2 Economic Growth, Savings and I nvestment

2.1 Overview

Overdl economic activities dackened considerably in FY01. Growth in real gross domestic product

(GDP) decdlerated from 3.9 percent in FY 00 to 2.6 percent in FY 01 against the target of 5.0 percent.

This dowdown, originaing in the agriculture sector, was imminent due to the drought like situation

caused by the acute shortage of water throughout the country. Lower than targeted production of

cotton, rice, sugarcane and wheat, pushed the growth of agriculture down to negative 2.5 percent.

Counterbalancing the impact of agriculture, industrial sector, with its impressive recovery of 4.2
percent during FY 01 (againgt a decline of 0.1 percent last year), provided impetus to other dlied
sectors of the economy. Commodity producing sectors, primarily due to the fdl in agriculture,
withessed marginal growth of 0.8 percent. On the other hand, services performed well a 4.4 percent,
which is close to the past ten year annual average of 4.6 percent (see Table 2.1).

The depressed prospects for cotton and
sugarcane, evident by the end of Q1-FY 01,
had aready put into doubt the production
target of mgjor crops. By March 2000,
unanticipated degree of water shortage,
made it apparent that major crops would
register negative growth for the year'. To
ded with the mounting crises, provincid
authorities resorted to aternate sources of
irrigation. A greeter volume of water was
released to areas where tubewdl irrigation
was not feasible, while concessionary rates
were maintained for electric consumption
by tubewells. These steps helped to
dleviate the problems brought about by the
shortage of water.

A broad based recovery was registered in
large-scale manufacturing (L SM), with
positive growth pogted in dl the industria
groups for the firg time in the past seven
years. The momentum in the 8.4 percent
growth started to build early in the year?
Growth in LSM was 10.9 percent by end
Q1-FY01, considerably higher than the 3.6
percent achieved during Q1-FY00. This
trend continued throughout the year except
in Q2-FY 01, when late crushing of

sugarcane and the closure of sugarmillsin first half of December, had created a temporary vacuum.

Table 2.1: Sectoral Growth of Real GDP
a condant factor cost of 1980-81

Gromh rates  Setoral shares

FYO® FYOF FYO® FYor

A. Commodity producing sector 3.0 0.8 50.6  49.7
1. Agriculture 6.1 2.5 259 247
Crops 7.3 7.3 15.7 141
Magor crops 151 -105 114 100
Minor crops 9.1 1.1 4.2 4.2
Livestock 2.4 4.8 9.1 9.3
Fishing 97 36 0.9 0.9
Forestry 1130 404 0.3 0.3

1. Industry 01 42 247 251
Manufacturing 14 7.0 16.7 174
Lagescde -0.2 7.8 11.6 12.2
Small-scde 58 553 5.0 5.2
Mining and quarrying 61 04 0.5 0.4
Congtruction 52 04 35 34
Elec. and ges digtribution 98 31 41 3.9

B. Services sctor 4.8 4.4 494 50.3
Wholesdle and retall trade 2.9 3.8 150 152
Trangport, sorage and comm. 36 4.1 102 104
Finance and insurance 8.2 23 26 2.6
Ownership of dwellings 53 53 5.9 6.1
Public admin. and defence 7.0 3.0 6.3 6.4
Other savioes 6.5 6.5 9.3 9.6

Gross domegtic product (A+B) 39 2.6 100.0 100.0

R = Revised, P = Provisional.
Source: Federd Bureau of Sttigtics

Thetimdy decison regarding imports and processing of raw sugar in Pekistan saved the sugar
industry from another crisis; during FY 00, the sugar industry declined by 31.6 percent against positive

growth of 14.8 percent thisyear. Items related to petroleum products, fertilizers, home appliances,

automobiles and paper products, performed well and surpassed the growth registered last year.

! For reference, please see the past Quarterly Reports published by SBP during FY01.

2 For 8.4 percent growth in LSM, seesection 2.3.1.
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The services sector grew by 4.4 percent during FY 01 compared to 4.8 percent last year. Transport,
storage and communication and wholesdle & retail trade contributed with growth of 4.1 percent and
3.8 percent respectively. Asshownin Table 2.1, services helped the economy, alongwith the
industrial sector, in arresting the declining momentum brought about by agriculture,

Gross National Product (GNP), grew by 2.4 percent in FY 01 compared to 3.5 percent last year.
Negative value added by net factor income from abroad has persisted over the past six years, keeping
GNP growth below GDP. With Pekistan’s population growing at 2.3 percent, per capitaincome this
year increased margindly by 0.9 percent compared to 1.8 percent last year.

Nationa savings as a percent of GNP stood at 12.9 percent in FY 01 compared to 13.9 per cent last
year. Dueto afdl in private and corporate savings, even the extraordinary growth in public savings
(by more than 300 percent) could not sustain the ratio of nationa savingsto GNP. Theincreasein
public savings a Rs 310.3 hillion was dmog offset by the declines of Rs 276.6 hillion in private
savings and Rs 3.3 hillon in corporate savings. Gross totd investment declined from 15.8 percent of
GNP inFY00 to 14.9 percent thisyear. A deterioration was aso observed in the ratio of nationd
savingsto tota investment, which fell to 86.5 percent in FY 01 compared to 88.1 percent last year.

2.2 Agriculture

After achieving impressive growth of 6.1
percent last year, the agriculture sector could
not mest the 2.6 percent growth target and

Table 2.2: Value Added Growth and Shares
a condant factor cost of 1980-81

. - Growth rates Sharesin agriculture
ended FY 01 with negative growth of 2.5 e FYooRag e
percent” (see Table2.9. Thisreversa was Agicture 6.1 2 1000  100C
mostly on account of the shortage of irrigation Maior crops 151 10.E 240 404
water that persisted both in kharif (May — Whest 265 20.( 14.1 11€
September) and rabi (October — April) seasons, Cotton 31.¢ 6. 127 122
with supply 15.8 percent and 28.8 percent Rice 127 410 7.2 6.6
lower this year compared to aready depressed SLizlErs =i Tl Sl Sk
levels during the corresponding seasons last QUi AL 5 41 4.4
- . . Minor crops -9.1 1.1 16.3 17.C
year. In addition to losses in major crops, Livestodk 24 g 361 377
performance of fisheries aso remained Fisting 9.7 36 36 35
subdued due to lower water levelsin rivers, Forestry 113.C 40 1.0 1.4
lakes, reservoirs and dams. In absolute term, R = Revised, P = Provisond
the loss on account of adeclinein vaue Source: Economic Survey 2000-01

addition by agriculture stood & Rs 4.2 billion
during the year, which limited the increase in vaue addition in GDP to Rs 16.6 hillion thisyear. Last
year agriculture aone contributed Rs 9.8 hillion to the Rs 24.3 billion increase in GDP.

In abid to ease the severity of drought, farmers and respective government departments acted jointly
towards better water management. To their credit, they managed to maintain the same area under
magjor crops as in FY 95 (17.3 million hectares) when water supply was amost 33 percent higher than
in FYOL1 (see Figure 2.1). Under these arrangements, the shortage of canal water (where feasible)
was supported by groundwater through additiona use of tubewells and deep turbines. Greater funds
were made available to farmers by ADBP to finance the ingtallation of tubewells (see Chapter 5).
Consequently, units of eectricity consumed by agriculture during July-March FY 01 increased by 9.1
percent compared to the same period last year.

3 Revised estimates on production of wheat at 19.0 million tonnes placed the growth of agriculture sector at negative 2.1
percent for FY 01 instead of negative 2.5 percent estimated earlier with the crop size a 18.5 million tonnes.
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Areairrigated using tubewdlls registered an
increase of 4.0 percent during first nine months
of FYOL. Brackish underground water which
is ecologicd endowment of the Sindh and not
suitable for irrigation, limited the scope of
tubewell usage. In Punjab, about 79 percent of
the Indus Basin contains fresh groundwater
compared to 28 percent in Sindh. Hence, the
shortage of water in Punjab was managed by
diverting irrigation water to areas with brackish
groundwater, while restoring to tubewdlsin
sweet water zones. In the province of Sindh
however, the use of tubewells remained limited
and, as such, cultivated area for cotton, rice and
wheat declined more in Sindh than any other
province of Pakistan.

Agriculture is the leading indicator of the
gronvthin GDP (see Figure 2.2), but its
interna composition is undergoing a change.
Given the vulnerability to natural vagaries, the
crops sub sector is gradudly losing its sharein
agriculture. It declined from 65.1 percent in
FY91 to 57.3 percent in FY01. On the other
hand, the share of livestock in agriculture is
continuoudly rising. It grew to 37.7 percent in
FY 01 from 29.8 percent in FY 91, itssharein
GDP improved from 7.6 percent to 9.3 percent
in the same period. This shift isbeneficid as
far as domestic food requirements are met
indigenoudy and a sizegble surplus is left for
exports(see Figure 2.3).

Compared to last year, area under cultivation
by Pakistan's mgjor crops registered arecord
decline of 4.4 percent during FY01. Although
drought conditions started a year ago, depicting
afal of 2.0 percent in area under kharif crops,
this was compensated by a 1.2 percent increase
in area under rabi crops — primarily wheat (see
Figure 2.4). Thisboost to the wheat crop
followed a campaign launched by the
government in FY 00 to grow more whest by
increasing the procurement price by 25 percent
and rdleasing more water for irrigation from
dams. Such steps could not be repeated during
rabi FY 01, since water levels a dams were
dready low, while there was no genuine reason
to increase the procurement price of whesat
after therise last yesr.

Figure 2.1: Water and Cropped Area
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Despite thefall in overall area under major Figure 2.4: Changein Area under Crops
crops, a shift within the crops was also —e Kharif crops Rehi ctops All crops
customized to handle the situation in FYOL1. At
some places, less water intensive crops 4
subsgtituted water intensive crops: athough
187,000 hectares of land was intentionaly 2] \
dropped by rice and sugarcane growers, 93,000 = \// / \
hectares of this was added to bajra and moong S o + nd —
cultivation. The remaining areawas utilized &
for fodder —a part of minor crops, which grew -2 4
by 1.1 percent during FY O1.

-4
2.2.1Major Crops
Thisis the swing factor in the sharp reversal T T T v e = o o o
posted by agriculture this year. Although the S s s 22222 22
country’s major crops accounted for 40.4
percent of agriculture and around 10.0 percent
of GDPin FY01, it could not repest the 15.1 Table 2.3 Growth in Important Major Crops
percent growth recorded last year. Pakistan's .
major crops posted negative growth of 10.5 Sharein Changein FYOL over FY00
percent this year. Among magjor crops, maor aops Area__ Production _Yield
production of food grains (wheat, rice, bajra, Sugarcane 152 -4.9 5.9 11
jowar, maize, barley) decreased by 8.5 percent Cotton 280 1.9 4.3 2.7
to 26.0 million tonnes during FY 01, while \T’f; ;g-g 22 'g-: 'é-‘;
sugarcane, cotton and mustard declined by 5.9 ke 894 e 2o a4

percent, 4.3 percent and 8.1 percent, 1= Five years average

respectively. Vaue added by Pekistan’s four Source = MINFAL (Econormic Wing)
mgjor crops —whest, rice, sugarcane and

cotton, which make up 36 percent of

. . Figure 2.5: Yield of Crops
agriculture, dropped by12.2 percent in contrast

to a sharp rise of 17.6 percent last year. Not Wheat Rice

only did the scarcity of water limit the farmers — Cotton — Sugarcane (RHS)

ability to maintain area under cultivation at last 30 52
year'sleve, it dso adversaly impacted the per ”s A 150

hectare yidd of these crops. A sharp decline of
6.7 percent was recorded in the yield of whet,
2.7 percent in cotton, 1.4 percent in rice and
1.1 percent in sugarcare (see Table 2.3. Since
the use of norrirrigated land condtitutes around

+ a8
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16 percent of total cropped area under whest, 1.0 1
this aso added to the overdl declinein the L\ P ]
yidd. 05 T 40
. . . 0.0 T 38
Despite year -on-year fluctuations in per hectare RN S R I BT
yield, aten-year scan shows that the yield of [ o W R R N N (A (R (A

whest, rice and sugarcane, have shown marked

improvement with the exception of cotton.
The greatest achievement was in rice where per hectare yields increased by 31.0 percent, followed by
wheat (26.3 percent) and sugarcane (11.4 percent). As mentioned above, no progress was possible for
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cotton, which remained stagnant at around 615-640 kilograms per hectare (see Figure 2.5. The
control gained over pestilence and vird atacks necessitated the use of vira resistant cottonseed,
which is generdly low yidd. This could explain the 14.1 percent decline in the usage of improved
(high yield) cottonseed during the course of the decade, which accounts for the amost stagnant per
hectare yield of this crop. On the other hand, use of improved seed varieties by wheat and rice over
the past ten years (by 141.4 percent and 100 percent, respectively) justifies the improvement in the
productivity of these crops. Efforts are needed to improve the supply, price and availability of
improved cottonseeds to farmers.

2.2.2 Minor Crops

Minor crops with 17.0 percent share in agriculture and 4.2 percent share in GDP, posted positive
growth of 1.1 percent during FY 01 againg a decline of 9.1 percent last year. Given the variety of
itemsincluded (e.g. vegetables, fruits, condiments, oil seeds and pulses — excluding gram), growth in
individua crops showed amixed trend. Production of oilseed declined by 3.4 percent while that of
pulses increased by 6.2 percent. The other important minor crops. potatoes and onion registered
declines of 9.2 percent and 9.7 percent, respectively.

A Compai$n of absolute numb_e_rs during_ the Figure 2.6: Crop Composition (Minor)
year, revedsthat total value addition by minor
cropswas Rs 27.9 hillion, which was
marginaly higher than Rs 27.5 million redlized
last year. Nevertheless, this was well below

the Rs 30.3 hillion and Rs 29.1 hillion
contributed during FY 99 and FY 98,
respectively. However, there was a useful
degree of reshuffling amongst the components,
with fresh fruits emerging as the leading item
with production of 6.0 million tonnes during
FY 01, followed by vegetables (4.6 million

tonnes), condiments (1.8 million tonnes),

pulses (237 thousand tonnes) and oilseeds (214
thousand tones —see Figure 2.6). Contrary to
itsmargina share in mgjor crops, the province
of Baochistan produces a sgnificant share of Figure 2.7: Comparative Growth in Livestock
minor crops, particularly the fruit and

O Fruits Pulses O Vegetables
O Condiments O Oil seeds

" . i = Major crops Minor crops == Livestock
condiments. This clearly helpsimprove — Fishing Forestry
income digtribution amongst the provinces. 200
. 180 >
2.2.3 Livestock -
Livestock made up around 37.7 percent of 160
agricultureand 9.3 percent of GDP this year, 140 / N

on the basis of adoubling of its growth rate (to
4.8 percent) compared to last year. Asthe
second largest contributor to agriculture after
crops, this year’s performance compensated to g0l
some extent thefal in agricultural production.
With strong growth in poultry products (white
meset and eggs), dl other components of 40
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products, showed positive growth (see Table 2.4).

Table2.4: Livestock Population and Products

e Million numbers ana(r)%g Produdis Thousand tonnes ana(r)%g
FY00 FYOL FY00 FyoL

Cattle 220 224 1.8 Milk 25.6 26.3 2.8

Buffdo 227 233 2.6 Beef 985.0 1010.0 25

Sheep 241 242 0.4 Mutton 649.0 666.0 2.6

Goat 474 49.2 3.8 Poultry meat 322.0 333.0 34

Poultry 281.7 2924 3.8 Eggst 8,463.0 8,677.0 2.5

1 Million numbers.
Source: Ministry of Food, Agriculture and Livestock

Because livestock is less vulnerable to adverse weether conditions compared to crops, this createsan
dternative source of rural income and thusis able to diversify the farmer’ s risk portfolio. Despite the
limited policy attention on livestock, this sub-sector has grown by an average growth rate of 6.4
percent during the past ten years, and in doing so, clearly outperformed al other sub-sectorsin
agriculture (see Figure 2.7). The strong performance of minor crops and livestock indicates the
robust growth potential particularly for exports. Furthermore, being less land intensive and
comprising of adiversified basket of output, these two sub-sectors have attracted sufficient interest in
terms of corporate farming. Given the emergence of thriving speciaized marketsin the West and
Japan for organically produced foods, this interest may be further cultivated by developing organic
farming methods in Pekistan (see Box 2.1).

2.2.4 Fishing

Vaue added by fishing declined by 3.6 percent in FY 01 againgt podtive growth of 9.7 percent last
year. Thisincludes al commercid and subsistence fishing in coastal & offshore waters, rivers, cands,
lakes, ponds and inundated tracts. As detailed information on fishing this year is fill not available,

we will use export data on fish and fish preparation as a proxy to anayze growth in the sector.
Compared to postive growth of 13.7 percent (in exports of fish and fish preparation) during FY 00, a
decline of 8.8 percent was registered this year. Despite this sharp fdl in the quantity of export,

receipts only fell by 0.8 percent (see Chapter 9. This was on account of a 8.7 percent increase in the
unit value of such exports, which was made possible by maintaining better hygiene conditions at
harbors, and improving processing procedures as recommended by the European Union during FY 01

2.2.5Forestry

Forestry registered an impressive growth of 40.4 percent this year compared to an even higher growth
of 113.0 percent during FY Q0; its share in agriculture value added is, however, miniscule (0.3%).
Forestry coverslogging and the gathering of uncultivated forest products and can be classified into
two groups: (1) major products that include industria wood like timber and firewood, and (2) minor
products like grazing fodder, resin, medicd herbs, etc. Although disaggregated data is sketchy, there
is some evidence to say that these growth rates have been achieved on the basis of unsustainable
deforestation.

2.2.6 Food Availability

Despite a shortfal in the production food grains, domestic availability of whest, rice and pulses,
remained satisfactory during the year mainly on account of carry over stocks from FY 00 (see Table
25). Thisyear's production of wheat (at 19.0 million tones) coupled with the carry over of more than
two million tonnes from last year, kept things easy. Furthermore, athough the production of rice (at
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Box 2.1: Potential of Organic Farming in Pakistan

With avariety of farmlands and farming practices, Pakistan has a vast opportunity to avail the benefit of emerging
world demand of organically produced food items. In organic farming, strictly speaking, agriculture produce are
obtained without using: i) chemical fertilizers, ii) pesticides and herbicides, and iii) genetically modified organisms
(GMOs). Initslessdtrict form, organic enterprise is supplemented only by the kinds of fertilizers and pesticides,
which are not liable to kill or reduce the activity of soil organism. With intense use of labour and less of capital,
organic faming is characterized as low-input and low-output farming, but with a high concern for the qudity of
produce.

In organic farms of all crops and fruits, fertility is restored by putting crop residues back into land, and replacing
chemical fertilizersby compost, seaweed and fish manures, while control over weeds, pests and diseasesis

achieved as far as possible by observing the old principle of rotation of crops and maintaining high standard of
management on farms. Further, under intact biological conditions pests remain in check by their natural predators.
In organic livestock breeding, stocks are kept mixed and fed preferably on home-produced cropswithout using
concentrated foods and artificial growth aids like hormone implants, etc. Use of antbioticsis kept limited and
adopted only when some severe outbreak overcomes the natural immune systems of the stocks

Feared with the havoc of ‘mad-cow' and ‘foot and mouth’ diseases, commonly understood, associated to GMOs
technology, consumers in developed countries have even been increasingly becoming wary of the use of chemical
fertilizersand pesticides -- the integral part of the modern farming. To avoid the risk of exposure to toxic and
persistent chemicals, consumers in rich countries are increasingly inclining to buy organic foods and organic fiber
products. Survey on Organic Consumer Trends 2001, published by the Natural Marketing Institute in cooperation
with the Organic Trade Association mentioned that “retail sale of organic products in USA have grown steadily for
the past ten years, showing compounded annual growth of 22.7 percent ... assuming steady growth at conservative
rate of 20 percent, retail sale of organicsin 2001 are projected a a$9.3 billion. By 2005, sales are expected to
reach nearly $20 hillion”. In view of the emerging demand, Netherlands autharities have planned to transform
around 10 percent of their total cultivation to organic farming by the year 2005.

World trade in certified organic bananas increased markedly in 2000. Total exports were estimated at some 65,000
tonnes, up 50 percent from their level in 1999. This strong growth resulted from the combination of both supply
and demand side factors. On the supply side, output of organic bananas continued to increase, as many banana
companies that were previously in transition to organic production gained certification in 2000. The high price for
organic bananas in 1998 and 1999 had given conventiona banana growers incentives to convert their production
areas to organic farms. On demand side, sales of organic bananas benefited from the rapidly growing demand for
organic foodsin major industrialized countries (Growing trade in organic bananas, Fruit World International
1/2001).

Pakistan being the agricultura country should make use of this emerging opportunity by producing higher
exportable surplus of organicaly produced kitchen items, in the first phase, and production of staple crop (cotton),
on the selected fields, in the second. In a sense, we enjoy a greate opportunity of exporting these items to the
neighbouring rich countries of gulf region besides exporting to industrialized countries. In Pakistan, farming
practices at some places are very much close to the organic approach. Most of the un -irrigated lands with their
intact biological conditions can better be utilized for undertaking organic enterprises. Asamatter of fact, anumber
of farmersin Pakistan are aready engaged in producing organic agricultural products at least for their own use.
Usually, they keep a certain piece of land apart for growing food crops without any application of chemical
fertilizer and pesticides. Some other inherent advantages those lead towards exercising the option of organic
farming favourably are: i) availability of labour at chesper rates, ii) availability of unexploited resource of land and
the least exposure of agriculture to the GMOs.

Pekistan is dready exporting a sizeable quantity of vegetable and fruits to Europe and neighbouring countries.
During FY 01, US$ 115.6 million were earned through the export of fruits and vegetables. With domestic
environment, conducive for producing organic vegetables, fruits and livestock products, Pakistan can be introduced
as supplier of organic food items by launching a powerful marketing campaign in theinternational market. Thisis
agood opportunity of earning foreign exchange through non-traditional exports because organically produced food
items, at present fetch higher prices than their inorganic counterparts. The only thing that isrequired in addition to

the normsis the certificate from the importing country authenticating the validity of organic farming.
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4.8 million tones) was 6.8 percent less than last year, it was considerably higher than domestic
consumption that is estimated at 2.5 million tones, leaving a smdler exportable surplus. The shortfall
in the production of pulses, on the other hand, had to be met through imports.

Sugar production was hit on two counts:. (1) the

. . Table 2.5: Per Capita Food Consumption and Availabilit
water shortage hit the sugarcane crop size, and » P Y

(2) alingering dispute between farmers and kg per anmum

mill owners delayed the crushing season end Consumptiont Availability

resulted in the closure of sugarmills during first Frac FYOL % change
half of December 2000. Given the sensitivity Wheet 1244 1409 1405 03
of this crop, initid indications of the market Rice 157 20.8 202 -2.8
shortage in November 2000, pushed wholesale Suger 182 265 27.0 19
prices up by 14.6 percent over the month Pulses 91 6.7 6.6 1.1
before, and 68.4 percent compared with Meset 89 142 14.3 0.5
November 1999. Asthe situation eased Fish 19 55 47 -14.2
following the arriva of imported raw sugar, Edible ail 110 11 .7 0.8
which hdpaj boost Opa'a| ons of the Milk (liters) 89.6 82.4 825 0.1
sugarmills, market prices fell by 22.7 percent Eogs (No) 18 44.0 45.0 2.3
by end-December 2000, compared to the month * Consumption is based on Household Integrated Economic Survey,
before. 199394 by Federal Bureau of Statistics.

Sources Planning and Development Division, GOP.

2.2.7 Support Price Palicy

Under the price support program, GOP makes the changes in procurement/support prices of whedt,
rice, sugarcane, oilseeds, potatoes, onions, gram, and cotton on the basis of recommendations by the
Agricultura Prices Commission (APCOM). These prices are revised keeping in view factorslike
changesin internationd prices, domestic prices of agriculturad inputs, the overall pressure on food
prices and specific promotion priorities of the government.

During the year, support prices for the different varieties of rice were increased on September 21,
2000, and Pakistan Agriculture Storage and Supplies Corporation (PASSCO) was asked to buy rice
from growers. Support prices were revised upward to avert the false crises created by traders, who
wised to push prices down by limiting their demand in the markets. In September 2000, the average
price of rice basmati at different grain markets was 11.3 percent below the prevailing price in the
same month last year.

On June 8, 2001, the ECC approved a support price for cotton (phutti) a Rs 780 per 40-kg for the
crop that would be marketed in FY 02 (September to December). The support price of phutti was
fixed at Rs 725 per 40-kg during the course of this year, and TCP was nominated to act the second
buyer. However, since market prices were very attractive (in the range of Rs 750 to Rs 1,050 per 40
kg), farmers were able to redlize prices between Rs 850 to Rs 950 without having to sdll to the
government agent. Given the strategic importance of this crop, the government has decided that dl
necessary steps would be taken to ensure that the market mechanism kept prices attractive enough for
growers. If needed, TCP will intervene during FY 02 as the second buyer in the market at the revised
support price.

In case of sugarcane, there has been no increase in support prices since FY98. This made the cash
crop comparatively less profitable than other crops. On the other hand, the support price for rice,
whegt and oilseeds were revised at least twice since FY 98, thereby undermining the profitability of
sugarcane. Thisdirect hit led to a 21 percent decline in the production of sugarcane in the last two
years. During FY 0L, it had become difficult for sugarmills to acquire sugarcane at the designated
support prices, as growers refused to supply sugarcane on these prices; this forced the mgjority of
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mills to shutdown their operations during the first half of December. Eventualy, market forces were
able to shift pricesin favor of growers, without any direct intervention by the government. During the
crushing season in FY 01, the market prices of sugarcane were on average 40 percent higher than
support prices. Thus the determination of sugarcane price will no longer depend upon support price,
which the government had discontinued to prescribe.

The increase in support prices of wheat and cotton (during FY 00) was well received. Market prices of
whesat during the third quarter of this year remained around the fixed procurement price of Rs 300 per
40 kg, but fell with the arrival of new crop in April/June 2001. Similarly, the market price of phuiti
during FY 01, aso settled above the minimum support price fixed a Rs 725 per 40 kg.

As shown by past experience, support prices bring stability in the market when simultaneoudy
supported by other measures that impact market prices. For example, in the earlier part of the pesk
season of food-grains and cotton marketing, traders and commission agents indulge in speculative
trading in these commodities. This pattern and the frequency of such trading plays aleading rolein
determining market prices. Hence, effective implementation of support pricesis far more difficult
when it conflicts with the interests of one or more stakeholdersin the market.

The reasons for the successful implementation of support prices for wheat and cotton (in terms of the
desired stabilization in market prices) during the year are listed below:

?? A szeable amount of the total produce of wheat during FY 00 (more than 40 percent) was
actualy purchased by procurement agencies around the country. This created a sense of
comfort in the market this year.

?? Prior to theincrease in support price of wheat in November 1999 (to Rs 750 per 100
kilogram), market prices were considerably higher than the earlier support price that was
announced in FY 97 (at Rs 600 per 100 kilograms). It istherefore not surprising that the
market was very much receptive to this increase since the support price was even higher than
the prevailing market price of Rs 720 per 100 kilograms in October 1999.

?? The crop size of whest preceding FY 00 was generaly less than domestic requirements
(consumption and the required buffer stock) with the result that a sizeable volume of wheet
was imported during the period FY 97 to FY99. Within this context, the supply increese
witnessed last year has camed the market and increased the credibility of the support price
regime.

?? Theimport price of wheet (C& F including other incidental charges) was higher than the
earlier support price, which means that it was rational for the government to actually procure
whest a the designated procurement price.

In terms of cotton, it was the 37 percent increase in the internationa price of cotton during calendar
year 2000, that supported the market’s perception that the support price would cregte the required
stability in the commodity markets. More generaly, as the Smultaneous occurrence of the above
factors each year is unlikely, the fall back comfort for al growersis that the government is reedy to
purchase a sizeable quantity of the produce at the designated support prices.

Contrary to last year, the support price of wheat was not effective during the peak-harvesting season
thisyear (i.e. May and June). Apparently, the main reason for this failure was the sharp decline in the
quantity of wheat procurement by the government during FY01. Of the totd wheat production of
19.0 million tones, the government only procured 4.0 million tonnes, which is less than hdf the
quantity procured last year (8.4 million tones). This went againgt the sentiments of the market, where
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growers (who are not always aware of broader issues relating to government constraints) were
expecting procurement volumesto be a FY00's levels. Furthermore, market traders were not able to
pay for the additional quantity of crop that was |eft in the market. The resulting panic selling of whesat
in May 2001, pushed wholesde prices to dmost Rs 600 per 100 kilograms.

Thisfalling trend started in April 2001, but during the peak sdlling season (May to July), market

prices actualy were below the government’s procurement price. In the wholesale grain marketsin ten
mgor cities, the average prices declined by amost 18 percent in July over itslevel in March 2001. At
important stations like Lahore, Gujranwala, Sukkar and Sahiwal, price declines were more severe:
looking at the change in price between March and July, these cities posted declines of 21.0 percent,
22.7 percent, 34.1 percent and 28.1 percent, respectively.

To drengthen the financia position of market participants and encourage private sector participation
in whest trade, SBP issued instructions on June 27, 2001 that banks should provide more financing for
the purchase of wheat. Specific steps taken include:

1. Lowering of proportionate equity finance for bank lending: To finance the purchase of wheat
as raw material for manufacturing and processing, the equity margin requirement for
borrowing was reduced from 25 percent to 10 percent; the margin for financing traders was
also brought down from 35 per cent to 15 percent.

2. Financing procurement of wheat by flourmills: Banks were encouraged to finance the
procurement of whest by flourmills from any source in Pakistan, without any restrictions
based on the indalled capacity of the flourmill.

3. Pledge of wheat stock: All borrowing for the procurement of wheat could pledge the produce
ascollaed.

These policy changes have helped the markets resulting in higher purchasers of whest by traders. Just
within a period of ten day after the announcement of this policy (June 27), 90 applications were
received of which 71 applicants were given total financing of Rs 326 million.

2.2.8 Credit to Agriculture Sector

Disbursement of credit to agriculture for seasona inputs, implements like tractors, tubewells,
harvesters, etc. and for development of new agriculture land, is mostly availed from the five mgjor
domestic banks (ABL, HBL, MCB, NBP, UBL) and specidized banks (ADBP and FBC). Other
commercia banks, which have alimited exposure to the rural sector in terms of branch network and
lack of knowledge, tend to avoid extending loans to this sector.

Disbursements

A record Rs 44.0 hillion was disbursed to the agriculture sector during FY 01, compared to Rs 39.7
billion last year (see Table 2.6).* ADBP shared 62.7 percent of total disbursement followed by 27.4
percent and 9.9 percent, respectively by the commercial banks and FBC. Of the total amount, 67.9
percent was disbursed to farmers with subsistence holdings of land, 27.2 percent among farmers with
economic holdings and 4.9 percent among large farmers.”

4However, it i simportant to realize that in net terms, there was a contraction in the last two years (Rs 4.4 billion during
FY 01 and Rs 3.9 hillion during FY 00).

5 Subsistence holding means upto 32 acres (1 acre = 0.405 hectares) of land in Balochistan, 16 acresin Sndh and 12.5 acres
in NWFP; Economic holding means upto 64 acresin Sindh and Ba ochistan and 50 acres in Punjab and NWFP.
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Agricultura credit, in terms of disbursement and recovery, is highly seasond. It isavailed by farmers
twice ayear for two mgjor cropping seasms (i.e. kharif from April to September, and rabi from
October to March). Generdly, higher volumes of credit are disbursed in the kharif season compared
torabi. Thisis because cotton, rice, and sugarcane are kharif crops.

To ded with drought-affected farmers, in July 2000, ADBP started a micro credit scheme aimed at
encouraging the rurd poor to engage in commercidly rewarding activities. Under the scheme, a
maximum of Rs 25,000 may be advanced both against persona surety and tangible security.
Financing under this program covers 136 loanable items, and funding is available for 18 months at 16
percent annud rate of return. During its first year of operation, a sum of Rs 149.6 million was
disbursed amongst 6,430 borrowers. The encouraging factor isthe fact that loan recovery during
FYO01 stood at 90 percent. Furthermore, ADBP aso helped farmers cope with the water shortage by
providing a record Rs 1.6 hillion for financing tubewells during the year. This amount was availed for
the ingtalation of 8,991 tubewells compared to Rs 830 million disbursed last year for ingtaling 4,375
tubewells.

All participating commercia banks (except UBL) exceeded their individual credit targets during
FYOL. Inthe case of UBL that only disbursed 22.5 percent of its target, the primary reasons were the
closure of branches and the reduction of trained staff.

Table2.6: Credit to Agriculture Sector

billion Rupees
Disbur sement Reoovery
% %
FYQ00 FYO1 change FYQ0 FYOL change
ADBP 24.4 27.6 13.0 29.7 319 7.2
Commerdia banks 9.3 12.1 29.5 87 10.9 253
ABL 1.2 1.4 21.9 11 1.2 17.0
HBL 3.8 3.8 0.1 33 3.1 5.6
MCB 0.6 2.3 286.0 05 1.8 268.3
NBP 3.5 4.0 15.4 36 4.4 21.3
UBL 0.2 0.5 113.7 0.2 0.3 57.8
FBC 6.0 4.4 26.6 51 5.6 8.2
Total 39.7 44.0 11.0 43.6 484 10.9

Source: Agriculturd Credit Department, SBP

Recovery

In overall terms, recovery a Rs 48.4 billion during FY 01, improved by 10.9 percent over last year
(see Table 2.6). Thiswas on account of a strong recovery drive launched by the financia ingtitutions
a ther own initiative, and the on-going accountability drive in the country. Following SBP's
decision to discontinue the provision of concessionary credit to ADBP and FBC, both these
ingtitutions put extra efforts on recovery to be able to maintain the same volume of gross lending. On
account of this, ADBP was able to collection of Rs 31.9 hillion during FY 01, compared to Rs 29.7
billion last year. The recovered amount would have been higher if this drive was not deferred in
drought-hit areas. ADBP rescheduled a number of loans to farmers in calamity-hit areas throughout
the country. In effect, looking at the provincial recovery targets, ADBP was only able to recover 21
percent of its target for Balochistan, 62 percent for Sindh, 63 percent for NWFP and 75 percent for
Punjab.
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Credit Expansion Measures
During the year in question, SBP has expanded the scope and coverage of agriculture credit to make it
more attractive for commercia banks. Some important measures are mentioned below:

??

?7?

7

7

?7?

?7?

The entire vaue chain of agriculture; from inputs, production, storage, marketing, transport,
processing to distribution, has become digible under the agriculture credit scheme.

Owing to apalicy shift to minimize distortionsin the financia system, SBP has discontinued
all concessionary credit facilities to ADBP and FBC since October 2000. Now al fresh credit
linesto ADBP (including any future refinancing of cooperative banks) are to be priced a the
minimum average rate on T-hills. The prime objective of this measure is to force these
ingtitutions to improve their lending and recovery operations. Other dlied objective are: (1) it
should encourage other financid indtitutions to lend their funds to ADBP, (2) the market

based cost of funding will force agricultura lending rates to be digned with commercia
lending rates, and (3) in the long-run, grester competition amongst banks in terms of lending
to agriculture should bring down lending rates.

In the past, commercia banks were not alowed to lend outside their narrow territoria area

that was specified by SBP. In certain cases, this provided banks with an excuse not to lend.
The removal of this rule should enable commercia banks to lend on purely commercid basis.
More importantly, thiswill aso give farmers the option to choose the bank of their choice.

In order to improve credit flows to farmers, SBP has alowed them the facility of revolving
credit, which means even if farmers are unable to adjust their previous loans fully, they can
dill avail fresh credit. Earlier, banks were only allowed to sanction credit on revolving basis
for three year, and only to farmers who repaid their previous loan fully and ontime. It is
hoped that will help improve farmers ability to meet their credit needs. Also, it has been
decided that banks will not ask for fresh documents at the time of each renewal.

The limit on credit against persona securities has dso been raised from Rs 50,000 to Rs
100,000. This should help those farmers with limited access to collatera.

Finaly, in order to facilitate commercia banks meeting their mandatory targets, they are now
alowed to count their equity stake in corporate farms as part of their lending. They can dso
include lending to micro credit ingtitutions, recognized NGOs and rurd supports
organizations. Most importantly, however, commercia banks can dso use their lending to
ADBP as part of their mandatory targets.

Apart from these measures, SBP has a so revised the methodology used for estimating agricultura
credit needs by provinces. This methodology aso includes the revised list of digible items for
disbursement of agricultural credit. More than 45 items or activities have been added to this list.
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2.3 Industry
Contrary to the decline of 0.1 percent last year,
the industrial sector recovered with 4.2 percent

Table2.7: Sectoral Growth of Industrial Value Added
a condant factor cost of 1980-81

growth in FY01. This recovery was led by the Crowth rates Scdoral shares

manufacturing sector, which dominates y—— FYS FY;)Z F;Of F;;)j
industrid activities with around 69.4 percent Vg gg 03 28 o 48
share. Had growth in the remaining three sub- Small-scale 52 53 204 20,6
sectorsi.e. mining & quarrying, congtruction Mining & quarrying 61 04 1 1€
and electricity & gasdistribution not declined Construction 5.2 -04 14.( 13.
during the year, the pace of industrial recovery Electricity & ges dist. 9. -31 16.¢ 16.¢
would have been much higher (see Table2.7). Industry -0.1 42 10¢ 10C

Source: Economic Survey 2000-01
2.3.1 Large-scale Manufacturing (LSM Y

Large scale manufacturing staged a strong
recovery with 8.4 percent growth during FYQ1 ~ Table28 Summary of Growth Rates

againgt a 0.1 percent decline last year (see percent

Table28 & 2.9). Thiswasdriven by asharp Fyao Fyol
turn around in food, beverages and tobacco, Overdll -0.1 8.4
which had been showing negative growth in Excluding sugar 6.€ 7.5
production during the last two years. More Trimmed A€ 77

specificaly, the production of sugar, cigarettes, Source: Federal Bureau of Siaistics

vegetable ghee and cooking ail increased

significantly during the year, againgt sharp declines last year. Thisis aso evident from the fact that
excluding these four items, LSM grew by only 6.7 percent during FY 01 as compared to 8.4 percent
last year.

While andyzing the performance of LSM, it is

. .. Figure 2.8: Growth in Seclected Industrial Groups
important to flag some data limitations. In g P

= FY 00 OFYO01

particular, the weights used for calculating 30
growth, were worked out on the basis of
‘Census of Manufacturing Industries (CMI) 20

conducted in 1980-81 ? twenty years back.

Though, various Censuses have been _ 101
conducted since then, the weights have never g o TJ:L.Il
been updated. Needless to mention, these g

weights no longer represent current industria -10 4
composition due to marked shiftsin their

structure over this period. In fact, weights ~20 1

caculated for the selected items on the basis of 20

most recent CMI (which was conducted in 5 =25 8 0w S E £ 86 58
; §°E.EER83wEw%C§

FY 96) show significant change in the share of F o 5853w <5gECL W3

those indugtries over FY81. For example, the [ g== ~ §

share of textiles showed an increase of 3.2
percentage pointsin FY96. Similarly, food,
beverages & tobacco showed arise of 2.0 percentage points and cement 4.1 percentage points.
Although, the use of hew weights may not necessarily result into a higher growth rate, it will at least
depict the true picture.

6 Thisanalysisis based on the latest provisional twelve-month data on 96 items of |arge-scale manufacturing. Therefore, the
overdl and group wise growth figureswill not taly with figuresgivenin Tables 2.1 & 2.7, which have been caculated on
the basis of ninemonths' (July to March) provisional data.
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The growth in LSM this year is dso broad based; for the first time in seven years, dl industrid groups
recorded positive growth. Furthermore, nine out of fourteen groups, showed improvement over last
years performance (see Figure 2.8). Indudtries like food, beverages & tobacco, petroleum products
automobile, chemicals leather productsand paper & board have performed very well during the

year. Interms of the digtribution of growth by individua items, though the number of industries
showing positive growth this year is similar to last year, their combined weight differs sgnificantly
(see Table2.10).” The trimmed growth, calculated to assess how broadly the economic growth was
redlized, aso revedls that this growth is not skewed towards a few items®

Having said this, the growth in LSM istilted towards consumer goods, which is shown by higher
imports of raw materia for consumer goods than capita goods during the year (see Table 9.10,

Table 2.9: Production of Sdected L argescale Manufacturing Items

Items Per centagechange Items Per centagechange
Weights FY00 FYO01 Weights FY00 FYO01

Textile 19.06¢ 12.27 2.32 Electronics 2976 568 6.41
Cotton yarn 8.8t 8.82 250 Electric transformers 0577 -1248 -20.81
Cotton cloth 4.881 15.58 11.59 Storage batteries 0451 190 -0.14
Cotton ginned 3.89¢: 27.7i -4.52 TV sets 0363 -516  -19.9¢
Other fiveitems 1.44¢ 2.3¢ 211 Air conditioners 012 327.02 47.71
Food, beverages & tobacco 17.33¢ -23.6( 14.00 Refrigerators 0015 1313 28.7¢€
Sugar 8.63C -31L.5¢ 14.81 Other six items 145 9.32 7.8¢
Vepgetebleghee 3.004 -15.4¢ 18.05 Automobile 2413 59 12.65
Cigarettes 2.50¢ -7.2€ 24.02 Trucks 0.698 -1158 -2.5€
Tea beinded 1.78¢ -7.27  -15.65 Tractors 0593 3150 -7.4¢
Beverages 0.96£ 5.3C 8.98 LCVs 0.369 -1761 4.64
Cooking il 0.44¢ 931 16.17 Cars & jeeps 0309 -1631 22.2¢
Petroleum products 7.824 171 19.17 Motor cydes 0249 184 24.22
Fertilizer 5.871 11.2¢ 9.98 Buses 013 2791  -11.34
Nitrogenaus 5.441 7.2z 542 Diesdl engines 0.065 2810 204
Phosphatic 0430 13977 7546 Chemicals 2335 1099 12.1¢
Phar maceuticals 5.79¢ 5.4C 0.37 Caudtic soda 0621 1733 2.9
Tablets 2,705 1.6C -390 Soda ash 032 264 -11.3¢2
Syrup 1.60z 6.37 147 Other six items 134 794 30.3:
Injections 0.46€ 3.52 -2.09 Non metallic minerals 1915 -2.86 3.3¢
Capaules 0.22¢ 2.7C -2.14 Cement 1846 =277 387
Other fiveitems 0471 18.81 12.02 Glass shedts 0.069 -5.32 -9.7¢
Metal industries 3317 14.81 6.02 Paper & board 1359 2259 21.9¢
Fgiron 14717 11.8¢ -3.19 Engineering items 0691 -2.22 4.6C
Coke 1.31¢ 12.5¢ 825 Bicycles 0.348 597 6.64
Billets 0.311 25.8¢ 20.48 Meta containers 0153 -191 11.67
SHely razor blades 0.10¢ 92C 3085 Sawi ng machines 0052 -6.94 -2.52
H.R coilgplates/sheets 0.074 13.%4 -9.81 Power looms 0051 -6553  -45.0¢
C.R coilgplates/sheets 0.01z 6.6 -12.12 Other five items 0.087 -1663  -35.37
L eather products 2.332 1.9z 10.05 Rubber products 0452 0.83 3.5

Source: Federd Bureau of Sdtidtics

7 During FY 00, 65 industries having aweight of 50.048 showed positive growth against 64 industries with weight of 57.833
in FYOL.

8 Thisrefersto LSM growth excluding five outliers each for best and worst performing sub-sectors. Given the lumpy
categorization, trimmed growth in FY 01 excludes the following: petroleum products, sugar, cigarettes, cotton cloth, and
vegetable ghee (top performers) and T.V sets, tablets, electric transformers, cotton ginned, and tea blended (poor
performers). Intermsof FY 00, the top outliers were cotton ginned, cotton yarn, cotton cloth, phosphatic and nitrogenous
fertilizers: while bottom outliersincluded trucks, teablended, cigarettes, vegetable ghee and sugar.
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Chapter 9). On the basis of an increasein
domestic demand, the output of consumption-
oriented industries like food and consumer
durables (cars, refrigerators, air conditioners
etc.) increased sharply during FYO1. The
following presents a group wise anaysis of the
devel opments during the year:

Textiles (weight in total LSM: 19.069)
Growth rate in FY01 = 2.3 percent; FY00 =
12.3 percent.

The lower growth posted by textiles was
mainly dueto a4.5 percent declinein the size
of the cotton crop and the increase in domestic
prices during FYO1 (see Figure 2.9). While
the overdl performance islargely determined
by the size of the crop, itsimpact varies across
various sub-sectors. It is evident fromFigure
2.10, that the size of the crop has the grestest
impact on low vaue addition activities
(ginning), and this relationship tapers as one
moves up the vaue addition chain. Thisisto
be expected since higher value addition can

rely on imported inputs, while carry over
stocks from past crops can aso be used.

FY 01 provides agood example; the negative
growth in crop size is because of the bumper
crop from last year, which explains the sharp
reversdl in output growth shown by the ginning
sector. Spinning followed this trend, with
moderate growth of 2.5 percent in FY O1.
Weaving however was able to post strong
growth in the lagt three years, ending FY 01
with 11.6 percent growth. Given the fact that
weaving is high on the value addition ladder
and rdaively insulated from the size of the
cotton crop, the need to shift towards higher
vaue addition is obvious if the textile sector is
to remain the backbone of Pakistan's
manufacturing sector.

Other factors responsible for the dowdown in
textiles (particularly spinning) include the
withdrawal of export refinance subsidy and
higher cotton prices. In order to encourage
higher vaue addition, the export refinance
facility that could be availed for the export of
cotton yarn and grey cloth, was withdrawn
with immediate effect from 1% July 2000.

Table 2.10: Didribution of Growth of 96 Items

Y00 FYOL
Rangeof gomthrates — Noof \ygoy  Noof oy
items items
Growth Retes = -15 10 1258 8 30%
-15 < Growth rates =-10 5 173 7 0938
-10 < Growth rates =-5 10 594 3 07%
5< Growth retes = 0 6 341 14 11088
0<gromthraes=5 23 14152 15 1679
5 < Growth rates= 10 12 18272 10 8217
10< Growth rates = 15 8 3969 4 13682
Growth Retes = 15 2 1365 35 19144
Total 9% 73689 % 73689

Source: Federd Bureau of Sttistics
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Furthermore, during the entire year, cotton prices remained higher than last year. Thisis particularly
noticeable for the peak season of September-January, when prices were rising in sharp contrast to the
fdling trend last year (see Figure2.9).

Food, beverages & tobacco (weight in total LSM: 17.336)

Growth rate in FY 01 = 14.0 percent; FY 00 = -23.6 percent.

The sharp reversal in this group is on account of alow base effect as the largest items (sugar,
vegetable ghee and cigarettes) witnessed sharp declinesin production last year.

Sugar (weight in tota LSM: 8.630)

Growth rate in FY 01 = 14.8 percent; FY00 = -31.6 percent.

The sharp recovery was mainly attributable to the processing of imported raw sugar. Asthe largest
item in LSM, mgor changes in the production of sugar have a considerable impact on the Quantum
Index of Manufacturing (QIM). With afdl in the Sze of the sugarcane crop this year and the delayed
crushing of sugarcane, the government alowed raw sugar imports to ease domestic prices and to
ensure that production activity was not affected. Asaresult, around 0.5 million tons of imported raw
sugar was processed that enabled the domestic industry to reverse the previous year' s trend.

Vegetable ghee and cooking ail (weight in total LSM: 3.452)

Growth rate (vegetable ghee): FY 01 = 18.1 percent; FY 00 -15.5 percent;

Growth rate (cooking ail): FY01 = 16.2 percent; FY 00 = -9.3 percent.

The increase in production of vegetable ghee and cooking oil isthe result of the surge in import of
pam oil following thefal in international prices during FY01.° Out of atotal domestic requirement
of around 1.9 million tons of vegetable ghee and cooking ail, 30 percent is produced using locd oil
seeds (cottonseed, rapeseed, etc), while the remaining is met through processing of imported oilseeds
and edible ail (palm ail, soyabean, sunflower oil etc.).

In order to reduce dependence on imported oil and seeds, an Oil Productivity Enhancement Scheme
was launched during FY 97. Under this program, the government encouraged domestic cultivation of
oilseeds by dlowing for duty free import of seed varieties. At the same time, however, import of

Import of Imported Oil
oil seeds (Palm, Soyabean,
Sunflower ail)
g o
T8
g E
>
: g
Pakistan Oilseed
Development Board
Locd Seed - Raw Edible Oil . - -
Farmers/ Solvent Extracting Edible Qil / Ghee
Growers Industry Processing Industry

9 Malaysian palm oil prices fell to US$ 193 per ton in February 2001, from its peak of US$ 343 in April last year.
2
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seeds for crushing and import of raw edible oil were discouraged (see chart given above).™
Although, the duty structure on these imports have not changed during FY 01, the dump in
international pam ail prices encouraged imports, and effectively undermined the government’ s efforts
to enhance sdf-reliance in edible ail. However, over the past 4 to 5 years since the scheme was
launched, the domestic response has not been strong.

Cigarettes (weight in totd LSM: 2.505)

Growth rate in FY 01 = 24.0 percent; FY00 = -7.3 percent.

Thisincrease in production was mainly due to higher demand (both in domestic and internationa
markets) during the last couple of years. The impetusis coming from the reduction in prices and
improved marketing strategies put into place by the largest tobacco companies™ By reducing the
prices of their low-end brands, the largest companies (Pakistan Tobacco Company and Lakson
Tobacco Company) regained their market shares that had been lost to small and unregistered
manufacturers. The exit of unregistered manufacturers has also manifested in higher production,
since these producers are largely undocumented. Hence, with a greater share of registered brandsin
the market, overall production showed a higher increase. Furthermore, enhanced production of
tobacco leef over the last few years has supported this higher growth during FY O1.

Petroleum products (weight in tota LSM: 7.824)

Growth rate in FY 01 = 19.2 percent; FY 00 = 1.7 percent.

A sgnificant increase in the production of petroleum products during FY 01 is mainly on account of a
new oil refinery that enhanced overall refining capacity in the country.” However, the underlying
demand was driven by the need to shore up power generation following the dow down of hydedl
power gener ation on account of the drought. Thisis subgtantiated by larger quantitative imports of
crude oil. Strong demand for car and motorcycles also provided a boost to this industry.

Fertilizer (weight in total LSM: 5.871)

Growth rate in FY 01 = 10.0 percent; FY00 = 11.2 percent.

Higher growth in the fertilizer industry during the last two years is the result of a new fertilizer plant
that started production in the later half of FY 00 (Fauji Jordan). Thisisthe first plant established for
the production of phosphatic fertilizer, and is capable of meeting around 37 percent of the total
phosphatic requirements of the country. Production of nitrogenous fertilizer, however, dowed down
during FY 01, as two plants (Pak Arab and Engro) remained closed for a brief period on account of
repair and maintenance.

Pharmaceuticals (weight in total LSM: 5.798)

Growth rate in FY 01 = 0.4 percent; FY00 = 5.4 percent.

An increase in the cost of production on account of the Rupee deprecation, coupled with an
insufficient retail price increase, resulted in lower growth in pharmaceuticals during FY01. The
domestic industry is vulnerable to changes in the value of the Rupee since imported raw materidsin
both medicinal products and packaging account for alarge share of total costs™® Besides, this

0 1n June 1999, the custom duty on the import of palm oil was raised from Rs 4,800 per ton to Rs 10,800 per ton. Similarly,
custom duty on the import of soyabean oil was raised from Rs 3,800 per ton to Rs 9,050 per ton. On the other hand, import
of oil seeds for cutivation purposes was alowed duty free, while imports for crushing purposes were subjected to a higher

duty of Rs 1,200 per ton.

1 Tobacco companies launched various prize schemes that were advertised extensively through the electronic and print
media

2 With an installed capacity of 4.5 million tons, PARCO started production from September 2000. In fact, thisincreasein
refining capacity even alowed for higher export of petroleum products during FY 01 compared to last year.

B Pharmaceutical products are divided into two groups: controlled (life saving) and decontrolled (other categories). Retail
price increases are determined with the help of aformula given in Health Ministry’s Notification No. SRO 1038(1)/94. This
grouping was announced in FY 94, but has not been implemented in true spirit; the government strictly regulates both groups,
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industry has had to bear an additiona cost in the form of a2.25 percent sdles tax (non-adjustable) on
al inputs.

Metal industries (weight in total LSM: 3.317)

Growth rate in FY 01 = 6.0 percent; FY 00 = 14.8 percent.

Dedline in the production of pig iron, hot rolled (H.R.) and cold rolled cails (C.R.), held back overal
growth of this sector during FY0L1. This dowdown was due to Pakistan Steel’ s low production plan
for the current year. During FY 01, Pakistan Sted rationdized its annua production keeping in view
market requirements and available stock of raw materials. Accordingly, most resources were utilized
in the production of thinner gauges of C.R. and Gavanized products, which are technically difficult to
produce and entail moretime. Furthermore, the non-availability of essentia spares (pecificaly
working rolls) and the poor condition of rehegting furnaces, resulted in lower capacity utilization and
production. Since the reheating capacity of the aging furnace has deteriorated, repairing and
overhauling resulted in momentary closure of one of the furnaces during FY01. In this regard, the
ongoing BMR program for Pekistan Stedl is expected to solve such problems in the near future.

Electronics (weight in total LSM: 2.976)
Growth rate in FYOL = 6.4 percent; FY00 = 5.7 percent.

The eectronics industry continued its robust growth this year. The mgjor contributors are discussed
below:

Air conditioners and refrigerators (weight in total LSM: 0.135)

Air conditioners. growth rate in FY 01 = 47.7 percent; FY 00 = 327.0 percent.

Refrigerators. growth rate in FY 01 = 28.8 percent; FY 00 = 13.1 percent.

Higher production of air conditioners and refrigerators in the last two years is the result of enhanced
demand and lower smuggling. Theintroduction of leasing facilities for the purchase of home
gppliances and other durables has fueled

purchases of air conditioners and refrigerators. _ , o

Furthermore, in FY 99, the government reduced Figure 2.11: Village Electrification and Tubewell I nstall

custom duty and sales tax on the import of raw —— Tubewells (RHS) —s— Villages (LHS)

materias (primary and sub-components) while 70 550

it increased duties on completdly built up 74

(CBUs), especidly in the case of air 65

condiitioners. This enhanced production during T 5%

FY00 and FYOL* 60 0
%, // T 450 g

Transformers (weight in total LSM: 0.577) = S

Growth rate in FY 01 = -20.8 percent; in FY00 = § / 400 §

-12.5 percent. 01—

The demand and resulting production of / L 350

transformers is directly linked with transmission 4

and distribution of dectricity in the country,

which remained subdued during the year mainly 40 v < b 6~ o o o 300

due to the wesk financid position of Wapda & N

KESC, and lower electricity generation in the

with an alowance for dightly higher prices of decontrolled medicines. After aperiod of three years, prices of controlled and
decontrolled medicines were raised on 19" June 2000, by 8 percent and 10 percent, respectively.

¥ |n 1999, custom duty on the import of raw materials, sub-components, and components was reduced from 10, 15 and 25
percent respectively to 5, 10 and 10 percent, respectively. On the other hand, custom duty on the import of Completely Built
Up (CBUs), especidly air conditioners, was increased from 25 percent to 35 percent.
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wake of water shortages in the country. On the other hand, the ingtallation of tubewells for irrigeation
did add to the demand for transformers.™ Despite the drought, it has been observed that village
electrification and tubewd | ingtalations have shown amost stagnant growth (see Figure 2.11). It
may be noted that more ADBP financing for tubewells during FY 0L is likely to generate demand for
transformers in the coming year .

Automobile (weight in totd LSM: 2.413) Figure 2.12: Sale of Automobile
Growth ratein FY01 = 12.7 percent; in FY00 = | gcars @ Trucks Buses
-5.9 percent. oLCvs O Tractors Motorcycles

During the year, the automobile sector bounced
back mainly on account of sharp increasesin

demand, especidly for motorcycles, LCVsand Fyo1
compact size cars. The past couple of years

have witnessed a marked shift in the leasing
sector’ s focus towards consumer durables, EY00 )
particularly for the purchase of motor vehicles.

Almost al manufacturers have entered into
agreements with local/foreign banks aswell as
leasing companies to finance their products.
Hence, with active participation of commercia . . .
banks, the popularity of purchase through lease 60 80 100 120
has grown in the middle-income segment of the in '000'

population, especialy for motorcyclesand Source: Pakistan Automotive Manufacturers
four-wheders (see Figure 2.12). Inview of L -
this growing demand, two new car assembly
plants were established during FY 01, while

FY 99

o
N
o
5

Figure 2.13: Import of Buses

exigting plants have increased their capecity 2500
utilization. *® A
2000
On the other hand, production of trucks and / \
buses has been hit by a dowdown in demand. v 1500
A disruption in informal financing é
arrangements (which isimportant for these 2 1000 / \\
vehicles) following the documentetion drive,
may have contributed to the lower sde of ‘/ \
trucks. In this connection, anecdotal evidence 500
suggests that truck smuggling via Afghanistan \‘/
has aso hit the domestic industry. In the case o —
of buses, the premature demise of the Urban S8 8383 885 88 88
Transport Scheme, initially Started in Punjab to [ o A A i o i g

be followed in other provinces, has severely
impacted the sdle of buses. In addition, dueto
rising cast of production, domestic
manufacturers are finding it difficult to compete with imported buses. Thisis substantiated by
increase in imports over the last few years (see Figure 2.13). Asfar asthe decline in the production

Source: Pakistan Economic Survey

5 A transformer accompanies each tube-well that isinstalled.
% Dewan Faroogue Motors Limited and Raja Group of Industries established one plant that started production in the latter

half of the current financial year. Most of the units that started production during FY 00 amost doubled their capacity
utilization during FY O1.
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of tractorsis concerned, this was due to weak demand caused by lower ADBP financing and the
withdrawal of subsidized financing provided by Punjab.

Chemicals(weight in total LSM: 2.335)

Growth rate in FY 01 = 12.2 percent; FY00 = 11.0 percent.

Despite a dowdown in the manufacturing of caustic soda and the dump in production of soda ash,
growth in chemicals was driven by the production of paints.”” While the construction sector remained
subdued during the year, strong demand by the automobile sector created favourable conditions for
growth in the production of paints.

Production of soda ash declined sharply by 11.3 percent during FY 01, mainly due to the closure of
Sindh Alkalis Limited (SAL), the second largest soda ash producer in the country. The acute shortage
of liquidity forced SAL to default on its utility bills, resulting in the disconnection of gas supply,

which compelled management to shut down operations in May 2000. Furthermore, the old plant was
in dire need of overhauling and repair, requiring heavy funding that was not available. Though

another soda ash plant (Olympia Chemicas) had been established late last year, the initid stages of
production did not dlow it to fill the gap created by the closure of SAL.

Asthe basic raw materid in the production of caustic soda, the sharp decline in the production of soda
ash during the year, had spill over effects on caustic soda. Furthermore, the textile sector, which is

the mgjor user of caustic soda, also experienced a dowdown in during the year.

Leather Products (weight in total LSM: 2.333)

Growth rate in FY01 = 10.1 percent; FY00 = 1.9 percent.

The outbreak of foot and mouth disease in Europe in 1999, particularly in the UK, proved ablessing

in disguise for Pakistan’ s leather industry. Higher export orders led to an increase in output of leather
sheets during the year. As complementary outputs, leather products like shoes and smdll leather items
have dso increased. This can dso be seen from higher export of leather and lesther products during
FYO1 compared to last year.

Non-metallic Mineral Products (weight in total LSM: 1.915)
Growth rate in FY 01 = 3.4 percent; FY 00 = -2.9 percent.

Cement (weight in total LSM: 1.846)

Growth rate in FY 01 = 3.9 percent; FY 00 = -2.8 percent.

Amidst a supply/demand imbalance resulting from a build up of excess capacity in the cement
industry, production increased this year. Thisis the second time since FY 96 that installed capacity
and production witnessed strong growth despite duggish demand in the country. Rising costs on
account of an exorbitant increase in the price of furnace ail has been the main cost congtraint in the
production of cement over the last few years.”® However, during FY 01, furnace oil prices declined
marginally from last year's peak. Futhermore, many units have started converting their operations to
cod, which is cost effective.

The other mgjor reason for an increase in production this year, is the nationwide cartel collapsed
following the breach in agreement when four units based in NWFP continued to avail GST
exemptionsin September 2000. In order to capitaize on this, these four units attempted to increase
their market shares by cutting their retail prices. Since other units followed suite, this culminated in

T During FY 01, production of liquid and solid paints and varnishes increased by 60 and 48 percent respectively.
B Cogt of furnace oil constitutes around 35 percent of total cost of goods sold.
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falling market prices. Furthermore, Dandot Cement Company Limited, which was closed for last few
years, was revived in February 2001.

Glass Sheet (weight in total LSM: 0.069)

Growth rate in FY 01 = -9.8 percent; FY 00 = -5.3 percent.

This decline was mainly due to lower demand, Sump in the production of soda ash™ and closure of
Gunj Glass Works (Hasanabddl).® Sluggish growth in the housing sector, which is the major
domestic user of sheet glass, led to depressed demand during the year.  Although, the automobile
sector might have created a potentia market for glass sheets, the glass industry is not yet capable of
producing laminated glass thet is used in vehicles.

Paper & paperboard (weight in total LSM: 1.359)

Growth rate in FY 01 = 22.0 percent; FY 00 = 22.6 percent.

Production of paper & paperboard has been showing strong growth for the last couple of years on the
basis of better availability of raw materials and higher demand. The major inputs used by this sector
include straw (chaff), river grass (kahi), cotton waste, bagass, pulpwood and waste paper. Above
average production of cotton, wheat and rice in the last couple of years, has created sufficient supply
of by-products that are used as inputs by this sector. The waste paper collection network, which is
another source of raw materia, has aso been expanding in Pakistan over the last few years.
Furthermore, Packages Limited and Century Paper Mills Limited enhanced their production capacities
by expanding existing plants and by establishing new paper plants during FY00. Theincreasein
production is supported by an expansion in packaging demand related to higher industria output and
rising number of newspapers during the last couple of years.

Engineering items(weight in total LSM: 0.691)
Growth rate in FY 01 = 4.6 percent; FY 00 = -2.2 percent.

Power looms (weight in total LSM: 0.051)

Growth rate in FY 01 = -45.1 percent; FY 00 =-65.5 percent.

Production of power looms has been showing significant declines for the last couple of years, as more
efficient and high tech looms (like shuttle less and water jet looms) are replacing the outdated
equipment. The increase in importation of old textile machinery suggests that indugtridists prefer this
to locally manufactured machinery.# This can aso be supported by the declining use of LMM
financing during the last two years.

Tyres & tubes (weight in totd LSM: 0.452)

Growth rate in FY 01 = 3.5 percent; FY 00 = 0.8 percent.

The strong performance by this sector was mainly driven by the buoyant growth in automobiles.
Although, domestic production of tyres & tubes increased during FY 01, it till lags behind the
production rates posted by the automobile sector. Furthermore, imports of tyres & tubes have been
declining since FY98. This suggests that despite cuts in import duties to 15 percent and strict
monitoring of the Pak-Afghan border during the year, smuggled items are hurting the domestic
industry.

¥ Sodaash is one of the basic raw materials used in the production of glass sheets and condtitut es 80 percent of the total
cost of raw materials consumed.

D Gunj Glass Works is presently undergoing BMR and expansion process. This represents about 27 percent of the total
installed capacity of glass sheet industry.

2 Thereisarequirement that t extile machinery older than 5 years cannot be imported into Pakistan.



State Bank of Pakistan Annual Report FY 01

2.3.2Mining & Quarrying and Electricity Generation

[Share in overdl Industry: 1.8 percent; Growth: -0.4 percent (FY01) and 6.1 percent (FY 00)]
Vaueadditionby mining & quarrying declined during FY 01, compared to sound growth in the
previous year. Magjor declines were recorded in the production of chinaday, silicasand and

chromites during the year (in the face of disma performance of downstream industries which offset
positive growth in other minera items (see Table 2.11). The major industries that use these minerals

include ceramics, glass and the chemica industry (especialy soda ash).

Unfortunately, the largest producer of ceramicsin the country (Federd Chemicas and Ceramics
Corporation) closed down its operations during the year, while the performance of other users dso
remained depressed (discussed in previous sections — glass and chemicals).

Extraction of crude ail, natural gas, cod, Table211: Mining and Quarrying

limestone and gypsum, however, showed Growth Rates
positive growth during FY01. Asfar as

FYQO FYO01

production of crude ail and naturd gasis ; grojdem _‘;S'E'
concerned, concerted government effortsto 3 Newd g 106
develop the oil & gas sector succeeded in A aEEs 12
attracting a higher inflow of foreign investment 5 Rock st 14.1
during FYO1. Asaresult, 36 new wells were 6 Chinaday 6.
drilled during the year, againg 27 in the 7 Gypsum 46.7
previousyear. 8 Sliasnd 51

9 Chramites 39.E

Growth in electricity generation dedlined Source: Federd Bureau of Statistics

primarily due to lower hydel power generation
on account of the prolonged dry spell in the country. This overshadowed the increase in ingtalled
capacity when Chashma Power Plant (Chasnupp) came into operation in April 2001.

2.3.3 Construction
[Sharein overdl Industry is 13.4 percent; Growth in FY 01:-0.4 percent; and in FY 00: 5.2 percent]
Congrained development spending, dack construction activities and rising building materia prices,

3.8
3.4
7.C
132
2.1

-26.€

2.t
7.2

-36.¢

are the mgor factors for the fal in value addition by congtruction during FY01. At amicro leve, two

magjor developments took place this year that hindered house building and commercia congtruction.
Firgt, the House Building Finance Corporation (HBFC) suspended disbursement of loans to housing
companiesin the second half of FY 01, on account of the delayed legidation process for Idamization
of different modes of financing. Secondly, the Karachi Building Control Authority (KBCA)
formulated by-laws regarding the evaluation and approva of building projects, which has increased
the cost of construction projects.

2.3.4 Electricity and Gas Distribution

[Sharein overdl Industry: 15.4 percent; Growth: -3.1 percent (FY 01) and -9.8 percent (FY 00)]
Although value addition by dectricity and gas distribution fell by 3.1 percent during FY 01, this il
shows an improvement over the 9.8 percent decline last year. While the retail distribution of natural
gas increased on account of more CNG stations during the year, transmission and distribution of
electricity suffered due to the fdl in dectricity generation and poor financia conditions of Pakistan's
public utilities.
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2.3.5 Public Sector Enterprises (PSEs)®

[Growth in production value in FYQ1: 2.9 Table 2.12: Performance of Sdected Public Sector Industries
percent; and in FY 00: 4.3 percent] hillion Rupees
Contrary to lagt year, production and net sdes Production Percentage
of public sector industries (other than Pakistan value thenge

. : . FYOL FYOL  FYOC  FYOL
steel Mills Corporation PSMC), improved Nationl Fertlizer Corporation 3¢ 39 12: 887
duri ng Fyo1 (% Table 212) This resurgence Pak Automobile Corporation 0.2 03 15.¢ 6.5
ismainly supported by improved performance State Cement Corporation 0.6 04 255 5f
of Nationd Fertilizer Corporation (NFC) and Stete Enginesring Corporation 18 13 -1E  20f
Pakistan Automobile Corporation (PACO). Sub+otdl 5€ 59 3¢ 5«
Increasein fertilizer prices and higher Pakistan Sted 7475 4€ 1C
production pushed up value growth in NFC; (GlexS ] LGN I VI €

while strong growth in automobile demand, Z0EE SR ALIELY CEl, R € (72 S R LR

provided a boost to the production and net sdes
of PACO. On the other hand, production of the State Cement Corporation (SCCP) and State
Engineering Corporation (SECP) declined during FY 01, mainly due to closure of some units.

Despite adow down in growth during FY 01, production and net sales of Pakistan Steel increased.
Thisincrease is mainly attributable to improved management, rightsizing and increase in prices
during the year. These measures have alowed Pakistan Stedl to show positive profits againgt heavy
losses suffered last year.

2.4 Services

Services sector grew by 4.4 percent during FY 01 compared to 4.8 percent last year. Over a period of
four decades, steady growth in services averaged more than 6 percent during the 1960s to 1980s, and
4.6 percent during the 1990s, pulled up its share in GDP from 38.4 percent in FY 70 to 50.3 percent in
FYOL (see Figure 2.14). On the other hand, commodity producing sector could not sustain such a
steady growth rate and during the recent decade, it remained below one percent in three different
years. Vdue added by services usualy move in tandem with commaodity producing sector dueto
forward linkages. The fact that commodity producing sector did not display as steady a growth as
services during the 1990s, suggests the increasing importance (and independence) of serviceslike

Figure 2.14: Share of Servicesin GDP Finance &
insurance
Transport & 2.6%

Dwellings
6.1%

Industry
25.1%

Agriculture
24.6%

Adm & defence
6.4%

Other services
9.6%

2 During FY 01, out of 40 units under Ministry of Industries & Production, only 15 were operative while the rest remained
closed. The Federd Chemicas & Ceramics Corporation (FCCCL) reported nil production during FY 01, whereas, the State

Petroleum Refining & Petro-chemical Corporation (PERAC) has been handed over to Ministry of Petroleum and was not

involved in production activity during FY O1.
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education and hedth offered by the private sector.

During FY 01, wholesale and retail trade and transport, storage & communications grew by 3.8
percent and 4.1 percent, respectively (see Table 2.1). Better performance of these sub-sectors
compared to a meager growth of 0.8 percent in commodity producing sectors, was the upshot of their
backward linkage to the growth in commodity producing sector observed in FY 00, when that grew by
3.0 percent. A large part of the record production of wheat (at 21.1 million tones) redlized during the
last two months of FY 00, was traded in FY 01, thus contributing to the growth of above two sub-
sectorsin FY01.

Higoricdly, transport, storage & communication and wholesale and retail trade (with a share of

more than half of services) were more volatile because of their strong linkages with commodity
producing sectors. Year to year changes in finance and insurance were aso very high, due to the
process of financia sector reforms witnessed in the 1990s. Ownership of dwellingsand other services
with a sizeable share of amost 31.3 percent have been estimated on survey based stipulated growth of
5.3 percent and 6.5 percent respectively since late 1980s. Despite lack of regular data on these two,
growth by these sub sectors had mitigated the volatility of other sectors and smooth out the estimated
growth of overal services sector.

2.4.1 Wholesale and Retail Trade

The vadue added in wholesale and retail tradeis measured by the total value of trade, adjusted for
inventory changes, cost of inputs and under reporting. Trade margins were estimated on the basis of
Survey of Didributive Trade & Services 1984-85. Growth in this sector during FY 01 increased by
3.8 per cent compared to 2.9 per cent of last year. The developmentsin this sub-sector are closaly
attached to the level of domestic production, consumption and import of consumer and capital goods.
Within commodities, wholesale traders earn the highest trade margin, i.e. about 40 percent on
manufactured products that enters into the market for onward transactions. The higher contribution
shown by manufacturing and imported goods also mitigated the impact of the agricultura sowdown,
in wholesale & retail markets.

2.4.2 Transport, Storage and Communication

Trangport, sorage and communication is mainly compaosed of road, marine, air transport and
communication. During FY 01, against atarget of 5.5 percent and growth of 3.6 percent last yesr,
value added in this sector grew by 4.1 percent. Though magjor shortfall was observed in the operating
surplus of railway and nationa shipping, the increase in value addition by air transport, NLC, Karachi
Port, Karachi Container and Pakistan Post Office, compensated for the losses suffered by other sister
organizations. KPT cargo handling of exports and imports reached alevel of 5,918 thousands tones
and 20,063 thousand tones, showing an improvement of 5.4 and 10.5 percent, respectively, during
FYOL (see Table 2.13). At the same time the growth of transport, storage and communication was
aso driven by the higher rate of expansion witnessed in telecommunications, telephone, internet,
computer software and other related services. The total number of telephones increased to 3.9
million, internet connections to 1.3 million and public call offices to 66,968 during the year. During
FY 01, the telecommunication sub sector was boosted by the introduction of new service like U-Phone
(amoabile phone service) and the introduction of Cdling cards by PTCL. Interestingly, Pakistan Post
Office (which is part of this sector) has also done well and improved its operating performance by
earning a profit of Rs 198 million againg aloss of Rs 275 million incurred last year.

2.4.3 Finance and I nsurance

Finance and insurance comprises four sub sectors (SBP, scheduled & non-scheduled banks, DFIs and
insurance companies). Generally the performance of this sector depends upon the behavior of

b



Economic Growth, Savings and Investment

commodity producing sector, investment trend and distribution activity in the documented economy.
Finance and insurance registered weaker growth of 2.3 percent in FY 01 compared to 8.2 percent
recorded last year. No doubt the dower growth of GDP dampened the performance of this sector, but
its activities both in terms of deposits mobilization, investment income and others, have depicted an
improvement over last year. The deceleration in growth might also be seen in the context of merger
and acquisition as well as the closure of a number of bank branches during the year because of the
restructuring process and dower depreciation.

Table 2.13: Cargo Handling at Karachi Port

FY% FY97 FY98 FY99 FYQ0 FYO0l
Imports
Dry generd cargo 2475 4357 4215 4520 4952 5241
Dry bulk cargo 1693 2536 1352 1764 1559 2255
Totd dry cargo 6167 6893 5567 6284 6510 749
Liouid bulk cargo 12552 11470 11547 12034 11639 12567
Sub tota (000 tones) 18719 18362 17114 18318 18149 20063
Exports
Dry generd cargo 2930 2802 2659 1678 2162 2580
Dry bulk cargo 806 1196 1317 1932 1574 1840
Totd dry cargo 3736 3998 3976 3609 3736 4419
Liquid bulk cargo 1126 1115 1594 2125 1876 1499
Sub tota (000 tones) 4862 5113 5570 5735 5612 5918
Total imports & exports
Dry generd cargo 7405 7159 6874 6198 7114 7821
Dry bulk cargo 2499 3732 2669 369%6 3133 4095
Totd dry cargo 9903 10891 9543 9893 10246 11916
Liquid bulk cargo 13678 12585 13141 14160 13515 14066
Sub total (000 tones) 23581 23476 22685 24053 23761 25982
Container handling
No. of import TEU* 278 278 259 27 315 338
No. of export TEU 272 278 246 251 300 314
Sub total (000 No.) 551 555 505 527 615 652
Ship handling
Container ships 787 721 646 750 768 739
Bulk cargo ships 120 220 146 135 126 189
Gen. cargo ships 426 392 340 294 277 231
Oil tankers 413 381 392 446 416 405
Sub tota (in No.) 1746 1714 1524 1625 1587 1564

1 TEU= Twenty et equivaent unit
Note: Totd and sub tota may not tally for separate rounding off.
Source: Karachi Port Trust

2.4.4 Public Administration and Defense

Vaue added by this sub sector is based on budgetary figures relating to wages and salaries of
government employees. During FY 01, public administration and defenserecorded sower growth of
3.0 percent compared with 7.0 percent last year. The subdued growth can be attributed to the wage
component of government employees, which have been constrained mainly on account of the fiscal
stringency during the year.

2.4.5 Owner ship of Dwellings and Other Sub-Sectors

As mentioned above, growth estimates of these sub-sectors are based on survey results from the mid-
1980s, which are assumed to be replicated every year. The vaue added by ownership of dwellingsis
based on the assessment of rent accruing from salf occupied and rented dwellings. In case of other
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services, theincome arising from persons engaged in private education, medica, household and
community services, are taken into account

The survey that forms the basis for caculating of vaue addition in these sub-sectors, has become
outdated because a number of new economic activities (setting up private schools, establishing clinics,
hedlth centers, community centers and running of NGO’ s) have become very active of late. Keeping
in view the contribution of ownership of dwellings and other servicesin GDP (15.7 percent) as well
asin sarvices (31.3 percent), there is an urgent need to pdate data to capture a more redigtic picture
of these activities.

2.5 Savings

National savings at current market prices recorded a margind increase of 0.8 percent to Rs 441.09
billion during the year compared with arise of 27.3 percent in the preceding year. Consequently, the
savings to GNP ratio fell to 12.9 percent in FY 01 from 13.9 percent last year (see Table.2.14).
According to the UN System of National Accounts, savingsis a balancing item that arisesas a
resdud of disposable income, whichis not used in final consumption. However, the existing system
of National Accounts of Pakistan, estimates national savings through the investment approach.

Under the investment approach, savingsis
derived by taking estimated actud investment
and deducting the part financed by externd

Figure 2.15: Public and Private Saving

Private saving (LHS) Public saving (RHS)

=
w

=
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percent of GNP
percent of GNP

resources, usualy labeled as foreign savings. 15 16
Hence, under this gpproach, the trend in
the nature of this approach, it woud be
difficult to identify the true underlying A /

108
are susceptible to errors that occur in the \ / hY%
egimation of investment and foreign savings® ; T 04
same if computed using the expenditure 5 ' ' ' 0.0
approach, which isthe residual of gross Fyer  FYss  FY®9  FY00  Fvo0l
consumption is also estimated residualy from gross nationa income, after deducting government
consumption and tota investment. In short, due to limitations of the existing estimation methods,

nationa savings is determined by investment /\ AN

activity and inflows of foreign savings. Given \ / T12
determinants of savings with much certainty.

Furthermore, the estimates of nationa savings

However, that does not mean that the estimate

isnot useful. In principle, it should bethe

nationa income, after excluding private and

government consumption. Private

only atentative analysis of underlying factors of nationa savingsis possible, rather than an incisve
and detailed causdtive andysis. *

2.5.1 Public Savings (Government and Enterprise)

During FY 01, public savings showed exceptionally high growth of 337.7 percent as against a decline
of 65.5 last year. Itsratio to GNP increased from 0.3 percent last year to 1.2 percent in FY 01 (see
Figure 2.15). Thisbhoog in public savings can be attributed to two main factors: (1) higher revenues

2 Edtimation method is discussed in detail in* Economic Survey 1984-85", Appendix, pp 55-59.
2 A detailed exposition of savingsis contained in “ Savings in Pakistan-Practice and Policy” (1981-96), by
Dr. Andrew T. Hook, 1997, SBP.
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and alower budget deficit, and (2) improved governance of public sector enterprises. During the

year, the federd government was able to curtail its debt servicing expenditure by Rs 21 billionin
comparison with FY00. Expenditure on public sector development program (PSDP) was also Rs 18.3
billion less than the targeted amount of Rs 120.4 billion. On the revenue side, efforts to increase tax
receipts were largely successful, with an increase of Rs 45.9 billion over FY00. Although, there was a
margind decline in norttax revenues, PSE, declared higher dividends this year; improved governance
of these ingtitutions contributed to this. These ingtitutions have shown a gross profit of Rs 1.3 billion
againg aloss of Rs 0.2 hillion in FY00. Among them the Nationd Fertilizer Corporation of Pakistan,
Pakistan Stedl Mills and Pakistan Automobile Corporation, have shown profits of Rs 1341.9 million,
Rs 553.2 million and Rs 55 million respectively. The turn around of Pekistan Stedl this year was
primarily due to 86 percent capacity utilization and record sales of Rs 17.5 billion coupled with better
management. The overal improved profitability of publics sector enterprisesis on account of two
main factors: (1) reducing losses through restructuring and better governance, and (2) improving
production by streamlining procedures as well as better marketing.

Table 2.14: Investment and Savings

a curent prices
Growth rates
FY97 FY98 FY®D FYOO? FYo1”
1. Grosstotd investment 8.0 9.C -36 8.6 2.5
2. Grossfixed invesment 77 Juc 16 87 1.8
Public sector -53 -14.¢ 258 29 4.6
Private sector 195 3% -114 132 0.1
3. Ne externd resource inflow -29 -45.C 38.7 -47.9 15.E
4. Nationd savings 14.8 37.1 -124 27.3 0.8
Public savings -22.8 -86.€ 679.3 -65.5 337.7
Generd government -26.2 77.% 9.5 -2075.1 35.7
Others -48 -6.% -364 429 49.€
Private savings 19.8 48t -185 35.1 6.5
Household 19.8 48t -185 35.1 6.5
Corporate 19.8 48.2 -18.3 351 6.5
5. Net factor income from abroad -3142 -22.¢ 35 -53.1 -18.€
6. Domestic savings 231 35.¢ -11.6 29.7 2.7
Aspercent of GNP
1. Grosstotd investment 181 17.¢ 15.7 15.8 14.¢
2. Gross fixed invesment 16.5 15.2 141 14.2 13.2
Public sector 6.9 B.E 6.1 58 5.6
Private sector 9.6 9. 79 84 7.7
3. Net extend resource inflow 6.2 3.1 39 19 2.0
4. Nationd savings 119 14.¢ 11.8 139 12.¢
Public savings 10 0.1 0.9 0.3 1.2
Generd government -10 -1.t 00 -10 0.6
Others 20 1.7 10 13 1.8
Private savings 109 14.5 109 13.7 11.7
Household 9.6 12.¢ 9.6 120 104
Corporate 13 1.7 13 16 14
5. Net factor income from abroad -1.2 -1.4 -1.2 -1.7 1.9
As per cent of GDP
1. Domestic savings 130 16.C 129 154 14.5
As percent of grosstotal investment

1. Ne extend resource inflow 34.3 17.2 249 11.¢ 134
2. Nationd savings 65.7 82.1 75.1 88.1 86.€

R=Revised, P=Provisona
Source Federd Bureau of Satigtics, Planning and Development Division, GOP
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2.5.2 Private Savings

While public savings showed an improvement, private savings declined during FYOL. Privae
savings, w hich consists of households and corporate savings, recorded a decline of 6.5 percent over
FY00. Lower GDP growth and increased consumption of durables by the private sector, may have
caused this decline. Production of durableslike refrigerators, motorcycles and cars increased on the
basis of this higher demand, which was financed by leasing companies (section 6.5). Moreover,
import of consumer goods recorded an increase, reflecting high domestic absorption. Also,
downward changes in National Saving Schemes (NSS) rates has a so contributed to this decline; only
Rs 36.7 billion was invested in NSS during the FY 01, as compared to RS 96.5 hillion in FY Q0.

Corporate Savings

During FY 01, corporate savings declined by 6.5 percent in FY01 in contrast to an increase of 35.1
percent in the preceding year. Corporate savings are derived using the factor income payment
approach, which is based on depreciaion and retained earnings. Corporate savings is calculated either
from balance sheets as the change in net assets, or from its income accounts as the excess of current
income over current expenditures. Decline in corporate savings may be attributed to high cotton
pricesin 1H-FY 01, leading to squeezed profit margins in the textiles sector.

2.6 Investment

Investment activities dow down considerably during FY01. Tota investment at current prices, grew
by only 2.5 percent compared with 8.6 percent in FY00. The Annual Plan envisaged tota investment
of Rs545.5 hillion, while the current estimate is Rs 509.3 billion, which is 7.1 percent short of the
target. An additiona investment of only 12.5 hillion took place in FY 01, with the result that the totdl
fixed investment to GNP ratio declined to 14.9 percent in FY 01 from 15.8 percent last year. This
does not augur well for the economy as investment plays a key role in the growth potentid of a
country.

Gross fixed investment, which is the mgjor part of grosstotal investment, grew by a meager 1.8
percent during FYOL. Sectord bresk up indicates that the deceleration in investment was mainly on
account of amargina decline in private investment from Rs 262.2 hillion in FY 00 to Rs 261.9 hillion
thisyear. Although public investment grew by 4.6 percent in FY 01 compared with 2.9 percent last
year, it could not stimulate the pace of overal investment. Lack of infrastructure development
projectsin the recent past seemed to have diluted the “crowding-in” aspects of public investment.

The downturn in private sector gross fixed investment can be attributed to a host of factorsincluding
the continuing effect of the tax survey, lower GDP growth, depreciation of Rupee and an end to the
abnormal profitsin textiles® More specifically, the weskening Rupees had a direct bearing on the
import unit value index of machinery, which went up by 12.6 percent in FY0L1. Also, lending rates,
were higher this year, up from 12.9 percent in FY 00 to 14 percent. Moreover, the excess capacity
available in industries like cement, sugar and dectricity, in the face of duggish demand, has acted as
impediment towards any new investment by private sector.

% Due to higher domestic cotton pricesin FY01
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2.6.1 Real Fixed I nvestment

Redl fixed investment, which is computed after
alowing for depreciation of existing capitd and
the effect of inflation, grew by 0.2 percent in
FY 01 compared with 3.6 percent during FY 00
(see Table 2.15).*° Its sectoral bresk up
indicates that public sector investment has
grown by 5.1 in FY 01, compared with 1.6
percent last year. On the other hand, private
sector investment experienced negative growth
of 3.5 percent in contrast to 5.1 percent last
year. Investment in mining & quarrying,
electricity & gas digtribution and trade sectors,
have shown an improvement compared with
massive decline observed in the remaining
sectors thisyear. The sectoral shiftsin
investment between manufacturing and services
during the last few years, probably reflects a
decline in returns, on capitd in large-scale
manufacturing and congtruction, relative to
investment in trangport, storage and
communication and mining & quarrying (see

Figure 2.16: Sectoral Shift in Investment
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Figure 2.16). Details on the sectord investment are discussed in the following paragraphs.

Table 2.15: Growth of Real Fixed Investment
a condtant prices of 1980-8L

Total fixed investment

Public fixed investment

Private fixed investment

Sectors
FYOR Fyor FYOR Fyor FYoOR Fyo1
Agriculture 8.5 -6.0 -45.0 128.0 19.3 -18.6
Mining and quarrying -20.8 8.0 -314 28.1 -14.7 -1.3
Manufacturing -0.5 -125 -33.1 -57.8 14.4 -0.5
Lagescde -0.1 -21.2 -33.1 -57.8 27.0 -5.4
Small-scde -1.2 7.3 - - -1.2 7.3
Construction -4.8 -10.9 -38.3 55.4 6.7 -24.0
Electricity and gasdistribution -9.0 39 16.3 7.3 -55.8 -125
Transport, storage and communication 22.7 -0.6 24.6 -1.1 19.5 0.1
Wholesde and retall trade 118 125 - - 11.8 125
Finance & insurance 3.2 0.5 94 4.9 37 -0.6
Savices 3.2 -0.6 -15.9 7.3 5.7 -14
Generd government 0.8 135 0.8 135 - -
Total 3.6 0.2 1.6 5.1 5.1 -3.5

R = Revised, P = Provisond.
Source: Federd Bureau of Staidtics

Agriculture

Investment in agriculture includes tractors, tube wells, harvesters, cultivators, tools and machinery for
dairy, fishing & forestry, aswell as, construction and maintenance of culverts, canals, distributaries,

% Provisional estimates
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watercourses, and machinery needed for salinity control and land reclamation. Private investment is
concentrated in machinery, implements and small projects, while public investment is mainly in
infragtructure projects. During FY 01, real investment in agriculture declined by 6.0 percent as againgt
an increase of 8.5 percent last year, which can be attributed to a mgjor shortfall of 18.6 percent in
private investment. Main financier for private investment is Agriculture Development Bank of
Pakistan (ADBP), which provided Rs 5.1 hillion for the purchase of tractors, Rs 1.6 billion for the
ingallation of tubewells and Rs 0.15 hillion as micro credit for various small projects.

Thisdownturn in private investment is largely on account of the removal of subsidized credit by the
Punjab government on purchase of tractors, rising diesd prices and fal in agriculture income due to
drought. Also, rising dectricity costs for tubewells due to change in WAPDA's policy towards
metered consumption of electricity (as opposed to aflat rate), may have depressed investment in this
sector. Contrary to private sector investment, the public sector recorded strong growth of 128.0
percent, primarily because the government has undertaken a number of water resources development
projects during this year. These include the remodeling of candlss, distributaries, minors, watercourse
renovations and flood protection.

Mining & quarrying

Mining and quarrying provides coal, natural gas, crude oil, marble, limestone and rock sdlt.
Investment in this sector is estimated through the expenditure approach and broadly covers
expenditures on construction work, site development, the purchase of equipment for mining &
quarrying and digging/exploration machinery. To meet the objective of subgtituting imported
petroleum with indigenous production, the government announced an Offshore and Onshore
Petroleum Policy 2000, during FY01. Consequently, investment in mining & quarrying experienced a
growth of 8.0 percent in contrast to the decline of 20.8 in the preceding year. Both public and private
sectors played an active role. The role of the public sector is vigble from its investment that increased
by 28.1 percent in contrast to negative growth of 31.4 percent during FY00. During the year,
exploration activities increased by 33.3 percent over last yesr.

Manufacturing

Under the existing system of Nationad Accounts, estimates of gross fixed investment in large scde
manufacturing (LSM) cover balancing, modernization and replacement (BMR) in existing unitsand
development of new units. Information on gross fixed investment in these two areas is etimated by
the Federal Bureau of Stetistics (FBS) on the basis of data collected from indugtrid units, credit for
industrid investment by financid inditutions as well as contribution by sponsors (new units cover
established unitsthat are not yet in production). During FY 01, real investment in manufacturing
remained thin mainly because of the decline observed in public sector investment; negative growth of
57.8 percent, indicates that the government is minimizing its role in commercia activitiesand is
determined to go ahead with the privatization of public sector enterprises. Similarly, privete red fixed
investment declined marginally by 0.5 percent compared with an increase of 14.4 percent in the
preceding year. This dowdown in private sector investment can be attributed to the dowdown in the
textile sector and the exchange rate depreciation that caused an increase in price of imported capita
goods.

Transport, storage and communication

During FY 01, this sector recorded negative growth of 0.6 percent compared with a robust growth of
22.7 percent in the preceding year. Both public and private investment fell. The decline is more
severe in the case of public sector investment, which recorded negative growth of 1.1 percent, as
againgt positive growth of 24.6 percent last year. Similarly, private sector investment decelerated
from 19.5 percent in FY 00 to only 0.1 percent in FYOL. Private, investment in transport, storageand
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communication is estimated with the commodity flow approach. The import of transport machinery
and equipments, as well as the value of domestic production (trucks, buses, trailers and LCVs)
adjusted for export, are taken into account. During the year, import of trucks and buses declined by
51.8 percent and 64.5 percent respectively, indicating lower private investment in transport. Itis
generdly the case that informa financing plays akey role in private investment in trangport, which
would have been undermined by the tax survey and accountability drive. Although, private sector
participation is being encouraged specialy in communication, airlines, shipping, roads and highways,
the impact of these measures may take sometime before these are redlized.

Thefal in public sector investment in transport, storage and communication slems mainly from the
lower PSDP alocation for NHA, and non-budgetary corporations like PTCL, PIAC, CAA and PNSC.
The import of transport equipment (railway, aircraft, tugs and floating structure) also declined from $
71.0 million in FY00 to $ 40.6 million this year.

Electricity and gas distribution

Investment in this sector is mainly undertaken for generation of eectricity, its distribution network,
and for the purification, transmission and digtribution of natural gas. During FY 0L, real investment in
electricity and gas distribution increased by 3.9 percent, compared with negative growth of 9.0
percent in FY 00, as expected, thisis mainly on account of public sector investment (total installed
generation capacity of eectricity increased by 6.0 percent). Similarly, on the distribution side,
transmission lines have aso been extended, while the number of consumers increased by 6.9 percent
during the year. On the other hand, investment by the private sector declined by 12.5 percent, which
istill animprovement over last year's negative growth of 55.8 percent. This downward trend is
mainly on account of lower investment by independent power producer s (1PPS).

Congtruction
Investment in construction mainly includes
expenditure on land improvement, construction Figure 2.17: Public & Pvt Investment in Construction

of residential and non-residentia buildings, Private @ Public

highways, bridges etc. Tota investment in 60 —
construction posted negative growth of 10.9
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2.6.2 Foreign Investment
Although, the government is making efforts to persuade foreign investors to invest in Pakistan, efforts
have remained unsuccessful. During FYOL totd foreign investment declined by US $361.4 million
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from US $ 543.4 million in the preceding year. Interms of portfolio investment, there was an outflow
of $140.4 million compared with inflow of US$ 73.5 million. The heavy outflow of portfolio
investment is mainly on account d a foreign fund that closed its operation in Pakistan. Although,
direct foreign investment also showed an absolute decline of US $147.5 million over ladt year, its
sectoral break up indicates that some sectors still remain attractive to foreign investors (see Table
2.16).

Table 2.16: Foreign Private Direct Invesment (Net)

million US $
FY98 FY9 FY00 Fyo1 Absolute change

FYoo Fyo1
Food, beverages and tobacco 19.1 74 49.9 451 425 -4.8
Textiles 27.3 17 4.4 4.6 27 0.2
Chemicas, pharmaceuticas & fertilizers 72.1 54.1 119.9 26.3 65.8 -93.6
Petro chemicds and petroleum Refinery. 1.6 3838 12.0 8.7 -26.8 -3.3
Cement 3.0 20 0.1 15.2 -19 151
Machinery 114 146 4.6 25 -100 2.1
Electronics 2.7 12 2.3 2.8 11 0.5
Power 2395 1314 67.4 40.3 -64 -27.1
Congtruction 215 139 21.1 125 72 -8.6
Trade, trangport, storage and communication 20.1 388 38.6 96.5 -0.2 57.9
Financid business 20.4 244 29.6 -34.9 52 -64.5
Mining &quarrying-and Oil &Ges 99.1 112.8 79.7 84.7 -33.1 5.0
Others 63.5 31.2 40.3 18.1 9.1 -22.2
Total 601.3 472.3 469.9 3224 -24 -1475

Mining & quarrying and oil & gas continued to be the preferred areafor foreign investment in
Pakistan. During FY 01, mining and quarrying attracted US $ 84.7 million foreign direct investment
(FDI) as compared to US $ 79.7 million last year. Union Texas Pakistan, Lasmo Qil, Premier
Exploration Pak, GECO Prakla Int. Ltd., Ocean Pakistan Ltd, Shell Developers & Offshore Pak and
Orient Petroleum, were the leading companies in this sub sector. Theincreasing flow of foreign
investment in thefield of mining & quarrying and oil & gas is driven by the policy measures taken by
the government. This provided an impetus to exploration of oil and gas, which was largely ignored in
the past. With the revival of Saindak copper project and further exploration of Lakhra cod reserves,
the chances of atracting more foreign investment are brighter.

Trade, trangport, storage and communication aso fetched US $ 96.5 million FDI, compared with US
$38.6 million in FY00. The improvement isto be seen in the context of fisca relief givenin the
Federd Budget and follow-up steps for the promotion of information technology and software
development in the country. The subsequent unveiling of the IT policy and IT exhibitions were held
to attract foreign investors. Policy measures initiated during FY 01, mainly included duty-free imports
of computer hardware and accessories, reduction of duties on software exports, tax incentivesto 1T
inditutions, drastic reductions in Internet tariff for |SPsetc. Textiles, eectronics and construction
have aso shown an improvement in attracting FDI during the year.

However, foreign investment in some sectors declined. In power it stood at $ 40.3 millionin FY 01
compared to US $ 67.4 million during last year. The breakup in power reveds alarge share by

Liberty Power, Uch Power Ltd., Ghazi Brotha Hydro Power and Rousch (Pakistan) Power Ltd. The
dowdown of foreign investment in power was mainly on two accounts. (1) saturation of foreign
investment following the power policy of 1994 and (2) given the problems in the past, IPPs are
engaged in consolidating their operations rather than expanding.
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Theinflow of foreign investment in chemicals, pharmaceuticals and fertilizer, also declined to US $
26.3 million during FY 01 compared with US $ 119.9 million last year. During the previous year, the
considerable inflow to this sector was primarily on account of the commissioning of ICI's PTA plant
that attracted about 38 percent of total FDI.

Notwithstanding significant deregulation followed by various incentives and efforts of the
government, Pakistan is gill trying to pave the way for further inflow of foreign investment.
Higtoricaly, the USA, UK and Japan are the largest source of FDI in Pakistan. However, this had
declined over the year on account of various reasons. Certain exogenous factors may aso be
responsible; merger and acquisition amongst multi national corporations, recession in US ecanomy,
lack of progress on privatization and the lackluster performance of stock exchangesin the country
during FY01.



