calculating the real estate
exposure limit (i.e., 10 percent of the aggregate of advances and investments excluding
investments in Government securities).

Monetary Liabilities
Monetary Liabilities includes currency in circulation, demand deposits, time deposits and
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resident’s foreign currency deposits. Money supply shows expansion of 8.3 percent during
01 Jul-24 Apr, FY2020 compared to 3.38 percent corresponding period last year. On YoY
basis, it posted a growth of 16.6 percent as dhapil, 2020.

Currency in Circulation (CiC)

During 01 Jul-24 Apr, FY2020, CiC has witnessed an expansion of Rs 980.3 billion (growth
of 19.8 percent) against Rs 389.5 billion (growth of 8.9 percent) comparable period of last
year. Currency-to-M2 ratio has increased to 30.8 percent as on 24th April, 2020 against 28.9
percent in the same period last year. The sharp expansion in CiC during the period under
review has been observed on account of increase in transactional demand due to higher
inflation, and government’s measures towards documentation of informal economy.
However, the rise in CiC is almost doubled after February 2020, due to lockdown across the
country as people are holding cash to meet ends. In addition;, cash disbursement under
Ehsaas program also attributed to the rise in CiC.

Table 5.6: Monetary Aggregates Rs Million
Items End June 24 April

FY?2018 FY2019 FY2019 FY 2020
A. Currency in Circulation 4,387,829 " 4,950,039 4,777,296 5,930,358
Deposit of which:
B. Other Deposits with SBP 26,963 33,636 34,102 34,981
C. Total Demand &Time Deposits in@lFCDs 11,582,872, 12,814,820 11,726,348 13,314,462
of which RFCDs 829,355 1,109,780 944,686 1,065,250
M onetary Assets Stock (M2) A+B+C 15,997,162 17,798,494 16,537,744 19,279,799
Memorandum ltems
Currency/Money Ratio 27.4 27.8 28.9 30.8
Other Deposits/Money ratio 0J2 0.2 0.2 0.2
Total Deposits/Money ratio 724 72 70.9 69.1
RFCD/Money ratio 5.2 6.2 5.7 5.5
Income Velocity of Money. 2.3 2.3 _ _

Source: State Bank of Pakistan

Deposits

Bank deposits (including demand, time and Resident Foreign Currency Deposits (RFCD))
surged to Rs 499.6 billion (growth of 3.9 percent) during the period 01 Jul-24 Apr, FY2020
as compared to Rs 144 billion (growth of 1.2 percent) in the corresponding period last year.
Both demand and time deposits increased and reached to Rs 167.7 billion and Rs 376.4
billion respectively during the period under review. High returns offered on term deposits
and recent reduction in interest rates on National Saving Scheme (NSS) instruments may
have contributed to expansion in time deposits. On the contrary, RFCDs shows contraction
of Rs 44.5 billion a reflection of gradual appreciation of PKR from end-Jun 2019, which
lowered incentive for savings in foreign currency. Another possible reason could be the
lower need of foreign currency deposits due to travel restrictions and low trading activities.

Monetary M anagement

During first quarter of CFY the interbank market observed a stint of liquidity drains as banks
‘participation in government securities auctions has increased heavily amid deposit
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withdrawals However, net retirement by private sector, PSEs and the governi
commodity procurement agencies and net injections by the SBP in the interbank
provided relief to he strain resulting to increase in net injectionsRs 1.34 trillion
compared with R4.04 trillion duringthe same period last yehr.

Table5.7: Average Outstanding Open M arket Oper ations™ Rs Billion
FY?2017 FY?2018 FY2019 FY 2020*

Full Year 1,045.8 1,228.7 (23.8) 3.14

Q1 1,094.0 1,440.9 1,035.2 1,337.7

Q2 861.3 1,530.5 (257.6) 912.8

Q3 961.1 1,123.5 (641.2) 892.4

Q4 1,267.2 813.1 (247.4) -

! The data does not include the impact of outright Ol

Note: (+) amount means n@fections. -) amount means net mop-up.
Source: State Bank of Pakistan

*. Updated upto Endarct 2018

In the second and third quarter, outstanding OMO injections remained IRs 912.8
billion and Rs 892.4 billiomespectively as comparetb,.the,preceding quarter. This may
attributedto the limited SBP’s activity in the interbank marand net retirements by tl
government to scheduled banks and SBP’s foreign exchange pu®.

Table5.8: Market Treasury bills Auctions Rs Million
Jul-Jun Jul-Mar
FY2019 Offered Accepted W.A.Rate*
Offered | Accepted [W.A Rate* | FY2019 FY2020 FY2019 FY2020 | FY2019 | FY2020
3-Months 23,757,54418,866,489 9.81114,960,868 12,790,713 13,802,53] 8,122,054 8.7 12.5
6-Months 120,484 8,929 10.37 111,444 2,420,95 6,527 1,133,16] 920 126
12-Months 29,078 500 13.2 8,870 11,467,04 0 3,966,444 0.0 124
Total 23,907,101| 18,875,917 15,081,182 26,678,714| 13,809,060( 13,221,667

*Average of maximum and minimum_ra
Source: State Bank of Pakistan

Market offered the_‘total amount oRs
26,678.714 billion for TBIlls during Ju-Mar,
FY2020 against R45,081.182 billion in th
comparable period last year. During curr
fiscal year, the government has rai
Rs 13,221.7 billion (49.6percent of the
offered amount) in the -bill's auction
compared to last year accepted amourRs
13,809.06 billion. A clear shift in banks
behavior has been observed during
auctions in the current fiscal year. Duri

Fig-5.6: Contribution of T-bills
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3First quarterly Report, FY2020 SBP
“Second quarterly Report, FY2020 SBP
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whereaghe share of 12 months rose to 30 percent (0.0 percent last year) followed
percent in 06-months.

Table 5.9: Pakistan Investment Bonds Auctions Rs Million
July-June Jul-Mar W.A Rate

PIBs Offered | Accepted |W.A Rate Offered Accepted

FY 2019 FY 2019 FY2020 | FY2019 FY 2020 FY2019 | FY2020
3 Years 976,869 418,85! 12.8 520,611 1,872,24 180,327 900,054 12.1 12.8
5 Years 653,189 199,68( 11.5 268,914 1,467,54 128,45] 494,894 11.0 12.4
10 Years 815,509 253,19! 13.3 328,539 1,145,14 132,231 275,183 13.0 12.1
10 Years (Floater) 706,324 311,77¢ 11.1 477,574 1,233,05 206,434 577,292 Benchmark 14.3
Maturity (PFL)* + 70 bp
15 Years - - - - - - - -
20 Years 5,000 - - 5,000 15,259 - 1,000 - -
30 Years - - - - - - - -
Total 3,156,891 1,183,510 1,600,643| 5,733,238 647,443 2,248,432

*: The benchmark for coupon rate is defined in clause 'B' of DMMD Circular No. 9 dated May 07
Note: Accepted amount include noompetitive bids as well as short caccommodation.
Source: State Bank of Pakistan

Marketoffered a total amount (Rs 5.7 trillion during JuMar, FY2020 under PIB auctiol
as compared to Rs 1#illion in the sameperiod last year. However, fixed rate Is
accepted amount stood Ris 1,671.1billion against thevoffered amount Rs 4,500.2
billion. Heavy investment of fixed rate PIBs.witnessed in 3 years as it contribute
percent of the accepted amount follo' by 29.6 pércent in 5 years, 16.5 percent in 10
and 0.1 percent in 20 years. Meanwhile, accepted floating ras amourgdto Rs 577.3
billion under 10 years maturity, 46.8 percent of offered amount. Just -bills, the
acceptances remained dretlower side, which constrained the liquidity of the -term
bonds in the secondary mar’.

Fig-5.7:Contribution of Pl Bs
HFY2019
45 4 40.0 " FY2020
0] 319
571 279 :
= 30 - 25.7
§ 25 - 19.8 220 204
r 20
Q 15 - 12.2
10 -
S5 1 0.04
o | 0.0
3Years 5Years 10Years 10 Years (Floater) 20Years
Maturity (PFL)
Source: State Bank of Pakis

Weighted Average Lending Rate (WALR) on gross disbursements also increased frc
percent in March, 201% 13.8 percent in Jan 2020 (highest in the current fiscal
making difficult for private sector to viably meetheir liquidity needs through bai
borrowings However, in the month of March 2020 WALR decreases to 12.7 pe
Similarly, Weighted Aveage Deposit Rate (WADR) offered on fresh deposits
increased from 6.5 percent March, 2019 to 7.8 percent in Jan, 208@en eventuall

®Second quarterly Report, FY2020 SBP
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declined to 6.1 percent in March 2020. Resultantly, banking spread which generally refers to
the cost of channeling funds through intermediaries and is the difference between the

lending and deposit rates increased to 6.6 percent in March 2020 from 4.2 percent in March
2019.

Table-5.10: Lending & Deposit Rates (W.A) Fig-5.8: Lending & Deposit Rates
LR DR Spread
Mar-19 10.7 6.5 4.2
Apr-19 11.2 7.6 36 || VAR >
May-19 11.6 7.4 4.2 | 4 SPREAD
Jun-19 12.4 8.3 4.1
Jul-19 13.3 8.1 52| ¢
Aug-19 13.1 9.3 3.8
Sep-19 13.5 7.7 58| 7
Oct-19 13.7 7.9 5.8 WADR
Nov-19 13.8 7.6 6.2 5
Dec-19 13.8 7.5 6.4
Jan-20 13.8 7.8 59| 3
Feb-20 13.1 6.1 6.4 9 A APSITE 2223 28] § R
Mar-20 12.7 6.1 6.6 §§§§§§’§8§§§§§
Source: State Bank of Pakistan
Financial Sector

Despite the challenges, the banking sector performed reasonably well during CY19. The
assets base of the banking sector witnessed a YoY growth of 11.7 percent, higher than the
growth of 7.3 percent in CY18. With113.0 percent (YoY) growth, investments contributed
more than 40 percent in the asset expansion during CY19. On the other hand, advances (net)
exhibited a modest growth'of 3.7 percent as compared to 22.2 percent in CY18. The
moderation in advances” was ‘due to the sluggish economic activity resulting from the
stabilization measures. adopted to contain macroeconomic vulnerabilities. The deceleration
in advances was broad-based and a visible lower financing demand was observed in textiles,
chemicals and pharmaceuticals, and cement sectors. Further, sugar and energy sector
observed deleveraging. There was higher uptake of loans by Automobiles (to finance plant
operations) and Electronics and Electrical Appliances (to finance import of raw materials).

The profitability of the banking sector rebounded as after-tax profit surged by 14.8 percent
in CY19 against the decline of 5.6 percent in CY18. The banking sector remained resilient
with Capital Adequacy Ratio (CAR) at 17.0 percent well above the local and international
minimum benchmarks of 12.5 percent and 10.5 percent, respectively.

Table 5.11: Highlights of the Banking Sector Industry

| cvyis | cvyie | cvyiz | cvyis | cyi9
Key Variables (Rshillion)
Total Assets 14,1438 15,831 18,342 19,687 21,991
Investments (net) 6,88[L 7,509 8,729 7,914 8,939
Advances (net) 4,816 5,499 6,512 7,955 8,249
Deposits 10,384 11,798 13,012 14,254 15,953
Equity 1,323 1,353 1,381 1,406 1,658
103
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Table 5.11: Highlights of the Banking Sector Industry

CY15 CY16 CY17 CY18 CY19
Profit Before Tax (ytd) 324 314 267 243 304
Profit After Tax (ytd) 199 190 158 149 171
Non-Performing Loans 60p 605 593 680 761
Non-Performing Loans (net) 91 90 76 110 141
Key FSls (Percent)
NPLs to Loans (Gross) 1144 10.1 8.4 8.0 8.6
Net NPLs to Net Loans 1P 116 1.2 1.4 1.7
Net NPLs to Capital 7.9 7.8 5.8 7.8 8.9
Provision to NPL 84.9 85.0 87.2 83.8 81.4
ROA (Before Tax) 2.5 2.] 1.6 1.3 1.5
Capital Adequacy Ratio (all banks) 17.3 16.2 15.8 16.2 17
Advances to Deposit Ratio 464 44.6 50.1 55.8 51.7

Note: Statistics of profits are on year-to-date (ytd) basis.

Source: State Bank of Pakistan

Financial Development

Financial development has shown to be one of the most robust determinants of economic
growth. Many countries have undertaken institutional reforms to build a market-oriented
financial system in the hope that transition)towards market economy will improve
productivity, Pakistan is no exception. For‘the purpose, SBP has undertaken several
regulatory and policy measures (detailthas been discussed in Box-2) to make the financial

sector more compatible and sounder.

Financial development (i.e. financial depthjraple5.12: Financial Depth

is measured by macroeconomic wariablegeyrs M 2/GDP
such as domestic credit to the private secteni1o-11 36.6
as a percentage of GDP, _money supplgo11-12 38.1
measures, and stockymarket indicators. [#012-13 39.6
table 5.12, financial depth is measured b¥013-14 39.6
M2/GDP ratio. The“ratio has shown arf014-15 41.0
increasing trend since FY2011 from 36.6 1g015-16 44.1
46.9 in FY2019, indicating more developefzgis'g 32';
and efficient financial sector in results 0.2018:19 26.9
SBP’s financial reforms. The trend i>24mApr"

continued in current fiscal year as the ratigg1g.19 43.6
has increased to 46.2 percent during 01 Ju4lg19-20 46.2

24 Apr fiscal year 2020 against 43.6 percerfource: EA Wing Calculation, Finance Division

in the comparable period last year.

Box-2: Financial Reforms

The robust performance of the banking sector and its financial soundness was contributed by
regulatory and policy reforms undertaken by SBP. Briefly, the key policy reforms are highlighted as bel

Strengthening of Regulatory and Supervisory Environment

SBP,has developed a comprehensive set of reforms to enhance supervision and resilience of the banking s

various
oW.

ystem.

104 +92 336 7801123

https://www.youtube.com/Megal.ecture



For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

Money and Credit

Regulatory Reforms

» To further align Anti Money laundering (AML) and Combating the Financing of Terrorism (CFT)|with
requirements embodied in Financial Action Task Force (FATF) following measures were taken:

» SBP updated the guidelines to enhance the understanding of Targeted Financial Sanctions (TFS)
regimes for Terrorism Financing and Proliferation Financing.

* SBP introduced “Framework for Managing Risks of Trade Based Money Laundering and Terrorist
Financing”. Pakistan is among leading countries that have issued Trade Based Money Laundering
(TBML) Framework since it is an emerging phenomenon and is important for control of FX leakages
perspective.

» The AML/CFT instructions for Exchange Companies (ECs), both category A and B were revised
comprehensively to align with FATF recommendations. In this regard, various guidelines for ECs
related to Fit and Proper Criteria, Risk Based Approach (RBA) and Compliance of Government of
Pakistan’s Notifications issued under United Nations Security Council (UNSC) Resolutions were
issued.

» SBP issued revised Framework for Risk Management in (Outsourcing Arrangements by
Financial Institutions (FIs) to address operational risk by updating‘the sections pertaining to| Group
Outsourcing, IT Outsourcing and governance of customers' confidentialvinformation. SBP contihues to
strengthen corporate Governance framework for banks. During the year, SBP advised banks to formulate a
comprehensive and transparent remuneration policy for the Chairman and other Directors. Further, along
with other features, maximum limits were introduced on Directors’,remunerations.

» Following improvements have been made in the foreign exchange regime:

* To promote ease of doing business in Pakistan, the registration of foreign borrowings/loans|and the
acquisition of services from abroad by the fresidents, have been delegated to Authorized|Dealers
subject to applicable rules and regulations.

» To facilitate the manufacturing sector and imparters cum exporters, Authorized Dealers were pllowed
to affect advance payment up to USD 254000, or equivalent thereof, per invoice on behalf of
manufacturing concerns and importers cum exporters for import of their own use only.

* SBP re-launched incentive scheme to,promote marketing of product and services related fo home
remittances, in order to encourage hame remittances through formal channels.

e In order to further facilitate freelancers and pensioners, SBP enhanced the limits for Business to
Customer (B2C) and €Customer'to Business (C2B) transactions through home remittance channel. As
per revised instructionsglimits for Freelancers have been revised from USD 1,500 to USD 25,000 per
individual per month, and.pension payments have been increased from Rs 250,000 to USD 2,500 per
individual per.month.

Supervisory Reforms
» To bring more transparency and strengthen market discipline, SBP has decided to publicly disclose
significant enforcement actions through its website.
» SBP has developed a comprehensive inspection framework for Payment Services Providers/Payment
System Operators (PSO/PSPs) and Electronic Money Institutions (EMIS) to improve supeérvision
effectiveness and identification of risks.
» The key supervisory initiative underway at SBP is the transition towards ‘Risk Based Supervisory (RBS)
Framework’
» SBP has effectively engaged banks through written/ verbal follow-ups and supervisory meetings tp ensure
AML/CFT compliance, monitoring of biometric verification status and other supervisory concerns.
Reinforcing M easuresfor Financial Stability and Systemic Risk Assessment
» The SBP in coordination with the Ministry of Finance and Securities and Exchange Commission of
Pakistan is in the process of formulating and implementing a comprehensive and well-structured Macro

®EPD Circular Letter No. 13 of 2019

"RBS is a forward-looking approach where the supervisor assesses various business areas of the financial institution, and the associated
quality of management and internal controls to identify critical risk areas to direct supervisory attention towards them. The framework has
been developed in collaboration with Toronto Centre’s (TC), which is expected to conclude by December 2020.
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prudential Framework in Pakistan and the work is in the final stages of operationalizing the overarching
National Financial Stability Council (NFS&).

» The Deposit Protection Corporation (DPC) has advised all the member banks to appropriately ipstall or
update their information systems including software(s)/ database(s) for maintaining a comprehensive
depositor-wise database. Additionally, in order to benefit from international collaborations and the rich
experience of banking resolution and deposit protection strategies around the globe, Deposit Protection
Corporation became an active member of the International Deposit Insurer Association (IADI) th 2019.

Broadening of Financial Net

The developments made on the financial inclusion front during FY2020 are as under:
National Financial Inclusion Strategy (NFIS)
* NFISExtended Action Plan 2023:

The PM Office has committed to create NFIS transformation office to ensure 100 percent digitization
of government payments, along with the commitment to provide necessary support to provincial
governments to complete the digital transformation. Moreover, SBP=is continuing to serve as NFIS
Secretariat.

* Implementation progress:

0 Asaan Mobile Account (AMA) Scheme: SBP in collaborationiwith PTA and NADRA |s
implementing the Asaan Mobile Account (AMA) Scheme to,develop an interoperable USSD platform
for accessing and usage of digital financial services from.anywhere, at arly time.

0 Micro Payment Gateway (MPG): SBP, with the assistance of Bill & Melinda Gates Foundation|and
Karandaaz Pakistan is implementing a state of the art faster payment system known as Micro Payment
Gateway (MPG), with the objectives of further developing digital financial services, reducing reliance
on cash, and driving financial inclusion in Pakistan,

o0 Gender Mainstreaming Policy: SBP has developed a Policy i.e. “Banking on Equality: Policy to
Reduce the Gender Gap in Financial Inclusion”. It aims to introduce a gender lens within the financial
sector through identified pillars .and specific measures, to bring a shift towards women ffiendly
business practices. The policy is currently under consultation process with domestic and international
stakeholders, and defines SBP’s commitment to promote women'’s financial inclusion in the country.

» Progresson Financial Literacy Initiatives

In order to enhance the financialveducation and awareness among the low-income segment population,
SBP has taken following initiatives:

0 SBP launched the “National Financial Literacy Program (NFLP)” in 2017. Until February 29, |2020,
an accumulated number of 18,508 programs have been conducted by participating banks against the
target of 22,080 programs. Furthermore, 551,788 beneficiaries have been imparted financial education
against the target of 552,000.

0 SBP, in collaboration with National Institute of Banking and Finance (NIBAF), initiated the ro|l-out
of National Financial Literacy Program for Youth (NFLP-Y). It is a 5-year program, t0 be
implemented in 45 districts to train 1.6 million children, adolescent and youth by March 2023. Among
them, 1 million people would benefit through classroom sessions while 0.6 million students would be
trained through digital learning platform.

Source: State Bank of Pakistan

| slamic Banking
Assets of Islamic banking Industry (IBI) has grown by 23.5 percent and reached to Rs 3,284

8 The NFSC will be a joint forum of SBP, Securities & Exchange Commission of Pakistan (SECP) and Ministry of Finance (MoF) to
address financial stability related concerns.

° The Association promotes cooperation on and carries out research and development work in the fields of deposit protection, financial
stability and crises management and facilitate technical assistance on the relevant subjects.

1% The pilot phase of the scheme, commenced in September 2019, has been completed and after meeting the licensing and procedural
requirements, commercial launch of the scheme is expected shortly.
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billion in CY19 against Rs 2,658 billion (growth of 17 percent) in CY18. Apart from this,
deposits of IBI increased by 20.4 percent and reached to Rs 2,652 billion in CY19 against
Rs 2,203 billion (16.9 growth) in CY18. Market share of Islamic Banking assets and
deposits in the overall banking industry was registered at 14.9 percent and 16.6 percent,
respectively in CY19 against 13.5 and 15.5 percent, respectively in last year.

Table 5.13: Isamic Banking | ndustr

CY15 CY16 Cy17 CY18 CY19
Total Assets (Rs Billion) 1,610 1,853 2,272 2,658 3,284
Total Deposits (Rs billion) 1,37b 1,573 1,885 2,203 2,652
Share in Banks' Assets(Percent) 11.4 11.7 12.4 13.5 14.9
Share in Banks' Deposits (Percent 1B.2 13.3 14.5 15.5 16.6

Source: State Bank of Pakistan

In terms of number of providers, 22 Islamic Banking Institutions, (IBIs) (5 full-fledged
Islamic banks, 17 conventional are providing an array of«Shariah compliant products and
services through their network of 3,226 branches spread-across 120 districts of the country.
During CY19, 375 branches were added to branch, network of Islamic banking industry.
Further, Islamic Banking branches operated by conventional banks were recorded at 1,373
by end December, 2019.

IBI

Investments (net) of upsurge b\)'able 5.14: Financing Products by I slamic banks

Rs 2 billion (0.34 percent) during the perio2d€of Binancing |CY15]CY16|CY17|CY18]|CY19
under review and recorded at Rs 597 biIlid\a.l‘i:‘b""ha i4é5 1:': 1:"21 12'2 1:3
by end. December, 2019 cpmpared to 'M%sharaka 14 15.9 22 199 198
595 billion in the previous quarterllylludaralba % 5 5 5
Financing and related assets, (net) of IRf5 o0 317 347 304 333 341
witnessed expansion of Rs 77.billion (®uskaraka

percent) during the last quarter.of CY19 argdiam 58 44 28 24 26
stood at Rs 1,623 hillions Of which full-istisna 86 84 82 91 95
fledged IBs and IBBs of conventional bankSarz/Qarz-e-Hasna d0002 01 00 0.0
registered growth..0f" 4.2 and 6 percemthers 98 143 167 155 154
respectively, for financing and other relatetbtal 109 100 100 100 100
assets. Source: State Bank of Pakistan

Profit before tax of IBI was recorded at Rs 66 billion by end December, 2019 against Rs 34
billion in the same period of 2018. Profitability ratios like return on assets and return on
equity (before tax) were recorded at 2.2 percent and 34.4 percent, respectively by end
December, 2019 compared to 1.4 and 22.3 percent, respectively during the same period last
year.

In terms of mode wise financing breakup, the share of Diminishing Musharaka remained top
in overall financing of IBI followed by Musharaka and Murabaha.

Microfinance

SBP continued to take additional measures besides implementation of ongoing initiatives
aimed at enhancing financial inclusion. Moreover, regulatory guidance was also provided to
Microfinance Banks (MFBs) in a number of areas.
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As of December 2019, the microfinance — _
industry players Operated through 4’0?'E;able5.l5:M|crof|nancelndustryIndlcators

branches spread in 138 districts across th@icators Dec-18 Dec-19 | Growth
country. Although, industry’s retail networknumber of Branches 6,936,554 7,249,943 45
decreased marginally owing to increasefhtal No. of Borrowers 274,707 305,753 11.3
security and administrative requirements Sgl - portiolio 4239 4.036 a8

performance of the microfinance industry haﬁ

. . . . . _Avg. Loan Balance (Rs)
shown in the table which depicts increasirg _
trend in number of borrowers and number gfPurce: State Bank of Pakistan
branches over the period.

55,173 47,228 -14.4

Table5.16: Microfinance Banking Indicators Rs Million
Indicators Mar-19 Mar-20 Growth

No. of Branches 1,087 1,212 11
Number of Borrowers 3,371,695 3,713,374 10
Gross Loan Portfolio 201,26B 219,345 9
Deposits 236,021 239,64(1 2
Number of Depositors 36,111,999 45,800,637 27
Equity 48,443 47,399 -2
Assets 325,221 373,650 15
Borrowings 19,949 26,342 32
NPLs 3% 6% -

Source: State Bank of Pakistan

As 3rd quarter of FY2020 ended, MFBs, were successfully operating through a network of
over 1,212 retail outlets. During the periody'the combined asset base of MFBs, registered a
YoY growth of 15 percent (or Rs 48.4 billion) increasing to Rs 373.6 billion. Similarly,
gross loan portfolio of MFBs registered a growth of 9 percent to reach Rs 219.3 billion, as
compared to Rs 201.3 billionfin the corresponding period last year.

MFBs continued to provide relief to adversely influenced borrowers in eight districts
declared as calamity affected by the Government of Sindh namely Tharparkar, Umer Kot,
Sanghar, Thatta;, Jamshoro, Dadu, Badin and Kamber Shahdad Kot, microfinance banks
were advised to undertake all possible measures in line with Prudential Regulation R — 9:
‘Rescheduling/ Restructuring of Loans’. As of December 2019 MFBs collectively provided
relief of Rs 686 million to 12,892 borrowers in terms of restructuring and rescheduling of
loans.

Branchless Banking (BB) Perfor mance

During FY2020, all key indicators of branchless banking exhibited an encouraging growth.
As of Dec 2019, 13 branchless banking players were providing basic financial services
throughout the country. Performance of the BB has shown in the table below.

Table5.17: Perfor mance of BB Indicators

Indicators Mar-19 Mar-20 Growth (%)

Number of Agents 408,98D 434,192 6.2
Number of Accounts 51,809,393 48,345 517 -6.7
Deposits (Rs Million) 30,264 31,936 5.5
No. of Transaction (in Thousands) 842,267 1,092,077 29.8
Value of Transactions (Rs Million) 2,980,743 3,646,457 22.3

Source: State Bank of Pakistan
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I nitiatives for Promotion of Branchless Banking (BB)

In order to enhance the outreach of Branchless Banking operations for achieving the
objective of financial inclusion and strengthening the controls related to Money Laundering
(ML)/ Terrorist Financing (TF) risks, SBP issued revised Branchless Banking (BB)
Regulations for Financial Institutions. The Framework emphasized the prerequisites of
Simplified Due Diligence of BB Operations. Other key improvements in the Framework
include:

* Gradually phasing out of Person-to-Person (P2P) transfer by June 30, 2020
» Biometric Verification is made mandatory for all Level 1 account
» Complete Biometric verification of all legacy BB accounts

* Enhance monthly limit of BB level 1 account to Rs 200,000/~ per month

Conclusion

Proactive Fiscal and Monetary policies have stabilizedthe economy as the year progressed.
Current account deficit, foreign exchange reserves, and primary budget balance witnessed
significant improvement in FY2020. Initially, the SBP increased the policy rate to absorb the
inflationary pressure in July, FY2020. The move resulted in lower credit demand from the
private sector, which slowed down the economicractivities. While domestic production and
retail trade were adversely affected by.the stabilization efforts, they received a major blow
when the businesses were shut down amid leckdown to control the COVID-19.

The pandemic caused slowdown'in economic activity and increased uncertainty about the
future. However, as the inflationary pressures eased because of the declining oil prices and
falling demand due to pandemic,.the SBP cut the policy rate by cumulative 525 bps to 8
percent in two month. ThesSBP/has also introduced various other measures to lessen the
impact on public and econamy." 1t is expected that these measures will invigorate the
economy.
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Chapter 6

CAPITAL MARKETS AND
CORPORATE SECTOR

Capital markets mobilize domestic savings and channel them efficiently to the most
productive investments. They play an important role in economic development as they
facilitate growth in the real sector by giving producers of goods/and services, and the entities
tasked with infrastructure development, access to long-term'financing. Developed capital
markets are, therefore, essential for economic growth and prosperity.

The increasing integration of global capital markets. has made it easier for companies to
access global capital. Access to world capital markets expands investors' opportunities for
portfolio diversification. For recipient country, access to world capital markets allows
countries to borrow to smooth consumption insthe,face of adverse shocks. However, it has
been recognized that the risk of abrupt reversals in capital flows in the context of highly
open capital account may represent a<significant’cost.

Pakistan holds its position in the MS@mergding Market (EM). At least three companies
must have a market capitalization of $1.5 billion and $766 million float market
capitalization in order to be classified in"an EMs. Pakistan currently has three constituents in
MSCI Emerging market: Hahib Bank, Oil and Gas Development Company and MCB Bank
Ltd. A single deletion fromsamong the three would result into downgrading Pakistan to the
Frontier Market Index.

In the first quarter of. FY2020, Pakistan and the IMF agreed on a $6 billion 39-Month
Extended Fund Facility. (EFF) arrangement for Pakistan to reduce economic vulnerabilities
and generate balaneced growth. The government took austerity measures and the State Bank
of Pakistan (SBP) adopted a double-digit policy rate. The stabilization programme slowed
down the growth and investment. The high interest rate attracted foreign investors and
capital began flowing in to the Pakistan’s debt market. However, COVID-19 pandemic and
declining oil prices jolted the capital markets. In the face of uncertainty, foreign investors
sought shelter in the safe assets, selling their stocks and cashing in their bonds from
emerging markets, including from Pakistan. The government, SBP, and Securities and
Exchange Commission of Pakistan (SECP) took a number of measures that restored
investor’s confidence. These measures will be discussed later in this chapter.

The chapter will be covering performance of the equity market, debt market, commodity
futures market, Non-banking Financial companies, corporate sector, Islamic finance and
insurance sector in the FY2020. The chapter will also cover the reforms and regulations
introduced by the SECP, the apex regulator of the capital markets, to facilitate the capital
markets.

! Morgan Stanley Capital International
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| — Equity Market

Equity Market, usually known & stock market, is the marketplace whauelic can invest,
buy and sell shares of the companies listed. Equity market gives companies access
and investors a slice of ownership in a company with the potential to realize gains b
its future performancdzquity market determines the health of an economy to some

Global equity markets:

During FY2020, on global front, protests in Hong Kong, trade war between United
and China, departure of United Kingdom from European Union, tensions betwe
United States and Iran, falling oil prices becausa standoffbetween Saudi Arabia ai
Russia, and COVIO9 pandemic drove the investors’ emotions. Facing uncertainti
multiple fronts, almost all major global indices registered a negative grn the first nine
months of FY2020.

Table 6.1: World Indices (Jul 201¢— Mar 2020)

Country Index Index opening on Index closing_ on Percent
01.07.19 (points)»f 31.03.20 (points change
Pakistan KSELOO Inde: 33,901.58 29,231.6: -13.78%
Turkey BIST 100ndex 98,662.85 89,643.7. -9.14%
MSCI-EM MSCI Emerging Market Inde 1,055.71 848.7: -19.61%
Vietham VN30 Inde» 864.24 610.7¢ -29.33%
China Shanghai Composi 3,024.62 2,750.3! -9.07%
India Sense 39,543.73 29,468.4' -25.48%
Indonesia JCI Inde; 6,381.18 4,538.9: -28.87%
Hong Kong Hang Sen 28,904.04 23,603.4 -18.34%
Singapore STI Inde) 3,339.58 2,481.2. -25.70%
Philippines PSEi Inde; 8,011.47 5,321.2. -33.58%
Malaysia KLCI Index 1,674.91 1,350.8! -19.35%
Thailand SETnde: 1,744.13 1,125.8! -35.45%

Source: Investing.com
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Pakistan’s equity market (Developments during FY2020

The fiscal year 20120 started with the stabilizaticorogrammeof the IMF. The austerit
measures and the SBP’s double digit policy rate hurt the investors’ confidence in t
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quarter of FY2020. After the initial dip, the KSE-100 index exhibited an upward trend as
exchange rate stabilized and the economy was on a path to recovery. The index opened at
33,901.58 points on July 1st, reaching the year’s peak of 43,218.67 points on January 13th,
2020. However, as the COVID-19 was engulfing the world, capital began flowing out of the
Pakistan’s stock market.

Box item-1: Measures taken in the wake of COVID-19

In order to facilitate capital market operations in the wake of COVID-19 pandemic, the SECP introduced a
number of measures to address challenges being faced by the capital markets participants. Thegse are as
follows:

(i) To curtail blank selling in the stock market, which aggravated market decline, Blank Sale transagtions in
Deliverable Futures Market (DFM) were allowed only on Uptick or Zero-Plus Tick for DFM April 2020
contract in 36 securities.

(i) The duration of index-based market halts was increased from_45 minutes to 60 minutes to|provide
cooling-off period to the investors and to give sufficient time to intermediaries to deposit mark to market
(MtM ) margins, considering prevailing lockdowns across the.country.

(iii) Statutory regulatory orders (SROs) ensured the effectiveness ofitheir Business Continuity Plans (BCPs) to
deal with any crisis situation with particular emphasis“on remote uninterrupted access to the capital
market. The securities brokers were allowed to activate and operate the Disaster Recovery (DR) ferminals
for trading purposes during normal operations of the PSX:

(iv) To facilitate securities brokers in meeting any shortfall in deposit requirements against Base Mjnimum
Capital, the SECP provided relaxation to the extent of marking to market of Margin Eligible Securities
for a period of 60 days.

(v) The requirement of performing biometric verification at the time of opening of a new investor account
was relaxed due to limited physical'mobility and social distancing requirements. The same was allowed to
be performed within 90 days of'the opening of account.

(vi) To ease operational difficulties, for ‘securities brokers, alternate mode for call order recording was
specified to enable compliance while‘ensuring work from home arrangements.

(vii) Extension was granted,in the timeline for completion of system audit of securities brokers in View of
lockdowns across,the country limiting physical mobility of auditors and staff of securities brokers

Between February B(the date when first COVID-19 case was reported in Pakistan) and
March 3£, Pakistan’s KSE-100 index benchmark dived 23.75 percent and Rs 1,582.06
billion were wiped out of the market capitalization. Rupee depreciated by 8 percent against a
strengthened dollar between Feb 26 and Mar 31, which severely constrained the spending
power. However, in late March, government announced a fiscal stimulus package of Rs 1.24
trillion and the State Bank of Pakistan cut the policy rate by 425 basis points to 9 percent to
make up for the projected loss. On April™3®@020, KSE-100 closed at 34111.64, (up by
16.7 percent since March $§land market capitalization closed at Rs 6376.71 billion,
gaining Rs 755.77 billion since March®*31The KSE-100 index exhibited a modest growth

of 0.61 percent in the first ten months of the CFY, whereas market capitalization lost Rs
510.58 billion during the Jul-April FY2020 period.

The low turnover in the first quarter of FY2020 and in February indicates Investors were
unwilling to put their money at risk by acquiring the shares of a company with low share
turnover.
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Table 6.2: Month-wise performance of KSE-100 Index

Months 2018 — 2019 Months| 2019 — 2020
KSE 100 Market Turnover KSE 100 Market Turnover
index Capitalization | in shares index Capitalization | in shares
(Rs Billion) (Billions) (Rs Billion) (Billions)
Jul-18 42,712.43 8,749.52 3.7bJul-19 31,938.48 6,384.30 1.76
Aug-18 41,742.24 8,677.98 3.pAug-19 | 29,672.12 6,082.04 2.03
Sep-18 40,998.59 8,402.82 2.49Sep-19 | 32,078.85 6,406.55 2.18
Oct-18 41,649.36 8,321.42 5.080ct-19 | 34,203.68 6,690.04 4.37
Nov-18 40,496.03 8,067.38 4.16Nov-19 | 39,287.65 7,511.97 6.40
Dec-18 37,066.67 7,692.79 2.71Dec-19 | 40,735.08 7,811.81 6.45
Jan-19 40,799.52 8,124.08 3.24Jan-20 | 41,630.93 7,851.16 5.68
Feb-19 39,054.60 7,817.67 2.92Feb-20 | 37,983.62 7,094.67 291
Mar-19 38,649.34 7,868.61 2.58Mar-20 | 29,231.63 5,620.94 4.71
Apr-19 36,784.44 7,505.31 3.20Apr-20 |, 34,111.64 6,376.72 4.60
May-19 35,974.79 7,240.44 2.77May-20
Jun-19 33,901.58 6,887.30 2.57Jun-20

Source: Pakistan stock exchange (PSX)

Despite the double digit policy rate, the,upward trajectory depicted in the Figures 1 & 2

(from mid-October to January) can be attributed to timely release of PSDP funds, stable
exchange rate; and improvement in, macro indicators (trade balance, foreign direct
investment, remittances). The .freefall because of COVID-19 outbreak and subsequent
recovery is clearly visible in the figures below:

Fig-2: KSE-100 Index (Jul 2019 - Apr 2020)
45,000
40,000
35,000
30,000
25,000
20,000
1-Jul-19 1-Aug-19 1-Sep-19 1-Oct-19 1-Nov-19 1-Dec-19 1-Jan-20 1-Feb-20 1-Mar-20 1-Apr-20
Source: Pakistan Stock Exchange
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Fig-3: Pakistan Stock Exchange Market Capitalization July 2019-Apr 2020
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The total funds mobilized between July 2019 and March%2020 in the national stock
exchange amounted to Rs 250,020 million, as eompared to Rs 22,350 million in the
corresponding period last year. The significant difference is due debt amount issued, which
is Rs 230,624 million during Jul-Mar FY2020 period @s compared to Rs 14,000 million in
the same period in FY2019.

Around $ 130 million worth of securities werewoffloaded by foreign investors which were
absorbed by domestic investors.

Table 6.3: Local investors' portfolio investment (LIPI) during Jul-Mar FY 2020

GROSSBUY | | GROSS SELL NET BUY / NET BUY /
(Million) (Million) (SELL) (SELL) ($ Million)
(Rs Million)

Individuals 1,172,641.18 -1,149,832.84 22,808.34 144.36
Companies 92,210.6R -91,369.40 841|22 5.87
Banks / DFI 84,189.08 -91,563.65 -7,374/56 -48.03
NBFC 3,560.03 -3,166.6p 393.36 2.58
Mutual Funds 116,849.4p -130,417.p1 -13,567.55 -85.10
Other Organization 24,150.24 -20,202.[79 3,9471.45 25.09
Broker Proprietary Trading 364,698.28 -366,001,61 -1,308.32 -8.57
Insurance Companies 61,944.[72 -47,34Q.79 14,603.92 94.0
Lipi Net 1,920,243.65 -1,899,894.718 20,34887 130.22

Source: Pakistan Stock Exchange

The average daily trading value (T#Z)om July 2019 — March 2020 was Rs 7.13 billion

and the average daily turnover was 194.08 million shares. The average daily trading value in
futures was Rs 3.4 billion and the trading volume was 87.01 million shares. No new
company was listed with the PSX during July-Mar 2019-20, as compared to two companies
in the FY2019. It implies that companies didn’t want to take a risk by issuing &rdiRidg
uncertain economic times.

2T+2 is a shorthand fdrade date plus two days indicating when securities transactions must be settled.
3 Initial public offering
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Table 6.4: Profile of Pakistan Stock Exchange

2015-16 2016-17 2017-14 2018-19  2019-20
(il 31.03.20)
Total No. of Listed Companies 5b9 560 558 544 530
Total Listed Capital - Rs in Million 1,289,081 1,317,220 1,297,374 1,340,270 1,387,439
Total Market Capitalization - Rs in Millior] 7,588,472{209,522,358 8,665,043 6,887,301 5,620,941
New Companies Listed during the year 4 5 6 2 0
Average Daily Shares Volume — 221 363 187 164 194
(Shares in Million) (YTD)
Total Volume traded - (Million) (YTD) 55,430.30 88,599 46,532 39,943 52,843

Source: Pakistan stock exchange

Market Capitalization of each sector at Pakistan Stock Exchange as of 3March,
2020:

During July-March FY2020, a total of Rs 1,266.36 billion was wiped out from the market
capitalization of the PSX. Below is the detail of each sector:

Table 6.5: Market capitalization of each sector:

Number of Marketicap'on'| Market cap on | Percent
Sectors listed companieg 01/07/2019 03/31/2020 Change
(Rs Million) (Rs Million)
Automobile assembler 13 247,717({08 186,203.69 -24.8%
Automobile parts & accessories 09 47,103.45 38,707.71 -17.8%
Cable & electrical goods 07 25,203(75 20,757.59 -17.6%
Cement 22 306,192.39 317,594.1¢ 3.7%
Chemical 27 273,461.23 264,209.7¢ -3.4%
Close - end mutual fund 06 5,158]51 3,253.83 -36.9%
Commercial banks 20 1,284,983/50 1,013,621.54 -21.1%
Engineering 19 56,935.49 57,344.73 0.7%
Fertilizer 06 440,313.20 417,033.94 -5.3%
Food & personal care products 24 537,140.29 550,206.7] 2.4%
Glass & ceramics 11 35,787.19 31,710,.45 -11.4%
Insurance 29 136,743.45 127,078.4¢ -7.1%
Inv. banks / inv. cos./.securities cos. 30 90,59[7.53 85,656.43 -5.5%
Jute 02 123.3D 123.30 0.0%
Leasing companies 30 4,927[25 4,283.22 -13.1%
Leather & tanneries 05 18,281.82 23,614.76 29.2%
Miscellaneous 09 62,375.12 59,833.8¢ -4.1%
Modarabas 30 12,432.58 11,435.56 -8.0%
Oil & gas exploration companies 04 1,130,640.63  719,825.77 -36.3%
Oil & gas marketing companies 09 194,363.60 141,425.31 -27.2%
Paper & board 10 45,307.66 41,388.57 -8.6%
Pharmaceuticals 12 174,445(35 202,829.98 16.3%
Power generation & distribution 17 304,047(13 230,391.06 -24.2%
Refinery 04 56,227.6¢4 45,001.3§ -20.0%
Sugar & allied industries 29 57,022)22 64,451.31 13.0%
Synthetic & rayon 11 35,754.10 42,842.45 19.8%
Technology & communication 12 73,508{90 62,772.74 -14.6%
Textile composite 58 242,099.65 191,154.87 -21.0%
Textile spinning 69 41,875|0 40,515.73 -3.2%
Textile weaving 11 2,466.84 2,648.63 7.4%
116
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Table 6.5: Market capitalization of each sector:

Number of Market cap on | Market cap on | Percent

Sectors listed companieg 01/07/2019 03/31/2020 Change
(Rs Million) (Rs Million)

Tobacco 03 860,224.66 534,128.93 -37.9%
Transport 05 52,916.36 58,203.81 10.0%
Vanaspati & allied industries 06 6,854{94 6,445.37 -6.0%
Woollen 02 1,453.76 1,518.40 4.4%
Real estate investment trust 01 22,61%5.02 22,726.21 0.5%
Exchange traded funds 02 NYA 0.39 N/A
Total 6,887,300.78 5,620,940.91 -18.4%

Source: Pakistan stock exchange

Performance of selected Blue Chips:

Profit after tax, Earnings per Share (EPS), and Price earning ration (P/E) with necessary

details of some of the selected companies are given in the following table:

Table 6.6: Performance of Selected Blue Chips

Symbol Name Shares Price Market,Cap | Profit After EPS P/E
Outstanding Rs Million Tax
(Million) (Rs Million)
PAKT Pak Tobacco 255.49 1,654.99  422,837.11 12,889.22 50.45 32.81
OGDC Oil & Gas Dev. 4,300.92 76.99 331,128.47  118,385.78 27.53 2.80
NESTLE | Nestle Pakistar 45.84 6,700.00+ 303,841.99 7,354.4q 162.17 41.31
PPL Pak Petroleum| 2,720.96 71.81] 195,392.67 61,632.36 22.65 3.17
MCB MCB Bank Ltd 1,185/06+ 1149.28 176,905.74 23,976.83  20.23 7.38
ENGRO Engro Corp 576.16._/266.90 153,777.96 14,303.31 24.83 10.75
HBL Habib Bank 1,466.86. 103.23 151,423.1§ 15,064.18 10.27| 10.05
UBL United Bank 1,22417 100.81 123,409.55 19,133.74 15.63 6.45
LUCK Lucky Cement 323.37 370.70 119,875.11 10,490.22 32.44 11.43
MARI Mari Petroleum 133.4Dp 891.10 118,874.9¢ 24,327.08 182.36 4.89
FFC Fauji Fert: 1,272.23 93.01] 118,330.87 17,110.49 13.45 6.92
COLG Colgate Palm 57.84 2,049.00 117,911.59 3,510.80 61.01 33.59
PMPK Philip Morris 61.58 1,795.11 110,543.49 -1,979.99 -32.15 -55.83
Pak.
HUBC Hub Power Co. 1,297.15 68.27 88,556.73 8,036.98 6.20f 11.02
MEBL Meezan Bank 1,286.11  65.09 83,713.0 15,232.01 11.84 5.50
ABL Allied Bank Ltd 1,145.07 71.12 81,437.64 14,112.91 12.32 5.77
KEL K-Electric Ltd. 27,615.19 2.83 78,150.94 17,273.61 0.63 452
EFERT Engro Fert. 1,335.29 57.66 76,993.36 14,303.31 10.71 5.38
POL Pak Oilfields 283.86 262.21 74,429.64 16,871.7Q0 59.44 4.41
SCBPL St.Chart.Bank 3,871.68 18.84 72,940.66 16,017.44 4.14 4.55

Source: Pakistan stock exchange

Debt markets:

Debt market is the market where debt instruments are traded. It provides an additional
avenue to the corporate sector to raise funds. Due to high interest rates and appreciation in
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Pakistani rupee in terms of US dollar, international investors found Pakistan’s debt market
an attractive investment. However, after COVID-19 pandemic, money started flowing out of
the Pakistan’s debt market. The investors took out over $ 1.7 billion from T-bill investments
in the month of March 2020.

During July-March FY2020, no debt instrument was publicly placed while fifteen debt
securities were privately placed. Their break-up is given below:

Table 6.7: Debt securities

Sr. No. Type of Security No. of Issues Amount
(Rs in billions)
i. Privately Placed Commercial Papers* 7 37.6
ii. Privately Placed Term Finance Certificates** 3 19.37
iii. Privately Placed Sukuk ** 5 19.20
Total 15 76.17

* . by (i) K-Electric Limited (Rs 8.00 billion), (ii) K-Electric Limited (Rs. 9.5 billion), (iii) The Hub Power
Company Limited (Rs 5.0  hillion),(iv) TPL Corporation |“Limited (Rs 1.1 billion),
(v) K-Electric Limited (Rs 4.3 bilion, (vij K-Electric Limited (Rs 4.3 bilion) and
(vii) K-Electric Limited (Rs 5.4 billion)

** - by (i) Habib Bank Limited (Rs 12.37 billion), (ii) Askari.Bank Limited (Rs 6 billion) and (iii) Pakistan
Mortgage Refinance Company Limited (Rs 1 billion):

*** : by (i) The Hub Power Company Limited (Rs 4.5 'billion), (i) The Hub Power Company Limited (Rs 7.0
billion); (iii) Pak Elektron Limited (Rs 1.2 billion), (iv) Masood Textile Mills Limited (Rs 2.5 billion) and (v)
Meezan Bank Limited (Rs 4 billion);

Source: Securities and Exchange Commission of Pakistan

Outstanding debt issues:

As of March 31, 2020, 106 corporate debt securities were outstanding with an amount of
Rs 651.68 billion, comprising following categories:

Table 6.8: Corporate debt securities (outstanding)

Amount
Sr. No. [ Name of security No. of issues$ outstanding
(Rs in billion)

i. Sukuk 46 484.76
ii. Privately Placed Term Finance Certificates (PP-TFCs) and l|sted 43 116.99

on OTC
iii. Listed Term Finance Certificates (L-TFCs) K] 34.71
iv. Privately Placed Commercial Papers 4 15.22

Total 106 651.68

Source: Securities and Exchange Commission of Pakistan

National Saving Schemes:

The achievements made by the Central Directorate for National Savings (CDNS) in the first
nine months and initiatives in the pipeline are as under:
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Achievements of Annual Targets:-

The CDNS, being the foremost institution providing the avenue to general public to park
their savings, has been able to not only achieve the targets assigned but also surpassed the
targets by a big margin. As of 31.03.2020, the CDNS has achieved 124 percent of the gross
and 61 percent of proportionate targets.

The product basket of the National Savings Schemes (NSS) ranges from three months Short-
Term Savings Certificates (STSC) to ten years' long term Defense Savings Certificates.

Table 6.9: Product basket of the National Savings Scheme

S.No | Name of Scheme Rate of Return Maturity Period | Tax Status
(per annum)
1 Defence Savings Certificates 8.54% 10 Years Taxable
2 Special Savings Certificates/Accounts 8.10% (Average) 3 Years Taxable
3 Regular Income Certificates 8.28% 5. Years Taxable
4 Savings Account 7.00% Running Accoumpt  Taxable
5 Pensioners' Benefit Account 10.32% 10 Years Tax exempt
6 Bahbood Savings Certificates 10.32% 10 Years Tax exempt
7 Shuhada Family Welfare Account 10.32% 10 Years Tax exempt
8 National Prize Bonds (Bearer) 10.00% Perpetual Taxable
9 Premium Prize Bonds (Registered) * 7.80% Perpetual Taxable
10 Short Term Savings Certificates (STSC)
STSC 3 Months 7.80% 3 Months Taxable
STSC 6 Months 7.50% 6 Months Taxable
STSC 12 Months 6:95% 12 Months Taxable

*Effective from 10.03.2020)
Source: Central Directorate of National Savings

Scheme wise net investment.is as under:

Table 6.10: National Savings'Schemes (net investment) (Rs Million)
Name of Scheme 2015-16 2016-17 2017-18 2018-1Pp 2019-20
1 |Defence Savings 8,053.00 16,620.00 10,743.6] 57,171.04 92,892.98
Certificates
2 | National Deposit Scheme (0.26) (0.69) 0.05 (0.03) (0.01)
3 | Khaas Deposit Scheme (2.00) (51.43) (0.19) (0.04) (0.05)
4 | Special Savings Certificatgs (1,932.80) (39,344.59) (51,180.06 31,842.44 1,125.51
(Registered)
5 | Special Savings Certificatgs - (0.75) (0.55) - (0.01)
(Bearer)
6 | Regular Income Certificatds  (16,223.03}20,950.65 8,726.24 142,088.0¢ 71,637.74
7 | Bahbood Savings 63,761.01 57,432.10 45,395.28 119,573.11 77,553.90
Certificates
8 | Pensioners' Benefit Accoupt 20,645.09 18,716.71 21,504.37 43,367.37 31,186.23
9 | Savings Accounts 3,807.69 4,684.47 3,412.99 (166.22 1,327.42
10 | Special Savings Accounts 30,924.10 65,246.58 59,939.19 (132,393.53 36,478.24
11 | Mahana Amdani Accounts (63.01) (55.20) (46.70) (73.84) (72.67)
12 | Prize Bonds 123,901.93 97,791.58 101,575.64 40,432.08 (168,505.04)
13 | National Savings Bonds - - - - (137.00)
14 | Short Term Savings 157.88 2,077.37 560.55 761.00 5,879.62
Certificates
119
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Table 6.10: National Savings Schemes (net investment) (Rs Million)
Name of Scheme 2015-16 2016-17 2017-18 2018-1Pp 2019-20
15 | Premium Prize Bonds - 2,921.77 2,323.20 2,819.96 11,542.76
(Registered)
16 | Postal Life Insurance - 2,529.79 875.45 1,248.42 (541.08)
17 | Shuhda Welfare Accounts 42114 26.85
Grand Total 233,029.1 207,616.9% 203,829.13 306,712.00 160,395.40

Source: Central Directorate of National Savings

Initiatives in the Pipeline:

1) Sharia product of National Savings

2) Overseas Pakistanis Savings Certificates (“OPSCs”)

3) Launch of Rs 100,000 Premium Prize Bond (Registered)

4) Scripless issuance and introduction of registered prize bonds‘amongst all denominations
of Bearer Bonds

5) Debit Card Launch & Membership of 1-Link System

6) Automation/Computerization of remaining NSCs

[ll- Commodity futures market:

Pakistan Mercantile Exchange Limited (PMEX)the first technology driven, web-based,
demutualized multi-commodity futures exchange in Pakistan. The exchange offers a diverse
range of international commodities and financial futures, including gold, silver, crude oil,
currency pairs, as well as local agricultural products including cotton, wheat, rice and spices.

Performance of PMEX: During the.period 1 July 2019 to 31 March 2020, 2.091 million
various commodity futures contracts including gold, crude oil, US equity indices and FX
pairs worth Rs 1.75 trillion were traded on the PMEX.

IV- Non Banking Finance €ompanies

Mutual Funds: As of 29" Febfuary 2020, assets under management (AUM) of the mutual
funds stood at Rs 724.39 billion. Money Market Funds dominated the industry with the
largest share i.e.. 35.63 percent of the mutual fund industry, followed by equity funds
comprising 28.09 percent and income funds having an industry share of 24.38 percent.

Investment Advisory: Twenty-one Non-Bank Finance Companies (NBFCs) have licenses

to conduct investment advisory business in addition to asset management services, while out
of twenty-one, four NBFCs have an exclusive license for conducting investment advisory
services. As of 20 February 2020, the total discretionary/non-discretionary portfolios held

by all of the NBFCs were of Rs 230.39 billion Major highlights of the mutual fund industry
are stated below:

Table 6.11: Mutual fund industry

Description Total nqr_nber of Totgl A§§ets

Entities (Rs in billion)
Asset management / Investment advisory companies 23 39.07
Mutual Funds / Plans 305 724.39
Discretionary / non-discretionary portfolio - 230.40
Total size of the industry - 993.85

Source: Securities and Exchange Commission of Pakistan
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Box item-Il : The NBFC Reforms and Developmental Activities

The SECP has taken following initiatives to facilitate growth of the mutual fund industry and to safeguard the
investor’s interest:
= Approval granted for the launch of Pakistan’s first two Exchange-Traded Funds (ETFs).

= Detailed guidelines issued for assessing suitability and standard risk categorization of callective
investment schemes (CIS) to curb mis-selling of mutual fund products to the investors.

= Equity oriented schemes allowed to lend up to a certain percentage of net assets through $ecurities
Lending and Borrowing (SLB).

= Investments allowed in units of Exchange-Traded Funds by equity-oriented mutual funds.
= Equity-oriented mutual funds allowed to invest in exchange-traded equity future contracts.

= Investment limit for single equity CIS increased to thirty percent from ten percent through amendments to
Employees Contributory Funds (Investment in Listed Securities) Regulations, 2018.

= Reduction in regulatory fees (formation, licensing and registration of CIS, Private Funds and REIT
Schemes) applicable on NBFCs issued chNarch 2020.

= Amendments in the NBFC & NE Regulations 2008 and removal of regulatory pricing caps for AMGs.

= Approval of a new category of Credit Guarantee Company,as an NBFC that will issue guarantees for
infrastructure projects.

= Approval for incorporation of the first NBFC that will'solelysfocus on financing for SMEs.
= Approval granted for formation of the NBFC that will pravide invoice discounting facilities to SMEs.

= Exposure limits for micro-financing enhanced: forshousing and micro enterprise loan amount increased
from Rs 500,000 to Rs 1.5 million, whereas forindividual loan amount increased from Rs 200,000 to Rs
500,000.

= In the wake of COVID-19 pandemic, the maximum period of borrowing by mutual funds for redemption
purposes has been extended from existing 90 days to 365 days.

Private Equity and Venture Capital Funds Management Services:

As on 29" February 2020,the number of NBFCs licensed by the Commission to undertake
the business of private equity and venture capital fund management services stood at four.
These NBFCs successfully launched five private equity and venture capital funds, and the
combined size of these five private funds stands at Rs 6,779 million.

Voluntary Pension SchemesThe assets under management (AUM) of the voluntary
pension industry currently stand at Rs 30.15 billion as BfRbruary 2020.

Table 6.12: Voluntary pension schemes

Description Status as of 29 February, 2020
Total assets of pension industry (Rs in billion) 30.15
Total number of pension funds 19
Total number of pension fund managers 10

Source: Securities and Exchange Commission of Pakistan

Lending NBFCs: Lending NBFCs includes leasing companies, investment finance
companies, housing finance companies, discount houses and non-bank microfinance
companies. Highlights of each category are as under:
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Table 6.13: List of lending NBFCs

S.No Lending NBFC No. of companies  Growth in sectorAsset size as of

size in the first | 29" Feb, 2020

nine months of (Rs Billion)
FY2020 (%)

1 Leasing Companies 7 3.96 10.55
2 Investment Banks 12 3.52 65.41
3 Non-Bank Microfinance Companies 25 5.68 123.35
4 Real Estate Investment Trusts (REITsS): 1 (Dolmen city
- 49.23
REIT)
5 Modarabas 3B - 52.5

Source: Securities and Exchange Commission of Pakistan

V- Corporate Sector
Measures for e-Governance

Unified Online Company Registration System:In the first half of FY2019, the SECP
completed integration of its eServices with the Federal Board of Revenue (FBR) and the
Employees Old Age Benefits Institution (EOBI) at the Federal level and with Business
Registration portals of Punjab and Sindh at the Provingial level. Consequently, the SECP’s
eServices have become a One Stop Shop (OSS) for registration of a company with the
SECP, FBR, EOBI, Punjab Employees (Social Security Institution (PESSI), Sindh
Employees Social Security Institute (SESSI), Excise & Taxation Department and Labor
Department of Punjab and Excise, Taxation,& Narcotics Control Department and Labor
Department of Sindh.

Box item-ll

This landmark achievement has been recognized in the World Bank Doing Business Report 2020, improving
Pakistan’s ranking in “Startingra‘Business” indicator by 58 points from 130 last year to 72 this year. Moving
forward, the SECP plans«to extend ©SS*facility to Khyber Pakhtunkhwa and Baluchistan on the same pattern.

Integration with EMU;. The SECP took the initiative by conducting “Pilot” project of
linking the SECP’s database (CRCS) with the Anti Money Laundering software (goOAML).
The SECP is the first institution to establish such data connectivity with the FMU.

Company incorporation trend: During first nine months of FY2020, 13,875 new
companies were incorporated with the SECP. As compared to the corresponding period of
the last financial year, it represents a growth of 27 percent. Around 97 percent companies
were incorporated through the online process.

Establishment of Secured Transactions Registry for unincorporated entitiesAn
electronic Secured Transactions Registry (STR) is required to be established under the
Financial Institutions (Secured Transactions) Act, 2016 (STA) for registration of security
interest over movable assets by unincorporated entities. Federal Government has delegated
the functions of the STR to the SECP. The creation of a secured transaction registry will
facilitate small borrowers from SME and agriculture sector to secure credit from financial
institutions against their movable assets including receivables, intellectual property,
inventory, agricultural produce, petroleum or minerals, motor vehicles, etc.
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Box item-IV: Regulatory Relief to Corporate Sector to dilute impact of COVID-19 Pandemic:

To facilitate companies and businesses in dealing with the current crisis, the SECP has relaxed the 1

deadlines under Companies Act. These measures include:

i. A general extension of 30 days has been granted to companies, having FY ended on Dece
2019, for holding their Annual General Meeting and laying of financial statements before memh
approval.

ii. Companies have been directed to modify their usual planning for General Meetings and ¢
provision of video link facilities, webinar or other electronic means.

iii. Companies can circulate notices of general meetings and annual reports to members, by
electronically.

iv. Extension of 30 days has been granted to all companies in filing of statutory returns due on
March 24, 2020 without any additional fee or penal action.

V. Extension of 30 days has been granted to all companies in filing of first quarterly accounts fq
quarter ended on March 31, 2020.

Vi. In order to hold meetings of the BODs, companies have been ‘advised to prioritize public safety,
ensuring corporate compliance, and all underlying circumstances shall be given due considerat
the SECP while enforcing regulatory compliance.

vii.  Companies are encouraged to make a necessary arrangement for the use of technology and
applications in order to enable them to work from home to meet the regulatory compliance.

viii. Companies have been advised to direct their CSR activities towards prevention, detection andg
COVID-19 and ensure effective contingency planning and business continuity, while mitigating
risk to employees, customers and communities.

ix.  All companies have been allowed relief from‘the requirements contained in IFRS 9 (IAS 39, IH

egulatory

mber 31,
ers for

onsider

post or

or after

r the

while
ion by

related

cure of
health

RS for

SMEs and AFRS for SSEs) whichdrequire recording of fair value adjustments of equity instruments held

as FVPL (Fair Value through Rrofit/or Loss) in the Statement of Profit or Loss, from March 31
till June 30, 2020.

, 2020

Box item-V: Rules and Regulations:

(1) Corporate Rehabilitation Regulations, 2019

The SECP notified the, Corporate Rehabilitation Regulations, 2019 in terms of section 41 of the C
Rehabilitation Act, 2018%(CRA). The CRA provides a framework for rehabilitation and re-organizat
distressed corporate entities and their businesses

(2) Corporate Restructuring Companies Rules, 2019

Drporate
on of

Corporate Restructuring Companies Rules, 2019 is notified to provide licensing procedure for corporate

restructuring companies in terms of section 15 of the Corporate Restructuring Companies Act, 2016.

(3) Draft Financial Institutions (Secured Transactions) Rules, 2019
To give effect to the Secured Transaction Registry required to be established under the Financial In

stitutions

(Secured Transactions) Act, 2016, draft Financial Institutions (Secured Transactions Registry) Rules, 2019

have been submitted for approval of the Federal Government.

(4) Panel of Provisional Managers and Official Liquidators Regulations, 2019

The regulations came into force vide SRO 1352(1)/2019 dated November 11, 2019, and provide e
criteria for inclusion in the panel of provisional managers and official liquidators.

(5) Amendments to the Listed Companies (Buy-Back of Shares) Regulations, 2019

igibility

The SECP amended the listed Companies (Buy Back of Shares) Regulations, 2019. Pursuant to the

amendments, listed companies can buy-back their own shares after expiry of the six months from the

last issue
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of further share.

(6) Amendments to the Employees Contributory Funds (Investment in Listed Securities) Regulation
2018

The SECP amended the Employees Contributory Funds (Investment in Listed Securities) Regulations, 2018
and the transition period has been increased from one year to 3 years, so that investments by the|provident
funds or other contributory funds, which are beyond the investment limits specified in these regulations are

reduced gradually and brought in conformity with parameters of these regulations.

w

(7) Listed Companies (Code of Corporate Governance) Regulations, 2019

To facilitate businesses, the SECP revamped the corporate governance regulatory regime with a shift from,
“Mandatory” to “Comply or Explain” approach.

(8) Companies (Further Issue of Shares) Regulations, 2020

The SECP has revamped the Companies (Further issue of Shares) Regulations, 2018 and the Companies
(Further Issue of Shares) Regulations, 2020 have been notified. The revised framework is more focused and
certain conditions that were creating an extra burden on the issuers have been'removed, such as

0] Restricting more than one right issues in six months;

(i)  Statement by the Board regarding compliance of all requirements;
(i)  Requirement of declaration by the board of directors;

(iv) Requirement for preparation of the financial projections; and

(v)  Conditions for issuance of ESOS have been simplified

(9) Amendments to fourth and fifth schedules of the Companies Act, 2017

The SECP on July 29, 2019 notified certain amendments in fourth and fifth schedules of the Compabnies Act,
2017. The amendments were aimed to reduce the excessive disclosure burden and to remove impediments in
compliance with laws by the corporate sector.)

VI- Islamic Finance Industry

From July 2019 to March”2020,-one company obtained the certificate of Shariah compliance
under Shariah Governance Regulations, 2018 and also a Shariah compliance certificate for
issuance of listed sukuk,has been issued to the company. Moreover, a total of Nine Shariah
Advisors have beenwregistered with the SECP, including two private limited companies for
providing Shariah advisory services.

Shariah Advisory Committee: The SECP constituted Shariah Advisory Committee (SAC),
under section 11A of the Securities and Exchange Commission of Pakistan Act, 1997. The
committee has taken over the mandate of Shariah Advisory Board constituted in 2015.

Shariah compliant ETF: The Shariah Advisory Committee of the SECP has approved the
Shariah Compliant Exchange Traded Fund (ETF) product subject to certain conditions.

PMEX commodity Murabaha: The Shariah Advisory Committee has reviewed and
approved the PMEX commodity Murabaha transactions at the PMEX platform with an
underlying high speed diesel (HSD) commodity subject to the compliance of Shariah
principles and observance of law of the land and fulfillment of certain conditions.

VII- Insurance Sector
The insurance sector in Pakistan comprises of nine life insurers (including two family
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takaful operators), forty non-life insurers (including three general takaful operators), and one
state- owned national reinsurer. Major achievements in the insurance sector from July 2019
to March 2020 are as follows:

Regulatory Sandbox Guidelines, 2019To promote innovation in financial sector and
encourage startups, the SECP has issued the Regulatory Sandbox Guidelines, 2019. This is
Pakistan’s first regulatory sandbox in the financial services industry. The guidelines are
aimed at reducing regulatory obligations.

Centralized Insurance Repository for Life Insurers: In order to ensure collaboration
between life insurance industry and Central Depository Company (CDC), the Centralized
Insurance Repository has been launched, enabling holding of details of life insurance/ family
takaful polices issued by the insurers in dematerialized form.

Guidelines on Cyber-security Framework for Insurance Sector; 2020The SECP has
issued Guidelines on Cyber-security Framework for Insurance Sector, 2020 which stipulates
various risk management measures to ensure safe and ‘robust information technology
systems of insurance companies, data protectionsand confidentiality of private data to
maintain the confidence of policyholders in the insurance sector.

General Takaful Accounting Regulations, 2019The SECP notified the General Takaful
Accounting Regulations, 2019 through S.R.O¢ 1416(1)/2019 dat®dNe@ember, 2019.

The regulations provide the principlessbased on"which accounting and reporting of general
takaful business of general takaful operatorssand window general takaful operators shall be
made.

Financial Reporting Requirement for Family Window Takaful Operations: The SECP

has introduced financial reporting requirements for life insurance companies carrying on
window takaful operations=under.the Takaful Rules, 2012 through Circular no. 15 of 2019
dated 18 November, 2019. The*fequirements are aimed at increasing transparency and
clarity regarding the takafulroperation of the family takaful operators.

Ease of doing business (EODB) — Policy Advocacy with Revenue Authorities for
Exemption of Sales Tax from Health and Life InsuranceThe SECP has taken up the
issue of imposition of sales tax on life and health insurance with the provincial revenue
authorities with the aim to create conducive and business friendly environment for the
insurance industry in Pakistan.

Reduction in Cost of Doing BusinessWith an aim to improve ease of doing business and
to facilitate the insurance industry, the SECP reduced the fees applicable on insurance
companies and insurance brokers vide S.R.O 1226(1)/ 2019 d&tedcidber, 2019.

Implementation of Motor Third Party Liability Insurance Scheme to Compensate the
Victims of Road Accidents: Motor Third Party Liability insurance offers insurance
protection against death and bodily injury to the victims of the road traffic accidents or their
legal heirs. The law provides compensatory remedy for all such accident victims as
provisions contained in the saved Chapter VIII of the Motor Vehicles Act, 1939 make it
compulsory for all the motor vehicles owners to have the motor third party liability
insurance cover. The Insurance Division had put forward a proposal to amend the Motor
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Vehicles Act, 1939 for smooth implementation of the Motor Third Party Liability Insurance
Scheme to compensate the road accident victims. The proposed amendments are under
process and will be effective soon.

EODB - Simplification of Life Insurance Product Submission Regime Applicable on Life
Insurance Companies With the aim of bringing efficiencies in the processing of life insurance
product submission, the SECP has notified simplified submission requirements for standardized
products of the life insurers vide S.R.O 234(1)/2020.

VII - Capital Market Reforms and Developmental Activities
1. Introduction of Circuit Breaker and Market Halts

The SECP has implemented phased expansion of applicable circuit breakers on individual
scrips from existing 5 percent to 7.5 percent for improving price discovery and enabling
easy exit from the market for the investors. Further, the SECP has introduced market halts in
the stock market whereby movement of 5 percent in KSE-30 index either way would trigger
temporary suspension of trading at stock exchange to prevent irrational price fluctuations
and to give the market a cooling-off period and provide facility to brokers to deposit their
margins.

2. Introduction of Standardized Scale of Brokerage Commission

A minimum brokerage commission of 3 paisa/share or 0.15 percent of traded value,
whichever is higher, has been made effective ‘along with a maximum allowable commission
rate of 2.5 percent of traded value. Implementation of commission scale by the SECP is
aimed at ensuring quality of brokerage services provided by securities brokers.

3. Launch of Exchange-Traded Funds«(ETFs)

The ETF regulations aim to provide maximum facilitation to fund managers and market
makers through streamlined regulatory requirements based on international benchmarks.
after the introduction, of requisité governing structure, the PSX successfully launched 2
ETFs on 24 March 2020, thus providing a new, low cost and well-diversified investment
avenue for the investors.

4. Launch of Murabaha Share Financing

In order to promote Shariah complaint financing and encourage liquidity in the capital
market, the SECP approved regulatory framework for Murabaha Share Financing (MSF)
which will pave the way towards realizing the untapped potential of Shariah complaint
segment. The MFS regulatory framework will enable National Clearing Company of

Pakistan Limited (NCCPL) to launch platform which will cater to the needs of investors

willing to avail Shariah compliant modes to finance their transactions.

5. Introduction of New Brokerage Regime

In order to enhance security of investor assets with the securities brokers, regulatory
framework for a new broker regime has been introduced involving categorization of
securities brokers according to their financial resources and governance standards. Under the
revised regime, only securities brokers having requisite net worth, corporate governance &
compliance standards and rating requirements shall retain custody of investor assets.
Moreover, small sized brokerage houses shall retain limited custody of assets and
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accordingly would be subjected to reduced regulatory requirements.
6. Revamping Margin Financing (MF) Product

The SECP approved amendments in the NCCPL Regulations to remove practical difficulties
and introduce reforms in margin financing system. The brokers were allowed, where they
may extend financing to their customers by executing bilateral financing agreements with
banks, to pledge 75 percent margin financed securities by broker extending financing from
their own resources in favor of the NCCPL to meet margin requirement against exposure in
ready market subject to fulfilment of additional conditions of net worth, credit rating and
statutory auditors. The additional conditions include net worth of more than Rs 250 million,
minimum credit rating i.e. long term (A-) or short term (A2) rating and having statutory
auditor of Category ‘A’ from the SBP Panel of Auditors.

7. Rationalization of Fee Structure of Frontline Regulators

The SECP has reduced market costs and rationalized fee structures of the Pakistan Stock
Exchange (PSX), Central Depository Company (CDC),and the NCCPL for maximum
facilitation of the market participants.

8. Safeguarding Investors’ Interests

The SECP made necessary regulatory amendments in the PSX regulations to streamline
claim verification process in case of defaulted brokers, by including mandatory requirement
to engage independent expert and completion_of process within prescribed time. Further,
regulations governing customer compensation fund have been amended to rationalize
disbursement limits for enhancing investor protection. The SECP has also withdrawn
discretionary trading option of Pakistan Mercantile Exchange Limited (PMEX) brokers in
order to safeguard investors’ interests.

9. Wider Investor Outreach and Investor Facilitation

In order to enhance.investor.outreach, the SECP has implemented a framework to enable
online account opening. Further, to increase the retail base, a simplified account opening
process has been,introduced for low risk investors whereby maximum limit of Sahulat
Account has beenyenhanced from Rs 500,000 to Rs 800,000. Practical issues of market
participants in meeting Know Your Customer (KYC) requirements relating to the launch of
Centralized Know Your Customer Organization (CKO) have also been addressed through
requisite amendments in the regulations.

Further, a simplified non-trading Investor Account has been introduced for sales/income tax
refund bonds, IPO facilitation account and mandatory induction of private/public unlisted
company shares in the CDS.

10.Measures to improve liquidity

In order to enhance trading capacity of market participants and improve liquidity, the SECP
has approved amendments in the NCCPL Regulations for discontinuing 10 percent
additional margins being collected from brokers and 10 percent additional haircuts being
applied by the NCCPL on margin eligible securities. Furthermore, slabs of liquidity margins

have been revised which would now be applicable only on large exposures of brokers. In
addition, the security deposit requirements have been reduced and the pool of eligible
collateral against margin requirements has also been increased.
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11.Deliverable Futures Market (DFM) segment

Various measures were taken to enhance activity in the DFM segment such as permitting
release of 50 percent MtM profit in Deliverable Futures Contract (DFC) market on T+l basis
and inclusion of closeout mechanism for managing risk. Further, the PSX Regulations were
approved for Blank Selling in DFM to address practical difficulties being faced by the
market participants.

12.Ease of doing business
Following measures have been taken to enhance ease of doing business: -

= Reporting mechanism in the Deliverable Futures segment has been improved to resolve
practical issues of market participants.

= Simplification in the listing requirements and reduced documentation

= Inclusion of more financial institutions as clearing members in.the NCCPL

= Increase in the pool of eligible collateral for risk management by the NCCPL

= Improved disclosure requirements specially for relatedwparty transactions

= Removal of requirement to place quarterly financial statements on website by brokers

= Requirement to submit specific pledge authority to the bank in the case of each pledge
transaction has been relaxed upon, request.of market participants and replaced with one-
time pledge authorization and submissionsof declaration by the broker to the respective
pledge on a fortnightly basis.

= Requirements for opening of branches by securities brokers have been rationalized.
13.Development of primary capital market
Following measures have beentaken for development of primary capital market

= Introduction of Growth Enterprise Market at the PSX for facilitating companies that do
not meet therprescribed criteria for regular listing at the PSX but are aspiring to raise
funds through eapital markets.

= Amendment in the Public Offering Regulations, 2017 to simplify the process and
promote capital formation.

= Implementation of the second phase of Centralized e-IPO system whereby the TREC
holders/ Brokers would be allowed to submit application on the behalf of their clients in
an IPO.

= Notification of Rating and Investment Information Inc., Japan, as an internationally
recognized foreign credit rating institution, under regulation 4(g) of the Credit Rating
Companies Regulations, 2016 for the purpose of entering into joint venture or technical
collaboration arrangement with any credit rating company in Pakistan.

= For bringing ease in doing business, following steps have been taken:

— Processing timelines have been improved and the PSX is now required to process
approval within 10 working days for publicly placed debt backed by GOP’s debt
servicing guarantee and within 15 working days for listing of equity securities and
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publicly placed debt securities not guaranteed by GOP.

— Abolishing the requirement of Information Memorandum in case of listing of
privately placed debt security with instrument rating of A and above and for debt
backed by debt servicing guarantee from GOP;

— Additionally, no credit rating shall be required for debt listing backed by debt
servicing guarantee from GOP.

— Relaxing the requirement of audited accounts to be included in the prospectus from
older than 6-months to 8-months.

Conclusion:

During FY2020, the capital markets witnessed wide fluctuations. In the stock market, the
KSE-100 index reached the year’s highest point in January, plunged in February and March,
but surged again in April. The debt market withessed an outflow after the COVID-19
pandemic hit the world. Globally, the demand is slowing down and the world economy is
entering recession. Pakistan’s stock market has so far shown resilience to global shocks.

Stability on the macroeconomic front is crucial for.capital markets. An environment of low
and stable inflation, moderate external borrowing needs, and sustainable fiscal management
all contribute to lowering the cost of capital'market'finance. These factors also facilitate
steady growth and reduce uncertainty, which fencourages investment and demand for
external finance.

The government is gradually easing the lockdown to invigorate the economy. However,
much will depend on the epidemiological data. If the cases of COVID-19 rise exponentially,
capital markets may face a challenging time.
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INFLATION

| ntroduction:

Stable inflation is always associated with better growth and development outcomes. Price
stability not only reduces uncertainty but also provides multi-dimensional positive impacts
on social, economic, and psychological spheres of all segments/of the society, especially
poor families.

Prior to the COVID-19 outbreak, the government was_making efforts to stabilize the
inflationary pressure that originated from requisite”adjustment policies. Thus, the spike in
inflation which appeared due to energy tariff adjustments and the adoption of market-based
exchange rate was flattened out mainly due to the government initiatives taken for price
stability. Therefore, the average CPI inflation‘was projected to decelerate by the end of the
current fiscal year.

The emergence of COVID-19 andssecial distancing strategies to control this pandemic have
affected demand and supply across'thesglobe. State Bank of Pakistan (SBP) was maintaining
double-digit interest rate to controliinflation; it has now sharply cut the policy rate by 525
basis points to 8 percent. The easing of the policy rate is aimed at supporting economic
activity in the wake of COVID-19 amid a fall in inflation outlook.

During first seven months of the current fiscal year, inflationary pressures persisted. The
headline inflation'rose by 14.6 percent in January 2020, compared to 5.6 percent in the same
month last year, primarily because of a steep surge in food inflation. This trend was
attributed to a number of factors such as temporary supply disruptions in perishables and
higher transportation costs. Another reason is the change in weather patterns; all the seasons
in 2019 have faced some shift from the usual time which caused losses in the minor crops
thereby increasing the reliance on imported foodstuff.

For price stability, the government pursued a combination of policy measures such as
curtailing current expenditures, improving agricultural productivity, fostering investment for
stimulating output, and ensuring adequate availability of consumer goods. The government
also remained vigilant on the market situation for smooth supply of commodities. For relief
to the common man, the government provided a major subsidy to the Utility Stores
Corporation (USC). Thus, essential commodities such as wheat flour, sugar, pulses and
cooking oil/ ghee were sold to consumers at subsidized prices by Utility Stores Corporation
(USC). All these measures helped in contracting the CPI-national to single-digit which fell
to 8.5 percent in April 2020. This was the third successive month showing a decline in
inflation, whereas it dropped more than 6 percent in the last three months.
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Recently, the COVID-19 outbreak has negatively affected the whole economy especially
daily wagers and the poor. The government planned accordingly and is efficiently utilizing
all available resources to combat this pandemic, thus performing better than many
financially stable countries. The government announced an economic relief and stimulus
package of approximately Rs 1.24 trillion, the highest ever in history, to support the poor
and help the local industry to offset the negative impact of the coronavirus outbreak in the
country.

Most importantly, to further facilitate the public, the government reduced the prices of
various petroleum products ranging from Rs 15 to Rs 30 on May 1, 2020. Earlier, the
petroleum products prices were decreased by up to Rs 7 per liter for the month of March and
subsequently Rs 15 per liter in April. The reduction in petroleum prices in March and April
further decelerated the inflation rate as evident from the data of April.

7.2 Consumer Pricelndex:

The headline inflation measured by the Consumer Price,Index (CPI) is recorded at 11.22
percent during Jul-Apr FY2020 as against 6.51 percent during the same period last year.
Perishable food items are the main contributory factor.in jacking up the food inflation in the
Food and Non-alcoholic Beverages group, as (it is_recorded at 34.7 percent against the
decline of 7.1 percent during the same period. Inflation in Non-perishable food items is
recorded at 12.4 percent against 5.5 percent during last year. The significant rise in FED on
Cigarettes put upward pressure on the Alcoheolic Beverages & Tobacco which recorded at
21.9 percent during Jul-Apr FY2020 as against 10.7 percent the same period last year. The
Housing, Water, Electricity, Gas & other Fuel are recorded at 7.1 percent during Jul-Apr
FY2020 as against 8.2 percent during.the same period last year. It has a weight of 23.6
percent, thus any untoward movement directly affects the vulnerable segment of the society.
CPIl movements by major groups are given below in Table 7.1.

Table 7.1: Composition of CPI-National I nflation (Jul-Apr)

% Change
Commodity Weights On Average Basis
2018-19(Jul-Apr) 2019-20(Jul-Apr)

CPI National 100.0 6.5 11.2
Food & Non-alcoholic Beverages 34,6 3.5 15.9
i) Non- perishable Food Items 29,6 5.5 12.4
i) Perishable Food Items 5]0 -7.1 34.7
Alcoholic Beverages& Tobacco 1[0 10.7 21.9
Restaurant & Hotels 6.9 5.5 7.0
Clothing &Foot wear 8.6 6.4 9.5
Housing, Water, Electricity .Gas& other Fuel 23.6 8.2 7.1
Furnishing &Household Equipment Maintenance 4.1 7.2 10.6
Health 2.8 6.5 11.7
Transport 5.9 15.7 15.0
Communication 2.2 2.3 3.8
Recreation & culture 1.6 6.5 6.8
Education 3.8 9.4 6.0
Miscellaneous 4.9 7.9 11.9

Source: Pakistan Bureau of Statistics
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With the introduction of rural markets in the new base, PBS is collecting prices from both rural and ur
markets to compute CPI. The following table compares the coverage of both bases i.e. old (2007-08
new (2015-16).

SALIENT FEATURES OF THE NEW BASE
Salient features of the new base (2015-16) are as under

a)

b)

c)

d)

)

h)

Box 7.1: Comparison of Base Yearsfor CPI

Description | Base Year 2015-16 | Base Year 2007-08
Urban

No. of Cities 35 40

No. of Markets 68 76

No. of Items 356 487

No. of Commodities 94 89

No. of Groups 12 12
Rural

No. of Rural Areas 27 Nil

No. of Markets 27 Nil

No. of Items 244 Nil
Classification Classification of Individual Consumption on Purpose (COICOP)

Introduction of Rural Consumer Price Index (RCPI) forythe first time in the history of the

pan

and

country. The old base CPI was urban biased, and was criticized for not including rural markets. [The

new base CPI includes Urban as well as Rural markets of the country.

Introduction of National Consumer Price Index along with Urban Consumer Price Index and
Rural Price Index. In the new base, Rural Consumer Price Index (RCPI), Urban Consumer P

Index (UCPI) and National CPI will be published against a single number of CPI under the old base.

Introduction of Population weights based onirecent Population Census, 2017. In the old
methodology, equal weights were assigned to large and small cities. In the new base, popu
weights are introduced, thus cities willget weights, according to their population size.

Computation of Indices based on Weighted Geometric Mean. In the new base, Geometric Mean
(G.M) is used instead of Arithmetic Mean (A.M) as per international practice.

Introduction of consumptionsquintiles’instead of income quintiles. In the old methodology, the
income quintiles were used. Innnew base, the consumption quintiles are introduced to capture the
consumption pattern of the households.

Introduction of consumer weighted approach to compute Gas prices. PBS was criticized for giving

equal weights (20%) to each of five price slabs (in old base) to compute combined Gas price. |
new base, slab wise consumer weights are introduced to calculate the quintile and combined
prices.

Rationalization of Electricity Prices and introduction of consumer weighted approach to
compute prices. The earlier methodology was using only slab wise electricity rates without taking
to account the taxes, surcharges and Fuel Price Adjustment (FPA). In the new base, taxes and fue
adjustments have been included to determine the electricity prices. Slab wise consumer weigh
also introduced for calculation of quintile and combined prices.

Electronic data collection (Android Based) for thefirst timein the history of PBS. PBS decided to

introduce end to end electronic transformation of data with no human intervention. Hence, with
inception of new base year 2015-16, Pakistan Bureau of Statistics has been collecting the reta

wholesale prices since July 2016 and computing the following five indices on monthly/weekly basis:

i. Urban — Consumer Price Index (UCPI)
ii. Rural — Consumer Price Index (RCPI)

iii. National — Consumer Price Index (NCPI)
iv. Core- Non Food Non Energy

V. Wholesale Price Index (WPI)

ice

1

ation

actual

n the
Gas

in
| price
s are

the
| and

vi. Senditive Price Indicator (SPI)
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The old base CPI was urban biased as rural markets were not covered. In the new base, the
introduction of rural markets allows us to analyze price changes in both rural and urban
areas for capturing the full picture of the price trends in the economy. The CPI on new base
(2015-16) comprises of Urban and Rural CPI. Urban CPI covers 35 cities and 356 consumer
items. The Rural CPI covers 27 rural centers and 244 consumer items. In the new base year,
the national CPI for 12 major groups is also computed by taking a weighted average of
Urban CPI and Rural CPI.

The table given below presents the other inflationary indicators (CPI-Urban and CPI-Rural)
which are also following the same pattern during the last three months.

Table 7.2: CPI, Food and Non-Food Inflation (%)
Months CPI-National Urban Rural

CPI Food Non CPI Food Non

Food Food

Jul-19 8.4 8.7 7.9 9.2 7.9 9.3 6.7
Aug-19 10.5 10.6 11.9 9.9 10.3 12.6 8.4
Sep-19 11.4 11.6 15.0 9.4 11.1 15.p 8.0
Oct-19 11.0 10.9 13.7 9.3 11.3 14.6 8.7
Nov-19 12.7 12.1 16.6 9.6 13.6 19.8 9.0
Dec-19 12.6 12.0 16.7 9.5 13.6 19.f7 8.8
Jan-20 14.4 13.4 19.5 10.7 16.8 23,8 10.5
Feb-20 12.4 11.2 15.2 9.1 14.2 19.f7 9.8
Mar-20 10.2 9.3 13.0 7.3 11.7 15.b 8.5
Apr-20 8.5 7.7 10.4 6.2 9.4 12.9 7.4

Source: Pakistan Bureau of Statistics

CPI inflation-Urban increased by /7.7-percent on Year on Year basis in April 2020 as
compared to an increase of 9:3 pereent in the previous month and 8.4 percent in April 2019.
The Urban Food and Non-Food inflation recorded at 10.4 percent and 6.2 percent as
compared to 13.0 percent and 7.3.percent respectively in the previous month.

During the period Jul-Apr FY2020, CPI
urban recorded at 10.7 percent as against Fig-7.1: Year On Year Urban CPI
percent during the same period last year. ]

In urban areas, the following items record{ = |
increase in prices during April 2020 4 1 -
against April 2019: Pulse moong (101l{¢ ; |
percent), Potatoes (92.26 percent), Pu
mash (67.89 percent), Pulse masoor (47 |
percent), Eggs (44.16 percent), Onio ——— Urban CPI FY 20
(40.72 percent), Gur (33.75 percent), Pu | I S—— Urban CPI FY 19
gram (31.22 percent), Beans (29.9 °
percent), Besan (29.01 percent), Su@e
(27.80 percent), Vegetable ghee (26.31 percent) Cooking oil (22.21 percent), Wheat (16.76
percent), Wheat flour (14.82 percent), Meat (13.75 percent), Gram whole (12.52 percent),

Tea (9.54 percent), Gas charges (54.84 percent), Construction input items (16.6 percent),
Motor vehicles (13.59 percent), Drugs and medicines (13.03 percent), Footwear (11.49
percent) and Motor vehicle accessories (11.25 percent).

-
6 - ~‘~~/

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr
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On the other hand, items that registered price declines in urban areas were Tomatoes (55.44
percent), Chicken (28.76 percent), Fish (2.52 percent), Electricity charges (5.88 percent) and
Liquefied Hydrocarbons (2.34 percent).

CPI inflation-rural increased by 9.8 percent on a year-on-year basis in April 2020 as
compared to an increase of 11.7 percent in the previous month and 8.1 percent in April
2019. The Rural Food and Non-Food inflation recorded at 12.9 percent and 7.4 percent as
compared to 15.5 percent and 8.5 percent respectively in the previous month.

During the period Jul-Apr FY2020, CPI )
rural recorded at 12.0 percent as against Fig-7.2: Year On Year Rural CPI
percent during the same period last year. ]

In rural areas, commodities that record{ = -
increase in prices during April 2020 ovd 2 |
April 2019 were: Potatoes (103.48 percen| . * -
Pulse Moong (94.41 percent), Pulse Mal
(56.15 percent), Pulse Masoor (45.]
percent), Onions (38.93 percent), Bea
(34.48 percent), Vegetable ghee (29.
percent), Eggs (29.26 percent), Pulse Gr
(28.54 percent), Gur (27.05 percent,
Cooking oil (26.84 percent), Sugar (24.54 percent), Wheat (21.88 percent), Besan (20.92
percent), Wheat Flour (18.13 percent), Rice (12.75 percent), Doctor Clinic Fee (18.37

percent) and Readymade Garmentsy(10.65 percent). The items recording declines in their
prices are Tomatoes (56.28 percent), Chicken (28.5 percent), Fish (0.02 percent) and
Electricity Charges (5.88 percent).

S="% L d

——O—— Rural CPI FY 20
------- Rural CPI FY 19

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr

7.3: Corelnflation

Non-food non-energy. (NFNE) inflation is calculated by excluding the food group and
energy items (Petrol.diesel, CNG, electricity, and natural gas) from the CPI basket. The
State Bank of Pakistan (SBP) also uses core inflation while formulating its monetary policy.
Thus the effect of monetary policy on prices is reflected on core inflation with lag effect.

The inflationary pressures in core inflation receded during the start of second-quarter
whereas rural inflation depicted a slightly increasing trend. This signifies that the
macroeconomic stabilization measures i.e. increase in interest rates, fiscal consolidation and
realignment of the exchange rate with fundamentals have proved largely effective.

The gradual build-up of domestic demand is evident from rising Core inflation for Urban
and Rural, recording at 7.8 percent and 8.7 percent respectively during Jul-Apr FY2020 as
compared to 7.2 percent and 6.8 percent during the same period last year.

Due to the continuous increase in Clothing & Footwear and healthcare costs, core inflation
remained higher on average compared to the same period last year. Table 7.3 shows the core
inflation trend year-on-year basis.
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Table 7.3: Corelnflation (%)
Months Jul Aug | Sep | Oct | Nov | Dec | Jan | Feb | Mar | Apr il;)lr
2018-19 Urban 6.7 6.7 7.0 7.5 7.7 7.8 7.1 7.1 7.2 7.0 7.2
Rural 6.4 6.7 6.7 6.7 7.1 7.4 6.6 6.4 6.5 6.8 6.8
2019-20 Urban 8.2 8.5 8.4 7.7 7.5 7.5 7.9 8.0 7.4 6.4 7.8
Rural 7.8 8.8 8.8 8.6 8.4 8.1 9.0 9.4 9.4 8.5 8.7

Source: Pakistan Bureau of Statistics

7.4: Wholesale Price Index (WPI)

Wholesale prices of 419 items included ¢
WPI are being collected from 19 cities. Thg
prices are influenced immediately by trend
import prices and local production. The iten
have been divided into five groups.

During the current Fiscal year, WPI i
moving towards a downward trajectory sing
January 2020 which augurs well for oth
inflationary indicators in the coming months
The Year on Year (YoY) WPI for April 2020
is recorded at 5.1 percent against 9.2_perg
in the previous month and 17.1 percentiin t
same month last year. The index on peri
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Fig-7.3: WPI movment Year on Year

—O0—— WPIFY 20

WPI FY 19
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average basis during Jul-Apr FY2020 has been recorded at 12.2 percent as against 16.2
percent during the same period last year.

Further categorization of the‘indexiinto 5 constituent groups reveals the highest inflationary
pressure in the Ore & mineral group showing an increase of 30.1 percent as against 25.3
percent during the same period last year. The other transportable goods recorded at 5.5
percent as against a massive increase of 30.0 percent the same period last year which overall
drag the WPI index during FY2020. The group-wise comparison is given in Table below.

Table 7.4: Wholesale Price Index (WPI) (%)
On Average Basis
Commodity Weights Jul-Apr Jul-Apr
2018-19 2019-20
General(WPI) 100.0 16.2 12.2
Agriculture Forestry & Fishery Products 25.8 9.5 11.4
Ores & Minerals, electricity, gas & water 12.0 25.3 30.1
Food Products, Beverages & Tobacco, Textiles, Apparel & 31.1 10.1 10.6
Leather Products
i) Food Products and Bev.& Tobacco 20.1 7.3 12.9
ii) Textiles & Apparel 10.3 15.5 7.3
iii) Leather Products 0.7 6.8 5.0
Other Transportable Goods Except Metal Products, Machinery 22.4 30.0 5.5
& Equipments
Metal Products, Machinery & Equipment 8.7 9.0 13.9

Source: Pakistan Bureau of Statistics

136

+92 336 7801123

https://www.youtube.com/Megal.ecture



For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

I nflation

7.5: Sensitive Price Indicator

Sensitive Price Indicator (SPI) is computgd
on weekly basis to assess the prige ==
movements of essential commodities atfa* )] | ---ee- SPIFY 19
shorter interval of time so as to review the , . 181
price situation in the country. SP| 5/ 22

comprises of 51 essential items and the® ] e

prices are being collected from 50 markets 1, - I us

in 17 cities of the country. 12'1 =

Fig-7.4: SPI Year on Year

The trend of this index is monitored | _ ,/
regularly and immediate measures are taken \\ e _o”
P - =

to control fluctuation in prices. The SHI o — sy ——
year-on-year basis in FY2020 remaingd WAug S Ot IR Pecg Jan Feb Mar Apr
volatile as presented in the graph given
below.

The annualized increase in SPI during Jul-Apr FY2020 was recorded at 14.3 percent against
4.2 percent in the same period last year. Twentyhine (29) major food items including wheat,
wheat flour, rice, tomatoes, onions, masoor puilse; moong pulse, mash pulse, chicken, sugar,
red chilies etc. having a weight of 59 percent influenced SPI by (+) 7.8 percent.

Table 7.5: Changein prices of major food items of\SPI (%)
Description Units Weights % Change | Contributions
(Combined) | Apr-20/
Apr-19
Wheat Flour Bag 20 Kg 4.0 1414 0.6
Rice Basmati Broken (Average_ Quality) 1 Kd 13 5.7 0.1
Rice IRRI-6/9 (Sindh/Punjab) 1Kg 0J2 138 0.0
Bread plain (Small Size) Each 0,6 20.7 0.1
Beef with Bone (Average Quality) 1Kg 3|4 14.3 0.3
Mutton (Average Quality) 1Kg 2.4 11)0 0.3
Chicken Farm Broiler (Live) 1Kg 3.9 -26 /4 -1.0
Milk fresh (Un-boiled) 1Ltr 18.4 4.2 0.8
Curd (Dahi) Loose 1Kg 1.8 54 0.1
Powdered Milk NIDO 390 gm Polybag Each 9.4 14.9 0.1
Eggs Hen (Farm) 1 Doz 14 312 0.4
Mustard Oil (Average Quality) 1Kg 0.p 13{7 0.0
Cooking Oil DALDA or Other Similar Brand (SN), bEach 3.1 219 0.7
Litre Tin
Vegetable Ghee DALDA/HABIB 2.5 kg Tin Each 115 28.3 0.4
Vegetable Ghee DALDA/HABIB or Other superipiEach 15 29.4 0.4
Quality 1 kg Pouch
Bananas (Kela) Local 1 Doz 0|9 0.7 0.0
Pulse Masoor (Washed) 1Kg 0.5 41.6 0.2
Pulse Moong (Washed) 1Kg 05 92.1 0.4
Pulse Mash (Washed) 1 Kg 0.3 61.7 0.2
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Table 7.5: Changein prices of major food items of SPI (%)
Description Units Weights % Change | Contributions

(Combined) | Apr-20/

Apr-19

Pulse Gram 1Kg 0.5 287 0.1
Potatoes 1 Kg 21 1175 2.5
Onions 1Kg 1.7 20.9 0.4
Tomatoes 1 Kg 1.4 -54.6 -0.8
Sugar Refined 1Kg 3.2 2413 0.8
Gur (Average Quality) 1Kg 0.1 29,8 0.0
Salt Powdered (NATIONAL/SHAN) 800 gm Each g.2 3.6 0.0
Chilies Powder NATIONAL 200 gm Packet Each 0.8 5.7 0.0
Garlic (Lehsun) 1Kg 0.4 53.p 0.3
Tea Lipton Yellow Label 190 gm Packet Each P4 9.2 0.2
Total 590 7.8

Source: Pakistan Bureau of Statistics

7.6: Global International Prices

Oil futures prices plunged below zero for the first time in history in April 2020, as the
Coronavirus pandemic caused global demand torcollapse and buyers were not willing to take
delivery of crude because of lack of storage place. The settlement price for WTI crude
contracted on 20-04-2020 was -$40.0"amid concerns about storage and a slump in global
demand due to the Coronavirus pandemic..Now the brent crude is being traded around $38
per barrel.

Table 7.6: International Prices of M gjor,Commodities

Months Sugar | Palm Oil | Soyabeanoil [ Crudeoil Wheat Rice Tea DAP Urea
($/Mton) | ($/Mton)=fu. ($/IMton) ($/Brl) ($/Mton) | ($/Mton) | ($/Mton) | ($/Mton) | ($/Mton)

Apr-19 280.0 7 1,588 734.0 71.2 199.5 391.3 2650.0 323.8 247.5
May-19 270.0 563.0 743.0 70.5 199.5 386.9 2730.G 313.4 247.5
Jun-19 280:.(0 ",552.0 743.0 63.3 206.1 394.2 2570.0 314.9 247.5
Jul-19 280.0, 544.0 748.0 64.0 196.2 391.71 2640.0 314.9 247.5
Aug-19 270.0 586.0 793.0 59.3 181.1 407.5 2630.¢ 292.9 262.5
Sep-19 260.0 580.0 779.0 62.3 189.94 401.7 2540.Q 285.8 237.5
Oct-19 280.0 591.0 771.0 59.4 199.5 397.0 2580.0 277.4 237.0
Nov-19 280.0 683.0 775.0 62.7 203.2 394.8 2600.G 248.0 224.5
Dec-19 300. 770.0 834.0 65.9 2109 400.9 2570.0 238.2 217.5
Jan-20 310.0 810.0 876.0 63.6) 224.5 426.00 2510.¢ 264.9 215.4
Feb-20 330.0 729.0 800.0 55.0 215.3 426.9 2350.¢ 279.4 214.4
Mar-20 260.0 635.0 748.0 33.0 209.1 469.9 2190.0 276.2 231.1
Apr-20 230.0 609.0 680.0 23.3 219.0 543.7 2190.G 282.0 235.0
% Change

Apr-20/Jul-19 -17.9 11.9 9.1 -63.6) 11.6 38.8 -17.0 -10.4] -5.1
Apr-20/Apr-19 -17.9 3.6 -7.4 -67.3 9.8 38.9 -17.4 -12.9 5.1
Apr-20/Mar-20 -11.% -4.1 9.1 -29.4 4.7 15.8 0.0 2.1 1.7

Source: Commodities Price Pink Sheet, WB
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The Palm oil and Soybean oil prices are recorded at $ 609/MT and $ 680/MT respectively in
April 2020 showing a decline of 4.1 percent and 9.1 percent over March 2020. Keeping the
present scenario, Malaysia has directed palm plantations to continue operations even as the
country shuts businesses to prevent the spread of the coronavirus, ensuring steady supplies
of the tropical oil to global markets.

The sharp decline in FAO Food Price Index in April marked the third consecutive monthly
fall largely driven by COVID-19 pandemic-demand contractions. While the latest fall in
prices was most pronounced for vegetable oils and sugar, the other sub-indices also
registered lower values in April.

Fig-7.5: FAO Food Commodity Prices
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The export prices of allsthe major cereals, except rice and wheat, fell for the third

consecutive month. ‘Despite large global supplies, combined with generally favorable crop
prospects, rise ‘inwheat prices reflecting strong demand. The international maize prices
registered a further, decline in April, pressured by not only large supplies but also much
weaker demand especially from the biofuel sector stemming from a plunge in crude oil

prices. By contrast, international rice prices extended their upward trend into a fourth

straight month, reaching their highest level since June 2018.

The vegetable oil prices continued to decline in April mainly stemmed from fall in palm oil
prices (for the second consecutive month) which was fuelled primarily by uncertainties over
the impact of the COVID-19 pandemic on global demand. Soya and rapeseed oil prices were
also affected by higher than expected crushing in the USA and eroding demand for biodiesel
in the EU.

Global import demand for Skim Milk Powder and Whole Milk Powder dampened
considerably, mainly due to disruptions in dairy supply chains with the imposition of
containment measures to control the spread of COVID-19.

The significant monthly dip in international sugar prices was largely caused by the fallout
from the COVID-19, as confinement measures imposed by several countries curtailed
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demand from out-of-home consumption. In addition, the steep fall in crude oil prices exerted
further downward pressure on sugar markets, as lower energy prices tend to boost the
production of sugar instead of ethanol. This is notably the case in Brazil, the world’s largest
sugar exporter.

7.7: Government Stepsto control Inflation

Policy M easures

ECC allowed import of 0.3 million tons of wheat to decrease the local wheat price and
to meet the domestic requirement. In order to control its prices, the ECC approved
waiving 60 percent regulatory duty and 7 percent withholding taxes on wheat import.

ECC banned sugar export in an attempt to regulate the surging prices.

The government has discontinued borrowing from the State Bank of Pakistan which has
an inflationary impact. Government has retired Rs 552 billion (Jul-8th May, FY2020) as
compared to the borrowing of Rs 4,967 billion in the same, period last year.

To contain fiscal deficit, there is a complete restriction on supplementary grants to ease
out inflationary pressures.

SBP raised the policy rate by cumulative 750'bps to 13.25 percent from January 2018 till
July 2019 but considering the uncertainty due to the Coronavirus and improving

inflationary outlook, the MPC has cut the‘palicy rate by a cumulative 525 bps in two

months to 8 percent.

Administrative M easur es

Prices monitoring Cell in the"Ministry of National Food Security is monitoring price
hikes of essential food items.

The government is expanding the network of Sasta Bazaars and Utility Store outlets for
provision of smoath supply of‘daily use items.

The Competition Commission of Pakistan (CCP) is taking effective measures to control
Cartelization and'undue Profiteering.

Relief Measures

The ECC approved a Rs 50 billion technical supplementary grant for the Utility Store
Corporation (USC) announced under the PM'’s relief package.

To facilitate customers, a subsidy of Rs 226.5 billion has been allocated in the budget for
customers who use less than 300 units of electricity in a month and expenditure of Rs
186.5 billion has been made up till 19th May, FY2020.

Out of Rs 24 billion allocated for the gas subsidy, expenditure of Rs 15.5 billion has
been made up till 19th May, FY2020.

To minimize the negative impact of COVID-19, the government is making the best
efforts to provide relief to consumers in energy prices and other essential items. The
government announced the relief package of almost Rs 1.24 trillion. Some of the salient
features of the package are:
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- A sum of Rs 200 billion has been allocated for labors across the country. To support
vulnerable families, Rs 150 billion is reserved for the monthly stipend which has
increased from Rs 2000 to Rs 3000 per month for the next four months for 9.2
million families.

- The Panagahs (shelter) for jobless and poor has been extended to provide meals and
shelter for unemployed.

- Subsidy of Rs 50 billion to USC to ensure the availability of essential items.
- For wheat procurement, Rs 280 billion has been set aside.

- People will also be able to pay electricity and gas bills in instalments whose
electricity consumption is up to 300 units and the gas bill is up to Rs 2000. The
facility covered 75 percent of power consumers and 81 percent of gas consumers.

- Other measures include tax relaxation on imports of pulses, duty waive off on import
of palm oil, and reduced petroleum levy on POL products.

7.8: Conclusion

The recent COVID-19 outbreak has weakened*demand putting downward pressure on
commodity prices but there is also a risk of supply disruption. Thus, falling international
commodity prices especially crude oil will help ease inflationary pressures; however supply
disruption and hoarding to push prices up. The government is making all efforts in
maintaining a smooth supply. The government is also committed to take strict action against
hoarding thus the risk of price hike has been considerably reduced. Inflation is therefore
expected to remain at 10.7 percent, below the earlier projection of 11.8 percent and is
expected to further scale down to/single digit in FY2021. The Government is utilizing all
resources to provide maximum-relief to the public. Economic Stimulus Package, Ehsas
Emergency Relief Programme, incentive package for SMEs and reduction in petroleum
prices etc., will provide multidimensional positive impacts to all segments of society
especially poor families.
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Chapter 8

TRADE AND PAYMENTS

Pakistan’s external sector remained under pressure for a long time. Exports were on a
downward trajectory, while imports increased significantly. The main reasons associated
with declining exports were currency overvaluation, domestic €nergy crises, global market
contraction, declining international commodity prices, competitiveness crises especially
between Pakistan and major export competitors. In FY2019, thus the government has
embarked on a journey towards stability and sustainable inclusive growth through various
structural and policy adjustments including implementation of a market-based flexible
exchange rate regime. There was considerable improvement in key economic indicators till
third quarter of FY2020 and economic recovery wasfexpected by the end of FY2020. The
policy adjustments were started to reap benefits in“the form of decline in current account
deficit, buildup foreign reserves, stable exchange rate etc. During July-March FY2020,
current account deficit reduced by 73.1percent to US$ 2.8 bn (1.1 percent of GDP) against
US$ 10.3 bn last year (3.7 percent of GDR)/mainly due to reduction in trade deficit by 31.0
percent to US$ 14.7 bn (US$ 21.3/bn last year).

However, the COVID-19 outbreak ‘generated both demand and supply shocks reverberating
across the global economy and it became an unprecedented challenge having severe impact
on social and business activity.The world went into a lockdown which is leading to worst
economic recession., To' contain the spread of Corona virus, quarantines and social
distancing have. been “adopted which affects many sectors such as travel, hospitality,
entertainment and. toeurism. Supply chain is dislocated due to closure of workplace. The
domestic disruption‘has spill over effect on trading partners through trade and global value
chain linkages, apart from that historically low global oil prices and declining commaodity
prices adding to overall macroeconomic effects.

World Economic Outlook April 2020, has forecasted that the global economy to decline
sharply by 3 percent due to COVID-19; worse than 2008-09 financial crisis. With the
anticipation of fading pandemic in the second half of 2020 due to normalized economic
activity, the global economy is projected to grow by 5.8 percent in 2021. However, with
prevailing global condition, there is risk of worsening of economic outlook.

Global economy is highly integrated through tourism, trade and remittances. According to
WTO, world merchandise trade due to COVID-19 is expected to decline by 13 to 32 percent
in 2020. During 2020 trade volume is expected to decrease by double digits in nearly all
regions, depending on the duration of the outbreak and effectiveness of policy response.
Trade in services is also expected to be affected adversely due to restriction on transport and
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travel on account of the pandemic. Due to ongoing trade tensions and slowing economic
growth, merchandise trade fell by 0.1 percent in 2019.

The manufacturing activity in China has been severely affected due to pandemic: disrupting
supply chains which are creating a gap in their exports, provides an opportunity for Pakistani
exporters to timely capitalize the situation. Due to global economic slowdown, the global

oil prices declined at historical low level, created an opportunity for the Pakistan to reduce
its import bill and current account deficit along with deceleration in inflation.

On the other hand, the outbreak of Coronavirus in Europe, North America and GCC may
have an adverse impact on Pakistan’s exports as International Financial Institutes (IFIs) have
started forecasting a slowdown in global growth during 2020. Under a moderate scenario of
contained global impact of COVID-19, the exports may have minimal repercussion on
Pakistan economic growth in FY2020 as exports form a relatively smaller portion of the
GDP in Pakistan as compared to emerging economies. Meanwhile, remittances from major
destinations may decline temporarily in the coming months passing some downward impact
on domestic consumption.

Exports

Exports remained on a downward trajectory due to multiple factors over the previous years,
however, the present government made all efforts to put exports on a rising path. The
government realized the fact that the country’s future lies in the export-led growth strategy.
Main mentionable steps are:

* Market -based exchange rate.

* Extension in PM’s Export Package for 3 years.
» Refunds to exporters and industrialists

» Tariff rationalization on inputs

» Export refinancing seheme.

Before COVID-19,“export performance was satisfactory in terms of both products and
destination diversification. In terms of product diversification, surgical goods and medical
instruments recorded a growth of 8.3 percent during July-March FY2020, while, in terms of
destination diversification, the Ministry of Commerce has initiated to explore new markets,
especially in Africa. Thus there was a 10 percent increase in exports to Africa till July-
February FY2020. Pakistan has the basic infrastructure to tap the growing demand in the
medical devices industry, diversification and inter-sectoral up gradation in products and to
increase participation in the GVCs.

Thus, till Feb 2020, Pakistan’s exports were performing better than most of its competitors
despite the challenging external environment. During July-February FY2020, exports
reached US$ 15.6 billion compared to US$ 15.1 billion last year, thus registered a growth of
3.6 percent. However, due to COVID-19, exports declined by 15 percent in March 2020
compared to Feb 2020 while according to PBS, in April 2020, exports remained only US$
957 million, thus showing 47 percent decline compared to March 2020. On year on year
basis exports declined by 54.2 percent in April 2020 to US$ 957 million as compared to US$
2089 million in same period last year. Thus, exports during July-April, FY2020
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reached US$ 18.4 billion compared to US$ 19.2 billion during same period last year,
showing a decline of 3.9 percent.

A sharp decline in REER due to market-based exchange rate and the government’s initiative
to provide cheaper electricity to the textile sector have enhanced the competitiveness of the
Pakistani products vis-a-vis its competitors in the global market. Moreover, FBR expedited
refunds claims of major exporting sectors, which alleviated liquidity constraints of exporters
thereby augmenting their capability to export more. During ongoing financial year rice,
readymade garment and knitwear were major contributors to export growth, with higher
guantum offsetting the lower price effects. On the other hand, exports of the POL group,
tanned leather, chemicals and cement were major drags on the overall growth. Power
subsidy provided to export sector in January 2019, when government had announced 7.5
cents/KWh flat power tariff led to the increased value addition and improved export
performance of this sector.

Due to the COVID-19 Pakistan’s exporters are facing declining demand in overseas markets
and difficulties in executing existing orders. The exports target:for current financial year was
set at $26.2 billion for FY2020, which seems difficult,to be achieved. As the exports
declined on a month on month by 47.2 percent.in“April 2020 to US $ 957 million as
compared to US$ 1814 million in March 202 support exporterState bank of Pakistan
maintained Export Finance Scheme (EFS)sRatevat 3.0 percent and Long-Term Finance
Facility (LTFF) at 6.0 percent. Per project,.the [LTFF limit has been enhanced to Rs 5
billion. SBP enhanced the existing “limits of exports related soft loans and allowed
manufacturing sector an advance payment of up to US $ 10,000 for import of raw materials
and spare parts. Banks are allowed,to make advance payment up to 50 percent of the value
of imports against LCs. The total /Subsidized credit to exporters outstanding under both
schemes (EFS and LTFF) is approximately Rs 660 billion. Reduced the performance
requirement for availing credit under EFS, from twice to one and a half times of borrowed
fund, that will be effective for the/current as well as FY2021. Further extension in time
period to meet performance requirements by 6 months to end December 2020. Extension in
time period to ship goods frosix to twelve months. The limit for Long Term Financing
Facility (LTFF) has been reduced to 40 percent or US$4 million from 50 percent or US$ 5
million of the total sales to become eligible during the period January 01, 2020 to September
30, 2020.

SBP has also allowed banks to enhance the time period for realization of exports proceeds
from existing requirement of 180 days to 270 days on a case to case basis where the delay is
related to COVID-19. This would help exporters to provide ample time to their buyers for
making payments. Exporters can directly dispatch the shipping documents of their exports'
consignment to their foreign buyers without any limit subject to the condition that exporter’s
export over-dues are less than one percent and the exporter has exports of at least US$ 5
million during the previous three years.

Merchandised Exports

The disaggregated data on exports available till March 2020 may have not captured
COVID-19 completely due to the fact that lockdown was announced in last week of March.
It is the reason that during July-March, FY2020, exports reached US$ 17.4 billion from US$
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17.1 billion during July-March, FY2019, posted a growth of 2.2 percent compared to 0.1
percent witnessed during same period in FY2019 over FY2018.

During current fiscal year food group and textile group have performed very well on the
account of government policies.

Table 8.1: Structure of Exports

July-March Values in $Million July-March Quantity
Particulars Units | 501819 | 2019-20 (P26 Change| 2018-19] 2019-20 (P .0 Change
in Quantity
Total 17071.1 17443.3 2.2
A. [Food Group 3348.1 3396 1.4
Rice M.T 1487.9 1,594.( 7.1 2987081 3146014 5.3
Sugar M. T 11511 70.7 -38.6 377679 1814471 -51.9
Fish & Fish Preparation M. T 293.9 317.3 8.0l 129704 133226 2.7
Fruits M.T 369.2 379.5 2.8 694855 725194 4.4
Vegetables M. T 167(8 257.9 53.7]./738657 731974 -0.9
Wheat M. T 122 11.4 -90¢7 558061 48083 -91.4
Spices M. T 68.[7 66.8 -2.8/, 17303 16487 -4.7
Oil Seeds, Nuts & Kernels M. T 69.5 27.8 -60.0 | 48123 20052 -58.3
Meat & Meat Preparation M. T 156.4 233.0 49.0° 42897 62721 46.2
Other Food Items 497.6 4371 -12.0
B. |Textile Manufactures 9989.5 10,4124 4.2
Raw Cotton M. T 157 17.0 8.3 9699 12776 31.7
Cotton Yarn M. T 835.)7 819.9 -1.9] 320128 336437 5.1
Cotton Cloth TH.SQM 15959 1,548.4 -3.0] 2122954 1923101 -9.4
Knitwear TH.DOZ 2154.6 24299.4 6.7 8953( 96831 8.2
Bed wear M. T 1719)4 1,761.6 2.5 312324 337064 7.9
Towels M. T 588.1 591.5 0.6 141991 144854 2.0
Readymade Garments TH.DQZ" 1955.4 2,170.5 11.0 38742 42785 10.4
Made-up articles 519 491.9 -5.2
Other Textile Manufactures 605.3 712.6 17.7
C. |Petroleum Group 361.7 238.9 -33.9
Petroleum Products M. T 107.1 39.7 -62.9 147324 801471 -45.6
Petroleum Top Neptha M. T 47.8 46.5 -2.7|  8488( 100111 17.9
D. |Other Manufactures 2,492.1 2,425.9 -2.7
Carpets, Rugs & Mats TH.SQM 50.7 48.7 -3.9 1183 1260 6.5
Sports Goods TH.DOZX 222.9 222.2 -0.3
Leather Tanned TH.DO¥Z 187.9 151.3 -19.5 16087 13644 -15.2
Leather Manufactures 358.8 401.0 11.8
Surgical Goods. & Med. Inst. 279.9 303.0 8.3
Chemical & Pharma. Pro. 841.9 734.9 -12.8
Engineering Goods 126.4 140.4 11.1
Jewellery 3.8 3.2 -16.5
Cement M. T 2213 210.1 -5.1] 5206393 5586351 7.3
Guar & Guar Products M. T 24.6 27.3 2.4 16813 19923 18.5
All Other Manufactures 198.6 211.6 6.5
E. |All Other items 1,086.5 1,122.2 3.3

P : Provisional
Source: Pakistan Bureau of Statistics

Analysis of group-wise exports suggests that the food group registered a growth of 1.4
percent during July — March FY2020 compared to the same period last year. Within the food
group, rice exports increased by 7.1 percent. The rice export increased both in quantity and
value by 5.3 percent and 7.1 percent respectively as Pakistan’s share in total rice imports of
the EU has been rising consistently ever since the bloc restricted Indian rice imports over
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excessive use of pesticides. Besides that, the currency movements of the competitor
countries provided Pakistan an edge in its established African market.

The Basmati rice exports grew by 33.7 percent in value and 51.8 percent in quantity during
July-March FY2020 as compared to the corresponding period lastMdlad basmati rice
performed particularly well as quantum exports increased substantially to the major markets
in the Middle East, which were collectively responsible for about 59.5 percent of total
exports in the period. Moreover, month on month basis in March its export value increased
by 20.9 percent and quantity by 21.5 percent.

Husked (brown) rice, which is mostly basmati variety, performed quite well in the European
Union—mainly Belgium, Italy, Netherlands, and UK. This rice is further processed by mills
to produce white rice that is commonly used in European countries. White (milled) basmati
attracts 175 Euro/1000 KG in tariff in European Union against/zero percent tariff on brown
basmati rice. This also explains the decrease in the share of milled basmati rice exports to
the bloc.

The other varieties under rice group witnessed adecline of 3.6 percent in value and 2.5
percent in quantity, compared to the corresponding period last year. In the case of non-
basmati, broken rice and other varieties witnessed an increased supply to Africa and some
Asian markets such as China, Indonesia, and’Kazakhstan.

Export earnings from fruits registeredsa growth-of 2.8 percent in value and 4.4 percent in
guantity, while vegetables also witnessed a<growth of 53.7 percent in value, however, its
guantity declined marginally by 0.9 _percent.

Fish & fish preparation subgreup/during July-March FY2020 witnessed a growth of 8.0
percent in value and 2.7 percent'in quantity, compared to last year. Pakistan’s exports of fish
frozen to China have increased.by 81.5 percent, to US$ 87.6 million during Jul-Mar FY2020
as compared to US$ 48.3 million” the same period last year. As USA seafood exports to
China have become much costlier due to the US-China trade war, Pakistani exporters might
increase their presence in'the Chinese market.

Exports of sugar declined to 51.9 percent in quantity and 38.6 percent in value, during July-
March FY2020 as compared to the same period last year. The export of spices also declined
by 2.8 percent in value and 4.7 percent in quantity during the period.

Meat and meat preparation increased both in value and quantity by 48.9 percent, 46.2
percent, respectively during July — March FY2020 as compared to the corresponding period
last year Month on month in March 2020 it decreased both in quantity by 13.1 percent and
value by 14.1 percent.

Textile group, which has around 60 percent share in total exports, withessed a growth of 4.2
percent during July — March, FY2020 compared to the corresponding period last year. On
month on month, the textile group declined by 18.4 percent and reached US $1039.7 million
in March, 2020.

There was lower USA quantum apparel demand due to US-China Trade War as the USA
applied additional tariffs on Chinese apparel imports from September 2019. Thus, USA
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buyers switched to low-cost suppliers that included Vietnam, India, and Pakistan. Pakistan
was able to capture part of China’s market as it experienced higher growth than any of its
competitors.

The European Union’s apparel imports from Pakistan accelerated from last year, both in
value and volume terms, despite the decline in the bloc’s overall apparel imports. The
weakening of Euro against the US dollar and currencies of major apparel exporters except
for the Pak Rupee led to the decline in the EU’s apparel imports. The European buyers were
attracted by continuously weakening PKR since Q4-FY2018, as unit prices fell only for
Pakistan in July-March FY2020 vis-a-vis its competitors. The price effect was further
reinforced by duty-free/quota-free access under the GSP Plus agreement. Bangladesh and
Pakistan have been able to increase their exports to the bloc as they enjoy preferential trade
treatment in trade with the EU.

Value-added exports with a share of 35.7 percent in total exports increased by 6.9 percent in
value. Among the value-added exports knitwear exports grew by 8.2 percent in quantity and
6.7 percent in value during Jul-March 2020 as compared to the corresponding period last
year. Export earnings of readymade garments show a remarkable growth of 11.0 percent in
value and 10.4 percent in quantity during July- Mareh FY2020 compared to same period last
year. Higher textile exports came on the back of quantum growth in high value-added
products, particularly readymade garments./Bed wear export grew by 2.4 percent in value
and 7.9 percent in quantity during July- March FY2020 compared to the same period last
year due to higher shipments to the Eurepean.Union.

Exports of towels increased in both,quantity and value by 2.0 and 0.6 percent, respectively
during July — March FY2020 as compared to the corresponding period last year. The exports
of intermediate commaodities like cetton yarn witnessed a decline in value by 1.9 percent
whereas quantity improved by. 5.1 percent, as dollar receipts were pulled down by lower unit
prices, which were in line with the/declining prices in the international market during first
nine months of the current financial year as compared to the same period last year. Despite a
decline in its exports, China’s demand for Pakistan’s cotton yarn increased as it appeared to
shift its yarn demand+away from India and towards Pakistan on account of the second phase
of the Pak-China FTA.

Cotton cloth export declined both in quantity and value by 9.4 percent and 3.0 percent,
respectively, July — March FY2020 as compared to the same period last year. Although
Pakistan has the highest share in cotton fabric imports of the European Union (in quantum
terms) is on a rising trend over the last few years. The export of raw cotton increased both in
guantity and value by 31.7 percent and 8.2 percent during July-March FY2020.

During July — March FY2020 petroleum and coal group’s exports posted a decline of 33.9
percent over the corresponding period last year, as import demand from Afghanistan
witnessed a fall in response to declining engagement of foreign forces. Moreover, petroleum
crude (condensates) exports declined 26.2 percent to US$ 152.7 million during July-March
FY2020, as refineries are increasingly using condensate with low-gravity imported crude.

Export of items like leather tanned and gloves etc. could not grow in quantitative terms. In
the case of sports goods, major export item football withnessed a growth both in quantity and
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value by 9.7 percent and 9.1 percent, respecti

Export of carpets, rugand mats registered negative growth in value by 4.0 percent wi
its export quantity increased by 6.5 percent during- March FY2020 compared to tl
same period last yeafFhe export of cement witnessed a decline of 5.1 percent in valt
its quantity increased by 7.3 percent during the period under review. However, Pi
cement exports this year have become more diverse in terms of market access con
last yeay when India was the key importer of Pakistani Portland Cement, importir-
fourth of Pakistan’s quantum cement exports. How the overall value of cement wi
pulled down by low unit prices. Guar and guar products registered growth both in va
guantity by 2.4 percent and 18.5 percent, respect

Monthly Exports

The monthly exports for the period J-March FY2020 remained mostly above
corresponding months of last year, averaging US$ 1938«million<per month as ags
average of USH897 million last year. The introduction of a‘ma-based exchange re
system, despite low unit value a significant increase inexports volun-China trade we
provide anopportunity in some sectors particularly textile and seafood and increased
shares in key destinations led to increase in exparts. The exports fall in except for the
COVID-19 pandemic shows a negative growth.of/8.1 percent as exporters are
declining demand in overseas mas and difficulties:in executing existingders
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Concentration of Exports

The composition of Pakistan’s exports more or less remethe same during FY202
compared to previous years showing high concentrat afew items like cotton & cotto
manufactures, leather, rice, aa few more item. The first three categories of expc
account for 69.2 percent of total exports during -March FY2020 with cotton & cotto
manufacture alone contributing 56.7 percent. Traditionally the contribution of these
categories was 69.1 percent durithe same period last year and 73.6 percent di
FY2018. The bifurcation of these items in Table 8.2 shows that exports in these fe\
are the major factor for lower export earni.
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Table 8.2: Pakistan's Major Exports

. July-March
Commodity 2013-14{ 2014-15| 2015-16| 2016-17| 2017-18| 2018-19 5018-191 2019-20 P
Cotton Manufactures 53(1 54.5 55.0 56.5 61.7 56.4 57.8 56.7
Leather** 5.1 4.8 4.9 4.1 4.2 3.7 3.7 3.7
Rice 7.6 8.5 8.8 8.8 7.7 9.0 9.1 8.8
Sub-Total of three 65.8 67.8 68.7 69.4 73.6 69.1 70.6 69.2
Iltems
Other items 34.p 32.2 31.3 30.6 26.4 30.9 29.4 30.8
Total 100.0 100.0 100.0 100.0f 100.0 100.0 100.0 100.0
P: Provisional, ** . Leather & Leather Manufactured.

Source: Pakistan Bureau of Statistics

Direction of Exports

Year-wise major Pakistan’s export destinations are mentioned/in.Table 8.3 which shows that
during July-March, FY2020 period no visible change .occurred and our exports are
continuously concentrated to the same markets. Efforts, are being made to explore new
markets specifically in ASEAN and Asian regions<having unexplored potential. The
Ministry of Commerce has initiated the Look Africa ‘Pojitlyestrade ties between Pakistan

and African countries will create jobs, facilitate economic growth, and reduce poverty. The
exports to Africa have increased by 10 percent during July-February FY2020 to US$ 1030
million as compared to US$ 937 million last year.

Table 8.3: Major Exports Markets Rs Billion & Percentage Share
July-March
Country 2016-17 2017-18 2017-18 2018-19 2019-20 P
Rs % Share Rs % Share Rs % Share| Rs % Share Rs % Share
USA 361.1 16.9]4 400.4 15.7] 532.8 17.0] 384.6 17.0 471 17.3
CHINA 153.8 72| 1857 73]  259.6 8.3 180 8.0 219 8.0
AFGHANISTAN 133.1] 6.2] 165.2 65 1764 56| 1285 57| 1156 4.2
UNITED KINGDOM 163.1 7.6]0,..186.7 73| 226.8 7.3 166.9 74| 1947 7.1
GERMANY 125.1] 59| 41467 57| 1734 55] 125.6 55] 162.1 59
UAE 83 3.9 104 41| 1258 40 773 3.4 141.6 5.2
BANGLADESH 65.4 3.1 81 32| 1018 33 778 3.4 918 3.4
ITALY 68.6 3.2 84.5 33 1074 34| 743 33| 924 3.4
SPAIN 85.5 40| 104.5 41| 126.5 4.0 932 41| 109.2 4.0
FRANCE 38.9 1.8 455 1.8 53.9 1.7/ 39.1 17| 448 1.6
All Other 860.7 40.3] 1050.8 41.1] 12438 39.8] 916.4 40.4] 1083 39.7
Total 2138.2]  100.0] 2555 100.0] 3128.2] 100.0] 2263.7 100.0[ 2725.2 100.0

P : Provisional
Source : Pakistan Bureau of Statistics

Bilateral Relation

Pakistan attaches great importance to its trade relations with other trading partners.
Engagements of Pakistan with its trading partners in the ongoing financial year are
mentioned below:

China-Pakistan

The implementation of Phase-Il of the China-Pakistan Free Trade Agreement (CPFTA) is a
significant achievement for Pakistan. The government of Pakistan has gained the most
favorable market access in the Chinese market at par with ASEAN. The significant features
of Phase-ll of the CPFTA, inter alia, include immediate market access on 313 items
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of Pakistan’s prime export interest, more robust safeguard measures, the inclusion of
balance of payment clause and Electronic Data Exchange (EDE) to curb under-invoicing
and misdeclaration of goods. The Protocol to amend the CPFTA was signed in April 2019
while the Tariff Reduction Modalities (TRM) have been implemented frddahuary 2020

by both sides.

Second China International Import Expo (CIIE) was held in Shanghai, China, in November
2019. Leading enterprises of Pakistan actively showcased their products during the event.
Pakistan will also participate in th& &IIE to be held in November 2020.

Pakistan-Japan

During the &' Round of Japan-Pakistan High-Level Economic Policy Dialogue, heldn 11
July 2019 at Tokyo Japan, Pakistan proposed that as an interim step, a PTA may be
concluded to allow Pakistan a level playing field as available to'its competitors. Japanese
side clarified that, if they were to discuss on possible EPA/FTA,«t has to be full-fledged,
covering “substantially all the trade”, including Tradewin'Goods, Trade in Services,
Investment, Intellectual Property, and E-Commerce. Based on this understanding, both sides
shared the willingness to promote discussion to facilitate"and further strengthen bilateral
trade.

Pakistan-Thailand

Pakistan is Thailand's second-largestrade partner in South Asia and there is a tremendous
potential to increase bilateral trade. An‘inter-sessional video conference on Pak-Thailand
Free Trade Agreement (PATHFTA).was held dhJaly 2019 to discuss matters related to
PATHFTA. Both countries are in the process of finalization of offer lists on 200 priority
items under Pak-Thailand Free Trade Agreement (PATHFTA).

Pakistan-Sri Lanka

Pakistan-Sri Lanka ‘FreeTrade Agreement (PSFTA) became operational ffoduie

2005. The Sixth.Secretary Commerce Level Technical Talks between Sri Lanka were held
on 6" January 2016™During this the meeting talks were held on broadening the scope of
FTA by the inclusion of chapters on Services and Investments. Pakistan enjoys a trade
surplus with Sri Lanka. Under the PSFTA, a quota of 6000 MT of Basmati rice was allowed
to be exported to Sri Lanka from Pakistan on duty-free basis each year. This quota was
available only for two varieties, namely, PK 385 and/or Super Kernel grades. However, in
December 2019, three new varieties of rice i.e., Super Basmati Rice, 1121 Kainat Rice, PK
198/D 98 Basmati Rice have also been added to the list of Rice having duty free access.

Pakistan-Indonesia

Indonesia-Pakistan PTA (IP-PTA) was signed ofi Bebruary 2012 and has been
operationalized since™September, 2013. As a result of detailed negotiations and persistent
trade diplomacy, Indonesia agreed to unilaterally provide “zero duty” to Pakistan on the 20
tariff lines. A protocol to give effect to this arrangement was signed during the visit of
Indonesian President on 26-27 January 2018. Notification to this effect has also been issued
by the Government of Indonesia and the newly granted market access is operationdl since 1
March 2019
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Central Asian Republics

The overall bilateral trade of Pakistan with the Central Asian Republics (CARs) has
increased to US$ 86.15 million during July-February FY2020 as compared to the US$ 84.47
million the same period last year. Pakistan’s exports to the CARs have increased to US$
80.32 million during the period under review as compared to US $ 73.08 million last year.
Kazakhstan is the largest export market for Pakistan in CARs. In February 2020, Joint Inter-
governmental commission meeting was held wherein Kazakhstan agreed to establish a Joint
Working Group on Trade and Investment, with Pakistan to remove trade barriers for each
other.

Africa

Total bilateral trade between Pakistan and the Middle Eastern region was recorded at US$
3272.04 million during July- March FY2020. Overall bilateral trade of Pakistan with Africa
stood at around $4.2 billion in 2018-19. Ministry of Commerce’s Look Africa Policy
Initiative exports increased to US$ 1030 million during July-February FY2020 as compared
to US$ 937 million same period last year. The total imports have been decreased to $1900
million during July-February FY2020 as compared-to US$ 1982 million same period last
year.

= Opening of New Commercial SectionsMinistry“of Commerce has opened six new
commercial sections in Africa in line with Look Africa Policy Initiative

= Pakistan —Egypt Trade Conference:;During Pakistan-Egypt Trade Conference in
October 2019 an MoU was signed between the two sides to establish Pak —Egypt Joint
Working Group (JWG).

» Pakistan Africa Trade Deyelopment ConferencePakistan-Africa Trade Development
Conference was held in“Nairobi, Kenya in January 2020. During the conference in
addition to the Trade Conference, B2B and G2G meetings were held which were
attended by Pakistani’Head of Missions (HoMs) in Africa, EAC members’ delegations,
Trade Officers, business community from Pakistan and Africa.

United States

United States of America (USA) is the major destination for Pakistan’s exports. The U.S.
Generalized System of Preferences (GSP), a program designed to promote economic growth
in the developing world, provides preferential duty-free treatment for over 3,500 products
from 128 designated beneficiary countries and territories. However, for the 44 Least
Developed Countries (LDCs) enhanced market access is provided by allowing an additional
1500 tariff lines for duty-free treatment. Of duly 2017, the US Government included 134
tariff lines into GSP schemes like travel bags, travel goods related to {HS 42 (two digits)}
export interest to Pakistan. The US has renewed GSP Preferential Market Access Program
till December 2020.

Europe Union

European Union is Pakistan’s largest export partner. This is because Pakistani products have
duty free access in all 27-member states of the European Union (EU) on 91 percent tariff
lines under EU’s “Special Incentive Arrangement for Good Governance and Sustainable
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Development”, known as GSP+, since 1st January 2014. Recently, the Third Biennial
Review of the GSP Plus (2018-2019) successfully concluded in March 2020 and this facility
will continue for Pakistan. The Fourth Biennial Review of the GSP Plus (2020-2021) has
formally commenced and the next EU Monitoring Mission to Pakistan is expected later this
year after the COVID 19 crises have abated. As a result of this arrangement, Pakistan’s total
trade volume to the EU has increased from US$ 11,960.59 million in 2013-14 to US$
14,158.29 million in 2018-19.

The exports to the EU reached US$ 5922 million during July-March FY2020 as compared to
US$ 5,736 million in the corresponding period last year, with a growth of 3.8 percent. The
imports from the EU reached US$ 3,328 million during July-March FY2020 as compared to
US$ 3,747 million in the corresponding period last year, with a negative growth of 9
percent.

Eastern Europe:

In December 2019, an Agreement was signed between Pakistan and Russian Federation on
the settlement of mutual financial claims and the obligations on operations of the former
USSR. Overall, Pakistan’s exports to the Eastern Eurepean block have witnessed an increase
of 5 percent during July-March FY2020 as compared“to the same period last year. The
government has undertaken the following initiatives.for enhancing trade to the region:

= Promotional /marketing activity in the Eastern’Europe region is being carried out as part
of a strategy to target non-traditional'markets.

= Ministry of Commerce is arranging business delegations of textile garments, sports
goods, leather goods, and surgical.goods from Pakistan in coordination with TDAP.

= To cater to the demands/of the ‘Eastern European region, the Ministry of Commerce is
carrying out market analysis of potential non-traditional sectors and products.

= To sustain GSP+<Plus,"Ministry of Commerce, is extensively working to fill the gaps,
indicated by the EU,monitoring mission in close liaison with Federal Ministries and
Provincial Governments.

= The promotion of'sports goods exports to the Czech Republic is being carried out.

Box-I: E-Commerce Policy

The Cabinet of Pakistan approved Pakistan’s first-ever e-Commerce Policy in October 2019 thereby dccording
to a long due recognition to an important segment of the economy. E-Commerce in Pakistan is at a nascent
stage, with modest internet retail sales, despite 161 million cellular subscribers, 70 million 3G/4G subscribers,
72 million broadband subscribers, and total teledensity of 76.56 percent, as of July 2019. However| it is an
emerging sector with a noticeable surge in recent past in online vendors, local e-Commerce platfoyms, and
online payment facilities introduced by banks and large cellular companies. According to the State Bank of
Pakistan, excluding Cash-on-Delivery (CoD) sales, e-Commerce sales stood at Rs 18.7 billion by the end of
June 2018 while the total size of Pakistan’s e-Commerce market in 2018 was Rs 99.3 billion. The nymber of
registered e-Commerce merchants has risen by 2.6 times and e-Commerce payments have surged 2.3 times in
just twelve months.

Formulation of the e-Commerce policy is a step in fulfiling the Government vision and commitment to
effectively promote and encourage businesses, especially Micro Small and Medium enterprise (MSMIES) to go
online and foster holistic growth of e-Commerce in Pakistan. The policy covers and provides guidelines on key
components for the promotion of e-Commerce including the regulatory environment, financial inclusipn, and
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digitization through payment infrastructure, empowering youth and SMEs, consumer protection, taxati
infrastructure, logistics, data protection, and engagement in multilateral negotiations. Since its approv
commerce policy has made headways in smoothening the e-commerce business environment in thg
For instance, freelancers’ remittance limit has been enhanced from US$ 5,000 to US$ 25,000, IT cc
and freelancers are now given better exchange rates for dollar in-line with the interbank rate off
exporters & trade receivable of IT companies will now be used as collateral for loan procureme
commercial banks.

Source: Ministry of Commerce
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Box-lI: Initiatives in The Pipelines
1.Geographical Indications (Registration and Protection Bill) 2019

Geographical Indications (GIs) identify the products that have a specific geographical origin and
qualities or reputatiomttributable to their place of origin. Theaee generally traditional products that ha
gained a reputation in the local, national, or international market due to their»specific unique qualiti
recognition and protection of these products, through legislation, allows,thescommunity of producers

possess
ve

es. The
to get a

fair value of their commodities while preserving their unique identitgcére of Pakistani products has the

potential to be protected under a Gl regime, including products such as Basmati Rice, Kinnow,
Cutlery, Ajrak, etc.

Ministry of Commerce, and Intellectual Property Organization of Pakistan, drafted the first Geogr
Indications (Registration and Protection) Bill, 2019 to provide for the registration and effective proted
the Geographical Indications of the country. The summary.of the subject bill was sent to the
Committee for Disposal of Legislative Cases (CCLC) ofi' @@y 2019 after approval of the subject has b
submitted to the Parliament.

2. National Tariff Policy (NTP)

The National Tariff Policy aims at removing:the anomalies in the tariff structure and making it a refleg
trade policy priorities and enhancement of/competitiveness through duty-free access to imported raw
and promotion of investment into efficientiindustries through a predictable tariff structure, decided thr
institutional mechanismApproved vide Cabinet decision dated"Iovember 2019).

3. Domestic Commerce Wing

i. Draft Paper on “Frameworksfor the Development and Facilitation of Domestic Commerce”:The
Domestic Commetrce Wing has drafted the papetFoamework for Development and Facilitation o
Domestic Commerce™which will be submitted to Domestic Commerce Reforms and Develop
Committee (DCRDC),for approval. The proposed framework deals with the following areas:
Enterprise Productivity & Modernization
SME Development
Agriculture & Mining
Retail & Wholesale Sector
Local brand Development
Transport & Logistics
Skill Development.

i. Development of Provincial Strategies on Domestic CommerceAll the provinces and regions
including Gilgit-Baltistan and AJK have formulated their respective domestic commerce strat
These strategies are of high significance as they focus on effectively linking domestic commerci
Pakistan’s international trade through the development of commercial governance framework.
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Source: Ministry of Commerce
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Box-lll: Trade Facilitation Agreement (TFA):

‘Trade Facilitation’ implies the streamlining, harmonizing, and simplifying border procedures to expedite the
cross-border movement of goods. In words of the World Customs Organization (WCO), trade facilitation is
"avoidance of unnecessary trade restrictiveness'.

Pakistan ratified TFA on the $7of October 2015 that provides flexibility to the members in terms of

implementation of the provisions of the Agreement. It envisaged that every signatory is required to divide the
provisions of the Agreement into three categories, i.e. A, B, and C allowing time for implementation and at the
same time assistance to developing and least developed countries for implementation.

Under its Article 10.4, Pakistan has committed to the establishment of a ‘National Single Window’ (NSW) as a
‘Category-C’ commitment with an implementation deadline of June 2022. This comes as the govérnment
increasingly focuses on enhancing exports and substituting imports to give a boost to domestic production and
the overall economy. NSW allows the parties involved in trade and transport to lodge standardized information
and documents with a single-entry point to fulfill all import, export, and transit-related regulatory
requirements.

In December 2019, the ECC of the Cabinet approved the “Enactment of Pakistan Single Window Bill] 2019".
The enactment of the Bill will highly facilitate the businesses in Pakistan. As efsnow, 42 government agencies
are involved in granting approvals for different businesses. Which willibe replaced and now through this Single
Window, all parties involved in trade and transport can lodge standardized information and documents with a
single-entry point to fulfill all import, export and transit-related regulatory requirements.

The Ministry of Commerce also secretariats the Natiopal” Trade and Transport Facilitation Committee

(NTTFC) which supports and coordinates among various government agencies and commercial enterprises that
participate in international trade transactions. It alsorservessas a cross-sectoral secretariat to address trade,
transport-related issues, and develop practical solutions:

Source: Ministry of Commerce

Imports

During FY2018, the growth mementum became unsustainable due to macroeconomic
imbalances mainly due to high, current account deficits. The maintained exchange rate
accelerated the domestic demand which led to a massive surge in imports due to high
consumption expenditure and ‘government spending. The government started tackling the
challenge primarily by managing the aggregate demand and addressing the deep-rooted
structural problems. They took difficult decisions in reducing the overvaluation of the
exchange rate and aligned it to the market value-based exchange rate adjustments. Further,
import tariff was impesed on non-essential items. pitesent government imposed up to 60
percent regulatory duties on 570 luxury and non-essential imported goods to curtail the
rising imports. Thus, during July-Feb FY2020, imports remained US$ 31.5 bhillion compared
to US$ 36.6 billion showing a decline of almost 14 percent. Hence, trade deficit was
contracted to 26 percent.

In April 2020 imports declined by 32 percent and remained at US$ 3.2 billion compared to
US$ 4.7 billion in April 19. The main reason was suppressed demand for a wide range of
energy and non-energy products also evident from falling crude oil prices which became a
blessing in disguise for Pakistan. The total imports in July-April FY2020 decreased to US$
38.0 billion as compared to US$ 45.4 billion the same period last year, thus registered a
decline of 16.2 percent the lowest level in four years. Due to depressed industrial demand,
there is lower import in quantum complemented with lower international commodity prices
especially crude oil, LNG, coal, and metals.

To facilitate importers in the COVID-19 period, SBP has extended the time period for
import of goods into Pakistan against advance payment from the existing requirement of 120
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days to 210 days. Enhanced the existing limit of US$ 10,000/, or equivalent in other
currencies, per invoice allowed to banks to make an advance payment on behalf of
manufacturing & industrial concerns and commercial importers for import of raw material,
spare parts & machinery to US$ 25,000/. These measures are in continuation of facilitating
export-oriented industries and manufacturing concerns in the backdrop of ease of doing
business and promoting exports’ growth and will further contribute to improving the
economic outlook of the country. Allowing Authorized Dealers to effect import advance
payment against irrevocable letter of credit up to 100 percent of the value of the letter of
credit for import of plant, machinery, spare parts and raw material, etc. Extending the
facility allowed to manufacturing & industrial concerns for import of raw materials and
spare parts on an open account basis to commercial importers as well.

Till this time, disaggregated Group-wise data on imports is available till March-20. The data
shows that all groups like petroleum, transport & agriculture imports, food, machinery,
textile & metal, imports recorded a decline during July-March, FY2020. (Table 8.4)

Table 8.4: Structure of Imports

July-March Value in $ % . % Change
Particulars Units / Million Change July-March Quantity in ’
2018-19 2019-20 (P) |..in Value 2018-19 2019-20 () Quantity
Total 40,679.7 34,790.4 -14'5
A. Food Groups 4,261.4 3,963.3] -7.0
Milk & Milk food M.T 185.8 125.2 -32.6 76819 49802 -35.2
Wheat Unmilled M.T - 0.0 - - 0.0
Dry Fruits M.T 33:8 241 -28.7 18977 16747 -11.8
Tea M.T 445 .9 376.2 -15.6 170311 155528] -8.7
Spices M.T 111.7 119.4] 6.9 96253 103013] 7.0
Edible Oil (Soyabean & Palm| M.T]| 1,454.6 1,425.5 -2.0 2413601 2342943 -2.9
Sugar M.T 3.0 2.3 -21.0 5910 4510 -23.7
Pulses M.T 393.4 428.8 9.0 737551 848472 15.0
Other Food Items 1,633|4 1,461.8] -10.5
B. Machinery Group 6,716.0) 6,633.2 -1.2
Power generating Machines 955.6 925.8 -3.1
Office Machines 341D 287.4 -15.7
Textile Machinery 379.5 350.6 -7.6
Const. & Mining Machines 1778 167.9 -5.6
Aircrafts, Ships and Boats 224.0 240.7 8.4
Agriculture Machinery 101.1L 73.2 -27.6
Other Machinery ltems 2,408.0 1,739.9 -27.7
C. Petroleum Group 10,614.0 8,900.6] -16.1
Petroleum Products M.T]| 4,623.0 3,964.7| -14.2 7591057 7896482 4.0
Petroleum Crude M.T 3,379|0 2,452.6] -27.4 6563416 5521957 -15.9
D. Consumer Durables 2,844.1 2,406.6 -15.4
Road Motor Vehicles 1,810(9 943 .4 -47.9
Electric Mach. & Appliances 1,321)2 1,750.6 325
E. Raw Materials 5,787.7 5,051.2] -12.7
Raw Cotton M.T 412 .4 556.1 34.8 224575 336658 49.9
Synthetic Fibre M.T 427.p 339.1 -20.6 214517, 227528 6.1
Silk Yarn (Synth & Arti) M.T 485.3 429.9 -11.4 220055 210417 -4.4
Fertilizer Manufactured M.T 716J0 482.3 -32.6 1709759 1429951 -16.4
Insecticides M.T 135.p 108.6 -19.7 21070 18999 -9.8
Plastic Material M.T 1,627.9p 1,490.2] -8.5 1122987 1199206 6.8
Iron & steel Scrap M.T 1,108)9 1,188.2] 7.2 3638564 3044891 -16.3
Iron & steel M.T 1,657.1 1,159.3] -30.0 2426840 1796710 -26.0
F. Telecom 1,031.1 1,337.8 29.7
G. | All Other Items 14,167.8 11,828.9 -16.5

P : Provisional
Source : Pakistan Bureau of Statistics
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The food group generally constitutes around 12.0 percent of the total import bill. During
July-March FY2020, food group witnessed a decrease of 7.0 percent and its import reached
US$ 3963.3 million from US$ 4261.3 million during the comparable period last year. The
edible oil (Soybeans & Palm) import bill, the heaviest item in the food group, decreased in
both quantity and value by 2.9 percent and 2.0 percent. The import bill of pulses surged by
9.0 percent during the period under review mainly due to the low domestic production.
(Table: 8.4)

The import of crude oil and petroleum products constitute 25.6 percent of the total import
bill of Pakistan. The import of petroleum group declined by 16.1 percent during July-March
FY2020 and reached US$ 8900.6 million as compared to the US $ 10614.0 million
corresponding period last year, mainly due to historically low global oil prices. Within the
petroleum group, the petroleum products declined in value by 14.2 percent, despite an
increase in quantity by 4.0 percent. Petroleum crude declined both:in quantity and value by
15.9 percent and 27.4 percent during Jul-March FY2020 as.compared to the same period last
year.

Liguefied Natural Gas imports decreased by 6.7 percent.in value and Liquefied Petroleum
Gas imports surged by 18.7 percent during July-March FY2020 as compared to the
corresponding period last year.

Import of the Machinery group, declined by.1.2 ‘percent and reached US$ 6633.2 million
during Jul-March FY2020 as compared to US$ 6716.0 million the same period last year.
Within this group, the import bill of textilesmachinery registered a decrease of 7.6 percent
(US$ 350.6 million) during July-March FY2020 against (US$ 379.520 million) the same
period last year. Import bill of. power ‘generating machinery recorded US$ 925.7 million
during July — March FY2020 as compared to $ 955.6 over the same period last year,
showing a decrease of 3.l.percent.

A surge of 32.5 percent’ (US$ 1750.6 million) is witnessed in Electrical machinery &
Apparatus during July = March FY2020 over ($1321.2 million) the corresponding period
last year due to'a rise in imports of heavy-duty electrical transformers (of greater than
10,000 kVA capacity) and related equipment. The higher imports of these products are in
line with ongoing work to expand the transmission network in the country, especially by K-
Electric in Karachi. According to National Transmission and Dispatch Company (NTDC)
work is ongoing on 48 power transmission projects with completion dates ranging from
FY2020 to FY2022.

Telecom sector imports within the machinery group, increased by 29.7 percent (US$ 1337.8
million) during first nine months of the current fiscal year compared with US$ 1031.7
million during the corresponding period last year. Mobile phone imports in Pakistan
increased by 75.9 percent during July-March FY2020 and reached US$ 979.9 million as
compared to US$ 557.2 million same period last year. In December 2018, Pakistan
Telecommunication Authority’s Device ldentification Registration and Blocking System
(DIRBS) became effective and efficiently restrict illegal cell phone imports by identifying
and blocking non-registered cell phones that were using local SIM cards. For this reason,
significant numbers of Mobile phones imports are now diverted to a formal channel from the
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grey channel, leading to a surge in official import data. The government had abol
three percent valuadded tax on commercial cell phone imports via the FY2019 bt
which slightly reduced the cost of impor

The transport group importéedined by 42.5 percent and reached US$ 1197.7 million di
July-March FY2020 as compared to US$ 2083.2 millthe same period last year as a
assemblers after significantly raising prices following the currency adjustment are nov
with slumping dmestic sales. The firms responded to the lower consumer demand by
their production, which reduced their imports of Completely Knocked Down (CKD) Kit:
other auto parts. Meanwhile, the regulatory restrictions on car imports under the ¢
bagage schemes continued to dent Complete Build Unit (CBU) imports. As a result,
transport imports fell to a 1Pear low. The mport of road motor vehicles decreased by -
percent, CKD/SKD decreased by 42.2 percent, buses decreased by 42.4and motor cars
decreased by 43.8 percent, during the-March FY2020 over theorresponding period la

Metal group bill also declined by 18.1 percent during-March, £Y2020°0over the same per
last year. The spillover of the downtrend in auto pction was felt across the steel industry
the import of Iron & steel decreased by 30.0 percent. Finished steel imports were
suppressed after Pakistan imposed-dumping duties.on,some Russian and Canadian
products into the country iBeptember 201

In thetextile group, import of raw cotton witnessed an increase both in quantity and ve
50.0 percent and 34.9 percent respectively durin¢-March FY2020 as compared the same
period last year on account of lower local produgof cotton.

Monthly Imports

The monthly imports during Ji-Marchr FY2020 witnessed declining trend. Impor
averaged US$ 3866 million per month. On average the monthly import decreethe US
$ 654 million per month. The 'monthly imports are in-8.2

Fig: 8.2 Monthly. Imports [ w=Fy2019  mFY2020
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Direction of Imports

Pakistan imports from countries like China, Saudi Arabia, UAE, and Indonesia cor
around 50 percent of the total imports. Durthe current fiscal year share of imports fre
China has decreased from 26 percent in last fiscal year to 24 percent dur-March
FY2020. However, thehare of impos from UAE has increased by 2 percent during -
March FY2020 as compared the same p&rd last year. Change in Pakistan‘'s img
pattern in subsequent years is shown in (Table
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Table 8.5: Major Import Markets Rs Billion & Percentage Share
July-March
Country 2016-17 2017-18 2018-19 2018-19 2019-20 P
Rs |% Share Rs |[% Share Rs |[% Sharef Rs |[% Sharel Rs |% Share
China 1584.8 28.4 1731.4 25.9 1734.93 23.3 1267.7 23.6 1394.3 25.7
UAE 774.9 14. 893.3 13.3 1020.1 13.7 759.7 14.1] 692.6 12.7
Saudi Arabia 2277 4.1 356.4 5.3 401.3 5.4 286.2 5.3] 241.5 4.4
Kuwait 141.9 2.60 159.7 2.4 185.9 2.5 133.8 2.5 138.7 2.6
Indonesia 2404 43 2785 4.2 327.3 4.4 2455 4.6 258 4.7
India 178.2 3.2l 2075 3.1 204.9 2.8 154.8 2.9 53.3 1.0
U.S.A 267.9 4.8 316.4 4.7/ 368.9 5.0 259.5 4.8 3029 5.6
Japan 2174 3.9 266.5 4.0 246.] 3.3] 188.( 3.5 134.7 2.5
Germany 1148 2.1 146 .4 2.2 142 .4 1.9 105.4 2.0 97.5 1.8
Malaysia 100.p 1.8 132 2.00 1455 2.0 103.0 1.9 112.9 2.1
All Other 1692.9 30. 2206.5 33.0 2666.5 35.8 1868.( 34.8 2008.7 37.0
Total 5539.7 100.0 6695 100.0 7443.3 100.Q 5371.1 100.0 5434.5 100.0

P: Provisional
Source: Pakistan Bureau of Statistics

Balance of Payment

One of the unsustainable macroeconomic imbalances, the government faced high current
account deficits leading to a balance of payment crisis. The government aimed to solve the
crisis primarily by managing the aggregate” demand and addressing the deep-rooted
structural problems. To avoid depleting foreign reserves, the government also had made
considerable success in mobilizing additienal financing from friendly countries in the form
of short- to medium-term loans, deferred payment on imported oil, and temporary deposits
in the central banks.

The structural and policy adjustments have started reaping benefits in the form of decline in
current account deficit, the, build-up of foreign reserves, stable exchange rate, etc, thus
improving Pakistan’s\balance of‘payments not only in FY2019 but its trend continued in
FY2020 as well. The implementation of a market-based exchange rate system, along with
other demand management policies adopted earlier, resulted in a sharp 73.1 percent decline
in the current account deficit to only US$ 2.8 billion (1.1 percent of GDP) during July-
March FY2020 against $ 10.3 billion last year (3.7 percent of GDP). The improvement
primarily came from imports, which declined by 16.2 percent during the period. The
reductions in imports are due to ongoing macroeconomic stabilization measures, lower oll
prices, and shift away of power sector from furnace oil-base.

The workers’ remittances and exports also recorded some increase despite slowdown in
advanced economies and the low unit prices for exports. The quantum of export, however,
responded to policy adjustments and witnessed an increase in major export categories. The
currency adjustment in the recent past allowed exporters to remain competitive in the
challenging global environment. At the same time, remittances continued to grow on the
back of higher inflows from the US, the UK, and Saudi Arabia.

At the same time, external financing remained sufficient due to the revival of the multilateral
flows and the portfolio investment. These inflows allowed SBP to unwind its net short
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position in the forward market and re-build its reserves, which reached US$ 10.8 billion by
end-March 2020.

Table 8.6: Summary Balance of ayments US $ Million
ltems July-June July-March
2017-18 2018-19 2018-19 2019-20 P

Current Account Balance -19195 -134B4 -10284 -2,768
Trade Balance -30908 -27612 -212p1 -14680

Exports of Goods FOB 24768 242%7 18,051 18,256

Imports of Goods FOB 5567[L 51869 39,312 32,936
Service Balance -6426 -4970 -3488 -2441

Exports of Services 585([L 5966 4,566 4,247
Imports of Services 12277 10936 8,064 6,688
Income Account Balance -5437 -5610 -3735 -4278

Income: Credit 726 578 46p 452

Income: Debit 6163 6188 4,201 4,730
Balance on Secondary Income 23571 24758 18200 18,631
Of which:

Workers' Remittances 19914 21740 16,432 16,991
P: Provisional

Source: State Bank of Pakistan

Current Account

Current account deficit leads to Balance of Payment crisis if it cannot be financed from
Financial Account. Furthermore, the consequent depletion of foreign exchange reserves
leads to depreciation in the value of the,domestic currency. During the last 25/26 months,
continuous reduction has been seen in the.Current Account Deficit mainly due to contraction
in a trade deficit. During July-March FY2020, current account deficit reduced by 73.1
percent to US$ 2.8 billion (1.1 percent of GDP) against US$ 10.3 billion last year (3.7
percent of GDP).The significant reduction in the current account deficit mainly reflected the
impact of macroeconomicsstabilization measures undertaken over the past year, which have
significantly curtailed theimport“demand of a wide range of non-energy and energy
products.

On other hand, lowsinternational prices suppressed export earnings of many emerging
markets, including Pakistan as unit prices of textiles and rice continued to drop. Lower unit
values dominated, partially offsetting the impact of significant volumetric growth in several
major export products. Furthermore, the slowdown in the global economy also affected
export performances of emerging markets (EMs). To overcome these challenges, exporters
managed to increase its market share in key destinations, and export volume increased
significantly. The trade war provides an opportunity for Pakistani Exporters, as China is
shifted away from the US market and along with continued concessionary market access to
the EU.

The COVID-19 outbreak has generated both demand and supply shocks across the global
economy.lt has posed significant challenges for exports to increase further in the coming
months. However, the latest data indicates that the external sector continues to improve
substantially on account of modest growth in both exports and workers’ remittances and a
significant reduction in imports. The overall external account liquidity has improved due to
the pandemic. Pakistan, as a net oil importer, would benefit from the decline in global olil
prices on account of the slowdown in global economy. Apart from deceleration in inflation,
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this will further reduce the import bill and the current account d¢ On YOY current
account is reduced by 99p@rcent tcthe US $ 9million in March 2020 as compared the
US $ 823 million thesame period last year. On month on month current account redu
95.5 percent from thgS $ 198 million in February 2020 as against |9 million in March
2020.

380Fig-8.3: CA deficit, % Change MoM Fig-8.4: CA deficit, % Change YoY
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Balance in Trade of Goods and Servict

During JulyMarch FY2020, expo of goodsgrew, by.d.1 percent to US$ 18.3 billion
compared to US$ 18.0 billicthe same period last'year. Import of godéslined by 16.:
percent to US$ 32.9 billion during J-March FY2020 as compared to US$ 39.3 billthe
same period last year. Czaguentlythetrade deficit reduced by 30.9 percent to US$ :
billion as compared to US$ 21.2 billion lasty

Till FY2018, not only importsof,goads  surged to laigh level but also imports of servic
were rising. In FY2018, impaorts of services welS$ 12.3 billion which was brought dov
to US$10.9 billion in FY2019."Transport, Tra\, and Other business services were the
components.

COVID-19 causing to.lockdown and social distancing will adversely affect some se
like education, travel.tourismand hospitality, while, transport and distribution services
also be affected which are linked to merchandise trade. However, telecom, f, and
computer related services will be least affected as they can be provided

Fig: 8.5 Montgl:% Exports and Imports of Service: m Exports of Sercices ®Imports of Sercice
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The exportof services declined by 7 percent during -March FY2020 to US$ 4.2 billio
as against US$ 4.5 billion tlsame period last year. The exports of services declin16.1
percent on year on year basisthe US $ 455million in March 2020 amid COVI-19
pandemic as global economy is facing lockdown, and worldwide ban on travel and t
Major services exports include telecommunication, com, and information services U.
1059 million during JulyMarch FY2020 as compared to US$ 879 millthe same period
last year. Other business services 1023 million during Julymarch FY2020, a
compared to US$ 1195 milli, and declined by 14.3 percent. Government goods& ser
decreased by 7.5 percent during -March FY2020 and reached USE1 million as

compared to US$ 969 million same period last \

The import of Services declined by 17 percent during-March FY2020 and is US$ 6
billion as compared to US$ 8.0 billion last year. Simil, imports in services are also hit
ongoing lockdown due t€OVID-19 pandemic and declined hy 24.7 percent on ye:
year basis in March 2020 tthe US $ 636million. Imports' of 'services comprised

transport declined by 7 8ercent anareached US$£474 millienas compared to US$ 2€
million and other busineservices increased by 2 percent and reachéis$ 1970 million
as compared to US$ 1741 million same period last year.<The balance on trade in
reduced by 30 percent amdached th US $ 2.4 billionsduring Julydarch FY2020 a:
compared to US$ 3.5 billiothe same period last.year.

Fig 8.6 Exports of Service = Transport = Travel
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Remittances

Historically growth in remittances has always mitigated some of the is of the negative
trade balance on the current account. However, in FY2018, the flattening of w
remittances compounded thurrent account deficit due to a ballooning trade deficit.
present government took measures (-IV) to increase remittances through enhan
outreach, reimbursement thfe T.T. Charges Scheme (Free-send Modety] improvement
in the payment systenthus, during FY2019, there wia 9.2 percent increase in worke
remittances which reached L 21.7 billion. It was expected that same trend will contint
FY2020. During July-MarchY2020, remittancereached U$ 17 billion as compared -
US$ 16 billion thesame period last year, with a growth of 6.0 percent. o-Y basis,
remittances witnessed a growth of 9.3 percent in March 2020, recorde¢ 1.9 billion as
compared to US$ 1.7 billion same period last y

Due to COVID-19, thee is slov growth in the global remittance ‘mairdye to deceleratin
growth in advanced economies, lower oil pr, and weakening of currencies of some of
source countries against the US dol

During July-April FY2020, workers’ remittances increased by 5.5 percent to US$
billion as compared tWS$ 17.8 billion last year. However, @ Y-o-Y basis, remittance
witnessed a growth of 1.1 percent in April 2020, recorded US$ 1.79 billion (USS
billion last year) may be due to seasonal effect‘of,Ramadan and Eid. On month on n
April 2020, remittances declined 5.5 percent, recorded U3%77 billion (US$ 1.89 billior
last month) as global lockdown, slow global demand and emerging recession espue
to massive decline in oil pricesve increased the job risk ofrmmber of Pakistani worke
working abroad especially in GCC countri

During July-April FY2020,the share of remittances frorBaudi Arabia remained 23
percent(US$ 4377.0 mn)~J.Af20.8 percent (US 3905.9 mn), USA 17.5 percertUS$
3282.3 mn), U.K 14&ercen (US$ 2780.7 mn), other GCC countries ‘percent (US$
1779.8 mn), Malaysia 6.percen (US$ 1242.3 mn), EU 2.7 percent (#515.2 mn) an
other countries 4.8.percent.

Fig 8.8 Worker's Remittance!
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Table 8.7: Country/Region Wise Cash Worker's Remittances

) July-April (% Billions)
Country/Region
2018-19 2019-20 % Change Share

Saudi Arabia 4.2 4.4 4.8 23.3
U.AE. 3.8 3.9 3.2 20.8
USA 2.7 3.3 21.3 17.5
U.K. 2.8 2.8 0.9 14.8
Other GCC Country 1.7 1.8 36 9.5
Malaysia 1.3 1.2 -1.6 6.6
EU Countries 0.5 0.5 6.0 2.7
Others Countries 0.9 0.9 -1{5 4.8
Total 17.8 18.8 5.5 100.0

Source: State Bank of Pakistan

Box-1V: Measures to Increase Remittances

To encourage and facilitate the Overseas Pakistanis to send their remittances through official banking channels,
various initiatives have already been taken by the government:

= The prevailing rate of the TT charges scheme (Free-send Model) has been enhanced from SAR 10/- to
SAR 20/- for transactions between USD 100-200. It would cost an additional amount of Rs 3 billion to the
Government.

= The existing incentive scheme for the, marketing of home remittances i.e. PKR 01 against USD 01 of
remittance amount beyond 15 percent/growth over last year may now be based on tiered growth i.e. Rs
0.50 on 5 percent growth, Rs 0.75 on 10/percent growth and Rs 01 on 15 percent growth. It would cost an
additional Rs 600 million to the Government.

= To leverage home remittance customers and encourage them to use banking channels, withholding tax will
be exempted from Jul 01,202010n“cash withdrawal or on the issuance of banking instruments/transfers
from a domestic bank account’to the extent of remittances amount received from abroad in that account in
a year. FBR hasbeen‘requested for amendment in Income Tax ordinance through finance bill.

= A ‘National Remittance Loyalty Program’ will be launched from September 01,2020 with the
collaboration of major commercial banks and government agencies through which various incentives will
be given to remitters through mobile apps and cards.

= Technical Supplementary Grant of Rs 9.65 billion to reduce the lag time from 12 to 6 months in
reimbursement of T.T charges to banks on home remittances.

Financial Account

Financial Account has critical importance in Balance of Payments for the reason it cannot
finance current account deficit, there is pressure on foreign reserve and hence exchange rate.
The government made all efforts for increasing inflows, driven by the significant increase in
central bank deposits and bilateral flows due to liquidity injections from China, UAE, and
Saudi Arabia. Regardless, in FY2019, the financial account remained US$ 11.8 billion
compared to US$ 13.6 billion in FY2018, still, financial account in FY2019 can comfortably
finance current account deficit. Thus, improving Pakistan’s balance of payments position.
The same performance of financial account was also expected in FY2020.
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During July-March FYR20, the financial account remainecdS$:6.0 billion, compared t
US$ 11.4 billion in corresponding period last year..However, this financial accour
enough to finance easily the low current account deficit thus improving balance of pa
position during JulyMarch FY202C

The financial account in Julytarch FY2020 saw a'surge in the portfolio investment in |
currency government securities, as foreign investors increased their focus on Debt S
due to reforms initiated in the exchangte.market and to encash the available-adjusted
returns in fixed income securities. Bess portfolio investment improvements were notic
in FDI inflows and other investmes:

Foreign Direct Investment

Realizing the importance of FDI, the governmeiade all efforts to attract FDI. Thus, Pakis
was among ‘top ten best'improvers’ in World Bank’s Ease of Doing Business Index
jumping up 28 places on the index and clinching the 108th position out of total 190 eco
This helpedto attract foreign investors. During y-March FY2020, foreign direct investme
increased by 137.3"percent and reached US$ 2.1 billion compared to US$ 0.9 billion I
On YoY basisFDI increased by 91.7 percent ereachedJS$ 278.7 million in Mrch FY2020
compared to US$ 145.4 million in the same month last year. The inflows creached US$
2.7 billion million during JulyMarch FY2020 compared to US$ 2.1 billion million same pe
last year, with a growth of 25.6 percent. The outflows of Iduring JulyMarch FY202C
decreased by 55.8 percent and reached US$ 548.5 million compared to US$ 1241.8 mill
period last year.

Government has taken different initiatives at the national and international level to attre
The government is prading business friendly environmg¢, especially in SEZs. In this reg;,
onetime custom duties exemption on plant and machinery has been given, while tan
income tax exemption for 5 years. Pakistan has si@n offshore Gas Pipeline deal wi
Russa. Saudi Arab has shown its interest to invest in a new oil refinery in Pakistan's g
deepsea port of Gwadar, which is likely to increase FDI in Pakistan. Pakistan recently
seven MoUs worth US$ 20 billion with Saudi Ara

The major FDI during Juljdarch FY2020 received from China US$ 872 million (40.6 per
of the total FDI) followed by Norway U¢ 288.5 million (13.4 percent of the total FDI) &
Malta US$166.7 million (7.8 percent of the total FDThe power sector attracthe highest net
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FDI of US $ 757.4 million (35.3 percent of total FDI) during July- March FY2020 as against
outflow of US$ 353.1 million same period last year. The communication sector received US$
490.3 million (22.8 percent of total FDI) against an outflow of US$ 141.1 million same period
last year. Other sectors such as oil & gas exploration US$ 218.3 million (10.2 percent of total
FDI), Financial business received FDI US$ 210.5 million (9.8 percent of total FDI) and
Electrical Machinery US$ 143.4 million (6.7 percent of total FDI) during July- March FY2020.

With regard to FDI, the COVID-19 outbreak could cause global foreign direct investment
(FDI) to shrink by 5 percent-15 percent)NCTAD, March 08, 2020)In the context of
Pakistan, the pandemic negative impact on investments will be felt strongly. The ripple
effect could cause a major setback to efforts of government around the globe to attract the
private investment and to achieve the target of US$ 4.34 bn for the year CFY 2019-20.

Table 88: Foreign Investmen ($ Million)
Fv2018 FY2019 FY201§] o MarChFYZOZO P
A. Foreign Private Investment 25396 9471.2 495.6 2044.6
Foreign Direct Investment 2780.3 1362.4 905.1 2148.3
Inflow 34945 27852 2144.9 2696.8
Outflow 714.2 142218 1241.8 548.5
Portfolio Investment -240.)7 -415|2 -409.5 -103.6
Equity Securities -240j7 -415.2 -409.5 -103.6
Debt Securities
B. Foreign Public Investment 2450(5 -10p2 -0.7 331.1
Portfolio Investment 2450.b -1002 -q.7 331.1
Total Foreign Investment (A+B) 49901 -54.8 494.9 2375.7

P: Provisional
Source: State Bank of Pakistan

Fig: 8.11 Country-Wise. FDI (July-Mar FY2020) Fig: 8.12 Sector-Wise FDI (July-Mar FY 2020)
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Foreign Portfolio Investment

The Foreign portfolio investment during July-March FY2020 reached US$ 227.5 million as
against an outflow of US$ 410.2 million the same period last year. There is a risk of high

capital outflow, as the major decline in all stock market during these days in ongoing
pandemic.
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Foreign fund managers invested into the T-bills and PIBs not only in chasing the risk-
adjusted returns offered by Pakistan on the government securities but also in response to a
sharp improvement in the BoP, the reserves buffers, and particularly reforms initiated in the
exchange rate market. Moreover, the country’s credit worthiness has improved with the
initiation of the EFF program and the successful conclusion of its first review in November
2019. Besides, in December 2019 Moody’s upgraded Pakistan’s outlook to stable from
negative and affirmed the government’s local and foreign currency long-term issues and
unsecured debt rating at B3. These developments led Pakistan’s credit default swap rate to
decline significantly and reach 3.4 percent by end-December 2019 from a high of 5.0
percent in August 2019.

Reserves and Exchange rate

Pakistan’s total liquid foreign exchange reserves increased to US$ 17.1 billion by the end of
March 2020, up by US$ 2.6 billion over end-June 2019..The breakup of reserves
accumulation in March 2020 shows that the SBP’s reserves increased by US$ 3.6 billion to
the US$ 10.8 billion against depletion of US$ 943.5 millien to US $ 6.3 billion in
commercial bank’s reserves.

While the rise in SBP’s liquid reserves seems substantial and an almost equivalent reduction
in net forward liabilities suggests that actual reserve accumulation by SBP over this period is
much higher. The reserve accumulation during July-March FY2020 was a result of higher
official disbursements and sufficient market purchases by the central bank. While IFI loans
revived with the inception of the IMF program‘and allowed better market conditions to SBP
for making FX purchases.

The improvement in the Foreign Exchange reserves led to a 3.8 percent appreciation of Pak
rupee against the US dollar during July-February FY2020. During FY2020 the PKR started
appreciated during July-February, the NEER depreciated in the second and third quarters as
against appreciationsin the first quarter, as the currencies of other major trading partners
appreciated against the US“dollar. However, the higher Relative Price Index (RPI) due to
higher domesticfinflation resulted in REER appreciation in all quarters of FY2020.

However, due to the'fallout of COVID -19, the PKR depreciated by 3.9 percent in just one
month during July-March FY2020. The movement in PKR-US$ exchange rate in the
interbank market is based on foreign exchange demand-supply gap. The market-based
adjustment is reflective of the country’s overall external Balance of Payments position
during the period. Further, compared to nominal ER depreciation, the NEER and REER for
March over last month are only 1.9 and 0.98 percent respectively. This reflects the currency
and inflation dynamics of Pakistan’s major trading partners

Pakistan has requested special assistance from the multilateral institutions, to counter the
pandemic. In this regard, thtal of US$ 5 billion of external assistance has been
mobilized, out of which IMF has provided US$ 1.4 billion under Rapid Financing
Instrument in budgetary support, World Bank has provided US$ 1.79 billion, Asian
Development Board (ADB) has provided US$ 1.75 billion, in addition, G20 states have
offered debt relief of US$ 1.8 billion. G-20 / Paris Club have offered suspension of principal
and interest for over 70 developing countries, including Pakistan.
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Fig: 8.13 Foreign Exchange Reserve
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Conclusion

The improvement in Pakistan’s balance of payments. that,started in FY2019 contil
FY2020 as well. The implementation the markethased exchange rate system, along
other demand management policies adopted earlier resulted in a sharp 73.1 percer
in the current account deficit to only US$ 2.8 billion’ (1.1 percent of GDP) durin¢-
March FY2020 against US$ :3 billion last year (3.7 percent of GDP).

The significant reduction in the current.account-deis mainlydue to import compressi
of a wide range of noenergy and energy produQuantumled import declines wet
observed across all product categs and were complemented by lower international pi
of most of Pakistan’s principal import. commodities. Low international prices sued
export earnings of many emerging markets including Pakistan as unit prices of texti
rice continued to dropLower unit,values dominated, partially offsetting the impac
significant volumetric growtisevere of the major export products.

The COVID419 outhreak .has jolted evethe strongest world economies ¢ posed
significant challenges forinvestments eexports to increase further in theming months
With regard to Pakistan despite the adverse impact of Corona virus on economy the
external account liquidityyas improve due to adecline in oil and other commaodity pric
on the back of a slowdown global economies This will further reduce the import bill ar
the current account deficitn light of recent domestic and global developments,
spillover impact of the Coronavirus outbreak on global trade and financial mark
moderate and sholiired. In such a scenario, the export slowdown and market vol:
should be contained while the benign growth and inflation impacts of lower
commodity prices would dominate. Under a w-case scenario, there will be a prolon:
and severe plsa of weak demand in Pakistan’s major exports and remittances m
significantly due to layffs of our workers abroacThe gvernment, cognizant of tt
COVID-19 challenge, has taken various measures to prevent its outbreak and a
semi-lockdownapproach with we-established SOPs to move the wheel of the econor
this difficult time.
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Chapter 9

PUBLIC DEBT

9.1 Introduction

The primary objective of public debt management is to ensure that the government's
financing needs and its payment obligations are met at the/lowest possible cost over the
medium to long term, consistent with a prudent degree of risk. Pakistan’s strategy to reduce
its debt burden to a sustainable level includes commitment to run primary surpluses,
maintain low and stable inflation, promote measures that support higher long-term economic
growth and follow an exchange rate regime based onieconomic fundamentals.

Public debt witnessed various developments during the ongoing fiscal year, some of them
are highlighted as follows:

= Most of the net domestic debt raised during-first nine months of current fiscal year was
through medium-to-long-term government securities (Pakistan Investment Bonds) and
National Saving Schemes (NSS);

» The cost of borrowing through Jong'term government bonds declined. Importantly, the
government was able to borrow via long-terms bonds at rates well below the policy rate
of State Bank of Pakistan (SBP). The market’s willingness to lend to the government for
long tenors at rates sbelowthe policy rate reflects the general confidence in
macroeconomic policies.of the government;

» In-line with thesgovernment’s commitment, no new borrowing was made from SBP
during ongoing fiscal year. In fact, there was a net retirement of Rs 286 billion in the
outstanding debt obtained from SBP in previous years;

= Government has started re-issuance of 15-years fixed rate Pakistan Investment Bonds
(P1Bs) with the view of lengthening the maturity profile of domestic debt and provide an
additional tenor/option to the investors;

= In order to diversify investor base in government securities and capitalize liquidity
available with Islamic Financial Institutions, the government has started issuance of 5-
Year Floating Rate Sukuk;

= All of the net external debt raised during first nine months of current fiscal year was
from multilateral and bilateral sources on concessional terms.

These above-mentioned trends are expected to continue and the domestic debt profile is
projected to improve considerably by the end of the current financial year compared with
last year. The proportion of debt held by SBP will decline while the proportion of debt
raised through long-term instruments is expected to improve further. Interest expense is
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expected to remain significantly less than the budgeted amount in 2019-20 owing to
re-profiling of short-term debt into long-term debt and sharp decline in cost of borrowing in
longer tenors.

Over the medium term, government objective is to reduce its “Gross Financing Needs
(GFN)” through various measures mainly including (i) better cash flow management
through a treasury single account; (ii) lengthening of maturities in the domestic market
keeping in view cost and risks trade-off; (iii) developing regular Islamic based lending
program and (iv) avail maximum available concessional external financing from bilateral
and multilateral development partners to benefit from concessional terms and conditions.

Government also aims to bring and maintain its Debt-to-GDP and Debt Service-to-Revenue
ratios to sustainable levels through a combination of greater revenue mobilization,
rationalization of current expenditure and efficient/productive utilization of debt.

9.2 Public Debt

Fiscal Responsibility and Debt Limitation Act 2005 defines “Total Public Debt” as debt
owed by government (including Federal Government and Provincial Governments) serviced
out of consolidated fund and debts owed to the“international Monetary Fund. Whereas,
“Total Debt and Liabilities” of the country include “Total Public Debt” (Government Debt)
as well as debt of other sectors as presented’in.the table below:

Table-9.1: Pakistan’s Debt and Liabilities

(Rs in billion) 2015 2016 2017 2018 2019 Mar-20

I. Government Domestic Debt 1219215 13,625.9 14,849.2 16,416.3 20/731.8 22,477.7
Il. Government External Debt 4,770/0 5,411.6 5,918.7 7,795.8 11,0551 11,658.1
Il. Debt from IMF 417.6 633.1 640. 740 921.0 1,071.3

IV. External Liabilitie$ 377.6 377.1 373.9 622.8 1,7101 1,642.5

V. Private Sector External Debt 539{2 709.1 1,183.2 1,6b4.5 2,481.3 2,634.4
VI. PSEs External Debt 252.f 29410 284.2 324.6 630.6 582.0
VII. PSEs Domestic Debt 458 568|1 821.8 1,068.2 1,394.2 1,397.7
VIIl. Commodity Operatiors 564.5 636.6 686.9 819.f 7564 649.3

IX. Intercompany External.Debt.from Direct Investor abroad 216.6 3|15.6 353.9 137.2 542.7 707.5
A. Total Debt and Liabilities (sum | to 1X) 19,849.4| 225771 25114p 29,8794 40,223.1 42,820.3
C. Total Public Debt (sum | to IIf) 17,380.2| 19,676.4 21,408[7 24,9529 32,7079 35,207.0
D. Total Debt of the Government 15,986.0| 17,823.7 19,635/4  23,024.0 29,520.7 31,4524
Memorandum Items

GDP (current market price) 27,4430  29,07%.6 31,922.3 34,16.3 37,0723 41,726.7
Government Deposits with the banking system 1,394.1 1,853.5 1,773.3 1,928.9 3,187.2 3,754.6

US Dollar, last day average exchange rates 101.8 104.8 104.9 121.5 163.1 166.4

1 External Liabilities include Central bank deposits, SWAPS, Allocation of Special Drawing Rights (SDR) and non-resident LCY deposits
with central bank.

2 Includes borrowings from banks by provincial governments and PSEs for commodity operations.

3 As per Fiscal Responsibility and Debt Limitation Act, 2005 amended in June 2017, "Total Debt of the Government" means the debt of
the government (including the Federal Government and the Provincial Governments) serviced out of the consolidated fund and debts owed
to the International Monetary Fund (IMF) less accumulated deposits of the Federal and Provincial Governments with the banking system.
4 Accumulated deposits of the Federal and Provincial Governments with the banking system.

Source: State Bank of Pakistan and Debt Policy Coordination Office, Ministry of Finance

Total public debt was recorded at Rs 35,207 billion at end March 2020 compared with Rs
32,708 billion at end June 2019, registering an increase of Rs 2,499 billion during first nine
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month of current fiscal year while Federal Government borrowing for financing of its deficit
was Rs 2,080 billion during the said period. This differential is mainly attributable to
depreciation of Pak Rupee against US Dollar, increase in cash balances of the Federal
Government and difference between face value (which is used for recording of debt) and the
realized value (which is recorded as budgetary receipt) of PIBs issued during the said period.
The trend in total public debt since 1971 is depicted in Box-I.

Box-I: Trend in Total Public Debt
Table-9.2: Year Wise Total Public Debt Position
Year Domestic| External | Public Year |Domestic| External | Public Year |Domestic| External | Public
Debt Debt Debt Debt Debt Debt Debt Debt Debt
(Rs in billion)
1971 14 16 30/ 1988 290 233 523 2005 2,178 2,034 4,211
1972 17 38 55/ 1989 333 300 634 2006 2,322 2,038 4,359
1973 20 40 60 1990 381 330 711 2007 2,601 2,201 4,802
1974 19 44 62 1991 448 377 825 2008 3,274 2,853 6,127
1975 23 48 70 1992 532 437 969 2009 3,860 3,871 7,731
1976 28 57 85/ 1993 617 519 1,135 2010 4,653 4,357 9,010
1977 34 63 97| 1994 716 624 1,340 2011 6,014 4,75 10,771
1978 41 71 112 1995 809 688 1,497 ,.2012 7,638 5,059 12,697
1979 52 77 130 1996 920 784 1,704 , 2013 9,520 4,771 14,292
1980 60 86 146 1997 1,056 939 1,995 2014 10,907 5,085 15,991
1981 58 87 145 1998 1,199 15193 24392 2015 12,193 5,188 17,380
1982 81 107 189 1999 1,389 1,557 2,944 2016 13,626 6,051 19,677
1983 104 123 227 2000 1,645 1,527 3,172 2017 14,849 6,559 21,409
1984 125 132 257 2001 1,799 1,885 3,684 2018 16,416 8,537 24,953
1985 153 156 309 2002 1,778 1,862 3,636 2019 20,732 11,97 32,708
1986 203 187 390 2003 1,895 1,800 3,694 Mar-20 22,478 12,729 35,207
1987 248 209 458 2004 2,028 1,839 3,866
Fig-9.1+Trend in‘Domestic and External Debt
(Rs in billion)
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Contrary to last year, most of the net domestic debt raised during first nine months of current
fiscal year was through medium-to-long-term government securities (PIBs) and NSS. Even
within short-term floating debt, the government borrowed mostly via 12-Months Treasury
Bills (T-bills). Resultantly, the share of 3-months T-bills in total T-bills portfolio reduced to
around 28 percent at end March 2020 compared with around 100 percent at end June 2019.
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On the external front, all of the net external debt raised during first nine months of current
fiscal year was from multilateral and bilateral sources. Accordingly, the share of multilateral
and bilateral inched up in external public debt portfolitiile share of debt obtained from
commercial sources (loans from foreign commercial banks and Eurobonds) relatively
declined during first nine months of current fiscal year as compared with last fiscal year.

Government is creating an enabling environment for the overseas Pakistanis to invest in
government securities. In this connection, the government is in the process of introducing
“Overseas Pakistanis Savings Bills” in both conventional and shariah compliant mode. The
key highlights of the Bill are presented in BoX-II

Box-II: Overseas Pakistanis Savings Bills

Eligible Investors

Non-resident individual Pakistani (NRIP) having National Identity Card for Overseas Pakistanis, forgigners

having Pakistan Origin Card, members of Overseas Pakistanis Foundation,oran employee or official of the
Federal Government or a Provincial Government posted abroad that are eligible to open Foreign Currency
Account (FCA) and Non-Resident Rupee Account Repatriable (NRAR) as per existing regulations may either
individually or jointly purchase the Bill.

Form of Bill
The Bill shall be issued in scrip-less form.

Types of Bill
The Bill shall be issued both in conventional and, Shariah compliant mode.

Tenor
The Bill shall be issued for 3-Month, 6-Monthiand 12-Months tenors.

Currency of the Bill
The Bill shall be issued in both Pakistan Rupee (PKR) and United States Dollar (USD).

Bill issuance
The Bill shall be issued through selected commercial banks.

Online application Form

For purchasing a Bill, the,purchaser shall fill an online application form to be available on the web-page of the
selected commercial banks.

Premature encashment

Premature encashment shall be allowed, provided that rate of return of the broken period shall be calculated as
per rate of return of the nearest shorter tenor Bill. No profit shall be paid in case of encashment before
completion of three months.

Rate of Return

Tenor Rate of Return on USD Rate of Return on PKR
Denominated Bill (%) Denominated Bill (%)
3-Month 5.5 9.5
6-month 6.0 10.0
12-Month 6.5 10.5

! Excluding non-resident investment in government domestic securities
2For details, National Savings Schemes (Overseas Pakistani Savings Bills) Rules, 2020 is available at the following web-link:
http://finance.gov.pk/budget/CDNS_OPS_Bills_2020.pdf
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Minimum Investment and Maximum Limit
Limits USD Denominated Bill PKR Denominated Bill
Minimum Investment USD 5000 and integral multiples pf PKR 100,000 and integral multiples
USD 500 of PKR 10,000
Maximum Limit No Limit No Limit

In order to reduce financial risks and diversify investors base, development of debt capital
market remains vital. It essentially provides the government with a non-inflationary source

of finance, creates a well-balanced financial environment and promotes economic growth.
Government is taking various steps to provide an efficient and liquid secondary debt markets
to the investors (Box-III).

0)

(if)
(iii)
(iv)

v)

(vi)

(i)

(ii)

(iii)
(iv)

To promote listing of debt securities and bringing efficiency in IPO=process for issuance (¢
securities, following major amendments in this context have been made’in,Public Offering Re(
Framework:

(vii) Allowed audited accounts:not older than eight months to be incorporated in the Prospectus.

Future Initiatives with regard te’Development of Debt Market

Source: Securities and Exchange Commission of Pakistan

Box-11I: Steps Taken for The Development of Debt Capital Markets

Eligibility criteria for listing of debt securities is revised to enableiissuers having operationa
record of less than three years and profitable track record,of less than two years to raise de

Listing Committee responsible for approval of listing.application has been abolished;
Requirement of audited accounts has been reduced from 5 years to 2 years;

For listing of privately placed debt securities backed by debt servicing guarantee from Gove
of Pakistan, the requirement of information memorandum, credit rating, debt securities trus
market maker is abolished;

For listing of privately placed debt securitiessby entities having instrument rating of A and
requirements of information memerandum, debt securities trustee and market maker hg
abolished,;

Requirement of credit rating~for.listing of publicly placed debt securities backed by debt s¢
guarantee from the Government of Pakistan has been abolished;

Review of Public:Offering Regulations, 2017 with the objective to promote ease of doing bu
decrease cost of,doing business, enhance liquidity, facilitate State Owned Enterprises (SOE
capital market for fund raising and introducing regulatory amendments conducive for issu
local currency bonds in Pakistan by multilateral agencies/supranational;

Review of Market Making framework with the objective to create liquidity in secondary
market;

Introduction of spread discovery mechanism for public offering of debt securities enabli
issuer to discover the spread through competitive process;

Review of Securities Act, 2015 to make IPO process for issuance of debt securities more
and shift towards disclosure-based regime instead of approvals.
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9.2.1 Progress on Medium Term Debt Management Strategy (2015/16 - 2018/19)

In accordance with the MTDS (2015/16-2018/19), the government was required to lengthen
the maturity profile of its domestic debt portfolio while certain indicative ranges were
defined to monitor the risks of total public debt portfolio and ensure its sustainability.
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Table-9.3: Public Debt Cost and Risk Indicators’

Indicative Ranges Domestic External | Public Debt
Risk Indicators (MTDS 2015/16 - 2018/19) Debt Debt
2018 2019 2018 2019 | 2018| 2019
Refinancing [AverageTime to Maturity 1.5 (minimum) and 2.5 - DD 16 421 7.6 7.0 36 52
Risk (ATM) - Years 3.0 (minimum) and 4.5 — PD
Debt Maturing in 1 Yea 50% and 65% (maximum) - DD 66.3 36.§ 12.4 17.zf 48.9 29.9
(% of total) 35% and 50% (maximum) — PD
Interest Rate [Average Time to R&ixing| 1.5 (minimum) and 2.5 - DD 16 1.7 6.6 6.1 32 32
Risk (ATR) - Years 3.0 (minimum) and 4.5 — PD
Debt ReFixing in 1 year | 50% and 65% (maximum) — DP 66.§ 64.9 32.2 36.]] 55.5 54.9
(% of total) 40% and 55% (maximum) — PD
Fixed Rate Debt (% of bl 443 719 725 685 534 706
total)
Foreign Foreign Currency Debt (¢ 20% (minimum) and 35% 322 348
Currency of total debt)
Risk (FX) Short Term FX Debt (% ¢ * 80.9 158.7
reserves)
* As per modalities of MTDS (2015/1-62018/19), **Not Applicable, PD: Public Debt, DD: Domestic C

Source: Debt Policy Coordination OfficMinistry of Finance

As evident from the table above, the government was not in breach of any risk in
thresholds at end June 2019. Cof the notable .developments from debt managel
perspective in 20189 was the 1-profiling of domestic debt, where governmer-profiled
the existing stock of SBP borrowing from short'term (6 months) to medium to long
(1 to 10 years). The re-prbfig took into effectiin the month of June 2019 and helpet
government in reducing the rollover/refinancing risk of its domestic debt por

Refinancing Risk

The reprofiling of SBP borrowing helped the government in reducing the refinancin
of its domestic debt portfolio atiend June 2019 as domestic debt maturing in or
reduced to 37fercent compared with 66 percent at end of last fiscal year. Accorc
average time to maturity. of domestic debt portfolio significantly increased tyears at
end June 2019 compared with 1.6 years at end June 2018, which is very clos-term
target set by the government for its domestic debt portfolio. External debt’s average
maturity is already 7 years and government intends to mairr slightly improve it ove
medium to long term. The redemption profile of domestic and external debt at er
2019 is shown in the graph belc

Fig-9.2: Redemption Profile of Total Public Debt
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Interest Rate Risk

It is important to note that 70 percent of the re-profiling of SBP borrowing was carried out
through floating-rate PIBs. Therefore, the government remained very close to maximum
limit set for debt re-fixing/interest rate. Exposure to interest rate risk slightly reduced as
percentage of debt re-fixing in one year decreased to around 55 percent at end June 2019
compared with 56 percent at end June 2018. Going forward, government preference is to
borrow more through fixed rate instruments to reduce interest rate risk of its public debt
portfolio.

Foreign Currency Risk

Short-term external public debt maturities as percentage of official liquid reserves stood at
159 percent at end June 2019 compared with 81 percent at end June 2018. The higher
proportion of external public maturities falling within a year compared with the level of
official liquid reserves resulted in an increase in this ratio.

1 Lo
Around 35 Percem of tOt.al public d?bt Stoc“l’ ble-9.4: Currency Wise Total Public Debt
was denominated in foreign currencies at end

June 2019, exposing public debt portfolio t&urrencies Percentage
exchange rate risk. Within external debt anfjak Rupee 65.2
adjusted for Special Drawing Rights (SBR)_S.Roliar 20.0
around 98 percent of total external publi@Recial Drawing Right 8.9
debt was contracted in 4 major currengies i.gaPanese Yen 3.9
main exposure of exchange rate risk comegiro 1.9
from USD denominated loans (54_percent ofotal 100.0

external public debt), followed by Japanes&ource: Debt Policy Coordination Office, Ministry

Yen (28 percent), Chinese Yuan (8 percengf Finance

and Euro (7 percent). Currency wise composition of public debt portfolio at end June 2019
is depicted through the table*9.4:

9.2.2 Dynamics of Public Debt Burden

The analysis of varieus solvency and liquidity indicators provides clear insight into debt
sustainability of the eountry. The debt burden can be expressed in terms of stock ratio (Debt-
to-GDP) or flow ratios (Debt-to-revenue). Although Debt-to-GDP Ratio is the globally
recognized primary measure of debt sustainability, debt burden in terms of flow ratios
reflects more accurately on repayment capacity of the country.

Table-9.5: Selected Public Debt Indicators (in percentage)

2015 2016 2017 2018 2019
Revenue Balance / GDP a.n (0]8) (0.7) a.7) (5.7)
Primary Balance / GDP (0.9) (0.2) (1.5) (2.1) (3.5)
Fiscal Balance / GDP (5.3) (4.6) (5.8) (6.5) (9.2)
Gross Public Debt / GDP 633 67.7 67.1 72.1 86.1
Total Government Debt / GDP 58|3 61.3 61.5 66.5 77.7
Gross Public Debt / Revenue 4421 4425 433.7 477.3 667.4
% Loans in SDR are decomposed in relevant currencies available in basket according to their assigned weights.
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Table-9.5: Selected Public Debt Indicators (in percentage)

2015 2016 2017 2018 2019
Total Government Debt / Revenue 406.7 400.8 397.7 440.4 602.3
Debt Service / Revenue 4014 35.9 38.3 37.3 62.5
Interest Service / Revenue 33.2 28.4 27.3 28.7 42.7
Debt Service / GDP 58 5.5 5.9 5.6 8.1

Source: Debt Policy Coordination Office Staff Calculations, Ministry of Finance

Lower revenue collection and rise in current expenditures led to higher fiscal deficit of 9.1
percent of GDP during 2018-19. Similarly, primary deficind revenue deficitwere
recorded at 3.5 percent and 5.7 percent of GDP, respectively. The analysis of developments
in revenue and current expenditures during 2018-19 reveals following important
information:

= Revenue collection at the Federal level remained lowerthan2-percent of GDP compared
with the projections for 2018-19, out of which aroundl & the revenue shortfall was
due to one-off factors:

- Delay in renewing telecom licenses; delay in sale of envisaged state assets and
weaker than anticipated tax amnesty proceeds contributed around 1 percent of GDP;

— Shortfall in the transfer of SBP profits.contributed an additional 0.5 percent of GDP
owing to heavy exchange rate losses incurred by SBP on its external liabilities.

= The current expenditure grew by around 21 percent during 2018-19 mainly due to higher
interest payments (up by 39 percent). Apart from rise in domestic interest rates, one-off
transaction amounting to.Rs 296 billion on account of interest payment against re-
profiling of SBP borrowing contributed towards increase in interest payments i.e. re-
profiling of SBP borrowing from short-term to medium-to-long term on June 30, 2019
required the government. to pay accrued interest amounting to Rs 296 billion to SBP.
Since re-praofiling 'of '"SBP borrowing involved creation of new instruments, accrued
interest was required to be paid on existing debt instruments till June 30, 2019 as per
accounting policies followed by SBP.

The fiscal position significantly improved during first nine months of current fiscal year.
Fiscal deficit was recorded at 4.0 percent of GDP, against 5.1 percent during the same
period last year. In particular, the primary surplus of 0.5 percent of GDP was recorded
compared with the primary deficit of 1.2 percent of GDP recorded during the same period
last year. This improvement is primarily attributable to significant increase in revenue
collection that outpaced the expenditure growth. While the increase in revenues emanated
from both tax and non-tax segments, the overall expenditures rose mainly on the back of
higher interest payments and development expenditures.

Total Public Debt to GDP ratio reached 72.1 percent while total debt of the government to

4Primary balance is the total revenues minus non-interest expenditure or fiscal deficit before interest payments. Primary balance is an
indicator of current fiscal efforts since interest payments are predetermined by the size of previous deficits.

®Revenue balance is the total revenue minus current expenditure. The persistence of revenue deficit indicates that the government is not
only borrowing to finance its development expenditure, but also partially financing its current expenditure.

176

+92 336 7801123
https://www.youtube.com/Megal.ecture



For Live Classes, Recorded Lectures, Notes & Past Papers visit:
www.megalecture.com

Public Debt

GDP was 66.5 percent at end of 2-18. Total public debt and total debt of the governn
as percentage of GDP stood at 86.1 percent and 77.7 percent respectively at e019,
thus, increasing further during 2(-19. Apart from fiscal deficit, unprecedented revalua
loss on account of currency depreciation and -up of liquidity buffer contribute
significantly towardghe increasin Debt-to-GDP ratio during 2018-19.

Debt-to-GDP ratio was expected to decline at the end of -20 on the back of fisc:
consolidation efforts of the government. However, COVID-19 shock is expected

result in higher than anticipated D-to-GDP ratio mainly due to the sharp decliin
growth and the increase in the budget deficit. Nonetheless, given the temporary natu
ongoing shock, Debt-t&DP ratio is projected to remain on a clear downward path ov
medium term primarily assisted by ongc fiscal consolidation.

Fig-9.3: Profile of Public Debt
(LHS: Rs in Billion, RHS: Percent of GDP

35,000 100%

= Domestic Debt

a

95%

External Debt

30,000

Total Public Debt to GD 90%

Total Debt of the Government to G
25,000 85%

bl |

o

80%

- -

20,000
15,000 D
10,000 I

5,000

75%

70%

—
e

65%
60%

55%
L 50%
2012-13 2013-14  2014-15 2015-16 2016-17 2017-18 201619

Steep rise in domestic interest rate and depreciation of Pak Rupee along with
constrained revenue growth increased the-servicing requirements during 28-19 i.e.
interest payments consumed almost 43 percent of total government reDuring first
nine months of current fiscal year, interest expenditures cons40 percentof total
revenues.

9.2.3 Servicing of Public Dek

Interestservicing was recorded at 11,880billion during first nine months of current fisc
year against the annual buted estimate of Rs 2,891 billioDomestic interest paymer
were recorded aRs 1,646billion and constituted around 88 percenit total interest
servicing duing first nine months of current fisc which is attributable thigher volume o
domestic debin total public debt portfolic
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Table-9.6: Public Debt Servicing (Rs in billion)
2019-20*
Budgeted Actual Percent of Percent of
(2019-20) Revenue Current
Expenditure
Total External Principal Repayment (A) 1,203.6 818.4 17.5 14.6
Servicing of External Debt 359.8 234.1 5.0 4.2
Servicing of Domestic Debt 2,531.7 1,645.6 35.1 29.3
Total Interest Servicing (B) 2,891.4 1,879.7 40.1 33.5
Total Servicing of Public Debt (A+B) 4,095.0 2,698.1 57)5 48.1

*: July-March

Source: Budget Wing and Debt Policy Coordination Office Staff Calculations, Ministry of Finance

Interest expense is expected to remain significantly less than the budgeted amount in 2019-
20 owing to re-profiling of short-term debt into long-term debt and sharp decline in cost of
borrowing in longer tenor.

9.3 Domestic Debt

Domestic debt is primarily obtained to finance fiscal deficit'while also lending support to
Public Sector Development Programme (PSDP). Domestic debt comprises permanent debt
(medium and long-term), floating debt (short-term) and unfunded debt (primarily made up
of various instruments available under NationakSavings Schemes).

Government currently issues three broad types of marketable government securities in order
to raise domestic debt i.e. T-bills, PIBs‘and Government ljara Sukuk (GIS).

= T-bills are considered short-term securities and have maturities of 12 months or less at
the time of issuance.

= PIBs are considered longer-termsSecurities and have maturities of more than 12 months
at the time of issuance. Goevernment currently issues fixed-rate PIBs with 3-year, 5-year,
10-year, 15-year and‘20-year maturities and floating-rate PIBs with 10-year maturity. All
of these PIBs pay profit.on semi-annual basis.

= Shariah compliant ‘securities program has also been in place since 2008-09, however, it
constitutes a small proportion of government domestic securities portfolio.

The instrument-wise composition of domestic debt during last few years is depicted through
following graph:

Fig-9.4: Evolution of Domestic Debt (Rs in billion)
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9.3.1 Domestic Borrowing Operations

Domestic debt reached Rs 22,478 billion at end March 2020. Domestic borrowing
operations remained quite successful during ongoing fiscal year despite a challenging
macroeconomic situation as highlighted below:

= As part of the government’s efforts to adopt fiscal discipline, government is not
borrowing from SBP since July 2019. In fact, the government retired a portion of its debt
owed to SBP amounting to Rs 286 billion;

= Most of the net domestic debt was raised through medium-to-long-term government
securities and NSS;

= The cost of borrowing through long-term government bonds significantly declined. In
fact, the government was able to borrow in long tenors at rates well below the policy rate
of SBP;

= Government has started re-issuing 15-year fixed rate "PIBs to provide additional
tenor/option to the investors while also lending suppert to maturity profile of domestic
debt portfolio;

= Government has started issuance of 5-Year FloatingsRate Sukuk. Potential benefits of
Sukuk include:

— Taking affirmative action towards the.Caonstitution’s goal to eradicate Riba and to
the Senate’s Resolution No. 393, which inter alia calls on the Government to take
steps to abolish Riba;

- Lowering the cost of financing to the government;

— Supporting development of‘lslamic financial industry, including banks, mutual funds
and Takaful industry by providing a level playing field to the industry;

— Providing Shariah compliant investment avenues for individuals and business that
make faith-based investments;

— Lesser speculation‘as the transactions are backed by tangible asset.

= |n case of floating rate PIBs, the government introduced re-opeoiirexisting issue in
September 2019 ‘with the objective to increase size, potential liquidity and reduce
fragmentation.

9.3.2 Domestic borrowing pattern

Market appetite for government securities remained strong throughout first nine months of
current fiscal year. In case of fixed rate PIBs, banks’ offers widely surpassed the targets set
by the government i.e. healthy participation amounting to Rs 4,328 billion was observed
against the target of Rs 925 billion and maturity of Rs 920 billion. Out of this, the
government strategically accepted Rs 1,671 billion keeping in view cost risks trade-off.
Apart from expectations that interest rates had peaked up at the start of the year, overall
improvement in fiscal position and estimates of higher external financing availability fuelled
the demand for medium to long tenor government bonds. Due to such a high demand, the
government leveraged its position by slashing the cut-off rates by 266 bps, 256 bps and 203
bps for 3 years, 5 years and 10 years PIBs, respectively, during first nine months of 2019-20.
Following graphs depict the auction profile of fixed rate PIBs:

© SBP DMMD Circular No 22 of 2019 (http:/www.sbp.org.pk/dmmd/2019/C22.htm)
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Fig-9.5: PIBs (Fixed Rate) Auction Profile (Rs in billion)
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Fig-9.6: PIBs (Fixed Rate) Auction Ratios
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In case of floating rate PIBs, government introduced re-opening of existing issue in
September 2019. Total participation of Rs 1,225 billion was witnessed in the auction of
floating rate PIBs against the target of Rs 600 billion while government accepted Rs 577
billion during first nine months of 2019-20. In addition to existing 10 years’ tenor,

government is targeting to introduce tenors of 3 years with quarterly coupon and 5 years
with semi-annual coupon payment frequency to attract more diversified investor base.

Following graphs depict the auction profile of floating rate PIBs:
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Fig-9.7: PIBs (Floating Rate) Auction Profile (Rs in billion)
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Until the first auction of August 2019, market bid mostly for the 3 months T-bills. However,
this behaviour changed in all the subsequent auctions, and they started bidding heavily in the
12 months T-bills. Resultantly, share of 3-months T-bills in total T-bills portfolio reduced to
around 28 percent at end March 2020 compared with around 100 percent at end June 2019
as depicted in the graph below:
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Fig-9.9: Tenor Wise Share in Outstanding Treasury Bill
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9.3.3 Recent Developments

In the wake of recent economic development (post COVID-19), SBP cut the policy rate
commutatively by 525 bps to stand at 8 percent in May 2020. The yields on government
securities also reduced significantly which will also facilitate in reducing the borrowing cost

in the coming years.

9.3.4 Component Wise Analysis of Domestic Debt

This section highlights the developments in various components of domestic debt during
first nine months of current fiscal year:

|. Permanent Debt

Permanent debt mainly comprises medium to long-term instruments PIBs, GIS, Prize Bond
etc. PIBs have fixed and semi-annual coupon payment with tenors of 3, 5, 10, 15 and 20
years. Whereas, GIS are medium term Shariah compliant bonds currently issued in 5 years’
tenor. Government of Pakistan has also introduced a ‘€onventional long-term (10-year
maturity) floating-rate PIBs. It has been a very good addition te domestic securities portfolio
enabling the government to borrow for a longer period without locking itself into high fixed
borrowing cost. This instrument is also useful for investors, who prefer to avoid fluctuations
in the market value of their investments.

Permanent debt constituted 59 percent of domestic debt portfolio and recorded at Rs 13,251
billion at end March 2020, representing an increase of Rs 1,164 billion during first nine
months of ongoing fiscal year. The bifurcation of this increase reveals that government net
mobilization through issuance of PIBs was Rs 1,321 billiamile a net retirement
amounting to Rs 157 billion was witnessed in Prize Bonds.

II. Floating Debt

Floating debt consists of.short-term domestic borrowing instruments i.e. Treasury Bills.
Treasury Bills are discounted.or zero-coupon instruments issued in 3-months, 6-months and
12-months. In order'to,meet the short-term financing needs, the government borrows via
auction of Treasury.Bills, arranged by SBP twice a month.

Floating debt was recorded at Rs 5,771 billion or around 26 percent of total domestic debt
portfolio at end March 2020. During first nine months of this fiscal year, the government net
mobilization through issuance of T-bills was Rs 556 biffidnile government retired Rs

286 billion against SBP debt.

[1l. Unfunded Debt

The stock of unfunded debt stood at Rs 3,455 billion at end March 2020, constituted around
15 percent of total domestic debt portfolio. Unfunded debt recorded net mobilization of Rs
311 billion during first nine months of current fiscal year compared with Rs 228 billion
mobilized during the same period last year. Most of the incremental mobilization came from
Defence Saving Certificates (Rs 93 billion), Bahbood Savings Certificates (Rs 78 billion)
and Regular Income Certificates (Rs 72 billion).

" Excluding PIBs held by non-residents amounting to Rs 7 billion which is recorded as external public debt as per the definition/criteria
followed by SBP.

Excluding T-bills held by non-residents amounting to Rs 236 billion which is recorded as external public debt as per the definition/criteria
followed by SBP.
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Over period of time, the government has taken various measures to transform CDNS from
merely a retail debt-raising arm of the government to an effective vehicle for financial

inclusion and provider of social safety net to the vulnerable sections of the society. In
addition, various initiatives are in process which are expected to bring further improvement

in CDNS (Box-IV).

Box-IV: Initiative for the Improvement of Central Directorate of National Savings (CDNS)

IT Transformation: Starting from 2002-03, CDNS has gone a long way towards computerizatio
automation of its processes. Out of its 375 branches, 222 have been computerized. In the last one
more milestones have been achieved for transformation of the organization into an Information Ted
enabled entity.

Sharia Product of National Savings:CDNS has developed its first Sharia Compliant product called
Islamic Savings Account (“SISA”). The Draft rules for it have been printed in the Gazette of Pakistan &
approval of the Cabinet Committee for Disposal of Legislative Cases (CCLC) arebdleeal Cabinet, ti
proposed SISA Scheme will be introduced across the country.

Overseas Pakistanis Savings BillAs discussed in Box-1I, CDNS is inthe process of launching@versea
Pakistanis Savings Bills” which will be issued in both conventional and'shariah compliant mode.

Launch of Rs 100,000 Premium Prize Bond (Registeredjfter.successful launch of Rs 40,00@kemiun
Prize Bond (Registered), CDNS is in the process of launchingranather registered prize bond for Rs 10(

Scripless issuance and introduction of registered Prize Bond#n collaboration with SBP, CDNS is in tH
process of introducing registered scripless prize bonds amongst all denominations. The registered pr
will be a step towards documentation of the economy'while providing facility to the general public.

Debit Card Launch & Membership of 1-Link System: In the near future, National Savingsegpected f
launch ATM Debit Cards with the support of the Karandaaz Pakistan.

Source: Central Directorate of National Savings

Table-9.7: Outstanding Domestic Debt (Rs in billion)

2015 2016 2017 2018 2019 Mar-20
Permanent Debt 5,012.8 5,940.6 5,533.1 4,659.2] 12,087.0f 13,2515
Market Loans 2.8 2.8 2.8 2.8 2.8 2.8
Government Bonds* 1.3 1.3 1.3 1.3 1.3 1.3
Prize Bonds** 522.5 646.4 747.1 851.0 893.9 736.9
Foreign Exchange Bearer Certificates D.1 0.1 0.1 0.1 0.1 0.1
Bearer National Fund Bonds 0[O 0.0 0.0 0.0 0.0 0.0
Federal Investment Bonds 0{0 0.0 0.0 0.0 0.0 0.0
Foreign Currency Bearer Certificates 0.0 0.0 0.0 0.0 0.1 0.1
U.S. Dollar Bearer Certificates 0f1 0.1 0.1 0.1 0.1 0.1
Special U.S. Dollar Bonds 4.4 4.5 4.5 5.1 6.7 6.8
Pakistan Investment Bonds (PIBs)*** 4,1552 4,921.4 4,391.8 3,413.3| 10,933.2| 12,254.5
GOP ljara Sukuk 326.4 363.9 385.4 385.4 71.0 71.0
Bai-Muajjal of Sukuk - - - - 177.8 177.8
Floating Debt 4,609.4 5,001.7 6,550.9 8,889.0 5,500.6 5,771.4
Market Treasury Bills*** 2,148.9 2,771.4 4,082.0 5,294.8 4,929.6 5,486.3
MTBs for Replenishment 2,460p6 2,017.6 2,468.9 3,594.2 571.0 285.2
Bai Muajjal 0.0 212.6 0.0 0.0 0.0 0.0
Unfunded Debt 2,570.3 2,683.7 2,765.3 2,868.1 3,144.1 3,454.7
Defense Saving Certificates 300.8 308.9 325.5 336.2 393.4 486.3
National Deposit Certificates 0.0 0.0 0.0 0.0 0.0 0.0
Khass Deposit Certificates 0J3 0.3 0.2 0.2 0.2 0.2
Special Savings Certificates (Registergd) 474.3 4724 433.1 381.9 413.7 414.8
Special Savings Certificates (Bearer) 0.3 0.3 0.3 0.3 0.3 0.3
Regular Income Certificates 376/0 359.8 338.8 347.5 489.6 561.3
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Table-9.7: Outstanding Domestic Debt (Rs in billion)
2015 2016 2017 2018 2019 Mar-20
Premium Saving Certificates 0J0 0.0 0.0 0.0 0.0 0.0
Bahbood Savings Certificates 628.3 692.1 749.5 794.9 914.5 992.0
Short Term Savings Certificates 147 1.9 3.7 4.3 5.1 10.9
Khass Deposit Accounts 0.3 0.3 0.3 0.3 0.3 0.3
Savings Accounts 26.4 30.2 34.9 38.3 38.2 39.5
Special Savings Accounts 3929 423.8 489.0 549.0 416.6 453.1
Mahana Amdani Accounts 18 1.8 1.7 1.7 1.6 1.5
Pensioners' Benefit Account 21411 234.7 253.4 274.9 318.3 349.5
Shuhadas Family Welfare Account - - - - 0.0 0.1
National Savings Bonds 0.1 0.1 0.1 0.1 0.1 -
Postal Life Insurance Schemes 67.1 67.1 45.8 46.7 47.9 47.4
GP Fund 85.8 90.0 88.8 91.7 104.3 97.6
Total Domestic Debt 12,192, 13,625.9] 14,849.2| 16,416.3| 20,731.8| 22477.7

P: Provisional

*Special Government Bond for SLIC have been added into Government Bonds.
**Includes Premium Prize Bonds (Registered).

***Government Securities held by non-residents are deducted from PIB's and T-hills.

Source: State Bank of Pakistan

9.3.5 Secondary Market Activities in the Marketable Government Securities:

During first nine months of 2019-20, the secondary market trading volumes witnessed
robust increase supported by higher primary market issuances, peaking of interest rate cycle
and declining long-term interest rates.4Outrightstrading volume in the government securities
during first nine months of 2019-20 amounted to Rs 28 trillion, against Rs 21 trillion
recorded during same period of previous year. Similarly, average daily trading volume
showed an uptick to Rs 156 billionper.day during first nine months of 2019-20 compared
with Rs 113 billion per day during the:same period last year.

Table 9.8: Secondary Market Frading:Volumes Rs in billion
Government Security 2017-18 2018-19 2018-19 2019-20
(Jul-Mar) (Jul-Mar)
Treasury Bill - 3 Months 20,118 23,330 17,003 12,452
Treasury Bill - 6 Months 3,14Y 41 34 2,314
Treasury Bill - 12 Months 258 3B 33 4,741
Sub Total 23,523 23,404 17,160 19,507
Pakistan Investment Bonds - 3 Years 1,062 1,696 1,105 2,713
Pakistan Investment Bonds - 5 Years 1,031 B89 626 973
Pakistan Investment Bonds - 10 Years 928 1,p17 763 1,266
Pakistan Investment Bonds - 15 Years 10 0.6 1 0.1
Pakistan Investment Bonds - 20 Years 11 0.9 1 9
Sub Total 3,042 3,503 2,495 4,961
Government ljara Sukuk 992 2,202 1,600 3,635
Grand Total 27,557 29,109 21,345 28,103
Daily Average volume 111.6 117.8 1129 156.1

Source: State Bank of Pakistan

The increase in secondary market trading volumes is mainly attributed to recovery in trading
volumes of longer tenor T-bills (6-Months and 12-months) and 3-Year and 10-Year PIBs.
As interest-rate cycle peaked and long-term rates started declining, market participants
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transactions in total securities-based transactions declined by 7 percent to 49 percent during
July-March, 2019-20.

Table-9.9: Government Securities-Based Transactions

Type Volumes (Rs in billion) Market Share (%)
2017-18 | 2018-19] 2018-19 2019-20 | 2017-18| 2018-19 2018-19 2019-20
(Jul-Mar) | (Jul-Mar) (Jul-Mar) | (Jul-Mar)
Repo 26,235 35,879 27,416 27,221 49 54 56 49
Outright 27,557 29,109 21,345 28,103 51 45 44 51
Total 53,792 64,988 48,761 55,324 100 104 100 100

Source: State Bank of Pakistan

Secondary Market Yield Curve:

At the start of the 2019-20, the yield curve indicated market expectations that interest-rate
cycle has peaked and the yields for long-term securities. were flat in the range of 13.5
percent to 14.0 percent. During first half of current fiscal year, short-term interest rates
edged up as SBP increased the policy rate from.12.25 percent to 13.25 percent in its July
monetary policy. Long-term interest rates, howevery declined by around 2.5 percent by
December 2019 compared to that of end-June 2019, indicating expectations building about
interest rate easing in near future. The yield curve stood inverted by December 2019. By end
March 2020, long-term interest rates“further declined by around 2 percent to around 9.5
percent. The short-term interest rates declined by around 1.35 percent as SBP eased policy
rate by cumulative 2.25 percent during March 2020.

Fig-9.13: Yield Curves 30-Mar-20 ——28-Jun-19 ——29-Jun-18
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9.4 External Debt and Liabilities

External loans are obtained to diversify the borrowing resources, lower cost of borrowing,
build foreign exchange reserves, finance large development expenditures (e.g. dams, canals,
motorways, transportation projects, power generation projects, etc.), finance social
expenditures and to provide general budgetary support. Concessional long-term
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development loans from bilateral sources and multilateral institutions are particularly
attractive because of long repayment periods which are in-line with the long-term economic
benefits reaped from the underlying development projects. International borrowing through
Eurobond & Commercial banks is also important to establish the credit worthiness of the
country in the international markets and to reduce excessive reliance on a few bilateral and
multilateral lenders. External borrowing also reduces Government’s reliance on domestic
market and prevent crowding-out of the private sector in domestic market.

Pakistan’s External Debt and Liabilities (EDL) represent debt and liabilities of public as
well as the private sector. The part of EDL which falls under government domain is debt
which is serviced out of consolidated fund and owed to the International Monetary Fund.
While the remaining includes liabilities of central bank, debt of public sector entities, private
sector and banks.

EDL reached US$ 110 billion by end March 2020, registering antincrease of US$ 3.6 billion
during first nine months of 2019-20. The main components,of this increase were:

= External public debt stock increased by US$°3.0 hillion. This increase reveals the
following:

— Debt from multilateral and bilateral sources“increased by US$ 2.3 billion. These
multilateral and bilateral loans are mostly contracted on concessional terms (low cost
and longer tenor);

— The stock of commercial loans/Eurobonds registered a decrease of US$ 0.7 billion;

— Non-resident investment in government securities was recorded at US$ 1.4 billion. It
is important to highlight that*Government of Pakistan does not have any currency
exposure on these securities as these are denominated in Pak Rupee.

= SBP foreign exchangerliabilities decreased by US$ 0.6 billion mainly due to repayment
of Qatar deposit;

* PSEs debt decreased by US$ 0.5 billion; and

= External borrowing by the private sector is a healthy sign indicating the private sector’s
capacity to borrow for local investments. Private sector debt and liabilities increased by
US$ 1.7 billion.

Pakistan’s external debt is derived from four key sources, with around 48 percent coming
from multilateral loans, 32 percent from bilateral loans, 7 percent from Eurobonds/Sukuk
and 14 percent from commercial lodnalthough borrowing from commercial sources has
relatively increased during the last few years, multilateral and bilateral sources still
cumulatively constitute 79 percent of external public debt portfolio as of end March 2020.
These multilateral and bilateral loans are contracted at concessional terms (low cost and
longer tenor) and are primarily utilized to address structural issues and promote reforms in
the areas of energy, taxation, business, trade, education and others. The following graph
summarizes the component wise break-up of external public debt stock:

? Including Non-Resident investments in domestic government securities
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Table-9.10: Pakistan’s External Debt and Liabilities

(US$ in million) 2015 2016 2017 2018 2019 Mar-20
A. Public External Debt (1+2) 50,964 57,754 62,539 70,237 73,449 76,498
1. Government External Debt 46,861 51,714 56,430 64,142 67,800 70,060
i) Long term (>1 year) 45,849 50,026 55,5417 62,528 66,536 67,371
Paris Club 11,664 12,678 11,973 11,643 11,233 10,786
Multilateral 24,26p 26,376 27,604 28,102 27,784 28,860
Other Bilateral 4941 5445 6,323 8,674 12,717 13,363
Euro/Sukuk Global Bonds 4,950 4550 4,800 7,300 6,300 5,300
Military Debt ( 0 0 0 0 0
Commercial Loans/Credits 300 882 4,824 6,804 8,47( 8,969
Local Currency Securities (PIBS) 32 35 0 0 0 41
Saudi Fund for Development(SED) LO0 60 20 0 0 0
NBP/BOC deposits/PBC* 0 0 0 0 26 52
i) Short term (<1 year) 1,012 1,688 882 1,611 1,264 2,689
Multilateral 988 1,117 832 961 778 1,058
Local Currency Securities (T-bills) 29 1 51 0 0 1,346
Commercial Loans/Credits 0 575 0 655 486 286
2. From IMF 4,103 6,043 6,109 6,099 5,649 6,438
i) Federal Government b2 0 0 0 0 1,425
ii) Central Bank 4,051 6,043 6,109 6,095 5,644 5,013
B. Foreign Exchange Liabilities 3,700 3,600 3,564 5121 10,484 9,871
i) Central Bank Deposits 700 700 700 700 6,200 5,700
ii) Foreign Currency Bonds (NHA / NC) 0 0 0 0 0 0
iif) Other Liabilities (SWAP) 1,61p 1,507 1,482 3,022 2,914 2,819
iv) Allocation of SDR 1,390 1,383 1,375 1,390 1,374 1,349
v) Non-resident LCY Deposits with Central Barnk 7 10 8 9 1 3
C. Public Sector Enterprises (PSESs) 2,482 2,807 2,719 2,671 4,013 3,497
a. Guaranteed Debt 97p 1,265 1,214 1,384 2,800 2,639
Paris Club 0 0 0 0 0 0
Multilateral 19 11 6 5 0 0
Other Bilateral 991 1,254 1,204 1,179 2,60Q 2,499
Commercial Loans 0 0 0 200 200 140
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Table-9.10: Pakistan’s External Debt and Liabilities

(US$ in million) 2015 2016 2017 2018 2019 Mar-20
b. Non-Guaranteed debt 1,51p 1,541 1508 1,284 1,213 858
i) Long Term(>1 year) 534 466 403 334 410 519
ii) Short Term (<1 year) 9¥8 1,074 1,107 953 803 340
D. Banks 2,286 2,699 4,522 4,411 4,70§ 4,668
a. Borrowing 1,334 1,614 3,303 2,961 3,157 2,874
b. Non-resident Deposits (LCY & FCY) 952 1,074 1,220 1,450 1,550 1,794
E. Private Sector 3,011 4,073 6,759 9,199 10,414 11,163
F. Debt Liabilities to Direct Investors - 2,714 3,013 3,373 3,591 3,278 4,252
Intercompany Debt
Total External Debt and Liabilities 65,170 73,945 83,477 95,237 106,349 109,949
(A+B+C+D+E+F)

P: Provisional

*. Pakistan Banao Certificates (PBC) issued by Government of Pakistan for'overseas Pakistanis, effe:
4 February 2019.

Source: State Bank of Pakistan and Debt Policy Coordination Office, Ministry of Finance

9.4.1 Analysis of External Public Debt Inflows and,Qutflows

Gross external loan disbursements recorded at US$ 8,017 million during first nine months of
2019-20, the details of which are as follows:

= Dishursements from multilateral sources (including IMF) amounted US$ 4,839 million
and accounted for 60 percent of the total disbursements, out of which ADB and IMF
were the main contributors. The disbursements from IMF were part of ongoing EFF
program while inflows from ADB. and other International Financial Institutions (IFIs)
were largely targeted towards energy, finance and infrastructure development;

= Disbursements from bilateral sources stood at US$ 1,305 million. Out of this total,
disbursements from /Saudi*Arabia and China were US$ 720 million and US$ 460
million, respectively;

= Commercial loans contributed US$ 1,873 million in external public debt disbursements
These commercial loans were primarily obtained for balance of payments support.

In wake of the outbreak of pandemic COVID-19, Pakistan has secured US$ 1,386 million
under IMF's Rapid Financing Instrument (RFI) facility in order to counter the negative
impacts of the outbreak on the economy by increasing social sector spending. The amount
was disbursed in April-2020 and further COVID based external inflows are expected from
World Bank and ADB during fourth quarter of current fiscal year.

External public debt repayments were recorded at US$ 5,537 million during first nine

months of current fiscal year compared with US$ 4,138 million during the same period last
year. Repayment of Eurobonds amounting to US$ 1,000 million and higher repayments to
the IMF mainly contributed towards this increase in repayments during the period. Interest
payments stood at US$ 1,579 million during first nine months of current fiscal year. The

source wise details of external public debt inflows and outflows over last few years are
depicted in the table below:
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Table-9.11: Source Wise External Public Debt Inflows and Outflow
(US$ in million) 2015 2016 2017 2018 2019 2020

(Jul - Mar)
DISBURSEMENTS
Multilateral 2,824 3,757 3,064 2,813 2,021 3,396
Bilateral 867 1,040 1,941 1,971 4,377 1,305
Bonds 1,000 500 1,000 2,500 - -
Commercial 150 1,387 4,426 3,716 4,008 1,873
IMF 2,611 2,009 102 - - 1,443
Total Inflows (A) 7,452 8,693 10,539 11,000 10,49¢ 8,017
REPAYMENTS
Multilateral 1,181 1,221 1,255 1,317 1,37¢ 1,149
Bilateral 407 440 1,200 793 97C 758
Bonds - 500 750 - 1,00C 1,000
Commercial - 225 489 489 2,097 1,395
IMF 1,22€¢ 53 - 86 37E 538
Short Term Debt 612 735 1,393 1,486 1,537 697
Others 76 40 40 20 - -
Total Repayments (B) 3,500 3,213 5,121 4,290 7,35¢ 5,537
Net Inflows (A-B) 3,957 5,48( 5,406 6,809 3,14( 2,480
INTEREST PAYMENTS

Multilateral 219 239 295 357 44C 345
Bilateral 385 380 4417 444 541 465
Bonds 300 354 366 423 503 248
Commercial 9 33 66 260 41z 358
IMF 39 51 86 128 144 122
Short Term Government Debt 22 69 58 72 63 41
Others 1 0 0 0 0 -
Total Interest Payments (C) 975 1,127 1,313 1,684 2,10¢ 1,579
Total Debt Servicing (B+C) 4,475 4,340 6,440 5,874 9,45¢ 7,116

Note: Above data excludes disbursements from Pal Banao Certificates and naasident investment

government domestic securities

Source: Economic Affairs Divisionsand State Bank of Pak

The projected external public debt repayrs based on outstanding at éddrch 202Care
presented in the graph below:
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9.4.2 Impact of Exchange Rate Fluctuations

External loans are contracted in various currencies, however, disbursements are effectively
converted into Pak Rupee. Since Pak Rupee is not an internationally traded currency, other
international currencies are bought and sold via selling and buying of US Dollar. Hence, the
currency exposure of foreign debt originates from two sources: US Dollar/other foreign
currencies and Pak Rupee/US Dollar. Thus, any movement in international currencies (in
which debt is contracted) and PKR vis-a-vis US Dollar can change the dollar and Pak Rupee
value of external debt respectively. While it must be taken into account that domestic debt
does not carry currency risk since it is denominated in Pak Rupee.

In addition to net external inflows, following factors influenced the movement in external
public debt stock during first nine months of current fiscal year:

= In US Dollar terms, revaluation gain owing to appreciation of US Dollar against other
international currencies reduced the external public debt by around US$ 0.8 billion;

= |t is important to note that external public debt recorded an increase of 4 percent in US
Dollar terms. However, Pak Rupee depreciated by 2 percent against US Dollar during
first nine months of current fiscal year, which led to:6 percent increase in external public
debt when reported in Pak Rupee terms.

9.4.3 External Debt Sustainability

A country can achieve debt sustainability if it can meet its current and future debt service
obligations in a timely manner and has the‘capacity to withstand macroeconomic shocks.
There are two principal indicators.or ratios which assess the external debt sustainability: (i)
solvency indicators and (ii) liquidity/indicators. Solvency indicator such as external debt-to-

GDP ratio shows debt-bearing ‘capacity while liquidity indicators such as external debt

servicing to foreign exchange earnings ratio shows debt servicing capacity of the country.

Table-9.12: External PubliciDebt. Sustainability Indicators

(In percent) 2014 2015 2016 2017 2018 2019
ED/FEE (times) 1.0 1.0 1.1 1.2 1.3 1.3
ED/FER (times) 3.6 2.7 25 2.9 4.3 5.1
ED/GDP (Percentage) 2141 18.8 20.7 20.5 22.3 26.3
ED Servicing/FEE (Percentage) 11.7 8.5 8.5 12.4 10.8 17.2

FEE: Foreign Exchange Earnings; ED: External Public Debt; FER: Foreign Exchange Reserves
Note: The above ratios are calculated based on US Dollar amounts.

Source: Debt Policy Coordination Office, Ministry of Finance

External public debt to GDP ratio increased to 26.3 percent at end June 2019 compared with
22.3 percent at end June 2018, depicting increased external debt burden. Apart from increase
in external public debt stock, reduction in GDP size in US Dollar terms contributed towards
increase in this ratio. At end March 2019, this ratio increased and recorded at 29 percent
primarily due to moderate growth in external public debt and further reduction in GDP size
in US Dollar terms.
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External public debt to foreign exchange reserves ratio increased and recorded at 5.1 times
during 2018-19 compared with 4.3 times during 2017-18. Moderate growth in external
public debt and depletion of foreign exchange reserves owing to challenging balance of
payment situation led to increase in this ratio during 2018-19. This ratio was recorded at 4.5
times at end March 2020 compared with 4.3 times at end March 2019.

Growth in external public debt servicing mainly driven by repayments of Eurobonds and
commercial loans outpaced the growth in FEE and accordingly external public debt
servicing to foreign exchange earnings ratio increased to 17.2 percent in 2018-19 compared
with 10.8 percent in 2017-18. This ratio was recorded at 17 percent during July - March
2020 compared with 14 percent during the same period last year.

Pakistan’s External Debt remains on sustainable path, which has also been endorsed by the
IMF. The requirement for external borrowing arises mainly due»to the need to maintain
adequate foreign exchange reserves in the face of a large current account deficit. During the
last two financial years, helped by major exchange rate adjustment and adoption of a
market-based exchange rate regime, current account.deficit has been substantially reduced,
thus lowering the need for external borrowing in future.

9.4.4 Development in International Capital Markets

In the second half of 2019 (July - December 2019), Emerging Market (“EM”) assets
experienced a record surge in new issuances and a significant compression in spreads. From
September to October 2019, overall EM Sovereign BB/B credits compressed 78 bps on a
yield basis, and this trend continued until"the end of December 2019, where the yield
represented 141 bps compression versus beginning of July levels. These spread levels,
paired with historically-low rates that were pushed down by two additional rate cuts by the
Federal Reserve in its September and October 2019 meetings, resulted in record-low all-in
funding costs for issuerstriggering a boost in primary issuance volumes. September alone
saw US$ 89 billion equivalentiin EM bond issuances, contributing to a total US$ 314 billion
equivalent in EM supply.forthe period of July to December 2019.

Continued fund flews-into the EM asset class during this time supported record new
issuance volumes, as investors “hunted for yield” in the low rate environment. As a result,
total fund flows for 2019 stood strongly positive at US$ 33 billion net inflow, compared to a
net outflow of US$ 8 billion for 2018.

While Pakistan’s outstanding bonds experienced some volatility at the beginning of the July
to December 2019 period, they followed the tightening trend of the market, seeing 50 bps
tightening from July to December 2019. This tightening was largely supported by Moody’s
upgrade of outlook from Negative to Stable on 2nd December 2019. From 1st December till
the end of the year alone, Pakistan’s curve compressed by 41 bps.

The first two months of 2020 continued the key trends of 2019, being characterized by low
rates, compressed spreads and robust EM primary activity. Even with US-Iran tensions and
initial news of the spread of COVID-19 weighing on equity markets, credit market activity

remained robust, with January 2020 the most active month on record for Emerging Markets
in terms of primary issuance activity (US$ 114 billion equivalent issued, 1.9 times January
2019). Pakistan’s outstanding bonds outperformed the wider EM Sovereign BB/B space,
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with 73 bps tightening on a yield basis and 44 bps tightening on a spread basis across its
curve. It was at the beginning of March that credit markets began to feel the first bouts of
COVID-19 induced volatility, as the spread of the virus escalated into a global pandemic
affecting production and economic activity.

On the back of this exponential rise, multiple economies geographically far from China
(such as lItaly) began to introduce lockdowns. Concerned about the impact of these
developments on global economic growth, investors began a flight to quality: 10-year US
Treasury yields dropped below 1 percent for the first time ever, tightening 53 bps over a
week to an all-time historic low of 0.6226 percent on Mar&2820, primarily on the back

of the Fed’s surprise emergency rate cut of 50 bps on Mdfcl2®0. With another
emergency rate cut (this time of 100 bps) from the Fed on Maft2am, the key policy

rate was brought to near O percent and 10-year US Treasury yields remained compressed
until the end of March, ending the month at 0.716 percent.

Credit spreads experienced record widening especially in“Emerging Markets: the EMBI+
Index widened 84 bps in the first week of March and reached its highest level since 2009 at
641 bps by 28March 2020. EM B/BB Sovereigns saW 4'percent widening on a yield basis
through the month of March. Pakistan’s own bonds'saw.520 bps widening on a spread basis
through the month of March, however, only around 4.75 percent widening on a yield basis,
given the underlying rates rally.

Oil prices saw an unprecedented fall,“as markets became increasingly concerned about how
global energy demand would be affected by.the shutdown of the world’s largest oil importer
(China), the subsequent lockdown, of other major economies across the world and an
increasing level of global travel restrictions. At the same time, OPEC+ countries appeared to
be struggling to come to amagreement on production cuts, putting further downward
pressure on oil prices: Brent'Crude, oil prices dropped US$ 29/bbl (-56 percent) in March to
US$ 23/bbl, the lowest level since the end of 2001.

As a result of these unfavourable movements across indicators, investors took a risk-off
stance leading to.substantial outflows from EM funds: the first 3 weeks of March saw US$
30 billion outflows frem EM funds, erasing and surpassing inflows seen earlier this year.

Given the overall risk-off mood and negative fund flows, and despite all-in yields remaining
relatively less affected due to the underlying rate rally, EM primary markets were shut for
the better part of March: between 5th and 12th March, no transaction was carried out and
thereafter only IG-rated EM sovereigns accessed the markets with new issue concessions as
high as 75 bps. Total EM issuances (excluding China) for March 2020 came to US$ 12.5
billion, 78 percent down versus March 2019. However, due to the record issuance levels in
January and February, YTD volumes of US$ 131 billion for EM (excluding China) were still

9 percent ahead of 2019 YTD.

As investors and issuers began to take confidence in the containment measures implemented
by global economies and the fiscal as well as monetary policy measures announced by
central banks such as the Fed, market conditions began to improve gradually towards the
end of March. Taking advantage of this window of relatively constructive markets, US IG
issuers issued US$ 112 billion in the week ending 27th March, making it the largest week on
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record at the time, and March and Q1 2020 the largest month and quarter on record
respectively.

Emerging Market (“EM”) Credit

While EM primary markets are still only seeing high-rated sovereigns access the market,
new issue concessions are becoming increasingly compressed (44 bps for April’s deals) and
order books are multiple times oversubscribed (Saudi Arabia’s recent US$ 7 billion 3-
tranche offering amassed 7.7 times oversubscribed order book).

As market conditions continue to improve and May lockdown removal in key economies
likely being a source of further optimism, an increasing variety of issuers may be expected
to access primary markets, potentially going down the rating grid and moving towards
Corporate and Financial Institutions.

Table-9.13: Pakistan Sovereign Bonds - Secondary Trading Levels

Bond Ratings Maturity Size Coupon Price |Yield (%)
M | Ss&P | F ($ in million) (%)

Sukuk B3 - B- Oct-21 1,000 5.50 96.7 8.10
Sukuk B3 B- - Dec-22 1,000 5.62 95.1 7.81
Eurobond B3 B- B- Apr-24 1,000 8.25 100.8 8.00
Eurobond B3 -- B- Sep-25 500 8.25 99.7 8.31
Eurobond B3 B- -- Dec-27 1,500 6.87 93.8 7.98
Eurobond B3 B- B- Mar-36 370 7.87 92.8 8.71

Source: Bloomberg as of June 03, 2020

9.5 Conclusion

Government is committed“to gradually bring the fiscal deficit down to lower levels once
exogenous shock created by COVID-19 crisis is contained. Government will continue to
implement growth-friendly ‘inclusive policies and structural reforms to boost potential
growth while strengthening social safety nets. Furthermore, envisaged medium-term fiscal
consolidation will place public debt on firm downward trajectory, while government’s
efforts to improve maturity structure will enhance public debt sustainability.

Going forward, following are the main priorities with respect to public debt management
over the medium term:

= Lengthening of maturity profile of domestic debt by mobilizing financing from medium
and longer tenor instruments will remain priority to reduce the re-financing and interest
rate risks of domestic debt portfolio;

= Government aims to have a smooth redemption profile of its debt portfolio whereby
constant proportion of the debt shall be redeemed each year to reduce the risk of
refinancing the debt at a time when market conditions are unfavourable;

= Transparency in domestic securities issuance process will be enhanced by providing
clear information on borrowing program to investors and having continuous investor
interaction and appropriate consultation;
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= Government priority is to borrow through multiple instruments in order to lower its
borrowing costs and manage the fiscal risks arising out of the borrowing operations.
Lenders/investors, on the other hand, will have more options to choose investments
which are closer to their investment horizons, income preferences and risk appetite. It
will also help in expanding and diversifying the investor base of government securities,
deepening of capital markets and promotion of a saving culture in the country;

= In order to support the budgetary position and promote Islamic banking industry in the
country, government intends to issue Sukuks in the domestic capital market on regular
basis over the medium-term. Sukuks are expected to be issued at competitive price due
to its asset backed structure while attracting diversified investor base, in particular
financiers preferring Shariah-compliant investments;

= Government will continue to avail maximum available concessional external financing
from bilateral and multilateral development partners to benefit'from favorable terms and
conditions;

= Government will also diversify its sources of external borrowing, by accessing
international capital markets by way of issuing Eurobends, Pakistan International Sukuk,
Panda Bonds etc.
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Chapter 10

EDUCATION

Education plays a pivotal role in the creation of skills and human capital, which certainly
leads to higher economic growth. The development of human capital is critical for
improving productivity through technological innovation that in turn leads to sustained high
inclusive economic growth while also helping combat multiple economic challenges.
Education promotes a productive and informed workforce and:Creates opportunities for the
socially and economically deprived sections of society.

Pakistan is ranked 152 out of 189 countries «in ‘the 'United Nations Development
Programme’s (UNDP) Human Development Index.(HDI) ranking, according to the Human
Development Report, 2019. Unfortunately, Pakistan has not exhibited improvement in key
educational indicators, such as literacy rate;sgross enrolment ratio, and expenditure on
education, as compared to regional countries (Table 10.1). Pakistan's literacy rate 57 percent
lags well behind its neighboring countfie$he primary school dropout rate is 22.7 percent

(3% highest in the region after Bangladesh and Nepal), which is alarming given it as at the
stage of formative learning.

Table: 10.1 Egucation Indicator:

Country Qo Youth %age 5 O Gross enrolment Ratio Q S x
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SDG SDG
SDG 4.6 4.2 SDG 4.1 4.3

Iran 85.5| 97.9 98.3 69.8 52| 108 89 69 4.( 3.8 65
Sri Lanka 91.9 99.1 985 82.8| 101| 102 98 19 1.6 2.8 71
Maldives 98.6| 99.4 99.1 47.1 91| 102| n/al 14 6.7 4.8 104
India 69.3| 81.8 90.0 51.6 14| 115| 75 28 12.3 3.B 129
Bhutan 57.0, 84.% 90.4 12.0 25| 93| 86 11 11.3 7.1 134
Bangladesh 72.9 94591.5 46.7 40| 111 67 18 33.8 1.b 135
Nepal 59.6| 80.2 89.9 35.9 86| 134 71 12 26.% 5.1 147
Pakistan 57.0 65.579.8 37.2 80| 96| 45 10 22.7 2.8 152
Afghanistan 317 32.161.9 26.1] n/a| 104| 55 14 n/a 3.p 170

Source: Human Development Report, 2019 (The latest available report)

! Human Development Report, 2019.
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The Government Agenda

The government has initiated various efforts to improve access to and quality of education
through policy interventions and expenditure allocations. In this regard, the National
Education Policy Framework has been formulated to combat the multiple challenges faced
by the education sector with the following priority areas:

= Priority 1. Decrease Out of School Children (OOSC) and Increase School Completion:
To address OOSC, the government proposed key actions related to i) school
infrastructure, ii) finance which comprised removing financial barriers through cash
transfers, improving the existing provision of stipends to girls and improving
coordination with the finance departments to ensure efficient and timely transfer and
utilization of education budget, iii) improving teacher and student knowledge, iv)
providing free online education and v) improving access to education in remote areas.

= Priority 2: Achieve Uniformity in Education Standards: To.ensure uniform education,
the government aims to introduce a uniform education system for all that could ensure
equality in quality across the three systems of schooling in-Pakistan, i.e., public, private
and madras$a This could be achieved throughta Selection of a common curriculum
framework, streamlining national teaching and- learning standards, ensuring a multi-
lingual policy, strengthening regulatory bodies {to ensure coordination across the
different school systems, raising awareness about the quality of government school
education through campaigns, reforms and strengthening community action through the
dissemination of educational information.

= Priority 3: Improve the Quality of Education: To improve the quality of education, the
government focuses on improving, teacher management while ensuring the continuous
professional development«of ( teachers for the purpose of multi-grade teaching,
implementing a meritocracy in'the teacher's placement process, ensuring implementation
of early childhood education,.€nsuring the availability of teaching and learning resources
and their utilization in . schools"and increasing access to information about nutrition and
stunting for mothersiand students.

= Priority 4: Enhance Access to and Relevance of Skills Training: To enhance access to
skill training, the government promoted public-private partnerships with industry,
including setting up industry-led skills councils, increasing the number of skilled
workers in priority areas, strengthening and improving quality and the institutional
framework and introducing a national skills information system to ensure better student
placement and planning.

Box-I: TeleSchool

Ministry of Federal Education & Professional Training has launched the country's first educational te|evision
channel," TeleSchool," with the collaboration of Pakistan Television (PTV) and Allama Igbal Open University
(AIOU) and with additional input from several non-governmental organizations (NGOs). The channel, Igunched
with the slogan 'education at home', is mitigating the academic losses faced by the students amid Corona virus
(COVID-19) outbreak and the subsequent closure of educational institutions due to country-wide lo¢ckdown.

2 There are four types of schools in Pakistan: public schools, private schools with the medium of instruction in Urdu or
English, religious schools and non-formal education.
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The channel also helps the government to reach remote areas that didn't have access to education facilities and
infrastructure before. This initiative will also promote education for the OOSC as well as adult literacy.
The TV channel is being aired (through a beam provided by PTV) across the country for online educatjon from
grades 1-12.

Description of Educational Institutions and Enrolment Dat&
i) Pre-Primary Education

Pre-Primary education is the basic component of Early Childhood Education (ECE). Prep
classes are for children between 3 to 5 years of age. An increase of 9.9 percent in Pre-
Primary enrolment (12.6 million) in 2017-18 over 2016-17 (11.4 million) has been observed,
and it is further estimated to increase by 7.1 percent to 13.5 million in 2018-19. (Table 10.2)

i) Primary Education (Classes I-V)

Nationally, in 2017-18 there were a total of 172.5 thousand fupctienal primary schools with
522.4 thousand corresponding teachers. An increase of 5.7 percent in primary enrolment is
witnessed as the total enrolled students increased to 22.9 million in 2017-18 against 21.7
million in 2016-17. However, it is further projected to increase by 4.4 percent to 23.9
million in 2018-19.

iii) Middle Education (Classes VI-VIII)

There were a total of 46.7 thousand middle. institutes, with 448.1 thousand employed
teachers in the whole country during 2017-18. An increase of 5.2 percent in middle
enrolment is observed as the total enrolled students increased to 7.4 million in 2017-18
against 7.0 million in 2016-17, and it is'projected to increase by 3.8 percent, i.e., from 7.4
million to 7.6 million in 2018-19.

iv) Secondary/High School Education (Classes IX-X)

During the academic year 2017-18; a total of 31.4 thousand secondary schools were
functional, with 563.3 thousand teachers working in the whole country. At the national level,
an increase of 7.8 percent.in secondary enrolment is observed as the total enrolled students
increased to 3.9 million in'2017-18 against 3.6 million in 2016-17. However, it is estimated

to increase by 6.6 percent, I.e., from 3.9 million to 4.1 million during 2018-19.

v) Higher Secondary FInter Colleges (Classes XI-XII)

At the national level, 5.8 thousand higher secondary schools / inter colleges with 123.2
thousand teachers were functional in 2017-18. The overall enrolment of students in higher
secondary education witnessed an increase of 5.8 percent in 2017-18. The enrolment
registered during 2017-18 was 1.7 million as compared to 1.6 million in 2016-17. For 2018-
19, it is projected to increase to 1.8 million.

vi) Technical & Vocational Education
During 2017-18, 3.7 thousand technical and vocational institutes with 18.2 thousand

teachers were functional at the national level. A significant increase of 25.6 percent in
enrolment was recorded as the total enrolled increased to 0.43 million in 2017-18 against

3According to Academy of Educational Planning & Management (AEPAM), the estimated data for enrolment, number of institutions and
teachers for the year 2019-20 is not available; however the said data will be available in November, 2020 which will be incorporated in the
Statistical Supplement of Pakistan Economic Survey, 2019-20. Therefore the latest available data for the year 2017-18 and 2018-19 is
considered for analysis.
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0.34 million in 201617. However, it is estimated to increase8.7 percenti.e., from 0.43
million to 0.47 million during 201-19.

vii) Degree Colleges (Classes XI-XIV)

An enrolment of 0.59 million students is expected during -19 in degree colleges agail
enrolment of 0.60 million in 20:-18. A total of 1,659 degree lbeges with 41,233 teache
were functional during 201Z8. The slight decline in enrolimenight be due to preferen:
of students to the professional and vocaticourses.

viii) Universities

There were 211 universities with 51.5 thousand teachers in both public and private
functional during 20189, according to the data received frcthe Higher Educatior
Commission (HEC). The overall enrolment of students in higher education ions
(universities) increased to 1.86 million in 2-19 from 1.58 million.in,20172-8.

Overall Assessment

The overall education situation basec the key indicators,«such asrolments, number
institutes,and teachers, have shown a slight improvement. The total number of enrc
during 201718 was recorded at 51.0 million as compared.to 47.6 million during the
period last yeanvhich shows an increase of 7.1 percentsIt is estimated to incre53.6
million during 201819. The number of institutes stood at 262.0 thousand durin¢-18 as
compared to 260.1 thousand during last year. However, the number of institutes is e
toincrease to 266.3 thousand2018-19,

The number of teachers dug 201°-18 was recorded at 1.77 million as compared to
million during thelast year showing.an improvemeof 2.7 percentThe number of teache
is estimated to increase to 1.83 million,during z-19.
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Education
Table 10.2: Number of Mainstream Institutions, Enrolment and Teachers By Level ( Thousands)

Years Pre- | Primary® | Middle High Higher Degree |Technical & | Universities| Total

Primary Sec./ Inter| Colleges | Vocational
Institutes

2012-13 9284.3 18790.4 6188.( 2898.1 1400.( 641.5 302.2 1594.4 41099.1
- [2013-14 9267.)7 19441.1 6460.4 3109.4 1233.7 465.4 308.§ 1594.6 41880.9
& [2014-15 9589.p 19846.§ 6582.2 3500.7 1665.5 510.69 319.9 1299.9 43314.1
% 2015-16 97917 21550. 6922.3 3652.5 1698.( 518.1 315.7 1355.6 45804.0
S 2016-17 114366 21686.9 6996.( 3583.1 1594 9 537.4 344.9 1463.9 47642.6
2017-18* 12574.8 22931.3 7362.1 3861.3 1687.9 604.4 433.2 1575.9 51030.4
2018-19** 13465.4 23942.( 7641.9 4117.9 1757.9 597.9 470.9 1862.8 53564.5
2012-13 - 159.7 42.1 29.9 5.0) 1.5 3.3 0.147 241.6
» [2013-14 157.9 42.9 30.6 5.2 1.1] 3.3 0.161 241.2
5 2014-15 165.9 44.8 31.3 5.4 1.4 3.6 0.163 252.6
§ 2015-16 164.4 45.7 31.7 5.5 1.4 3.7] 0.163 252.8
é 2016-17 168.9 49.1 31.6 5.1 1.4 3.8 0.185 260.1
= [2017-18* 172.5 46.7 31.4 5.8 1.7 3.7 0.186 262.0
2018-19** E 175.3 47.7 31.7 5.9 1.7] 3.8 0211 266.3
2012-13 - 428.9 362.9 489.4 132.0 48.8 16.1 77.9 1555.5
” 2013-14 420.1 364.8 500.5 124.3 26.0 164 77.9 1529.7
E 2014-15 430.9 380.9 514.72 118.1) 36.6 19.4 88.3 1588.3
e 2015-16 444.4 394.2 529.5 123.1] 37.1 18.2 83.4 1630.1
2 [2016-17 475.2 455.4 560.4 120.3 37.9 18.2 58.7] 1726.3
2017-18* 522.4 448.1 563.3 123.2 412 18.2 56.9 1773.3
2018-19** 545.2 469.2 580.3 121.5 40.0 18.7 515 1828.8

*: Provisional, **: Estimated, *: Including Pre-Primary, Mosque Schools, BECS and NCHD, @: Provisional Figures provided by HEC.
Source: Ministry of Federal Education & Professional Training, AEPAM, Islamabad

Literacy

According to the Pakistan Social and Living.Standards Measurement (PSLM) Survey 2018-
19, the literacy rate of the population (10 years and above) is 60 percent as compared to 58
percent in 2015-16. The literacy rate is-higher in urban areas (74 percent) than in rural areas
(51 percent). Province wise analysis‘suggests that Punjab has the highest literacy rate, with
64 percent followed by Sindh.and Khyber Pakhtunkhwa (Excluding Merged Areas) with 57
percent, Khyber Pakhtunkhwa (Including Merged Areas) with 55 percent and Balochistan
with 40 percent (Table,10.3).

Table 10.3: Literacy Rate (10 Years and Above)-Pakistan and Provinces (percent)
Province/Area 2015-16 2018-19

Male Female Total Male Female Total
Pakistan 70 48 58 71 49 60
Rural 63 36 49 65 38 51
Urban 81 68 74 80 67 74
Punjab 72 54 62 73 571 64
Rural 66 44 55 67 47 57
Urban 82 73 77 82 73 77
Sindh 67 44 55 68 44 57
Rural 51 19 36 55 21 39
Urban 80 65 73 79 64 72
Khyber Pakhtunkhwa - - - 75 36 55
(Including Merged Areas)
Rural - - - 74 33 52
Urban - - - 82 51 66
Khyber Pakhtunkhwa 72 36 53 76 40 57
(Excluding Merged Areas)
Rural 70 33 50 81 54 67

201
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Table 10.3: Literacy Rate (10 Years and Abov-Pakistan and Provinces (percent)
Province/Area 2015-16 201¢19

Male Female Total Male Female Total
Urban 77 52 64 74 37 55
Balochistan 56 24 41 54 24 40
Rural 48 15 33 48 17 34
Urban 76 44 61 70 41 56

Source: Pakistan Social and Living Standards Measurement (PSLM) Surve-19, Pakistan Bureau

Statistics.

Note: Area of erstwhile FATA is now part of Khyber Pakhtunkhwa and covthe first time. Therefore

values of Khyber Pakhtunkhwa agaven bothwith and without merged areas. Howewbe exact comparison
of Khyber Pakhtunkhwa with therevious year is only possible by comparKhyber Pakhtunkhw, excluding

merged areas.
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Primary Enrolment Rates
A. Gross Enrolment Rates

Gross Enrolment Ratd&ER) at the primary level excluding Katchi (prep) for the age g
6-10 years at theational level during 20:-19 remained at 87 percent as compared to-

16. Province wiseidata suggests that Punjab showed inment from 93 percent in 20-

16 to 95 percent in 20189, Sindh remained stable with Primary level GER at 78 pel
Khyber Pakhtunkhwa (Excluding Merged Areas) improved to 89 percent i-19 against
88 percent in 20186, while Balochistan witnessta decline from 59 percent in 20-16 to
57 percent in 20189. The deta