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FOREWORD

Government’s swift and decisive policy actions sirtbe start of the current fiscal year
including resource mobilization, completion of IMprogram, adopting the austerity
measures, and monetary policies helped in stafglihe economy. These measures helped
the economy to reverse large external and intambblances. Significant improvement in
external accounts was made as the current accodntrade deficit withessed a substantial
contraction. Foreign reserves steadily improveder&hwas an increase in FDI. The credit
rating profile also improved. Fiscal performancenatmed strong during the first three-
quarters of outgoing fiscal year, on the back efsthidation efforts and targeted reforms.

COVID-19 has pushed the global economies towardecassion. Pakistan has also been
affected by the unprecedented health and econohwcks caused by the outbreak of
Coronavirus. During the current fiscal year, Paki& economy has undergone a sharp
contraction as growth is recorded at -0.4 percéatmitigate the socio-economic impact of
the pandemic, the government announced a stimacisage of Rs 1.24 trillion, and offered
further relief measures through the State BankiclPohte was also cut by 5.25 percent to 8.0
percent. The monetary and fiscal policy intervemgibave been made to restore the economic
activity in this difficult time and to reduce nepa& effects on poverty and unemployment.

Cognizant of the extended duration and uncertaoftythe COVID-19 worldwide, the
government has chalked out sector-specific poliégrventions and structural reforms to cope
with the situation. Government is constantly monmitg the international and domestic
conditions to ensure stabilization to stir growththis challenging environment.

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

| wish to commend the team including the Financer&ary Mr. Naveed Kamran Baloch, the
Economic Adviser Dr. Imtiaz Ahmad and his teamtfa timely completion of this insightful
document. I am sure the Survey will serve as a mect of useful information for
policymakers, development partners, researcheagleacia, 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 imgmant and the economy started moving
progressively along the adjustment path during fingt eight months of FY2020. The
macroeconomic stability gained during the perioavéner was challenged by the COVID-19
pandemic thus making the fiscal year toughest énhtistory of Pakistan’s economy. The effects
of global lockdown penetrated into the domesticnecoy through a decline in Pakistan’s trade
that adversely affected tax collection efforts. Thevernment’'s stimulus package and cut in
policy rate at the time of distress provided a stima to mitigate the adverse impact of COVID-
19.

This year’s Economic Survey takes a closer lookhefsituation to enable readers to know how
the economy was progressing and what impedimerdsdsin its path. It provides a
comprehensive analysis of Pakistan’s economic padoce during the first nine to ten months
of the outgoing fiscal year. Following the previgusctice, the Survey has been presented in
two parts. The first part analyzes the performaatevarious sectors while the second part
contains the time series data pertaining to aliosse®f Pakistan’s economy.

The Survey contains assorted information stemmioghfnumerous organizations for which
their contributions merit appreciation and acknaglement. | would like to thank the federal
ministries, including Planning Commission, SBP, PBBR, HEC, NIPS, NHA and provincial

governments for providing updated and accurate. ddta completion of the survey could not
have been possible without their timely support.

| am also indebted to my team, their staff membei®M Wing and Debt office for their
valuable support and hard work that enabled timelypletion of the work. | am also thankful to
the Adviser to the Prime Minister on Finance & Rawe Dr. Abdul Hafeez Shaikh, and
the Secretary Finance Division Mr. Naveed Kamrato@a for their continuous guidance to
complete the Economic Survey 2019-20.

| would like to thank Mr. Kiyoshi Taniguchi (ADBPDr. Aamer Irshad (FAO), Mr. Ahsan Ali
Mangi (Govt. of Sindh), Dr. Nasir Igbal, Dr. Khaldahmood and Dr. Naseem Faraz (PIDE),
Dr. Mukhtar Ahmad (Ex-ED NIPS) for providing valdalnputs to improve the quality of the
document. Continuous engagement, discussion andeafilem the senior officers of the Finance
Division especially Mr. Mohsin Mushtaq Chandna, amran Ali Afzal, Dr. Arshad
Mahmood, Dr. Ahmad Mujtaba Memon, Dr. Muhammad $dRajput, Mr. Muhammad Tanvir
Butt and Dr. Nawaz Ahmad was immensely fruitful foe overall improvement of the national
document.

| am hopeful that the Survey will provide very udedata and information on the economy of
Pakistan. | would really appreciate any suggedtothe 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 fiscahryEY2020; an attempt to amend Hong
Kong’s extradition law triggered the worst crisisthe Asia’s biggest financial center since
its handover to China in 1997. In August 2019,idndgovernment abolished decades-old
laws that gave autonomy to the Indian-held Kashmaeiading to a suspension of trade
between the two rival nuclear states: India anddtak United Kingdom’s exit from EU,
which was mutually agreed, changed EU forever, déspening the Euro crisiSrade war
between the US and China, which started in July82@imbled on in FY2020 and oil prices
crashed drastically on the back of increased seppdind lowering demands due to the
global economic slowdown.

While the world players were trying to balance dfoee disruptions, a novel virus,

(COVID-19), emerged in Wuhan, China, and WHO on ®&all declared COVID-19 a

pandemic. Since then, the virus has engulfed thieeerorld, disrupting the supply chains
and paralyzing the continents. The pandemic isonbt inflicting unprecedented damage to
human lives but it has also taken a heavy toll mba economic activity. In particular,

various necessary measures to control the spreatirbaght much of the global economic
activity to a halt. Consequently, countries are rfaeing multiple crises—a health crisis, a
financial crisis, and a collapse in commodity psice

On one hand, the pandemic has put the whole waorld Lockdown and changed the
dynamics of ongoing and future economic activitielile on the other, the pandemic wiped
out any mentionable economic performance of anp@ty. ‘The Lockdown”, is shaping
up into the worst crisis sincehe Great Depression of 1930s

The economic impact of COVID-19 depends on the wwayh of the pandemic, the
effectiveness of containment measures, the magnibiicupply disruptions, the impact of
tightening in global financial market condition$ianges in spending patterns, behavioral
changes and unstable commodity prices. The Worldn&wmic Outlook (April, 2020)
projects global growth to contract sharply by -3ceat in 2020 and the loss to global GDP
over 2020 and 2021 could be around 9 trillion dslidue to the pandemic crisis. The global
growth is projected to rebound to 5.8 percent iB122MHowever, growth outcomes will be
depending on the course pandemic will chart andetbee they have the potential to be
much worse. Above forecasts are based on the assuntpat the pandemic will peak
during the second quarter of 2020 and fade in doered half of the year, with business
closures and other containment measures gradugtg loelaxed.
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In the advanced economies, most of the countriesegperiencing widespread outbreaks
and responding with stringent containment measukssa result, their growth is being
projected at negative 6.1 percent in 2020. A shaptraction in economic growth is
expected in countries like United States, JapantedrKingdom, Germany, France, Italy
and Spain. Within emerging markets and developaognemies, 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 percent. The ecangrowth in Emerging Asia is projected
to be positive one percent in 2020ore than 5 percentage points below its averadbken
previous decade. Within the region, India and Iredoa are expected to witness a modest
growth in 2020, while Pakistan is projected to eigece contraction in growth during 2020.

Pakistan Economic Review

The fundamental weaknesses of Pakistani economwtdr to GDP ratio, poor savings rate
and minimal export growth with negligible value &@duh etc. were further attenuated by
misaligned economic policies like loose monetaryicgoand overvalued exchange rate
which have made it difficult to control twin defisj the fiscal and the current account. This,
in the short term, fueled demand and short-termwtiro but has gradually eroded

macroeconomic buffers, increased public debt armpdetled international reserves. Moving

along this path was unsustainable as it was mawegountry towards ever slowing growth

and eventual default.

The shift in economic policy undertaken by the presggovernment, through its policy of
adjustments and structural reforms, has changedtdbese entailing readjustment in the
fiscal and monetary policies. The stabilization gass gained momentum with the
commencement of the IMF's 39-months Extended Fumdilify (EFF) arrangement

program in July 2019. The stabilization measuneglémented to reduce the twin deficits
had a profound impact on economic activity during year.

As the new fiscal year FY2020 began, the econonaytext to witness a remarkable
turnaround which confirmed that the Government faken appropriate policy actions to
address the macroeconomic imbalances. The stalmhza&fforts paid off in terms of
sustained adjustment in current account deficit @matinued fiscal prudence. For the first
time in many years, the current account deficitt@bs surplus in October, FY2019. While
primary balance continued to remain in surplusrdythe current fiscal year. During July-
March, FY2020, fiscal deficit has been reduced 10 gercent of GDP, while current
account deficit reduced by 71 percent during JuybyHA FY2020. In addition stable
exchange rate, healthy growth in FDI (126.8 pef¢antproved ranking in World Bank’s
ease of doing business index, and ‘Stable” crexditiook to B3 from ‘Negative’ by
Moody’s, reaffirmed the successful policies of Goweent in stabilizing the economy and
laying a foundation for robust growth.

Nevertheless, the government remained cognizampiaofful impact of these stabilization
measures in terms of economic slowdown, risingtrdh, low pace of job opportunities and
resultantly its impact on the lowest income groapshe society. In the wake of these
challenges, the government initiated reforms in &egtors of the economy with bringing
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improvement in the real sector growth through iasla growth in agriculture, industrial and
services sectors.

To control the price hike, the government madereffthrough ensuring smooth supply of
commodities, checking hoarding, smuggling and unguwefiteering. Further, vigilant
monitoring of prices both at federal and provindelel was ensured. In addition, to check
inflationary impact, borrowing from SBP has beescdntinued and restriction has been
imposed on supplementary grants to control aggeedamand and ease out inflationary
pressures. The emphasis has been on price contonigh different policy, administrative
and relief measures.

To cushion the impact of needed stabilization pedicon the poor, targeted poverty
reduction interventions have been made through @&hgaogram, BISP, SehatSahulat
program and expanding coverage of Waseela-e-Tgbeegram etc.

Job creation is one of the key objectives of ecanaeform agenda of the Government for
which National Agriculture Emergency Program, “Kaabyawan Program (low cost loans
to youth for business)”, “Naya Pakistan HousinggPam” to construct 5 million houses in 5

years and Ten Billion Tree Tsunami have been lagdctvhich have the potential to create
1.5 to 2 million jobs by December, 2020. PSDP atmn has also been increased from
Rs 561.7 billion to Rs 701 billion in FY2020 stimtihg private manufacturing and

construction sector.

Above Government policy actions and implementatbeomprehensive economic reform
agenda helped the economy in averting the otherwisgnent balance of payments crises
and subsequently all macro-economic indicators mideevards stabilization. However, as
the economy was transitioning from stabilizationgtowth, the outbreak of Coronavirus
(COVID-19) during the second half of current fisgalar brought multifaceted challenges
for Pakistan to preserve the economic gains actiexe a result of various efforts to
improve the fundamentals of the economy.

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

As the economy has been subjected to demand ampdlyssipcks, the outgoing fiscal year
2020 has witnessed a contraction in economic agtiVhe provisional GDP growth rate for
FY2020 is estimated at negative 0.38 percent orbésts of 2.67, -2.64 and -0.59 percent
growth in agricultural, industrial and servicestseg respectively. For FY2020, the negative
performance of both Industry and Services overshadothe growth in the agriculture
sector. With the objective of reducing the propemgabf COVID-19, social distancing was
implemented which resulted in lockdown which seleraffected activity in contact-
intensive businesses. Thus, the negative impa@QW¥ID-19 was so pronounced that the
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services sector posted negative growth of 0.59goeérc

To invigorate the growth, the government announRedl.24 trillion relief package. The
SBP has also taken various steps including reduatiinterest rate to 8 percent, refinancing
schemes for medical centers and various incentoresxport-oriented industries etc.

There has been considerable support from the imtiermal lenders. The IMF has given a
one-year relief to Pakistan amid the pandemic abi&#1.386 billion were given under the
Rapid Financing Instrument to address the economigact of the COVID-19. Aid
packages from Asian Development and the World Baidng with inclusion by G-20 in
their debt relief program, will enable the econaimygreatly make up for the projected loss.

As the economy slowly reopens, it is expected titiatadverse impact of COVID-19 will be
bottoming out. However, the framework for recgveull depend on various factors like
extent of adverse impact on various sectors, duras well as severity of lockdowns and
the associated risks. The outlook therefore cantedlenges due to uncertainties associated
with it. However, fiscal stimulus package of Rs4lt#lllion announced by the Government
along with measures taken by State Bank of Pakikiarproviding liquidity support to
households and businesses will counteract therueemnomic downturn and provide much
needed relief to the population in need.

EXECUTIVE SUMMARY
Growth and Investment

Although, provisional GDP growth rate for FY2020estimated at negative 0.38 percent,
however, macroeconomic stabilization measures takEm by the government over the
past year resulted in significant reduction in &gvinvestment Gap which was mainly
driven by reduction in trade deficit and increase workers’ remittances. It is also
mentionable that fiscal deficit remained contaiiretirst three quarters of FY2020.

Historically, Private Consumption had significanttpntributed in Pakistan’s economic
growth. The pattern was likely to continue, howevelue to COVID-19, private
consumption suffered significantly. In percentadeG®P, it dropped to 78.5 percent in
FY2020 compared to 82.9 percent in FY2019. Priviatestment as a percentage of GDP
dropped to 9.98 percent from 10.29 percent in F92@hile Public Investment (including
General Government investment) has shown improvemasnit remained 3.8 percent
compared to 3.7 percent last year. However, thems ®3.2 percent growth in Public
Investment (including General Government investindating FY2020, while it declined
by 21.6 percent last year.

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

According to Pakistan Bureau of Statistics, fougtiarter has been estimated by keeping in
view the lockdown situation faced by the industsattor due to COVID-19. Significant
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impact has been observed in the manufacturing segtarticularly Large-Scale
manufacturing and Small-Scale Manufacturing. Thavigional growth in industrial sector
has been estimated at -2.64 percent mainly due negative growth of 8.82 percent in
mining and quarrying sector and decline of 7.7&@et in large-scale manufacturing sector.
Due to lock down situation in the country, the gtiowstimates of Small-Scale Industry for
FY2020 are 1.52 percent.

Similar to the industrial sector, services secfadhe economy has also witnessed significant
impact of the lock down situation in the countryedto COVID-19, particularly in
Wholesale and Retail Trade and Transport Sectoh® 3Jervices sector has declined
provisionally at 0.59 percent mainly due to 3.42cpat decline in Wholesale and Retail
Trade sector and 7.13 percent decline in Trans@idrage and Communication sectors.
Finance and insurance sector witnessed a slighease of 0.79 percent. The Housing
Services, General Government Services and Othesatpriservices have contributed
positively at 4.02, 3.92 and 5.39 percent respelstiv

Agriculture

The agriculture sector recorded strong growth 67 aercent, considerably higher than 0.58
percent growth achieved in last year. Regardingafih crops, Rice production increased

by 2.9 percent to 7.410 million tonnes and Maizadprction by 6.0 percent to 7.236 million

tonnes while Cotton production declined by 6.9 petd¢o 9.178 million bales and sugarcane
production by 0.4 percent to 66.880 million tonné#eat is the most important crop of

“Rabi”, which showed growth of 2.5 percent to re2dh946 million tonnes.

Other crops showed growth of 4.57 percent mainky ttuincrease in production of pulses,
oilseeds and vegetables. Cotton ginning declined4®i percent due to decrease in
production of cotton crop. Thus, the crops seckpeeenced a remarkable growth of 2.98
percent due to increase in growth of important siop2.90 percent.

Livestock Sector achieved the growth of 2.58 perc&he Fishing sector grew by 0.60
percent, while Forestry sector increased by 2.28gme.

During 2019-20, the total availability of water ftime Kharif crops 2019 reached 65.2
million MAF showing an increase of 9.4 percent 0886 MAF of Kharif 2018. During
Rabi season 2019-20, the total water availabigched 29.2 MAF, showing an increase of
17.7 percent over Rabi 2018-19 and 19.8 percesttlemn the normal availability of 36.4
MAF.

Fertilizers production during FY2020 (July-Marcigieased by 5.8 percent over the same
period last year on the back of additional supglgas for fertilizers. The fertilizer import
decreased by 20.7 percent. During FY2020 (July-klarhere was an uptick in agriculture
credit disbursement, the banks have disbursed R2 Hillion higher by 13.3 percent than
the disbursement of Rs 804.9 billion made durirgggame period last year.

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

(v ]
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as compared to 2.34 percent decline during the gmmed last year. There are number of
factors which contributed to negative growth of LIR&k rupee depreciated by 3.9 percent
during July-March FY2020 which increased the casicsure of industries in general and

for those relying on imported raw materials in gaitar. Furthermore, policy rate was kept

high to contain inflation which discouraged investh Subdued demand further hampered
the overall production and performance of the itgu<Certain sector-specific issues also
contributed to the decline in LSM. Automobile secatone accounted for major portion of

contraction in LSM. Its prices witnessed multipjemard revisions due to PKR depreciation

which held the potential buyers from making bookamgl purchases. Upward adjustment in
electricity prices dented domestic steel producei®’gins.

The Mining and Quarrying sector showed negativevgnoof 8.82 percent during FY2020

as against 3.19 percent decline last year. Thimsexlagging behind despite huge potential
due to interconnected and cross cutting issuesplda regulatory framework, insufficient

infrastructure at mines sites, outdated technologtalled, semi-skilled labor, low financial

support and lack of marketing. Minerals that wisexb negative growth are Coal 6.34
percent, Natural gas 6.36 percent, Crude Oil 1(8&%cent, Chromite 54.5 percent,
Magnesite 55.9 percent, Lime Stone 14.71 perceatpM 3.62 percent and Iron Ore 32.73
percent. However, Barytes, Quartz, Ocher and Ddammposted a positive growth of 241.6
percent, 130.8 percent, 68.8 percent and 16.2&2pgnespectively.

Fiscal Development

The fiscal outcomes remained strong during thé finse months of current fiscal year after
sharp deterioration in FY2019. Government’'s strmigéscal strategy to improve the
revenues along with expenditure rationalizatiorpédl in improving all fiscal indicators.

Particularly, the imbalances on fiscal side reuvettethe path of fiscal discipline and fiscal
consolidation.

The fiscal deficit has substantially reduced to pdrcent of GDP during July-March,
FY2020 against 5.1 percent of GDP in the comparg@eod last year. Similarly, a
remarkable turnaround is visible in primary balanedich posted a surplus of Rs 194
billion during July-March, FY2020 against the défiof Rs 463 billion. Overall, the

improvement in fiscal account is largely attributedhigher provincial surplus and sharp
rise in non-tax revenues.

FBR tax collection grew by 10.8 percent to Rs 3,80fillion during July-April, FY2020
against Rs 2,980.0 billion in the comparable pelasd year. Various policy measures such
as charging sales tax on more items at retail pricter 3 Schedule, reinstatement of taxes
on telecom services, an upward revision of taxsrate various salary slabs, an upward
revision in the federal excise duty (FED) rates and of preferential treatment for certain
sectors provided impetus to tax collection wereta#turing FY 2020.

Non-tax revenues grew sharply during July-March2630 on the back of SBP profit and
rise in receipt of telecom licenses renewal fektsstood at Rs 1,095.6 billion during July-
March, FY2020 against Rs 421.6 billion in the sgmagod of FY2019. Thus, total revenues
grew by 30.9 percent during July-March, FY2020 aghi0.04 percent growth in the




Overview of the Economy

comparable period of FY20109.

Total expenditures grew by 15.8 percent during-Mi&ych, FY2020 over the same period
last year. Within total, current expenditure posi&d9 percent growth in nine months of
current fiscal on account of higher mark-up payrsgemprants for social spending and
expenditures on social protection. Similarly, PS8#ending witnessed a significant rise
both at federal and provincial levels. Overall PSB¥penditures grew by 24.9 percent
during July-March, FY2020 over previous year.

Fiscal position till March, 2020 indicated improvdgcal performance, however, the
COVID-19 pandemic has brought significant challender the economy; in particular,
fiscal accounts are expected to come under sigmifipressure. At present, the government
is increasing the expenditures on public healthsirehgthening social safety net programs,
along with introducing various other measures &sé@ the impact of the COVID-19 on
economy. Similarly, achieving revenue targets ahltax and non-tax segments would be
challenging due to disruption in economic activifjhe short term economic impact of
COVID-19 is expected to be significant creatingy&fiscal and external financing needs.

Money and Credit

In order to absorb the inflationary pressure andadwetain an overheated economy through
domestic demand, SBP increased the policy rate 0y dps to 13.25 percent in the

beginning of the fiscal year 2020. However, SBP lea®rsed its monetary policy stance
due to improved outlook for inflation on the badkdecreasing domestic food prices, sharp
fall in global oil prices and decline in demand gz@res due to COVID-19. It reduced the
policy rate by cumulative 525 bps to 8 percentomrfconsecutive decisions between March
17"and May 15

In addition, SBP has introduced number of measares some concessional refinance
schemes to address both the demand and supplycsmbtions for businesses such as
Temporary Economic Refinance Facility, Refinanceilfg for Combating COVID-19 and
Refinance Scheme for Payment of Wages and Sal@ridse Workers and Employees of
Business Concerns. These measures are aimedlaafiag the businesses to remain afloat
during the crisis times.

Broad money has increased to Rs 1,481.3 billiomdud1 Jul-24 Apr, FY2020 showing a

sharp expansion in the Net Foreign Assets (NFAthefbanking system which reached to
Rs 893.7 billion. Credit to private sector containe Rs 304.7 billion during 01 Jul-24 Apr,

FY2020 as compared to the expansion of Rs 58Dbhiila the corresponding period due to
slowdown in economic activities.

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

Vii
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scheduled banks against the retirement of Rs B31illlion last year.

Capital Markets & Corporate Sector

Capital markets help to channelize savings to tbstrproductive investments. In FY2020,
Pakistan’s capital markets faced challenges oniphellfronts. High inflation, austerity

measures, oil price crash and COVID-19 pandemiedothe capital market. As a result,
Pakistan’s benchmark KSE-100 index recorded a magesth of 0.61 percent in the first
ten months of FY2020.

The index kicked-off with 33,901.58 points on Jdlst, and reached the year’'s peak of
43218.67 points on January 13th, 2020. After theVDBO19 outbreak, capital began
flowing out of the Pakistan stock market and thdei plunged to 27228.8 points and
market capitalization closed at Rs 5380.17 bilion March 25th. However, the
Government’s stimulus package provided relief tgestors as KSE-100 index gained
6877.84 points)25.25 percent) since March 25th and index closeg4at1.64 points on
April 30th. Similarly, Market Capitalization incrsead by Rs 991.54 billiont{8.4 percent)
since March 25th and closed at Rs 6376.71 billioApril 30th.

SECP took a number of measures to facilitate thekebaand to absorb the prevailing
shocks. The duration of index-based market haksble@n increased from 45 minutes to 60
minutes; securities brokers have been allowed tiwede and operate the Disaster Recovery
terminals for trading purposes during normal operst of PSX. SECP has also notified
Corporate Rehabilitation Regulations, 2019 and Ga@te Restructuring Companies Rules,
2019.

Inflation

To correct the macroeconomic imbalances, Governmaate difficult decisions of upward
adjustment in overdue gas and electricity pricearket-based exchange rate adjustments
etc. Furthermore increase in commodity prices termational market also pushed up the
domestic prices. During first seven months of Ci¥lationary pressures were observed
and headline inflation rose to 14.6 percent in aan@020.

The inflation rate started easing out due to gawemt policies after January and for the
period July-April FY2020 recorded at 11.2 percegaiast 6.5 percent during the same
period last year. The other inflationary indicatdilee Sensitive Price Indicator (SPI)
recorded at 14.3 percent against 4.2 percent beesame period last year. Wholesale Price
Index (WPI) recorded at 12.2 percent during JultABY2020 compared to 16.2 percent
same period last year.

The government is making all out efforts to enssm®oth supply of essential items and is
also committed to taking strict actions againsti-eompetitive practices. Economic

Stimulus Package, Ehsas Emergency Relief Prograr8otesidies to USC and reduction in
petroleum prices, etc., will provide multidimensabrpositive impacts to all segments of
society especially poor families. All these measurelped in contracting the CPI to single
digit which fell to 8.5 percent in April 2020. Thisas third successive month showing
decline in inflation, whereas it dropped more tBgrercent in last three months.
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Trade and Payments

Exports during July-April, 2019-20 remained $ 1%ilion compared to $ 20.1 billion
during July-March, 2018-19, posting a decline &f gercent. A sharp decline in REER due
to market based exchange rate and the governmeitigdive to provide cheaper electricity
to the textile sector have enhanced the compatitis® of the Pakistani products in the
global market. The total imports during July-ApFk¥2020 declined to $ 36.1 billion as
compared to $ 40.3 billion same period last ydars registered a decline of 16.9 percent.

During Jul-April FY2020, remittances increased td&8 billion as compared to $ 17.8
billion during same period last year, with a growth 5.5 percent. During July-March
FY2020, current account deficit (CAD) reduced byl7Bercent to US$ 2.8 billion (1.1
percent of GDP) against US$ 10.3 billion last y&ar percent of GDP). The significant
reduction in CAD reflected mainly the impact of m@aconomic stabilization measures
taken by the government.

Pakistan’s total liquid foreign exchange reservesdased to US$ 17.1 billion by end March
2020, up by US$ 2.6 billion over end-June 2019. imgrovement in the Foreign Exchange
reserves led to 3.6 percent appreciation of Pakewggainst US dollar during Jul-February
FY2020.

The COVID-19 pandemic has generated both demandsapply shocks across the global
economy andhas posed significant challenges for exports tweiase further in coming
months. Pakistan, as net oil importer, would berfesim the decline in global oil prices in
terms of reduced import bill and contraction in CADespite adverse impact of pandemic
on economy the overall external account liquidig lactually improved due to decline in oil
and other international commodity prices.

Public Debt

Pakistan’s strategy to reduce its debt burden sastainable level includes commitment to
run primary surpluses, maintain low and stableaiidh, promote measures that support
higher long-term economic growth and follow an exufje rate regime based on economic
fundamentals.

Total public debt was recorded at Rs 35,207 billaanend March 2020 compared with
Rs 32,708 billion at end June 2019, registeringnarease of Rs 2,499 billion during first

nine month of current fiscal year while Federal &wowvnent borrowing for financing of its

deficit was Rs 2,080 billion. This differential mainly attributable to depreciation of Pak
Rupee, increase in cash balances of the Federar@oent and difference between face
value (which is used for recording of debt) and tealized value (which is recorded as
budgetary receipt) of PIBs issued during the period

Public debt portfolio witnessed various positivevelepments during the ongoing fiscal
year. Most of the net domestic debt raised wasutiitanedium-to-long-term government
securities (Pakistan Investment Bonds) and NatioBaling Schemes. The cost of
borrowing through long term government bonds dedinNo new borrowing was made
from SBP during ongoing fiscal year. To diversifwéstor base in government securities
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and capitalize liquidity available with Islamic faincial Institutions, government has started
issuance of 5-Year Floating Rate Sukuk. All of tie® external debt raised during first nine
months of current fiscal year was from multilateaald bilateral sources on concessional
terms.

Domestic debt was recorded at Rs 22,478 billioarat March 2020. Domestic borrowing

operations remained quite successful during ongdiegal year despite challenging

macroeconomic situation. External public debt stoekched US$ 76.5 billion (Rs 12,729
billion), witnessing an increase of US$ 3.0 billidaring first nine months of current fiscal

year. Interest expense is expected to remain ggnify less than the budgeted amount in
2019-20 owing to re-profiling of short-term debtanong-term debt and sharp decline in
cost of borrowing in longer tenor.

Over the medium term, government objective is tduce its “Gross Financing Needs
(GFN)” through various measures mainly including Ifietter cash flow management
through a treasury single account; (ii) lengthenafigmaturities in the domestic market
keeping in view cost and risks trade-off; (iii) @deping regular Islamic based lending
program and (iv) availing maximum available conemsa external financing from bilateral
and multilateral development partners to beneditrficoncessional terms and conditions.

Government also aims to bring and maintain its RedsDP and Debt Service-to-Revenue
ratios to sustainable levels through combination gykater revenue mobilization,
rationalization of current expenditure and efficiproductive utilization of debt.

Education

Government has formulated National Education Pokcgmework to overcome multiple

challenges facing the education sector that indudecreasing out of school children and
increasing school completion; achieving uniformityeducation standards; improving the
guality of education; and enhancing access to aledance of skills training.

According to PSLM Survey 2018-19, the literacy rat¢he population (10 years and above)
is 60 percent as compared to 58 percent in 201%4dince wise analysis suggests that
Punjab leads with 64 percent followed by Sindh #&tid/ber Pakhtunkhwa (Excluding
Merged Areas) with 57 percent, Khyber Pakhtunkhimal¢ding Merged Areas) with 55
percent and Balochistan with 40 percent.

Public Expenditure on education was estimated atp&rcent of GDP in 2018-19, as
compared to 2.4 percent in 2017-18. The educaBtatad expenditure increased by 4.7
percent (to Rs 868.0 billion) in 2018-19 as comg@dcelast fiscal year .

The Federal PSDP 2019-20 allocated an amount ¢f.&®illion for 11 on-going and 21
new development projects under Ministry of Fed&dlication & Professional Training. An
amount of Rs 1.1 billion had also been allocated8famn-going & new education related
projects being handled by Finance, Defence, Intemal Kashmir Affairs & Gilgit Baltistan

Division.

During Fiscal Year 2019-20, the government hascatked Rs 29.047 billion to HEC for
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implementation of 138 development projects (128camg & 10 new projects) of Public
Sector Universities/ Higher Education Institutiomsiring July-March, FY2020 an amount
of Rs 22.738 billion (around 80 percent of the ltalbocation) has been authorized to HEC
for meeting expenditure against ongoing projectividies.

The present government is making efforts to intoed8ingle National Curriculum all over
the country. The phase-I of Single National Culdaoufor class 1 to 5 has been developed
and its implementation would be completed by Magf21. Similarly, the phase-Il of
Single National Curriculum for class 6 to 8 woukldeady by March 2021 and implemented
by March 2022, while phase-III curriculum for cle&s$o 12 would be ready by March 2022
and enforced by March 2023.

Health and Nutrition

Access to good health can contribute positivelihioeconomic and social development of a
country. Good nutrition has a direct impact on alldnealth and quality of life. According
to the National Nutrition Survey (NNS) 2018 of Psikn; 40 percent under five children are
stunted and another 29 percent are underweight. dBer revealed that almost 18
percent (38 million) of our population is severébod insecure. The economic costs of
malnutrition are very high and persistent in tewh$oss of GDP which is 3 percent ($7.6
billion) every year in Pakistan.

Government is keen for increasing health spendndight against fatal diseases like
malaria, tuberculosis, HIV/Aids, diabetes, candezart diseases etc. Cumulative health
expenditures by federal and provincial governmeiosng FY2019 increased to Rs 421.8
billion from Rs 416.5 billion last year showing sogth of 1.3 percent. As a percent of
GDP, it is 1.1 percent. Various programs and ptejdtave been supported by the
Government through PSDP during FY2020 in fulfillmhesf the Global commitment of
Sustainable Development Goals (SDG) agenda to weptioe health status of the people
and to reduce the burden of communicable and Nanfunicable Diseases. During
FY2020, PSDP allocations of Rs 24 billion were mémte62 health sector projects and Rs
11.5 million were released up to 10-04-2020.

The COVID-19 pandemic was confirmed to have readsdstan on 26February 2020,
when first patient in Karachi tested positive up@turning from Iran. Cognizant of the
situation, the government has constituted a higkl&ational Coordination Committee
(NCC) that evaluates the evolving situation on tayday basis to prevent the spread of
pandemic. A Command and Control Center has alsa kbs&ablished to ensure effective
coordination among the federal and provincial gowegnts to control COVID-19. Due to
timely measures taken by the government in collaiimm with the provinces, the outbreak
has so far been prevented from getting worse. Rregwernment is committed to improve
the health care facilities and provision of goodrition for effectively utilizing the human
potential of the country.

Population, Labour Force, and Employment

Pakistan is the fifth most populated country inwald. According to the National Institute
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for Population Studies, population projected fod2@s 211.17 million. Hence, population
density stands at 265 per Km.

Presently, population composition of the countrgkewed towards working age population.
61.4 percent of population is falling in the ageugr 15-64 while 12.1 percent of population
is between the ages of 0-4 years and 22.1 persd@tween 5-14 years. If this demographic
dividend is harnessed and equipped with desirets ¢hi meet domestic and international
market requirements, the youth bulge would yieldréased industrial productivity and
higher foreign remittances. The government, beimlj @ware, is stringently focusing on
various employment generation programs for youth.

Employment is considered as key mechanism throughbhathe benefits of the growth can
be trickled down to the vulnerable segments ofgbeety. With population growth rate of
2.4 percent, a large number of young labor forcadding every year. According to Labour
Force Survey 2017-18 the total labour force wa® ®&illion, while unemployment rate is
5.8 percent. According to that survey, the high@&sémployment (11.56 percent) was
prevalent among the age 20-24 indicating youth yleyment.

According to the preliminary estimates conductedHRakistan Institute of Development

Economics (PIDE), the COVID-19 pandemic can haveeesk impact on employment

generation during the last quarter of 2019-20. &secof limited restrictions, about 1.4

million jobs will be lost, under moderate restrcts employment loss could reach to 12.3
million and 18.53 million people will be unemployedcase of a complete shutdown .

Pakistan's youth bulge has tremendous energy dedttand the government is making
sincere efforts to provide them ample opportunitefiarness their potential. Accordingly,
Kamyab Jawan Program and Hunermand Jawan Progr&8kitls for All) launched by the
government is helping the youth to enhance thelisskhich will, thus, play a pivotal role
in the socio-economic reconstruction of the society

Transport and Communication

Pakistan’s Highway network comprises of 39 natidmghways, motorways, expressways
and strategic roads. The existing portfolio of Na#l Highway Authority (NHA) consists of
40 on-going projects with an allocation of Rs 114,836 million in PSDP 2019-20.
Pakistan ranks at 22position worldwide for the size of its road netwak per road length
of 263,775 Km. The country is likely to improve itanking significantly with the
construction of new mega projects under the ChadlasPan Economic Corridor.

Pakistan Civil Aviation Authority (PCAA) has beerpending substantial amount on
undertaking various projects all over the counB)AC has managed recovery of B-777, A
320 and ATR grounded for last 13-22 months using egsources without funding from

GoP. Profitable routes have also been started winiclide: Sialkot- Paris — Barcelona,
Peshawar- Sharjah, Peshawar-Al-Ain and Multan-&harj

During FY2020 (July-February), gross earnings ofigtan Railways grew by 8.4 percent
and amounted to Rs 36,916.85 million against R86&412 million during the same period
last year.
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PNSC Group has managed to achieve 6 percent ircrgasfit 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 9,82illion as compared to Rs 7,859
million for the corresponding period last year.

As per Ministry of IT & Telecom, 07 million SIM Cds and 10,000 Banking Cards are
being imported in Pakistan every month. There h@enba consistent growth in IT & IT
enabled Services (ITeS) remittances over the laaabs, with a compound annual growth
rate of 19.5 percent, the highest growth rate mgarison with all other industries, and the
highest in the region. Pakistan's IT&ITeS exporévé crossed $4.1 billion during FY2019
with export remittances nearing $1 billion. Microterprises, independent consultants and
freelancers have contributed an estimated $500omiih IT&ITeS exports, whereas annual
domestic revenue exceeds $1lbillion. IT&ITeS expamittances have surged to US$
550.503 million at a growth rate of 24.71 percentriiy July-December 2019, in
comparison to US$441.435 million during the sanmopldast year.

During July 2015 to Dec-2019, telecom sector hamacted over US$ 1.5 billion FDI
Inflow, whereas a total of US$ 8.5 billion have béevested by telecom players in Pakistan
since 2002. During the first two quarters of the2b¥0, telecom sector contributed Rs 142
billion to the national exchequer. Annual reventresn telecom sector have reached an
estimated Rs 551.9 billion during FY2019, up from R40 billion last year, registering an
annual growth of 12.9 percent. Revenues from tefesector have reached an estimated
Rs 132.3 bhillion in the first quarter of FY2020. ktan Electronic Media Regulatory
Authority (PEMRA) has issued 254 Licenses for FMdRaand 4,062 Cable TV Licenses.
PEMRA collected advance tax from license issuamecestheir renewal and has deposited
over Rs 1.0 billion in national exchequer.

Energy

The consumption of petroleum products in Pakis$ah9.68 million tons per annum against
the supply of 11.59 million tons per annum fromdbcefineries, while rest of the 8.09
Million tons per annum is being imported. Refinsri@ Pakistan are old version except
PARCO and produce more than 40 percent of Furndcéh® lowest price value product.

The total supply of LPG during July - March 2019i&28s 739,785 Metric Ton. Currently,
there are 11 LPG producers and 200 LPG marketimgpaaies operating in the country
having more than 7,000 authorized LPG distributdsiring July-March 2019-20, an
investment of Rs 3.72 billion approximately hasrbeeade in LPG infrastructure. LPG
accounts for only 1.2 percent of the total primangrgy supply in the country due to supply
constraints and higher price of LPG in relatiortdonpeting fuels like natural gas, wood etc.
The current size of LPG market is around 1,061 ¥A7Annum. Around 76 percent of the
LPG consumed is met with Local Production in Pakistvhereas the rest is imported.

Pakistan produces around 4 Billion Cubic Feet Pay [Bcfd) of indigenous natural gas
Pakistan has an extensive gas network of over 12KM Transmission 139,827 KM
Distribution and 37,058 Services gas pipelines dtercthe requirement of more than 9.6
million consumers across the country. Pakistan AtoEnergy Commission supplied
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about 7,143 million units of electricity to the ratal grid during 1 July 2019 to 3%
March 2020.

The volume of import cargo during July-December 2@1ood at 21.878 million ton, as
against the 20.125 million ton handled during cgprnding period last year, showing an
increase of 8.7 percent. The major non-contaiedrinports were Coal, LNG, POL,

Chemicals, Palm oil and Grain. The Coal importsemre largest imported cargo which
represented over 34 percent of total imported cargo

Government is focusing on exploiting the abundaoteptial of wind, solar and other
Alternate Renewable Energy resources for power rgéioa whilst benefiting with the
declining prices of RE technologies through optimmede of development.

Social Protection

Pakistan is committed to alleviate poverty as @GS targets. In the wake of COVID-19,
the government approved a relief package of Rsbilfldn to provide immediate cash relief
of Rs 12,000 to 12 million poor families under EdsaBISP budgetary allocation has also
been increased from Rs 102 billion in FY2016 to 18§ billion in FY2020 to support
unconditional cash transfer to the poorest segmaitise society. Number of beneficiaries
now stands at 4.5 million who are being paid thifobgometric based payment solution
developed by BISP.

Unconditional Cash Transfer Programme is now impdoand strengthened as Kafaalat
Programme, through which monthly cash stipends 26800 will be given to at least 7.0
million most deserving and poorest women all ower country. At first, 4.2 million women
of BISP beneficiaries have been included in Kafplaigram and further approximately 3.0
million deserving women will be added this year dothl number of beneficiaries will
increase to 7.0 million by the end of 2020. PakisPoverty Alleviation Fund since April
2000 to March, 2020 has disbursed Rs 224.64 bilieoits Partner Organizations in 144
districts across the country.

Pakistan Bait-ul-Mal (PBM) is providing assistarioedestitute, widows, orphans and other
needy persons irrespective of their gender, casteed and religion through its
establishment at the district level. During JulyMarch FY2020, PBM has disbursed an
amount of Rs 2.705 billion through its core prog8themes.

Workers Welfare Fund during July-March, FY2020imétl Rs 2,426.31 million on 35,594

scholarship cases while Rs 432.27 million have bde&bursed as Marriage Grant

(@100,000/- which benefitted 4,323 workers’ fansli®/WF has also disbursed Rs 476.00
million as Death Grant (@500,000/-) to 952 casesnadhaps of workers all over the

country. In addition to other programme Zakat, Esgpes Old Age Benefits (EOBI) and

Microfinance Institutions are contributing in allating poverty from the country.

Climate Change

Pakistan has been consistently ranked as one ofmtist affected countries by climate
change. The population is facing natural hazardlemges like floods, droughts, and
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cyclones. The policy makers, scientists, develgpemgineers and many others around the
world are using geographic information system tedbgy to better understand this complex
situation and offer tangible solutions in differefimate change scenarios.

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

Government has also launched the Eco-system Rgstordnitiative for facilitating
transition towards environmentally resilient Padstby main streaming adaptation and
mitigation through ecologically targeted initiatss¢hat includes afforestation, biodiversity
conservation and enhancing policy environment etc.

Way forward

The Coronavirus outbreak is a human tragedy, affgdiundreds of thousands of people
globally. It is also having a growing adverse intpaa the global economy including
Pakistan. In the current situation the governmeastdual challenge; to contain the spread of
the COVID-19 pandemic and to mitigate the socioretoic losses to protect the most
vulnerable. This is the first time in hundred yeiduat the world is facing a rapidly spreading
fatal virus for which there is no authentic prevent/treatment to overcome the pandemic.
A cure is the only sure way to move forward, buttfusuch medical interventions become
available, no country is safe from the pandemic”.

Global value chains have been disrupted. Stockcanimodity prices are falling around the
world. Long term bond yields are heading southeaarfof global recession. Airlines and
tourism businesses are fearing massive losses. ditisése businesses are SMEs, there will
be loss of employment and small business ownert fadle reduced liquidity. Many
businesses face problem in managing cash flowsategic interventions in specific
industries are being undertaken to safeguard timemmn man and accelerate economic
activities.

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

(o)
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GROWTH AND INVESTMENT

COVID-19 is having a devastating impact on Pakistasonomy; however, to ascertain the
true extent, it is important to take stock of eamio performance of Pre-COVID-19,
essentially for two reasons; to explore economi¢tcames in relation to the policy
environment adopted and second, what trajectorgocainomic recovery we expect post
COVID-19 and will it take the “V shape” for recoyeas most of the economic experts
claim. The COVID-19 was declared a pandemic by WahMarch 11, 2020. The first case
of the novel Coronavirus in Pakistan was confirrsedFebruary 26, 2020. On March 13,
the government started to move towards the closireertain economic and social
activities. Both the national and international mmmic scenarios have flagged by then.
Thus, for true description of the performance & #ttonomy, we need to compare the
performance of economy pre COVID-19 and Post COY®D-

Pre-COVID-19, FY2020 showed dedicated efforts oé thovernment for addressing
structural issues that caused macroeconomic imbedarthe result of which was also seen
in the latest macro-economic indicators. The gowemt not only took some immediate
steps on the fiscal, monetary and exchange ragefsrdstabilization but also implemented
long-run measures for sustainable and inclusivevtjran the future. Economic reforms
program and implementation was acknowledged by Iffis. In December 2019, a
successful IMF review was completed, declaring Baltistan’s program was on track and
bearing fruit. IMF was of the view that decisivelipp implementation by the Pakistani
authorities is helping to preserve economic stiybilihich would put the economy on the
path of sustainable growth. Empirical literatun®ws, stabilization is considered as a pre-
step towards long-run sustainable growth. Inteomati rating agencies S & P and Fitch
appreciated government efforts and predicted St&hdook while Moody’'s Investor
Services upgraded Pakistan’s sovereign outlookabl& mainly due to improvement in the
balance of payments dynamics hence supported padicsstments.

The pre-COVID-19 economic recovery was also suablly macroeconomic indicators.
On the external side, the decline in current actalgiicit, buildup of foreign reserves,
stable exchange rate, etc., were the gains of ptupgelicy measures. From July-Apr
FY2020, Current Account Deficit reduced by 70.8ceet to $ 3.3 billion (1.5 percent of
GDP) against $ 11.4 billion (4.8 percent of GDP}he corresponding period last year. It
was mainly due to a 29.5 percent contraction intthde deficit and 5.5 percent growth in
workers’ remittances. On the capital account siEBJ is considered as a means of
complementing domestic investment, and to get eatdvenefits, FDI is mostly dependent
on the country’s ease of doing business. Pakistas among ‘top ten best improvers’ in
World Bank’s Ease of Doing Business Index 2020,ping up 28 places on the index and
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clinching the 108 position, out of total 190 economies. This helpedaitracting foreign
investors, during Jul-March FY2020 where Foreigredt investment increased by 137.3
percent and reached $ 2.1 billion as comparedd® $illion last year. Government plans to
improve the policy environment further besides vimgkon “ease of doing business” to
attract more potential FDI.

On the fiscal side, there were significant improeais in all major fiscal indicators and the
trend continued till March 2020, implying that thigcal consolidation was on track. During
July-March, FY2020, fiscal deficit reduced to 4€rgent of GDP against the deficit of 5.1
percent in the same period of FY2019. Primary lmdahas witnessed a remarkable
turnaround as it has posted a surplus of Rs 19Bidnbduring July-March, FY2020 against
the deficit of Rs 463.3 billion last year. Improvpdrformance is largely attributable to a
significant increase in provincial surplus and riar+evenues. On the flip side, although the
FBR tax collection remained lower than the tardeiwever, 13.3 percent growth was
recorded during July-March FY2020 as compared ¢ostime period last year. The FBR'’s
less than target revenue collection is still deédnd as it occurred mainly due to significant
contraction in imports thereby decreasing collectd customs duties and other taxes at the
import stage by a significant amount.

Stock market performance is a reflection of théestd the economy. After witnessing a dip
in the first quarter of FY2020, the KSE-100 indeasnon a recovery path. The index closed
at 40,735 on 31 December by gaining 6,739 points in the first signths of CFY. The
bullish trend can be attributed to various factis improvement in ease of doing business
ranking, timely release of PSDP funds, stable exgbarate, and improvement both in
political outlook and macro indicators. It is wommentioning that in December 2019, the
overall business confidentiirned positive (after remaining in the negativee for the last
four waves (surveys) to 52 from 48 in October 204Bich implied that pessimistic views
of the business community about the economy wepeawing.

Inflation remained worrisome area as moving towarasket value-based exchange rate
adjustments and energy prices adjustments led risiray trend on YoY basis even till
January 2020. The government vigilantly took ndiy@olicy and administrative measures
to decelerate inflation but also provided relief asigres to facilitate consumers. The
government ensured smooth supply especially fod ftems and legalized punishment and
fine imposition against hoarding. The efforts ofvgmment started materializing with
decline in national CPI in February 2020.

In brief, the economy of Pakistan was moving towasthbilization. Business confidence
was recovering and prices have started settlingngdowin deficits were under control and
economy was gradually moving towards sustainablewtir when the shock of the
COVID-19 outbreak hit the economy. And suddenlye thhole paradigm of Pakistan’s
economy changed in most unexpected ways, which m® @ould have anticipated.
COVID-19 challenged the political, social, econopaad financial structures of the whole
world including developing countries like Pakistdbata shows (Fig.1l) that Pakistan’s

!SBP is conducting Business Confidence Survey ifalotation with Institute of Business Administratio
which is considered as leading indicator for ecoicaantivity as these surveys are particularly slé@dor
monitoring and forecasting the short term changdake economy.
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economy bounces back quickly after recessions hecketis a strong likelihood of a fast
V-type recovery given the strong and timely polityasures taken by the Government.
Further with temporary shutdown, it is expected thi#l be no or little loss of real capacity.
Thus, keeping in view the productive, economic &indncial structures of the economy, it
is expected that both consumer and business cowfdsill recover soon.

Fig-1: Trends in Economic Performance
Likely to be
V- Shape
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Source: E A Wing’s calculation

COVID-19: The Global Perspective

The COVID-19 has been termed as a severe acut@atesp syndrome. The outbreak
originated in Wuhan, Hubei, China, in December 2@h8 spread throughout the globe,
affecting 213 countries and territories by thisdinTill the writing of this report, about 5
million individuals have tested positive worldwidsnd around 323,000 have died. In many
countries, the infection curve has still not flaéd. From December 2019 till May 2020, the
world has changed dramatically. COVID-19 becanmea disaster as it has caused tragic
loss of large number of human lives. Considertagmpact on public health, almost all
countries implemented necessary quarantines andl slistancing practices to contain the
pandemic. Thus, the world has been put in an Extersockdown, never seen before in
history. The magnitude and speed of collapse imtirenal social and economic activities
that has followed is unlike anything experiencedoirr lifetimes. Thus, by this time, a
medical crisis has turned into an economic crisis.

In reaction to COVID-19 outbreak, all major econemreacted with flight cancellations,
panic buying, and strict quarantine measures. Ttnesimmediate effect of lockdown was
essentially stopping activities in contact-inteesbusinesses like restaurants, gyms, hotels,
etc. A negative supply shock happened due to dismun supply chains globally. But this
supply shock is of a special nature as it affectéférent sectors asymmetrically. From a
spending perspective, consumers redirected thendpg towards substitutes for the goods
and services. However, it is argued that if theamty of consumers start decreasing their
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overall spending, recession can spread widely. ,Thudemand-driven recession can be
expected if there is a massive fall in spendinghere is a persistent drop in productivity,

growth expectations for the future will be greatbmpromised.

Thus, IFIs as well as rating agencies have dowrgtddeir global growth forecasts. On the
other hand, based on epidemiological prediction&gril 2020, the IMF has predicted a V-
Shaped recovery in 2021 on the back of the strastwhich are still in place and it is
considered a temporary halt in economic activitieable-1 presents the comparison of the

forecast made by IMF in Oct 2019 (Pre COVID-19) andpril 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 | Expectatid 2019 2020 2021|Expectatior]
World 30 34 _~ 2.9 -3p 58 ~"
Euro area 1.2 14 _~ 12 7.6 4~
United States 24 21 NG 2, -5.p 4~
Japan 09 0§ NG 0y 5.p B~
Other Advanced Economies 1.5 1.8_~" 16 5.2 o
Emerging Market and Developing Economieg 3.9 4.6 37 -1 6.6 \/
ASEAN
Indonesia 5.0 50 _~ 5. 0.p 8P~
Thailand 29 3q _~ 24 6.7 6l N
Malaysia 4.5 44 N 4. -1y W~
Philippines 5.7 64 _~ 5.9 0.6 76"
SOUTHASIA
India 6.1 79 _~ 4.2 1p [y
Bangladesh 7.8 74 NG 7.9 20 96\
Sri Lanka 2.7 3y _~ 2. 0.p 42~
Pakistan 33 24 NG 3 -1.p D\~
MIDDLE EAST
Saudi Arabia 0.2 23 _~ 0. 2.8 20~
Kuwait 0.6 31 _~ ot 1L 3 -
Islamic Republic of Iran 95 qo _~ 1.6 6.0 1~
United Arab Emirates 16 35 _~ 13 B.5 B3
Turkey 0.2 3 _~ 0.9 5.0 50~
AFRICA

Morocco 2.7 31 22 37 4B~
South Africa 0.7 11 - 0.2 5.8 N
Kenya 5.6 64 _~ 5.4 1p 6l \
Tanzania 5.2 51 .~ 6. 20 46 \_~

Source: International Monetary Fund, World Economic Outlook Database, Oct 2019 & April 2020

However, major uncertainties still surround almastery aspect. Starting from the
uncertainties of prevalence and the capacity ofthesre systems to meet this extraordinary
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challengeThere is also uncertainty about the duration afetg¥eness of <cial distancing
market lockdowns, and other mitigation and contantrstrategies. Keeping this in vie
IMF is expecting that the global economic outlooll worsen compared to its foreca:
made in April 2020. According to the United Natior®onferenc on Trade an
Development press released in March 2020, “CC-19” shock will cause a recession
some countries and depress global annual growth year to below 2.5 percent, t
recessionary threshold for the world economy. OE®@Eerim Economic Asssment
indicates that growth prospects are very uncedaih with the recent marked deteriorat
in global financial conditions and heightened utaiaty, this will depress global GC
growth (Fig-2)

Fig-2: Change in GDP growth
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On May 15, 2020, the Asian Development Bank (ADEB)eased the report whi
highlighted that the global economy could suffetween $5.8 trillion and $8.8 trillion i
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 worldshosving clear intentions of doir
everything possible to mitigate adverse economieces. The immediate concern
economic policy is to protect the livelihood of theople working irsectors which wer
significantly immediatelyaffectedby lockdown.But there is no doubt, that COV-19 will
raise unemployment and poverty regardless of thieypresponses. As an exple, in the
US, the unemployment rate stood at 3.5 percenebruary 202, lowest rate in the past ¢
years,the latest figures of the Bureau of Labor StatsstilSA showed ihas 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 gtbvand may lead to more people los
jobs in oilproducing countries as well. The UN’s work agencgrng that hundreds
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. Remittancesfatllasignificantly due to lay-offs of
Pakistani workers abroad due to economic slowdaaarmationally. Although there was a 1
percent increase in workers remittances on a YoMsbia April 2020 and for July-April
FY2020, there is a 5.5 percent growth comparedhe¢osame period last year. But there is
not only a risk of decrease in workers’ remittanoethe future but also more challenging
will be the influx of returning migrant workers due job losses. Similar to global
conditions, within Pakistan increase in unemploymerinevitable. According to the report
prepared by Sub-committee of the National CoorihnatCommittee for COVID-19 on
Economic Analysis, 72 percent of Pakistan’s noneadfure workforce is engaged in the
informal sector, with no social security or insuwarcover and it may take a major hit. The
estimated size of informal employment in non-adtige sector is around 27 million, with
only food, pharmaceuticals, and few services ftilctional, these employees will be worst
affected. As out of 27 million, around 86 percerg angaged in wholesale and retail trade,
transport, construction, manufacturing, hotels &taarants sector which are severely
crippled due to the lockdown situation. Accordirmy HIES 2015-16, Pakistan has 1.93
average earners per household. With, these breadvgif their household out of job or at
risk of losing one and with an average househdd sf 6.7 persons, total affected people
will be over 81 million people out of a total poptibn of 220 million, through this channel
only.

World trade has dipped into negative territory ottlyee times between WWII to 2008.
However, in 2008, the steepest drop in world tnaee observed since the Great Depression.
There is no doubt that global trade is facilitateugh worldwide transport networks and
historically these were also responsible for tlsmission of diseases. Thus, recognizing
transportation being an important vector of trarssmoin, the sector was one of the first to
face significant restrictions due to COVID-19 hithe restrictions have been extended to
seaborne transportation also, which carries 80emerof world merchandise trade. These
disruptions will damage vital supply chains and ad further disruptions that the
manufacturing sector is already experiencing. Thius, outlook for international trade is
becoming bleak. Further due to the closure of lasses, the depressed demand for fresh
imports is also a major reason besides less tratadjom of goods. Due to COVID-19, the
2020 trade collapse will be big, sudden, synchemhizand broad. In 2008, there was a
demand-side shock but now on top of that, we haassiae, supply-side shocks across most
sectors of major economies. Taking just the USn&hdapan, Germany, Britain, France,
and lItaly, the stricken economies account for 6@g@ of world ‘supply and demand’ and
65 percent of world manufacturing. Global supplpiohdisruption has further exacerbated
the economic woes across the globe.

Pakistan also started experiencing this trade shédkcording to Pakistan Bureau of
Statistics, exports remained $ 957 million in A@#@20 which in dollar terms has declined
by 54 percent compared to April 2019 and declingd b percent compared to March 2020.
Likewise, imports also declined by 32 percent comgao April 2019 and declined by 3
percent compared to March 2020. The decline of nnipitl is related to fall in international
oil prices, however, a decrease in capital goodiéstwconstitute a major portion in imports,
will add to disruptions in the supply chain of méaaiuring both for exports and domestic
production. If the situation persists, then, thiere high risk of a substantial reduction in
trade volumes in the coming months.
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The most important and massive uncertainty createdCOVID-19 is regarding global
capital flows. Within fifteen days, the United Nais Conference on Trade and
Development (UNCTAD) revised its forecasts aboeteffects of COVID-19 on global FDI
flows. On March 8, 2020, there was a conservatrop éfom -5 to -15 percent but on March
26, 2020, expected a contraction from -30 to -4@e in global FDI.

In Pakistan, FDI volume has persisted between $25-billion for the last several years.
Realizing the importance of FDI, the government haatle all efforts to attract FDI. Till
March 2020, data on FDI was encouraging. DuringMailch FY2020, Foreign direct
investment increased by 137.3 percent and reactzd $illion compared to $ 0.9 billion
last year. However, the risk of drying up of foreigppvestment hangs heavy but with the
silver lining that the measures taken by the gawemt to attract foreign investment and
providing a business-friendly environment espegiall SEZs may help in building foreign
investors' confidence. Further, Pakistan has aladensignificant strides on “Ease of Doing
Business” which would also bring in the positiveuks. Having said that, still, the policy
environment needs to improve for realizing thesaggo

Global financial markets were the first to indicttie adverse impact of COVID-19. Further,
in comparison with other contagious outbreaks sih885 (like Ebola, SARS, H1N1),
COVID-19 hit the stock market the hardest. It agd immense pressure on Pakistan’s
financial markets. Between February"2ghe date when first COVID-19 case was reported
in Pakistan) and March 25th, Pakistan’s KSE-10@xnblenchmark dived 30.33 percent and
Rs 1,913.89 billion were wiped out of the Marketp@alization. Rupee depreciated by 7.5
percent against a strengthened dollar between &gb26 (Rs 154.25=1%) and Mar 31
(Rs 166.71=1%), which severely constrained spengmger. In the debt market, foreign
investors took out over US$ 1.7 billion from T-bitvestments in March 2020.

To facilitate the capital markets, the SECP inttl a number of measures (for e.g.
increasing the duration of index-based market heatts). These measures, along with
government’s stimulus package and 525 basis poutts 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 De&ent compared to March
25th value) and market capitalization closed a6R31.6 billion, gaining Rs 1,091.4 billion
since March 25th.

The stock market has shown stability in April & Mdp May 2020, the KSE-100 index
oscillated around 34000 points and is predictedmprove further in the coming months.
The exchange rate has also stabilized and it i®a®d that Pakistan’s stock and debt
market will withess an inflow of foreign investmenagain.

Affected countries, both developed and develophaye taken swift fiscal measures for
dampening the shock to the most exposed houselaidsbusinesses, including cash
transfers, wage subsidies, tax relief, and extensio postponements of debt servicing
payments. These fiscal measures are largely,teardge 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 econtiggered by the COVID-19 and
severely affecting employment and productivity, stia policy interventions for both
monetary and fiscal policies were needed. On tbaalfiside, the government announced a
fiscal stimulus package of Rs 1.24 trillion whileet State Bank of Pakistan provided
liquidity support to households and businessesetp them through the ensuing temporary
phase of economic disruption. Further, the polate was cut by 525 basis point in total till
May 15, 2020, bringing it down to 8 percent fromeak of more than 13 percent.

Box-I: Fiscal & Monetary Stimulus

Following the lockdown in several economic actiasti workers and small business suffered from se
income losses. This resulted in both supply sid# eansequently fall in aggregate demand as welbth B
monetary and fiscal policies response were neealeditigate this economic fallout and to supportresraic
system as a whole.

Fiscal Stimulus

The government undertook immediate measures asaothre threats of pandemic became evident. The
aim was a speedy response while remaining flexahtébeing prepared for adjustments.

On 24" March, the Prime Minister announced a fiscal stimwpackage of Rs 1.24 trillion (around
billion) for emergency response, relief to citizeaad support to businesses and economy. Thisrilis
relief package was subsequently supplemented tackage for construction sector with the aim to bg
business activity to generate employment.

For emergency health response, Rs 75 billion weadaravailable for procurement of medical suppl
equipment, incentives to medical workers and piowisof quarantine facilities. In addition, th
government established a Rs 100 billion emergeneoyg fto cater for any eventuality. Taxes were &
waived on import of related medical supplies. Wathling taxes and custom duties were waived
certain food items and reduced on food items sagghirough Utility Stores Corporation.

As the pandemic is projected to result in increaseeimployment due to either closure of businesse
reduced business activity, Rs 200 billion are eakethfor daily wage workers and employees who h

lost their jobs. A registration portal has beenealeped to screen laid off workers and employees.

addition, Rs 12000 are being distributed to aroLBdnmillion families all over Pakistan throudthsaas
program. For this purpose, Rs 150 billion (Rs 1#ldoh for Ehsaas Emergency Cash Program & R
billion for Panagahs) have been provided. As 0962020, Rs 117.0 billion have been disbursed &0
million beneficiaries under Ehsaas Emergency Casgram.

To provide relief to general public, prices of petwere reduced. This is an ongoing policy initiat
under which the government will continue to passr@aduction in international oil prices to the geaie
public. Rs 70 billion have been provided for thisgmse.

As unemployment and poverty are seen to increagetaithe pandemic, the government provide
support package to lower prices of essential faeths available through Utility Stores. Every d
consumable items are now available at a much cheagethan in the markets.

In order to support low income families, the goveemt announced relief in payment of electricity 3
gas bills. All low-income electricity and gas conmrs have been allowed to pay their bills afteedh
months. Rs 100 billion have been earmarked forghipose.

To facilitate farmers, the government announced édiate procurement of wheat at prescribed sup
prices. Rs 280 billion have been provided for fhigpose. Procurement of wheat across Pakistan-is
going and its target of 8.2 million tons will soba met.

Exporters in the country faced financial issues thutax-refund claims. The government has rele&se
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Monetary Stimulus

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

For small and medium sized businesses and indsistvinich are most hit by the pandemic,
government announced a package in the last wegbkrilf2020 that included payment of electricitylbil
Small businesses having a commercial connectidassfthan five kilowatt and industrial consumessl|
than 70 kilowatts can benefit from the initiativeyder which the government will pay electricityldilor
the months of May, June and, July. Besides, sofmenllion people running small businesses i.eota
shops, small markets, and industrial units willetaidvantage of this initiative. Rs 100 billion haaen
allocated for this purpose.

The recent MPC held on May 15, 2020, highlightedlleimges for monetary policy due to disruption
economic activity. Policy rate was reduced furth@® basis points to 8 percent. Besides this thexeother
relief packages announced by SBP as well.

In order to support sustainable economic growtleeistly in the backdrop of challenges being facgd
the industry in post-pandemic scenario, SBP haseéSTemporary Economic Refinance Facility”
(TERF). All sectors except power sector can avail finagainder this facility at a concessionary rate ¢
percent p.a. up to 10 years. Financing can be elaibr purchase of new imported and locs
manufactured plant & machinery with maximum loanitiof Rs 5 billion per project.

SBP has launched Refinance Facility for Combating COVID-19 (RFCC) for hospitals & medica
centers to develop their capacity for the treatnadninfected patients of COVID 19. All hospitalsca
medical centers registered with respective prowiffeideral agencies/commissions engaged in coimgo,
and eradication of COVID-19 will be eligible to d@vap to Rs 500 million financing under the faailit
Facility will be available at a concessionary rat8 percent per annum for 5 years including gizergod
of up to 6 months. This facility can be used forghase of imported and locally manufactured med
equipment and creation of isolation wards.

Moreover, SBP has launched temporBsgfinance Scheme for Payment of Wages and Salarigsthe
Workers and Employees of the Business Concern€oncessional loans at 5 percent per annum wi
available to finance 3 months of wages i.e. Agriltine 2020. Loan tenor is 2 years including sixtime
grace period. The banks have been asked to giierpnee to businesses that are labor intensive
affected by Corona virus.

Regulatory Measures in the wake of COVID-19 Panderi Given the pivotal role of financial sector
providing services to the general public and paldidy the businesses, SBP after consultation
stakeholders has instructed banks to take speng@sures to provide their services seamlesslydakile
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care of reducing the risk exposure amid Coronasviithese measures aim at reducing the need for

visiting bank branches or the ATMs and to promage of Digital Payment Services such as inte
banking, mobile phone banking etc. These measnohsde:

a. Waiving Charges for Online Fund Transfers
b. Efficient Clearing of Cheques
c. Strengthening Cyber Resilience of Financial Instittions
SBP has reduced the capital conservation buffdQ@ybasis points to 1.5 percent;

It has increased the regulatory limit on extensiboredit to SMEs by 44 percent from Rs 125 millton
Rs 180 million;

Relaxation of the debt burden ratio for consuman#from 50 percent to 60 percent will accommog
almost 2.3 million individuals;

Allowing banks to defer clients’ payment of prinaipn loan obligations by one year; and

Relaxation of regulatory criteria for restructumedtheduled loans for borrowers who require re
beyond the extension of principal repayment for peer

net

late

lief

Margin call requirement of 30 percent vis-a-vis kelnfinancing against listed shares has b

een
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significantly reduced to 10 perc

= Banks/DFIs have been advised to suspend the diidésiribution for the next two quarters which v
further increase the resilience of banking sectm ianprove thir ability to provide much needed cre
support to the real economy.

As the new fiscal year FY2020 began, the econonaytest to witness a remarkat
turnaround that confirmed that the government hadent appropriate policy action
address thenacroeconomic imbalances. However, like the whadeldy since March 202(
Pakistan’s economy started being affected due td/ID-19 outbreak through varior
channels like declines in domestic & global demahdus, the downturn in economn
activities stated in March has overshadowed the better performamtcurred in the firs
three quarters of FY2020

Saving — Investment Gap

Historically, saving -investment gap always led to “borrowed growth” aswias
consumptiordriven growth. Such growth is not sunable and macronbalances recu
The government from its start had taken strict messsto reduce the gap. Te-2 describes
the structure of Savings and Investment along ®@dhsumption (As Percent of GD

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

Sectors 2015-16 2016-171 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 Gay.

Q-I Q-1 Q-1
0.00 .I ll
-1.00 I
§ -2.00
@ 300
©+
-4.00
-5.00 FY2019  =FY 2020

Source: State Bank of Pakistan
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reduction in Saving-Investment Gap which was madhiyen by a reduction in the trade
deficit and an increase in workers ‘remittanceschfange in any part of the saving and
investment identity suggests that if the governmiemtiget deficit changes, then either
private savings, private investment in physical itep or the trade balance—or some
combination of the three—must change as well. Theseit is argued that rising budget
deficit may result in a rise in the trade defiditis mentionable that owing to government
better public finance management the fiscal defiethained contained in the first three-
quarters of FY2020. The fiscal deficit has subs#digtreduced to 4 percent of GDP during
July-March FY2020 compare 5.1 percent of GDP insdu@e period last year.

Aggregate Demand Analysis

Historically, Private Consumption has significanttgntributed to Pakistan’s economic

growth. In FY2020, nominal private consumption grew 4.1 percent, compared to 9.9

percent growth in nominal GDP. In percentage offG®ivate consumption declined from

82.9 percent in FY2019 to 78.5 percent in FY20Zis was the result of both the

stabilization policy and the lockdown. One of tiigectives of the stabilization policy was

to bring domestic expenditures in line with domestcome creation. The reduction of the
share of private consumption has allowed redudmgjfecantly the negative share of net

exports, which contributed to the drastic reductiothe trade deficit. This pattern was even
enhanced by the lockdown. The reason being thaPakistan 72 percent of non-

agriculture the workforce is engaged in the infdrsector. Thus, informal employment is

around 27 million. Out of 27 million, around 86rpent are engaged in wholesale and retail
trade, transport, construction, manufacturing, lso#& restaurants sector. Air and rail

transport remained completely shut. Only food, ptesreuticals, and a few other services
remained functional. Still, the majority of daikagers suffered.

The government realizing the significance of lasshie vulnerable made provision of cash
transfers to the vulnerable section of the sociBty.200 billion were earmarked for daily
wage workers and employees who have lost their. jiblis expected that the fiscal stimulus
package of Rs 1.24 trillion (around $8 billion) Mgkovide relief to citizens, and support the
businesses. Further, the relief package for thestoaction sector will also boost business
activity and will generate employment. Governmeorisumption supported GDP growth.

Its share in GDP increased to 13.1 percent in F920p from 11.7 percent in the previous
year. Figure-4 represent the component-wise paintribution to GDP (MP) growth.

Fig-4: Component-wise Point Contribution to GDP (MB 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 deteramts to GDP growth is presented in the
Table-3.

Table-3: Point Contribution of Determinants to GDP growth

. I 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 1.97 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 1.47 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 amest rate and exchange rates for
implementing stabilization measures, made contractd public and private investments.
The same trend was seen this year as well. In E¥,2Brivate Investment as a percentage
of GDP dropped to 9.98 percent from 10.29 percenEY2019 while Public including
General Government investment shown improvemerit @snained 3.8 percent compared
to 3.7 percent last year. In value terms Publidusiag General Government investment
grew by 13.2 percent in FY2020, slightly higherrthe nominal GDP growth.

According to Pakistan Bureau of Statistics, pransil estimates of Gross Fixed Capital
Formation (GFCF) stands at Rs 5,761.0 billion ir2ZB20 and has increased by 8.3 percent
compared to FY2019. In the private sector, during®20, GFCF is estimated at Rs 4,162.6
billion as against Rs 3,908.3 billion of FY2019 hvan increase of 6.5 percent. There was a
decline of 10.9 percent in the Public Sector invesits as it is estimated at Rs 458.1 billion
against Rs 514.2 billion during FY2019, while, theerall provisional GFCF in the General
Government Services for the year FY2020 has beemaded at Rs 1,140.3 billion with
increase of 27 percent over the revised estimdtBs 97.8 billion during FY2019.

In the private sector, the estimates of GFCF incatiure the sector stands at Rs 1,258.2
billion as against Rs 1,164.5 billion in FY2019 hvén increase of 8.0 percent because of an
increase in imported agriculture machinery and ead stock in the livestock sub-sector
while the GFCF in mining and quarrying industry idgrFY2020 has been estimated at Rs
55.1 billion as against Rs 35.1 billion in FY20Egjistering a growth of 56.8 percent.

According to Pakistan Bureau of Statistics, the GR@ private large scale manufacturing
sector for the year FY2020 is estimated at Rs 568lién against Rs 599.5 billion during
FY2019 showing a negative growth of 5.0 percenetam data available from all sources

(12 ]
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The conservative reporting of provisional capitatnfiation by private companies in the
main the reason behind this decline.

There was an increase of 6.3 percent in GFCF intidéy Generation & Distribution and
Gas Distribution sector in FY2020 compared to FY20hainly because of higher
expenditure reported by IPPs, while GFCF in comsiton industry, wholesale & retail trade
industry and Transport & Communication sector pbstegrowth of 20.6 percent, 7.1 and
5.0 percent respectively.

Regarding, Public Sector Enterprises major positioetributors are Manufacturing (from
Rs 1.8 billion in 2018-19 to 9.2 billion in 2019-20wing to Pak Arab Refinery),

Construction (40.9 percent), Transport & Commumicafincreased from Rs 66.8 billion in
2018-19 to 144.5 2019-20 due to higher investnremost Offices & PTCL, Port Qasim,
Civil Aviation, and Highway Authorities) and Finamc& Insurance (increased by 37.4
percent from Rs 7.8 billion in 2018-19 to 10.7 ibifl. in 2019-20 due to EOBI). However,
the negative contribution i.e. 34.6 percent hambaeserved in Electricity Generation &
Distribution and Gas Distribution, which has deetinfrom Rs 418.5 billion to Rs 273.7
billion mainly because of WAPDA and Companies (FrBs1391 .5 to 241.3 billion). The
GFCF related expenditures in Railways have alsdirgzt by 66.7 percent from Rs 14.6
billion to Rs 4.9 billion in FY2020 as comparedR©$2019.

Although, estimates of GFCF in the General Govemtrsector are based on budgetary data
of federal, provincial, and district governmentheToudgeted data is used in the first year of
reporting which is subject to changes on the basectual and reconciled expenditure by
various tiers of government in the subsequent y&&CF related expenditure for the
Federal government has been estimated at Rs 38lo4 lvith growth of 7.8 percent over
the previous year's estimates of Rs 353.7 billBimilarly, GFCF related expenditure by
Provincial Governments has increased by 32.1 pefcem Rs 463.9 billion to Rs 613.0
billion due to an increase in development outlagsPanjab (from Rs 155.5 billion to
Rs 209.4 billion), Sindh (from Rs 176.5 billion Rs 265.0 billion) and Balochistan (from
Rs 42.5 billion to Rs 50.6 billion). The estimatddvelopment expenditures of Khyber
Pakhtunkhwa has declined from Rs 89.4 billion to8B9 billion (a negative growth of 1.6
percent). Moreover, expenditure on GFCF incurredibirict governments has increased by
82.1 percent from Rs 80.2 billion to Rs 146.0 billi Specifically, provisional GFCF by
Tehsil Municipal Administration (TMAs) has doubldtbm Rs 51.2 billion to Rs 102.5
billion.

Regarding Net Exports, during FY2020, there wasgpércent growth in exports of goods
and services while 10.1 percent decline in impoftgoods and services as recorded in
expenditure on the gross national product at cupgoes measured in rupees. Thus, there is
an improvement of 24 percent in Net Exports asethasre recorded negative Rs 2.9 trillion
in FY2020, compared to negative Rs 3.9 trilliort sar. The main reason is that along with
macroeconomic stabilization measures, the impartathel for a wide range of non-energy
and energy products were significantly curtaileartirer, quantum-led import declines were
observed across all product categories and wergleonented by lower international prices
of most of Pakistan’s principal import commodities.

(1)
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Sectoral Growth Analysis —Production Side

The provisional GDP growth rate for FY2020 is estied at a negative growth of O.
percent (positive 2.67, negative 2.64 and negad® percent growth in agricultur:
industrial, and services sectors respectively). FGe020, the negative performance of b
Industry and Services overshadowed the growth enAgriculture which corributed 0.50
percentage points in overall GDP growth (stillashl9.31 percent share in GDP). The s
of Industry and Services in GDP for FY2020 remaih®®9 and 61.40 percent respectiv:
Figureb describes the pattern of sectoral share in rEd.

Fig-6: Sectoral Share in GDI
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The positive contribution was almost equally reedrdy Industry which contributed
GDP by negative 0.52 percentage points. These ai@lyndue to the COVI-19 a
pandemic devastating blow to a low economic basetcy like Pakistan

With the obgctive of reducing the propagation of COW19, social distancing we
implemented which resulted in lockdown essentiédlystop activity in conta-intensive
businesses. Thus, spending on restaurant meals], tratail, personal services, fuel, ¢
entetainment exhibit pronounced decreases. The negatnpact of COVI[-19 was so
pronounced that the Services posted a negative tigrat 0.5¢ percen. Thus, its
contribution to GDP remained a negative 0.36 peaaggnpoint, which implies that Servic
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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Agricultural Sector: There was no significant impact of COVID-19 ore tAgriculture
sector. The agriculture sector grew by 2.67 percent

Positive growth of 2.90 percent in important cropas observed due to an increase in
production of wheat, rice, and maize at 2.45 pdrc2rB9 percent, and 6.01 percent,
respectively. While cotton and sugarcane postectnaeggrowth of 6.92 percent and 0.44
percent respectively. Other crops have shown graith57 percent mainly because of an
increase in the production of pulses, oilseeds,\ag#tables. Cotton ginning has declined
by 4.61 percent due to a decrease in the produofitine cotton crops while the Livestock

sector has shown a growth of 2.58 percent. The tiromvforestry and Fishing remained

2.29 and 0.60 percent respectively.

Industrial Sector: According to the Pakistan Bureau of Statistics, fe¥2020,
the industrial sector has been estimated in the ki COVID-19 followed by the partial
lockdown of economic activities in the country. Rbequarter has been estimated by
keeping in view the lockdown situation faced by th€eustrial sector. Industries were
directly contacted to provide the annual estimatesY2020 by incorporating the impact of
COVID-19. A significant impact has been observethim manufacturing sector, particularly
Large-Scale manufacturing and Small-Scale Manufaxgu The provisional growth in the
industrial sector has been estimated at a negat®4percent.

The mining and quarrying sector has witnessed atneggrowth of 8.82 percent mainly
due to natural gas (-6.36 percent), Crude Oil pA0percent) and coal (-6.34 percent)
sectors.

The large-scale manufacturing sector has shownddwine of 7.78 percent which is
estimated primarily by QIM data (from July 2019March 2020) which shows a decline of
5.40 percent. The major decline has been obsemedektile (-2.57 percent), Food,
Beverage & Tobacco (-2.33 percent), Coke & PetmleBroducts (-17.46 percent),
Pharmaceuticals (-5.38 percent), Chemicals (-268@ent), Automobiles (-36.50 percent),
Iron & Steel products (-7.96 percent), Electronies3.54 percent), Engineering Products
(-7.05 percent) and Wood Products (-22.11 percdiitg increase has been witnessed in
Fertilizer (5.81 percent), Leather products (4.@8cpnt), Rubber products (4.31 percent),
Paper & Board (4.23 percent) and Non-metallic mahproducts (1.82 percent). The annual
estimates of large scale have been estimated ohatkis of QIM data for the July-March
FY2020. Industry-wise annual estimates have beepaped to keep in view that whether
the industry remained functional throughout therywaremained closed for some period in
the last quarter of FY2020.

Pakistan Bureau of Statistics has been estimatimgll scale industry performance on the
basis of fixed growth of 8.2 percent since 2005486wever, while estimating the value
addition of small-scale industry in FY2020, thixefd growth has not been used. The
detailed industry-wise analysis was conducted amtua estimates have been compiled
keeping in view whether the industry remained ofpeaughout the year or remained closed
for some period. Due to this special treatment,abse of COVID-19 and lockdown

situation in the country, the estimates of Smali&dndustry for FY2020 were reduced to
1.52 percent instead of 8.20 percent.

Electricity and gas sub-sector have grown by 17%h@éfcent mainly due to the positive
growth of Gross Value addition by WAPDA & Companieewever, the performance of the
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gas sector remained subdued.

The construction activity has increased by 8.0@€¢mrmainly due to an increase in general
government expenditure for FY2020.

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

Wholesale and Retail Trade sector declined by Bet2ent. It is dependent on the output of
agriculture, manufacturing, and imports. The declmindustry and imported products have
pulled growth of this sector downwards overshadgwihe positive contribution of
agriculture.

Transport, Storage and Communication sector algistezed a decline of 7.13 percent due
to continuous ban on Railways, Air transport andadRdransport particularly public
transport during the last two months. There wag4percent decline in Railways and 6.49
percent decline in Air transport while Road Transpeclined by 9.58 percent.

Finance and insurance sector witnessed a slightase of 0.79 percent. Central banking
has increased by 1.96 percent and scheduled banks2B percent and the insurance
activities decreased by 2.59 percent.

The Housing Services has contributed positivelg¢.@P percent. The General Government
Services has grown by 3.92 percent. It is mainiyedr by the increase in salaries of Federal,
Provincial, and District governments.

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

Way Forward

As economies reopen with expectations that theradvienpact of COVID-19 is bottoming
out, there is an on-going debate over the shaplkeeoRecovery. Investors have fears about
decline in economic growth and business profits tdua decrease in demand. Further, still,
restriction on imports in many countries may damgemand for Pakistan’s exports. Capital
flight is also expected with prevailing uncertairiyd vulnerabilities, thus putting pressure
on the exchange rate. The economic outlook is moy ¢lear as well as doesn’'t seem
promising, however, the fiscal stimulus packageRsf 1.24 trillion along with measures
taken by State Bank of Pakistan for providing ldjtyi support to households and businesses
will counteract the current economic downturn. IMRapid Financing Instrument (RFI)
amounting to $ 1.386 billion to counter the econoimipacts of this novel outbreak will
also support government'’s efforts to mitigate tbenmmic shock, the facility will be used to
address declining international reserves and iseresacial sector spending. Additionally,
concessionary lending by IFIs; the World Bank argiaA Development Bank will provide
much needed support to the government during thsssctime and help Government of
Pakistan to weather the COVID-19 Challenge withimimm affects.
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AGRICULTURE

Agriculture is still the largest sector of the eoory of Pakistan in terms of labour
participation and as such livelihood of the majoof the population directly or indirectly
depends on it. However, during the last few decaitiegontribution to GDP has gradually
decreased to 19.3 percent however there is a lmbtehtial in the sector to increase its share
in GDP through increased productivity utilizatiohlatest agricultural technologies. Being
the sector engaging the largest workforce and dinogiraw material to most manufacturing
sector, its development not only contributes towaadhieving poverty alleviation but can
also uplift socio-economic structure of a majormeegt of the population. During FY2020,
the performance of agriculture sector improved aver last year and it also performed
better than other sectors. However, the challertyes to climate change, pest attacks,
shortage of water etc., kept agriculture productemmless than the potential. One key issue
related to agriculture is that the farmers haveitéich direct access to the market due to
which the role of middleman remains crucial. Andnfars normally do not receive fair
market price of their produce. In terms of potdnagriculture sector has the capacity to not
only produce for the domestic population but toehaurplus production for exports, which
can ensure food security as well as contribute tdsvéoreign exchange earnings.

Realising the potential of agriculture and takimgmizance of the challenges/issues related
to agriculture, the present government has intredu¢Prime Minister Agriculture
Emergency Programme” worth Rs 277 billion to retiolize the agriculture and livestock
sectors. The objectives of the programme includeravements in water availability, soil
conservation and shrimp farming. In addition, thegoramme also includes establishing
new agriculture markets which will protect farméwsn the exploitation of middlemen. The
programme’s vision is “food secure Pakistan, basethodern and efficient food production
and distribution systems, can best contribute tdwgfobal stability and peace”.

The recent pandemic COVID-19 poses extraordinagyl@hges for almost all sectors of the
economy of Pakistan. The need for maintaining feedurity and livelihoods has also
gained more importance. The cereal markets are ctegheto remain balanced and
comfortable despite uncertainties over the impdd€OVID-19. As logistical issues may
pose challenges to food supply it is important aket measures for boosting agriculture
production which will contribute in mitigating tle®cio-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 Decembee, Riggarcane, cotton, maize, moong,
mash, bajra and jowar are “Kharif" crops.

"Rabl', the second sowing season, begins from OctobBet@mber and is harvested from

April to May. Wheat, gram, lentil (masoor), tobaceapeseed, barley and mustard are
"Rabi" crops. Pakistan’s agricultural productivisydependent upon the timely availability

of water.

Performance of “Kharif” crops; Rice production ieased by 2.9 percent to 7.410 million
tonnes and Maize production by 6.0 percent to 7r@Bigon tonnes while Cotton production
declined by 6.9 percent to 9.178 million bales &warcane production declined by 0.4
percent to 66.880 million tonnes.

Wheat is the most important crop of “Rabi”, whichosied growth of 2.5 percent and

reached to 24.946 million tonnes. Other crops Ipeaishare of 11.53 percent in agriculture
value addition and 2.23 percent in GDP, showed tirao¥ 4.57 percent mainly due to

increase in production of pulses, oilseeds and tebtgs. Cotton ginning declined by 4.61
percent due to decrease in production of cottop.cro

Thus, the crops sector, overall, experienced a thjraxt 2.98 percent due to increase in
growth of important crops by 2.90 percent mainhe da sufficient availability of inputs
(adequate water, certified seeds, pesticides, andpéck in credit disbursement) despite
lower fertilizer off-take.

Livestock having share of 60.56 percent in agrigeltand 11.69 percent in GDP achieved
the growth at 2.58 percent. The Fishing sectorrtaghare of 2.06 percent in agriculture
value addition (and 0.40 percent in GDP), grew b§0O0percent, while Forestry sector
having share of 2.13 percent in agriculture (add @ercent in GDP) grew by 2.29 percent.

Thus, the performance of Agriculture during 2019-28mained remarkable. On the
aggregate, the sector recorded strong growth af geBcent 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 EQ20(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 7.42 -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 fure Kharif crops 2019 reached to 65.2
million acre feet (MAF) showing an increase of #etcent over 59.6 MAF of Kharif 2018
while it remained less by 2.8 percent against tlezage system usage of 67.1 MAF. During
Rabi season 2019-20, the total water availabiegched to 29.2 MAF, showing an increase
of 17.7 percent over Rabi 2018-19 and 19.8 peresstthan 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 10B3.5 -
2010-11 53.4 34.4 88.p -15.0
2011-12 60.4 29.4 89.8 -13.2
2012-13 57.7 31.94 89.6 -13.4
2013-14 65.5 32.9 98.0 -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 1011 -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, mazkecotton) account for 21.73 percent in
the value addition of agriculture sector and 4.2tcent in GDP. The other crops account for
11.53 percent in the value addition of agricultsextor 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 parenthemesgrowth/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 ovegreiformance remained below due
unfavouable weather and low water availability during omant stages of pla

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 -14.2 10,671 7.6 73C 25.3
2017-18 2,700 8.5 11,946 11.9 752 3.1
2018-19 2,373 -12.1 9,861 -17.5 707 -6.1
2019-20(P) 2,527 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 20120,

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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thousand hectares of last year. The produc

Table 2.5: Area, Production and Yield of Sugarcar
Year Area Production Yield
(000 Hectare)] % Change | (000 Tonnes) % Change | (Kgs/Hec. % Change
2015-16 1,13 - 65,482 - 57,89 -
2016-17 1,218 7.7 75,482 15.3 61,97 7.0
2017-18 1,34p 10.2 83,331 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 | F923:Rice Production (000 Tonnes)
Pakistan.After wheat, it is the second me | _,, 7450 7410
staple food crop and second major export B o B
. . 7000 6301 6849 — | — —
commodity after cottonlt contributesabout - = B B B
3.1percent of value added in agriculture i | 650 | - — - -
0.6 percent in GDPDuring 2019-20, rice | o | 55 &5 &5 &5 &=
propped area 0f3,034 million hectais el BN BN BN BN B
increased by 8.0 percent compared to 2 = OE O E E =
5000 | — B — — — —— -
2017-18 2019-20 (P)

increased by2.9 percent to 7.410 millic

2015-16 2016-17

2018-

-

9

tonnes against 7.202 millicilonne: of last year due to an increaseairea under the cro
driven in part by higher domestic prices and awdily of inputs on subsidized ratThe
area, production and yield of rice last five yeanes shown in Table 2.6 and Figure

Table 2.6: Area, Production and Yield of Ric

Year Area Production Yield
(000 % Change | (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, Maiz¢
the third important cereal crop. | Fig 2.5: Maize Production (000 Tonne -
contributes 2.ercent to vall addition in | "> 6626 o
agriculture and 0.@ercent to GDF During | 45, 6134 = =
2019-20, maize wasultivated on 1,413 - 2 B =
thousand hectares and recorded an incr | ssoo {5270 &8 &5 &8 &5
of 2.9 percent over last years 1,3 = = = = =
thousand hectares. Its production incre |“* B8 B B B =
by 6.0 percent to 7.236 million tonr |.5 | == == 0= 0= 0 =
compared to lastear’s productio of 6.826 N B B B B
million tonnes. Theproduction increas¢ | 2500 +—== == == == ==
due to increase in area aadtailability of 200516 201617 201718 201615 201820 (F)
improved variety of seed as well better
economic returnsThe position is presented in Table 2.8 and Figuie
Table 2.8: Area, Production and Yield of Maiz
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.§ 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 5,127 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 conditwavalent at the time of sowi.
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 andRabi 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 Mgancreased by 34.5 percent and 12.6
percent, respectively compared to production dfyaar. However, the production of pulse
Mash, Potato and Onion decreased by 5.8 percéhpescent and 1.0 percent, respectively
compared to last year’s production. The productbrMasoor remained the same of last
year’s production. The area and production of otheps 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 2,079.6 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 tonnesildd oil of value Rs 321.535 billion
($ 2.046 billion) was imported. Local productionegfible oil during 2019-20 (July-March)
is estimated at 0.507 million tonnes. Total avaligbof edible oil from all sources is
provisionally estimated at 3.255 million tonneseTdrea and production of oilseed crops are
given in Table 2.11.

Table 2.11: Area and Production of Major Oilseed Cops

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

(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 (POBBRjstan Bureau of Statistics
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Ministry of National Food Security & Research (MN&®) has launched a mega project
“National Oilseed Enhancement Programme” with altobst of Rs 10.964 billion for five
years under the National Agriculture Emergency Rmogne. The main objective of this
project is to boost the adoption of oilseed crapsder this project a subsidy of Rs 5,000 per
acre for sowing seed/inputs and 50 percent on tinehpse of oilseed machineries is being
provided to oilseed growers.

Box Item-I: Desert Locust Situation in Pakistan

The unusual wider spread of desert locust duriagt stff 2020 in main crop production areas of Pakist
pushed the government of Pakistan to declare raltEmergency against Desert Locust on January (®0.2
This year (2020) Desert Locust spread is worstity@ars in areas of concetipgdorn of Africa,ii) Southwest
Asia and Red Sea. This situation represents areaagented threat to food security and livelihotluisrefore,
a Locust Emergency Level 3 has been declared wit® to coordinate and ensure support to vulnerable
countries.

Locust outbreak in Pakistan (towards last part@f®and start of 2020) turned serious and agriilnsses
were reported to main crop production areas in &attan, Punjab and Sindh provinces. Accordinght®
initial assessment damage to over 115 thousandiresodf crops including wheat, oil seed cropsocptyram,
fruits and vegetables, besides grazing field lasg&e®n some crop losses were also reported in Khybe
Pakhtunkhwa. The quantum of detailed damage assessnay take some time and efforts are underway to
agree on an assessment (including humanitariarcieaise) in collaboration with stakeholders.

—

The situation inlran and Yemen is becoming increasingly worrisome. Swarms laigseglong 900 km of
coast in southwedtan that are hatching and hopper bands are forming.wWidespread heavy rains that fe
in late March 2020 will allow another generationlyeeding and a further increase in locusts dukitay
2020, which will extend to Balochistan, PakistaesRtantly, there will be more band and swarm faiomain
Pakistan. This Desert Locust evolving situation ldotequire a strong surveillance and control openat
especially in the aftermath of corona virus COVI®-&pread and precarious security environment in| the
regional countries. Therefore, government of Pakisind FAO (TCPF, DIFID, South Korean support and
FAO-China SSC) has mobilized resources in ordeotmter the emerging/imminent Desert locust chghen
The overall surveyed and treated area detailsuanengrized as follow:

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

Source: Food and Agriculture Organization of thaetéthNations (UN FAQO)

[I. Farm Inputs
i) Fertilizer

Fertilizer along with irrigation water and quals$ged plays an important role in raising the
productivity of crops. About 52 percent of fertdizis used in Rabi season while 48 percent
in Kharif season when cotton, rice, maize and stageg are planted.

The domestic production of fertilizers during FYBOQuly-March) increased by 5.8 percent
over the same period of last year, the increaseomestic production of fertilizer is
primarily due to the supply of additional gas fbe tfertilizers. However, the supply of
imported fertilizer decreased by 20.7 percent. &fwee, the total availability of fertilizer
decreased by 0.28 percent during the prescribaddyerotal offtake of fertilizer nutrients
witnessed decrease by 2.6 percent. Nitrogen offtEareased by 2.4 percent, phosphate
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offtake decreased by 2.6 percent and potash oftide decreased by 14.5 percent during
FY2020 (July-March).The price of urea increasedLibyb percent and DAP by 3.1 percent.
Gas Infrastructure Development Cess (GIDC) has beduced to Rs 5/MMBTU which has
resulted in a decrease in the cost of urea by Bspg9 bag with effect from #Rlanuary,
2020. Following are different types of subsidieoved by the government during
FY2020.

= Subsidy in the form of cheap natural gas used asl fior fertilizer production
(Rs 865 per bag of urea as per fuel and feed gifterence)

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

= Cash subsidy by Government of Punjab for phospiadepotash fertilizer (Rs 500 per
bag of DAP)

The total availability of urea during Kharif 2019w 3,501 thousand tonnes comprising of
135 thousand tonnes of opening inventory and 3,2&f%isand tonnes of domestic
production (Table 2.12). Urea offtake was about23,@housand tonnes, leaving an
inventory of 470 thousand tonnes for Rabi 2019-P@e availability of DAP was 1,375
thousand tonnes comprising of 599 thousand tonhexpening inventory, 331 thousand
tonnes of imported supplies, and 445 thousand ®ohé&cal production. DAP offtake was
974 thousand tonnes leaving an inventory of 40@ighod tonnes for the upcoming Rabi
2019-20.

Rabi 2019-20 started with an opening balance ofthd0sand tonnes of urea (Table 2.12).
Domestic production during Rabi 2019-20 is estiaté around 2,994 thousand tonnes.
Urea offtake during current Rabi 2019-20 was 2,86@usand tonnes, against 3,464
thousand tonnes of total availability, leaving asohg balance of 580 thousand tonnes for
next season. DAP availability during Rabi 2019-2@swl,579 thousand tonnes, which
includes 406 thousand tonnes of opening invent8d49 thousand tonnes of imported

supplies and domestic production of 324 thousandéds. The offtake of DAP during Rabi

season is projected at about 1,094 thousand toimeeang 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 widimain closed for whole Kharif season
Source: National Fertilizer Development Center

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

i) Improved Seed

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

Federal Seed Certification & Registration Departt{&$C&RD) is an attached department
of MNFS&R having the mandate of assuring qualityseéd through seed certification and
variety registration. FSC&RD is a third-party regpory department which provides seed
certification services as and when requested byiguaind private seed agencies and has
annual plan for field crop inspection and seedirtgstin order to ensure improved seed
certification services, FSC&RD administration is rkiag on various aspects for
strengthening of field offices, international coitaation; new initiatives for further
development (Gilgit Baltistan Project, EstablishineinPlant Breeder’s Rights Registry).

The area, seed requirement and seed availabilingl@019-20 (July-March), are given in
Table 2.13.

Table 2.13: Area, Seed Requirement and Seed Avdiidity

Crop Sowing Area* Total Seed 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 59,288 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 18D,68

*:Area has been decided by the Federal Committeggriculture, MNFS&R
**. Seed testing is in progress and is very slowe ¢lu corona pandemic. The expected yield of wheedl $s

48,345 MT.

Source: Federal Seed Certification & Registrati@p&rtment

iii) Mechanization

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

The domestic tractor industry has played a sigaifiaole in fulfilling the requirements of
tractors to farmers. The number of operationalttracin the country is around 612,000
resulting in per acre horsepower (HP) availabiityaround 0.09 against the required power
of 1.4 HP per acre. During 2019-20 (July-March}akdractors production was 23,137
compared to the 37,457 produced last year for ampkriod. The major reasons of the
decline in production of tractors are low salesduse of filer conditions for purchaser, low
farmers’ liquidity position because of low prodwctiof the cotton crop, changing market
dynamics/demand, and situation arising of COVIDgE®demic lockdown.The prices and
production of locally manufactured tractors areegivn Table 2.14.

Table 2.14: Prices and Production of Locally Manufatured 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 48,8530 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 1,298,300 33 40
640-S (85 HP) 1,246,400 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) 1,676,750 88,250 1,765,900 34 34
NH TD-95 (98 HP) (Imported) 2,438,334 128,333 2,666 - 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 94,1
MF 385 (85 HP) 1,360,000 68,000 1,428,000 4,730 34,7
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 99 3
Total 14,678 14,612
Grand Total 23,137 23,345

Source: Tractor Manufacturers, Federal Water Mamage Cell

iv) Irrigation

During the monsoon season (July-September) 20&%dtual rainfall was recorded at 140.4
mm showing a meagre decrease of 0.4 percent aghastormal average rainfall of 140.9
mm. During the post-monsoon season (October-Decgn2@l9, the normal average
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rainfall was 26.4 mm, while the actual rainfall sedled was 56.3 mm showing an increase
of 113.1 percent. During the winter season (Janl&asch) 2020, the normal average
rainfall was 74.3 mm, the actual rainfall recordeds 123.0 mm showing an increase of
65.5 percent. Rainfall recorded during the mons@ast 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 (H -0.4 +113.1 +65.5

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

Source: Pakistan Meteorological Department

Canal water withdrawals increased by 9 percentndukiharif (April-September) 2019 to
65.23 MAF compared to 59.62 MAF during the sameiogedast year. During Rabi
(October-March) 2019-20, it witnessed an incredsB@ercent to 29.20 MAF compared to
24.76 MAF during the same period last year. Thevipoe-wise details are shown in Table
2.16.

Table 2.16: Canal Head Withdrawals (Below Rim Stabns) 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 0.99 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 consumptgo efficient use of water is an
important requirement for its sustainable growth.this regard, National Water Policy
(NWP) aims to promote solar pumping in the areasibg shallow aquifers and to ensure
sustainable use of water in cultivation of cropgb$dies are also being offered to install
solar pumps, where viable. Since Irrigation andcadfure are provincial subjects in the post
18" Constitutional Amendment scenario, provinces atagencouraged to take initiatives
on their own, in accordance with NWP

Major goals of National Water Policy 2018 are sumpeal as under:

* Reduction of 33 percent in conveyance losses threwagercourses lining
* Increase storage capacity by adding 10 MAF liveaste
» 20 percent increase in water use efficiency byaucing modern irrigation techniques

» Refurbishment of irrigation infrastructure
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* Real-time monitoring of water distribution for tsgrarent water accounting and
» Development of a unified authentic database to neN&ble water resources assessment

During the FY2020, an amount of Rs 70.384 billioarevallocated for the water sector’s
development projects/programmes (including Mohmd&s 15.000 billion and Diamer
Basha Dam Rs 16.000 billion). Out of this, about4R0 billion have been released, it is
expected that the entire water sector’s allocatidinbe utilized by June, 2020.

Key Achievements of FY2020

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

= Operationalization of Kachhi Canal (Phase-I) indghistan & Rainee Canal in Sindh.
About 40,000 acres of command area for Kachhi caaslbeen developed

= |nitiation of about 30 new schemes of small danediaege/check having a cost of about
Rs 28.60 billion with an allocation of Rs 2.74 ioill in Balochistan

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

= To save the water losses of the existing irrigatystem, Rs 532 million would be
utilized for lining and improvement of small candisminors in Punjab, Sindh and
Khyber Pakhtunkhwa

= Concept Clearance has been accorded for the fotiolaf “National Flood Protection
Plan IV” to protect infrastructure, flood embankrt®enspurs, flood forecasting &
warning system in Pakistan

= In Balochistan, Sindh, Punjab and Khyber Pakhturklalout Rs 22.771 billion are
utilized during FY2020 on the construction of medieamall/delay action dams and
recharge dams. Province-wise detail is as under:

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

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

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

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

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

Physical progress of major on-going projects i€giin 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 compl@edl of
(Phase-l) 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 25,000 Acres| 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
(Acre 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-| 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 & Spedidtiatives

During FY2020, following projects have been laurcth@der Prime Minister’s Agriculture
Emergency Programme to “Conserve and Increase Ewoitly of Water”:

a)

National Programme for Improvement of Watercoursesn Pakistan-Phase-Il:

The programme envisages lining of upto 50 percéthetotal length of 62,210 water
courses (reconstruction, additional lining, and hewlusive of 14,932 Water Storage
Tanks. This also includes the provision of 11,6588dr Land Levelers on a 50 percent
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b)

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

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

* Minimization of conveyance and field applicatios$es

* 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 in food

The work on improvement of 2,934 watercourses (isige of 395 water storage
tanks) has been initiated whereas work on the irgrent of 1,301 watercourses
(inclusive of 207 water storage tanks) has so émnbcompleted. Additionally, 1,200
units of laser land levelers have been distribai@dngst the beneficiaries.

National Programme for Enhancing Command Area in Baani Areas of Pakistan
was approved by ECNEC on 2éMarch, 2020 at a cost of Rs 25.345 billion. The
project will be implemented in all provinces incing GB, AJK and ICT over a period
of 05 years. The key project outputs are:

» Construction oR,664farm ponds for storing rainwater from various s@sr

* Installation of2,664 solar pumping systems on farm ponds for the opmraif
high efficiency irrigation systems

« Development o#4,156 dug wells for developing of the water source tonpote
irrigated agriculture

» Installation of4,106solar pumping systems at dug wells for the opematif high
efficiency irrigation systems (in addition 50 HydRam 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 efficienégrm level

e Provision of1,106 Laser Land Levelers to the farmers/service pragidRough
Land Levelling will also be done &%,000acres in Khyber Pakhtunkhwa

» Provision of fruit plants, oilseeds/pulses cropd &dder/forage/range o4b,518
112,189and 81,676 acres, respectively, in command area of small/mams to

ensure irrigated agriculture
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C) Project ‘Water Conservation in Barani Areas of Khyber Pakhtuinkhwa” was
developed at a cost of Rs 14.178 billion over aopleof 05 years.

iv) Agricultural Credit

Agricultural Credit Advisory Committee (ACAC) sehd indicative agricultural credit
disbursement targets of Rs 1,350 billion for FY20&tich is 15 percent higher than the last
year’s disbursement of Rs 1174.0 billion. Currend9 agriculture lending institutions are
providing agricultural loans to the farming comntyni which include five major
commercial banks, two specialized banks (ZTBL & BRY; 14 domestic private banks,
five Islamic Banks, 11 Microfinance Banks and 1Zifinance Institutions/Rural Support
Programmes (MFIS/RSPs).

The total annual agriculture credit target has Heether assigned amongst different banks.
An amount of Rs 705 billion has been assigned ® fihe major commercial banks,
Rs 253.6 billion to 14 domestic private banks, R® billion to ZTBL, Rs 13 bhillion to
Punjab Provincial Cooperative Bank and Rs 55 Millio five Islamic Banks. Amongst the
microfinance institutes the disbursement targeRef184 billion has been assigned to 11
Microfinance Banks and Rs 39.4 billion to 12 MFISI&s for the current FY2020.

During FY2020 (July-March), the banks have disbdr&s 912.2 billion which is 67.6
percent of the overall annual target and 13.3 peréegher than the disbursement of
Rs 804.9 billion made during the same period of kear. Similarly, the outstanding
portfolio of agriculture loans have increased by4R< billion i.e. from Rs 529.9 billion to
Rs 572.1 billion or 7.9 percent at the end MarcB(8s compared to the same period of last
year. In terms of outreach, the numbers of outstgnorrowers have reached to 3.85
million in March 2020. The comparative disbursersendf agriculture lending
banks/institutions against their annual indicateugyets 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 dislunent performance, farm/crop sector credit rece
Rs 459.6 billion or 50.4 percent of the total dismment with 17.2 percent growth during FY2020 yJul
March). Similarly, Rs 452.6 billion or 49.6 percelisbursed to the non-farm non-crop sector withanental
growth of 9.6 percent during the period under revidhe distribution of disbursement under varioasd

holding/size of farms categories are shown in T2bl®:

ved
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Table 2.19 : Disbursement to Farm & Non-Farm Secta (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 performaricggtculture credit sector, the production loafigasm
sector grew by 17.0 percent, and development loamrsased by 20.7 percent during FY2020 (July-Mpr
However, the livestock/dairy & meat sector withes&8.4 percent growth and the poultry sector read 8.9
percent growth during the period under review. $aetor wise/purpose wise agriculture credit disbuents

showed in Table 2.20:

%)

Table 2.20 : Disbursement Sector & Purpose wise

(Rs billion)

Sector& Purpose FY2020 (July-March) FY2019 (July-Mach)
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

SBP’s Initiatives for the Promotion of Agriculture Financing

SBP in collaboration with government, banks, arfteostakeholders has taken a number of
policy and regulatory initiatives for the promotiohagricultural financing in the country. In
order to mitigate the negative impact of COVID-Ehdemic situation and to strengthen the
agriculture sector the banks are allowed to gieerélaxation upon the written request of the
borrowers. Defer repayment of principal loan amobgt one year; provided that the
borrowers will continue to service the mark-up amtoas per agreed terms & conditions.
Rescheduled/restructuring of facilities of suchrbaers who are unable to service the
mark-up amount or need deferment exceeding one ifetie rescheduling/restructuring is
done within 90 days of the loans being past dueh $mancing facility will continue to be
treated as regular. Some of the major initiativakeh by SBP in collaboration with

government are as under:

= Revision in Indicative Credit Limits and Eligibleems 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 AgriculeuFinancing

= Implementation of Credit Guarantee Scheme for Saradl 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, COV&@pandemic has also spread in Pakistan. Howewver
COVID-19 emergency came at a time when economyakisPan was already in stabilization mode. Accayd

to FAO, food security will be second most importarga of concern after health if COVID-19 emergeiscy

extended beyond a certain limit in Pakistan.

According to COVID-19 Emergency in Pakistan, Palists already home to around 53 million poor ped
(a quarter of Pakistan’s population) who live beltwe national poverty line, where as around 84 iomill
people (around two-fifth of the population) are tiadimensionally poor. Similarly, food insecuritg also
very high and between 20-30 percent populationt¢462 million people) is food insecure Pakistarnvesi the
scale of this emergency, while the situation i stiolving, there is strong likelihood that numhmrpoor and
food insecure people will rise, especially in ctend those areas which already had high incidehpeverty
and prevalence of food insecurity. The most afféatél be poor and most vulnerable segments ofetgc
daily laborers in agriculture and non-agricultuectsers, small scale farmers/livestock holders, kmaad
medium businesses and already vulnerable populktiog in the vulnerable districts.

| th
in

ple

Despite the good intention of the government to distupt the food and agriculture supply chain, the

lockdown and restrictions on movements of goods pedple, and logistics issues are impacting
supply/availability, demand and prices of food isgrand agriculture/livestock inputs and the transpion
costs. The livelihoods and incomes of the farmeis lavestock holders generated through sale of <
livestock produce, and of those associated witlicatjure and food related business have been aelye
affected. Particularly, the current lockdown anstrietions on movements of goods and people areradly
impacting the livelihoods and incomes of those gedain informal sector and are in vulnerable empiest,
particularly small farmers and livestock holdergnoaccount workers and daily wagers in all sectSraall-
scale farmers’ income generating opportunities hewered a lot due to less sale of their prodinigh
transportation cost, and loss of income from offmences. Farmers are experiencing difficultiesangporting
fresh produce to local and urban markets. Incomi¢isenagriculture and non-agriculture workers, digop of
livestock products, and middle men engaged in based activities in the fruits, vegetables andslioek
markets have also been reduced either due to elafuhe markets or less market activities curgetatking
place in several parts of the country.

The restrictions on movements has affected thestibek sector adversely which has 60.6 percent sina
agriculture GDP and 11.7 percent in overall GDPe Pbultry sector is the hardest hit by COVID-1%msse
and demand and prices of poultry has reduced cersdity. Both supply and demand for livestock prasly
(meat, milk, eggs) has reduced due to reducti@temand, and logistics issues/movement restrictions.

In order to mitigate the negative impact of COVIB-@n overall economy, the government has annou
economic relief and stimulus package of Rs 1.24iotmi which will also strengthen the agriculturecgs.
Moreover, even in the lockdown livestock produfted, fruits and vegetables items were allowedatatioue
their supply.

Source: Food and Agriculture Organization of thaététhNations (UN FAO)
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[ll. Forestry

Pakistan is a forest deficient country, mainly doi@rid and semi-arid climate in large parts of
the country. The country is maintaining 4.51 millibectares to 5.01 percent area under forest
cover, out of which 3.44 million hectares forestsseon state-owned lands and remaining on
communal and private lands. Though the forestryiftpymeager share of 2.1 percent in
agriculture, it provide foundations of life on dathrough ecological functions, regulates the
climate and water resources and serves as hatntplaints and animals.

To meet the domestic needs and to improve the tfaeger, the federal government has
launched Ten Billion Tree Tsunami Programme byicagpihg the Billion Tree Afforestation
Project (BTAP) implemented by Government of Khyliakhtunkhwa. The project aims at,
inter alia, combating the effects of global warmifgis is an umbrella project covering all the
provinces including AJK and GB with provincial budgry share. All segments of society such
as students, youth, and farmers are strongly imeblm the afforestation activities.

IV. Livestock and Poultry
a) Livestock

Livestock over the years has emerged as the lasgdssector in agriculture. It is a source of
foreign exchange earnings and contributes aboutp8rtent in total exports. More than 8
million rural families are engaged in livestock guation and deriving more than 35-40 percent
of their income from this sector. The governmens haw focused this sector for economic
growth, food security and poverty alleviation i ttountry.

The overall livestock development strategy revoli@soster "private sector-led development
with public sector providing enabling environmemtaugh policy interventions”. The regulatory
measures are aimed at improving per unit animatiyotivity by improving health coverage,
management practices, animal breeding practicdsdiciat insemination services, use of
balanced ration for animal feeding, and controlliimgstock diseases of trade and economic
importance. The objective is to exploit the livestosector and its potential for economic
growth, food security and rural socio-economic ftpli

Over the years, livestock as subsector has sumgbdsserop subsector as the biggest contributor
to value addition in agriculture. Presently it adnites 60.6 percent to the overall agriculture

and 11.7 percent to the GDP during 2019-20. Gradsevaddition of livestock has increased

from Rs 1,430 billion (2018-19) to Rs 1,466 billigd019-20), showing an increase of 2.5

percent over the same period of last year.

The national herd population of livestock for thstlthree 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 1.1
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 growthaét ivestock Census 1996 & 2006

Source: Ministry of National Food Security & Resgar
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The position of milk and meat production for thstlthree 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 48,1895 49,737
Cow 16,722 17,353 18,007
Buffalo 28,109 28,944 29,805
Sheep 40 40 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 thdicated years are calculated by applying milkdurction parameters
to the projected population of respective yeargtham the inter census growth rate of LivestocksDeri996 & 2006.

2: The figures for the milk production for the indted years are calculated after adding the pramucf milk from
camel and sheep to the figures reported in thestdak Census 2006.

3: Milk for human consumption is derived by subtireg 20 percent wastage (15 percent faulty trartgtion and lack of
chilling facilities and 5 percent in suckling calburishment) of the gross milk production of cowsl duffalo.

4: The figures for meat production are of red nagt do not include the edible offal’s.

Source: Ministry of National Food Security & Resgar

The estimated production of other livestock produictr 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 7143 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 287(3 295.8 304.5
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 38.

! The figures for livestock product for the indiedtyears were calculated by applying productiompaters
to the projected population of respective years.

Source: Ministry of National Food Security & Resgar

b) Poultry

Poultry sector is one of the most vibrant subseofothe livestock sector. The current
investment in Poultry Industry is more than Rs BOBon. This industry is progressing at an
impressive growth rate of 8 percent per annum tastrfew years. Pakistan has become the
11" largest poultry producer in the world with the guotion of 1,163 million broilers
annually. This sector provides employment (diredifiect) to over 1.5 million people.

Poultry today has been a balancing force to keelpeak on the prices of mutton and beef.
Poultry meat contributes 35 percent to 1,657 thodisgannes of the total meat production of
4,708 thousand tonnes in the country. Poultry rpeaduction showed a growth rate of 9.1
percent whereas egg production showed a growth6opé&rcent to 20.0 billion Nos. during
2019-20 as compared to previous year. The transftoom of poultry production in the
controlled shed system is making a tremendousrdiffee of quantity and quality of poultry
production. There are now over 6,500 controllediremvnent poultry sheds in the country
which indicates that poultry sector is moving i thirection of modernization and using
advance technology.

The Poultry Development Strategy revolves aroundease control; hi-tech poultry
production in intensive poultry; processing andueahddition; improving poultry husbandry
practices and development. Government of Pakiséanalways been supportive to poultry
industry in providing the most enabling environmfamtits growth.

Poultry Development Policy visions sustainable symé wholesome poultry meat; eggs
and value added products to the local and internatimarkets. It aimed at facilitating
private sector-led development for sustainable tppylroduction. The strategy revolves
around supporting the private sector through reégofaneasures.

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

Table 2.24: Estimated Domestic/Rural & Commercial Bultry

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 Bultry

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 ,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 1,386
Eggs Million Nos. 13,779 14,71¢ 15,723
Meat 000 Tonnes 1,270.649 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 siatily calculated using the figures of 2005-06.
2 : The figures for Eggs (Farming) and Eggs (Desg calculated using the poultry parameters for egg
production.

Source: Ministry of National Food Security & Resgar

The present government under Prime Minister's Agdgnice Emergency Programme
developed a project “Backyard Poultry ProgrammettivdRs 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; nutritionppsrt

= Poverty alleviation through supplemental incomenfrmoultry products

Government Policy Measures

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

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

registered slaughter houses in the private settw.export of other livestock by-products
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such as animal casings, bones, horns, hoovesjrgelat was also facilitated. The efforts
continued for market access with the relevant aittes in China, South Africa, Jordan and
Indonesia using diplomatic channels for exportarious meat and meat products.

The government has also allowed the import of 6%34disand doses of superior quality
semen and 7,200 high yielding exotic dairy cattleHolstein-Friesian and Jersey breeds
during 2019-20 (July-March). The policy objectivé these permissions is the genetic
improvement of indigenous dairy animals in termspef unit productivity. The imported
dairy cows added approximately 61 million tonnesyolk per annum in the commercial
milk chain/system.

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

During 2019-20 (July-March), the Animal Quarantim@epartment (AQD) provided
guarantine services and issued 36,853 healthicatés for export of live animals, mutton,
beef, eggs, and other livestock products havinglaevof $ 337.162 million. The AQD
generated non-tax revenue of Rs 132.162 millionndusame year as certificate/laboratory
examination fee of animal and animal products H@eaen charged on their exports.

MNFS&R collaborated with international (Office Imbtational des Epizooties OIE, Food
and Agriculture Organization FAO) and regional arigations (SAARC,ECO, APHCA and
EU) for Human Resource Development and capacitidimgi of national and provincial
livestock institutions for diagnosis and control ahimal diseases. Inter Provincial
Coordination is being done to Control Foot & Moldisease (FMD) and Peste des Petitis
(PPR) disease in the country. Pakistan has begrgasing on OIE FMD freedom pathway
and moved to stage 02 of the 06 stage pathwaysatlomal FMD Control Programme at a
cost of Rs 822.20 million for the period of six y&das been approved by the competent
forums to sustain and continue project activitiegted to the FMD during subsequent
years. This will help in improving the animal héalstatus of the country regarding
Transboundary Animal Diseases (TADs), which aredhnical barrier in the international
trade of our livestock and livestock products. FR@kistan will implement this project
under Unilateral Trust Fund (UTF) Agreement.

Moreover, to attract further investment in the ygaector, protect small dairy farmers and
corporate dairy sector besides discouraging imaadtto mitigate use of synthetic milk and
recipe products/tea whiteners, a regulatory dutthéotune of 25 percent has been imposed
on import of Skimmed Milk Powder (SMP) and Whey Rlew(\WP). Now the existing duty
on import of powdered milk is 45 percent (importyd@0 percent and regulatory duty 25
percent).

Impact of COVID-19 on Livestock Sector

Besides human loss, COVID-19 pandemic posed a inegatpact on Pakistan’s economy.
By the side of demand and supply chains the paraaffected all sectors of the economy
including livestock. The lockdown has not only skithe domestic demand for livestock
commodities, but has also generated supply and mnssues for exports. This situation
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has negatively impacted the livelihoods of farmemd other players along the entire value
chain of the livestock commodities and they areini@cchallenges in repaying their
outstanding loans.

V. Fisheries

Fisheries is a sub-sector of agriculture and p&ysmportant role in the national economy.
It also contributes towards food security of thertoy as it reduces the existing pressure on
demand for mutton, beef and poultry. The fishergdesidered to be a source of livelihood
for the coastal inhabitants and a source of exparhings. Apart from marine fisheries,
inland fisheries (based in rivers, lakes, pondsngjeetc.) is also a vital economic activity
throughout the country. Fisheries share in GDP f@xtent) although very little but it adds
substantially to the national income through exparnings.

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

701,726 metric tonnes out of which 474,025 metimes were from marine waters and the
remaining catch from inland waters. Whereas thie fisoduction for the period 2018-19

(July-March) was estimated to be 639,527 metrimésnin which 426,261 metric tonnes
were from marine and the remaining was producethbyinland fishery sector. The total

production of fish & fishery products has increassd9.7 percent whereas marine and
inland increased by 11.2 percent and 6.8 percespectively.

During the year 2019-20 (July-March), a total qugrdgf 133,226 metric tonnes of fish and
fishery products valued $ 317.307 million (Rs 48 548illion) were exported. Pakistan’s
major buyers are China, Thailand, Malaysia, Middkest, Sri Lanka, Japan, etc. Whereas
the export during 2018-19 (July-March) was 129, T0dtric tonnes of fish and fishery
products earning $ 293.895 million (Rs 39,246 wil)i The export of fish & fishery
products has increased by 2.7 percent in quamtity tvhereas in value terms it increased by
8.0 percent and in rupee terms it increased by Ré&:@ent during 2019-20 (July-March).

Export of fish and fishery products to the Europdamon (EU) countries: Since the

resumption of export to the EU countries differennhsignments of fish, cuttlefish, and

shrimps sent from one company to the EU have beetessfully cleared after 100 percent
laboratory analysis at EU border. To further enleaseafood export to EU countries, six
more processing plants are in pipeline and thesesdor approval is under process with EU
authorities. Export of seafood to EU countriesiieg in Table 2.25:

Table 2.25: Export of Fish and Fishery Products td&curopean 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 stepaprove the fisheries sector and its
exports. In this context a number of initiativeshbat micro and macro level are being taken
by federal and provincial fisheries departmentscigonsist ofnter alia strengthening of
extension services, introduction of new fishing moeologies, development of value added
products, enhancement of per capita consumptiofisbf upgradation of socio-economic
conditions of the fishermen’s community & reviewéep Sea Fishing Policy 2018.

Conclusion:

The government has introduced “Prime Minister’si@gjiture Emergency Programme” for
the next 5 years. The programme aims to increageuétgral productivity, value addition,
reduce dependence on imports and improve livesawhihg community. This will also
ensure food security in the country and increasentrd-earned income of the farmers. The
development of agriculture sector will further piees stimulus to agro-based industries and
overall growth of the economy. Blessed with thdilerland and hard working farmer
community we can enhance the agricultural prodigtito 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 gitowlue to its forward and backward
linkages with other sectors of economy. This septorvides employment opportunities to
about 16.1 percent of the total labor force whieshare in GDP is around 13-14 percent.

Manufacturing sector has three sub-sectors: LaogéeSvianufacturing (LSM), Small Scale
Manufacturing (SSM) and Slaughtering. The perforoeaaf Large-Scale Manufacturing is
based on Index derived from the Census of Manufiagfundustries (CMI) conducted in
2005-06 which does not capture latest informatraruiding new areas and sectors, however
the new Census of Manufacturing Industries (CMi)Z2015-16 is now complete and will be
published by this year and will be used from neésc¢dl year for more comprehensive and
accurate coverage of LSM in the country. Small &ddhnufacturing (SSM) information is
also based on the survey conducted in 2006-0O7oMers industrial and household units
engaged in manufacturing activity having less tiam employees. Pakistan Bureau of
Statistics has completed the census of SSM for-A@1&nd methodology for estimating the
value addition of Slaughtering which will be publkesl in the next fiscal year.

LSM has 78 percent share in Manufacturing and @rsgnt in GDP whereas Small Scale
Manufacturing accounts for 15.2 percent share inufecturing and 2.04 percent share in
GDP. Slaughtering has 6.9 percent share in manufagtand 0.94 percent share in GDP.

FY2019 has proved to be a hard year for LSM a®g¢brded negative growth of -2.28
percent. LSM sector was not able to withstand caimstd economic environment triggered
by exchange rate depreciation and contractionanyataoy and fiscal policies.

The distress continued during the whole curretfigear, the LSM growth plunged to -5.4
percent during July-March FY2020 compared to -Z8dcent during last fiscal year. The
major contributing sub-sectors such as Textile &odd, Beverages & Tobacco have
experienced negative growth. Other sub-sectors ssgchron & Steel Products, Coke &
Petroleum Products and Automobile growth have &lspned negative during the period
which dampened the overall growth of LSM. Year-aay (YoY), LSM dived by -22.9
percent in March 2020 as compared to -7.35 pexesiine in March 2019.

3.1.1 Monthly Analysis of LSM

Month on month LSM behavior has exhibited randoajettory. Textile, the item with the
heaviest weight, observed moderate growth up ¢iti 2020 and witnessed a hefty decline in
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Mar 2020 due to supply disruptions. Second heavightétem Food, Beverages & Tobacco
witnessed a tremendous growth of 122 percent in2ZD4® on account of sugar production.
Coke & Petroleum products observed a major slumpeh 2020, a 33 percent decline.
Demand and supply bottlenecks have adversely bitpgtroleum industry. Automobile,
Non-metallic Mineral Products and Electronics hals showed mixed growth. Fertilizers,
after a consecutive decline, have started showontessigns of recovery from Feb 2020. All
manufacturing sectors except Fertilizers, haveegsed 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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Average MoM growth of LSM stood at 0.5 percent foe first nine months of FY2020.
LSM posted 2.11 percent growth in July 2019 prihgadiue to 8.9 percent growth in Non-
metallic Mineral Products, Automobile 8.9 percdfipd Beverages & Tobacco 3.0 percent
and Fertilizer 3.1 percent. However, growth dampene-2.42 percent in August due to -0.3
percent fall in Textile, -17.0 fall in Non-metalliMineral Products, -19.4 percent in
Automobile and -2.3 percent decline in Iron & StéelSeptember 2019, pace picked up and
growth of 2.76 percent was recorded due to 2.2gmrincrease in Coke & Petroleum
Products, 29.8 percent in Non-metallic Mineral Ricdd and 0.2 percent in Textile. A sharp
increase of 5.4 percent was observed in Octobe® d@laccount of 19.7 percent growth in

[ij




Manufacturing and Mining

Non-metallic Mineral Products, Automobile 12.6 pmrt and Electronics 20.0 percent.
November 2019 again witnessed a negative growtlB@&1 percent mainly due to -2.5
percent decline in Food Beverages & Tobacco, Notaltiee Mineral Products -13.2
percent, Automobile -20.7 percent, Fertilizers -p&cent and Electronics -8.8 percent.
However, a steep increase of 15.27 percent has diessrved in December 2019. This is
highly attributed to sugar production which rosearghy owing to favorable weather
conditions (which were conducive for extraction lngh sucrose content from the raw
material), as well as timely start of the crushgggason as compared to last year. Further,
jeeps and cars also grew by 20.6 percent. Impatieofugar however moderated in January
2020 and growth reached at 7.09 percent. This eaattbbuted to 22.5 percent growth in
Food Beverages and Tobacco, Automobile 24.7 peraent 23.6 percent Electronics.
February 2020 witnessed a moderate growth of Oetéemt on account of growth in Food,
Beverages & Tobacco and Non-metallic Mineral Presluby 1.2 and 17.2 percent,
respectively. Fertilizers grew by 4.0 percent. Lgkbwth nosedived by -21.9 percent in
March 2020 due to closure of business activitiethéwake of COVID-19 outbreak. Textile
and Food, Beverages & Tobacco, the main sectoisSM, dipped by -26.5 and -30.3,
respectively.

During FY2020, required fiscal and monetary adjwsita, such as flexible exchange rate
and austerity drive, were adopted to stabilize #wmnomy. Nevertheless, external
imbalances were eased to some extent but some-tshortrepercussions had to be
confronted domestically, specifically by industrigctor. Pak rupee depreciated by 3.9
percent during Jul-Mar FY2020 which increased tbst structure of industries in general,
and particularly for those relying on imported ravaterials. Further, policy rate was kept
high to contain inflation which on the other hanscduraged investment. Subdued demand
further hampered the overall production and peréoroe of the industry. Certain sector-
specific issues also contributed to the declineSM. Automobile sector alone accounted
for major portion of contraction in LSM. Its pricestnessed multiple upward revisions due
to PKR depreciation which held the potential buyefained from making booking and
purchases. The shift in power generation away ffamace oil has reduced the fuel's
demand and affected the coke & petroleum industmypuwt. Upward adjustment in
electricity prices dented domestic steel producei®’gins.

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

Group wise growth of LSM during the period of JukivFY2020 versus Jul-Mar FY2019 is
given in the following Table 3.1.

Table 3.1: Group wise growth of LSM for the Periodof 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 9.80 -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 uvaQum Index Manufacturing (QIM) thus

having a significant impact on overall performantd.SM. Textile production declined by

-2.57 percent during Jul-Mar FY2020 against -0.&rcent in the same period last year.
Major slump came from -2.96 percent decline in@otyarn and -2.81 percent decline in
cotton cloth, both having a combined weight of 80 textile sector. However, exports of
textile grew by 4.24 percent during the period undwiew. The mismatch between the
LSM and export data sets is a welcome boost forinldestry as it shows industry is

regaining competitiveness after exchange rate adgrg. Further, the textile export data is
relatively encouraging on account of its wide-rawggicoverage than the LSM data as in
addition to cotton yarn and fabrics, it also in@dadthe higher value-added items like
hosiery, knitwear, towels and readymade garments.

Food Beverages and Tobacco has the second higeegttvof 12.37 in QIM. During Jul-
Mar FY2020 this sector decreased by -2.33 perceobmpared to -3.59 percent dip during
the same period last year. This is mainly due t@ige in sugar and cigarettes production by
-1.7 and -31.4 percent, respectively. The primaggson of cigarettes decline is the
significant jump in Federal Excise Duty (FED) ammhtnued competition from counterfeits
and smuggled alternatives. Although, sugar witreessesharp increase during Dec-Jan
FY2020 due to favorable weather yet seasonalitjofawas linked. Therefore, this trend
could not continue in subsequent months. Howewwokiog oil, vegetable ghee and wheat
& grain milling grew by 9.38, 5.54 and 28.9 perceatpectively.

Coke and Petroleum industry registered a doubl#é-dagtraction of -17.46 percent during
Jul-Mar FY2020 as compared to -6.0 percent dedast year. Petroleum industry has
adversely affected from both demand and supply. Sdie supply front, shift in power
generation away from furnace oil has reduced tleésfudemand. While demand remained
subdued due to higher end-consumer prices and tredun commercial activities. Diesel
and furnace oil production decreased by -18.8 pe¢remd -17.5 percent respectively.
Improvement in electricity supplies from coal angtlél power stations also reduced the
demand for furnace oil and diesel.

Pace of contraction diminished in Pharmaceutical$ i registered -5.38 percent decline
during Jul-Mar FY2020 as compared to -8.66 perckaline in the corresponding period.
Similarly, Chemicals declined by -2.3 percent dgritul-Mar FY2020 as compared to -4.1
percent last year.

Automobile sector witnessed a steep decline of5-3@&rcent during Jul-Mar FY2020 as
compared to -7.56 percent fall in correspondinggoerMajor contributor to this dip is the

passenger car segment due to its weight in LSMxinDering the period under review, car
production declined by -47.9 percent. While jeepdpiction contracted by -42.7 percent,
buses -28.8, trucks -45.7, LCVs -46.1, tractor 93@nd motor cycles -11.6 percent. The
factors which impacted this sector remained curredepreciation, policy rate hikes,

increase in FED from 2.5 percent to 7.5 perceninagalifferent vehicle categories and
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Additional Customs Duty (ACD) from 2 percent to drgent and 7 percent against tariff
lines of 16 percent and 20 percent and above régphc

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

it declined by -7.96 percent as compared to -1&1/@ent in the same period last year. The
decline was more visible in Billets/Ingots whichll fey -13.04 percent indicating the

subdued construction activities mainly due to hi§hancing cost. H/C.R.Sheets/

Strips/Coils/plates having the highest weight ionir& steel products declined by -4.15
percent. Low automobile production, upward adjustime electricity prices, lower housing

investment by public and private sector and rupepretiation further dampened steel
industry.

Fertilizers recorded a growth of 5.81 percent dydal-Mar FY2020 mainly on account of
Nitrogenous Fertilizers which recorded a growth6of percent. The impetus came from
small as well as large urea producers, who scagldtieir operations.

The Electronics exhibited lackluster performancerduJul-Mar FY2020 and dipped by -
13.54 percent as compared to 39.9 percent growtbriresponding period. Electric motors,
bearing the highest weight in this segment, havefasobeen responsible for overall
electronics growth. During the period under revielectric motors dived by -13.42 percent
and dragged down the whole electronics industrg Slbwdown in electric motor segments
can be attributed to subdued demand for the watieaction pumps. Increased electricity
tariffs and rupee depreciation adversely affectesl groduction. High cost of borrowing
further dampened the consumer demand for durables.

Non-metallic Mineral Products surged by 1.82 perckming Jul-Mar FY2020 as compared
to -4.93 percent decline in corresponding peridus Tas mainly driven by a 1.74 percent
jump in cement production. Total local dispatchesirdy Jul-Mar FY2020 increased to
30.588 Mt from 29.461 Mt last year.

Paper and Board production increased by 4.23 pedweimg Jul-Mar FY2020 as compared
to -2.48 decline in corresponding period. RubberdBcts increased by 4.31 percent during
Jul-Mar FY2020 as compared to 3.74 percent growtthe same period last year. Wood
Products declined by -22.11 percent during Jul-MéR020 as compared to -8.24 percent
dip in corresponding period.

Selected items of Large-Scale Manufacturing arergin Table 3.2.

Table-3.2: Production of selected industrial item®f Large-Scale Manufacturing

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

2018-19 2019-20 | e-en) 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 item®f Large-Scale Manufacturing

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

2018-19 2019-20 | (Juhen) 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.) 0.122 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 packageristruction sector. Package includes
amnesty scheme, tax exemptions and Rs 30 billibeidy for Naya Pakistan. This will jack
up the construction industries, specially cement ahall also generate employment. A
stimulus package has also been introduced to suppsinesses and stimulate the economy.
According to the package, export-oriented industweuld be given Rs 100 billion worth of
tax refunds as well as deferment of interest paysagbovernment is providing a series of
subsidies and incentives to industrial sector. €hexlude subsidies to industry for
electricity and gas, export development packagededran agreement, the zero-rated
industries, including textiles, would be providel@atricity at an all-inclusive rate of 7.5
cents per unit (kWh) and gas at $6.5 per unit (mupBntil June 30 this year. PSDP release
process is simplified to fund various uplift pragadncluding Industries and Production
Division. Under CPEC, project of Allama Igbal Indusl Zone Faisalabad has been
inaugurated. It is expected to attract investmentautomobiles, value-added textiles,
engineering, pharmaceuticals, food processing, ©asn construction materials and
packaging sectors. Hyundai has started a jointwentith Nishat Groups in Faisalabad.
This plant is the new production home for Hyunddirst ‘Make in Pakistan’ product, the
Porter H-100 Pickup. China and Pakistan joint ventiuas launched a locally assembled
800cc passenger vehicle having annual productipaaity of 15,000 units. These rapidly
developing ventures with many infrastructure prigeespecially under China Pakistan
Economic Corridor will help to boost the automobsdector as well as push up the
construction related allied industries. Moreove€,(Ehas approved Rs 50.7 billion package
to provide indirect cash flow support to the Snaaltd Medium Enterprises (SMESs) through
pre-paid electricity bills for May-July FY2020. Ehipackage named “ChotaKarobar-o-
Sannatimadadi Package” will benefit around 3.5ianllsmall businesses.
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Box-1I: Measures taken by State Bank of Pakistan (BP) to boost
Manufacturing amid COVID-19 Pandemic

Supporting businesses to retain their workers andraployees and prevent layoffs

o With a view to facilitate businesses to retain ithemployees and prevent layoffs, State Bank |has
introduced a temporary Refinance Scheme for Payméntages and Salaries to the Workers and
Employees of Business Concerns.

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

0 The financing rate under the Scheme is 5 percentgp.borrowers who are not tax payers and 3 pércen
for borrowers who are on active tax payers liste Tapayment of financing will be in equal quarterly
installments with first repayment falling due in #2021.

Facilitating New Investment

0 SBP has announced a 'Temporary Economic Refinaagiétiy (TERF)' and its Shariah compliant versipn
to stimulate new investment in manufacturing. T¢teeme will help counter any possible delays in|the
setting up of new projects that investors were mitagn prior to the Coronavirus outbreak.

o All manufacturing industries, with the exceptionpafwer sector where SBP has another refinancatjacil
for renewable energy, are eligible to avail finagcunder the scheme.

0 The financing under this Scheme is available agdéiters of credit (LC) to be opened by end-Mafch
2021 for purchase of new imported and locally maoufred plant & machinery for setting of new
projects.

o0 The maximum financing per project is Rs 5 billioithvmaximum repayment tenor of 10 years includjng
grace period up to 2 years. The end user rate uhde3cheme is 7 percent p.a.

Relaxations on financing under SBP’s Refinance Schees

o0 In case of deferral of principal or restructuringggcheduling of financing of borrowers under SBBig
term refinance Schemes, State Bank has allowedsb&iHs to extend repayment period for an addifigna
one year over the maximum tenor available undesetlsehemes.

0 Export Finance Scheme (EFS): SBP has reduced the performance requirement uE8rfrom twice to
one-and-a-half times that will be effective for mt year as well as for FY2021. State Bank hasg als
extended existing export performance period of yesr by another 6 months. This extended period |wil
also be used for setting new limits for FY2021pwihg higher limits to exporters. The shipment pér
has also been extended by 06 months.

0 Long term Financing Facility: The eligibility requirement for availing financingas been reduced from
exports of worth 50 percent, or USD 5 million to g€rcent or USD4 million, whichever is lower, fdf a
the borrowings during the period January 01, 2@28dptember 30, 2020. In case of exporters opting f
projected exports criteria, State Bank has exteragubrt performance period from maximum period of
04 years to 05 years.

Source: State Bank of Pakistan

3.2  Textile Industry

Textile is the most important manufacturing sectdr Pakistan and has the longest
production chain, with inherent potential for vahadition at each stage of processing, from
cotton to ginning, spinning, fabric, dyeing andghmng, made-ups and garments. The sector
contributes nearly one-fourth of industrial valudgad and provides employment to about
40 percent of industrial labor force. Barring semdoand cyclical fluctuations, textiles
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products have maintained an average share of &@$yercent in national exports. The
export performance during the period under reviegiven 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 3031 10151
Synthetic Textiles 330.58# 287.89%4 187.587 309.6563 297.809 261.172
Sub-Total Textiles 13469.584 12455.89 12392.587 528563| 13328.809 10412.172
Wool & Woolen Textiles 119.448 97.68 78.5P6 75.852 67.265 48.685
Total Textiles 13589.032 12553.5[7 12471.09 13605.4113396.074 10460.8
Pakistan's Total Exports 23667.3 20786.5 20422[236 23212| 22979.32% 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 spimg, cotton cloth, cotton yarn, cotton

fabric, fabric processing, home textiles, towelgsiary and knitwear and readymade
garments. These components are being producedrbtik large-scale organized sector as
well as in the unorganized cottage / small and omadunits. The performance of these
various ancillary textile industries is illustratag under:

i. Cotton Spinning Sector

The spinning sector is the backbone in the rankinggxtile production. At present, as per
record of Textiles Commissioner’s Organization (T\C® comprises 517 textile units (40
composite units and 477 spinning units) with 13.4d#lion spindles and 198801 rotors
installed and 11.338 million spindles and 126583omo in operation with capacity
utilization of 84.55 percent and 63.67 percentpeetively.

ii. Cloth Sector

Problems of the power loom sector evolve mainly wuthe poor technology and scarcity of
guality yarn. Looms installed in cotton textile laiare 9,084 and looms worked were 6,384.
Moreover, Production of cloth in mill sector is ogfed whereas in non-mills sector is not
reported and therefore is based on estimation pfd@uction of cotton cloth has declined by
6.08 percent while the exports in term of quardiégreased 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 6,10@15 -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¢ 1595.8§2 -2.99

Source: Ministry of Textile

(o)



Pakistan Economic Survey 2019-20

iii. Textile Made-Up Sector

Being value added segment of textile industry maglesector comprises different sub
groups namely towels, tents & canvas, cotton bdgs]-wear, hosiery, knitwear &
readymade garments including fashion apparels. iExperformance of made-up sector

during the period July-March FY2020 is presentediable 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) 337.05( 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 workers 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 performanceitfdar 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$ 2170517 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 inresit. It mainly uses locally produced raw
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materials. Most of the machines used by this ingusire imported or locally
made/assembled. Exports increased from 38.7 mildomen to 42.7 million dozen in
various types of readymade garments worth US$ Y9%#lion during Jul-Mar FY2019 as
compared to US$ 2170.5 million during Jul-Mar FY@Qthus showing an increase of 10.97
percent in terms of value and 10.44 percent in t&rguantity.

vi. Towel Industry

There are about 10,000 towel loom3able 3.8: Ex

ort 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

areource: Ministry of Textile

upgraded to produce higher value towels.

Export performance of towel sector during the pergogiven 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 Sq. 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 u?(rgg 27.953  24.104 15.96
percent of its production is exported whilgze

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.lianiKgs during the same period last
year thus showing increase of 15.96 percent. lnevirm it increased by 5.77 percent.

viii. Textile Made-Up Sector

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

and Polyolefin dominate the market. TherexXtile Fabrics

are currently five major producers of

synthetic fibers in Pakistan, with a totqbuamity
capacity of 636,000 tons per

Artificial silk resembles silk but costs less/alue (M.US$)

Jul-Mar Jul-Mar %
2019-20 | 2018-19 | Change
e
annuMTh Sq.Mtrs) 360.576 276.823 30.26
261.17p  220.459 18.47

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

9000 looms.

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

ix. Woolen Industry

The main products manufactured by the Woolen Inglusie carpets and rugs. The exports
of carpets during the period July-Mar FY2020 isegivn 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 J0ghie 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 92 736 25.27

The production of the Jute goods duringource: Ministry of Textile
Jul-Mar FY2020 remained at 31,093 metric tons asd 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 forseond consecutive year with a massive
fall during Jul-Mar FY2020. The last year beganhwiimposition of ban on non-filers
accompanied with escalating exchange rate which tkepindustry in turmoil. Resultantly
the year ended with massive fall in production &mel sales. The current year has also
witnessed new taxes like Federal Excise Duty (FEagitional Custom Duty (ACD) and
minimum value addition tax, while the exchange ratso kept escalating. Besides,
industrial fall continued to grip the automobilecgs with uncertainty and the sector has
almost reduced to half during the period.

There has been fall all over the local auto industuring the current financial year

especially in Mar 2020. The fall was even in cabéwm/three wheelers where typically

sustainable demand always exists for being low posducts and most preferable mode of
transport for the masses in general. Even thedotiion of the two new variants this year
(Suzuki Alto and Toyota Yaris) by the passengerseator could not sustain the demand in
passenger car sector.

In case of passenger cars, the sales plunged n030.8 percent in the month of March
FY2020 to 5796 units compared to 19897 units indAdfY2019. This was perhaps due to
general lock down due to corona virus pandemic. Tdokdown situation is likely to
continue in coming months, making the woes of tigustry much worse. During Jul-Mar
FY2020 production and sales of passenger cars ddofyy 47.9 and 46.8 percent,
respectively.

There was fall in heavy commercial vehicle (HCVgtse too. In case of trucks and buses
the production during Jul-Mar FY2020 dropped by 74%ercent and 28.8 percent
respectively. The non-filers policy may not havepauoted here; but the work at certain
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government projects had halted, so are the suppfiésicks and the respective payments,
resulting disruption of the chain of events atttiueking industry.

During Jul-Mar FY2020 the farm tractor sector conéd to decline with production and the

sales plunged by 37.9 and 37.7 percent, respegtividie sales during the period were only
23506 units against 37742 units sold in the cooedmg period. This decline is attributed

to increase in the prices of agricultural inputssence of support subsidies and halting of
government tractor schemes for the farmers, whilcied to their woes thus badly impacting

the bookings of Farm Tractors.

The two/three wheelers sector also failed to shaw growth; it rather dropped off
production and the sales by 12.3 percent duringMaul FY2020. Still, this sector offers
most preferred and economical means of transpaltbast alternative in the absence of
Public Transport in the cities and thus holds aeddgable and continued potential for
growth in the coming years.

The Table below shows previous year’'s comparatogtion of production figures in auto
industry (PAMA members) and for the July-March F220

Table 3.13: Production of Automobiles

Category Installed 2019-20 Noz'oolfslfgs

Capacity (Jul-Mar) (Jul-Mar) % change
CAR 240,000 88,628 170,118 47.9
LcV 43,900 10,523 19,53p 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 Associa{lbAMA)

Pakistan’s first ever National Electric Vehicle gl(NEVP) 2019 has been approved by
cabinet in November 2019. It is a forward-lookingpsneeded to deal with climate concerns
from transport sector emissions with rapidly risinghicle use. Further, it would help
reducing overall oil import bill and operationalst@f vehicles for consumers.

3.3.2

Fertilizer is an important and costly input respblesfor 30 to 50 percent increase in the
crop productivity. The overall aim is sustainalyiland growth in agricultural sector that
should match the growing population for food sdguand the promotion of economic
growth. Since fertilizer is related to food prodaont the growth of the fertilizer industry is
evident and desired by all concerned departmeimsteTare ten urea manufacturing plants,
one DAP, three NP, four SSP, two CAN, one SOP andplants of blended NPKs having a
total production capacity of 9,228 thousand tonpesannum. Total production during first

(&5 )

Fertilizer Industry




Pakistan Economic Survey 2019-20

nine months (July-March) of the current fiscal yaars 6067 thousand tonnes which was
5.3 percent more as compared to the correspondirigdoof the last year. This increase in
production is attributed to the additional suppfygas to Engro Fertilizer Limited. Urea is
main fertilizer having 75.8 percent share in prdauc capacity. Installed production
capacity of 6408 thousand tonnes per annum is éntmugeet local demand but due to gas
curtailment for fertilizer sector, high price of BNand rupee depreciation has resulted in
production of urea at 93 percent capacity durin809. Consequently, domestic demand
has to be met through imported supplies during miskand time of crop growing season.
About 101 thousand tonnes of urea was importedlyn2019 during current fiscal year.

Nutrient offtake during Jul-Mar FY2020 was 3407 ubkand tonnes which was 2.6 per cent
less than the corresponding period of the prewaas. Nitrogen and Phosphate offtake was
2490 and 878 thousand tonnes respectively whemashPofftake was 39 thousand tonnes.
Offtake of Nitrogen during first nine months of cemt fiscal year decreased by 2.4 percent
while offtake of Phosphate and Potash decrease?l@wnd 14.5 percent respectively as
compared to corresponding time frame of the laat.ye

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

3.3.3 Cement Industry

Pakistan's cement industry has posted a healthwtigrduring the first nine months of
current fiscal year July-March FY2020. Cement seq@erformance has backed by the
increased exports mainly clinker which went up B9 percent during the period. Domestic
demand for cement has picked up the pace as goeetnmncreased the development
expenditures and improved remittances inflow map dave uplifted private construction
activities.

COVID-19, as expected, had its impact on domesiitsamption of cement industry that
declined by 16.7 percent in March 2020. Exports gi®w at lowest pace of 5.27 percent as
the global markets are equally under pressure atigetsame reason. Total dispatches (local
and exports) in March 2020 declined by 14.25 pdrte8.721 Mt from 4.340 Mt in March
2019. The pressure was heavier from the domestikahavhere the uptake was reduced
3.214 Mt in March 2020 from 3.858 Mt in March 20EXxports 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 thanty declined by 10.48 percent as it
was only 2.749 Mt in March 2020 when compared \8ith71 Mt in same month last year.
Exports from northern mills also declined by 18e9gent 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 pérthe country reduced by 41 percent
and reached to 0.464 Mt in March 2020 as compare@l @87 Mt in March 2019. While
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exports from the region increased by 14.3 perdemty 0.351 Mt in March 2019 to 0.4(
Mt in March 2020.
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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 (25.68cpat increase) durinJu-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 contribute@xport perfcmance. According
to the APCMA, local dispatches from the north iased by 12.09 percent while south
region showed a decline of 26.8 percent durinc-Mar FY2@®0. Export scenario
altogether opposite to local sale. Exports from gbath increasedy 44.19 percent whil
northern region came up with 3.70 percent decluménd the perioc

Cumulative dispatches (local & exports) posted amin of 7.06 percent and reached
37.035 Mt during Jul-MaFY2C20 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 46.34 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 AssamiafAPCMA)
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The government has introduced an incentive packagthe construction industry in April
2020 which is expected to help increase local céntemsumption. Package includes
amnesty scheme, tax exemptions and Rs 30 billidsidy for Naya Pakistan. Further,
Construction sector has been given the industtysta

3.4  Small and Medium Enterprises

Small and Medium Enterprises Development Author{§MEDA), the apex SME
development organization of the Government of Rakishas an all-encompassing mandate
of fostering growth of the SME sector. SMEDA'’s bdoportfolio of services includes;
business development services, infrastructure dpusnt through establishing common
facility centers, industry support for productivépmhancement and energy efficiency, human
capital development through its training prograars] SME related projects with national
and international development partners. Salienvities/ achievements of SMEDA during
Jul-Mar FY2020 are given in Table 3.15 below:

Table 3.15: SMEDA Over the Counter (OTC) ServicesJuly 2019 — March 2020)

Sr. No. | Initiatives Jul-Mar FY2020

1. SME Facilitation 5,564
2. Pre-feasibility Studies Development (New & Ut 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 Updatedjadhostic 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 Skkvelopment and creation of a
conducive business environment for SMEs acrosssiakiIn order to create a facilitative
economic environment where SMEs can exploit emgrgipportunities in the local and
global market, draft National SME Policy has beenadoped by SMEDA.

Draft National SME Policy specifically focuses avbjcreation, export enhancement and
increased contribution of SMESs to Pakistan’s Ecopnorfihe Policy shall address core SME
development issues, including; Access to Finanassiriss Development Services (HR
Development, Technology, Marketing, Market AcceSgndards and Certifications, etc.),
simplification & rationalization of taxation regimand reduction in cost of doing business.
Other areas include IT, E-commerce, Women Entreqneship, Dairy and Livestock sector,
etc. to promote growth through a sectoral approécltohesive strategic framework for
business facilitation across the public sectoritimsdnal infrastructure, both federal &
provincial, has also been developed to supporstiolimplementation of the Policy, under
the principle of ease of doing business. Currertklg draft National SME Policy has been
submitted to the Ministry of Industries & Productitor review and subsequent submission
to the Federal Cabinet for approval.
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National Business Development Programme for SMEs @DP)

NBDP has been developed, for providing SME starsupport & business improvement
through practical, on-ground services to SMEs. Tmeject shall be instrumental in
establishing new enterprises and building the dgpasf existing enterprises through
provision of Business Development Services (BDS3ichsas; marketing, technology,
incubation, research & development and organizatidevelopment services. The program
envisages to facilitate 314,901 SMEs, over a peosidd/e years. The total cost of project is
Rs 1954.978 million out of which an allocation o R50 million has been made for
FY2020.

In February 2020, SMEDA launched its Organizatiddalelopment (OD) Grants Program.
OD Grant up to Rs 500,000 will be provided to supddb0 SMEs. SMEDA'’s largest
capacity building initiative comprising of 3,800aiming programs during 5 years across
Pakistan including Federal Capital, AJK & GB hasodbeen launched under NBDP. A total
of 15,000 SMEs will be targeted through this initia in FY2020. In the current year, to
date, 228 training programs have been conducted with 9007 Participants. Programs
include Business Startup and Management, HR, Saesketing, Regulatory / Legal
Requirement and Soft Skills for effective businepsration management. Furthermor8,
theme specific programs / helpdesks with 1,240 pactpants have also been held and 06
Over the Counter (OTC) Documents have been develope

SME Development Projects under Public Sector Devgbonent Programme (PSDP)
SMEDA, during Jul-Mar FY2020 has initiated followgi?SDP funded projects:

a. Product Development Center for Composites Based Spe Goods, Sialkot: The
project will serve as a Common Facility Center fieanufacturing of composite sports
goods i.e. Hockey sticks, Baseball and Cricket,Biiiard Ques, Rackets, & Fishing
Tackle & Golf sticks (10,800 products per annurh)s being undertaken to prepare and
support local industry to aggressively enter therimational market of composite-based
sports goods. The total cost of project is Rs 4Brndlion 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 can
vegetables is a Common Facility Center that wilblaee existing hazardous and
obsolete sun drying practices with modern dehyoinaéind packaging methods as per
international standards. The total cost of theqmiojs Rs 59.94 million out of which an
allocation of Rs 25.89 million has been made fo2630. The facility will have positive
impact on reducing post-harvest losses that arenastd 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 withiretregion. The total cost of project
is Rs 59.89 million out of which an allocation o R9.89 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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» Identification of region-specific investment oppaonities
* Over the Counter (OTC) products development

d. Business Skill Development Centers for Women at Dar Ismail Khan: The
establishment of Business Skill Development Cemt#lr promote an entrepreneurial
culture amongst women in Dera Ismail Khan. Theltptaject cost is Rs 59.49 million
out of which an allocation of Rs 15 million has bemade for FY2020. Following
services will be offered through BSDC:

« Development of Display Centers

* Development of Exhibition Centers

« Engagement of Business Development Services (ecgpuatants, lawyers, product
developers)

» Help Desks for advisory Services

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

SMEDA collaborates with international developmentgamizations such as Japan
International Cooperation Agency (JICA), Germanetnational Cooperation (GlZ),
Training and Development Centers of the Bavariamplégers Association (bfz), Germany
and local experts to extend support to the locdiistries. Technical assistance is provided
to SMEs in order to enhance competitiveness byawipg productivity, quality and energy
efficiency. Details of facilitation and support prded during the period are given below:

* Under the SMEDA-JICA Auto Parts Project, technisapport was extended to 28
auto part manufacturers in Lahore and Karachi.

* Baseline Energy audits were conducted in 06 SMBm fauto parts sector and
Sports goods sector. Follow up visits of 9 companiere also conducted for
Improving Production Efficiencies

* Conducted Occupational Health & Safety assessnfe®2 groduction units along
with layouts comprising of safety equipment ingtadins.

* Provided technical assistance in implementatiodapfinese productivity and quality
tools like 5s/5T to 15 SME units.

* Organized 16 training programs and workshops tleasaof energy efficiency,
productivity, quality, 5S/5T, total productive mtnance, etc.

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

Economic Cooperation & Development Forum (ECDF}fplan has been set-up to discuss
challenges and opportunities to accelerate econgmoith in the Newly Merged Districts
(NMDs). The forum comprises 50 experts from puldexctor, think tanks, donors, civil
society organizations, academia, banks, chamberpavate sector. ECDF has developed
and submitted proposals for development of mineedtor to the Khyber Pakhtunkhwa
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government for economic development of NMDs. Otimitiatives include; extension of

Khyber Pakhtunkhwa Mineral Governance Act 2017yomhtiction of mineral specific

magistracy system, digitalization of mine lease®taent process and declaring the
ownership of Khyber Pakhtunkhwa Government on nalhersources in the NMDs.

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

In order to develop clusters by establishing Comifracility Centers (CFCs), SMEDA and
UNDP are jointly implementing Small Business In&ntions Project. Under the project, 11
CFCs (7 in Khyber Pakhtunkhwa and 4 in Sindh) wél established. During the period,
following 11 Proposals have been developed and gtdahio UNDP for funding:

» Compartmentalized Cold Storage (100 MT), Mirpurktiadh

» Fruit Processing and Ripening Facility at Kara@indh

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

* Peanut Processing Facility- Peshawar, Khyber Pakhtua

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

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

* Honey Processing CFC, Tarnab, Khyber Pakhtunkhwa

* Maize Silage Processing CFC at Domail, Bannu Kh{gakhtunkhwa

«  Women Owned Reefer Van for Trout Fish, Swat, Khydakhtunkhwa

Cluster Development Based Mineral Transformation Pan/ Vision 2025

SMEDA was awarded a contract for a project titIeddsibility/ Research Study on Cluster
Development Based Mineral Transformation Plan/ &fisi2025 by the Planning

Commission. The project entails an extensive stofl20 mineral clusters of Pakistan.
Through the project, the government intends to kbgpvenew mineral clusters besides
improving the efficiency of existing ones throughdbe value chain i.e. supply-chain
development, market intelligence, attraction ofefgn direct investment & improved

processing. During the period, 05 Value Chain ssidil4 Cluster studies, and project
proposals for Gypsum value addition & Advanced @eaRrocessing Unit, Mansehra were
developed.

3.5  Slaughtering

Slaughtering has 6.9 percent share in manufactaim0.94 percent share in GDP. This
sector constitutes products i.e., meat, hidessskiones, and blood etc. Pakistan is one of
the largest animal producers in the world with hygsential of its growth. Export
opportunities of meat from Pakistan are risingha wake of continuously rising demand in
the global market. Middle East and Gulf markets engyeat potential for Halal meat
suppliers. Pakistan has exported US$ 233 millionthvof meat during Jul-Mar FY2020 as

(1)




Pakistan Economic Survey 2019-20

compared to US$ 156.4 million during the same pklést year, reflecting a 48.9 percent
increase.

3.6 Mining and Quarrying

According to the Pakistan Standard Industrial Glasdion (PSIC) 2007, Mining and
Quarrying sector includes the extraction of minei@curring naturally as solids (coal and
ores), liquids (petroleum) or gases (natural gasjraction can be achieved by underground
or surface mining or well operation. Mineral Secisra significant section of Pakistan
National Accounts. The Mining and Quarrying sect@gatively grew by 8.82 percent
during Jul-Feb FY2020 as against 3.19 percentmiethst year.

3.6.1 Minerals

The mineral potential of Pakistan is widely recagai to be excellent as out of 92 known
minerals 52 are commercially exploited in Pakistatt includes coal, copper, gold,
chromite, mineral salt, bauxite and several otherenals. Despite of all the endowments
mineral sector is exhibiting insipid performancelats contribution to GDP remained at
2.51 percent. Although efforts are underway toelt®y the sector but enough remains to be
done to enhance the sector to fully exploit theouweses. This sector is lagging behind
despite huge potential, due to interconnected amallapping issues like poor regulatory
framework, insufficient infrastructure at minesesit outdated technology installed, semi-
skilled labor, low financial support and lack of rketing.

During Jul-Feb FY2020, Barytes, Quartz, Ocher awntbBite posted a positive growth of
241.6 percent, 130.8 percent, 68.8 percent and/ Igefcent, respectively. However, some
witnessed negative growth during the period undstieww such as Coal 6.34 percent,
Natural gas 6.36 percent, Crude Oil 10.55 perdgeéhtpmite 54.5 percent, Magnesite 55.9
percent, Lime Stone 14.71 percent, Marble 3.62guetrand Iron Ore 32.73 percent. (Table
3.16).

Table 3.16: Extraction of Principal Minerals

Minerals Unit qf 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 @xation, exploitation and investment
promotion of mineral endowments in Punjab. It gsaahd regulates the leases of all
minerals except oil, gas & radioactive mineralstebiorate General of Mines & Minerals
has contributed a handsome amount Rs 30 billioroastax 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 o1,447
applications are being processed fogo.aI 621,886
- _ China Clay 6,029
grant of mining concessions of cementeciay 620597
raw material. Fuller Earth 400
Gypsum 425,669
« To bring transparency and efficiency iNGypsum LS 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. TheRock Salt 1,160,595
relevant HR for development of thigRock SaltLSM 699,355
system is recruited by the departme.ﬁ!'!ca Sand 447,941
~"Silica Sand LSM 29,198

and they are Current!y working on €S, 0rce: Director General Mines and Minerals, Punjab
development of this system. The

objectives of this system are:

o Once completed and operational, it will readily \pde access to the public to
geographic location of mining concessions; theangjdetails; production etc.

o It will also include application management systimn maintaining and filing of
online application for grant of mining concessions.

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

* To encourage the investors in small scale mining) tanremove confusion for current
concessionaires, the department has also takeatiwet for lifting of ban on grant /
renewal of coal mining concessions. The proceshffimg the ban is in final stages.

Khyber Pakhtunkhwa

The Director General Mines & Minerals is a provaicidepartment responsible for
development of mineral sector. It has two divisiomsmely Licensing Division and
Exploration Promotion Division.

The total area of Khyber Pakhtunkhwa is 74,521 &gdUt of which 70 percent consist of
mountains and rocks. The formation of these roakstains huge prospects of different

()




Pakistan Economic Survey 2019-20

metallic/non-metallic minerals and various precisami-precious gemstones minerals. It
has large number of mineral resources which haveygiobeen exploited at all to its full
potential. Mines Rescue Safety and Training Cemreplaying an important role in
providing technical hands, so far more than 750€kets 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 Khyberggie sione 301505
Pakhtunkhwa Mines and Minerals Actgp e Clay 1096847

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

incorporated for Erstwhile FATA.

0 Ban of erstwhile FATA application has been lifted.

o0 An ADP scheme “Establishment of Mining Cadastrategn in Khyber Pakhtunkhwa”
IS in process.

o Total No. 1646 applications for different Mineratl&s have been processed in 2019.

Sindh

The province of Sindh has large quantities of matgerin all there are 24 minerals which are
being mined at present. Among these, Sindh hae [gugntities of coal and granite reserves.
The granite area which was inaccessible has now t@enected with Karachi by a network
of roads and other facilities like Rest House #tis also proposed that a Granite Park will
be established at Nagarparkar. Karunjhar range adnmtains in Nagarparkar has huge
reserves of granite and other rock types of exdldetthickness which has the potential to
compete the international market. It spreads east area and its estimated reserves are
around 10 billion tons. The Directorate of Mines Mineral Development, Sindh is
sponsoring a scheme for study through consultaeashility Study of Granite Deposits in
Tharparkar, Sindh”. Previously leases were grantedaphazard manner without any
policy. The department has now constituted a pdieyjudicious and transparent award of
leases in this area. It will be ensured that O§dagranite factories are set up by year 2030 in
this remote area. This will not only generate laggeployment opportunities for poor and
downtrodden masses of this far-flung area but al#lo get world-class granite for local
consumption and export with the result that poveatjo will be decreased and increase in
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growth rate of government revenue will take majartgor economic development of the
province.

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

The Mines & Mineral Development Department, hagady established Geo-data Centre
with official web portal which will provide all th@ecessary information to the General
Public as well as Investors/Stake holders. Thisiemmwith mineral based information and

online granted leases database along withprovisfomformation regarding the granted

areas in the Sindh.

Balochistan

Balochistan is the largest province (area wisethefcountry constituting 43 percent of the
total National landmass. The Country, in genenadl the province in particular, is endowed
by the nature with the blessing of substantial maherealth. Mineral industry can play an
important role in boosting up the socio-economicigén Balochistan as agriculture in other
parts of the country but due attention could nogiven to the exploration and development
of mineral sector due to financial constraints, vyeaisk investment and lack of
infrastructure as the deposits are located in rerant far flung areas.

Nature has gifted Balochistan with vast naturaloveses. Efforts are being made for
scientific exploration and exploitation of thesesaerces. Government has given prompt
attention towards the development of minerals. &@&i national and multi-national
companies are involved in exploration of mineratsd ehave obtained areas for pre-
feasibility studies/Exploration/Exploitation of GhlCopper, precious metals and associated
minerals in Chagai and other districts. Nine laggale licenses and more than 1450
concessions of various minerals have been granteifferent private/public-sector small-
scale Mining companies.

Balochistan province has large deposits of Limest@ypsum and Coal (raw material for
cement manufacturing) and investment opportunfbesnstallation of cement factories are
available. Seven applications for grant of expioraand Mining Lease are under process
for cement raw material in Director General of Min& Minerals office Quetta. After
completion of study reports the Licenses will barged. The Geological Survey of Pakistan
(GSP) has planned the mapping of 50 top sheetkeofautcrop area’ of Balochistan for
identification of minerals at a cost of Rs 127.588lion during a three-year period. The
project has been submitted to the quarters condefmreits incorporation in the Public
Sector Development Programme (PSDP 2020-2021).

3.7 Conclusion

LSM has exhibited a mix pace of performance duRg020. The policy measures taken to
stabilize the economy in FY2019 still continued itapact in FY2020. In addition,
expensive industrial inputs, implementation of gtzdtion and revenue measures and lower
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domestic demand remained the key reasons behisdstitnidued performance. However,
when slight improvement was started to be seexpor-oriented sectors and construction
allied industries i.e. cement, thus a gradual ecoboorecovery was expected but
unfortunately recent COVID-19 crisis has broughtremmic activity to a near-halt, both
domestically and globally. Textile and Apparel,eatly weight sector, is highly exposed to
this crisis due to its labor-intensity. Still, uniznty regarding pandemic, global economic
downturn and dismal domestic demand has escaldted downside risks for the
manufacturing sector. Nevertheless, the governmasures taken to boost economy are
expected to bring positive impact on manufacturing.

Mining and Quarrying posted subdued performanceindu=Y2020. Nevertheless,
considering its huge potential, government is cottedito make this sector as one of the
most profitable and rapidly growing sector of tloermomy.
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Chapter 4

FISCAL DEVELOPMENT

Fiscal policy has a significant role in creatingegquitable distribution of income and wealth
in society. Particularly, better fiscal manageméetps mobilize domestic savings and
increase the efficiency of resource allocation. €aguently, it paves the way for achieving
macroeconomic stability along with promoting moustainable and inclusive growth.

Historically, whenever Pakistan’s economy has vaseel higher growth, it was
unsustainable because it created macroeconomiddand®s. The growth was largely driven
by consumption-led spending as opposed to invedtriié@ non-productive nature of this
growth caused higher external and fiscal imbalandgsnsequently, it has seriously
undermined the growth prospects. Furthermore, tstraic weaknesses like weak tax
administration, a difficult business environmeriwltax to GDP ratio and insufficient
resources further aggravated the situation.

In 2018, the economy was at a critical juncture wuesing debt and liabilities, high current
account and fiscal deficit, depleting foreign exul@ reserves and circular debt. In
particular, persistently high fiscal deficit dueib@ome-expenditure mismatch resulted in an
unsustainable level of public debt, which in turbecame the major source of
macroeconomic imbalance. In the wake of these ehgdls, the government introduced
adjustment and demand management policies to eesar®mic and financial stability and
to improve the growth prospects. Similarly, Pakistatered into 39-months Extended Fund
Facility with IMF for the $ 6.0 billion to suppottte government’s reform program.

These measures helped in handling macroeconomialamdes, particularly, the constraints
on the fiscal side were put on the path of fisaatigline and fiscal consolidation. During
the first nine months of the current fiscal yedr naajor fiscal indicators have witnessed a
marked improvement owing to government’s stringéatal strategy to improve the
revenues through comprehensive tax measures andhiattative reforms along with
expenditure rationalization. The persistence ofse¢heneasures would be supportive in
addressing a large primary deficit to ensure delstasnability over the medium term.
Further, with the promulgation of the Public Finanklanagement Act 2019, budgetary
management is being strengthened and it will eragrufiscal discipline and transparency,
going forward.

During the first nine months of the current fisgahr, the performances of fiscal indicators
suggest that fiscal consolidation is on track. @ildiscal deficit reduced to 4.0 percent of
GDP against 5.1 percent of GDP recorded in the spem®d last year while primary

balance posted a surplus of Rs 194 billion duruig-Barch, FY2020 against the deficit of
Rs 463 billion during the comparable period of FY20 Total revenues grew by 30.9
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percent during July-March, FY2020 against 0.04 @ergrowth during the same period of
FY2019, on account of substantial rise in both tax and non-tax reven8esilarly, on the
expenditure side, PSDP spending withessed a signifirise both at federal and provincial
levels. Overall PSDP expenditure grew by 24.9 perdaring July-March, FY2020 over the
previous yeatr.

However, the outbreak of Coronavirus (COVID-19) Imegjatively affected the near-term
outlook. It has brought significant challenges floe economy by squeezing the economic
gains achieved during the ongoing fiscal year.drtipular, fiscal accounts are expected to
come under tremendous pressure.

On one hand, the Government is focused on incrgalseexpenditures on public health and
strengthening social safety net programs, whil¢henother, it intends to mitigate the impact
of the COVID-19 on theconomy. In doing so, the budget will thereforegenarily deviate
from initial targets. On the revenue side, achiguargets of both tax and non-tax would be
challenging owing to disruption in economic actyimanifested through both demand and
supply shocks. The budget deficit is expected tieed the target set for FY2020.

Nevertheless, th&overnment has acted in a timely and well-calilatat@nner to lessen the
detrimental effects of COVID-19. It has taken agprate measures to support the economy
through fiscal and monetary policies. On the fiside, a comprehensive fiscal stimulus
package has been initiated in order to accommadbatexpenditures required to mitigate the
impact of the COVID-19 shock. The package has etkstress on fiscal flows, however, the
impact may become severe if the pandemic lasta flanger time period. State Bank of
Pakistan has responded timely through appropriateetary policy response. The measures
have been aimed at a reduction in the policy rawe iatroduction of various ways to
improve theliquidity of, particularly small-scale businesséshas introduced various other
temporary and time- bound actions which will ensu@netary stability and functionality of
the financial system in the wake of COVID-19 crisis

In order to meet the financing requirement for éhegpenditures, additional resources have
also been mobilized through various internatioriahricial institutions including IMF,
World Bank, ADB etc. The government is constantignitoring the situation in the
country and accordingly additional measures ar@doeleployed to meet the emerging
requirements.

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

The COVID-19 pandemic has not only caused sevemeada to human lives but it has also taken a tol| on
global economic activity. Various necessary safetyasures have brought much of the global economic
activity to a halt. IMF has projected the globabromy to contract sharply by —3 percent in 2020¢cm
worse than during the 2008-09 financial crises.hWhie decline in global output, revenues are expected to
reduce even more sharply.

To date, various policy measures have been takeldwide in this regard to mitigate the health andreomic
effect of the COVID-19 outbreak. However, in resperto these measures, fiscal balances in 2020 are
expected to deteriorate significantly in almostcauntries, particularly, a substantial wideningipected in
the United States, China and several European aihAeconomies. While for Pakistan, the fiscal aiefs
projected to increase by 9.2 percent of GDP in 2020
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By increasing expenditures on monitoring, containt -

and mitigation, countries are allocating more fis Fig: 4.1- General Goovernment
resources to the health sector. Moreover, to leskel Overall Balance (% of GDP,
economic impact of COVID-19¢ountries are providin | i i = ia o o e bn b e ba e
additional fscal resources to other sectors of the econi | & s m i & & &= B 0 B R
On the expenditure side, measures include exter | & &= B Bl B B AR B
unemployment benefits, governm-funded paid sick E 9_2 8.3 835 9_2
leave, wage subsidies, targeted transfers to afl | B 95 11.£11.2 h
households and firms, and support to -hit sectors such| — 126
as tourism, hospitality services, and travel. Oarigvenue 154 o = c © s c
side, measures include temporary deferral of caeoanc § g s 8 3 < 3 g g 5 £
personal income tax payments and social sec g § o3 § O = 2 ¥
contributions ranging from three months to one yeea o =l
well as temporary taxefief or exemptions, including ¢ | qrce: Fiscal Monitor, April.2020. A

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

In order to finance these additional fiscal measurgovernments strategy around the world inclt
reprioritizing budget items; usingmergency funds or buffers; frontloading existipgrsding plans, extern
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 FY2019 indicate a sharp deterioratior
overall fiscal deficiincreased t 9.1 percent of GDP owing to thumprecedented decline
revenue collection and significant rise in current expenditures. Earlia significantly
higher level of fiscal defit was recorded at 8.8 percent in FY2012 follovegd.2 percen
in FY2013.

Total revenues remained below the revised targd@dd percent of GDP and stood12.9
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#ecorded 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 royaltiegas
and oil, discount retained on crude oil and otleerds owing to increase in rupee value
crude oil. However, a sharp decline in revenuesfbmth SBP profit and me-up (PSE &
others) offset the impact of an increase in calbectvithin energ-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, sugpe
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 developmemtdspg, a significant ris
in current expenditure kept total expenditures atgher level.Development 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 perag@mGDP 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|1 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 5.5 20.0 15.9 4. 14]5 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 4.6 15|3 12.6 2.7
FY2017 5.8 21.3 16.3 5.8 15|5 12.4 3.0
FY2018 6.5 21.4 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 39 16,9 14.6 2.3
Tincluding net lending,  * on the basis of red<GDP numbers, B.E: Budget Estimates

Source: Budget Wing. Ministry of Finance

Similarly, thefiscal year 2019 witnessed a deterioration in pryvend revenue balances
which highlighted growing debt pressure and limifessd¢al space for critical development
expenditures. During FY2019, primary balance postéeéficit of Rs 1,353.8 billion (-3.6 %
of GDP) against the deficit of Rs 760.5 billion .26 of GDP) in FY2018. Likewise,

revenue deficit stood at Rs 2,203.3 billion (-5.8¢45DP) in FY2019 against the deficit of
Rs 626.3 billion (-1.8% of GDP) in FY2018.

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

The efficient utilization of public expendituresrfpriority areas is at the forefront of the
government’s reform agenda. The aspiration is fgpstt higher inclusive and sustainable
economic growth. However, the legacy of inefficiistal management has posed multiple
challenges for the present government in allocasuificient resources for priority areas.
Particularly, higher interest payments, untargetgosidies 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 14.2 7.3 -3.3 -2.7
FY2009 19.2 15.5 4.8 2.9 3.4 11.9 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 12.4 6.9 -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 4.5 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 3.7 4.4 14.3 6.9 -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 of Finance and EAngls Calculations

During FY2019, total expenditures grew by 11.4 patdo Rs 8,345.6 billion (22.0 percent
of GDP) against Rs 7,488.4 billion (21.6 percenG@iP) in FY2018. Despite a decline in
development expenditures during FY2019, acceleramxivth in current expenditures
attributed to a sharp rise in growth of total exgigures. Overall, current expenditure
contributed 85.1 percent in total expenditures rurFY2019 against the share of 78.2
percent witnessed in FY2018. During FY2020, thersh@as 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. jptacontribution in
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&epgrrespectively during FY2019 agai
20.0 percenaind 25.6 percent, respectively in FY2(

Anothe major component within current expenditures itedee related expenditure whi
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 epérshare in total and curre
expenditures, respectivelyin FY2019 against the share of 13.8 and 17.6 perc
respectively during FY2018.

Regarding current subsidies, it has witnessed gpdiee in FY2019 in both absolute a
growth terms. It increased frolRs 114.2 billion in FY2018 to R$95.3 billion durinc
FY2019, thus grew by 71.1 percent. Its contributithin current expenditures increasec
2.7 percent in FY2019 from 2.0 percent recorde&Yi2018. A significant ris¢ in subsidy
waslargely attributed to higher enel-related subsidies due to power generat

Within current expenditures, other components a¢smrdeda sharp rise during FY201
For instance, Superannuation Allowances & pensibn7( percent), Grants (other th
Provinces) (15.2 percent), Other Genelublic Services (45.9 percent), Public Orders
Safety affairs (37.6 percent), Economic affairs.{2gercent) and Social protection (1
percent).

Fig:4.4- Expenditures % of GDP

Current Expenditure == Development Expenditure Total Expenditure
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Contrary to therise in current expenditures, development expergstiand net lendin
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. FaldeSDP declined tRs502.1 billion
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(Net excluding development grants to provinces), whilevmcial stood aRs506.2 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 1
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

Fig:4.5- Tax Revenues % of GDI
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in FY2019 against the collection Rs 3,843.&villion (revised) in FY2018, thus postec
negative growth of 0.4 percent. While in terms @F; it reduced t10.1 percent during
FY2019 as compared to 11.1 percent of GDP in FY2®¥8ak tax collection is large
attributed to aslowdown in economic growth, low tax rates on majetroleum product:
suspension of withholding tax collection on mokibg-ups, import compreson, reduced
government spending andeduced rate on salary incot

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

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 3,843.8 111 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 percent in FY201Similarly, sales
tax colection reduced by 1.8 percent owing to the shagplige in the GST rate ¢
Petroleum Products on both import and domesticestaggduced GST on natural gas
import compression. However, customs duty and FiEbtgd a healthy growth of 12
percent and 1.6 percent respectivel

Fig: 4.6 (h)- FBR Rev as % of GDP
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In terms of share within total FBR tax collectid®ales tax remained the major reve
source with ahigher contribution of 38.1 percent followed by tHieect taxes with 37.
percent. Similarly, theshare of customs stoodt 17.9 percent while FED contribution

total FBR tax collection reached 6.2 percent dufiY@019. It impliesthatthe tax structure
of Pakistan over the years still remains heavilyat@lent on indirect taxe

Currently, the contribution of indirectxes is 62.2 percent in total FBR tax collection et
has reduced from 68.5 percent in FY2006. On therdtand, the contribution of direct ta»
has increased steadily over the years on accowdradus reforms/initiatives undertaken
the past likentroduction of USASthe promulgation of Income Tax Ordinance, 2001. A
result of these initiatives, the emphasis has ethifo voluntary compliance, automation
entire business processes and reduction of comptaatrates frol 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 Fig:4.7- Share of Direct and Indirect
. e Taxes in Total FBR Collection (FY2019)
of services to the provincial governmen Customs

18%

like telecommunication, banking an
insurance services which were the maj

source of revenue of sales tax. Similarly, t| "5
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 e
20 percent in FY2020. 6%

Sales
38%

Historically, FED has been an important source BRFevenues, however, it has witnessed
a declining trend over the years and now it is tiaito only afew commodities like
cigarettes, cement, beverages, international treteel The contribution of FED in the total
collection has dropped from 20 percent in FY1996 percent during FY2019.

The present government is focused on introducitax atructure that is not only capable to
generate sufficient revenues to meet governmerg&inbut also embodies fairness and
equity in taxation, reduces the burden of high sakeat distorts economic incentives,
improve tax enforcement and promotes efficient eggponsive tax administration. In this
regard, various reforms / special initiatives ateps have been envisioned by FBR, aligned
with progress in the sectoral policies for the Ifeation of taxpayers. These initiatives are
intended to give fruitful results in the form ofttee revenue collection in line with efforts to
facilitate the taxpayers for the best outcome (Bpx-

Box-1I: Major Initiatives Taken by FBR
A. Automation of Business Processes

For simplification/ automation of registration @fles tax and income tax, a mobile app has beewteanfor
online registration. However, biometric verificatitnas been outsourced to NADRA to avoid any contact
between a tax collector and taxpayer. In additidbax Assan’ App has also been launched which clater
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 fad®oing of the tax base
— Data of more than 3.5 million industrial and comaigrusers gathered
— Informal letters issued to all such consumeos rdgistration
— Inthe first phase notices to industrial consumigsued for registration

i. To develop a 360-degree view of tax payers, datacss like banks, vehicles and real esfate
transactions have been captured and a Data Baekoped.

iii. Number of tax filers has reached to around 2.7ioniJlwhich is a record high in the history of FBR
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for the tax year 2018.
C. Registration of Persons for Sales tax

Industrial and commercial data of DISCOs have bagiained which are being utilized for registratiohn
those traders who have obtained commercial or indlisonnections but are not registered for stdgs

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

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

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

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

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

ii. Launch of Device Identification, Registration anld&king System (DIRBS) to control smuggling
mobile devices

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

iv. Forensic audit in Sugar, Tobacco and Steel Indisstio address leakages and tax evasion af
these industries

Under Customs Implementation Plan, the following ae the priority initiatives

i. More contribution / collection through realizingusk-up revenue through administrative measu
like Auctions, Recovery, litigation disposal etc

ii. Enhance Effectiveness of the Risk Management Pspé&ssablishment of National Targeting Cen
to prevent loss of revenue through mis-declarationvalues, quantities, & description

iii. Strengthening of Post Clearance Audit Organizatma Function to ensure that consignme
cleared through Green channel are scrutinized asslifple evasions/short payments are recovere

iv. Design, Develop and Roll Out of WeBOC-global foseaf doing business and promote bonaf
imports

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

i. Transformation of Business Model

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

Source: Federal Board of Revenue (FBR)
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Fiscal Performance (July-March, FY2020)

The fiscal performance during the first nine mondhshe current fiscal year has remained
strong. With the continuous efforts to ensure fisd&cipline, the government has

successfully reduced the fiscal deficit to 4.0 patcof GDP during July-March, FY20

20

against the deficit of 5.1 percent in the compargi@riod of FY2019. Similarly, primary
balance posted a surplus of Rs 193.5 billion (Gebcegnt of GDP) during July-March,
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FY2020 against the deficit of Rs 463.3 billion 2lpercent of GDP) last year. The
improvement in thdiscal account is largely attributed to higher praal surplus and a

sharp rise in non-tax revenues. Overall, total mees posted an impressive growth that
outpaced the rise in expenditures.

Table 4.4: Consolidated Revenue & Expenditure othe 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 11.2 9.4
a) Tax Revenue 6,431/0 3,594.3 3,16R.1 13.7
% of GDP 14.6 8.6 8.3
Federal 5,822.0 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 1,095.6 421.6 159.9
% of GDP 2.3 2.6 1.1
B. Total Expenditure 10,740.0 6,376.1 5,506.2 15.8
% of GDP 24.4 15.3 14.9
a) Current Expenditure 9,025/0 5,611.6 4,798.4 16.9
% of GDP 20.5 13.4 12.6
Federal 6,096.0 3,887.1 3,180.9 22.2
Mark-up Payments 2,891[0 1,879.7 1,45p.2 28.8
% of GDP 6.6 4.5 3.8
Defence 1,153.0 802.4 774.Y 3.6
% of GDP 2.6 1.9 2.0
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 1,662.0 722.5 578.5 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 -1,9%2. -12.3
As % of GDP -7.5 -4.0% -5.1*4
Financing of Fiscal Deficit 3,282.0 1,686.2 1,®P. -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 484.0 601.8 787.7 -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 operationsiereie collection grew by 30.9 percent
during July-March, FY2020 in contrast with 0.04 gant growth in the same period of
FY2019 despite a slowdown in economic activity amgbort compression.

In absolute
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terms, total revenues stood at Rs 4,689.9 billldhZ percent of GDP) during July-March,
FY2020 against Rs 3,583.7 billion (9.4 percent @R} in the same period of FY2019.
Both tax and non-tax revenues have performed biettevosting overall revenue collection.

Tax revenues increased to Rs 3,594.3 billion dutivg first nine months of the current
fiscal year against Rs 3,162.1 billion in the corapée period last year, posting a growth of
13.7 percent. Tax revenues picked up in respamnsarious policy measures implemented
at the start of FY 2020. Out of total tax colleatidederal and provincial tax revenues
increased by 13.9 percent and 11.6 percent respctiuring July-March, FY2020. Within
total federal tax collection, FBR accumulated R®13,3 billion (7.3 percent of GDP) during
July-March, FY2020 against Rs 2,704.5 billion (Belrcent of GDP) in the same period of
FY2019, posting a growth of 12.6 percent.

Non-tax revenues witnessed a strong recovery dududg-March, FY2020 against the
decline of 16.7 percent in the comparable periothstf year. In absolute term, it amounted
to Rs 1,095.6 billion during July-March, FY2020 e Rs 421.6 billion in the same period
of FY2019. The major source of this rebound waslstantial rise imeceipt of outstanding
telecom licenses renewal fees and SBP profit. [ileakup shows that out diie total,
Rs 635.5 billion were accumulated as SBP profilofeéd by Rs 113.2 billion from PTA
profit, Rs 70.0 billion under mark-up (PSEs & o#)erRs 65.6 billion from royalties on
oil/gas and Rs 26.6 billion asdavidend.

On theexpenditure side, total expenditures incurred dudaly-March, FY2020 grew by
15.8 percent to Rs 6,376.1 billion (15.3 percentGidP) as compared with Rs 5,506.2
billion (14.5 percent of GDP) in the comparableipeiof FY2019. Within the total, current
expenditure remained the major source of increage .9 percent growth in nine months
of the current fiscal year. In absolute termspdreased to Rs 5,611.6 billion during July-
March, FY2020 against Rs 4,798.4 billion in the pamable period of last year. The
increase in current expenditure is primarily atitda to higher mark-up payments, grants
for social spending and expenditures on sociakgtain.

It is worth mentioning that there has been a sulisiarise in the grants during the current
fiscal year as these increased by more than 5@peto stand at Rs 363.1 billion against
Rs 227.1 billion in the comparable period last yddigher social spending reveals the
government’s commitment to improve the living start$ of people apart from providing
them withbasic necessities of life.

On the other hand, the mark-up payments on bothedbemand foreign debt consumed

Rs 1,879.7 billion during July-March, FY2020 agaiRs 1,459.2 billion in the comparable

period of last year, thus grew by 28.8 percentrdase in mark-up payments has been
observed mainly on domestic debt as a result didrignterest rates and re-profiling of

domestic debt.

Further breakup of current expenditures shows teence 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 tdlB8.5 billion against Rs 96.8 billion
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in the same period of FY2019, registering a growftid5 percent. The break-up shows that
Rs 133.9 billion has been provided for inter-Disaaff differentials and Rs 8.5 billion to
WAPDA (receivables from FATA). Similarly, Rs 11.7lion subsidy has been released to
the LNG sector for providing gas to the industrylower rates. Most importantly, against
the budgeted amount of Rs 2.5 billion to UtilityoRts Corporations (USC) for Ramazan
package, the government has provided an amouns dfORbillion subsidy during the first
nine months of theurrent fiscal year.

Development expenditure (excluding net lendinggby 14.6 percent during July-March,
FY2020 and stood at Rs 751.7 billion against Rs®B5ilion in the same period last year.
The sharp rise has been realized across both fealedaprovincial levels. In particular,
PSDP expenditures grew by 24.9 percent during Maech, FY2020 in contrast to a sharp
decline observed during the same period last yeaabsolute 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 expendituresessed a remarkable performance by
posting a growth of 38.4 percent and amounted ta3&0 billion during July-March,
FY2020 against Rs 276.0 billion in the comparaldequl last year. Similarly, federal PSDP
grew by 12.6 percent to stand at Rs 340.5 billisrtampared with Rs 302.4 billion in the
same period of FY2019.

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

Detailed analysis reaffirms this fact that overfidical accounts have registered a significant
improvement during the first nine months of therent fiscal year. However, the outbreak
of COVID-19 has brought plethora of challenges to further improve the fisodicators.
The government has taken swift actions to conthe@ $pread of theirus along with
introducing an economic stimulus package. The aBpir is to increase health expenditures,
strengthening social safety net programs and stipgaconomic activity.

Nevertheless, in doing so, major risks have emetge@rds the end of the current fiscal
year such as expected revenue shortfall and a stsspn expenditures due to higher
subsidies and grants. Consequently, the short ssronomic impact of COVID-19 is
expected to be significant, creating large fiscal external financing needs.

FBR Tax Collection (July-April, FY2020)

FBR tax collection has witnessed a remarkable tourad during the current fiscal year
after posting negative growth of 0.4 percent in BY2 The overall FBR tax collection
grew by 10.8 percent to Rs 3,300.6 billion duringdyJApril, FY2020 against Rs 2,980.0
billion in the comparable period last year. Withie total, the domestic component of tax
revenue collected by the FBR grew by 14.7 peragstand at Rs 2,777.7 billion in first ten
months of thecurrent fiscal year against Rs 2,421.1 billion ne tomparable period last

year.
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The rise in tax collection is attributed to variqadicy initiatives implemented at the start of

FY2020 such as charging sales tax on more itenteatetail price under 3rd Schedule,

reinstatement of taxes on telecom services andpaand revision of tax rates on various

salary slabs. In addition, an upward revision i@ fiederal excise duty (FED) rates and the
abolishment of the zero-rating regime on five exooiented sectors provided further

impetus to FBR tax collection.

Tax wise details are presented in the followindeab

Table 4.5: FBR Tax Revenues(Rs Billion)

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

A. DIRECT TAXES
Gross 1,147.8 1,285.9 12.0
Refund/Rebate 76.1 62.1
Net 1,445.5 1,071.7 1,223.7 14.1
B. INDIRECT TAXES
Gross 1,944.2 2,165.9 11.4
Refund/Rebate 35.9 88.4
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 21.2 76.4
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 14.7 12.0
Net 685.6 558.9 522.8 -6.5
TOTAL TAX COLLECTION
Gross 3,092.0 3,451.( 11.6
Refund/Rebate 112.0 150.5
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 registerggoavth of 14.1 percent during the first ten
months of FY2020. The net collection has incredsaoh Rs 1,071.7 billion to Rs 1,223.2
billion. The bulk of the tax revenues of directaaxs realized from income tax. The major
contributors of income tax are withholding tax, waary payments and collection on
demand.

[l. Indirect Taxes

The gross and net collections of indirect taxesshaitnessed growth of 11.4 percent and
8.9 percent respectively. It is accounted for gfent of the total FBR tax revenues.
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i. Sales Tax

Within indirect taxes, net collection of sales lagreased by 15.7 percent. The gross and net
sales tax collection during July-April, FY2020 hasen Rs 1,424.8 billion and Rs 1,348.4
billion respectively, showing growth of 20.1 percent and 15.7 percent respegtivelfact,
around 55.0 percent of total sales tax was cortgtbby asales tax on import during
July-April, FY2020, while the rest was contributeylthedomestic sector.

ii. Federal Excise Duty

The collection of federal excise duties (FED) dgriruly-April, FY2020 has recorded 12.0
percent growth. The net collection has stood a2G&1 billion during July-April, FY2020
as against Rs 184.0 billion during the same pdastlyear. The major revenue spinners of
FED are cigarettes, cement, services and beverages.

ili. Customs Duty

Customs duty has registeredchegative growth of 6.8 percent and 6.5 percentrasgand
net revenues respectively. The net collection hegahsed from Rs 558.9 billion during
July-April, FY2019 to Rs 522.8 billion during JuBpril, FY2020. The major revenue
spinners of customs duty have been vehicles, nlifess, iron and steel, electrical
machinery, plastic, edible fruits etc.

Impact of COVID-19 on FBR Tax Collection

COVID-19 pandemic has casted a significant impactevenue collection efforts of FBR.
During the first eight months of FY2020, FBR recanidotal revenue collection of Rs 2,738
billion with a growth rate of 17.5 percent overtlscal year. FBR was able to achieve 91.4
percent of its (first revised) target for the pdriblowever, after the outbreak of COVID-19
pandemic, an average negative growth rate of 1&.dept was recorded during March 2020
and April 2020 as compared to last year as wetiomspared to thprojected collection. The
situation is likely to exacerbate further during tmonth of May and slight recovery is
expected in the last month of the financial yeacalse of usual lumped government
spending.

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

The Federal Government has recently announcedcamtine package for the construction
sector, fulfilling the longstanding demand of beild and developers for fixed income tax
and declaration of theonstruction sector as an industry. The packagddamat only revive
the construction industry but also serve as a ysttdad enhance business activity in forty
different economic sectors. Furthermore, FBR i alsiving for simplification of laws and
procedures to reduce the cost of doing busines$oared administrative burden.

The total impact of COVID-19 pandemic is yet to Betermined. The dynamic and
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challenging nature of the crisis necessitates aalggdynamic and vigorous strategy that is
capable of being evolved in response to the demawadie on it.

Provincial Budget

Total expenditures of all provinces are expectedntoease by 23.8 percent, to stand at
Rs 4,090 billion in FY2020 against the revisedreates of Rs 3,302.5 billion in FY2019.
Within the total, current expenditures are budgeted to risd2y percent to Rs 2,952.7
billion in FY2020 against the revised estimatedskef2,619 billion during FY2019. On the
other hand, development expenditures are expectegtrhain at Rs 1,137.3 billion in
FY2020 against the revised estimates of Rs 683i6rbin FY2019, reflecting a growth of
66.4 percent. The share of current and developmependitures in total expenditures is
expected to remain at 72 percent and 28 percepecagely during FY2020.

Table 4.6: Overview of Provincial Budgets Rs Billion
ltems Punjab Sindh Khyber Balochistan Total
Pakhtunkhwa
FY2019 | FY2020 | FY2019 | FY2020 | FY2019 | FY2020 | 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 5682 7611 379.00 507.7| 224.1| 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 1,927.5 923.3| 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 2279 350.0, 2309 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 Wing, Finance Division.

Overall provincial revenue receipts are estimatedhtrease by 31.5 percent to reach Rs
4,174.4 billion in FY2020 as compared to the redisstimates of Rs 3,175.0 billion during
FY2019. Tax revenues accounting for 90 percenvtad provincial revenues are expected to
remain at Rs 3,763.1 billion in FY2020 which are13percent higher than last year’'s
revised estimates. Whereas, non-tax revenues aigetad to be at Rs 213.6 billion during
FY2020 which are 23.8 percent higher than the egvisstimates of Rs 172.5 billion in
FY2019.

Allocation of Revenues between Federal Governmenhd Provinces

According to the distribution of resources strueturby the 7th NFC Award, the net
transfers to provinces are Rs 3,410.7 billion ia Hudget estimates FY2020 indicating an
increase of 32.8 percent over revised estimaté¥2019.
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Table 4.7: Transfers to Provinces (NET) Rs billion
FY2012 FY2013 FY2014 FY2015 FY2014 FY20171 FY201B Y19 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 straigimisfers to provinces are budgeted to
increase by 32.2 percent to reach Rs 3,255 bildanng FY2020 against the revised
estimates of Rs 2,463 billion in FY2019.

Provincial Fiscal Operations

During FY2019, total revenues of provinces grew 2@ percent to Rs 2,995.9 billion
against Rs 2,938.5 billion in FY2018. The slowdawmevenue growth stemmed from weak
growth in the provincial taxes, the decline in rtar-revenues and federal loans and grants.

Table 4.8: Overview of Provincial Fiscal Operatios Rs billion

Iltems FY2012 | FY2013| FY2014| FY2015 FY2014 FY201y FOBB | FY2019 Jul-Mar
FY2019 [ FY2020

Tax 1,197.1 1,365.7 1,596.p 1,74415 2,14%.4 2,247.6 18| 2,799.6 2,066. 2,252.8

Revenue

Provincial 107.2 150.7 190.¢ 205.8 2833 321.8 400L.4 401.8 72B7 321.2

Taxes

Share in 1,089.9 1,215.0 1,406.8 1,538{7 1,862.2 1,965.8 17282| 2,397.8 1,779. 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|2 173.0 001 66.1 134.9

Total 1,334.0 1,544.4 1,767 .4 1,902|4 2,298.9 2,428.2 3&FP| 2,995.9 2,198. 2,467.4

Revenues

Current 980.6 1,110.0 1,187.4 1,400|1 1,559.8 1,739.3 2080 2,350.8 1,630.G 1741.8

Expenditure

Development 375.4 3715 430.5 498.8 592)4 853.2 88p.1 506.2 .02[f6  382.0

Expenditure

(PSDP)

Total Exp 1,356.1 1,481.6 1,617.9 1,898{9 2,152.2 ,592.5 2,960.9 2,857.0 1,906|0 2,123.8

Source: Fiscal Operations (various issues), Budfeg

Provincial taxes withessed a marginal growth of @etcent to reach Rs 401.8 billion in
FY2019 compared to Rs 401.4 billion in FY2018. Witlprovincial taxes, the collection
from property taxes, stamp duty, excise duties@hdr sources grew by 26.6 percent, 12.2
percent, 8.4 percent and 14.2 percent, respectilrelgontrast, the collection from General
Sales Tax on Services (GSTS) posted a sharp dexfli@&d percent, which more than offset
the healthy collection from other components unewincial taxes.
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Fig: 4.8- Composition of Provincial Revenues (Rs bibn)
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On the other hand, tHederal government was able to transfer 8.1 penené funds to the
provinces from the divisible pool. In absolute ternt increased to Rs 2,397.8 billion in
FY2019 against Rs 2,217.4 billion during FY2018.nNax revenues witnessed a sharp
decline of 41.2 percent to stand at Rs 86.3 bildanng FY2019 as compared to Rs 146.7
billion in FY2018. The major factor responsible fagnificant decline in non-tax revenue
was the reduction in profit from hydroelectricityhish stood at Rs 21.1 billion during
FY2019 against Rs 61.3 billion recorded in FY2018.

The share of federal transfers stood at 80 pemghil provincial own revenue receipts (tax
and non-tax) contributed 16.3 percent in total ness during FY2019.

Fig: 4.9- Contribution in Total Revenues

BOwn Revenue Receipts ®Federal Transfers ~ @Federal Loan and Grants
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The growth in provincial expenditures witnessedgaiicant decline during FY2019 which

was largely attributable to a sharp decline in tlgwment spending and sluggish growth in
current expenditures as compared to the precediag yotal provincial expenditures stood
at Rs 2,857.0 billion during FY2019 against Rs 8,96illion in the comparable period of
FY2018, thus posting a decline of 3.5 percent. Withotal expenditures, current
expenditures grew by 13 percent to stand at R9O2B34llion in FY2019 against Rs 2,080.7
billion during FY2018. While development expenddsirreduced significantly by 42.5
percent to Rs 506.8 billion during FY2019 as coraddo Rs 880.1 billion in FY2018.
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The provinces posted a cumulative surplus of RsL80lion during FY2019 against the
deficit of Rs 17.5 billion in FY2018. Punjab postadrecord surplus of Rs 122.3 billion
followed by Sindh (Rs 42.1 billion), Balochistans(R9.1 billion) and KP (Rs 6.6 billion).

Performance during July-March, FY2020

Fiscal consolidation efforts followed by the pros&s have paid off in terms of posting a
higher surplus. All the four provinces generateduanulative surplus of Rs 394.1 billion

during July-March, FY2020 against the surplus of24.6 billion in the same period of
FY2019. Punjab and Balochistan contributed thetrtwmshis surplus with Rs 122.6 billion

and Rs 106.3 billion respectively.

The higher surplus was achieved on the back ottnegrowth in total revenues that grew
by 12.2 percent to reach Rs 2,467.4 billion as amegh with Rs 2,198.3 billion in the

comparable period last year. Despite a signifigant of provincial revenues stemmed from
the federal side in the form of provincial sharel dderal loans and transfers, provincial
own revenues receipts (provincial taxes and nop-exwe also performed better in nine
months of the current fiscal year.

Out of total revenues, tax revenues grew by 9 pértee Rs 2,252.8 billion during July-
March, FY2020 against Rs 2,066.9 billion in the saperiod of FY2019. Within tax
revenues, federal transfers grew by 8.6 percentlevgnovincial taxes increased by 11.6
percent. Under provincial taxes, collection froroperty taxes and the general sales tax on
services (GSTS) grew by 23.9 percent and 19.7 perespectively. In particular, GSTS
remained one of the major revenue spinners assted@ositive growth during July-March,
FY2020 against the decline of 4.7 percent last.yéarcontrast, the collections from excise
duty and motor vehicle taxes decreased in responsever 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 comparadsied last year. It grew by 21.9 percent
to Rs 79.6 billion during July-March, FY2020 agaif&s 65.3 billion in the comparable
period last year. The increase in non-tax reverage ldeen realized on account of profits
from hydroelectricity and irrigation.

Consequently, with thesignificant rise in provincial taxes and non-taweeues, the
provincial own revenue collection grew sharply I3/Slpercent during July-March, FY2020
against the decline of 13.2 percent in the comparnadriod of FY2019.

On the other hand, total provincial expenditureswgby 11.4 percent during July-March,
FY2020 and stood at Rs 2,123.8 billion against RA.0 billion in the same period last
year. The rise in expenditures has been observeth®rback of asignificant rise in
development spending during the current fiscal .year

Development expenditure grew by 38.4 percent dudialy- March, FY2020 against the
negative growth of 52.2 percent recorded in theesageriod last year. In absolute terms,
development expenditures stood at Rs 382.0 billkming July-March, FY2020 as
compared with Rs 276.0 billion in the comparablaeqeeof FY2019. A significant part of

(o5 )




Pakistan Economic Survey 2019-20

the development expenditure has been allocateddioenic affairs, mainly to construction
and transport, agriculture and food.

Conversely, current expenditures witnessed a slmwilp and increased by 6.9 percent
during thefirst nine months of current fiscal year relatieelf3.8 percent growth recorded in
the same period of last year. In absolute termsjciteased to Rs 1,741.8 billion against
Rs 1,630.0 billion last year.

Public Financial Management Reforms in the FederaGovernment

In FY2020, Government of Pakistan continued itsndgefor reforms in Public Financial
Management (PFM). In this regard, a major breakitinois thepromulgation of the Public

Finance Management Act, 2019. This piece of letislavas long overdue as Article 79 of
the constitution of Islamic Republic of Pakistankes it mandatory to manage public
finances through an Act of Parliament.

The Act envisages strengthening management of @fibinces with the view to improving
definition and implementation of fiscal policy ftwetter macroeconomic management, to
clarify institutional responsibilities related tondéncial management, and to strengthen
budgetary management. Major thematic areas of tteinklude efficient maintenance of
public resources/ assets to optimize utilizatidfeative cash management and precise cash
forecasting and institutional integration of commst public entities to mitigate risks
associated with fiscal performance and debt manageniThe Act also envisages to
incorporate international best practices in puldacounting to reduce discrepancies in
financial records, in making performance-based btidg, and to enhance transparency in
budget making hence increasing the role of Parlnme oversight and accountability of
economic decision making.

To implement the®PFM Act, 2019 in letter and spirit, the governmbas notified a Cash
Management and Treasury Single Account (TSA) PpR&19-29. This policy provides the
framework for operationalization of cash consoligiatto facilitate federal government to
utilize idle cash held outside public coffers.

In order to make PFM reforms a holistic exercisgjous other initiatives have already been
taken which include thgradual introduction of high-end information teclogy (IT) to
automate Public Procurements with an end-to-endgration with e-Payment system,
completely shifting the mode of transaction for mpayts of pays and pensions of
Government employees from manual to Direct Creditethe (DCS), alignment of human
resource data of health and education sectorsresihective financial data in an IT- enabled
ecosystem, thentroduction of Management Information System (Mf8) auditing health
and education sectors, development of Open PulslanEe Data Portal for increased citizen
access to key fiscal information on health and atlac sectors, and inclusion of provincial
governments in PFM reforms through providing perfance grants against thehievement
of numerous fiscal performance indicators. FinaDoasion is leading the implementation
of the aforementioned PFM reforms’ initiatives, and itelspected to be completed by the
end of FY2021.
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Conclusion

With the government’s stringent fiscal strategy fmbalances in fiscal accounts reverted to
the path of fiscal discipline and fiscal consolidat Efforts to improve the revenues through
comprehensive tax measures and administrative maforalong with expenditure
rationalization paid off in terms of a significascline in thdiscal deficit. The government
has successfully brought down the fiscal deficidtd percent of GDP during July-March,
FY2020 against 5.1 percent of GDP in the comparaeleod last year. Similarly, the
primary balance posted a surplus of Rs 194 bildanng July-March, FY2020 against the
deficit of Rs 463 billion.

However, the COVID-19 pandemic has altered the -tevan outlook. It has brought
significant challenges for the economy; in partcufiscal accounts, which have continued
to improve substantially, are expected to come usdgmificant pressure. At present, the
government is increasing the expenditures on putgaith and strengthening social safety
net programs, along with introducing various othezasures to lessen the impact of the
COVID-19 on theeconomy. Resultantly, the budget will therefore genarily deviate from
the initial target. Similarly, achieving revenue tamgeif both tax and non-tax segments
would be challenging due to disruption in economitivity. Hence, the budget deficit is
expected to exceed the target set for FY2020.
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MONEY AND CREDIT

A sound and efficient financial system plays a lvitale in economic growth and
development of the country. In fact, it helps toeert savings into investment. It provides a
secure platform for carrying out economic transandiand helps in a smooth and quick
transmission of changes in monetary policy stancde real economy. On the other hand,
an underdeveloped financial system not only disrdipiancial intermediation but can also
undermine the efficacy of monetary policy, interesf capital flight and pressures on
exchange rate, and prolongs economic downturn.

The COVID-19 pandemic has triggered an unprecedehtenan and health crisis. In an
attempt to contain the spread of the virus, necgsseasures, including lockdowns and
social distancing, have restricted the economidviagt which in turn, may have
implications for financial stability. In the wakd €OVID-19 outbreak, market volatility
spiked and borrowing costs have soared, partiqulartisky credit markets. Emerging and
frontier markets have witnessed the sharpest prtfdlow reversal on record.
Consequently, it has increased the risk that baer®anability to service their debts would
put pressure on banks, leading to strains on cnealikets.

Thus, within three months, the 2020 outlook ha#esthifrom the expected growth of more
than 3 percent globally to a sharp contraction ejfative 3 percent, much worse than the
output loss seen during the 2008-09 global findrariais'An extended period of disruption
in the financial market may lead to a credit crurich non-financial borrowers, further
intensifying the economic downturn.

Weakening economic activity and increased downsisks buffeted by the outbreak of

COVID-19 have prompted the countries across thbegto take swift actions. In this regard,
central banks globally have taken bold and deciasteons by easing monetary policy and
using unconventional monetary policy tools, inchgliassets purchases and providing
liquidity to the financial system in an effort teain against the tightening in financial

conditions and maintain the flow of credit to theweomy. Policy rates are now near zero in
many advanced economies.

Before the outbreak of COVID-19, there were sighgexovery in Pakistan’s economy
primarily reflecting the cumulative effect of sthbation and regulatory measures taken
during the current financial year. Inflation hasrstd to fall after reaching its peak in
January 2020. This improvement is now subject s@&sriarising from the global and the
domestic spread of COVID-19.

! World Economic Outlook IMF, April 2020



Pakistan Economic Survey 2019-20

State Bank of Pakistan (SBP) introduced various measures to mitigate the adwfset
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

Table-5.1: Policy Rate

w.ef Policy rate
and anchomflation expectations. The ficy rate —33,.15 85
was increased by cumulative 575 bps in “yar1s 8.0
decisions taken during the yeiAt the start of “yay-15 65
current fiscal year, SBP raised the cy rate by “sep15 6.0
100 bps to 13.25 percentJuly FY2020, keeping may-16 5.75
in view the high inflationary pressures fr¢ jan-18 6.0
exchange rate depreciation and the expe May-18 6.5
increase in short-termflation due to adjustmen Jjul-18 7.5
in utility prices and other measures announce Oct-18 8.5
Budget FY2020. The policy rate remaine Dec-18 10.0
unchanged at 13.25 percent in subseq Feb-19 10.25
monetary policy meetings held in Septem| Apr-19 10.75
November and January. May-19 12.25

Jul-19 13.25
With the outbreak of COVIEL9, which changed 17" mar-20 12.50
global aad domestic economic landsce SBP 24" mar-20 11.00
has changed its policy astce in March 202 16" Apr-20 9.00
when Monetary Policy @mmittee (MPC in its 15" May-20 till date 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 expectationsowafer inflation in near future in tr
backdrop otdeceleration in domestic food prices, sharp fatilobal oil prices ar 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 econommtivity and increased
uncertainty about the future. So, in order to naitig likely impact of Coronavirus on
economy, MPC cut policy rate by 150 bps to 11 psrauring the same month. The
worsening outlook for global and domestic scenaoiovinced MPC to cut the policy rate in
April 2020 by a further 200 bps to 9 percent. Hoere\5BP has further reduced the policy
rate by 100 bps to 8 percent in light of improveilation outlook in May 2020. A
cumulative cut in policy rate by 525 bps in two rtitenis expected to provide cushion to
growth and employment, and support for recovergaasiemic subsides.

Other Measures by State Bank of Pakistan to fight COVID-19

Amid the growing concerns of COVID-19 pandemic tedlato the safety of the public,
economic impact, and financial stability, SBP hakeh a number of regulatory relief
measures. Following are the salient features:

To support the workers and employees, a temporafindce Scheme for Payment of
Wages and Salaries to the Workers and EmployeeBusiness Concerns has been
announced under which:

a)

b)

c)

Loans to businesses that commit to not lay off wosKor the next three months will
be available to finance 3 months of wages from |Aprdune 2020.

The SBP will finance up to 100 percent of wages saidries of businesses with an
average 3- month wage bill of up to Rs 500 millmn75 percent of 3 months wage
bill, whichever is higher with maximum financing B6 1 billion.

The end rate that will be charged from the borreweitl be up to 5 percent p.a. Tax
filers would be eligible for 2 percent subsidy amitl be charged an interest rate of 3
percent.

For manufacturing, SBP announced a 'Temporary HoanRefinance Facility (TERF)'
and its Shariah compliant version to stimulate nmevestment. Under this scheme:

a.

The SBP will refinance banks to provide financingreaximum per project to Rs 5
billion with end-user rate of 7 percent p.a. for y€ars for setting up of new
industrial units;

All manufacturing industries, with the exception pdwer sector where SBP has
another refinance facility for renewable energg aligible to avail financing under
the scheme.

For export-oriented industries and manufacturingceons SBP has extended the facility
for import of raw material, spare parts and maatyine

. To support the health sector SBP has announce@famaRce Facility for Combating

COVID-19 (RFCC)', under which:

a.

b.

C.

SBP will refinance banks to provide financing atnaximum end-user rate of 3
percent for 5 years for the purchase of equipmerdetect, contain and treat the
Coronavirus;

Allowed financing against existing equipment andrcpase of refurbished
equipment for creating special facility/isolatiomna to deal with COVID-19;

Maximum coverage of 60 percent of civil works fattihg up separate /isolation

(o)
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Vi.
Vii.

facility has also been enhanced to 100 percent;

d. Allowed to make Import Advance Payment and Impart@pen Account, without
any limit, for the import of medical equipment, n@des and other ancillary items;

e. Enhanced financing limit of a single hospital/ noadicenter under its RFCC from
Rs 200 million to Rs 500 million.

To facilitate exporters and importers

a. The SBP has reduced the performance requirement fwice to one-and-a-half
times to get cheaper credit;

b. extension in time period by 6 months to meet pentorce requirements;
c. extension in time period to ship goods from sixwelve months;

d. relaxation in conditions for Long Term Financing:Hi#y from 50 percent, or USD 5
million, to 40 percent or USD 4 million for all tHeorrowings under LTTF during
the period January 01, 2020 to September 30, 2020;

e. SBP has also allowed banks to enhance the timedyéor realization of exports
proceeds from existing requirement of 180 daysA® @ays on a case-by-case basis
where the delay is related to COVID-19 and for imipaf goods from existing
requirement of 120 days to 210 days;

f. Limits on advance payments for imports increasesmfruSD 10,000/ to USD
25,000/.

The SBP has reduced the capital conservation bloff&00 basis points to 1.5 percent;

Increased the regulatory limit on extension of dréd SMEs by 44 percent from
Rs 125 million to Rs 180 million;

viii. Relaxation of the debt burden ratio for consumansofrom 50 percent to 60 percent

Xi.

Xil.

which will accommodate almost 2.3 million individsa
Allowing banks to defer clients’ payment of prinaln loan obligations by one year;

Relaxation of regulatory criteria for restructuredtheduled loans for borrowers who
require relief beyond the extension of principgdagment for one year.

Margin call requirement of 30 percent vis-a-vis k&rfinancing against listed shares
has been significantly reduced to 10 percent

Banks/DFIs have been advised to suspend the duidistribution for the next two
guarters, which will further increase the resilieraf banking sector and improve their
ability to provide much needed credit support ® rgal economy.

xiii. Announced temporary regulatory measures to mairtanking system soundness and

sustain economic activity. Following are the gsaligeatures of the measures being
taken;

a. Waived all charges on fund transfers through ontiaeking channels such as Inter
Bank Fund Transfer (IBFT) and SBP's Real Time GrSsftlement System for
customers.

b. Efficient Clearing of Cheques through (i) Directégfue Deposit Facility under which a
crossed cheque may be presented by payee/bengfidiactly into paying/drawee bank
and, (ii) to collect cheque from registered addrssef theircustomers upon their

(e |
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request (iii) drop box facility to drop chequestaited in selected branches.

c. Strengthening Cyber Resilience of Financial Intibtus: SBP advised financial
institution that; (i) only authorized users of $hitcess internal IT resources (ii) to
ensure that their cyber security policies cateris&s of spying, interception, and
modification (iii) to establish dedicated Cyber &ar Intelligence Units (CTI-U) and
Emergency Response Teams (ERTs) to minimize anttatdhe damage resulting
from cyber security incidents (iv) caution in handlemails with suspicious/work-
related subject line, attachment, or hyperlink.

xiv. In order to minimize the risk of COVID-19 spreadedio biometric verifications and
physical interactions of public at agent locatioBBP has advised following measures
to Authorized Financial Institutions(AFIs):

a. Extended deadline for Biometric Verification of ledwv 1 accounts till September
30, 2020 to enable customers to open and use B®phafor financial services.

b. Allowed Authorized Financial

Institutions  (AFIs)

tantroduce Biometric

Verification through smart phone applications aftmmplying with NADRA's

security standards.

c. Encouraged AFIs to use digital channels for ageAbaarding with an objective of
increasing financial services access points.

Recent Monetary and Credit Developments

Broad money expanded by Rs 1,481.3 billion duribhgdl-24 Apr, FY2020 compared with

Rs 540.6 billion last year. This higher money gtowtas due to a sharp expansion in the
NFA of the banking system, specifically of the SBYet Foreign Assets (NFA) point

contribution has increased to 5 percent duringps@od under review compared with the
negative growth of 5.6 percent in the same peigtl year. NDA point contribution stood at
3.3 percent reflecting government spending to figbainst the COVID-19 spread and
provide relief to the population. Thus, overall ragrsupply grew by 8.3 percent during the

period under review.

Table-5.2: Profile of Monetary 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 0.99
From SBP 6,691.9 -736.5 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 1,394.2 -10.6 312.1
Broad Money 17,798.5 1,481.3 540.6
Reserve Money 6,573.4 549.1 488.0
Growth in M2 (%) 11.3 8.3 3.4
Reserve Money Growth (%) 199 8.4 8.9

R: Revised

Source: Weekly Profile of Monetary Aggregatesé&iank of Pakistan

Reserve money grew by 8.4 percent (Rs 549.1 bjllduring 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 acdca substantialise in SBP’s NFA
The NFA of SBP increased by Rs 902.7 billion duriigJu — 24 Apr, FY2020 against
sharp contraction of R&43.8 billion in the same period last year. Ondtieer had, 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 fr@®.

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 investmeawd increase in loan disburseme
from the IMF Extended Fund Facility (EFF), actieatiof the Saudi oil facility, and oth
commitments of support from multilateral arilateral partners). While thexpansion irnet
domestic assets remained moderate and st Rs 587.&illion against the expansion Rs

1,431billion 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 an exjmenof Rs 1,481.3 billiol
(8.3 percent) during 01 JuB4 Apr, FY2020 against the irease of Rs 540.6 billic
(3.4 percent) in the comparable period last yehe &xpansiorduring FY2C20 so far has
been driven by aubstantial ris in NFA, whereadNDA of the banking system show
deceleration.

Fig-5.2: Net Foreign 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,valiown in economic activities and hi
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 san
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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. Inceek
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 fitbke SBP to finance its deficit und
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 Bs 2,213.9 billion in the corresponding peri On the other
hand, Rs736.5 billion was retired to the SBP, compareddadwing of Rs 3,204.7 billion
in the same period last year. Net government sdxioowing thus remained Rs 911.7
billion during the period under review comparedhvRs825.9 billion last ye:.

Fig-5.3: Government Borrowings (Flows) (Rsbillion)
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Commodity Finance

Commodity finance refers to advances provided teegument, public sector corporatic
or private sector for the procurement of commositseich as cotton, rice, wheat, sui
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. |
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 ageneidsch were able to pay baRs 73.1

billion to the banking system during FY20
95
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Fig-5.4:Commodity Finance == Flows —O— Stocks (rhs |
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Loans for commodity finance observed a net retirgneéRs 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 comnyaiitiancing stood aRs639.9 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 retiremehRs 3.3 billion during Ji--Mar, FY2020
compared to the borrowing (Rs 5.1 billion in the corresponding period cast year.
Whereas, financing for sugar sector shows the long of Rs 6.2 billion against th
borrowing of R2.7 billion in the same period of last year. Ric&hcing also observed r
retirement of R$.84 billion during the period under review aimparedto the borrowing
of Rs 0.08 billion last year. Retirement of wheat is afethe major contributors of n
contraction in loans for commodity finance, othars fertilizer and rice

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 demaras primarily due to the slo
economic activities in the industrial sector andlide in imports

The growth in private sector credit (PSC) derated, reflecting the slowdown in dome:
economic activities along with the higher cost ofrbwing and lately due to suspenc
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 FX019. On average, it has posted a growth of 4.6 pe@gains
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 previpusported under Other Assets hi
been reclassified as credit to private sector.
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Fig-5.5: Credit to Private Sector
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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 | June-19 | March-20 | FY2019 [ FY2020 | FY2019 [ FY2020
Overall Credit (1to5) 5,481.9 6,069.8| 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. 3,128.9 3,366.6 452.0 237.7] 16.7 7.6
D. Textiles 807.( 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. 152.6 153.7 124.3 -11.8 -29.4 -7.1 -19.1
G. Commerce and Trade 377.C 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 257.7 241.6 217.2 203.2 -16.0 -14.0 -6.2 -6.5
of Private Sector

* The sector-wise data for FY2019 and Z20 may not be fully comparable, as the flows forF12019 arebased 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, oVecaedit remained subdued at
percent and stood at RX5.3 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 expansiolude Mining anc
Quarrying (11.7 percentjollowed by Transport, Storage and Communication (1.
percent) Electricity, Gas and Water Supply (9.8 percent) Blashufacturing (7.6 percent)
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. (16.7 (6.9) 4.8 0.1
&Communications
4) Construction (11.8) (29.4 9.2 (18.5) (20.7 (9.6) (0.3 (1.3)
5) Real estate activities 221 2.7 12.6 3.5 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 &alimted excluding foreign bills.
** The sector-wise data for FY2019 and FY2020 may Ipe fully comparable, as the flows for H1-FM20
are based on ISIC 3.1 whereas the flows for H1-P2¥2fre based on ISIC 4.0 classification.

Source: State Bank of Pakistan

By type of finance, there was a deceleration inhbtite working capital and fixed
investment due to slowdown in the economic actiwtforking capital, which was already
lower due to weak demand, was further depresseashtigadue to shut down in production
(in result of lock down) and reached to Rs 28.8dwlduring Jul-Mar FY2020.

Strong credit demand for working capital stemmeminfrmanufacturing sector of which
major contributors are textiles (Rs 42.3 billioapd sugar (Rs 48.7 billion). Among non-
manufacturing businesses, short-term borrowing g power sector was noteworthy.
Another notable increase was recorded in the tahsgector, whose working capital
borrowing rose by Rs 19 billion during Jul-Mar, FO2D. This mainly represents borrowing
by a deep sea port operator that is modernizingpiésations.

Demand for fixed investment loans withessed a astitn of Rs 5.2 billion during Jul-Mar
FY2020 as several sectors (mainly power and chédsyipeeferred to use their own sources
(deposits) to offset their long-term borrowing in attempt to reduce the high cost of
borrowing.

Despite the slowdown in credit to private sectorsibesses, some sector specific
developments contributed positively. For examplement and textile sectors have been
performing well so far on account of recovery inndstic sales and higher exports.
Moreover, the outlook seems favorable as governrhastallowed construction sector to
carry out their activities despite the COVID-19 gamic to support the employment for
daily wage earners.
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In addition, the SBP has introduced a number ofsmes and some concessional refinance
schemes to address both the demand and supplyceidétions for businesses such as
Temporary Economic Refinance Facility (TERF), Refine Facility for Combating
COVID-19 (RFCC) and Refinance Scheme for PaymeniMaiges and Salaries to the
Workers and Employees of Business Concerns. Aiedhmeasures are aimed at facilitating
the businesses to remain afloat during the crisied. On the demand side, a cumulative
reduction of 525 bps in the policy rate is expediegddress 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 43.0 15.5 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 1.5

3) Credit cards 4.0 2.4 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 19.7, -19.8

*Growth is calculated on the basis of Stocks.

Source: State Bank of Pakistan

During Jul-Mar FY2020 demand for consumer finananegdit remained subdued at Rs 15.5
billion (growth of 2.9 percent) compared to Rs 4ilidmn (growth of 9 percent) in the same
period of last year. Consumers perceived curreeiafiyear to be challenging to spend for
house building, consumer durable, auto financirdy@hers as overall consumer confidence
remained weak with the rising inflation. Consumeahcing for transport, credit cards and
household durable items decelerated to Rs 3.20bjllRs 2.4 billion, Rs 1.1 billion
respectively during the period under review. Thelide in consumer credit is the obvious
outcome of the demand management policies beitgafet! in the period under review.

Consumer financing for house building and othemsha negative growth of 6.1 percent
and 19.8 percent respectively. To promote and dpvebusing finance in Pakistan, SBP has
undertaken following initiatives:

= The regulatory relaxations allowed in the area a-tost housing finance include
removal of general reserve requirement, increadean to value ratio, lowering of risk
weights, exemption from exposure limit on real &s#ic.

= To facilitate availability of long-term affordabfanding for housing to special segments
of society e.g. Widows, Transgender, special pexs@BP shall provide refinance
against subsidized low cost housing financing mkiDFIs (conventional and Islamic).

= Assigned targets for overall housing finance pdidfto banks and targets for low cost
housing for special segments to both banks and HBFC

= Bank/DFI's exposure in housing finance was excluftech calculating the real estate
exposure limit (i.e., 10 percent of the aggregdtadvances and investments excluding
investments in Government securities).

Monetary Liabilities
Monetary Liabilities includes currency in circulati, demand deposits, time deposits and
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resident’s foreign currency deposits. Money sughlgws expansion of 8.3 percent during
01 Jul-24 Apr, FY2020 compared to 3.38 percentesponding period last year. On YoY
basis, it posted a growth of 16.6 percent as dhaptil, 2020.

Currency in Circulation (CiC)

During 01 Jul-24 Apr, FY2020, CiC has witnessedeapansion of Rs 980.3 billion (growth
of 19.8 percent) against Rs 389.5 billion (growtl8B® percent) comparable period of last
year. Currency-to-M2 ratio has increased to 30r8qye as on 24th April, 2020 against 28.9
percent in the same period last year. The sharpreskpn in CiC during the period under
review has been observed on account of increagemmsactional demand due to higher
inflation, and government’s measures towards docwaten of informal economy.
However, the rise in CiC is almost doubled afteoriary 2020, due to lockdown across the
country as people are holding cash to meet endsadttition, 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 in6lFCDs 11,582,372 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 Resiéf@néign Currency Deposits (RFCD))

surged to Rs 499.6 billion (growth of 3.9 perceahijing the period 01 Jul-24 Apr, FY2020

as compared to Rs 144 billion (growth of 1.2 petcanthe corresponding period last year.
Both demand and time deposits increased and reach&$ 167.7 billion and Rs 376.4

billion respectively during the period under reviedigh returns offered on term deposits
and recent reduction in interest rates on Nati@aling Scheme (NSS) instruments may
have contributed to expansion in time depositstt@ncontrary, RFCDs shows contraction
of Rs 44.5 billion a reflection of gradual appreéica of PKR from end-Jun 2019, which

lowered incentive for savings in foreign currenénother possible reason could be the
lower need of foreign currency deposits due todaragstrictions and low trading activities.

Monetary M anagement

During first quarter of CFY the interbank markesebved a stint of liquidity drains as banks
‘participation in government securities auctionss himcreased heavily amid deposit
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withdrawals However, net retirement by private sector, PSBEd #he government
commodity procurement agencies and net injectionshk SBP in the interbank mar}
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 outr@ktOs

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 OMjections remained lowerRs 912.8
billion and Rs 892.4 billiomespectively as comparetb the preceding quarter. This may
attributedto the limited SBP’s activity in the interbank mei and net retirements by tl
government to scheduled banks and SBP’s foreighamge purchas®”.

Table5.8: Market Treasury bills Auctions Rs Million
Jul-Jun Jul-Mar
FY 2019 Offered Accepted W.A.Rate*

Offered Accepted | W.A Rate* FY 2019 FY 2020 FY 2019 FY2020 | FY2019 | FY2020
3-Months | 23,757,54418,866,489 9.8 14,960,868 12,790,71{ 13,802,53] 8,122,054 871 125
6-Months 120,484 8,929 10.3 111,444 2,420,95 6,527 1,133,16] 92 126
12-Months 29,078 500 13.2 8,870 11,467,04 0| 3,966,44¢ 00 124
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 offer_eq the to.tal ar_nount ORs Fig-5.6:Contribution of T-bills
26,678.714 billion for TBills during Ju-Mar, |
FY2020 against R45,081.182 billion in th 99.95
comparable period last year. During curr | 100 1 ®FY201¢ ®FY2020
fiscal year, the government has rai 80 -
Rs 13,221.7 billion (49.6percent of the |& 50 61.43
offered amount) in the -bill's auction |2
compared to last year accepted amourRs 40 1 30.00
13,809.06 billion. A clear shift in banks 20 | 857
behavior has been observed during 0.05 0.0
auctions in the current fiscal year. Duri o S Months Months  12-Monthe
Jul-Mar FY2020Q around 61.43 percent

outstanding T-billscomprised of3 months,

3First quarterly Report, FY2020 SBP
“Second quarterly Report, FY2020 SBP
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whereaghe share of 12 months rose to 30 percent (0.0epetast year) followed by 8
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 | FY?2020
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 1,145,14 132,237 275,183 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 'BDMMD Circular No. 9 dated May 07, 20:
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 the offered amount Rs 4,500.2
billion. Heavy investment of fixed rate PIBs witsed in 3 years as it contributed 5
percent of the accepted amount follo' by 29.6 percent in 5 years, 16.5 percent in 10s
and 0.1 percent in 20 years. Meanwhile, accepteatifig rate Pls amourédto Rs 577.3
billion under 10 years maturity, 46.8 percent ofecdd amount. Just like -bills, the
acceptances remained dretlower side, which constrained the liquidity bé tlon¢-term
bonds in the secondary mar.

Fig-5.7:Contribution of PIBs
=FY2019
45 4 40.0 " FY2020
e i 31.9
351 579l .
= 30 - I B 25.7
g 25| [ 198 220 204 e
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 disbments also increased from 1
percent in March, 201% 13.8 percent in Jan 2020 (highest in the curfiscal year),
making difficult for private sector to viably meetheir liquidity needs through bai
borrowings However, in the month of March 2020 WALR decrsase 12.7 percen
Similarly, Weighted Avesge Deposit Rate (WADR) offered on fresh deposito
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. Resultaminking spread which generally refers to
the cost of channeling funds through intermediaaesl is the difference between the

lending and deposit rates increased to 6.6 pemdviarch 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 233322333233 38§ K
Mar-20 12.7 6.1 6.6 §§§§§§’§8§§§§§
Source: State Bank of Pakistan
Financial Sector

Despite the challenges, the banking sector perfdrreasonably well during CY19. The
assets base of the banking sector witnessed a Yowtly of 11.7 percent, higher than the
growth of 7.3 percent in CY18. With 13.0 percenb¥{y growth, investments contributed
more than 40 percent in the asset expansion d@¥iP. On the other hand, advances (net)
exhibited a modest growth of 3.7 percent as congpaoe22.2 percent in CY18. The
moderation in advances was due to the sluggish oeagnactivity resulting from the
stabilization measures adopted to contain macraenanvulnerabilities. The deceleration
in advances was broad-based and a visible lowanding demand was observed in textiles,
chemicals and pharmaceuticals, and cement sedtomsher, sugar and energy sector
observed deleveraging. There was higher uptakeaofsl by Automobiles (to finance plant
operations) and Electronics and Electrical Applemo finance import of raw materials).

The profitability of the banking sector reboundedadter-tax profit surged by 14.8 percent
in CY19 against the decline of 5.6 percent in CYIBe banking sector remained resilient
with Capital Adequacy Ratio (CAR) at 17.0 percemddlvabove the local and international
minimum benchmarks of 12.5 percent and 10.5 percespectively.

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 10,389 11,798 13,012 14,254 15,953
Equity 1,323 1,353 1,381 1,406 1,658
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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) 199 194 158 149 171
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 1l6 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-datel)asis.

Source: State Bank of Pakistan

Financial Development

Financial development has shown to be one of thst mabust determinants of economic
growth. Many countries have undertaken institutiomdorms to build a market-oriented
financial system in the hope that transition towgansharket economy will improve
productivity, Pakistan is no exception. For the pmse, SBP has undertaken several
regulatory and policy measures (detail has beetuds®d in Box-2) to make the financial

sector more compatible and sounder.

Financial development (i.e. financial depthjraples.12: Financial Depth

is measured by macroeconomic variablegeyrs M 2/GDP
such as domestic credit to the private secten1o-11 36.6
as a percentage of GDP, money supplgo11-12 38.1
measures, and stock market indicators. 2012-13 39.6
table 5.12, financial depth is measured b¥013-14 39.6
M2/GDP ratio. The ratio has shown arf914-15 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 16.9
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 armdfiitancial soundness was contributed by vari

regulatory and policy reforms undertaken by SBRefBf, the key policy reforms are highlighted asdve

Strengthening of Regulatory and Supervisory Environment

SBP,has developed a comprehensive set of reforms taneelsupervision and resilience of the bankingesyst

ous
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Regulatory Reforms

» To further align Anti Money laundering (AML) and @&tating the Financing of Terrorism (CFT) with
requirements embodied in Financial Action Task EqFEATF) following measures were taken:

* SBP updated the guidelines to enhance the unddistpof Targeted Financial Sanctions (THS)
regimes for Terrorism Financing and Proliferationafacing.

» SBP introduced “Framework for Managing Risks of deaBased Money Laundering and Terrorist
Financing”. Pakistan is among leading countries tieve issued Trade Based Money Laundering
(TBML) Framework since it is an emerging phenomeaad is important for control of FX leakages
perspective.

 The AML/CFT instructions for Exchange Companies ¢EMoth category A and B were revisged
comprehensively to align with FATF recommendatioimsthis regard, various guidelines for ECs
related to Fit and Proper Criteria, Risk Based Ajppgh (RBA) and Compliance of Government|of
Pakistan’s Notifications issued under United Natid®ecurity Council (UNSC) Resolutions were
issued.

» SBP issued revised Framework for Risk Management Qumtsourcing Arrangements Ly
Financial Institutions (FIs) to address operatiorigk by updating the sections pertaining to Group
Outsourcing, IT Outsourcing and governance of gusts' confidential information. SBP continues|to
strengthen corporate Governance framework for hdbkeng the year, SBP advised banks to formulate a
comprehensive and transparent remuneration pabicyhe Chairman and other Directors. Further, alpng
with other features, maximum limits were introducedDirectors’ remunerations.

» Following improvements have been made in the foreixrhange regime:

» To promote ease of doing business in Pakistanrapistration of foreign borrowings/loans and the
acquisition of services from abroad by the resislehive been delegated to Authorized Dealers
subject to applicable rules and regulations.

» To facilitate the manufacturing sector and impartenm exporters, Authorized Dealers were alloywed
to affect advance payment up to USD 25,000, orvedemt thereof, per invoice on behalf of
manufacturing concerns and importers cum expofterisnport of their own use only.

* SBP re-launched incentive scheme to promote maukeif product and services related to home
remittances, in order to encourage home remittathzesgh formal channels.

e In order to further facilitate freelancers and peners, SBP enhanced the limits for Business to
Customer (B2C) and Customer to Business (C2B) actitns through home remittance channel.|As
per revised instructions, limits for Freelancersehbeen revised from USD 1,500 to USD 25,000 |per
individual per month, and pension payments have lie&reased from Rs 250,000 to USD 2,500 |per
individual per month.

Supervisory Reforms
» To bring more transparency and strengthen markatigline, SBP has decided to publicly disclose
significant enforcement actions through its website
» SBP has developed a comprehensive inspection frarkefor Payment Services Providers/Payment
System Operators (PSO/PSPs) and Electronic Monstitutions (EMIs) to improve supervisio
effectiveness and identification of risks.
» The key supervisory initiative underway at SBPhis transition towards ‘Risk Based Supervisory (RBS)
Framework’
» SBP has effectively engaged banks through writteridal follow-ups and supervisory meetings to easur
AML/CFT compliance, monitoring of biometric verifition status and other supervisory concerns.
Reinforcing M easuresfor Financial Stability and Systemic Risk Assessment
» The SBP in coordination with the Ministry of Finanand Securities and Exchange Commission of
Pakistan is in the process of formulating and impating a comprehensive and well-structured Macro

S5

®EPD Circular Letter No. 13 of 2019

"RBS is a forward-looking approach where the sugervassesses various business areas of the fiharstiaution, and the associated
quality of management and internal controls to iifieritical risk areas to direct supervisory atien towards them. The framework has
been developed in collaboration with Toronto Céstf€C), which is expected to conclude by Decen80.
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prudential Framework in Pakistan and the work ishim final stages of operationalizing the overarghi
National Financial Stability Council (NFS&).
» The Deposit Protection Corporation (DPC) has adiisk the member banks to appropriately install or
update their information systems including softWsye database(s) for maintaining a comprehensive
depositor-wise database. Additionally, in ordembtmefit from international collaborations and thehr
experience of banking resolution and deposit ptmecstrategies around the globe, Deposit Protagt
Corporation became an active member of the Intemmait Deposit Insurer Association (IADI) in 2019.
Broadening of Financial Net
The developments made on the financial inclusiontfduring FY2020 are as under:
National Financial Inclusion Strategy (NFIS)
* NFISExtended Action Plan 2023:
The PM Office has committed to create NFIS transftion office to ensure 100 percent digitization
of government payments, along with the commitmenptovide necessary support to provingial

governments to complete the digital transformatidioreover, SBP is continuing to serve as NFIS
Secretariat.

o

* Implementation progress:

0 Asaan Mobile Account (AMA) Scheme: SBP in collaboration with PTA and NADRA s
implementing the Asaan Mobile Account (AMA) Schetaalevelop an interoperable USSD platform
for accessing and usage of digital financial sewitom anywhere, at any time.

0 Micro Payment Gateway (MPG): SBP, with the assistance of Bill & Melinda GatesiRdation and
Karandaaz Pakistan is implementing a state of thiaster payment system known as Micro Payment
Gateway (MPG), with the objectives of further dexehg digital financial services, reducing reliance
on cash, and driving financial inclusion in Pakista

o0 Gender Mainstreaming Policy: SBP has developed a Policy i.e. “Banking on EquaRolicy to
Reduce the Gender Gap in Financial Inclusion”irtsato introduce a gender lens within the financial
sector through identified pillars and specific meas, to bring a shift towards women friendly
business practices. The policy is currently undersaltation process with domestic and internatignal
stakeholders, and defines SBP’s commitment to ptemwomen’s financial inclusion in the country

» Progresson Financial Literacy Initiatives

In order to enhance the financial education andremess among the low-income segment population,
SBP has taken following initiatives:

0 SBP launched the “National Financial Literacy Pesgr(NFLP)” in 2017. Until February 29, 2020,
an accumulated number of 18,508 programs have t@etucted by participating banks against fthe
target of 22,080 programs. Furthermore, 551,78&fidaries have been imparted financial education
against the target of 552,000.

0 SBP, in collaboration with National Institute of ldéng and Finance (NIBAF), initiated the roll-oput
of National Financial Literacy Program for Youth KNP-Y). It is a 5-year program, to he
implemented in 45 districts to train 1.6 millionildnen, adolescent and youth by March 2023. Among
them, 1 million people would benefit through clagsn 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 grolmwn23.5 percent and reached to Rs 3,284

& The NFSC will be a joint forum of SBP, Securit&sExchange Commission of Pakistan (SECP) and Mipisf Finance (MoF) to
address financial stability related concerns.

° The Association promotes cooperation on and caoig research and development work in the fiefddeposit protection, financial
stability and crises management and facilitaterteeth assistance on the relevant subjects.

% The pilot phase of the scheme, commenced in Séetle®019, has been completed and after meetingjciresing and procedural
requirements, commercial launch of the schemeps&®d shortly.
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billion in CY19 against Rs 2,658 billion (growth &7 percent) in CY18. Apart from this,
deposits of IBI increased by 20.4 percent and reéd¢h Rs 2,652 billion in CY19 against
Rs 2,203 billion (16.9 growth) in CY18. Market skaof Islamic Banking assets and
deposits in the overall banking industry was reged at 14.9 percent and 16.6 percent,
respectively in CY19 against 13.5 and 15.5 peraespectively in last year.

Table 5.13: Isdamic Banking I 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 Bankimgtitutions (IBIs) (5 full-fledged
Islamic banks, 17 conventional are providing armamf Shariah compliant products and
services through their network of 3,226 branchesapacross 120 districts of the country.
During CY19, 375 branches were added to branch orktwf Islamic banking industry.
Further, Islamic Banking branches operated by cotweal banks were recorded at 1,373
by end December, 2019.

IBI

Investments (net) of upsurge b\)'able 5.14: Financing Products by I lamic banks

Rs 2 billion (0.34 percent) during the perioUOdEOf Financing [CY15|CY16|CY17[CY18|CY19
under review and recorded at Rs 597 biIIid\a.l”r:‘baha i4é5 1:': 1:"21 12'2 1:3
by end. December, 2019 cpmpared to 'M'?Jsharaka 14 15.9 22 199 198
595 billion in the previous quarterllylludaralba % 5 5 5
Financing and related assets (net) of IS g 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 billion. Of which full-istisna 86 84 82 91 95
fledged IBs and IBBs of conventional bankSarz/Qarz-e-Hasna do002 01 00 0.0
registered growth of 4.2 and 6 percem®thers 98 143 167 155 154
respectively, for financing and other relatetbtal 109 100 109 109 100
assets. Source: State Bank of Pakistan

Profit before tax of IBI was recorded at Rs 66itwilby end December, 2019 against Rs 34
billion in the same period of 2018. Profitabilitgtios like return on assets and return on
equity (before tax) were recorded at 2.2 percent 3.4 percent, respectively by end

December, 2019 compared to 1.4 and 22.3 percespectvely during the same period last

year.

In terms of mode wise financing breakup, the slo&@iminishing Musharaka remained top
in overall financing of IBI followed by Musharaka&Murabaha.

Microfinance

SBP continued to take additional measures besidgmentation of ongoing initiatives
aimed at enhancing financial inclusion. Moreovegulatory 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 4’0,2'E;able5.15: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 201,268 219,345 9
Deposits 236,021 239,641 2
Number of Depositors 36,111,999 45,800,637 27
Equity 48,443 47,398 -2
Assets 325,221 373,65( 15
Borrowings 19,949 26,342 32
NPLs 3% 6% -

Source: State Bank of Pakistan

As 3rd quarter of FY2020 ended, MFBs were succégsbperating through a network of
over 1,212 retail outlets. During the period, tloenbined asset base of MFBs, registered a
YoY growth of 15 percent (or Rs 48.4 billion) inageng to Rs 373.6 billion. Similarly,
gross loan portfolio of MFBs registered a growth9gbercent to reach Rs 219.3 billion, as
compared to Rs 201.3 billion in the correspondiagqal last year.

MFBs continued to provide relief to adversely iefhiced borrowers in eight districts
declared as calamity affected by the Governmer&inflh namely Tharparkar, Umer Kot,
Sanghar, Thatta, Jamshoro, Dadu, Badin and Kambahdad Kot, microfinance banks
were advised to undertake all possible measuréisenwith Prudential Regulation R — 9:

‘Rescheduling/ Restructuring of Loans’. As of Det®m2019 MFBs collectively provided

relief of Rs 686 million to 12,892 borrowers inmex of restructuring and rescheduling of
loans.

Branchless Banking (BB) Perfor mance

During FY2020, all key indicators of branchless kiag exhibited an encouraging growth.
As of Dec 2019, 13 branchless banking players vwpeoxiding basic financial services
throughout the country. Performance of the BB s in the table below.

Table5.17: Perfor mance of BB Indicators

Indicators Mar-19 Mar-20 Growth (%)

Number of Agents 408,980 434,192 6.2
Number of Accounts 51,809,393 48,345 517 -6.7
Deposits (Rs Million) 30,263 31,935 5.5
No. of Transaction (in Thousands) 842,267 1,092,077 29.8
Value of Transactions (Rs Million) 2,980,743 3,66y, 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 iBgnkperations for achieving the
objective of financial inclusion and strengthenthg controls related to Money Laundering
(ML)/ Terrorist Financing (TF) risks, SBP issuedvised Branchless Banking (BB)
Regulations for Financial Institutions. The Framéwemphasized the prerequisites of
Simplified Due Diligence of BB Operations. Othexykimprovements in the Framework
include:

» Gradually phasing out of Person-to-Person (P2Rstea by June 30, 2020
» Biometric Verification is made mandatory for alluet 1 account
* Complete Biometric verification of all legacy BBazints

* Enhance monthly limit of BB level 1 account to REOD00/- per month

Conclusion

Proactive Fiscal and Monetary policies have stadilithe economy as the year progressed.
Current account deficit, foreign exchange reseraesl, primary budget balance witnessed
significant improvement in FY2020. Initially, thé88 increased the policy rate to absorb the
inflationary pressure in July, FY2020. The moveutesl in lower credit demand from the
private sector, which slowed down the economicvaes. While domestic production and
retail trade were adversely affected by the stadtilon efforts, they received a major blow
when the businesses were shut down amid lockdowaritol the COVID-19.

The pandemic caused slowdown in economic activity @creased uncertainty about the
future. However, as the inflationary pressures @dmezause of the declining oil prices and
falling demand due to pandemic, the SBP cut thecpohte by cumulative 525 bps to 8

percent in two month. The SBP has also introduaaibus other measures to lessen the
impact on public and economy. It is expected thegsé measures will invigorate the

economy.
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Chapter 6

CAPITAL MARKETS AND
CORPORATE SECTOR

Capital markets mobilize domestic savings and celarthem efficiently to the most
productive investments. They play an important roleeconomic development as they
facilitate growth in the real sector by giving puogrs of goods and services, and the entities
tasked with infrastructure development, accessohg-term financing. Developed capital
markets are, therefore, essential for economic tir@nd prosperity.

The increasing integration of global capital maskbas made it easier for companies to
access global capital. Access to world capital m@rlexpands investors' opportunities for
portfolio diversification. For recipient countryca@ess to world capital markets allows
countries to borrow to smooth consumption in theefaf adverse shocks. However, it has
been recognized that the risk of abrupt reversalsapital flows in the context of highly
open capital account may represent a significasit co

Pakistan holds its position in the MS@merging Market (EM). At least three companies
must have a market capitalization of $1.5 billionda$766 million float market
capitalization in order to be classified in an ENakistan currently has three constituents in
MSCI Emerging market: Habib Bank, Oil and Gas Depeaient Company and MCB Bank
Ltd. A single deletion from among the three wouddult into downgrading Pakistan to the
Frontier Market Index.

In the first quarter of FY2020, Pakistan and theFlgreed on a $6 billion 39-Month
Extended Fund Facility (EFF) arrangement for Pakigb reduce economic vulnerabilities
and generate balanced growth. The government tosiedty measures and the State Bank
of Pakistan (SBP) adopted a double-digit police.rdthe stabilization programme slowed
down the growth and investment. The high interesé rattracted foreign investors and
capital began flowing in to the Pakistan’s debt kearHowever, COVID-19 pandemic and
declining oil prices jolted the capital markets.the face of uncertainty, foreign investors
sought shelter in the safe assets, selling theickst and cashing in their bonds from
emerging markets, including from Pakistan. The gowent, SBP, and Securities and
Exchange Commission of Pakistan (SECP) took a nunobemeasures that restored
investor’s confidence. These measures will be dised later in this chapter.

The chapter will be covering performance of theiggmarket, debt market, commodity
futures market, Non-banking Financial companiespa@te sector, Islamic finance and
insurance sector in the FY2020. The chapter wgbatover the reforms and regulations
introduced by the SECP, the apex regulator of dygtal 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. Equégket gives companies access to ca
and investors a slice of ownership in a compan Wit potential to realize gains basec
its future performancdzquity market determines the health of an econarsptne exter

Global equity markets:

During FY2020, on global front, protests in Hongrigo trade war between United Ste
and China, departure of United Kingdom from Eureopé#nion, tensions betweene
United States and Iran, falling oil prices becaaba standoffbetween Saudi Arabia ai
Russia, and COVIOY pandemic drove the investors’ emotions. Facingettainties ol
multiple fronts, almost all major global indicegigered a negative growtn 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) | 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 SET Inde: 1,744.13 1,125.8! -35.45%

Source: Investing.com
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Pakistan’s equity market (Developments during FY20Q):

The fiscal year 20120 started with the stabilizaticorogrammeof the IMF. The austerit
measures and the SBP’s double digit policy rate tihe investors’ confidence in the fil

112



Capital Markets and Corporate Sector

quarter of FY2020. After the initial dip, the KSB{ index exhibited an upward trend as
exchange rate stabilized and the economy was athatp recovery. The index opened at
33,901.58 points on July 1st, reaching the yeagakpof 43,218.67 points on January 13th,
2020. However, as the COVID-19 was engulfing theldvacapital 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 operationstliie wake of COVID-19 pandemic, the SECP introduaed
number of measures to address challenges being fagethe capital markets participants. These are as
follows:

(i) To curtail blank selling in the stock market, whiagigravated market decline, Blank Sale transacfions
Deliverable Futures Market (DFM) were allowed ooty Uptick or Zero-Plus Tick for DFM April 2020
contract in 36 securities.

(i) The duration of index-based market halts was irsgéafrom 45 minutes to 60 minutes to prov|de
cooling-off period to the investors and to givefignt time to intermediaries to deposit mark tarket
(MtM ) margins, considering prevailing lockdowns acrb&scountry.

(iii) Statutory regulatory orders (SROs) ensured thetftness of their Business Continuity Plans (BGBs)
deal with any crisis situation with particular emagls on remote uninterrupted access to the capital
market. The securities brokers were allowed tovatdiand operate the Disaster Recovery (DR) teimina
for trading purposes during normal operations efRISX.

(iv) To facilitate securities brokers in meeting anyrfadl in deposit requirements against Base Minimpm
Capital, the SECP provided relaxation to the extdnarking to market of Margin Eligible Securities
for a period of 60 days.

(v) The requirement of performing biometric verificatiat the time of opening of a new investor accqunt
was relaxed due to limited physical mobility andiabdistancing requirements. The same was allawed
be performed within 90 days of the opening of aotou

(vi) To ease operational difficulties for securities Kens, alternate mode for call order recording was
specified to enable compliance while ensuring wioskn home arrangements.

(vii) Extension was granted in the timeline for completaf system audit of securities brokers in view| of
lockdowns across the country limiting physical nibpf auditors and staff of securities brokers

Between February 36(the date when first COVID-19 case was reporte@afistan) and
March 3%, Pakistan’s KSE-100 index benchmark dived 23.7&qe and Rs 1,582.06
billion were wiped out of the market capitalizatiG®upee depreciated by 8 percent against a
strengthened dollar between Feb 26 and Mar 31,hwéewerely constrained the spending
power. However, in late March, government annouracédcal stimulus package of Rs 1.24
trillion and the State Bank of Pakistan cut théqyarate by 425 basis points to 9 percent to
make up for the projected loss. On Apri™3®@020, KSE-100 closed at 34111.64, (up by
16.7 percent since March §1land market capitalization closed at Rs 6376.7lobj
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 Chereas market capitalization lost Rs
510.58 billion during the Jul-April FY2020 period.

The low turnover in the first quarter of FY2020 aindFebruary indicates Investors were
unwilling to put their money at risk by acquiriniget 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 3.6Aug-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 upwargeictory depicted in the Figures 1 & 2
(from mid-October to January) can be attributedineely release of PSDP funds, stable
exchange rate; and improvement in macro indicaforade balance, foreign direct
investment, remittances). The freefall because GIVID-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 4n320 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 dda020 in the national stock
exchange amounted to Rs 250,020 million, as cordp#&weRs 22,350 million in the
corresponding period last year. The significantedénce is due debt amount issued, which
is Rs 230,624 million during Jul-Mar FY2020 periagl compared to Rs 14,000 million in
the same period in FY2019.

Around $ 130 million worth of securities were otilded by foreign investors which were
absorbed by domestic investors.

Table 6.3: Local investors' portfolio investment (LIP1) during Jul-Mar FY 2020

GROSS BUY | 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 4.38
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 1@5.
Other Organization 24,150.24 -20,202.[79 3,941.45 .025
Broker Proprietary Trading 364,698.28 -366,001,61 1,303.32 -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 20,348/87 130.2

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 milliseres. The average daily trading value in
futures was Rs 3.4 billion and the trading volumaswd7.01 million shares. No new
company was listed with the PSX during July-Mar 2@D, as compared to two companies
in the FY2019. It implies that companies didn’t wemtake a risk by issuing an IP@uring
uncertain economic times.

2T+2 is a shorthand farade date plus two days indicating when securities transactions must litese
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 559 560 558 544 530
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] 7,588,2.20f 9,522,358 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 Sick Exchange as of 31 March,

2020:

During July-March FY2020, a total of Rs 1,266.38idm was wiped out from the market
capitalization of the PSX. Below is the detail ath sector:

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)

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 27 273,461.28 264,209.75 -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 24 537,140.29 550,206.71 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 90,59y7. 85,656.43 -5.5%
Jute 02 123.3( 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 56,227.64 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%
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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 1,453.74 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), andePearning ration (P/E) with necessary
details of some of the selected companies are givére 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 1,654.94 422,837.11 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 1,185.06 149.28 176,905.75 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 1,224.1¢y 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 instrumengsteaded. It provides an additional
avenue to the corporate sector to raise funds.tDuegh interest rates and appreciation in
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Pakistani rupee in terms of US dollar, internatlanaestors found Pakistan’s debt market
an attractive investment. However, after COVID-Hagemic, money started flowing out of
the Pakistan’s debt market. The investors tookowet $ 1.7 billion from T-bill investments
in the month of March 2020.

During July-March FY2020, no debt instrument wadlply placed while fifteen debt
securities were privately placed. Their break-ugiven 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), {} K-Electric Limited (Rs 9.5 billion), (iii) The Hb Power
Company Limited (Rs 5.0 | illion),(iv) TPL Corporati Limited (Rs 1.1 billion),
(v) K-Electric Limited (Rs 4.3 bilion, (vi) K-Eldgcic Limited (Rs 4.3 billion) and
(vii) K-Electric Limited (Rs 5.4 billion)

** - by (i) Habib Bank Limited (Rs 12.37 billion)ji) Askari Bank Limited (Rs 6 billion) and (iiiPakistan
Mortgage Refinance Company Limited (Rs 1 billion):

*** - py (i) The Hub Power Company Limited (Rs 4bllion), (i) The Hub Power Company Limited (R7.
billion); (iii) Pak Elektron Limited (Rs 1.2 billi), (iv) Masood Textile Mills Limited (Rs 2.5 bidin) and (v)
Meezan Bank Limited (Rs 4 billion);

Source: Securities and Exchange Commission of fakis

Outstanding debt issues:

As of March 31, 2020, 106 corporate debt securitiese 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 (FFCs) and listed 43 116.99
on OTC
iii. Listed Term Finance Certificates (L-TFCs) |3 431
iv. Privately Placed Commercial Papers 4 15.22
Total 106 651.68

Source: Securities and Exchange Commission of Rakis

National Saving Schemes:

The achievements made by the Central DirectoratBl&dional Savings (CDNS) in the first
nine months and initiatives in the pipeline areiader:
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Achievements of Annual Targets:-

The CDNS, being the foremost institution providitng avenue to general public to park
their savings, has been able to not only achiegddlgets assigned but also surpassed the
targets by a big margin. As of 31.03.2020, the CDdS achieved 124 percent of the gross
and 61 percent of proportionate targets.

The product basket of the National Savings Sch&M8S8) ranges from three months Short-
Term Savings Certificates (STSC) to ten years' lengn Defense Savings Certificates.

Table 6.9: Product basket of the National Savingscheme

S.No | Name of Scheme Rate of Return Maturity Period | Tax Status
(per annum)
1 Defence Savings Certificates 8.54% 10 Years Tlaxab
2 Special Savings Certificates/Accounts 8.10% (Age) 3 Years Taxable
3 Regular Income Certificates 8.28% 5 Years Taxabl
4 Savings Account 7.00% Running Accoumt  Taxable
5 Pensioners' Benefit Account 10.32% 10 Years et
6 Bahbood Savings Certificates 10.32% 10 Years ekaxnpt
7 Shuhada Family Welfare Account 10.32% 10 Years X eb@mpt
8 National Prize Bonds (Bearer) 10.00% Perpetual axable
9 Premium Prize Bonds (Registered) * 7.80% Perpetua 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 investnign (Rs Million)
Name of Scheme 2015-16 2016-17 2017-18 2018-1Pp 91l

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 Certificatgds  (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 43,367.31 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



Pakistan Economic Survey 2019-20

Table 6.10: National Savings Schemes (net investnign (Rs Million)
Name of Scheme 2015-16 2016-17 2017-18 2018-1p 97l
15 | Premium Prize Bonds - 2,921.77 2,323.2( 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)
2)
3)
4)

Sharia product of National Savings

Overseas Pakistanis Savings Certificates (“OPSCs”)

Launch of Rs 100,000 Premium Prize Bond (Regis}ered

Scripless issuance and introduction of registeretk pponds 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 iki§tan. The exchange offers a diverse
range of international commodities and financidlfas, including gold, silver, crude oll,

currency pairs, as well as local agricultural prdduncluding cotton, wheat, rice and spices.

Performance of PMEX: During the period 3 July 2019 to 3% March 2020, 2.091 million
various commaodity futures contracts including gatdyde oil, US equity indices and FX
pairs worth Rs 1.75 trillion were traded on the PME

IV- Non Banking Finance Companies

Mutual Funds: As of 29" February 2020, assets under management (AUM)eofrthtual
funds stood at Rs 724.39 billion. Money Market Fartbminated the industry with the
largest share i.e. 35.63 percent of the mutual funalistry, followed by equity funds
comprising 28.09 percent and income funds havingdmnstry share of 24.38 percent.

Investment Advisory: Twenty-one Non-Bank Finance Companies (NBFCs) Haemses

to conduct investment advisory business in addiiioasset management services, while out
of twenty-one, four NBFCs have an exclusive licefmeconducting investment advisory
services. As of 20 February 2020, the total discretionary/non-disoretry portfolios held

by all of the NBFCs were of Rs 230.39 billion Majaghlights 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 fakis
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Box item-Il : The NBFC Reforms and Developmental Atvities

The SECP has taken following initiatives to faeilé growth of the mutual fund industry and to saéed the
investor’s interest:
= Approval granted for the launch of Pakistan’s ftxgd Exchange-Traded Funds (ETFSs).

= Detailed guidelines issued for assessing suitgbiéind standard risk categorization of collectjve
investment schemes (CIS) to curb mis-selling ofualifund products to the investors.

= Equity oriented schemes allowed to lend up to dagerpercentage of net assets through Secutities
Lending and Borrowing (SLB).

= Investments allowed in units of Exchange-Tradeddsury equity-oriented mutual funds.
= Equity-oriented mutual funds allowed to invest itleange-traded equity future contracts.

= Investment limit for single equity CIS increasedhaty percent from ten percent through amendments
Employees Contributory Funds (Investment in Liskedurities) Regulations, 2018.

= Reduction in regulatory fees (formation, licensiagd registration of CIS, Private Funds and REIT
Schemes) applicable on NBFCs issued chNarch 2020.

= Amendments in the NBFC & NE Regulations 2008 amdaneal of regulatory pricing caps for AMCs.

= Approval of a new category of Credit Guarantee Camypas an NBFC that will issue guarantees|for
infrastructure projects.

= Approval for incorporation of the first NBFC thatllsolely focus on financing for SMEs.
= Approval granted for formation of the NBFC that hgtovide invoice discounting facilities to SMEs.

= Exposure limits for micro-financing enhanced: fauking and micro enterprise loan amount increased
from Rs 500,000 to Rs 1.5 million, whereas for widlial loan amount increased from Rs 200,000 tg Rs
500,000.

= In the wake of COVID-19 pandemic, the maximum petdd borrowing by mutual funds for redemption
purposes has been extended from existing 90 da&385aays.

Private Equity and Venture Capital Funds ManagementServices:

As on 29" February 2020 the number of NBFCs licensed byGbmmission to undertake
the business of private equity and venture cajfutal management services stood at four.
These NBFCs successfully launched five private tgqamd venture capital funds, and the
combined size of these five private funds stand&sa, 779 million.

Voluntary Pension SchemesThe assets under management (AUM) of the voluntary
pension industry currently stand at Rs 30.15 lilks of 28 February 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 fakis

Lending NBFCs: Lending NBFCs includes leasing companies, investm@mnce
companies, housing finance companies, discount dsowd 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 (REITs): 1 (Dolmen city
- 49.23
REIT)
5 Modarabas 38 - 52.5

Source: Securities and Exchange Commission of fakis

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 dfatiBoard of Revenue (FBR) and the
Employees Old Age Benefits Institution (EOBI) attkederal level and with Business
Registration portals of Punjab and Sindh at thesiRoial level. Consequently, the SECP’s
eServices have become a One Stop Shop (OSS) fmtradign of a company with the

SECP, FBR, EOBI, Punjab Employees Social Securitgtitution (PESSI), Sindh

Employees Social Security Institute (SESSI), Exds@axation Department and Labor
Department of Punjab and Excise, Taxation & NaosotControl Department and Labor
Department of Sindh.

Box item-lll

This landmark achievement has been recognizedeinitbrid Bank Doing Business Report 2020, improving
Pakistan’s ranking in “Starting a Business” indizalby 58 points from 130 last year to 72 this yédoving
forward, the SECP plans to extend OSS facility hylser Pakhtunkhwa and Baluchistan on the samerpatte

Integration with FMU: The SECP took the initiative by conducting “Pilgitoject of
linking the SECP’s database (CRCS) with the Antinélp Laundering software (QoAML).
The SECP is the first institution to establish sdata connectivity with the FMU.

Company incorporation trend: During first nine months of FY2020, 13,875 new
companies were incorporated with the SECP. As coatpto the corresponding period of

the last financial year, it represents a growtl2dfpercent. Around 97 percent companies
were incorporated through the online process.

Establishment of Secured Transactions Registry forunincorporated entities: An
electronic Secured Transactions Registry (STR)euired to be established under the
Financial Institutions (Secured Transactions) Af16 (STA) for registration of security
interest over movable assets by unincorporatedientiFederal Government has delegated
the functions of the STR to the SECP. The creatiba secured transaction registry will
facilitate small borrowers from SME and agricultwector to secure credit from financial
institutions against their movable assets includiregeivables, intellectual property,
inventory, agricultural produce, petroleum or maisy motor vehicles, etc.
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Box item-IV: Regulatory Relief to Corporate Sectorto dilute impact of COVID-19 Pandemic:

To facilitate companies and businesses in dealiitig tve current crisis, the SECP has relaxed thelagory
deadlines under Companies Act. These measuresl@iclu

i. A general extension of 30 days has been grantembtigpanies, having FY ended on December
2019, for holding their Annual General Meeting daging of financial statements before members
approval.

31,
for

ii. Companies have been directed to modify their uglahning for General Meetings and consider

provision of video link facilities, webinar or othelectronic means.

iii. Companies can circulate notices of general meetarg$ annual reports to members, by post or

electronically.

iv. Extension of 30 days has been granted to all coiepdn filing of statutory returns due on or after

March 24, 2020 without any additional fee or peazlon.

V. Extension of 30 days has been granted to all corapdn filing of first quarterly accounts for the
quarter ended on March 31, 2020.

Vi. In order to hold meetings of the BODs, companiegHhseen advised to prioritize public safety, while
ensuring corporate compliance, and all underlyinguenstances shall be given due consideration by

the SECP while enforcing regulatory compliance.

vii.  Companies are encouraged to make a necessary emangfor the use of technology and related

applications in order to enable them to work froomie to meet the regulatory compliance.

viii. Companies have been advised to direct their CSRitaet towards prevention, detection and cure of

COVID-19 and ensure effective contingency planrang business continuity, while mitigating health

risk to employees, customers and communities.

ix.  All companies have been allowed relief from theuisgments contained in IFRS 9 (IAS 39, IFRS
SMEs and AFRS for SSEs) which require recordinfanfvalue adjustments of equity instruments h

for
eld

as FVPL (Fair Value through Profit or Loss) in tBatement of Profit or Loss, from March 31, 2020

till June 30, 2020.

Box item-V: Rules and Regulations:
(1) Corporate Rehabilitation Regulations, 2019

The SECP notified the Corporate Rehabilitation Ratipns, 2019 in terms of section 41 of the Corpora

Rehabilitation Act, 2018 (CRA). The CRA providesframework for rehabilitation and re-organization
distressed corporate entities and their businesses

(2) Corporate Restructuring Companies Rules, 2019

Corporate Restructuring Companies Rules, 2019 iffiet to provide licensing procedure for corporate

restructuring companies in terms of section 1shefG€orporate Restructuring Companies Act, 2016.

(3) Draft Financial Institutions (Secured Transactions)Rules, 2019

To give effect to the Secured Transaction Registguired to be established under the Financialtitistns
(Secured Transactions) Act, 2016, draft Finanamstitutions (Secured Transactions Registry) Ruk&d,9
have been submitted for approval of the Federak@ouent.

(4) Panel of Provisional Managers and Official Liquidabrs Regulations, 2019

The regulations came into force vide SRO 1352(D&2@dated November 11, 2019, and provide eligibi
criteria for inclusion in the panel of provisiomabnagers and official liquidators.

(5) Amendments to the Listed Companies (Buy-Back of Sihas) Regulations, 2019

The SECP amended the listed Companies (Buy BaclShares) Regulations, 2019. Pursuant to
amendments, listed companies can buy-back theirahanes after expiry of the six months from the issue

ity

the
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of further share.

(6) Amendments to the Employees Contributory Funds (Inestment in Listed Securities) Regulations
2018

The SECP amended the Employees Contributory Fungegtment in Listed Securities) Regulations, 2018

and the transition period has been increased froeny@ar to 3 years, so that investments by theigeat

funds or other contributory funds, which are beydine investment limits specified in these regulai@re

reduced gradually and brought in conformity witmgraeters of these regulations.

(7) Listed Companies (Code of Corporate Governancéjegulations, 2019

To facilitate businesses, the SECP revamped thgocate governance regulatory regime with a shidinfr

“Mandatory” to “Comply or Explain” approach.

(8) Companies (Further Issue of Shares) Regulation2020

The SECP has revamped the Companies (Further afs@hares) Regulations, 2018 and the Compahies
(Further Issue of Shares) Regulations, 2020 haea betified. The revised framework is more focuaed
certain conditions that were creating an extra énrah the issuers have been removed, such as

0] Restricting more than one right issues in six menth

(i)  Statement by the Board regarding compliance akajlirements;
(i)  Requirement of declaration by the board of direx;tor

(iv) Requirement for preparation of the financial prtjpets; and

(v)  Conditions for issuance of ESOS have been simglifie

(9) Amendments to fourth and fifth schedules of th&€€ompanies Act, 2017

The SECP on July 29, 2019 notified certain amendsnienfourth and fifth schedules of the Companies, A
2017. The amendments were aimed to reduce the sxeeadisclosure 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 obtathectertificate of Shariah compliance
under Shariah Governance Regulations, 2018 andaafioariah compliance certificate for
issuance of listed sukuk has been issued to thep@oyn Moreover, a total of Nine Shariah
Advisors have been registered with the SECP, imetutivo private limited companies for
providing Shariah advisory services.

Shariah Advisory Committee: The SECP constituted Shariah Advisory CommitteeGBA
under section 11A of the Securities and Exchangar@ission of Pakistan Act, 1997. The
committee has taken over the mandate of SharialisAdyBoard constituted in 2015.

Shariah compliant ETF: The Shariah Advisory Committee of the SECP hasamul the
Shariah Compliant Exchange Traded Fund (ETF) prioslulgject to certain conditions.

PMEX commodity Murabaha: The Shariah Advisory Committee has reviewed and
approved the PMEX commodity Murabaha transactianth@ PMEX platform with an
underlying high speed diesel (HSD) commodity subjec the compliance of Shariah
principles and observance of law of the land aridllfaent of certain conditions.

VII- Insurance Sector
The insurance sector in Pakistan comprises of hfaeinsurers (including two family

124



Capital Markets and Corporate Sector

takaful operators), forty non-life insurers (inclg three general takaful operators), and one
state- owned national reinsurer. Major achievemantble 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 Reguksindbox Guidelines, 2019. This is
Pakistan’s first regulatory sandbox in the finahgarvices 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 DepogiCompany (CDC), the Centralized
Insurance Repository has been launched, enablildignigoof details of life insurance/ family
takaful polices issued by the insurers in demdieed form.

Guidelines on Cyber-security Framework for Insurane Sector, 2020:;The SECP has
issued Guidelines on Cyber-security Framework feutance Sector, 2020 which stipulates
various risk management measures to ensure saferadngt information technology
systems of insurance companies, data protection candidentiality of private data to
maintain the confidence of policyholders in theurmasce sector.

General Takaful Accounting Regulations, 2019The SECP notified the General Takaful
Accounting Regulations, 2019 through S.R.O. 141809 dated 20 November, 2019.
The regulations provide the principles based orcliaiccounting and reporting of general
takaful business of general takaful operators amdlow general takaful operators shall be
made.

Financial Reporting Requirement for Family Window Takaful Operations: The SECP
has introduced financial reporting requirements lff@ insurance companies carrying on
window takaful operations under the Takaful Rul&312 through Circular no. 15 of 2019
dated 18 November, 2019. The requirements are aimed at#simg transparency and
clarity regarding the takaful operation of the fanmakaful operators.

Ease of doing business (EODB) — Policy Advocacy WwitRevenue Authorities for
Exemption of Sales Tax from Health and Life Insurare: The SECP has taken up the
issue of imposition of sales tax on life and heattburance with the provincial revenue
authorities with the aim to create conducive angiress 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 ceduthe fees applicable on insurance
companies and insurance brokers vide S.R.O 1228(1)9 dated 150October, 2019.

Implementation of Motor Third Party Liability Insur ance Scheme to Compensate the
Victims of Road Accidents: Motor Third Party Liability insurance offers insuoe

protection against death and bodily injury to tiheimns of the road traffic accidents or their
legal heirs. The law provides compensatory remealy dll such accident victims as
provisions contained in the saved Chapter VIl leg Motor Vehicles Act, 1939 make it
compulsory for all the motor vehicles owners to dnahe motor third party liability

insurance cover. The Insurance Division had pulvéod a proposal to amend the Motor
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Vehicles Act, 1939 for smooth implementation of Metor Third Party Liability Insurance
Scheme to compensate the road accident victims. pfbposed 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 pessing of life insurance
product submission, the SECP has notified simplifeibmission requirements for standardized
products of the life insurers vide S.R.O 234(1)/202

VII - Capital Market Reforms and Developmental Activities
1. Introduction of Circuit Breaker and Market Halts

The SECP has implemented phased expansion of apldicircuit breakers on individual
scrips from existing 5 percent to 7.5 percent fapiioving price discovery and enabling
easy exit from the market for the investors. Furtttee SECP has introduced market halts in
the stock market whereby movement of 5 percentSE430 index either way would trigger
temporary suspension of trading at stock exchaogerévent irrational price fluctuations
and to give the market a cooling-off period andvpde facility to brokers to deposit their
margins.

2. Introduction of Standardized Scale of Brokerage Comission

A minimum brokerage commission of 3 paisa/share0d5 percent of traded value,
whichever is higher, has been made effective alwitig a maximum allowable commission
rate of 2.5 percent of traded value. Implementatbrtommission scale by the SECP is
aimed at ensuring quality of brokerage servicesigem by securities brokers.

3. Launch of Exchange-Traded Funds (ETFs)

The ETF regulations aim to provide maximum fadilda to fund managers and market
makers through streamlined regulatory requireméaised on international benchmarks.
after the introduction of requisite governing stwre, the PSX successfully launched 2
ETFs on 24 March 2020, thus providing a new, low cost andldilersified investment
avenue for the investors.

4. Launch of Murabaha Share Financing

In order to promote Shariah complaint financing artourage liquidity in the capital
market, the SECP approved regulatory frameworkMarabaha Share Financing (MSF)
which will pave the way towards realizing the umeg potential of Shariah complaint
segment. The MFS regulatory framework will enablatibhal Clearing Company of
Pakistan Limited (NCCPL) to launch platform whichllveater to the needs of investors
willing to avail Shariah compliant modes to finartbeir transactions.

5. Introduction of New Brokerage Regime

In order to enhance security of investor assetd uhie securities brokers, regulatory
framework for a new broker regime has been intredutmvolving categorization of
securities brokers according to their financiabrgses and governance standards. Under the
revised regime, only securities brokers having igtpinet worth, corporate governance &
compliance standards and rating requirements gieddiin custody of investor assets.
Moreover, small sized brokerage houses shall retmnted custody of assets and
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accordingly would be subjected to reduced regwatequirements.
6. Revamping Margin Financing (MF) Product

The SECP approved amendments in the NCCPL Regutatmoremove practical difficulties

and introduce reforms in margin financing systerne Brokers were allowed, where they
may extend financing to their customers by exegubiateral financing agreements with
banks, to pledge 75 percent margin financed séesifity broker extending financing from
their own resources in favor of the NCCPL to meatgin requirement against exposure in
ready market subject to fulfilment of additionanaitions of net worth, credit rating and
statutory auditors. The additional conditions ignet worth of more than Rs 250 million,
minimum credit rating i.e. long term (A-) or shaegrm (A2) rating and having statutory
auditor of Category ‘A’ from the SBP Panel of Aui#.

7. Rationalization of Fee Structure of Frontline Reguators

The SECP has reduced market costs and rationdieedtructures of the Pakistan Stock
Exchange (PSX), Central Depository Company (CDCJ #&me NCCPL for maximum
facilitation of the market participants.

8. Safeguarding Investors’ Interests

The SECP made necessary regulatory amendments iRP3X regulations to streamline
claim verification process in case of defaultedkiers, by including mandatory requirement
to engage independent expert and completion ofegsoevithin prescribed time. Further,
regulations governing customer compensation funde hbeen amended to rationalize
disbursement limits for enhancing investor protattiThe SECP has also withdrawn
discretionary trading option of Pakistan Mercantiechange Limited (PMEX) brokers in
order to safeguard investors’ interests.

9. Wider Investor Outreach and Investor Facilitation

In order to enhance investor outreach, the SECPmplemented a framework to enable
online account opening. Further, to increase tha&ilrbase, a simplified account opening
process has been introduced for low risk investngreby maximum limit of Sahulat
Account has been enhanced from Rs 500,000 to RO@DOPractical issues of market
participants in meeting Know Your Customer (KYCyueements relating to the launch of
Centralized Know Your Customer Organization (CK@yé also been addressed through
requisite amendments in the regulations.

Further, a simplified non-trading Investor Accotas been introduced for sales/income tax
refund bonds, IPO facilitation account and mandatoduction of private/public unlisted
company shares in the CDS.

10.Measures to improve liquidity

In order to enhance trading capacity of marketigaents and improve liquidity, the SECP
has approved amendments in the NCCPL Regulationsdi®continuing 10 percent
additional margins being collected from brokers d@dpercent additional haircuts being
applied by the NCCPL on margin eligible securitiéstthermore, slabs of liquidity margins
have been revised which would now be applicable onl large exposures of brokers. In
addition, the security deposit requirements havenbeeduced and the pool of eligible
collateral against margin requirements has also bexeased.
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11.Deliverable Futures Market (DFM) segment

Various measures were taken to enhance activithenDFM segment such as permitting
release of 50 percent MtM profit in Deliverable &as Contract (DFC) market on T+l basis
and inclusion of closeout mechanism for managisk. frurther, the PSX Regulations were
approved for Blank Selling in DFM to address preadtidifficulties being faced by the
market participants.

12.Ease of doing business

Following measures have been taken to enhanceoédseng business: -

Reporting mechanism in the Deliverable Futures segrhas been improved to resolve
practical issues of market participants.

Simplification in the listing requirements and redd documentation

Inclusion of more financial institutions as clegrimembers in the NCCPL

Increase in the pool of eligible collateral forkkrimanagement by the NCCPL
Improved disclosure requirements specially fortezlgparty transactions

Removal of requirement to place quarterly finanstatements on website by brokers

Requirement to submit specific pledge authoritgh® bank in the case of each pledge
transaction has been relaxed upon request of mpgkgtipants and replaced with one-
time pledge authorization and submission of detitaweby the broker to the respective
pledge on a fortnightly basis.

Requirements for opening of branches by seculitiekers have been rationalized.

13.Development of primary capital market

Following measures have been taken for developofgmimary capital market

Introduction of Growth Enterprise Market at the PfaX facilitating companies that do
not meet the prescribed criteria for regular ligtat the PSX but are aspiring to raise
funds through capital markets.

Amendment in the Public Offering Regulations, 20b7 simplify the process and
promote capital formation.

Implementation of the second phase of Centraliz88Ce system whereby the TREC
holders/ Brokers would be allowed to submit appicraon the behalf of their clients in
an IPO.

Notification of Rating and Investment Informationcl, Japan, as an internationally
recognized foreign credit rating institution, undegulation 4(g) of the Credit Rating
Companies Regulations, 2016 for the purpose ofriegténto joint venture or technical

collaboration arrangement with any credit ratinghpany in Pakistan.

For bringing ease in doing business, following steave been taken:

— Processing timelines have been improved and the BS¥w required to process
approval within 10 working days for publicly placeebt backed by GOP’s debt
servicing guarantee and within 15 working dayslisting of equity securities and
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publicly placed debt securities not guaranteed PG

— Abolishing the requirement of Information Memorandun case of listing of
privately placed debt security with instrument mgtiof A and above and for debt
backed by debt servicing guarantee from GOP;

— Additionally, no credit rating shall be requiredr fdebt listing backed by debt
servicing guarantee from GOP.

- Relaxing the requirement of audited accounts tinbkided in the prospectus from
older than 6-months to 8-months.

Conclusion:

During FY2020, the capital markets witnessed widet@ations. In the stock market, the
KSE-100 index reached the year’s highest poinaimudry, plunged in February and March,
but surged again in April. The debt market withdss@ outflow after the COVID-19
pandemic hit the world. Globally, the demand isnsty down and the world economy is
entering recession. Pakistan’s stock market hdarshown resilience to global shocks.

Stability on the macroeconomic front is crucial éapital markets. An environment of low
and stable inflation, moderate external borrowiegds, and sustainable fiscal management
all contribute to lowering the cost of capital metrKinance. These factors also facilitate
steady growth and reduce uncertainty, which engmsainvestment and demand for
external finance.

The government is gradually easing the lockdownntogorate the economy. However,
much will depend on the epidemiological data. # tases of COVID-19 rise exponentially,
capital markets may face a challenging time.
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INFLATION

| ntroduction:

Stable inflation is always associated with betterwgh and development outcomes. Price
stability not only reduces uncertainty but alsoviles multi-dimensional positive impacts
on social, economic, and psychological spheresliasegments of the society, especially
poor families.

Prior to the COVID-19 outbreak, the government wasking efforts to stabilize the
inflationary pressure that originated from reqeissidjustment policies. Thus, the spike in
inflation which appeared due to energy tariff atjusnts and the adoption of market-based
exchange rate was flattened out mainly due to thesrgmment initiatives taken for price
stability. Therefore, the average CPI inflation vpasjected to decelerate by the end of the
current fiscal year.

The emergence of COVID-19 and social distancingteties to control this pandemic have
affected demand and supply across the globe. Baatk of Pakistan (SBP) was maintaining
double-digit interest rate to control inflation;hais now sharply cut the policy rate by 525
basis points to 8 percent. The easing of the palatg is aimed at supporting economic
activity in the wake of COVID-19 amid a fall in iation outlook.

During first seven months of the current fiscal ryaaflationary pressures persisted. The
headline inflation rose by 14.6 percent in Jan2&30, compared to 5.6 percent in the same
month last year, primarily because of a steep sumg&od inflation. This trend was
attributed to a number of factors such as temposapply disruptions in perishables and
higher transportation costs. Another reason icti@ge in weather patterns; all the seasons
in 2019 have faced some shift from the usual tinéckv caused losses in the minor crops
thereby increasing the reliance on imported fodtistu

For price stability, the government pursued a cowtfidon of policy measures such as
curtailing current expenditures, improving agriaudtl productivity, fostering investment for
stimulating output, and ensuring adequate avaitgtof consumer goods. The government
also remained vigilant on the market situationdisrooth supply of commodities. For relief
to the common man, the government provided a msydrsidy to the Utility Stores
Corporation (USC). Thus, essential commodities sashwheat flour, sugar, pulses and
cooking oil/ ghee were sold to consumers at subsitprices by Utility Stores Corporation
(USC). All these measures helped in contractingGRé-national to single-digit which fell
to 8.5 percent in April 2020. This was the thirccsessive month showing a decline in
inflation, whereas it dropped more than 6 percenhe last three months.
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Recently, the COVID-19 outbreak has negatively c@éfid the whole economy especially
daily wagers and the poor. The government planiedrdingly and is efficiently utilizing
all available resources to combat this pandemics tiperforming better than many
financially stable countries. The government anmednan economic relief and stimulus
package of approximately Rs 1.24 trillion, the lghever in history, to support the poor
and help the local industry to offset the negatimpact of the coronavirus outbreak in the
country.

Most importantly, to further facilitate the publithe government reduced the prices of
various petroleum products ranging from Rs 15 to3Rson May 1, 2020. Earlier, the

petroleum products prices were decreased by us o fper liter for the month of March and

subsequently Rs 15 per liter in April. The reduatin petroleum prices in March and April

further decelerated the inflation rate as evidemmfthe data of April.

7.2 Consumer Pricelndex:

The headline inflation measured by the ConsumerePindex (CPI) is recorded at 11.22
percent during Jul-Apr FY2020 as against 6.51 p#rcderring the same period last year.
Perishable food items are the main contributoryoiaim jacking up the food inflation in the
Food and Non-alcoholic Beverages group, as it orded at 34.7 percent against the
decline of 7.1 percent during the same period.atidh in Non-perishable food items is
recorded at 12.4 percent against 5.5 percent dlastgyear. The significant rise in FED on
Cigarettes put upward pressure on the AlcoholiceBages & Tobacco which recorded at
21.9 percent during Jul-Apr FY2020 as against p@ritent the same period last year. The
Housing, Water, Electricity, Gas & other Fuel aeearded at 7.1 percent during Jul-Apr
FY2020 as against 8.2 percent during the same ¢éast year. It has a weight of 23.6
percent, thus any untoward movement directly afféoe vulnerable segment of the society.
CPI movements by major groups are given below inld@.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 A.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 neasb, PBS is collecting prices from both rural arishn
markets to compute CPI. The following table compdh® coverage of both bases i.e. old (2007-08) and
new (2015-16).

SALIENT FEATURES OF THE NEW BASE
Salient features of the new base (2015-16) ar@dsru

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 Purp¢€®I1COP)

Introduction of Rural Consumer Price Index (RCPI) for the first time in the history of the
country. The old base CPI was urban biased, and was cetlidiar not including rural markets. The
new base CPI includes Urban as well as Rural maukahe 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 (RAQRban Consumer Price
Index (UCPI) and National CPI will be published mg&a single number of CPI under the old base.

Introduction of Population weights based on recent Population Census, 2017. In the old
methodology, equal weights were assigned to large small cities. In the new base, population
weights are introduced, thus cities will get wegglatccording 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) & [international practice.

Introduction of consumption quintiles instead of income quintiles. In the old methodology, the
income quintiles were used. In new base, the copiamquintiles are introduced to capture the dctua
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 slabsa(ih base) to compute combined Gas price. In the
new base, slab wise consumer weights are introdtmezhlculate the quintile and combined Gas
prices.

Rationalization of Electricity Prices and introduction of consumer weighted approach to
compute prices. The earlier methodology was using only slab veketricity rates without taking in
to account the taxes, surcharges and Fuel Pricesf&dgnt (FPA). In the new base, taxes and fueépric
adjustments have been included to determine ttetrigigy prices. Slab wise consumer weights are
also introduced for calculation of quintile and doned prices.

Electronic data collection (Android Based) for thefirst timein the history of PBS. PBS decided to

introduce end to end electronic transformation afadwith no human intervention. Hence, with the
inception of new base year 2015-16, Pakistan Buoddstatistics has been collecting the retail and
wholesale prices since July 2016 and computindahewing 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)

vi. Senditive Price Indicator (SPI)
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The old base CPI was urban biased as rural mankees not covered. In the new base, the
introduction of rural markets allows us to analymé&e changes in both rural and urban

areas for capturing the full picture of the pricentls in the economy. The CPI on new base
(2015-16) comprises of Urban and Rural CPI. Urb&h €dvers 35 cities and 356 consumer
items. The Rural CPI covers 27 rural centers ardc@hsumer items. In the new base year,
the national CPI for 12 major groups is also coraguby taking a weighted average of

Urban CPI and Rural CPI.

The table given below presents the other inflatipmadicators (CPI-Urban and CPI-Rural)
which are also following the same pattern duringltst 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-19 114 11.6 15.0 9.7 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 basi&pinl 2020 as
compared to an increase of 9.3 percent in the pusvinonth and 8.4 percent in April 2019.
The Urban Food and Non-Food inflation recorded @# lpercent and 6.2 percent as
compared to 13.0 percent and 7.3 percent respBciivéhe 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. | |

14 -
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)kﬁg oil (22.21 percent), Wheat (16.76
percent), Wheat flour (14.82 percent), Meat (130é%cent), Gram whole (12.52 percent),
Tea (9.54 percent), Gas charges (54.84 percent)st@wtion input items (16.6 percent),
Motor vehicles (13.59 percent), Drugs and medici(iE203 percent), Footwear (11.49
percent) and Motor vehicle accessories (11.25 péxce

-
6 - ~‘~~/

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr
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On the other hand, items that registered priceimeslin urban areas were Tomatoes (55.44
percent), Chicken (28.76 percent), Fish (2.52 pejc&lectricity charges (5.88 percent) and
Liquefied Hydrocarbons (2.34 percent).

CPI inflation-rural increased by 9.8 percent on a year-on-year basipril 2020 as
compared to an increase of 11.7 percent in theigpievmonth and 8.1 percent in April
2019. The Rural Food and Non-Food inflation recdrde 12.9 percent and 7.4 percent as
compared to 15.5 percent and 8.5 percent respBciiveéhe 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 perceWitheat (21.88 percent), Besan (20.92
percent), Wheat Flour (18.13 percent), Rice (12€8cent), Doctor Clinic Fee (18.37
percent) and Readymade Garments (10.65 percernd).it@ims recording declines in their
prices are Tomatoes (56.28 percent), Chicken (2®f&ent), Fish (0.02 percent) and
Electricity Charges (5.88 percent).

-
LN R P P

——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 calculateg excluding the food group and
energy items (Petrol, diesel, CNG, electricity, aradural gas) from the CPI basket. The
State Bank of Pakistan (SBP) also uses core iaoflatihile formulating its monetary policy.
Thus the effect of monetary policy on prices isagfd on core inflation with lag effect.

The inflationary pressures in core inflation reakdduring the start of second-quarter
whereas rural inflation depicted a slightly inciegs trend. This signifies that the
macroeconomic stabilization measures i.e. increag#erest rates, fiscal consolidation and
realignment of the exchange rate with fundameial® proved largely effective.

The gradual build-up of domestic demand is evidesrh rising Core inflation for Urban
and Rural, recording at 7.8 percent and 8.7 penamputectively during Jul-Apr FY2020 as
compared to 7.2 percent and 6.8 percent duringdahes period last year.

Due to the continuous increase in Clothing & Foamwand healthcare costs, core inflation
remained higher on average compared to the sanpast 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. The Fig-7.3: WPI movment Year on Year
prices are influenced immediately by trend| * ]
import prices and local production. The iten| % 1
have been divided into five groups. 7

15 4

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 1 o WPIFY 20
is recorded at 5.1 percent against 9.2 perq ° | = - WPIFY 19
in the previous month and 17.1 percenting °
same month last year. The index on peri
average basis during Jul-Apr FY2020 has been redoed 12.2 percent as against 16.2
percent during the same period last year.

13 4

1 4

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr

Further categorization of the index into 5 constitugroups reveals the highest inflationary
pressure in the Ore & mineral group showing andase of 30.1 percent as against 25.3
percent during the same period last year. The dilagsportable goods recorded at 5.5
percent as against a massive increase of 30.0mehsesame period last year which overall
drag the WPI index during FY2020. The group-wismparison 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, Aglp&r 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 6.3 5.0
Other Transportable Goods Except Metal Productghifery 22.4 30.0 5.5
& Equipments
Metal Products, Machinery & Equipment 8.7 9.0 13.9

Source: Pakistan Bureau of Statistics
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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

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 Ssq e _o”

to control fluctuation in prices. The SHI o — =T =2 ——
year-on-year basis in FY2020 remaingd b Aug Sep Ot Nov Dec Jan Feb Mar Apr
volatile as presented in the graph given

below.

The annualized increase in SPI during Jul-Apr FYX2@/2As recorded at 14.3 percent against
4.2 percent in the same period last year. Twentg (29) major food items including wheat,
wheat flour, rice, tomatoes, onions, masoor putsgng pulse, mash pulse, chicken, sugar,
red chilies etc. having a weight of 59 percentueficed 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 1 Kg 0.5 28.7 0.1
Potatoes 1 Kg 21 117.5 25
Onions 1 Kg 1.7 20.9 0.4
Tomatoes 1 Kg 14 -54.5 -0.8
Sugar Refined 1Kg 3.2 24.3 0.8
Gur (Average Quality) 1Kg 0.1 298 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 p.4 9.2 0.2
Total 59.0 7.8

Source: Pakistan Bureau of Statistics

7.6: Global International Prices

Oil futures prices plunged below zero for the fitishe in history in April 2020, as the

Coronavirus pandemic caused global demand to c@lapd buyers were not willing to take
delivery of crude because of lack of storage pladee settlement price for WTI crude

contracted on 20-04-2020 was -$40.0 amid concepositastorage and a slump in global
demand due to the Coronavirus pandemic. Now thet loreide is being traded around $38
per barrel.

Table 7.6: International Pricesof Major Commodities

Months Sugar | Palm Oil | Soyabean oil | Crudeoil Wheat Rice Tea DAP Urea
($/Mton) | ($/Mton) | ($/Mton) ($/Brl) ($/Mton) | ($/Mton) | ($/Mton) | ($/Mton) | ($/Mton)

Apr-19 280.0 588.0 734.0 71.2 199.5 391.3 2650.0 323.8 247.5
May-19 270.0 563.0 743.0 70.5 199.5 386.94 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 5440 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 62.3 189.4 401.7 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 2600.7 248.0 224.5
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 recordé&i6fl9/MT and $ 680/MT respectively in
April 2020 showing a decline of 4.1 percent and 9.1 perceat March 2020. Keeping the
present scenario, Malaysia has directed palm glantato continue operations even as the
country shuts businesses to prevent the spredteofdronavirus, ensuring steady supplies
of the tropical oil to global markets.

The sharp decline in FAO Food Price Index in Aprdrked the third consecutive monthly
fall largely driven by COVID-19 pandemic-demand wantions. While the latest fall in
prices was most pronounced for vegetable oils amgars the other sub-indices also
registered lower values in April.

Fig-7.5: FAO Food Commodity Prices

FAD Food Commuodity Price Indices FAQ Food Price Index
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The export prices of all the major cereals, excepé and wheat, fell for the third

consecutive month. Despite large global supptiesabined with generally favorable crop
prospects, rise in wheat prices reflecting stroeghand. The international maize prices
registered a further decline in April, pressuredroy only large supplies but also much
weaker demand especially from the biofuel sectemsting from a plunge in crude oil

prices. By contrast, international rice priceseexied their upward trend into a fourth
straight month, reaching their highest level sificee 2018.

The vegetable oil prices continued to decline inmilApainly stemmed from fall in palm oil
prices (for the second consecutive month) which fiaelled primarily by uncertainties over
the impact of the COVID-19 pandemic on global deth&oya and rapeseed oil prices were
also affected by higher than expected crushingeniSA and eroding demand for biodiesel
in the EU.

Global import demand for Skim Milk Powder and WhadMilk Powder dampened
considerably, mainly due to disruptions in dairypply chains with the imposition of
containment measures to control the spread of COGMD

The significant monthly dip in international sugaices was largely caused by the fallout
from the COVID-19, as confinement measures impadsgdseveral countries curtailed
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demand from out-of-home consumption. In addititwe, $teep fall in crude olil prices exerted
further downward pressure on sugar markets, asrl@mergy prices tend to boost the
production of sugar instead of ethanol. This isabbt 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 wheatdecrease the local wheat price and
to meet the domestic requirement. In order to cbrits prices, the ECC approved
waiving 60 percent regulatory duty and 7 percenhiolding taxes on wheat import.

ECC banned sugar export in an attempt to regulateurging prices.

The government has discontinued borrowing fromStaee Bank of Pakistan which has
an inflationary impact. Government has retired B2 billion (Jul-8th May, FY2020) as
compared to the borrowing of Rs 4,967 billion ie #ame period last year.

To contain fiscal deficit, there is a complete nebn on supplementary grants to ease
out inflationary pressures.

SBP raised the policy rate by cumulative 750 bpk3@5 percent from January 2018 till
July 2019 but considering the uncertainty due te @oronavirus and improving
inflationary outlook, the MPC has cut the policyerdoy a cumulative 525 bps in two
months to 8 percent.

Administrative M easur es

Prices monitoring Cell in the Ministry of Nationkbod Security is monitoring price
hikes of essential food items.

The government is expanding the network of Sastza&a and Ultility Store outlets for
provision of smooth supply of daily use items.

The Competition Commission of Pakistan (CCP) isntgleffective measures to control
Cartelization and undue Profiteering.

Relief Measures

The ECC approved a Rs 50 billion technical suppleary grant for the Utility Store
Corporation (USC) announced under the PM’s relgsfiqage.

To facilitate customers, a subsidy of Rs 226.5drilhas been allocated in the budget for
customers who use less than 300 units of elegtricita month and expenditure of Rs
186.5 billion has been made up till 19th May, FY@02

Out of Rs 24 billion allocated for the gas subsidypenditure of Rs 15.5 billion has
been made up till 19th May, FY2020.

To minimize the negative impact of COVID-19, thevgmment is making the best
efforts to provide relief to consumers in energicgs and other essential items. The
government announced the relief package of almest.R4 trillion. Some of the salient
features of the package are:
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- A sum of Rs 200 billion has been allocated for tghaxross the country. To support
vulnerable families, Rs 150 billion is reserved tbe monthly stipend which has
increased from Rs 2000 to Rs 3000 per month forndee four months for 9.2
million families.

- The Panagahs (shelter) for jobless and poor has éddended to provide meals and
shelter for unemployed.

- Subsidy of Rs 50 billion to USC to ensure the alality of essential items.
- For wheat procurement, Rs 280 billion has beeasde.

- People will also be able to pay electricity and dmlés in instalments whose
electricity consumption is up to 300 units and ga&s bill is up to Rs 2000. The
facility covered 75 percent of power consumers &hgercent of gas consumers.

- Other measures include tax relaxation on imporisutges, duty waive off on import
of palm oil, and reduced petroleum levy on POL picid.

7.8: Conclusion

The recent COVID-19 outbreak has weakened demartthgpudownward pressure on
commodity prices but there is also a risk of supglisruption. Thus, falling international
commodity prices especially crude oil will help easflationary pressures; however supply
disruption and hoarding to push prices up. The gowent is making all efforts in
maintaining a smooth supply. The government is etsomitted to take strict action against
hoarding thus the risk of price hike has been amrably reduced. Inflation is therefore
expected to remain at 10.7 percent, below the ezaprojection of 11.8 percent and is
expected to further scale down to single digit ¥2B621. The Government is utilizing all
resources to provide maximum relief to the pubkconomic Stimulus Package, Ehsas
Emergency Relief Programme, incentive package fdES and reduction in petroleum
prices etc., will provide multidimensional positivenpacts to all segments of society
especially poor families.
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Chapter 8

TRADE AND PAYMENTS

Pakistan’s external sector remained under prestur@ long time. Exports were on a

downward trajectory, while imports increased sigaiftly. The main reasons associated
with declining exports were currency overvaluatidomestic energy crises, global market
contraction, declining international commodity @s¢ competitiveness crises especially
between Pakistan and major export competitors. Y2029, thus the government has
embarked on a journey towards stability and suahdeninclusive growth through various

structural and policy adjustments including impleta¢éion of a market-based flexible

exchange rate regime. There was considerable irapremt in key economic indicators till

third quarter of FY2020 and economic recovery wgseeted by the end of FY2020. The
policy adjustments were started to reap benefithéenform of decline in current account
deficit, buildup foreign reserves, stable exchangge etc. During July-March FY2020,

current account deficit reduced by 73.1 percer$$ 2.8 bn (1.1 percent of GDP) against
US$ 10.3 bn last year (3.7 percent of GDP) mainlg tb 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 dehaad supply shocks reverberating
across the global economy and it became an unprteti challenge having severe impact
on social and business activity.The world went iattockdown which is leading to worst
economic recession. To contain the spread of Comndnas, quarantines and social
distancing have been adopted which affects manyoisesuch as travel, hospitality,
entertainment and tourism. Supply chain is diskedadue to closure of workplace. The
domestic disruption has spill over effect on trgdpartners through trade and global value
chain linkages, apart from that historically lowolghl oil prices and declining commodity
prices adding to overall macroeconomic effects.

World Economic Outlook April 2020, has forecastédttthe global economy to decline
sharply by 3 percent due to COVID-19; worse tha®&09 financial crisis. With the

anticipation of fading pandemic in the second 2020 due to normalized economic
activity, the global economy is projected to grow %8 percent in 2021. However, with
prevailing global condition, there is risk of wonggg of economic outlook.

Global economy is highly integrated through tourigrade and remittances. According to
WTO, world merchandise trade due to COVID-19 isexted to decline by 13 to 32 percent
in 2020. During 2020 trade volume is expected torese by double digits in nearly all
regions, depending on the duration of the outbraad effectiveness of policy response.
Trade in services is also expected to be affeaiedraely due to restriction on transport and
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travel on account of the pandemic. Due to ongoragd tensions and slowing economic
growth, merchandise trade fell by 0.1 percent ih®0

The manufacturing activity in China has been sdyeafected due to pandemic: disrupting
supply chains which are creating a gap in theioetsp provides an opportunity for Pakistani
exporters to timely capitalize the situation. Deglobal economic slowdown, the global
oil prices declined at historical low level, cretn opportunity for the Pakistan to reduce
its import bill and current account deficit alonglwdeceleration in inflation.

On the other hand, the outbreak of Coronavirusurope, North America and GCC may
have an adverse impact on Pakistan’s exports emhttonal Financial Institutes (IFIs) have
started forecasting a slowdown in global growthimy2020. Under a moderate scenario of
contained global impact of COVID-19, the exportsynteave minimal repercussion on
Pakistan economic growth in FY2020 as exports farmelatively smaller portion of the
GDP in Pakistan as compared to emerging economdieanwhile, remittances from major
destinations may decline temporarily in the cormmgnths passing some downward impact
on domestic consumption.

Exports

Exports remained on a downward trajectory due ttiiph@ factors over the previous years,
however, the present government made all effortpubexports on a rising path. The
government realized the fact that the country’sifeiies 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 scheme.

Before COVID-19, export performance was satisfactior terms of both products and

destination diversification. In terms of productaelisification, surgical goods and medical
instruments recorded a growth of 8.3 percent dusudg-March FY2020, while, in terms of

destination diversification, the Ministry of Comroerhas initiated to explore new markets,
especially in Africa. Thus there was a 10 percewctdase in exports to Africa till July-

February FY2020. Pakistan has the basic infrastradio tap the growing demand in the
medical devices industry, diversification and irdectoral up gradation in products and to
increase participation in the GVCs.

Thus, till Feb 2020, Pakistan’s exports were peniag better than most of its competitors
despite the challenging external environment. Duriduly-February FY2020, exports

reached US$ 15.6 billion compared to US$ 15.1dillast year, thus registered a growth of
3.6 percent. However, due to COVID-19, exports ided by 15 percent in March 2020

compared to Feb 2020 while according to PBS, inilA&f20, exports remained only US$

957 million, thus showing 47 percent decline compato March 2020. On year on year
basis exports declined by 54.2 percent in April@62US$ 957 million as compared to US$
2089 million in same period last year. Thus, expoduring July-April, FY2020
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reached US$ 18.4 billion compared to US$ 19.2 duilliduring same period last year,
showing a decline of 3.9 percent.

A sharp decline in REER due to market-based exahaaitg and the government’s initiative
to provide cheaper electricity to the textile sed¢tave enhanced the competitiveness of the
Pakistani products vis-a-vis its competitors in ¢fhabal market. Moreover, FBR expedited
refunds claims of major exporting sectors, whidbwadted liquidity constraints of exporters
thereby augmenting their capability to export mdpewring ongoing financial year rice,
readymade garment and knitwear were major conbibuto export growth, with higher
guantum offsetting the lower price effects. On tileer hand, exports of the POL group,
tanned leather, chemicals and cement were majagsdoa the overall growth. Power
subsidy provided to export sector in January 2@®n government had announced 7.5
cents/KWh flat power tariff led to the increasedueaaddition and improved export
performance of this sector.

Due to the COVID-19 Pakistan’s exporters are facaglining demand in overseas markets
and difficulties in executing existing orders. Tdygorts target for current financial year was
set at $26.2 billion for FY2020, which seems difficto be achieved. As the exports
declined on a month on month by 47.2 percent inilA2020 to US $ 957 million as
compared to US$ 1814 million in March 202 support exporterState bank of Pakistan
maintained Export Finance Scheme (EFS) Rate atp8rfent and Long-Term Finance
Facility (LTFF) at 6.0 percent. Per project, theRET limit has been enhanced to Rs 5
billion. SBP enhanced the existing limits of exgonelated soft loans and allowed
manufacturing sector an advance payment of up t& 8,000 for import of raw materials
and spare parts. Banks are allowed to make advaamgeent up to 50 percent of the value
of imports against LCs. The total subsidized creditexporters outstanding under both
schemes (EFS and LTFF) is approximately Rs 660obill Reduced the performance
requirement for availing credit under EFS, fromdsvto one and a half times of borrowed
fund, that will be effective for the current as Wat FY2021. Further extension in time
period to meet performance requirements by 6 mawtlend December 2020. Extension in
time period to ship goods frosix to twelve months. The limit for Long Term Fircamg
Facility (LTFF) has been reduced to 40 percent 864 million from 50 percent or US$ 5
million of the total sales to become eligible dgrithe period January 01, 2020 to September
30, 2020.

SBP has also allowed banks to enhance the timedb@sr realization of exports proceeds
from existing requirement of 180 days to 270 days@ase to case basis where the delay is
related to COVID-19. This would help exporters toyide ample time to their buyers for
making payments. Exporters can directly dispatehsiipping documents of their exports'
consignment to their foreign buyers without anyitisubject to the condition that exporter’s
export over-dues are less than one percent andxjherter has exports of at least US$ 5
million during the previous three years.

Merchandised Exports

The disaggregated data on exports available tilrdla2020 may have not captured
COVID-19 completely due to the fact that lockdowasnannounced in last week of March.
It is the reason that during July-March, FY202(Qyaxs reached US$ 17.4 billion from US$
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17.1 billion during July-March, FY2019, posted awth of 2.2 percent compared to 0.1
percent witnessed during same period in FY2019 BY&018.

During current fiscal year food group and textilwyp 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 | 5018-19 | 2019-20 (P26 Change| 2018-19| 2019-20 (P .70 Change
in Quantity
Total 17071.1 17443.3 2.2
A. [Food Group 3348.1 33964 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 -90.71 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 49.00 42897 62721 46.2
Other Food Items 497.6 437.7 -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] 320124 336437 5.1
Cotton Cloth TH.SQM 1595.9 1,548.4 -3.0] 2122954 1923101 -9.4
Knitwear TH.DOZ 2154.6 2,299.4 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 1955.9 2,170.9 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¥ 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. 841.9 734.5 -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 thad fgroup registered a growth of 1.4
percent during July — March FY2020 compared tosdmae period last year. Within the food
group, rice exports increased by 7.1 percent. Tdeeaxport increased both in quantity and
value by 5.3 percent and 7.1 percent respectiveakistan’s share in total rice imports of
the EU has been rising consistently ever sincebtbe restricted Indian rice imports over
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excessive use of pesticides. Besides that, theermmtyr movements of the competitor
countries provided Pakistan an edge in its estaddif\frican market.

The Basmati rice exports grew by 33.7 percent inevand 51.8 percent in quantity during
July-March FY2020 as compared to the correspondergd last yearMilled basmati rice
performed particularly well as quantum exports @ased substantially to the major markets
in the Middle East, which were collectively respibites for about 59.5 percent of total
exports in the period. Moreover, month on monthsasMarch its export value increased
by 20.9 percent and quantity by 21.5 percent.

Husked (brown) rice, which is mostly basmati varigterformed quite well in the European
Union—mainly Belgium, Italy, Netherlands, and Ukhi3 rice is further processed by mills
to produce white rice that is commonly used in pean countries. White (milled) basmati
attracts 175 Euro/1000 KG in tariff in European dmnagainst zero percent tariff on brown
basmati rice. This also explains the decreaseearshiare of milled basmati rice exports to
the bloc.

The other varieties under rice group witnessed dirde of 3.6 percent in value and 2.5
percent in quantity, compared to the correspongiegod last year. In the case of non-
basmati, broken rice and other varieties witnessedhcreased supply to Africa and some
Asian markets such as China, Indonesia, and Katakhs

Export earnings from fruits registered a growth2d percent in value and 4.4 percent in
guantity, while vegetables also witnessed a groeith3.7 percent in value, however, its
guantity declined marginally by 0.9 percent.

Fish & fish preparation subgroup during July-Maf€¥2020 witnessed a growth of 8.0
percent in value and 2.7 percent in quantity, caegb#o last year. Pakistan’s exports of fish
frozen to China have increased by 81.5 percerd 3% 87.6 million during Jul-Mar FY2020
as compared to US$ 48.3 million the same periotylaar. As USA seafood exports to
China have become much costlier due to the US-Cihale war, Pakistani exporters might
increase their presence in the Chinese market.

Exports of sugar declined to 51.9 percent in qinaand 38.6 percent in value, during July-
March FY2020 as compared to the same period last Jée export of spices also declined
by 2.8 percent in value and 4.7 percent in quadtityng the period.

Meat and meat preparation increased both in vahee quantity by 48.9 percent, 46.2
percent, respectively during July — March FY202@@aspared to the corresponding period
last year Month on month in March 2020 it decreased bothuangity by 13.1 percent and

value by 14.1 percent.

Textile group, which has around 60 percent shatetal exports, witnessed a growth of 4.2
percent during July — March, FY2020 compared todheesponding period last year. On
month on month, the textile group declined by Jedcent and reached US $1039.7 million
in March, 2020.

There was lower USA quantum apparel demand dueSe&China Trade War as the USA
applied additional tariffs on Chinese apparel inpdrom September 2019. Thus, USA
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buyers switched to low-cost suppliers that includetnam, India, and Pakistan. Pakistan
was able to capture part of China’s market as fieeenced higher growth than any of its
competitors.

The European Union’s apparel imports from Pakistacelerated from last year, both in
value and volume terms, despite the decline inkioe’s overall apparel imports. The
weakening of Euro against the US dollar and curesnof major apparel exporters except
for the Pak Rupee led to the decline in the EUjsaapl imports. The European buyers were
attracted by continuously weakening PKR since Q2FD8, as unit prices fell only for
Pakistan in July-March FY2020 vis-a-vis its compmet. The price effect was further
reinforced by duty-free/quota-free access underGB® Plus agreement. Bangladesh and
Pakistan have been able to increase their expwttsetbloc as they enjoy preferential trade
treatment in trade with the EU.

Value-added exports with a share of 35.7 percetttal exports increased by 6.9 percent in
value. Among the value-added exports knitwear espgnew by 8.2 percent in quantity and

6.7 percent in value during Jul-March 2020 as caegpdo the corresponding period last
year. Export earnings of readymade garments shmmarkable growth of 11.0 percent in

value and 10.4 percent in quantity during July- déhalFY2020 compared to same period last
year. Higher textile exports came on the back aéinfum growth in high value-added

products, particularly readymade garments. Bed e&port grew by 2.4 percent in value

and 7.9 percent in quantity during July- March F2@@ompared to the same period last
year due to higher shipments to the European Union.

Exports of towels increased in both quantity anlliedoy 2.0 and 0.6 percent, respectively
during July — March FY2020 as compared to the spoading period last year. The exports
of intermediate commaodities like cotton yarn witses a decline in value by 1.9 percent
whereas quantity improved by 5.1 percent, as dodlegipts were pulled down by lower unit
prices, which were in line with the declining psce the international market during first
nine months of the current financial year as comgbao the same period last year. Despite a
decline in its exports, China’s demand for Pakistantton yarn increased as it appeared to
shift its yarn demand away from India and towardkigtan on account of the second phase
of the Pak-China FTA.

Cotton cloth export declined both in quantity aralue by 9.4 percent and 3.0 percent,
respectively, July — March FY2020 as compared ® same period last year. Although
Pakistan has the highest share in cotton fabri@itspf the European Union (in quantum
terms) is on a rising trend over the last few ye@he export of raw cotton increased both in
guantity and value by 31.7 percent and 8.2 perenng July-March FY2020.

During July — March FY2020 petroleum and coal greugxports posted a decline of 33.9
percent over the corresponding period last yearjmgsort demand from Afghanistan

witnessed a fall in response to declining engagemwieforeign forces. Moreover, petroleum
crude (condensates) exports declined 26.2 peroddS$ 152.7 million during July-March

FY2020, as refineries are increasingly using cosdenwith low-gravity imported crude.

Export of items like leather tanned and gloves ettild not grow in quantitative terms. In
the case of sports goods, major export item fobthidhessed 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 bypér@ent wheree
its export quantity increased by 6.5 percent dudnfy- March FY2020 compared to tl
same period last yeafFhe export of cement witnessed a decline of 5.tqrgrin value an
its quantity increased by 7.3 percent during theopeunder review. However, Pakist:
cement exports this year have become more divarsams of market access compare:
last yeay when India was the key importer of Pakistani Rad Cement, importing o-
fourth of Pakistan’s quantum cement exports. Haw, the overall value of cement wi
pulled down by low unit prices. Guar and guar priduegistered growth both in value ¢
qguantity by 2.4 percent and 18.5 percent, respalgt

Monthly Exports

The monthly exports for the period J-March FY2020 remained mostly above
corresponding months of last year, averaging US¥1@illion per month as against
average of USH897 million last year. The introduction of a ma-based exchange re
system, despite low unit value a significant inseea exports volume, \-China trade we
provide anopportunity in some sectors particularly textilel@eafood and increased ma
shares in key destinations led to increase in égpdhe exports fall in Marcexcept for the
COVID-19 pandemic shows a negative growth of 8.1 peresnexporters are facit
declining demand in overseas mas and difficulties in executing existingders

Fig: 8.1 Monthly Exports
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Concentration of Exports

The composition of Pakistan’s exports more or lessainedthe same during FY202
compared to previous years showing high conceatrab afew items like cotton & cotto
manufactures, leather, rice, aa few more iterm. The first three categories of expc
account for 69.2 percent of total exports durinty-March FY2020 with cotton & cotto
manufacture alone contributing 56.7 percent. Trawltly the contribution of these thr
categories was 69.1 percent durithe same period last year and 73.6 percent di
FY2018. The bifurcation of these items in Table 8h®dws that exports in these few ite
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 M&actured.

Source: Pakistan Bureau of Statistics

Direction of Exports

Year-wise major Pakistan’s export destinationsnagationed in Table 8.3 which shows that
during July-March, FY2020 period no visible changecurred and our exports are
continuously concentrated to the same markets.ri&ffare being made to explore new
markets specifically in ASEAN and Asian regions ihgv unexplored potential. The
Ministry of Commerce has initiated the Look AfriBalicy, the trade ties between Pakistan
and African countries will create jobs, facilitateonomic growth, and reduce poverty. The
exports to Africa have increased by 10 percentndudiuly-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] 4004 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 76| 186.7 73| 2268 7.3 166.9 74| 1947 7.1
GERMANY 125.1] 59 1467 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] 31282 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 tradatioek with other trading partners.
Engagements of Pakistan with its trading partnersthe ongoing financial year are
mentioned below:

China-Pakistan

The implementation of Phase-Il of the China-Pakigteee Trade Agreement (CPFTA) is a
significant achievement for Pakistan. The governm&nPakistan has gained the most
favorable market access in the Chinese marketravipa ASEAN. The significant features

of Phase-ll of the CPFTA, inter alia, include imna#d market access on 313 items
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of Pakistan’s prime export interest, more robudegaard measures, the inclusion of
balance of payment clause and Electronic Data ExgdhdEDE) to curb under-invoicing
and misdeclaration of goods. The Protocol to anteedCPFTA was signed in April 2019
while the Tariff Reduction Modalities (TRM) havedreimplemented from*1January 2020
by both sides.

Second China International Import Expo (CIIE) wa$dhin Shanghai, China, in November
2019. Leading enterprises of Pakistan actively sfaed 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 Pdli@logue, held on 11
July 2019 at Tokyo Japan, Pakistan proposed thaanamterim step, a PTA may be
concluded to allow Pakistan a level playing fieklavailable to its competitors. Japanese
side clarified that, if they were to discuss ongiole EPA/FTA, it has to be full-fledged,
covering “substantially all the trade”, includingralle in Goods, Trade in Services,
Investment, Intellectual Property, and E-CommeBzsed on this understanding, both sides
shared the willingness to promote discussion tdif@e and further strengthen bilateral
trade.

Pakistan-Thailand

Pakistan is Thailand's second-largest trade paimn8outh Asia and there is a tremendous
potential to increase bilateral trade. An interss@sal 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 fizetion of offer lists on 200 priority
items under Pak-Thailand Free Trade Agreement (FATA].

Pakistan-Sri Lanka

Pakistan-Sri Lanka Free Trade Agreement (PSFTApiecoperational from ¥2June
2005. The Sixth Secretary Commerce Level Techniedits between Sri Lanka were held
on 6" January 2016. During this the meeting talks weekel lon broadening the scope of
FTA by the inclusion of chapters on Services andedtments. Pakistan enjoys a trade
surplus with Sri Lanka. Under the PSFTA, a quot&@¥0 MT of Basmati rice was allowed
to be exported to Sri Lanka from Pakistan on duo#gfbasis each year. This quota was
available only for two varieties, namely, PK 385d&m Super Kernel grades. However, in
December 2019, three new varieties of rice i.epebBasmati Rice, 1121 Kainat Rice, PK
198/D 98 Basmati Rice have also been added toghefIRice 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 negotiatand persistent
trade diplomacy, Indonesia agreed to unilateraltywjgle “zero duty” to Pakistan on the 20
tariff lines. A protocol to give effect to this arrgement was signed during the visit of
Indonesian President on 26-27 January 2018. Natidin to this effect has also been issued
by the Government of Indonesia and the newly grhntarket access is operational sinte 1
March 2019
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Central Asian Republics

The overall bilateral trade of Pakistan with thentC&l Asian Republics (CARs) has
increased to US$ 86.15 million during July-Februax2020 as compared to the US$ 84.47
million the same period last year. Pakistan’s etgptw the CARs have increased to US$
80.32 million during the period under review as gamed to US $ 73.08 million last year.
Kazakhstan is the largest export market for PakistaCARs. In February 2020, Joint Inter-
governmental commission meeting was held whereraKlastan agreed to establish a Joint
Working Group on Trade and Investment, with Pakidta remove trade barriers for each
other.

Africa

Total bilateral trade between Pakistan and the Midthstern region was recorded at US$
3272.04 million during July- March FY2020. Overhilateral trade of Pakistan with Africa
stood at around $4.2 billion in 2018-19. Ministr§y Gommerce’s Look Africa Policy
Initiative exports increased to US$ 1030 milliorridg July-February FY2020 as compared
to US$ 937 million same period last year. The totgdorts have been decreased to $1900
million during July-February FY2020 as comparedJ8$ 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 Ada Policy Initiative

= Pakistan —Egypt Trade Conference:During Pakistan-Egypt Trade Conference in
October 2019 an MoU was signed between the twe dml@stablish Pak —Egypt Joint
Working Group (JWG).

= Pakistan Africa Trade Development ConferencePakistan-Africa Trade Development
Conference was held in Nairobi, Kenya in Januar202(uring the conference in
addition to the Trade Conference, B2B and G2G mgstiwere held which were
attended by Pakistani Head of Missions (HoMs) inies, EAC members’ delegations,
Trade Officers, business community from Pakistaoh Afnica.

United States

United States of America (USA) is the major degtorafor Pakistan’s exports. The U.S.
Generalized System of Preferences (GSP), a prodesigned to promote economic growth
in the developing world, provides preferential dirge treatment for over 3,500 products
from 128 designated beneficiary countries and tres. However, for the 44 Least
Developed Countries (LDCs) enhanced market acsgsovided 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 bagsyetajoods related to {HS 42 (two digits)}
export interest to Pakistan. The US has renewed B&8ferential Market Access Program
till December 2020.

Europe Union

European Union is Pakistan’s largest export parthleis is because Pakistani products have
duty free access in all 27-member states of thefaan Union (EU) on 91 percent tariff
lines under EU’s “Special Incentive Arrangement @ood Governance and Sustainable
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Development”, known as GSP+, since 1st January .2&etently, the Third Biennial
Review of the GSP Plus (2018-2019) successfullglemed in March 2020 and this facility
will continue for Pakistan. The Fourth Biennial v of the GSP Plus (2020-2021) has
formally commenced and the next EU Monitoring Missto Pakistan is expected later this
year after the COVID 19 crises have abated. Asaltref this arrangement, Pakistan’s total
trade volume to the EU has increased from US$ D1586million in 2013-14 to US$
14,158.29 million in 2018-19.

The exports to the EU reached US$ 5922 millionrdyduly-March FY2020 as compared to
US$ 5,736 million in the corresponding period Igsar, with a growth of 3.8 percent. The
imports from the EU reached US$ 3,328 million dgriluly-March FY2020 as compared to
US$ 3,747 million in the corresponding period lgefr, with a negative growth of 9
percent.

Eastern Europe:

In December 2019, an Agreement was signed betwakistBn and Russian Federation on
the settlement of mutual financial claims and tidigations on operations of the former
USSR. Overall, Pakistan’s exports to the Eastemo@aan block have witnessed an increase
of 5 percent during July-March FY2020 as comparedhe same period last year. The
government has undertaken the following initiatif@senhancing trade to the region:

= Promotional /marketing activity in the Eastern Epgaegion is being carried out as part
of a strategy to target non-traditional markets.

= Ministry of Commerce is arranging business delegetiof textile garments, sports
goods, leather goods, and surgical goods from Rekis coordination with TDAP.

= To cater to the demands of the Eastern Europeaanietne Ministry of Commerce is
carrying out market analysis of potential non-ttiadial sectors and products.

= To sustain GSP-Plus, Ministry of Commerce, is esiterly working to fill the gaps,
indicated by the EU monitoring mission in closesia with Federal Ministries and
Provincial Governments.

= The promotion of sports goods exports to the CEmbublic is being carried out.

Box-I: E-Commerce Policy

The Cabinet of Pakistan approved Pakistan’s fivst-e-Commerce Policy in October 2019 thereby atingr
to a long due recognition to an important segmérthe economy. E-Commerce in Pakistan is at a masce
stage, with modest internet retail sales, desiterillion cellular subscribers, 70 million 3G/4@bscribers,
72 million broadband subscribers, and total telsdgrof 76.56 percent, as of July 2019. Howeveis ian
emerging sector with a noticeable surge in recast ;n online vendors, local e-Commerce platforars]
online payment facilities introduced by banks asdé cellular companies. According to the StatekBain
Pakistan, excluding Cash-on-Delivery (CoD) sale§oenmerce sales stood at Rs 18.7 billion by thedn
June 2018 while the total size of Pakistan’'s e-Cenwen market in 2018 was Rs 99.3 billion. The nundie
registered e-Commerce merchants has risen byrBestand e-Commerce payments have surged 2.3 times i
just twelve months.

- Q

Formulation of the e-Commerce policy is a step uffilfing the Government vision and commitment [to
effectively promote and encourage businesses, dlyedicro Small and Medium enterprise (MSMEs)do
online and foster holistic growth of e-Commercéakistan. The policy covers and provides guidelove&ey
components for the promotion of e-Commerce inclgdime regulatory environment, financial inclusiamd
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digitization through payment infrastructure, empang youth and SMEs, consumer protection, taxatio,
infrastructure, logistics, data protection, andagement in multilateral negotiations. Since itsrapgl, the e-
commerce policy has made headways in smoothenm@-ttommerce business environment in the cou

For instance, freelancers’ remittance limit hasnbeehanced from US$ 5,000 to US$ 25,000, IT congsni

and freelancers are now given better exchange fatedollar in-line with the interbank rate offered
exporters & trade receivable of IT companies witlwnbe used as collateral for loan procurement f
commercial banks.

Source: Ministry of Commerce

Box-lI: Initiatives in The Pipelines
1.Geographical Indications (Registration and Protecion Bill) 2019

Geographical Indications (GIs) identify the produdhat have a specific geographical origin and s
qualities or reputatiomttributable to their place of origin. Theaee generally traditional products that ha
gained a reputation in the local, national, orriné¢éional market due to their specific unique diedi The
recognition and protection of these products, thholegislation, allows the community of producergget a

ntry.

om

ve

fair value of their commodities while preservingeithunique identity. Ascore of Pakistani products has the

potential to be protected under a Gl regime, indgdoroducts such as Basmati Rice, Kinnow, Man
Cutlery, Ajrak, etc.

Ministry of Commerce, and Intellectual Property @mgation of Pakistan, drafted the first Geograpah
Indications (Registration and Protection) Bill, 80tb provide for the registration and effective tpation of
the Geographical Indications of the country. Thenswary of the subject bill was sent to the Cabi
Committee for Disposal of Legislative Cases (CClo@)26" July 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 araies in the tariff structure and making it a eefion of
trade policy priorities and enhancement of competitess through duty-free access to imported rateiads
and promotion of investment into efficient indussrithrough a predictable tariff structure, decittedugh an
institutional mechanismApproved vide Cabinet decision dated"Iovember 2019).

3. Domestic Commerce Wing

i. Draft Paper on “Framework for the Development and Facilitation of Domestic Commerce”: The
Domestic Commerce Wing has drafted the papetFoamework for Development and Facilitation o
Domestic Commerce”which will be submitted to Domestic Commerce Refe and Developmern
Committee (DCRDC) for approval. The proposed framdwdeals 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 @umerce: All the provinces and regions
including Gilgit-Baltistan and AJK have formulatdHeir respective domestic commerce strategié
These strategies are of high significance as tbheyd on effectively linking domestic commerce wit
Pakistan’s international trade through the develepnof commercial governance framework.

go,

net
een

—

£S.

Source: Ministry of Commerce
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Box-lll: Trade Facilitation Agreement (TFA):

‘Trade Facilitation’ implies the streamlining, hasmzing, and simplifying border procedures to elifeethe
cross-border movement of goods. In words of the [@V@ustoms Organization (WCO), trade facilitatian| i
"avoidance of unnecessary trade restrictiveness'.

Pakistan ratified TFA on the $7of October 2015 that provides flexibility to theembers in terms of
implementation of the provisions of the Agreemehtenvisaged that every signatory is requireditadé the
provisions of the Agreement into three categoiies A, B, and C allowing time for implementationdaat the
same time assistance to developing and least deetlcountries for implementation.

Under its Article 10.4, Pakistan has committedh® éstablishment of a ‘National Single Window’ (Np&lé a
‘Category-C’ commitment with an implementation diéael of June 2022. This comes as the government
increasingly focuses on enhancing exports and isutrst) imports to give a boost to domestic praéutand
the overall economy. NSW allows the parties invdluetrade and transport to lodge standardizedinédion
and documents with a single-entry point to fulféll import, export, and transit-related regulat
requirements.

In December 2019, the ECC of the Cabinet approlied'Enactment of Pakistan Single Window Bill, 201
The enactment of the Bill will highly facilitate élbusinesses in Pakistan. As of now, 42 governigencies
are involved in granting approvals for differensmesses. Which will be replaced and now throughSingle
Window, all parties involved in trade and transpeah lodge standardized information and documeiits ay,
single-entry point to fulfill all import, export drtransit-related regulatory requirements.

The Ministry of Commerce also secretariats the dweti Trade and Transport Facilitation Commitiee
(NTTFC) which supports and coordinates among vargmavernment agencies and commercial enterpris¢s th
participate in international trade transactionsalfo serves as a cross-sectoral secretariat tesitrade
transport-related issues, and develop practicatisols.

Source: Ministry of Commerce

=

y
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Imports

During FY2018, the growth momentum became unsustéendue to macroeconomic
imbalances mainly due to high current account dsficThe maintained exchange rate
accelerated the domestic demand which led to aiweassirge in imports due to high
consumption expenditure and government spending. gdvernment started tackling the
challenge primarily by managing the aggregate deimamd addressing the deep-rooted
structural problems. They took difficult decisioms reducing the overvaluation of the
exchange rate and aligned it to the market valseda@xchange rate adjustments. Further,
import tariff was imposed on non-essential itentse fresent government imposed up to 60
percent regulatory duties on 570 luxury and nom@ssl imported goods to curtail the
rising imports. Thus, during July-Feb FY2020, imgaemained US$ 31.5 billion compared
to US$ 36.6 billion showing a decline of almost fidrcent. Hence, trade deficit was
contracted to 26 percent.

In April 2020 imports declined by 32 percent anthained at US$ 3.2 billion compared to
US$ 4.7 billion in April 19. The main reason wappressed demand for a wide range of
energy and non-energy products also evident frdlimdgacrude oil prices which became a
blessing in disguise for Pakistan. The total inpan July-April FY2020 decreased to US$
38.0 billion as compared to US$ 45.4 billion thensaperiod last year, thus registered a
decline of 16.2 percent the lowest level in fouange Due to depressed industrial demand,
there is lower import in quantum complemented Wather international commodity prices
especially crude oil, LNG, coal, and metals.

To facilitate importers in the COVID-19 period, SBRs extended the time period for
import of goods into Pakistan against advance payfnem the existing requirement of 120
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days to 210 days. Enhanced the existing limit of$U®),000/, or equivalent in other
currencies, per invoice allowed to banks to makeadwmance payment on behalf of
manufacturing & industrial concerns and commericrgorters for import of raw material,

spare parts & machinery to US$ 25,000/. These megasre in continuation of facilitating

export-oriented industries and manufacturing cameen the backdrop of ease of doing
business and promoting exports’ growth and willthfer contribute to improving the

economic outlook of the country. Allowing Authceiz Dealers to effect import advance
payment against irrevocable letter of credit ugl®® percent of the value of the letter of
credit for import of plant, machinery, spare paated raw material, etc. Extending the
facility allowed to manufacturing & industrial coerms for import of raw materials and
spare parts on an open account basis to commangalters as well.

Till this time, disaggregated Group-wise data opamts is available till March-20. The data
shows that all groups like petroleum, transport griculture imports, food, machinery,
textile & metal, imports recorded a decline durindy-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 33.9 24.1 -28.7 18977 16747 -11.8
Tea M.T 445 .4 376.2 -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 3410 287.4 -15.7
Textile Machinery 379.5 350.6 -7.6
Const. & Mining Machines 1778 167.9 -5.6
Aircrafts, Ships and Boats 222.0 240.7 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 1,627.9 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 ltems 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 121@ge of the total import bill. During
July-March FY2020, food group witnessed a decredse0 percent and its import reached
US$ 3963.3 million from US$ 4261.3 million duriniget comparable period last year. The
edible oil (Soybeans & Palm) import bill, the hesstiitem in the food group, decreased in
both quantity and value by 2.9 percent and 2.0guercThe import bill of pulses surged by
9.0 percent during the period under review mainle do the low domestic production.
(Table: 8.4)

The import of crude oil and petroleum products titute 25.6 percent of the total import
bill of Pakistan. The import of petroleum group kiteed by 16.1 percent during July-March
FY2020 and reached US$ 8900.6 million as compacedhé US $ 10614.0 million
corresponding period last year, mainly due to hisatly low global oil prices. Within the
petroleum group, the petroleum products declinedralue by 14.2 percent, despite an
increase in quantity by 4.0 percent. Petroleum emgclined both in quantity and value by
15.9 percent and 27.4 percent during Jul-March 20285 compared to the same period last
year.

Liguefied Natural Gas imports decreased by 6.7 grgr value and Liquefied Petroleum
Gas imports surged by 18.7 percent during July-MaFY2020 as compared to the
corresponding period last year.

Import of the Machinery group, declined by 1.2qgeert and reached US$ 6633.2 million
during Jul-March FY2020 as compared to US$ 6716il0om the same period last year.
Within this group, the import bill of textile mactery registered a decrease of 7.6 percent
(US$ 350.6 million) during July-March FY2020 agadirfgdS$ 379.520 million) the same
period last year. Import bill of power generatingahinery recorded US$ 925.7 million
during July — March FY2020 as compared to $ 955.6r dhe same period last year,
showing a decrease of 3.1 percent.

A surge of 32.5 percent (US$ 1750.6 million) is negsed in Electrical machinery &
Apparatus during July — March FY2020 over ($132hiflion) the corresponding period

last year due to a rise in imports of heavy-dutgcelcal transformers (of greater than
10,000 kVA capacity) and related equipment. Thendigmports of these products are in
line with ongoing work to expand the transmissiatwork in the country, especially by K-

Electric in Karachi. According to National Transsim and Dispatch Company (NTDC)
work is ongoing on 48 power transmission projecitwompletion dates ranging from

FY2020 to FY2022.

Telecom sector imports within the machinery graopreased by 29.7 percent (US$ 1337.8
million) during first nine months of the currensdal year compared with US$ 1031.7
million during the corresponding period last ye8tobile phone imports in Pakistan
increased by 75.9 percent during July-March FY2@8@ reached US$ 979.9 million as
compared to US$ 557.2 million same period last .yéar December 2018, Pakistan
Telecommunication Authority’s Device ldentificatidRegistration and Blocking System
(DIRBS) became effective and efficiently restribeégal cell phone imports by identifying
and blocking non-registered cell phones that weiagulocal SIM cards. For this reason,
significant numbers of Mobile phones imports arevmliverted to a formal channel from the
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grey channel, leading to a surge in official impdata. The government had abolishe
three percent valuadded tax on commercial cell phone imports via RNR019 budget
which slightly reduced the cost of impor

The transport group importdedined by 42.5 percent and reached US$ 1197.7 miltioring

July-March FY2020 as compared to US$ 2083.2 millthe same period last year as a

assemblers after significantly raising prices failog the currency adjustment are now fa

with slumping dmestic sales. The firms responded to the lower woes demand by cuttir

their production, which reduced their imports ofngetely Knocked Down (CKD) kits ar

other auto parts. Meanwhile, the regulatory restms on car imports under the gift a

bagyage schemes continued to dent Complete Build (@GBU) imports. As a result, over:

transport imports fell to a 1Pear low. The mport of road motor vehicles decreased by -

percent, CKD/SKD decreased by 42.2 percent, buseedsed by 42.4 perceand motor cars
decreased by 43.8 percent, during the-March FY2020 over theorresponding period la

Metal group bill also declined by 18.1 percent dgrdul\-March, FY2020 over the same per
last year. The spillover of the downtrend in autodoction was felt across the steel industry
the import of Iron & steel decreased by 30.0 percemisfed steel imports were furtr
suppressed after Pakistan imposed-dumping duties on some Russian and Canadian
products into the country iBeptember 201

In thetextile group, import of raw cotton withnessed aor@ase both in quantity and value
50.0 percent and 34.9 percent respectively dunimg-March FY2020 as compared the same
period last year on account of lower local procan of cotton.

Monthly Imports

The monthly imports during Ji-March FY2020 witnessed declining trend. Impor
averaged US$ 3866 million per month. On averagertbethly import decreased lthe US
$ 654 million per month. The monthly imports ard-ig-8.2

Fig: 8.2 Monthly Imports [ sFv2019  sFY2020
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Direction of Imports

Pakistan imports from countries like China, Saudatia, UAE, and Indonesia constitl
around 50 percent of the total imports. Durthe current fiscal year share of imports fre
China has decreased from 26 percent in last figeat to 24 percent during J-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 [%Sharq Rs [% Sharg Rs |% Sharg Rs |% Sharegf Rs |% Share
China 1584.8 28. 1731.9 25.9 1734.3 23.3 1267.2 23.6 1394.3 25.7
UAE 774.5 14.0 893.3 13.3 1020.} 13.71 759.7 14.1] 692.6 12.7
Saudi Arabia 2277 4.1 356.4 5.3 401.3 5.4 286.7 5.3 24115 4.4
Kuwait 141.4 2.6 159.7 2.4 185.9 2.5 133.8 2.5 138.7 2.6
Indonesia 2404 4.3 2785 420 327.3 4.4 2455 4.6 258 4.7
India 178.2 3.2 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 5.00 259.5 4.8 302.9 5.6
Japan 21714 3.9 266.5 4.0 246.] 3.3 188.G 3.5 134.7 2.5
Germany 1143 2.1 146.4 2.2 1424 1.9 105.4 2.0 97.5 1.8
Malaysia 100.p 1.8 132 2.0 14514 2.0 103.4 1.9 112.8 2.1
All Other 1692.9 30.8 2206.5 33.0 2666.5 35.8 1868.( 34.8 2008.7 37.0
Total 5539.4 100.0 6695 100. 7443.3 100.0 5371.1 100.0 5434.3 100.0

P: Provisional
Source: Pakistan Bureau of Statistics

Balance of Payment

One of the unsustainable macroeconomic imbalartbesgovernment faced high current
account deficits leading to a balance of paymeisiscrThe government aimed to solve the
crisis primarily by managing the aggregate demand addressing the deep-rooted
structural problems. To avoid depleting foreignergss, the government also had made
considerable success in mobilizing additional feiag from friendly countries in the form
of short- to medium-term loans, deferred paymeningported oil, and temporary deposits
in the central banks.

The structural and policy adjustments have stagaging benefits in the form of decline in
current account deficit, the build-up of foreigrseeves, stable exchange rate, etc, thus
improving Pakistan’s balance of payments not onlyF¥2019 but its trend continued in
FY2020 as well. The implementation of a market-dasechange rate system, along with
other demand management policies adopted eadigulted in a sharp 73.1 percent decline
in the current account deficit to only US$ 2.8 ibill (1.1 percent of GDP) during July-
March FY2020 against $ 10.3 billion last year (pércent of GDP). The improvement
primarily came from imports, which declined by 1G®2rcent during the period. The
reductions in imports are due to ongoing macroegoaatabilization measures, lower oil
prices, and shift away of power sector from furnaitéase.

The workers’ remittances and exports also recostatde increase despite slowdown in
advanced economies and the low unit prices for #gp®he quantum of export, however,
responded to policy adjustments and witnessed @ease in major export categories. The
currency adjustment in the recent past allowed ggm to remain competitive in the

challenging global environment. At the same timamittances continued to grow on the
back of higher inflows from the US, the UK, and Siairabia.

At the same time, external financing remained sidfit due to the revival of the multilateral
flows and the portfolio investment. These inflowkwed SBP to unwind its net short
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position in the forward market and re-build itsae®s, 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 -30903 -27612 -21261 -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 -3484§ -2441

Exports of Services 585([L 5966 4,566 4,247
Imports of Services 12277 10936 8,054 6,688
Income Account Balance -5437 -5610 -3735 -4278

Income: Credit 726 578 466 452

Income: Debit 6163 6188 4,201 4,730
Balance on Secondary Income 23571 24758 18200 318,6
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 Paynwoeisis if it cannot be financed from

Financial Account. Furthermore, the consequent eligpl of foreign exchange reserves
leads to depreciation in the value of the domestitency. During the last 25/26 months,
continuous reduction has been seen in the Currecdunt Deficit mainly due to contraction

in a trade deficit. During July-March FY2020, cunteaccount deficit reduced by 73.1
percent to US$ 2.8 billion (1.1 percent of GDP)iagaUS$ 10.3 billion last year (3.7

percent of GDP).The significant reduction in therent account deficit mainly reflected the
impact of macroeconomic stabilization measures takien over the past year, which have
significantly curtailed the import demand of a widenge of non-energy and energy
products.

On other hand, low international prices suppressegort earnings of many emerging
markets, including Pakistan as unit prices of tegtand rice continued to drop. Lower unit
values dominated, partially offsetting the impatsignificant volumetric growth in several
major export products. Furthermore, the slowdowrthe global economy also affected
export performances of emerging markets (EMs).oWercome these challenges, exporters
managed to increase its market share in key déstmsa and export volume increased
significantly. The trade war provides an opportyriir Pakistani Exporters, as China is
shifted away from the US market and along with oargd concessionary market access to
the EU.

The COVID-19 outbreak has generated both demandsapdly shocks across the global
economy.lt has posed significant challenges for exportintwease further in the coming
months. However, the latest data indicates thatettternal sector continues to improve
substantially on account of modest growth in bothogts and workers’ remittances and a
significant reduction in imports. The overall extar account liquidity has improved due to
the pandemic. Pakistan, as a net oil importer,levbenefit from the decline in global olil
prices on account of the slowdown in global econoApart from deceleration in inflation,

160



Trade and Payment:

this will further reduce the import bill and therpent account defic 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 currezduat reduced b
95.5 percent from thgS $ 198 million in February 2020 as against |9 million in March
2020.

380F§g-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 1.1 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 last y

Till FY2018, not only importsof goods surged to laigh level but also imports of servic
were rising. In FY2018, imports of services weiS$ 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 wilversely affect some servic
like education, travel, touris)and hospitality, while, transport and distributgsrvices ma'
also be affected which are linked to merchandiadetr However, telecom, finan¢, and
computer related services will be least affectethag can be provided onlin

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 servicesragtby16.1

percent on year on year basisthe US $ 455million in March 2020 amid COVI-19

pandemic as global economy is facing lockdown, anddwide ban on travel and touris

Major services exports include telecommunicati@mpute, 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 Julyarch FY2020, a
compared to US$ 1195 milli, and declined by 14.3 percent. Government goods®ices
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 dudaoly-March FY2020 and is US$ 6
billion as compared to US$ 8.0 billion last yeamiarly, imports in services are also hit
ongoing lockdown due t€OVID-19 pandemic and declined by 24.7 percent on ye:
year basis in March 2020 tthe US $ 636million. Imports of services comprised

transport declined by 7 8ercent anareached US$£474 million as compared to US$ 2€
million and other busineservices increased by 2 percent and reach&i5$ 1970 million
as compared to US$ 1741 million same period laat.y@he balance on trade in servi
reduced by 30 percent amdached th US $ 2.4 billion during Julydarc