The Team

Team Leader
Mohammad Mansoor Ali
Editorial
Moinuddin
Syed Sajid Ali
Muhammad Amin Khan Lodhi
Researchers
Abid Qamar (External Sector)
Adil Mahboob (Exchange Rate & Reserves)
Atif Naveed (Capital Market)
Fida Hussain (Manufacturing)
Mahmood-ul-Hasan Khan (Banking)
Mohib Kamal (Money & Banking)
Muhammad Mazhar Khan (Money Market)
Muhammad Mazherul Haq (Agriculture)
Muhammad Waheed (Capital Market)
Salman Ahmed (Money & Credit)
Sardar Shah (Prices)
Shahbaz Nasir (Balance of Payments)
Syeda Sabina Batool Kazmi (Trade)
Waheed Akram Butt (Fiscal)
Zulfigar Hyder (Balance of Payments)
Research Assistance
Ghazi Rahman
Iffat Mustafa
Sadia Badar
Data Support
Abdul Faheem
Mazhar Hussain
Tasneem Alam
Formatting
Tasneem Alam
Shahbaz Nasir

mansoor.ali@sbp.org.pk

moinuddin@sbp.org.pk

sajid.ali@sbp.org.pk

amin.lodhi@sbp.org.pk

abid.gamar@sbp.org.pk
adil.mahboob@sbp.org.pk
atif.naveed@sbp.org.pk

fida.hussain@sbp.org.pk

mahmood.khan@sbp.org.pk

mohib.kamal@sbp.org.pk
mazhar.khan@sbp.org.pk

mazharul.hag@sbp.org,pk

muhammad.waheed@sbp.org.pk
salman.ahmed@sbp.org.pk

sardar.shah@sbp.org.pk

shahbaz.nasir@sbp.org.pk

sabina.kazmi@sbp.org.pk
waheed.akram@sbp.org.pk

zulfigar.hyder@sbp.org.pk

ghazi.rahman(@sbp.org.pk

iffat.mustafa@sbp.org.pk

sadia.badar@sbp.org.pk

abdul.faheem(@sbp.org.pk
mazhar.hussain@sbp.org.pk

tasneem.alam@sbp.org.pk

tasneem.alam(@sbp.org.pk

shahbaz.nasir@sbp.org.pk




Contents

Overview & Executive Summary
Real Sector

2.1

2.2

Agriculture

2.1.1  Water Availability

2.1.2  Crops Sub-sector

2.1.3  Use of Inputs

2.1.4  Agriculture Produce Markets
2.1.5 Agricultural Credit
Large-scale Manufacturing

Fiscal Developments

3.1 Consolidated Position
3.1.1 Revenue Receipts
3.1.2  Expenditures
3.1.3  Financing of the Budget Deficit
3.1.4  Deficit Indicators
3.2 CBR Tax Collections
3.2.1 Targets and Collections
3.2.2  Gross Collections and Refunds
3.2.3  Analysis by Tax Components
Money & Credit
4.1 Monetary Survey
4.2 Government Sector
4.2.1 Government Borrowings for Budgetary Support
4.2.2 Commodity Operations
4.3 Non-government Sector
4.3.1 Private Sector Credit
4.3.2  Public Sector Enterprises (PSEs)
4.4  Other Items (net)
4.5 Net Domestic Assets (NDA)
4.6 Net Foreign Assets (NFA)
4.7 Components of Money Supply
Money Market
5.1 SBP Market Support and Rupee Interventions
5.2 Treasury Bills Auctions
5.3 Pakistan Investment Bonds Auctions
5.4 Trading in TFCs
The Banking Sector
6.1 Deposit Mobilization

Page No.

12
12
13
14
16
18
20
23
34
34
34
35
36
37
38
39
40
41
50
51
53
53
54
55
55
58
58
59
59
60
62
63
64
66
67
68
69



6.2  Credit Activities
6.3 Lending and Deposit Rates: Banking Spread
6.4 Non-Performing Loans
Prices
7.1  Consumer Price Index
7.1.1  Food Component of CPI
7.1.2  Non-food Component of CPI
7.2 Wholesale Price Index
7.2.1 Food Component of WPI
7.2.2  Non-food Component of WPI
7.3 Sensitive Price Indicator (SPI)
Capital Market
8.1 Corporate Bond Market
External Sector
9.1 Current Account
9.1.1 Trade Balance
9.1.2  Services (Net)
9.1.3 Transfers
9.2 Trade Account
9.2.1 Exports
9.2.2 TImports
9.3 Capital Account
9.3.1 Net Foreign Investment (NFI)
9.3.2 Long-term Capital (official)
9.3.3  Long-term Capital (others)
9.3.4  Short-term Capital (official)
9.3.5 Short-term Capital (DMBs & others)
9.4 Exchange Rate Policy
9.4.1 Real Effective Exchange Rate
9.5 Foreign Exchange Reserves

71
73
75
80
82
82
&3
83
84
84
86
87
90
92
94
94
95
97
99
100
105
108
110
111
111
112
112
113
115
116



Third Quarterly Report for FY03

THE STATE OF PAKISTAN’S ECONOMY
Third Quarterly Report for 2002/2003

Overview

By the end of the third quarter of FY03, it is clear that the acceleration in
economic growth promised by early indicators has indeed materialized.
Provisional estimates based on July-March figures show that the FY03 GDP
growth is comfortably ahead of the target, and that, this improvement is
remarkably broad based, with strong participation from major segments of the
economy. Specifically, the recovery by agriculture has complemented by a very
strong showing by the manufacturing sector, both of which, in turn, supported a
much-improved performance by the services sector (see Table 1.1).

Notwithstanding the impressive
performance of the economy, the

Table 1.1: Real GDP Growth
percent

estimated 5.1 percent growth in Adjusted'
real GDP (against the 4.5 Lo
percent annual growth target) FY02(P) FY02(R) FY03(P) | FY03 (P)
requires some explanation. It GbP- 36 34 > 46
appears that a part of the above- of which

! . Agriculture 1.4 -0.1 4.2 34
target growth is simply a Manufacturing 4.4 5.0 7.7 5.8
function of prior year Services 5.1 4.1 5.3 5.0
adeStmentS that alteredl the ! Percent change in FY03 (P) over FY02 (P);  (P): Provisional
base for the FY03 gI‘OWth. Source: Economic Survey, 2002-2003 (R): Revised

Adjusting for these, the

estimated real GDP growth for FY03 comes down to approximately 4.6 percent —
in line with SBP projections and still above the FY03 growth target (reflecting the
actual improvement in the economy).

The July-March FY03 performance of the economy is even more creditable
considering that it was achieved despite a negative shock in Q3-FY03, in the form
of the conflict in Iraq that pushed up the country’s oil bill and increased energy
and transportation costs.

Clearly, the macroeconomic stabilization program initiated in December 1999 is
finally paying dividends in the form of an increasingly robust and resilient
economy, which appears set on an upward growth trajectory towards a trend
growth of 6 percent (or higher) by FY06. This positive outlook is well captured in

" The growth rates in FY02 altered not only due to data revision in FY02, FY01 was also revised
downwards.
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the performance of key Table 1.2: Economic Indicators

economic indicators for July- percent

March FYO03 (see Table 1.2), all Jul-Mar

of which depict substantial Growth rates — FYOL FY02 FY03

irnpr ovement. Large-scale manufacturing 8.6 1.5 8.5
Exports 8.4 -2.7 20.2
Imports 7.2 -8.5 22.8

While both domestic and Home remittances® 15.1 1253 101.4

external demand contributed to Tax revenues (CBR) 149 25 15.0

the July-March FY03 LSM CPI(Q3 over Q3) 4.6 33 3.4

growth, it is noteworthy that Private sector credit (CBs) 14.1 8.7 153

most of the segments reporting oY PP (M2) 47 93 130

i Total liquid reserves’ 2275 5236 10,312

hlgher (above 10 p ercent) Foreign private investment* 104.0 285.0 664.7

growth are dependent primarily 45 percent of GDP®

on the former. This is quite Fiscal deficit 42 3.2 2.1

encouraging, given that the Trade deficit 23 -4 -1.7

factors Contributing to domestic Current account balance -0.1 3.8 6.4

demand (e.g. access to cheap ;Based on 91 items. . .

X > L Excluding receipts on account of Kuwait war affectees & Hajj.
credit) are likely to persist into s i SBP & with banks. End-March, in million USS.
Q4-FYO03 and beyond. # Net flows, in million USS.

* Based on full year GDP.

As pointed out in earlier reports
of the SBP, there are serious gaps in the coverage of data included in the
manufacturing sector. Some of the fast growing emerging exports such as value
added textiles are largely missing from the reported data on LSM, while the small
scale manufacturing is assumed to grow at a constant rate (based on past sample
survey). Thus the analysts looking at the domestic output and export volume data
are unable to reconcile the two. Some of them jump to their cynical conclusions
about the veracity of export data, indulging in speculative conjectures and distract
from a serious debate on the improvement in the coverage of statistical series.

Similarly, export demand has been remarkably stable through July-March FY03
driven, in addition to improved market access, by a fall in exporters’ cost of funds
and the relative stability in the exchange rate (due to the heavy forex purchases by
SBP). As these factors likely to persist, it seems reasonable to assume that the
exports will continue propelling the aggregate demand in the economy.

The SBP’s policy to only partially sterilize its heavy forex market purchases and
leave ample rupee liquidity in the market with a view to bring lending rates down
has started paying dividends. Lending rates have declined from 10.7 percent in
November 2002 to 8.3 percent by March 2003; export finance rates from 6.5
percent to 3.5 percent during the same period. The lower interest rates stimulated
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demand for credit by the private sector, which jumped to Rs 107.2 billion during
July-March 2003 from Rs 54 billion extended in the corresponding period of
FYO02. The excess liquidity also forced banks to aggressively market credit and
develop new products. The pickup in credit to agriculture, SMEs and consumer
durables reflects this trend.

Despite strong (11.7 percent) growth in reserve money, the inflation rate has been
benign. Low inflation was a key comfort point for the SBP while lowering the
sterilization of forex purchases, in a successful bid to drive down lending rates.
While the low lending rates contributed to the increase in aggregate demand, they
also helped raising the profitability of businesses. It appears that the decline in
inflationary pressure stems primarily from a combination of good agri-harvests
(lower food price inflation) and imported deflation (due to the stronger rupee).”
SBP projections indicate that the annualized FYO03 inflation is likely to be
contained in the 3.1 to 3.3 percent range.

Going forward, the SBP is likely to continue moderating the appreciation of the
rupee through forex purchases, but a confluence of additional factors may help
stabilize interests rates. Firstly, the premature retirement of expensive external
debt could help drain liquidity from the market. Moreover, it is likely that, the
government will increase its budgetary borrowings from the banking system
(unlike the retirement seen in July-March FY03). All of these factors are expected
to neutralize the impact of continuing external account surpluses. Finally, the SBP
is likely retaining a neutral monetary stance unless interest rates rise abnormally.

Another determinant of the expansion in private sector credit and the simultaneous
lowering of lending rates was the lower dependence of the government on the
banking system. Strong revenue growth together with sustained fiscal discipline,
helped contained the fiscal deficit for July-March FY03 to 2.1 percent of GDP,
well in line with the 4.6 percent of GDP revised FY03 annual target. In particular,
the 15 percent growth in CBR tax collections during July-March FY03 was
underpinned by a 22.6 percent increase in sales tax (which directly proxies
increasing consumption of goods and services in the economy). It should be noted
that the strong growth in CBR tax receipts, despite the unexpectedly large
refunds,’ was complemented by notable increases in both, surcharges (up 19.8

% In fact, it is now clear that even the upsurge in WPI inflation during July-March FY03 (which was
in contrast to the deceleration in CPI inflation), was primarily due to the impact of rising oil prices.

? July-March FY02 saw very large refund payments, totaling Rs 62.9 billion, as the government paid
off accumulated refund arrears. It has therefore been expected that the corresponding July-March
FYO03 would be significantly lower. However, the actual July-March FY03 refunds of Rs 60.4 billion
were only marginally lower.
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percent YoY) and non-tax receipts (up 11.7 percent YoY) during July-March
FYO03, pushing aggregate revenues for the period to Rs 505 billion, a rise of 15.7
percent compared to the corresponding period of FY02.

While the growth in current expenditures of the Federal government has been
contained, the corresponding growth in current expenditures of provincial
governments, although declining, remains very high. Similarly, the YoY decline
in July-March FY03 development expenditures, despite the increased fiscal space
due to a Rs 26.4 billion YoY reduction in debt servicing charges, is potentially a
source of concern (if current trends continue). It must be clearly recognized that a
reduction in the budgetary deficit achieved at the cost of lower development
expenditures is not desirable.

Although the financial sector, textiles, oil & gas sectors have witnessed increased
investment over the past two years following the improvement in the
macroeconomy, the pace of overall investment is moderate, the rate of
accumulation in relation to the requirements is unspectacular, and the sectoral
penetration remains limited. A sharp rise in public sector development spending
is imperative if the economy is to observe the acceleration and spread of
investment required to sustain high growth rates which is necessary if the
economy is to see a rise in employment and lower poverty.

Outlook for FY04

The budget announced for FY04 sets the course for transition from
macroeconomic stabilization to higher growth trajectory. While incentives have
been provided and irritants removed to stimulate production and investment in the
private sector, the main emphasis is on higher development outlays by the public
sector. The PSDP has been allocated 30 percent higher resources and public
sector investment is expected to increase from 4.5 percent to 5.5 percent of GDP,
but the continuing worry is the slow implementation and lack of utilization of
these resources.

It appears that there will be a shortfall of 1 percentage point of GDP in the current
fiscal year in public sector investment, arising mainly due to large non-utilization
of PSDP allocations. As the crowding-in effect of public investment is quite
strong in Pakistan, it is imperative that the institutions responsible for carrying out
major projects are monitored regularly at the highest policy level to ensure that the
impediments are removed, the results are achieved and the benefits are realized.
This has become even more important due to arrival of a new player on the scene
i.e., the local governments, whose impact on the poverty related expenditures is
likely to be much sharper than other tiers of the government.
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The second generation of reforms should therefore focus on institutions, as good
policies, good governance and good luck will not translate automatically into
better living standards for the population at large; unless the delivery of services,
easy excess to justice, police and executives, uniform application of the rule of
law, strengthening of local governments, and reform of key economic
organizations are not ensured in the next few years. Macroeconomic policies and
management are easy to improve given the political will, microeconomic
incentives can also be sharpened for private sector, but the majority of the
population will not drive the economic benefits unless the existing institutions are
revamped and restructured. This is a difficult challenge that requires strong
leadership, which can oversee the design, monitor the implementation, remove the
bottlenecks and ensure the results. The inertia and apathy around institutional
reforms in the past have to give rise to a more pro-active outcome-oriented
approach.
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Executive Summary

Agriculture

During FY03, agriculture sector posted an impressive recovery by witnessing an
estimated 4.2 percent growth compared to a 0.1 percent decline in FY02. The
momentum to the growth came from major crops, which rose by 5.8 percent
during the year as against a decline of 1.8 percent in FY02.

Canal water availability during FY03 was higher both in kAarif (by 14.9 percent)
and in rabi (by 31.7 percent). This, coupled with the timely rainfalls, encouraged
farmers to bring larger area under cultivation for sugarcane, rice and maize.
However, due to the fall in area under cotton crop in the Punjab (mainly caused by
the delayed water availability in the region), the total area under cultivation during
FYO03 was almost unchanged compared to FY02.

The entire growth in the major crops seems to stem from the improvement in the
yields. In particular, per hectare yield of gram rose by the unprecedented 58.5
percent, followed by rice (9.6 percent), cotton (7.3 percent), wheat (5.4 percent)
and maize (2.6 percent).

During entire FY03, the market prices of rice, cotton, maize and wheat during
post-harvest period, remained higher compared to FY02. This helped to improve
the financial position of the farmers during FY03, and may lead to increased focus
on these crops in the next season.

Large-scale Manufacturing

The Large-scale Manufacturing (LSM) recorded a remarkable growth of 8.5
percent during July-March FY03 compared with a mere 1.5 percent growth in the
corresponding period of the preceding year. The growth in LSM was broad based;
all LSM sub-sectors, except leather products, witnessed an increase in output
during July-March FY03.

However, tremendous growth in the production of automobile, electronics and
construction related industries on the back of robust domestic demand, has been
the highlight of LSM growth during July-March FY03. The increasing
availability of consumer financing, sustained growth in remittances, robust growth
in agriculture accompanied by increase in productivity etc., have been the major
factors boosting domestic demand.
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As a result, the production of the allied industries such as tyres & tubes, paper and
board, cement, steel and chemicals also saw increases. The textile industry too,
performed well on the back of rising exports of textile products.

Fiscal

The government was successful in containing the budgetary deficit in line with the
full year target during July-March FY03. This was achieved on the back of strong
growth in total revenues (15.7 percent) and disciplined expenditures (6.8 percent).
The end-Q3 figures suggest that it is likely that government will be able to meet
the budget deficit target of 4.6* percent of GDP.

An improvement in the fiscal position of the government is the result of a good
performance of both tax and non-tax components of revenues. Within tax
revenues, CBR tax receipts, which constitute 81.9 percent of tax revenue, recorded
a strong growth (15.0 percent) for a third successive quarter of FY03,
predominantly helped by a recovering economy, broadening of the tax base, and
reform of the taxation system. These developments are in sharp contrast to the
FYO02 poor performance.

During July-March FYO03, total expenditures grew at a lower rate than the nominal
GDP growth, but accelerated marginally over the corresponding period of the
previous year. The major impetus came from higher current expenditures by the
provincial governments, defense and subsidies, while a sharp reduction in debt
servicing (Rs 26.4 billion) and shortfall in development expenditures (Rs 9.9
billion) partially offset these increases.

Money and Credit

A host of factors including (1) substantial rupee liquidity injections through SBP
forex purchases, (2) strong deposit growth, and (3) lower net requirement from the
government sector, kept the interest rates under pressure during Q3-FY03. The
resultant decline in lending rates and rising aggregate demand in the economy led
to an exceptional rise in net private sector credit during Q3-FY03. Although, the
increase in aggregate demand had been apparent even prior to the November 2002
discount rate cut, credit off-take only accelerated thereafter.

Since the November 2002 discount rate cut was in response to the apparent
weakness in net credit expansion, once net private sector credit began rising
strongly, SBP signaled its neutral stance by keeping the discount rate unchanged,

* Modified budget estimate, Economic Survey 2002-03. Preliminary target was 4.0 percent.
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even as interest rates declined over Q3-FY03 amidst high market liquidity and the
expectation of a further discount rate cut

These expectations of a discount rate cut together with the ample liquidity in the
market created a self-perpetuating cycle — heavy bids in auctions (as banks strove
aggressively to book assets) led to lower auction cut-offs which, in turn, spurred
heavier bids, at lower rates, in the succeeding auctions. This trend culminated in
bids of over Rs 100 billion in both of the March 2003 auctions, and as a result, the
benchmark 6-month T-bill yield fell to an all time low of 2.1 percent.’
Significantly, the weighted average lending rates slipped into single digits,
reaching 8.3 percent by end Q3-FY03.

Thus, during Q3-FY03, the government continued to benefit from lower interest
rates, substantial foreign assistance and inflows from the non-bank sources. This
allowed the government to retire its borrowings from the banking system as a
whole. However, within the banking sector, there was a shift of government debt
from SBP towards the commercial banks, reflecting the continuing SBP efforts to
sterilize a part of the heavy growth in Net Foreign Assets (NFA). There was also
an exceptionally heavy retirement in commodity operation loans, which is indeed
a welcome development. This exceptional retirement is apparently a result of
improved financial position of relevant federal agencies and the provincial
governments, and the government policy of transferring this activity to the private
sector.

In contrast to substantial retirement in the government sector, the non-government
sector credit recorded an impressive Rs 95.4 billion expansion, during July-March
FY03. The major contributor to this was net private sector credit, which recorded
an expansion of Rs 107.2 billion; almost twice the expansion seen in the
corresponding period of FY02.

Banking

Deposits of the banking sector registered a strong growth of 4.1 percent during
Q3-FY03, making a cumulative rise of 11.6 percent during July-March FY03.
This unprecedented growth stemmed entirely from the rupee deposits, as forex
deposits continued to decline. An exceptional rise in remittances as well as
increase in PSE’s and the government deposits led this impressive growth.

> In the auction dated March 6, 2003, this yield went further down before bottoming out at
a new all time low of 1.6 percent in the auction dated April 3, 2003.
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Low lending rates along with the strengthening economy, led to exceptionally
strong credit disbursement, which recorded a Rs 210.9 billion increase during
July-March FYO03 compared to the same period of FY02. This unusual rise in
overall credit was headed by a surge in the private sector credit.

Other significant developments are the decline in banking sector spread and
improvement in NPLs. While the former saw a decline of 126 basis points during
Q3-FYO03, the latter declined to Rs 242.2 billion with a contraction of Rs 2.0
billion during the quarter under review.

Prices

Inflationary trends further subdued in Q3-FY03. The Consumer Price Index and
Sensitive Price Indicator continue to decelerate and registered annualized
increases of 3.1 percent and 2.8 percent compared with 3.5 percent and 4.1 percent
respectively in the corresponding period last year. Although both the food and
non-food components of CPI recorded lower price increases, the contribution of
food inflation in aggregate CPI inflation continued to decline. By contrast, WPI
posted higher increases from 0.4 percent last year to 8.6 percent. The higher WPI
inflation was mainly driven by non-food prices. However, WPI inflation in March
2003 has also edged down, indicating that inflation is likely to be subdued in the
remaining months of FY03.

Capital Market

Unlike the previous quarter, Q3-FY03 was marked with considerable volatility.
During this quarter, the benchmark KSE-100 index assumed a new high, reaching
2955.52 points on January 16, 2003. The downturn persisted during the entire
month of February 2003, which saw the market bottom out around the 2350-point
levels. Encouragingly, the March 2003 rally was more robust and less speculative
than the earlier one.

As regards the badla market, the badla rates reached as high as 48 percent during
the January speculative rally, but for most of the remaining quarter, they were
around the 8 percent level due to ample liquidity prevailing in the market.

The corporate bond market remained active during Q3-FY03. As compared to
Q2-FY03, when three new issues worth Rs 2.2 billion were issued, seven new
issues worth Rs 2.7 billion were listed in Q3-FY03. However, the debt market is
still very small compared to the equity market.
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External

Pakistan’s external account continued with the trends set in previous quarters by
posting yet another large surplus of US$ 2.1 billion during Q3-FY03 despite a
rising trade deficit and services outflows. The main drivers of the surpluses were
the continued buoyant growth in workers’ remittances, logistic support receipts,
declining interest payments on external debt & liabilities and higher official
transfers mainly due to US$ 1.0 billion write-off from US. This helped the SBP in
maintaining its heavy interbank forex purchases during Q3-FY03, raising the SBP
forex reserves to US$ 9.5 billion and moderating the rupee appreciation. The Pak
rupee appreciated by only 0.88 percent during Q3-FY03.

Exceptional inflows such as the debt write-off, logistic support and grants by the
US and Saudi Oil Facility (SOF) contributed US$ 1.7 billion during Q3-FY03 to
the balance of payments. After adjusting for such inflows, while there is a gradual
narrowing of the quarterly current account surpluses, the capital account witnesses
a roughly parallel offsetting improvement.

Cumulatively, current account surplus rose to US$ 4.4 billion during July-March
FYO03, registering growth of 96.5 percent over the corresponding period last year.
Exceptional inflows contributed US$ 2.4 billion to this gain, while the remaining
improvement mainly came from continued surge in workers’ remittances and
lower interest payments on external debt & liabilities.

Notwithstanding the 20.2 percent growth in exports, the trade deficit rose by 43.9
percent in July-March 2003 mainly on the back of 27 percent higher POL imports.
This increase in the oil bill was due to both a sharp rise in international oil prices
and an increase in quantum to maintain oil reserves in the wake of US-Iraq war.
This led to a 22.8 percent increase in the total import bill in this period. Although
international oil prices impose a significant burden on Pakistan’s import bill (US$
2.4 billion, or 26.8 percent of the total import bill), the offsetting export growth
kept the July-March FYO03 trade deficit from rising even further.

Other groups such as machinery and food, also contributed in the rising imports.
As a matter of fact, machinery imports were the second largest claimant on the
import bill, having 8 percent contribution in the total import growth. Within
machinery imports, the highest share was captured by textile machinery, which
was followed by imports of road motor vehicles. The broad based growth pattern
in imports can be gauged from the fact that non-oil and non-food imports also
showed a similar robust increase, as did overall imports.

10
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In terms of exports, the highest contribution in overall growth was made by the
textile sector (68 percent), which grew by 21.4 percent during July-March FY03.
All the major value-added textile categories contributed in this growth with
significant increases in volumes and unit values. Among the major non-textile
exports the performance of rice remained impressive, which witnessed 20.8
percent growth mainly on the back of higher unit values.

The capital account posted a deficit of US$ 1.0 billion, during Q3-FY03, despite
higher FDI, rising FE-25 trade financing and increased assistance on account of
project financing. This was primarily due to the treatment of debt write-off as an
outflow in the long-term capital (official). Excluding the US debt write-off and
FE-25 trade financing, the capital account deficit declined to US$ 187 million
during Q3-FY03 down US$ 617 million from Q3-FYO02.

11



Third Quarterly Report for FY03

million tonnes made during FY00 when the crop size was at around 21.1 million
tonnes compared to over 19.3 million tonnes for the FY03 crop.

Historical data strongly suggests
that the ratio of the quantity of Figure 2.7: Wheat Procurement & Market Prices

Ratio of procurement to production (RHS)
wheat procurement to total i

Average market price
production during any year has

Procurement price

YEHe - 315 45
a significant impact on the

market price. The higher the 5300 £ 40
procurement quantity, closer the | 2 %

. 285 35
market prices around the 5 \\ / /
support price (see Figure 2.7). %270 30

pport price ( g ) 4 \\/ /
& 255 25
However, farmers fared less \//
well on a number of minor 240 ‘ ‘ 20

crops, especially potatoes and FY00 FYO1 FY02 FY03

onions (see Figure 2.8). The

steep fall in prices of these two

crops was not only a function of | Figure 2.8: Wholesale Prices
. Onion Potato

good production but was also 300

fuelled by the lower exports of | _ S~

these two commodities as 8230 /\ / \
compared to the previous year. g 200 /\

The H1-FYO03 potato exports of | < W \ \

Rs 8.9 million were only 20.2 ) 150 —
percent of the of the Rs 44.0 % 100 \

million FYO02 exports. 2 \
Similarly, onion exports during 50 A
HI1-FY03 were only 13.4 2293 ; 2323 9% 233
percent of the total exports ST E&2- 233828243

during FY02. The drop in
exports of onions is mainly attributed to decline in export unit values; during
FYO03 it fell by 41.9 percent over FY02.

Livestock

The price of meat, particularly mutton increased sharply during Q3-FYO03 (see
Figure 2.9).” In major city centers, the average price of mutton rose from Rs 120
per kilogram to Rs 150 per kilogram since January 2003. In the absence of any

" Figure 2.9 is based on CPI data compiled by FBS.

19



The State of Pakistan’s Economy

major reason for a contraction Figure 2.9: Consumer Prices
in the domestic livestock Mutton Beef (RHS)
population, this hike seems to 125 63
reflect the increased exports of 120 | L 60
live goats and sheep to Gulf 2 / 2
countries. 115 578,
8 ]
) 2110 | 542
During H1-FY03, export Z £
receipts from live animals 105 % 51
reached Rs 418 million
. . 100 ——————— 48
compared with full year receipts Z Z = o 9 9 o o
11 . (=] (=] (=] (=]
of Rs 254.8 million during = & & L £ & § £
FY02. Similarly, exports of e e = 5 2 A =

meat during HI-FYO03 at Rs
257.2 million also exceeded the full year export of Rs 218.2 million during FY02.
Data on exports of goats and sheep revealed that 18,365 animals were exported
during July-December FY03 compared to FY02 (full year) exports of only 2,800
animals.

2.1.5 Agricultural Credit

Disbur sgment . Table 2.6: Agricultural Credit Disbursement (Jul-Mar)
The agri-production and billion Rupees
development credit disbursed percent
during July-March FY03, was FY02 FY03  change
. . Annual target 60.0 62.7 44
sharply higher than in the .
di iod £ Disbursements 35.0 37.6 7.4
corresponding period year o Percentage share of target 58.3 60.0 2.9

FY02 > despite a larger indicative Source: Agriculture Credit Department, SBP

target for FY03, the actual July-

March disbursements as share of the annual target was higher compared to FY02
(see Table 2.6).

This performance is expected to improve further in the coming months because of
the strong seasonal increase in disbursement of credit generally witnessed during
the fourth quarter of a fiscal year.

The provincial distribution of total credit showed that during first nine months of
FYO03, higher credit was availed in the Punjab while in other provinces it remained
marginally lower than the corresponding period last year. The provincial
distribution of credit when compared with the provincial breakup of area under the
important crops reveals that there is a close proximity between the two (see
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Figure 2.10), i.e., the provinces

Figure 2.10: Provincial Disbursements

are getting the share in credit in | == FY02

proportionate to the area under — Eﬁg?ﬁ in credit (RHS)

cultivation. N Share in area under crops (RHS) %0
However, contrary to trends for 24 1 64
the total credit, financing for §18 | | 45
purchase of tractor declined by | 2 3
5.6 percent during July-March 512 - 328
2003 compared to the f;

corresponding period last year. %1 16
This is in contrast to the 0 Lo

production of tractors, which
increased to 17,870 in July-
March 2003 from 15,112
thousand during the corresponding period last year.

Punjab Sindh NWFP Balochistan

Commercial Banks®

The institutional break up of credit reveals that the five major commercial banks
continued to lead the growth in agri-credit disbursements during Q3-FY03,
registered phenomenal 40.8 percent YoY quarterly growth. As a result,
corresponding July-March FYO03 figure saw a 27.2 percent YoY growth (see
Table 2.7), thus increasing their share in total agri-credit disbursement from 32.3
percent in July-March FYO02 to 38.2 in July-March FY03. It may be recalled that

Table 2.7: Credit to Agriculture Sector (Jul-Mar)
million Rupees

Disbursement Recovery Net credit’
percent percent
FY02 FY03 change FY02 FYO03 change FY02 FYO03
ZTBL 20,162 19,347 -4.0 22,190 21,332 -39 2,029 -1,986
Commercial banks® 11,299 14,376 27.2 9,657 13,158 36.3 1,641 1,218
New private CBs’ 435 679 56.3 408 382 -6.2 27 297
PPCBL 3,107 3,218 3.6 2,779 2,985 7.4 329 233
Total 35,002 37,620 7.5 34,626 37,858 9.3 -32 -238

! Net credit = disbursement minus recovery

2 Includes: NBP, HBL, MCB, UBL, and ABL

* New private commercial banks started lending in FY02
Source: Agricultural Credit Department, SBP

8 Include: i) Allied Bank of Pakistan, ii) Habib Bank Limited, iii) Muslim Commercial Bank
Limited, iv) National Bank of Pakistan, and v) United Bank Limited.
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their share started improving since FY01.” Earlier, in FY00 it was close to 23
percent of the total credit disbursement.

The apparent advantages, which the commercial banks exploited aggressively to
enhance their exposure to agricultural credit include:
e availability of ample funds to finance credit activities in agriculture sector.
e longer prevalence of relatively higher lending rates in agricultural lending.
e concentration of branches in rural areas.
e larger access to fresh borrowers.

Zarai Taragiati Bank Limited

Although vigorously pursued by the five major commercial banks, the Zarai
Taraqiati Bank Limited (ZTBL) still emerged as the single largest lender to
agriculture with a market share of 51.5 percent during Q3-FY03. Nonetheless, the
aggregate disbursements for July-March FY03 were 4.0 percent lower than in the
corresponding period of FY02.

Even after meeting the credit needs of all applicants, ZTBL could not match the
credit disbursement made during the same quarter of the previous year. This
clearly suggests a shortfall in credit demand for ZTBL, which may be a result of
number of factors:

(1) disqualification of a majority of potential borrowers (due to non-
payment);

(2) unattractive credit package compared to commercial banks;

3) belated decision of downward revision of lending rates for credit to

agriculture sector.

This was probably augmented by constraints on ZTBL’s ability to extend credit,

including:

4) preoccupation of the higher management with restructuring of the Bank,
and

(5) liquidity problem caused by a shortfall of 16.1 percent in the recovery of
credit during January-March FY-03 (in the absence of significant fresh
credit lines this remains the sole source of funding available for fresh
disbursements).

? Financing to agriculture sector became a commercially viable business for the commercial banks,
after the various policy changes announced by the SBP during FYO01 including the discontinuation of
all concessionary credit facilities to the then ADBP and the FBC. Further, the methodology for
credit disbursement was also revised during that year.
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To improve upon the situation and to restore the lost credit demand, ZTBL has
announced on April 30, 2003 various incentives to its borrowers including 3.0
percent rebate on mark up rate applicable on loans taken w.e.f. January 1, 2003.
This will be available to all new borrowers and also on subsequent loan/
installments if the previous loan/installments is repaid on or before the due date.
Moreover, the equity rate in case of loans for tractors and the allied equipments
has also been reduced in favor of borrowers.

Recovery

The overall amount of loans recovered during July-March FYO03 increased by 9.3
percent, with all the improvement emanating from commercial banks; loan
recoveries by commercial banks stood 36.3 percent higher than the corresponding
figure for FY02. Recovery on the part of ZTBL on the other hand, declined by 3.9
percent compared to that in corresponding period of FY02.

The higher ratio of past-due loans in its recovery portfolio and the concentration
of borrowers in area declared by the government as calamity hit areas'® were the
major factors responsible for the decline in loan recovery by ZTBL. By contrast,
the portfolio of recoverable amount of commercial banks have a lower ratio of
past dues as well as a lesser number of borrowers belonging to the calamity-hit
areas.

2.2 Large-scale Manufacturing
The evident recovery in large-

. Table 2.8: Large-scale Manufacturing: Growth Rates
scale manufacturing (LSM)

. . percent
during H1-FY03, gained further Jul-Mar
momentum during Q3-FY03 FY02 FY03
with the sector recording 11.9 Overall 1.5 8.5
percent growth over Q3—FYO2.11 excluding sugar 1.4 7.6
AS a result Of thlS Strong excluding automobile 2.6 6.7
quarterly performance the Source: Federal Bureau of Statistics

b

cumulative LSM growth for July-March FYO03 rose sharply; the Quantum Index of
Manufacturing (QIM), showed a 8.5 percent growth during July-March FY03,
against a mere 1.5 percent increase in the corresponding period of FY02 (see

' In some cases the recovery is deferred for certain period where sometimes the markup on loans is
also waived, depending upon the severity of calamity.

"' The quarterly growth is based on 90 LSM items, as the production data on solid paints &
varnishes was has some reconciliation problem. The fact that the weight of this item is only 0.206,
its inclusion is not likely to change the quarterly growth trends.
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Table 2.8)."”

During July-March FY03, the
growth was remarkably broad-
based. Even excluding the
significant improvement in
sugar production during July-
March FY03, the overall LSM
growth remains a robust 7.6
percent. Similarly, excluding
the exceptional performance of
the auto sector also leaves LSM
growth impressively high (see
Table 2.8).

During July-March FY03, all
LSM sub-sectors except leather
products saw an increase in
output, and 11 of the 14 LSM
groups registered acceleration
in the growth rates (see Figure
2.11).

In terms of the end-use
classification, growth in all
groups accelerated during July-
March FYO03 (see Figure 2.12).
Within the consumer goods
sector, the major contribution
was made by consumer durables
with a substantial 42.6 percent
growth.

Encouragingly, the capital
goods industries also recorded a
sharp recovery, showing a 19.0
percent growth during July-

Figure 2.11: Growth in Selected LSM Groups
OFY02 mFYO03
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Figures in parenthesis show respective group's share inreported LSM.

Figure 2.12: LSM Production by End-use (Jul-Mar)
OFY02 mFYO03
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March FY03 in contrast to declines in the preceding two years.

2 The QIM for the period July-March FY03 has been constructed on the basis of 91 LSM items as
the data on the missing items as in the case of quarterly index was available on cumulative basis for

the period.
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Table 2.9: Growth in Production of Selected Large-scale Manufacturing Items

percent
Jul-Mar Jul-Mar

Weights FY02 FY03 Weights FY02 FY03
Textile 19.069 4.3 5.2 Chemicals 2335 23 175
Cotton yarn 8.850 4.5 8.1  Caustic soda 0.621 44 5.8
Cotton cloth 4.881 16.2 1.5  Soda ash 0320 13.8 129
Cotton ginned 3.893 -1.2 47  Other six items 1.394 -11.5 30.0
Other five items 1.445 -16.0 10.8 Electronics 2230 31.8 193
Food, beverages & tobacco 17.336 5.4 7.2 Electric transformers 0.577 452 343
Sugar 8.630 64 123  TVsets 0363 -27.3 59.1
Vegetable ghee 3.004 -48 -7.0 Air conditioners 0.120 -71.5 69.1
Cigarettes 2.505  -5.1 -7.1  Refrigerators 0.015 103 23.1
Tea 1.785 133 2.8 Other five items 1.155 80 -1.6
Beverages 0964 -19 -18.3 Automobile 2348 5.7 469
Cooking oil 0.448 17.0 6.8  Trucks 0.698 -8.0 118.1
Petroleum products 7.824 179 2.2 Tractors 0.593 -29.2 16.5
Fertilizers 5871 -0.6 24 LCVs 0.369 9.1 576
Nitrogenous 5.441 4.6 42  Cars & jeeps 0.309 0.9 51.6
Phosphatic 0.430 -46.8 -27.8  Motorcycles 0.249 54 335
Pharmaceuticals 5.284 1.2 0.4 Buses 0.130 -30.3 423
Tablets 2.705 6.0 -0.5 Non metallic minerals 1915  -2.7 200
Syrup 1.602  -6.8 4.8  Cement 1.846 22 205
Injections 0.466 52 -13.3  Glass sheets 0.069 -17.2 2.8
Capsules 0228 -2.5 -0.6 Paper & board 1.359 -38.2 15.7
Other two items 0.283  20.7 8.6 Engineering items 0712 -2.3 124
Metal industries 3.194 5.7 9.1 Bicycles 0348 -7.6 169
Pig iron 1477 -44 4.9  Safety razor blades 0.109 9.3 5.1
Coke 1.319  -3.6 7.2 Diesel engines 0.065 -37.6 9.2
Billets 0.311 -85 140  Sewing machines 0.052 -6.6 19.0
H.R/coils and plates 0.074 9.6 292  Power looms 0.051 89.6 195
C.R coils/plates/sheets 0.013 -169 14.1  Other five items 0.087 -18.6  -4.8
Leather products 2333 -32 -6.6 Tyres & tubes 0.452 6.1 16.2

Source: Federal Bureau of Statistics

Similarly, the production of basic goods, which had witnessed a 2.5 percent fall in
July-March FY02, reversed direction by recording a substantial increase of 8.4

percent during July-March FY03. Likewise, growth in the production of
intermediate goods also increased over FY02, indicating rising demand of inputs
by the manufacturing, construction and other sectors.

The performance of LSM can also be examined on the basis of allied indicators
such as gross disbursement of credit to private sector, import of raw materials,
electricity consumption by industry, sales tax collections and exports of
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manufactured goods. The Table 2.10: Growth Rates in Allied Indicators

behavior of all these indicators — _percent

was well aligned with LSM — JurMar

performance during July-March L) L

FY03 (see Table 2 10) Gross credit disbursement to private sector 253 21.0
) ' Import of raw materials -7.6 21.8

. . Import of machinery including transport

The impressive LSM equipment 54 383

performance during J uly-March Export of manufactured goods 0.8 24.1

FYO03 was attributable prlmarlly Electricity consumption by industry 6.7 6.6

to (1) growing consumer Sales tax collections (domestic sales) 4.7 22.6

demand for durables ! This figure corresponds to supplies from WAPDA only.

(automobile, electronics), (2) improvement in construction activities and, (3)
expansion in exports of manufactured goods.

Continued increase in remittances, higher farm incomes due to good prices of the
major crops, improvement in productivity, and growing availability of consumer
financing coupled with lower interest rates, have been the major factors boosting
domestic demand. The automobile, electronics and construction related
industries, in particular, have benefited from the rising domestic demand.

The demand-driven increase in

R . Table 2.11: Automobile Sales
production of automobile was

numbers

the highlight of manufacturing Jul-Mar
growth during FY03, as the sub- FY0l FY02  FYO03
sector grew by 46.9 percent Cars 23961 23,561 36,298
during July-March FY03."> The Jeeps 5562 5636 8,899
sale of all automobile categories Motorcycles 82,377 86,544 112,848
increased during this period (see Trucks 668 702 1256
Table 2.11) Buses 1,086 735 1,077
Tractors 24,672 14,793 17,484

. . Source: All Pakistan Automotive Association
Aggressive marketing of

attractive loan schemes by commercial banks and leasing companies remains the
major contributor to strong sales of cars and motorcycles.'* Therefore, to meet the
growing demand, manufacturers also raised production during July-March FY03,

1 Growth excluding automobile, declines by 1.7 percentage points.
' The lending rates on the advances for the purchase of cars fell below 9 percent during July-March
FY03, compared to 15-24 percent prevalent during FY02.
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e.g. Indus Motors began production on a double shift basis in March 2003."

An additional factor behind the higher growth in the motorcycle production was
the entry of Chinese manufacturers during FY03. The new entrants offered their
products at significantly lower prices, forcing price cuts by the established
competitors.'®

By contrast, the high growth in

. Figure 2.13: Financing for Purchase of Tractors
the production of trucks and & g

(Jul-Mar)
buses not only reflects the OFY02 mFY03
increasing economic activity 3.0
(higher transportation of goods 25 1

and induction of new buses in
intercity routes), but also a low-
base effect. Finally, growth in
the production of tractors, other

billion Rupees
—_ = N
S W [e=)

than low base effect, was also 0.5 +

supported by higher sales on the 0.0

back of a recovery in agriculture Total Commercial ZTBL
after a three-year drought cycle. banks

This is reflected from the fact
that although total financing remained stagnant, sale of tractors increased during
July-March FYO03 (see Figure 2.13).

In the electronics sub-sector, Table 2.12: Trends in Exports of Electronics

there was a significant increase  numbers

in production of electric FY00 FY01 FY02  FY03'
transformers, air conditioners, Refrigerators 0 106 1368 3765
refrigerators and televisions‘ Air conditioners 251 287 1054 577
Other than robust domestic Transformers 1422 700 2828 2810

. . 1 > .
demand, the increase in the dubzaipil

production of the first three was
also supported by exports, mainly destined to Afghanistan and the Middle East
(see Table 2.12).

Source: Federal Bureau of Statistics

15 Not only has the market for domestically manufactured cars expanded, imports of cars also rose
during the HI-FY03. Imports during the period totaled 28,549 units against imports of 39,609 units
for whole of FY02.

"®The difference in the prices of motorcycles by Chinese manufacturers and that of the already
popular brands (Honda and Yamaha) ranged from Rs 20,000 to Rs 25,000. Honda Atlas reduced
prices by approximately Rs 15,000 in May 2003.
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However, increase in the production of TV sets was mainly driven by domestic
demand, primarily due to the spread of cable network and availability of credit.
Credit for the increased domestic production, however, also goes to a policy
change. The government relaxed the deletion requirements (for the next five
years) and the import of components in CKD condition was allowed at 5 percent
custom duty under Emerging Electronic Products Assembly Scheme FY02. Since
then, the assembling-cum-manufacturing of electronics especially TV sets has
been increasing.'’ As a result, the prices of TV sets have also declined

significantly over the last two
years due to increasing Figure 2.14: Lint Cotton Prices
competition. 26FY02 FYos

o
The textile industry, despite 5 24
higher cotton prices in FY03 §22 1
(see Figure 2.14), grew by 5.2 S0
percent during July-March s
FYO03 compared to a 4.3 percent | & 18 1
increase in the corresponding 216 v/_\/
period last year. This increase ” o | | o
in production was mainly due to T 255 z38 53855 8
continued expansion in exports <®? O zA" R <37
of textile products, which have
?e?n l‘iSiIlgdSiIlCE: QA:_FkYoz due Figure 2.15: Export of Textile Manufactures
o increased access to key
markets since January 2002 (see b
Figure 2.15). L7 N

5 1.6 1
Accordingly, the production of | £1.5 A A
both cotton yarn and cloth L4 /\ . / \__/ \ l
increased during July-March 5 ! \/
FYO03. However, growth in the _:3 137 Impactofincreased
production of cotton cloth 1.2 4 acoess 0 EU&US
remained lower at 1.5 percent 1.1
compared to 16.2 percent g & & 8 s =S g g
increase in July-March FY02. : E E E E : E E
However, this figure is c & & o o & & ©

"7 During July-March FY03, the FBS used information on production of TV sets as provided by the
Electronics Association. According to the Electronics Association, the previously reported numbers
understated the production of TV sets. However, the comparable production numbers are not yet
available for FYO1. Therefore, growth for FY02 is based on old numbers that showed decline in TV
sets manufacturing.
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deceptive, as it reflects the substitution of production to undocumented non-mill
sector.'®

In fact, it is estimated that cloth production by the non-mill sector actually
increased by 14.6 percent."” Therefore, incorporating the estimated non-mill
production, the aggregate growth in cloth production rises to 13.1 percent. This
number is consistent with the visible growth in exports of cotton cloth and related
items.

Along with improved performance of the textile industry in terms of production
and exports, the textile manufacturers also continued concentrating on investment
for Balancing, Modernization and Replacement (BMR). The manufacturers
availed a total of Rs 24.7 billion during July-March FY03 compared to Rs 22.6
billion in the corresponding period last year. Moreover, the textile industry also
attracted a higher (US$ 23.1 million) foreign direct investment during July-March
FY03 compared to a mere US$ 10.5 million in the corresponding period of FY02.

Here, it is important to highlight the issue of non-availability of production data on
a range of value added textile items, which have a major share in exports. To
illustrate, the currently reported production data on two major items (yarn and
cloth) is just 30 percent of the total textile manufactures, and thus information is
missing on the larger part (such as hosiery, towels, ready made garments etc.) of
this vital sector of the economy. In the wake of expanding exports of the value
added items and growing policy attention towards this sector, there is a need to
increase the coverage in LSM.

Despite decline in the production of vegetable ghee, cigarettes and beverages,
overall growth in the production of food, beverages & tobacco sub-sector
increased by 7.2 percent during July-March FY03 compared to 5.4 percent
increase in July-March FY02. This was mainly supported by higher production of
sugar and cooking oil. Increase in sugarcane produce (8.3 percent) was the key
reason behind the higher refined sugar production during July-March FY03.

¥ However, the reported FBS data corresponds to mills sector only, which represents only 11
percent of the estimated total cloth production.

' These estimates were worked out by the Textile Commissioner of Pakistan and published by
Ministry of Industries & Production in “Industrial Production Data of 39 Selected Industrial Items”
for July-March FY03. However, the FBS did not include it while calculating the overall LSM
growth.
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As result of higher production
during FYO03, Pakistan ended up
with surplus sugar by the end of
crushing season FY03 (see
Table 2.13).° Unfortunately,
higher world sugar production
has resulted in depressed prices
during FYO03: the world sugar
prices are hovering around US$
221.4 per ton (Rs 12,788 per

Table 2.13: Sugar Scenario
million tons

Carryover stock (start of season)
Production

Imports (till March 2003)
Export (till March 2003)

Total availability

Estimated consumption

Surplus

0.634
3.600
0.004
0.002
4.236
3.100
1.136

Source: All Pakistan Sugar Mills Association

ton), which is Rs 4,972 per ton less than the prevalent price in domestic market.

Although, the government has purchased around 12,000 tons of sugar through
Trading Corporation of Pakistan (TCP), this is a very small quantity compared to
the excess stock after accounting for the projected consumption during the year

and buffer stocks.

On the other hand, production of vegetable ghee has been persistently declining

(even as the production of
cooking oil increased) over the
last couple of years, despite
increasing imports of edible oil
(palm oil and soyabean oil) and
oilseeds (see Figure 2.16).”'
The combined growth in the
production of ghee and cooking
oil does not match the
availability of raw material.
The major reason behind this
puzzle, as mentioned in the
previous quarterly reports, has
been the shifting of production
from formal to informal sector.

Figure 2.16: Import of Raw Material and Production

of Ghee & Cooking Oil

I Oil seeds
— Edible oil

Growth in ghee & cooking oil production (RHS)

1.4 25
1.2 4 419
é 1.0 | + 13H
E 0.8 | +7 §
E 0.6 - +18
0.4 - +-5
0.2 - 11
0.0 17

FY00 FYO1 FY02

H1-FY03

2 On the basis of figures provided by All Pakistan Sugar Mills Association, sugar production stood
at 3.6 million tons by the end of crushing season FY03. This is the highest level of production ever
achieved. Previously, the highest production level of 3.5 million tons was achieved during FY98 and

FY99.

21 More than 50 percent of the imported oilseeds are crushed to extract oil (and remaining is meant
for sowing). The import of oilseeds has been increasing since FY99, when import duty on edible oil
was increased (now it is 60-65 percent) and on oilseed was just 11 percent. In addition to this, the
commercial import of oilseeds was also exempted from GST. The main objective was to enhance
value addition in the country and reduce import bill on this account.
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In fact, imports by the manufacturing units established in Provincially
Administered Tribal Areas (PATA) and Federally Administered Tribal Areas
(FATA) are exempted from GST. Therefore, these units (mostly unregistered) are
importing raw edible oil and producing ghee at comparatively lower cost (by 20
percent of the price of the branded ghee). As a result, many registered large-scale
manufacturing units have been closed.”

During July-March FYO03, growth in the production of petroleum products
moderated to 2.2 percent compared to 17.9 percent in the same period last year.
The key factor behind the moderate growth was the normalization of base; during
the last two years, growth had been boosted by capacity increases following the
commencement of production by the Pak Arab Refinery (PARCO) in September
2000.

During the past two years, a Table 2.14: Construction Indicators

number of steps have been taken Jul-Mar

to revive the construction Unit FY02 FY03

industry.” Although the data on Cementsale (local & export) 000 tons 70664 8556.4

construction sector value added Sale of steel products 000 tons 599.3  906.0

. . : 1 11

is not available yet, factors such —HBFC financing million Rupees 4.4 491.7
Out of total financing for construction and purchase of houses,

as sale of steel products and around 76 percent goes in the construction of new houses.

cement, increasing HBFC

financing for the construction of houses and entry of commercial banks in this area
during FY03, indicate improvement in labor-intensive construction activities
during July-March FY03 (see Table 2.14). The HBFC, after one year’s
suspension due to a shifting to Islamic modes of financing, restarted disbursement
of loans for the construction, purchase and repair of the houses, in early 2002.

As a result of an improvement in demand, the production of basic metals recorded
a 9.1 percent increase during July-March FY03 against a decline of 5.7 percent in
the same period of FY02. As Pakistan Steel Mills Corporation (PSMC) had
already drawn down inventories, the production started to pick up in Q3-FYO03.
Although the production by PSMC is usually budgeted (the Pakistan Steel has to
achieve the budgeted production targets by the year-end), the fact that its output is
used as raw material in downstream industries, means that higher PSMC sales are
a fair indicator of improvement in the overall activity in the metal industry.

22 According to Pakistan Vanaspati Manufacture’s Association (PVMA), 33 units have been closed
down over the last three years, which were the members of PVMA.

2 These include tax incentive to homeowners on home loans, foreclosure laws and revitalization of
HBFC etc. Above all, the SBP encouraged banks to finance housing construction and organized a
conference on housing finance.

31



The State of Pakistan’s Economy

During July-March FYO03, the non-metallic minerals sub-sector showed marked
improvement over last year. The production of cement increased by 20.5 percent
compared to a decline of 2.2 percent in July-March FY02. Other than
improvement in construction activities, the failure to reach agreement regarding
sale quotas spurred competition among cement manufacturers. This was
particularly true for the North Zone, which saw prices fall by approximately Rs 50
per bag. However, in the South Zone, where competition was relatively lower,
prices initially remained unchanged. It was only when North Zone producers
enter;d into the South Zone that prices came under pressure in this region as

well.

This phenomenon is reflected in [ - .

. e . .. Figure 2.17: Capacity Utilization - FY03
capacity utilization statistics. B North zone O South zone
The average capacity utilization 100
in North Zone rose to 75.2
percent during July-March 80 1
FYO03 compared to 45.3 percent
in South Zone. This in turn,
helped the overall average
capacity utilization of the
industry to increase 20 1
significantly (to 66.9 percent)

. 0 -
during July-March FY03, = %0 5 3 § g 5 3B §

compared to 43.0 percent in the
same period of FY02 (see
Figure 2.17).

The production of chemicals also increased sharply (17.5 percent increase) during
July-March FY03 against a 2.3 percent decline recorded in the same period of
FY02. The major items that showed higher growth include caustic soda, soda ash
and paints & varnishes. The former two are used as raw materials in the
production of a number of products such as textile processing, plastic
manufacturing, glass products etc; their production usually follows the trends in
allied industries.

Higher production of soda ash was also due to increase in the production of glass
sheets; soda ash is one of the major raw material used in the production of glass
sheets and glass products. Similarly, the higher production of paints & varnishes

?* The price decline also boosted cement sales as traders expecting the imminent revival of the cartel,
built up stocks.

32



Third Quarterly Report for FY03

can be linked to the performance of automobile and construction related
industries.

The sharp increase in the production of paper & paperboard was mainly driven by
higher production of manufacturing in general and electronics in particular.

In the engineering sub-sectors, the production of bicycles, power looms, shuttles,
bobbins and sewing machines recorded robust growth during July-March FY03,
pushing the overall growth to 12.4 percent compared to a decline of 2.3 percent
last year. Higher production of power looms, shuttles and bobbins was mainly
due to BMR in the textile industry.
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