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FOREWORD

The outgoing fiscal year 2022-23 has faced unprecedented challenges due to poor demand-driven
policies of the previous government, unprecedented floods in 2022, and political uncertainty. In
addition, the Russia-Ukraine war has severely disrupted the global demand-supply balance slowing
global economic growth to 2.8 percent in the current year from 6.2 percent in 2021, whereas
globally, the prices have also increased manifold. Above all, the unwitting economic managers of
the PT1 government led the country to a near-default situation by the time the coalition government
took charge. Inconsistent policies, unsustainable fiscal deficit, the exponential rise in public debt,
economic uncertainties, and mounting circular debt have been the main ingredients of PTI's tenure.
As such, the last fiscal year of the previous government alone witnessed an overall fiscal deficit of
7.9 percent, whereas the trade deficit remained at US$ 39.1 billion.

Nevertheless, the PMLN government has always proved its credibility by putting the economy on
the right track. The investment in road and power infrastructure, in the first phase, through the
China-Pakistan Economic Corridor (CPEC), the significant improvement in Pakistan's grading by
the international financial rating agencies, the increase in market capitalization to over US$ 100
billion, and the economic ranking at twenty-four are just a few examples of the PMLN efforts.
However, the PTI government not only derailed the CPEC and reversed the other efforts but also
exposed the country as an unattractive destination for foreign investors. During the current fiscal
year, the government has attempted to stabilize the economy through fiscal consolidation measures
and adopting the optimal policy mix. As a result, by the Grace of Allah Almighty, the declining
trend of economic indicators is stopped, whereas the coming fiscal year is expected to revive growth
toward its potential level.

During the current fiscal year, the government has achieved significant economic gains in terms of
improved external and fiscal indicators. As a result, even with a significant increase in debt
servicing, the fiscal deficit reduced to 4.6 percent of GDP in July-April FY2023 against 4.9 percent
for the same period last year, while the primary balance has been reverted from deficit to surplus.
Furthermore, during the first eleven months of the outgoing fiscal year, the trade deficit is narrow
down by 40 percent and the current account deficit by 76 percent during July-April FY2023. The
government has to take the tough decision of restricting non-essential imports to tackle
macroeconomic imbalances and stabilize the national economy. However, to correct the economic
fundamentals, along with many other initiatives, the government has focused on improving food
security by offering Kissan Package and an optimal support price, improving investor confidence,
starting barter trade with Iran, Afghanistan, and Russia, and increasing reliance on indigenous
sources for electricity generation.

The Economic Survey 2022-23 accounts for Pakistan's economic performance during the outgoing
fiscal year and the overall global as well as regional context in which the economy had to operate.
The Economic Survey also provides a perspective on the economic challenges and the policy
direction that must be maintained to meet these challenges successfully. I congratulate and thank
the Finance Secretary, the Economic Adviser, and their team for preparing this important document.
It will serve as an invaluable information tool for all stakeholders, including parliamentarians,
policymakers, academia, and international development partners.

Senator Mohammad Ishaq Dar
Minister for Finance and Revenue

Islamabad, the 08™ June, 2023
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MESSAGE

The Pakistan Economic Survey 2022-23 presents an account of the country’s economic
performance in the outgoing fiscal year in an overall global context. The survey reflects the
resilience and strength of the Pakistan economy in the face of unprecedented challenges posed
by the Russia-Ukraine war, the ever-worsening impacts of climate change, the escalating
monetary tightening, and growing policy challenges. The country’s economic growth slowed
in the outgoing fiscal year due to devastating floods, policy tightening and difficult but essential
measures to tackle sizable fiscal and external imbalances. Floods caused extensive damage to
agricultural land, livestock, roads, and other infrastructure, affecting the output of crops and
livestock.

Despite the adverse impact of these factors, the Government of Pakistan took timely and
effective policy measures for mitigating the socio-economic fallout and for supporting the
economic recovery. The measures aimed at stabilizing the economy and tackling fiscal and
external imbalances. Through comprehensive reforms, fiscal consolidation efforts, agriculture
sector’s improvements, human resource development, and social welfare programs, the
Government is firmly committed to continue the revival of the economy. The resilience and
determination of the people, combined with the governmental measures, would undoubtedly
lead to a prosperous and inclusive future for Pakistan.

| deeply appreciate the efforts of the Economic Adviser and his team for the timely preparation
of this document. | trust that the Pakistan Economic Survey 2022-23 will be a useful document
providing meaningful information to decision-makers, academicians, policy experts,
researchers, and other relevant stakeholders.

Imdad Ullah Bosal
Finance Secretary

Islamabad, the 08th June, 2023
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PREFACE

Pakistan Economic Survey is a yearly flagship publication of the Ministry of Finance which
highlights the trend of macro-economic indicators, development policies, strategies, as well as
sectoral achievements of the economy. The Pakistan Economic Survey 2022-23 presents a
comprehensive analysis of the performance of different sectors of the economy. The document
examines the factors contributing to this year's growth and provides updated data on various
economic and social indicators for the first nine to ten months of the current fiscal year.

The statistical data were obtained from ministries of the Government of Pakistan, provincial
departments, and various organizations. | would like to thank them for their valuable input.
Without their timely support, the Economic Survey would not have been completed.

| would offer my gratitude to worthy Minister for Finance & Revenue, Senator Mohammad
Ishag Dar, Minister of State for Finance & Revenue, Dr. Aisha Ghaus Pasha, Special Assistant
to the Prime Minister on Finance, Mr. Tariq Bajwa, Special Assistant to the Prime Minister on
Revenue, Mr. Tarig Mahmood Pasha and Finance Secretary, Mr. Imdad Ullah Bosal, for their
support and guidance during the preparation of the Economic Survey. | am also highly indebted
to EA Wing officers and officials, HRM Wing, and Debt Management Office for their
continued support and hard work that led to complete the Economic Survey well on time.

Pakistan Economic Survey 2022-23 has greatly benefitted from the comments and insights of
Dr. Aamer Irshad (FAO), Dr. Waseem Shahid Malik, Mr. Javed Sikander (Planning
Commission) Dr. Shahzada M. Naeem Nawaz, Dr. Khurram Ejaz, Dr. Mahmood Khalid
(PIDE), Dr. Saima Bashir (PIDE) Dr. Masood Sarwar Awan, (University of Sargodha), Dr.
Merajul Hag (11Ul), Dr. Atif Ali Jaffery (Gujrat University), Dr. Imran Khan Jadoon (Comsats
University), Mr. Muhammad Shuaib Malik, Dr. Syed Akhtar Hussain Shah, and Dr,.
Muhammad Arshad Khan. | sincerely acknowledge their inputs/views/comments, which
improved quality of the Economic Survey. Continuous engagement, discussions, and advice
from the senior officers of the Finance Division, especially Mr. Awais Manzur Sumra (SSF),
Mr. Zulfigar Younas (AFS), Mr. Tanvir Butt (AFS), Mr. Ali Tahir (AFS), Mr. Aamir Mahmood
(AFS), Mr. Amjad Mahmood (AFS), and Mr. Qumar Sarwar Abbasi (AFS) have been very
much productive for the overall improvement of this national document.

Hopefully, the Survey will fulfill the expectations of policymakers, economists, academicians,
business practitioners, government agencies, students, researchers, media personnel, and those
interested in developing a deeper understanding of Pakistan's economy. Constructive comments
and suggestions for the improvement of this document are always welcome.

Dr. Imtiaz Ahmad
Economic Adviser

Islamabad, the 08" June, 2023
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OVERVIEW OF THE ECONOMY

Global Economic Review

The global economy is experiencing the
accumulative effects of the severe and relentless
shocks - especially, the lingering ongoing
Russia-Ukraine war, the ever-worsening impacts
of climate change, the long-reaching after-
effects of the COVID-19 pandemic, the
escalating monetary tightening, and growing
policy challenges - have driven many countries
perilously close to crisis. Several economies are
currently experiencing the highest-ever inflation
due to strong consumer demand, persistent
supply disruptions, and surging commodity
prices. To achieve price stability and maintain
stable expectations, central banks have
responded with sharp policy tightening to bring
inflation closer to their targets. The tentative
early signs of a soft landing for the global
economy at the beginning of 2023, which
included ease in inflation and stable growth,
have faded due to continual high inflation and
recent turbulence in the financial sector.

The International Monetary Fund (IMF) has
forecasted global growth at 2.8 percent in 2023
and expected to see a modest recovery to 3.0
percent next year. The risks associated with the
outlook are highly skewed towards the
downside, with more chances of a sharp
economic slowdown. In an alternative scenario,
with a more stressed financial sector, there is a
possibility of deceleration of global growth to
about 2.5 percent in 2023. IMF foresees the
growth to remain around 3.0 percent over the
next five years. The baseline forecast of 3.0
percent until 2028 makes it the lowest medium-
term growth projection since 1990 and is quite
below the average of 3.8 percent from the two
previous decades. The weak global outlook
indicates the need for tight policy stances to
combat inflation, the fallout from deteriorating

financial conditions, and growing geo-economic
polarization.

The sharply shrinking global financial
conditions could have an intense impact on
credit conditions and public  finances,
particularly in emerging markets and developing
economies. It would result in large capital
outflows, a high-risk premium, an appreciation
in the dollar, and major declines in global
economic activity amid lower confidence,
household spending, and investment. In such
severe circumstances, there is a possibility of
stagnant per-capita income. The world is,
therefore, entering a phase where economic
growth remains slow in comparison to historical
standards, financial risks have risen, and yet
inflation has not decisively turned the corner.

The sharp contraction of global monetary policy
since early 2022 has intensified fiscal and debt
vulnerabilities and resultantly constrained fiscal
space in many countries, especially in sub-
Saharan Africa, Latin America, the Caribbean,
and South Asia. The borrowing costs have
sharply increased, and the strong dollar has
pushed up the debt-servicing burden of dollar-
denominated debt. Financing constraints have
been limiting the ability of governments to invest
in education, health, sustainable infrastructure,
energy transition and acceleration of progress
towards sustainable development while pushing
the growing number of countries into near debt
default.

With continued uncertainty, policymakers are
focusing on preserving macroeconomic stability
through tight monetary and fiscal policies while
being mindful of the risks associated with
financial stability. At the same time, they are
accelerating structural reforms to strengthen
potential growth and enhance resilience,
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inclusion, and social safety net. In the near term,
when fiscal space permits, countries should
prioritize targeted and temporary support to
protect the most vulnerable from still-high food
and energy prices with cash transfers. In
emerging markets, fiscal consolidation is
necessary to continue to be anchored on a
downward debt path, supported by revenue
mobilization and expenditure containment
measures, while strengthening social protection.
In low-income, fragile, and conflict-affected
countries or states, the lack of fiscal space to
protect the vulnerable needs the support of the
international community and global cooperation.

Pakistan Economic Review

The geopolitical situation, difficult financial
environment, and high inflationary pressures
have all had a substantial impact on the prospects
for global growth. All these factors posed
significant economic risks for Pakistan's
economy as well. Devastating floods and
political unrest further aggravated the situation.
Thus, FY2023 has been a challenging year for
Pakistan's economy. In FY2022, Pakistan’s
economy witnessed a high growth rate of 6.1
percent, however, it was unsustainable as it was
largely driven by domestic demand, which was
stimulated by expansionary fiscal policy and
ended up with a high fiscal and current account
deficit. Subsequently, the economy signaled
excessive demand and overheating.

At the beginning of the FY2023, the economy
confronted four major challenges that posed
threats to Pakistan's socio-economic growth.
These challenges include regaining sustainable
macroeconomic stability, reducing poverty,
fiscal consolidation, and addressing weaknesses
in the external account. The overall vision of the
government is to achieve high and sustainable
GDP growth with price stability over the
medium term. The government is committed to
implementing home-grown macroeconomic and
structural reforms for creating job opportunities
and reducing the poverty. The government is
trying to rebuild confidence of investors by
addressing macroeconomic imbalances through
an optimal policy mix. At the same time, it is
protecting poor people through adequately
funded social safety nets and targeted subsidies.

i)

Pakistan received an unprecedented episode of
torrential rains followed by flash flooding in July
- August 2022 that affected 33 million people.
Importantly, Sindh and Balochistan received six
and seven times more rain than normal,
respectively. With flood basins saturated with
water, the natural drainage system was
overwhelmed, and a vast area of rich farmland
and human settlements was flooded, and the
consequences were disastrous. The floods
submerged one-third of the country in water,
more than 1,700 people were dead and 8 million
were displaced. An estimated 8.4 - 9.1 million
more people could be forced into poverty as a
direct consequence of this catastrophic. The
losses amounted to 4.8 percent of GDP. The
recovery and reconstruction needs are projected
at 1.6 times the budgeted national development
expenditure for FY2023.

The present government came into power in
April 2022 with a broad-based agenda for
moving towards sustainable macroeconomic
stabilization which is primarily focused on
rationalization of expenditures, removing
unproductive subsidies to reduce burden on the
budget; significant cuts in expenditures to reduce
the budgetary deficit; increasing the tax and non-
tax revenue of the government; and a tight
monetary policy to fight inflation. The
government has improved the Benazir Income
Support  Programme (BISP) and other
programmes to enhance transparency so that the
poor and vulnerable groups may be protected.
Public-private  partnerships  have  been
encouraged as private investments are the main
source of funding for economic development.
The importance of sound governance,
managerial and systemic mechanisms were also
emphasized to ensure that the social sector
investments remain  cost-effective;  thus,
focusing on output-oriented service delivery.

These measures along with recent trends in most
macroeconomic variables suggest that the
disciplined implementation of the
macroeconomic  stabilization program has
started paying dividends in current fiscal year.
The efforts contributed to containing the fiscal
deficit at 3.6 percent of GDP during the first
three quarters of FY2023, a decrease from the
3.9 percent of GDP recorded in the
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corresponding period last year. Likewise, in
July-March FY2023, the primary balance
achieved a surplus of Rs 503.8 billion (0.6
percent of GDP), against the deficit of Rs 447.2
billion (-0.7 percent of GDP) experienced last
year, attributed to a slowdown in the growth of
non-markup expenditures. The current account
turned to a surplus of US$ 750 million in March
2023 and US$18 million in April 2023 marking
the first monthly current account surplus since
2020. The current account deficit is likely to
decelerate from as high as US$ 17.5 billion in
FY2022 to around US$ 3.7 billion by the end of
the out-going fiscal year. However, Pakistan’s
economy still faces pressures from an uncertain
global security situation, higher inflation driven
by a spike in food prices, the bewildering stock
market, perceptible contraction in large-scale
manufacturing, lower than anticipated foreign
inflows, and burgeoning absolute financing
requirements.  Resultantly, abatement of
inflationary pressure remained persistent and
depicting price stubbornness.

Executive Summary

Growth and Investment: The severe
macroeconomic imbalances, flood damages,
domestic supply shocks, and international
economic slowdown have dampened the
economic growth to just 0.29 percent in FY2023.
Following the budget announcement in June
2022, positive economic expectations and the
performance of key indicators resulted in the
government projecting GDP growth of
approximately 5.0 percent in FY2023. However,
the economy lost momentum in the first quarter
of the ongoing fiscal year due to the severe
downturn in the global economy and flash floods
of July-August 2022 and as a result the economy
suffered from significant domestic supply
disruptions. The flood damage is estimated at Rs
3.2 trillion (US$14.9 billion), the loss to GDP at
Rs 3.3 trillion (US$15.2 billion), and recorded
need for rehabilitation of damages at Rs 3.5
trillion (US$16.3 billion). On the international
front, the prolonged Russia-Ukraine conflict
adversely affected global growth and inflation
remained unexpectedly high.

In FY2023, Pakistan's GDP grew by 0.29
percent, with 1.55 percent growth in agriculture,

-2.94 percent in industrial sector, and 0.86
percent in services sector. The GDP at current
market prices recorded Rs 84,658 billion,
showing a 27.10 percent growth over the
previous year Rs 66,624 billion (US$ 341
billion). The per capita income decreased from
US$ 1765 to US$ 1568 in FY2023. This
deceleration was attributed to the significant
depreciation of PKR and the contraction in
economic activity. For FY2023, the Investment-
to-GDP ratio stood at 13.6 percent as compared
to 15.6 percent in FY2022. The estimates of
Gross Fixed Capital Formation (GFCF) stood at
Rs 10093.5 billion showing an increase of 8.1
percent compared to FY2022. The industry-wise
disaggregation of GFCF by the general
government suggests an increase of 17.7 percent,
89.2 percent, and 5.9 percent in public
administration & social security, education, and
human health & social work, respectively.

Agriculture: Pakistan faced a heavy monsoon
spell in July-August 2022 which damaged two
main sub-sectors, i.e., crops and livestock.
Moreover, the damage in the agriculture sector
had a spillover effect on the industry and allied
services sectors. As a result, domestic
production remained below the required levels,
raising the prices of all essential food items to a
historic high. The total damage in the agriculture
sector amounts to approximately Rs 800 billion
(US$ 3.725 billion). Restoring the livelihoods of
smallholder farmers and livestock keepers was
urgent and time-sensitive for meeting the
upcoming Rabi cropping season 2022-23 and
preventing further losses to livestock assets and
production. To meet the domestic demand for
food items, the government took up the matter
immediately and allowed the import of essential
food items on a fast-track basis from neighboring
countries. The Rabi 2022-23 remained
challenging for the peasants of Sindh and
Balochistan, particularly being the most flood-
affected areas. To lessen the miseries of flood
affectees and revival of the agriculture sector,
the government announced Kissan Package-
2022.

Despite the flash floods in 2022, damage to
Kharif crops, and the high base effect of last
year’s growth of 4.27 percent, the agriculture
sector recorded a growth of 1.55 percent during
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FY2023. The decline in important crops stood at
3.20 percent. Two important crops, i.e., cotton
and rice, were badly damaged by the floods. A
decline of 41.0 percent was observed in cotton
which resulted in the production of 4.910 million
bales as compared to 8.329 million bales last
year. Similarly, rice witnessed a decline of 21.5
percent in production standing at 7.322 million
tonnes as compared to 9.323 million tonnes last
year. The loss in important crops to some extent
has been compensated by growth in the
production of wheat (5.4 percent), sugarcane
(2.8 percent), and maize (6.9 percent). The
production of wheat, sugarcane, and maize stood
at 27.634 million tonnes, 91.111 million tonnes,
and 10.183 million tonnes, respectively,
compared to 26.209 million tonnes, 88.651
million tonnes, and 9.525 million tonnes last
year. An increase of 0.23 percent has been
witnessed in other crops due to an increase in oil
seed production by 53.15 percent. Cotton
Ginning, having a share of 0.97 percent in
agriculture and 0.22 percent in GDP has declined
by 23.1 percent due to a decrease in cotton
production.

Livestock, having a share of 62.68 percent in
agriculture and 14.36 percent in GDP, grew at
3.78 percent compared to 2.25 percent during
last year. The fishing sector, having a share of
1.39 percent in agriculture value addition and
0.32 percent in GDP, grew at 1.44 percent
compared to 0.35 percent during last year. The
forestry sector, having a share of 2.23 percent in
agriculture value addition and 0.51 percent in
GDP, grew at 3.93 percent against 4.07 percent
last year due to an increase in Timber
production. Water availability during Kharif
2022 declined to 43.3 million-acre feet (MAF)
from 65.1 MAF compared to Kharif 2021. Rabi
season 2022-23 water availability stood at 29.4
MAF, recording an increase of 7 percent over
Rabi 2021-22.

Overall domestic production of fertilizers during
FY2023 (July-March) decreased by 8.3 percent
over the same period of FY2022. In addition, the
import of fertilizer also decreased by 26.2
percent, therefore, the total availability of
fertilizer decreased by 11.2 percent during
FY2023 (July-March). The total offtake of
fertilizer nutrients witnessed a decrease of 15

percent. The reduction in fertilizers offtake is
due to the high prices of Phosphatic and Potash
fertilizers in the international/domestic market.
Punjab’s share in urea offtake is 67.7 percent,
followed by Sindh (24.4 percent), KP (4.4
percent), and Balochistan (3.5 percent). Subsidy
in the form of cheap natural gas and the budgeted
subsidy was given on RLNG for two urea plants
and imported urea by the government during
FY2023.

During FY2023 (July-March), the agriculture
lending financial institutions have disbursed Rs
1,222 billion, which is 67.2 percent of the overall
annual target and 27.5 percent higher than Rs
958.3 billion disbursed during the same period
last year. Furthermore, the outstanding portfolio
of agricultural loans has increased by Rs 80.2
billion and reached Rs 712.9 billion at the end of
March 2023 compared to Rs 632.7 billion at the
end of March 2022, witnessing 12.7 percent
growth. In terms of outreach, the number of
outstanding borrowers reached 3.04 million in
March 2023.

Manufacturing and Mining: The proliferation
of risks, including the global economic
slowdown and flood damages, coupled with the
SBP's restrictive policies such as high-interest
rates, import restrictions, and the closure of LCs
to correct the balance of payments and control
inflation, has created headwinds for businesses,
consumer confidence, and investment. Thus, the
industry weighed down by various domestic and
external factors leading to a slowdown in its
performance in FY2023. LSM remained on the
negative side, at negative 8.11 percent during
July-March FY2023 against the growth of 10.61
percent in the corresponding period last year.
The four sectors witnessing growth include
Wearing apparel, Leather Products, Furniture,
and others (Football).

The mining and quarrying sector remained
negative at 4.4 percent during July-March
FY2023 against the dip of 7.0 percent last year.
The development of the mining sector has been
hindered by inadequate infrastructure, lacking
technology, and insufficient financial resources.
Production of major minerals such as coal,
dolomite, barium sulphate, limestone, rock salt,
and ocher witnessed a growth of 17.6 percent,
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42.2 percent, 53.6 percent, 10.6 percent, 12.4
percent, and 15.4 percent respectively during
July-March FY2023. However, some witnessed
negative growth such as natural gas 9.3 percent,
crude oil 10.2 percent, chromite 12.6 percent,
magnesite 50.0 percent, gypsum 5.0 percent,
sulphur 25.0 percent, soapstone 43.2 percent,
and iron ore 51.6 percent.

Fiscal Development: The government is
committed to reducing the fiscal deficit to ensure
fiscal  sustainability and macroeconomic
stability. There are two major challenges, i.e.,
the first is to support vulnerable segments of
society; and secondly, the difficult task of
meeting expenditures on rising interest
payments. For this purpose, the budget of the
outgoing fiscal year outlined a strategy for fiscal
consolidation. It entailed reducing unnecessary
spending and improving tax revenues. These
efforts helped in containing the fiscal deficit to
3.6 percent of GDP during the first three quarters
of FY2023 against 3.9 percent of GDP recorded
in the same period of last year. Similarly, the
primary balance posted a surplus of Rs 503.8
billion (0.6 percent of GDP) during July-March
FY?2023 against a deficit of Rs 447.2 billion (-
0.7 percent of GDP) last year owing to a
slowdown in the growth of non-markup
expenditures.

Total revenues increased by 18.1 percent in July-
March FY2023 against the growth of 17.7
percent in the same period last year. Both tax
and non-tax collection contributed to an increase
in overall revenues. Tax revenues (federal and
provincial) witnessed a growth of 16.5 percent
on the back of a significant rise in FBR tax
collection despite various economic challenges
at the domestic and global levels. Non-tax
revenues grew by 25.5 percent in July-March
FY2023 on the back of higher receipts from
petroleum levy, markup (PSEs and others),
royalties on oil/gas, and passport fee.

The growth in total expenditures reduced to 18.7
percent in July-March FY2023 from a 27.0
percent increase observed in the same period of
last year. Within total expenditures, current
expenditures increased grew by 25.3 percent
primarily driven by a 69.1 percent growth in
markup payments as compared to a 0.7 percent

increase in the same period of FY2022. In
contrast, non-markup current expenditures grew
by 7.7 percent during July-March FY2023
against the substantial increase of 32.1 percent in
the comparable period last year. The restricted
growth during July-March FY?2023 has been
observed mainly due to the decline in
expenditures on subsidies and grants and is
consistent with the government’s efforts to
ensure fiscal consolidation.

FBR net provisional tax collection increased by
16.1 percent to Rs 5,637.9 billion against Rs
4,855.7 billion ina similar period last year. In the
wake of a challenging economic environment,
current  performance indicates effective
implementation  of  administrative  and
enforcement measures.

The fiscal consolidation efforts are on track and
reaping the benefits in terms of better fiscal
accounts during the first nine months of the
current fiscal year. It is therefore expected that
FY2023 would observe a considerable decline in
fiscal deficit as compared to last year. In
addition, the efforts to improve financial
planning through PFM reforms will provide
additional impetus to the government’s efforts to
further reduce the fiscal deficit over the medium
term.

Money and Credit: The economy faces many
headwinds on account of rising government
borrowing costs and capital outflows which
exacerbated fiscal and balance of payment
pressures. To control persistent inflationary
pressures and external sector imbalances, SBP
continued with monetary tightening and the
policy rate cumulatively increased by 725 bps
during July-April FY2023.

During July-March FY2023, broad money (M2)
witnessed an increase of Rs 1,193.7 billion
(growth of 4.3 percent) as compared to Rs 698.4
billion (growth of 2.9 percent) during the same
period last year. Within M2, the Net Foreign
Assets (NFA) of the banking system decreased
by Rs 2,060.6 billion as compared to a decline of
Rs 1,197.7 billion last year. On the other hand,
the Net Domestic Assets (NDA) of the banking
sector increased by Rs 3,254.2 billion as
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compared to Rs 1,896.2 billion during the same
period last year.

During July - March FY2023, private sector
credit increased by Rs 302.3 billion as compared
to Rs 1,199.3 during the same period of last year.
On average, it has posted a growth of 3.3 percent
as compared to a growth of 15.7 percent last
year. Slow domestic economic activities
discouraged private sector credit offtake during
July-March FY2023. The contraction of loans
has been observed in both the working capital
and fixed investment loans during the period
under review. Accordingly, working capital
loans reached Rs 113.4 billion during July-
March FY?2023 against Rs 608.7 billion during
the same period last year. On the other hand,
fixed investment loans decreased to Rs 147.5
billion against Rs 333.1 billion last year.

Capital Markets and Corporate Sector: The
performance of major international stock
markets remained volatile during the outgoing
fiscal year, mainly due to global financial
conditions. During July-March FY2023, the
Morgan Stanley Capital International Emerging
Market (MSCI-EM) Index declined by 1.0
percent, which is an index of 24 emerging stock
markets. An increase has been observed in the
S&P 500 of the US (8.6%), CAC 40 of France
(23.6%), BSE Sensex 30 of India (11.3%), PSEi
Composite of the Philippines (5.6%) and FTSE
Straits Times of Singapore (5.1%). Contrarily,
the Shanghai Composite of China, VN30 Index
of Vietnam, Hang Seng of Hong Kong, and
Kuala Lumpur Composite Index of Malaysia
declined by 3.7 percent, 14.0 percent, 6.7
percent, and 1.5 percent, respectively.

The KSE-100 index registered a decline from
41,540.8 points to 40,000.8 points from 30 June
2022 to 31% March 2023. The Index closed at its
highest point of 43,676.6 on 17" August 2022,
whereas its lowest closing point was 38,342.2 on
17 January 2023. As of 31 March 2023, the
number of listed companies stood at 526, with a
market capitalization of Rs 6,108 billion. During
July-March FY2023, corporations raised Rs 99.0
billion by issuing 20 debt securities. While 117
previous corporate debt securities worth Rs
826.6 billion remain outstanding. Moreover,
during July-March FY2023, 2.96 million lots of

various commodities futures contracts including
gold, crude oil, and US equity indices worth Rs
3.49 trillion were traded on Pakistan Mercantile
Exchange Limited.

Inflation: The CPI inflation for the period July-
April FY2023 was recorded at 28.2 percent as
against 11.0 percent during the same period last
year. The other inflationary indicators like
Sensitive Price Indicator (SPI) recorded at 31.7
percent as against 16.9 percent last year. The
Wholesale Price Index (WPI) recorded at 34.0
percent in July-April FY2023 compared to 22.9
percent same period last year. The inflationary
pressures are emanating from weaker exchange
rates, supply disruptions created by flood
damages, higher global food prices, and broader
tariff reforms for both electricity and fuels. The
government is taking administrative actions,
policy reforms, and relief measures to control the
prices of essential items. The government is
committed to maintain the strategic reserves of
wheat, sugar, and pulses. District Price Control
Committees are also monitoring the prices of
essential items to ensure their availability at
reasonable prices.

Global inflationary pressure intensified during
recent years while during the last couple of
months, the global supply chain has shown little
improvement. The international commaodity
price outlook is favorable, which may offset the
negative impact of currency depreciation. In
addition, the better crop outlook due to timely
measures, i.e.,, Kissan Package, expected
political stability, and the stable exchange rate
would help to achieve price stability. The
inflation rate in the medium term, i.e., FY2024
and FY2025 will be normalized due to the high
base effect as well as improvement in the
agriculture sector, expected favorable global and
domestic environments.

Trade and Payments: The balance of payments
position during July-March FY2023 remained
under pressure mainly due to adverse global
shocks and domestic developments. The
international commaodity prices are still above
the pre-pandemic level, having weighed on the
external account. Moreover, the tightening of the
global financial environment has made it
difficult for emerging markets like Pakistan to
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access international  financial = markets.
Consequently, Pakistan’s foreign exchange
reserves and exchange rate came under pressure.
Furthermore, the devastating flood in July-
August 2022 has further aggravated the gloomy
economic conditions.

The current account deficit (CAD) contained by
76 percent and was recorded at US$ 3.3 billion
during July-April FY2023, against a deficit of
US$ 13.7 billion in the same period last year.
The improvement in CAD was on the back of a
substantial decline in imports by 23 percent in
July-April FY2023. Despite a contained CAD
and lower materialization of multilateral
inflows, SBP’s foreign exchange reserves
witnessed a decline mainly on the account of
amortization of official loans and liabilities
during July-April FY2023 and reached a level of
US$ 4.5 billion by the end of April 2023. Due to
the external account pressure on the foreign
exchange markets, the average monthly PKR
against USD depreciated by 27.8 percent during
July-April FY2023.

Public Debt: Total public debt was recorded at
Rs 59,247 billion at end-March 2023. Domestic
debt was recorded at Rs 35,076 billion while
external public debt was recorded at Rs 24,171
billion or US$ 85.2 hillion.

The public debt portfolio witnessed various
positive developments during July-March
FY2023, some of which are highlighted as
follows:

= Within domestic debt, the government relied
on long-term domestic debt securities for
financing its fiscal deficit and repayment of
debt maturities.

= The Government repaid Rs 310 billion
against its debt owed to the SBP. The
cumulative debt retirement against SBP debt
stood at Rs 2.0 trillion since July 2019.

= Inaddition to the existing 5-year ljara Sukuk
instrument, the government introduced 3-
year and 1-year ljara Sukuk instruments in
January 2023 and February 2023
respectively. The target is to diversify
shariah compliant instrument base and give
more options to investors with an appetite

for Islamic investments. The government
successfully issued Shariah- Compliant
Sukuk instruments amounting to around Rs
401 billion.

=  Within external debt, inflows from
multilateral sources and foreign commercial
banks remained major sources of gross
external inflows. Under the 7""and 8" review
of the IMF programme, US$ 1,166 million
was disbursed, while US$ 1,500 million was
received from Asian Development Bank
under the ‘Building Resilience with Active
Countercyclical Expenditures (BRACE)
programme. Asian Infrastructure Investment
Bank (AlIB) co-financed the BRACE
program to the tune of $ 500 million. In
addition, $ 1,900 million in loans from
commercial banks were also refinanced.

= The government rolled over US$ 3,000
million in deposits each from China and
Saudi Arabia which were utilized towards
budgetary support.

= Saudi oil facility amounting to around US$
900 million was utilized (around US$ 100
million each month).

= The government repaid international
commercial loans to the tune of US$ 5,541
million, out of which US$ 4,541 million
were bank loans, whereas US$ 1,000 million
was international Sukuk maturity.

The government’s strategy to reduce its debt
burden to a sustainable level includes a
commitment to run primary budget surpluses,
maintain low and stable inflation, promote
measures that support long-term sustainable
economic growth, and follow an exchange rate
regime based on economic fundamentals.
Additionally, the government is also committed
to ensuring fiscal discipline through revenue
mobilization and expenditure rationalization and
maintaining debt sustainability over the medium
term.

Education: According to Labor Force Survey
2020-21, literacy rate at national level remained
62.8 percent. The literacy rate has increased in
all provinces, Punjab (66.1 percent to 66.3
percent), Sindh (61.6 percent to 61.8 percent),
Khyber Pakhtunkhwa (52.4 percent to 55.1

Vii
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percent), and Balochistan (53.9 percent to 54.5
percent) in the current year. There are 247
universities in the country with 57,204 thousand
teachers in both public and private sectors
functional in 2020-21, while 35.14 percent of
faculty members are Ph.D., degree holders.
During FY2023, the government allocated Rs
44.71 billion to HEC for the implementation of
154 development projects (138 ongoing & 16
new approved projects) of Public Sector
Universities/HEIs.

In the first phase of the National Curriculum of
Pakistan, the Single National Curriculum (SNC)
for Grade Pre-I-V has been developed and
textbooks have also been prepared. Moreover,
the work on Teacher Training Modules (TTMs)
and Assessment Framework is also developed.
To enhance national harmony, peace, stability,
and socio-economic development in the country,
Madaris are facilitated and getting affiliated with
the Board of Intermediate and Secondary
Education as well as the Board of Technical
Education for SSC / HSSC and in technical and
vocational education examinations for the
Madaris’ students. Different measures are taken
up at the federal and provincial levels to raise the
standards of education in terms of quality
education. The present government is putting its
efforts and resources into the education sector
with an aim to introduce a uniform curriculum,
capacity building of teachers, establishment,
renovation, and up-gradation of schools and
colleges, mainstreaming of religious education,
skill development, and promoting awareness.

Health and Nutrition: The government is
particularly focused on ensuring quality and
equitable access to health and nutrition services
for the people. The country has stayed
committed to meeting global targets of good
health and well-being under the third Sustainable
Development Goal (SDG). The performance of
various health and nutrition indicators and
targets shows a mixed picture. The government
has also been trying to enhance financial
allocations to the health sector to improve
service delivery. The PSDP allocation for the
health sector during FY2023 was 2.8 percent of
the total development budget and 0.05 percent of
GDP. Initiatives such as efforts to develop
Integrated Disease Surveillance Response

viii

System (IDSRS) will help the government in
effectively dealing with public health
emergencies in the future. The Extended
Programme for Immunization (EPI) and TB
Control Programme have also been effective as
can be witnessed by the increase in treatment
coverage under both programmes. The
government has also intensified its efforts to
ensure nutrition security in the country, as the
formulation of a Multi-sectoral National
Nutrition Policy (MS-NNP) has been initiated
with the support of nutrition partners. This
policy aims to mainstream nutrition in national
socio-economic development plans and improve
the country's nutrition status.

Population, Labour Force, and Employment:
Pakistan is the 5™ most populous country in the
world. According to the National Institute of
Population Studies (NIPS), the estimated
population of Pakistan is 229.22 million in 2022
of which 84.69 million reside in urban areas,
whereas 144.53 million live in rural areas and the
population density is 287 per Km. Pakistan’s
rapidly growing population means an increasing
demand for food, schools, health facilities, jobs,
and infrastructure, and it put pressure on the
government for providing these services at an
equal pace. The government is trying to
overcome the issue of high population growth
and fertility rate through different programmes
like media campaigns, the establishment of
Family Welfare Centers (FWCs), Reproductive
Health Services Centers (RHSCs), and Mobile
Services Units.

The Population and Housing Census is a vital
national exercise linked with the provision of
data for key policy-making matters. PBS is
conducting the first-ever digital Population and
Housing Census in 2023.

Pakistan has a large labour force that stands
among the top 10 largest labour forces in the
world. According to Labour Force Survey (LFS)
2020-21 employed Labour force increased to
67.25 million in FY2021 as compared to 64.03
million in FY2019. The government has
launched different programmes under the
umbrella of the “Prime Minister's Youth
Development Programme” for improving
employment opportunities for youth. These
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programmes are expected to promote the norm
of job creation rather than job seeking in youth
and will increase the chances of better
employment opportunities not only in the
domestic market but also in the international
market.

Transport and Communication: Modern
transportation and communication infrastructure
plays a pivotal role in attracting investments and
achieving economic development in a country.
Recognizing the significance of the transport and
communication  sector's  contribution  to
economic growth, the government is actively
pursuing the development of infrastructural
facilities aimed at enhancing market access both
within the country and across borders. The
efforts in this regard are focused on building
road, rail, and sea transportation linkages,
reviving railways as a socially and financially
viable organization, increasing the road density
in rural and urban areas, equipping the ports and
airports with modern cargo handling techniques,
and improving the operational capacity
according to the requirement of a growing
economy. The PIA, Pakistan Railways, NHA,
PNSC, Port Qasim Authority, Karachi Port, and
communication sector players such as Pakistan
Post and PBC has played a critical role in
meeting the infrastructure needs of the country
during FY2023. The work on CPEC has also
been revived to foster regional connectivity and
various infrastructure projects are underway.

Energy: Demand for energy increases due to the
expansion of economic activities, population
growth, and rapid technological change.
However, energy supply bottlenecks and
reliance on imported fossil fuels can be critical
for the economic outlook of any country. With
this context, the government has envisioned
optimizing the utilization of indigenous energy
sources including hydel, solar, wind, and thar-
coal. During the outgoing fiscal year, the
government  approved the  Framework
Guidelines for Fast Track Solar Initiatives 2022
to promote and develop cost-effective local
renewable energy sources. Primarily, this
framework covers Solar PV Energy Substitution
for Expensive Imported Fossil Fuels, Solar PV
Generation on 11 kV Feeders, and Public
Buildings Solarization. Furthermore, after

dealing with the electricity demand-supply gap,
the government, in 2016, imposed a moratorium
on new imported fuel-based power projects.

The Russia-Ukraine war has destabilized the
global economies with more devastating
consequences on the energy market. However,
the government’s vision is expected to improve
the domestic energy outlook significantly. With
three Thar coal-based power plants added during
the current fiscal year, their total installed
capacity has reached 3,300 MW. Furthermore,
the installed capacity of six nuclear power plants
is 3,560 MW. As such, from July-March
FY2023, the total installed capacity and
generation of electricity stood at 41,050 MW and
94,121 GWh, respectively. During July-March
FY2023, the installed capacity of hydel, nuclear,
renewable, and thermal sources stands at 25.8,
8.7, 6.8, and 58.7 percent, respectively. On the
other hand, electricity generation from hydel,
nuclear, renewables, and thermal remained at
28.6, 21, 4.2, and 46.2 percent, respectively.
Moreover, out of the total -electricity
consumption of 77,745 GWh, household,
Industrial, agriculture, and commercial sectors
consumed 47.2, 28.0, 8.1, and 7.8, respectively.

The total demand for petroleum products
remained at 13.1 million tonnes (declined by
21.9 percent), whereas the transport sector alone
consumes about 78.5 percent of petroleum
products. As such, the outgoing fiscal year
mainly witnessed a decrease in demand for
motor spirit, high-speed diesel, and furnace oil,
comprising about 95 percent of total demand. To
meet this demand, petroleum products, and
crude oil imports remained at 6,118.3 thousand
MT and 5858.4 thousand tonnes, respectively.
On the other hand, the natural gas consumption
amounted to around 3,267 MMCFD from July-
March FY2023, which included 626 MMCFD
RLNG. From total coal consumption of 15,416.5
thousand tonnes, power, brick kilns, and
cement/other sectors consume 47.3, 21.5, and
31.1 percent, respectively.

Information Technology and
Telecommunication: Information Technology
has become a crucial facilitator in the
development of a knowledge society and
knowledge economy, playing a significant role
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in economic progress. The government is
actively pursuing the ‘Digital Pakistan Vision’ to
promote a digital economy, leading to economic
prosperity and empowerment of citizens. It aims
to enhance the quality of life and economic well-
being of people by ensuring affordable,
accessible, and high-quality IT services for all.
According to Kearney’s Global Services
Location Index (2021), Pakistan ranked second
globally as the most financially attractive
location for offshore outsourcing of IT and ITeS,
As of March 2023, there are 5,109 registered IT
and ITeS companies under the Pakistan Software
Export Board (PSEB), representing exporters.
During the July-March period of FY2023, IT
exports amounted to US$ 1.94 billion, slightly
lower than the previous year's US$ 1.95 billion
during the same period. IT exports constitute the
largest proportion (35.1 percent) of all services
sector exports. In the first three-quarters of
FY?2023, Pakistani freelancers contributed to
foreign exchange earnings through remittances,
with IT earning US$ 156.9 million and non-IT
earning US$ 112.9 million, totaling US$ 269.8
million. During the same period, PSEB added
seven Special Technology Parks (STPs) to
enhance infrastructure facilities across various
cities in Pakistan, while IGNITE established
eight National Incubation Centers (NICs) in
different cities, supporting startups and women
entrepreneurs. So far, NICs have successfully
incubated over 660 startups out of 1,317 creating
more than 126,000 jobs, attracting investments
worth Rs 15.43 billion (US$ 74 million) and
generating combined revenue of Rs 9.13 billion.
As of March 2023, the total telecom
subscriptions in Pakistan, including mobile and
fixed lines, reached 197 million, with a
teledensity of 83.2 percent. The telecom sector
contributed approximately Rs 139 billion
(Provisional) to the national exchequer during
July-December FY2023. The future economic
transformation of Pakistan relies on harnessing
the potential of the IT and telecom sectors. To
achieve this, key initiatives of the government
include the establishment of special technology
zones, expansion of broadband and 5G
networks, promotion of e-commerce and e-
governance  platforms, enhancement  of
cybersecurity and data protection measures, and

facilitation of foreign investment and
collaboration.
Social  Protection: BISP, a targeted

unconditional cash transfer programme, is being
implemented by focusing on poor women with
long-term objectives including the fulfillment of
SDGs, i.e., eradicating extreme chronic poverty
and empowerment of women. The government
of Pakistan provided Rs 400 billion to the BISP
to execute the Social Protection programmes
during FY2023. BISP is currently disbursing
payments to around 9.00 million beneficiaries
under Benazir Kafaalat Programme. During
July-March FY2023, Rs 128.90 billion have
been disbursed under this programme. BISP has
disbursed Rs 69 billion to 2.76 million families
in flood-affected areas to help them recover their
financial losses.

BISP is also implementing a Wheat Seed
Subsidy programme for eligible farmers to reach
185,928 farmers with a disbursement amount of
Rs 5000/- per acre according to their verified
area. Till 31 March 2023, an amount of Rs 2.94
billion has been disbursed to 122,687 farmers
out of a targeted 185,928 farmers. Under Benazir
Taleemi Wazaif Programme, 11.8 million
children have been enrolled so far whereas 3.0
million children have been enrolled during July-
March FY2023. So far, Rs 63.3 billion have been
disbursed since inception of the Programme out
of which Rs 23.4 billion have been disbursed
during July-March FY2023.

Pakistan Poverty Alleviation Fund (PPAF) is
continuing to support communities by
providing access to improve infrastructure,
energy, health, education, livelihoods, finance,
and developing resilience to disasters. PPAF
disbursed an amount of Rs 1.6 billion during
July-March  FY2023 through its Partner
Organizations in 149 districts across the country.
Pakistan Baitul Mal (PBM) is providing
financial assistance to the destitute, widows,
orphans, invalid, infirm, and other needy persons
at the district level. For FY2023, Rs 6.04 billion
is provided to PBM for its core
projects/schemes.

During July-March, FY2023, expenditures
amounting to Rs 2.94 billion were incurred on
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16,231 scholarship cases, while Rs 691.51
million was disbursed as marriage grants of Rs
200,000 per worker benefiting 4,377 workers'
families. The WWF has also disbursed Rs
780.96 million as a death grant of Rs 600,000 per
worker — covering 1,425 cases of mishaps all
over the country. During July-March FY2023,
an amount of Rs 35.27 billion has been disbursed
by EOBI.

The social protection system of Pakistan is
having enormous potential to handle poverty and
vulnerability issues and it is imperative to
improve coordination  between  different
agencies. It is important to establish a national
social protection framework to synthesize
federal and provincial initiatives, and to avoid
duplication and wastage of resources.

Climate Change: Climate change poses serious
challenges to social, environmental, and
developmental activities, and leads to migration
within and across national borders. The effects
of global climate change in Pakistan are already
evident in the form of the growing frequency of
droughts, floods, erratic weather behavior,
changes in agricultural patterns, reduction in
freshwater supply, and the loss of biodiversity.

Forest, biodiversity, and wildlife resources have
also suffered from the adverse effects of climate
change. Besides, these resources are under
tremendous pressure owing to changes in land
use and habitat destruction. Due to population
increase, the consumption of fuelwood and
timber extraction has increased.

Pakistan is currently facing extremely high
levels of air pollution with some urban areas
reaching hazardous pollution levels across the
year. National Clean Air Policy (NCAP) was
launched in March 2023. The objective of this
policy is to improve air quality in the country by
reducing pollution. Pakistan presented an idea of
the Loss and Damages Fund during COP 27 and
later pushed for a consensus agreement on it,
which  was successfully adopted. The
establishment of the fund reflects Pakistan’s
ability to not only speak and deliver for itself but
also raise the voice for developing countries at
the international level. Pakistan’s representation
as the Chair of the G-77 and China has marked
the country’s important position at the
international — negotiations and Pakistan’s
presence at COP-27 was greatly recognized and
appreciated globally.
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Chapter 1

GROWTH AND INVESTMENT

During FY2023, the Pakistan’s economy faced
international supply shocks, coupled with
domestic natural disaster shock (Flood-2022),
these shocks aggravated the growth vulnerability
which was already being witnessed due to
demand driven policies of the last year. While
making the budget for FY2023, the government
projected improvement in economic activities in
FY2023 based on good expectations and the
performance of key indicators.  However,
economy lost momentum in the first quarter of
the ongoing fiscal year due to the severe
downturn in the global economy and domestic
supply shock induced by flash floods that
engulfed a large part of agriculture land and
jeopardize fiscal consolidation efforts of the
government already recovering from the
COVID-19. The agriculture sector’s forward and
backward linkages influenced important
commodity sectors. Flood damage, GDP loss,
and rehabilitation expenditures are PKR 3.2
trillion (US$14.9 billion), 3.3 trillion (US$15.2
billion), and 3.5 trillion (US$16.3 billion),
respectively. The difficult economic
environment both at home economy and major
trading partners has hampered the economic
growth. Further, due to weak participation from
the development partner and resource
difficulties, GDP growth slowdown to 0.29
percent in FY2023.

In the international scenario, the prolonged
Russia-Ukraine conflict adversely affected
global growth and inflation more than expected.
Thus, the increased international prices affect
currencies, commodities, and production costs
while there are three pass-through effects in the
economy of Pakistan. First, it raised commodity
prices, especially for food and energy, boosted

CPI inflation, lowered income value, and
lowered aggregate demand. Second, supply
chains and remittances disrupted Pakistan's
trade-dependent  economy. Third, global
uncertainty has lowered confidence of
businesses and asset values. Tighter financial
conditions worldwide, especially in major
trading partners, accelerated capital outflows

Nonetheless, it is widely understood that high
prices can undermine the benefits of economic
growth and adversely impact societal well-
being. Despite the difficult economic situation,
the government prioritized a balance between
price stability and sustainable, inclusive growth.
The Ministry of National Food Security &
Research and the Ministry of Industries &
Production in Pakistan are working together to
maintain strategic wheat, sugar, and pulses
reserves. The State Bank of Pakistan (SBP) has
increased the policy rate to 21 percent to
maintain low and stable inflation. The
government allocated funds for the relief
packages, including a Prime Minister relief
package, a Ramzan Relief Package, and relief for
flood-affected areas, to ensure the provision of
essential commodities at subsidized rates
through Utility Stores Corporation (USC). The
allocation for the BISP Welfare schemes has
been increased. The government is also
expanding the network of Sasta Bazaars and
Utility Store outlets to ease the inflationary
pressure on the common man.

The primary economic sector LSM, which
represents domestic industrial production,
witnessed 8.10 percent decline in July-March
FY2023, due to high inflation, currency
depreciation, rapid monetary policy tightening,
and financial market volatility. Most LSM sub-
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sectors contracted. Contrary to LSM growth, the
trade deficit in goods and services improved by
39.6 percent in July-April FY2023, due to a 28.4
percent drop in goods imports and a 39.6 percent
drop in service imports, according to SBP data.
Remittances fell 10.8 percent to US$20.5 billion.
However, a major drop in remittances offsets the
goods and services trade imbalance. The current
account deficit improved. However, Financial
Account underperformance depleted foreign
reserves and put the exchange rate under
significant pressure.

On the fiscal side, to mitigate the economic
damage caused by the floods, and provide relief
to the vulnerable, the government took swift and
timely measures that raised the need for
additional public spending. At the same time,
revenue mobilization activities were also
hampered due to a downturn in economic
activity,. The government’s prudent and
calibrated response resulted in better fiscal
accounts during the first nine months of the
current fiscal year. During July-March FY2023,
the fiscal deficit reduced to 3.6 percent of GDP
(Rs 3,078.7 billion), and the primary balance
posted a surplus of Rs 503.8 billion against a
deficit of Rs 447.2 billion during the period
under review, reflecting a slowdown in the
growth of non-markup expenditures.

Balancing macroeconomic factors for long-term,
sustainable, and inclusive growth requires
attention to both supply and demand
management and sectoral reforms in the
economy. To keep supply-side strategies in
focus, the government aims to expand
production capacity, improving public and
private investments domestically, attracting FDI,
and participation in global value chains. This
strategy also focuses on the investment friendly
environment where potential investors feel
confident making long-term decisions. Once
production capacity increases, there will be arise
in the production of goods for export and import
substitution, which can enhance trade
performance. The government also understand
that the focus should remain on infrastructure
investment rather than consumption, and

engaging youth in entrepreneurship, which
indispensable to achieve sustainable growth
raising the Percapita income. As such, the
economy will be able to enhance the domestic
production that will replace imports and offer
more supply to foreign markets. These
improvements are vital to boost the country's
potential output and employment rates.
Government is very much committed to ensuring
stability and confidence in the economy.

Global Perspective

In the latest World Economic Outlook April
2023, the IMF revised the global growth forecast
downward due to the weak performance in
advanced economies and the monetary
tightening stance at global level to address the
problem of inflation. Global growth is expected
to decelerate to 2.8 percent in 2023 and 3.0
percent in 2024, observing a drastic slowdown
from 3.4 percent growth in 2022. The downside
risk to global growth includes high inflation, the
Russia-Ukraine conflict, and setbacks in China’s
recovery from Covid-19, including the
worsening situation in the real estate sector.
Global inflation is expected to decline from 8.7
percent in 2022 to 7.0 percent in 2023 on account
of lower commodity prices, it will decline
slowly, and return to target is unlikely before
2025 in most economies.

The situation between Russia and Ukraine
dampens international economic activity. The
economy was impacted a year later because of
this dispute. Pre-conflict predictions put global
economic growth in 2022 at 5 percent. The
conflict also affected energy prices which
slashed GDP growth to 3.4 percent in 2022. Due
to interruptions in gas transit between Ukraine
and Russia, both energy prices and volatility
have increased. Because of their extensive
economic and migratory ties to Russia, several
nations in Eastern Europe and Central Asia have
been impacted by the sanctions imposed.
Further, in China, intermittent pandemic
lockdowns due to zero-Covid policies and the
weakening property sector are contributing to a
slowdown the investment, industrial production,
and retail sales. This inevitably has impacted
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other economies due to China’s larger role in
trade and input supplies.

The global economy’s gradual recovery from
both the pandemic and the Russia-Ukraine
conflict remains on track in 2023. China’s
reopened economy is rebounded. Supply chain
disruptions are unwinding, while dislocations to
energy and food markets caused by the war
conflict are receding. Simultaneously, the
massive and synchronized tightening of
monetary policy by most central banks has
started to bear its fruit, with inflation moving
back towards targets. However, tightening of
global financial conditions could have a
dramatic impact on credit conditions and public
finances, especially in emerging markets and
developing economies. It would further
precipitate large capital outflows, an increase in
risk premia, a dollar appreciation, and lower
investors’ confidence, household spending and
investment. However, the intensity of impact
varies across countries, depending on trade and
financial linkages, exposure to commodity price
increases, and the strength of the existing
inflationary pressure. Moreover, the risk posed
by climate change continues to be a threat to
future global economic growth.

Global Economic Growth and Pakistan
Economy

Despite low participation in the global value
chain, Pakistan’s economy is influenced by
economic growth in the major trading partners.
The cyclical position of Pakistan’s major trading
partners, measured by the weighted average
Composite Leading Indicators (CLI). The CLlIs

show slow growth in 2022 and 2023 in OECD
and major economies, which is dragged down by
high inflation, rising interest rates, and falling
share prices, remain below trend and continue to
anticipate growth losing momentum in the US,
the UK, and Canada, as well as in the euro area
as a whole, including Germany, France, and
ltaly. The CLI for China (industrial sector)
shows stabilization driven by the production of
motor vehicles and share prices.

The cyclical nature of Pakistan's manufacturing
sector, which has a ripple effect on the overall
economy, is closely linked to the foreign CLI.
The fluctuations in the manufacturing sector
have a multiplier effect on the other sectors of
the economy. Pakistan's growth performance in
FY2023 has been negatively affected by a
decline in the manufacturing sector output.

The economy has been significantly impacted by
global inflation and rising commaodity prices that
increased domestic inflation, and deteriorated
trade balance with depleted international
reserves. The currency depreciation has further
fueled domestic inflation. These factors,
including external imbalances, fiscal deficits,
and elevated interest rates, yet pose a risk to
Pakistan's economic growth prospects in
FY2023 and FY2024.

The supply-side and demand-side shocks
transmit its effects on the economy through
sectoral backward and forward linkages with
varying intensities across sectors to drive
economic growth, explained in Box-I.

growth.

Box - I: Sectoral Backward and Forward Linkages

In the ongoing fiscal year, Pakistan’s economy suffered a significant supply shock in the aftermath of the
devastating floods of August 2022 in addition to massive disruptions in the external sector. Due to the
forward and backward linkages of this key economic sector, the shock has considerably affected the
output of the other sectors. The influence of the supply-side and demand-side shocks which flows through
backward linkages and forward linkages varies across sectors and can play a vital role in driving economic

Backward linkages refer to the intersectoral flows between a specific sector and the sectors that supply its
required inputs. A high level of backward linkages indicates that a sector is heavily reliant on inputs from
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other sectors. This reliance can have various implications, such as vulnerability to supply chain
disruptions. However, strong backward linkages can also foster innovation and efficiency, as sectors can
leverage the expertise and resources from a diverse range of suppliers.

Forward Linkages represent the relationships between a particular sector and the sectors that purchase its
output. When a sector has strong forward linkages, it signifies that many other sectors depend on its
products or services. This dependency can translate into market power, also the sector may become a
crucial player in the economy. Additionally, strong forward linkages can encourage investments and
growth in the sector, as demand from other sectors fuels its expansion. However, it may also create
vulnerabilities, as downturns in the purchasing sectors could impact the sector’s overall performance.

The sectoral backward and forward linkage of the Pakistan Economy is provided below:

Sectoral Backward and Forward Linkages | m Backward Linkages = Forward Linkages

3.0

Multipliers

Utilities

forestry, and fishing
Mining and quarrying
Light manufacturing
Heavy manufacturing
Construction
Trade services
Hotels and restaurants
Transport services
Telecommunications
business activities
Education, health, and
social work
Other personal services

=)
c
=
c
=]
=
)
S
S
=
>
L
—
>
<

Financial intermediation
Real estate, renting, and

Public administration and
defense

Source: Pakistan: input-output Economic Indicators, ADB

For example, the Agricultural sector is indispensable to the country’s economic growth, food security,
employment generation, and poverty alleviation. The agricultural sector experienced a loss in GDP due
to flash floods in FY2023. With strong forward and backward linkages with the industrial and services
sectors, it has transmitted its impact on GDP growth. Let’s suppose, the agriculture sector’s forward
linkages suggest that the Rs 1 million loss in agriculture GDP would reduce GDP by Rs 1.9 million
through intersectoral flows.

Pakistan Economic Performance FY2023 financing requirements and exerted severe
pressure on the exchange rate (Fig-1B).
Deteriorating external account position along
with broad-based strengthening of USD against
other currencies, the flood damages and increase

in international prices hurt the economy.

In the post-COVID period, the economy started
to stimulate the aggregate demand on account of
the significant growth in workers’ remittances in
FY2022, this led to an increase in consumption
as a percent of GDP. The large contribution of

the total consumption to aggregate demand in
FY2022 overheated the economy (Fig-1A). The
net exports and CAD increased steeply, and the
Financial Account was not enough to offset the
current account deficit, which increased

«

The tightening of monetary and fiscal policy was
inevitable to improve the balance of payment
issue which has played a role in the contraction
of economic activity and economic slowdown in
FY2023.
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Fig-1A: Contribution in Real Aggergate Demand
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Fig-1B: Exports and Imports as % of GDP
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The net export improved and CAD recorded a
deficit of US$ 3.4 billion during Jul-Mar
FY2023, against a deficit of US$ 13.0 billion in
the same period last year. However, aggregate
demand is dampened which has slowdown
economic growth.

Aggregate Demand Analysis

For FY2023, GDP at current market prices
stands at Rs 84,657.9 billion showing a growth
of 27.1 percent over last year (Rs 66,623.6
billion).

Fig-2A: Performance of Economy at Current
Prices (% Growth)
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Fig-2B: GDP per capita
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Gross National Income (GNI) is also used for
measuring and tracking a nation's wealth which
is calculated by adding Net Primary Income
(NPI) to GDP (MP). Although the movement of
GNI and GDP (MP) follow a similar pattern.
However, after FY2018, significant growth was

observed in Net Primary Income (NPI) mainly
due to substantial growth in workers’
remittances on account of travel restrictions.
However, during July-April FY2023, workers’
remittances posted a negative growth of 11.0
percent due to a slowdown in the global
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economy vis-a-vis in the main remit corridors,
while NP1 in rupees term posted a growth of 26.5
percent compared to 19.1 percent growth
recorded last year. Regarding per capita income
in dollar terms, there was a rebound seen in
FY2021 which showed a decline in FY2023 and
standing at US$1568 which reflects the impact
of rupee depreciation and decline in GDP
growth.

Consumption: Household consumption
consistently holds a large share in the GDP, it
remained unaffected by inflationary pressures.
The household consumption decision is crucial
for long-term and short-term growth. Since
FY2016, the increased share of household
spending led to a surge in imports, as domestic
production could not keep up with the rising
consumer demand. This situation has amplified
the role of international prices in domestic

inflation.

Table — 1, presents the components of Aggregate
Demand. The final consumption expenditure
covers  private  consumption,  Non-Profit
Institutions Serving Households (NPISH), and
General Government Consumption. With regard
to the household private consumption
expenditures, it was observed that even an
increase in the interest rate and steep
depreciation of the Pak rupee exchange rate has
slightly altered the consumption pattern in
FY2023. This private consumption expenditure
may not alter because of the workers’
remittances and cash transfers to the low
segment of society through the relief packages.
However, the share of public consumption is
slightly decreased on account of contractionary
public expenditures.

Table 1: Composition of GDP (at Current Prices): Expenditure Approach

FY2021| FY2022| FY2023

FY2021

FY2022| FY2023| FY2021| FY2022| FY2023

As percent of GDP (MP)

Growth Rates (%) Point Contribution

Household Consumption 82.49 84.85 83.43 20.37 22.72 24.95 16.40 18.75 21.17
NPISH Consumption 0.97 0.89 0.80 11.03 9.77 13.66 0.11 0.09 0.12
ge”era' Government 1093| 1050 9.73 8.89 14.60 17.84 1.05 1.60 187
0nsumptlon
Total Consumption [C] 94.39 96.24 93.96 18.82 21.65 24.07 17.56 20.44 23.16
Gross Fixed Investment 12.82 14.01 11.92 14.93 30.35 8.14 1.96 3.89 1.14
Private 9.85 10.54 8.81 12.62 27.66 6.18 1.30 273 0.65
Eﬂg::g including General 2.97 347 311| 2333 3927|1410 0.66 117 0.49
Changes in Stock +
Valueblos 171 171 171 17.45 19.32 27.07 0.30 0.33 0.46
Total Investment [1] 14.53 15.72 13.63 15.22 29.05 10.20 2.26 422 1.60
Exports (Goods & 905| 1055 1008| 1433 3002| 2141 133 353 2.26
Services) [X]
Imports (Goods & } )
Services) (M] 17.98 22.50 17.67 21.23 49.34 0.20 3.70 8.87 0.05
Net Exports [X-M] 893 -11.96 -7.60 29.14 59.81| -19.27 2.37 534 2.30
Aggregate Demand 117.98|  12250| 117.67 18.01 23.89 22.06 21.15 28.19 27.02
[C+I+X]
Domestic Demand [C+1] |  108.93| 111.96| 107.60 18.33 22.64 22.12 19.82 24.66 2477

GDP (MP) 100 100 100

17.45 19.32 27.07 17.45 19.32 27.07

NPISH: Non-profit institutions serving households

Source: Pakistan Bureau of Statistics
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Investment: The national income accounts
define net capital outflows that must satisfy the
identity in which net exports must equal the
difference between its national saving and
investment. If the net capital outflow is negative,
the economy is experiencing a capital inflow
where investment exceeds saving, and the

economy is borrowing from abroad in the form
of foreign savings. In Pakistan, the investment to
GDP ratio is stagnant at around 14 percent which
lowest among the regional countries. The
contribution of investment to real GDP is shown
in (Fig — 3A).

Fig-3A: Contribution in Real GDP
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Fig-3B: Inverse of Incremental Capital
Output Ratio (ICOR)
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The impact of economic policies on the trade
balance can always be found by examining their
impact on domestic saving and domestic
investment. Policies that increase investment or
decrease saving tend to cause a trade deficit, and
policies that decrease investment or increase
saving tend to cause a trade surplus.

The current tight monetary policy stance, tight
credit conditions, and fiscal measures led to
showing its results. Despite a decline in primary
income, the trade balance improved in
FY2023(Fig-3A). Inthis scenario, investment to
GDP declined in FY2023 while National savings
increased and consumption as a percent of GDP
also slightly contracted from 96.2 to 94.0
percent.

The inverse of incremental capital output ratio
(ICOR) represents the production efficiency or
addition of investment to produce the additional
unit of GDP. The trend of Inverse ICOR suggests

that, despite achieving high GDP growth,
investment is not showing as the driver of
growth. Over the years, the marginal increase in
investment is falling or at the low level which is
required to produce the additional unit of GDP
(Fig-3B).

The saving rate in Pakistan stuck around 11
percent while investment is around 14 percent.
Foreign savings increase or decrease with an
increase or decrease in GDP growth. For
instance, in FY2022, high growth was due to
high foreign savings (current account deficit)
resulting in low domestic and national savings
(Fig -4). However, on account of contractionary
monetary and fiscal policy, in FY2023, the
national saving increased from 11.1 percent to
12.6 while foreign savings reduced from 4.7
percent of GDP to 1.0 percent of GDP. Hence,
the current savings and investment level is
insufficient to boost sustainable growth.

)
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The total investment contains three components:
Gross Fixed Capital Formation (GFCF), changes
in inventories, and net acquisition of valuables.
The GFCF is defined as a change in fixed assets,
used in the production process for more than one
year. Whereas the changes in inventories are
calculated as a change in the value of physical
stocks of raw material, work-in-progress, and
finished goods held by industries and producers
of government services. Finally, Valuables are
not used primarily for purposes of production or
consumption but are held as stores of value over
time to keep the production process smooth.

In FY2023, the Gross Fixed Capital Formation
(GFCF) stood at Rs 10,093.5 billion against Rs
9,334 billion in FY2022, thus, posting a growth
of 8.1 percent as compared to 30.3 percent
growth in FY2022. During the same period, the
GFCF in the private sector was estimated at
7,457.5 billion against Rs 7,023.7 billion in
FY?2022 showing a growth of 6.2 percent. The
GFCF in Public Sector remained at Rs 472
billion during FY2023 compared to Rs 512
billion last year registering a negative growth of
7.9 percent. Likewise, the GFCF in the General
Government sector during FY2023 stood at Rs
2,162 billion compared to Rs 1,798 billion
during FY2022, posting a growth of 20.4
percent.

Private Sector GFCF: During FY2023, GFCF
in Agriculture has the highest share of 29.3
percent in Private Sector GFCF which is almost
consistent for the past few years and encouraging

as private investment increases in the key
economic sector. Within the agriculture sector,
private GFCF livestock share is around 23
percent. Followed by Real Estate activities with
22 percent compared to 18 percent in FY2022.
The share of Manufacturing in Private Sector
GFCF declined from 17 percent in FY2022 to 11
percent in  FY2023. However, within
Manufacturing, the share of Large Scale stood at
8 percent, while it was 14 percent in FY2022.
The share of Transport and Storage declined to 7
percent in FY2023 as compared to 11 percent in
FY2022.

The private sector GFCF in agriculture, forestry,
and fishing recorded Rs 2,225 billion in FY2023
compared to Rs 1,814 billion in FY2022, posting
a growth of 22.6 percent on account of an
increase in the value of stock in the livestock.
The estimate of GFCF in the LSM is composed
of in-production and under-construction units.
Estimates of in-production units have been
derived based on a census/survey of listed and
non-listed companies. Estimates of GFCF in
respect of under-construction manufacturing
units are based on the financial assistance of
industrial  investment disbursed by the
Developmental Financial Institutions (DFIs),
special banks, scheduled banks, modarbas &
leasing companies. Based on data from all
sources the GFCF for private LSM is estimated
at Rs 616.1 billion against Rs 1,000.1 billion
during FY2022 showing a decline of 38.4
percent. Expenditures on GFCF in Electricity,
Gas & Water Supply industry stand at Rs 126.6
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billion during FY2023 against Rs 103.0 billion
in FY2022 registering a growth of 22.9 percent
because of higher expenditure reported by K-
Electric and IPPs. The GFCF in the construction
industry for the year FY2023 is estimated at Rs
45.8 billion against Rs 59.7 billion, which is 23.3
percent lower than the previous year’s estimates
due to a decrease in imported construction
machinery.

The GFCF in the wholesale & retail trade
industry has declined by 18.7 percent during
FY2023 and stands at Rs 382.2 billion. The
estimates of private sector GFCF in the
Transportation & Storage industry have declined
by 29.6 percent in FY2023 to Rs 559.1 billion
from Rs 794.7 billion in FY2023 due to lower
imports as well as domestic sales of
transportation equipment.

Public Sector Enterprises GFCF: During
FY2023, except few, largely industries showed a
decrease in GFCF compared to FY2022. During
FY?2023, GFCF in Public Sector is estimated at
Rs 471.6 billion against Rs 512.1 billion during
FY2022 recorded a decline of 7.9 percent. The
major industries with negative growth in
FY2023 over FY2022 are mining and quarrying
with 29.9 percent due to OGDC, manufacturing
with 52.3 percent because of the decline in the
Karachi Shipyard & Engineering Works, and
Pak Arab Refinery, electricity gas & water

supply with 18.1 percent due to decline in
expenditure for WAPDA, and communication
with 51.7 percent due to the reduction in on
machinery & equipment for the PTCL and
Ufone. However, public sector enterprises
engaged in construction registered a positive
growth of 13.8 percent due to CDA and LDA
and transportation & storage 99.5 percent due to
the PQA, PNSC, and National Logistic Cell
(NLC).

General Government GFCF: Estimates of
GFCF in the General Government sector are
usually based on budgetary data of federal,
provincial, and district governments, which are
subject to changes on the basis of actual and
reconciled expenditure by various tiers of
government in subsequent years. Based upon the
latest available information, the overall GFCF in
general government services for the year
FY2023 has been estimated at Rs 2164.4 billion
with an increase of 20.4 percent over the revised
estimates of Rs 1798.1 billion during FY2023.
The GFCF related expenditure by federal,
provincial, and district governments have
increased by 13.8 percent, 24.8 percent, and 13.0
percent respectively. Further, industry-wise
disaggregation of GFCF by general government
suggests an increase of 17.7 percent, 89.2
percent, and 5.9 percent in public administration
and social security, education, and human health
& social work respectively.

Box-11: Investment vs. Consumption Led GDP Growth

Investment as percent of GDP is stagnant over the years while consumption as percent of GDP is
expanding in Pakistan. This situation predicts two consequences for future growth trajectory.
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First: the expansion of consumption as a percent of GDP will cause insufficient savings because low
savings reduces the number of investible funds, low investments render growth spurts unsustainable, and
poor growth generates fewer domestic savings. This ultimately increases the demand for foreign savings.

Second: the stagnant investment-GDP ratio suggests that it would not increase GDP based on domestic
production. As a result, export earnings would not be increasing as a percent of GDP. Therefore, the
current account balance will not attain sustainability without increasing savings and investment.

During the last decade, investment (percent of GDP) stuck at 14 to 15 percent while consumption
(percent of GDP) increased from 86 percent to 99.6 percent, it implies that consumption, particularly,
household consumption remained intact even during high inflation and high growth periods. The higher
shares of consumption fueled imports since domestic production could not meet growing consumers’
demand. Thus, on the one hand, it brings imported inflation, on the other hand, consumption-based
growth is financed heavily by foreign savings.

The current measures to improve the growth in exports with a focus on increasing agriculture, IT, and
industrial exports, increasing exports competitiveness, improving agricultural productivity, and
improving the ease of doing business to attract both domestic and foreign investors would decrease the
investment-saving gap and reduce the demand for foreign saving to resolve the trade balance issues.

Net Exports: In the aggregate demand, the role
of net capital outflow in the form of Net exports
is crucial due to the consistent gap in investment
and saving. The net exports stand remained
negative in FY2023, mainly due to the massive
decline in imports on account of international
economic slowdown and domestic demand.
According to National Accounts data, Exports of
Goods and Services posted a growth of 21.1
percent, while Imports of Goods and Services

posted a negative growth of 0.2 percent in
FY2023. Generally, trade openness is frequently
used to measure the importance of international
transactions relative to domestic transactions. It
is defined as the ratio of exports plus imports
over GDP. Pakistan’s openness to trade
improved little after 2005 but declined after
2017. Trade openness is more closely linked to
the situation of financing and trade balance.

Fig-5: Openness and Net Exports
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in GDP (Fig-5), it indicates a strong increase in
consumption, in both government and private
households that has aggravated the recent BOP
crises. Moreover, the fall in the value of net
export puts a severe limit on demand-driven
growth.

Sectoral Growth Analysis — Production Side

The provisional growth rate of GDP for the year
FY2023 is estimated at 0.29 percent. The growth
of the agricultural, industrial, and services
sectors has been estimated at 1.55 percent, -2.94
percent, and 0.86 percent respectively.

Box-111- Revised GDP for 2021-22

The provisional GDP estimates for 2021-22 have been updated on the basis of the latest available
data.

The revised GDP growth rate for 2021-22 stands at 6.10 percent, higher than the provisional estimate
of 5.97 percent.

Agriculture sector's contribution to GDP has slightly declined from 4.40 percent to 4.27 percent.
This was despite an improvement in the crops sub-sector, from 6.58 percent to 8.19 percent, due to
a decrease in livestock (from 3.26 percent to 2.25 percent) and forestry (from 6.13 percent to 4.07
percent).

The industrial sector's contribution has slightly declined from 7.19 percent to 6.83 percent, largely
due to a decrease in electricity, gas, and water supply (from 7.86 percent to 3.14 percent). Growth
in LSM, however, improved from 10.48 percent to 11.90 percent.

The services sector saw an improvement from 6.19 percent to 6.59 percent. This was due to growth
in the Wholesale and retail trade (from 10.04 percent to 10.32 percent), Information &
Communication (from 11.90 percent to 16.32 percent), Finance & Insurance (from 4.93 percent to
7.18 percent), Public administration and social security (from -1.23 percent to 1.81 percent), Other
private services (from 3.76 percent to 4.77 percent).

Sectoral point contribution is given in Table — 2.

Table 2: Sectoral Point Contribution at Constant Prices 2015-16

2020-21{2021-22 | FY2023 2020-21|2021-22 | FY2023 2020-21{2021-22|FY2023
As percent of GDP Growth Rates (%0) Point Contribution

A. Agriculture 23.03] 22.63] 22.91 352 427 155 0.83] 0.98/ 0.35
B. Industry 18.96| 19.09| 18.47 8.20| 6.83| (2.94) 152 1.29| (0.56)
Commodity Producing 41.99| 41.72| 41.39 2.39] 1.90| (5.53) 235 2.28] (0.21)
Sector (A+B)
C. Services Sector 58.01| 58.28| 58.61 591 6.59] 0.86 3.42| 3.82| 0.50
GDP (GVA) 100.00| 100.00( 100.00 577 6.10] 0.29 577 6.10] 0.29

Note: Figures in parenthesis indicate negative growth
Source: Pakistan Bureau of Statistics

Agricultural Sector: The growth of the
agriculture sector has been estimated at 1.55
percent in FY2023. This growth was majorly
driven by some main crops such as wheat,

sugarcane, and livestock. Overall, the growth of
the important crop is -3.20 percent due to the
decrease in the production of Cotton and Rice. In
FY2023, the crops of Cotton witnessed a decline
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of 41 percent from 8.33 to 4.91 million bales,
and Rice production also reduced by 21.5
percent from 9.32 to 7.32 million tons. The flood
has engulfed a large part of agriculture land that
has affected the production of these major crops.

However, positive growth of 5.4 percent has
been observed in Wheat. Wheat production
increased from 26.208 to 27.634 million tons in
FY2023. Similarly, Sugarcane increased by 2.8
percent from 88.65 to 91.11 million tons, and
Maize increased from 9.52 to 10.183 million
tons. Other crops have posted a modest growth
of 0.23 percent due to a slight increase in the
production of pulses, vegetables, fodder, oil
seeds, and fruits. In the aftermath of the flood,
the Kissan Package which provided cheap agri
loans, subsidy for interest-free loans, subsidy for
fertilizer, funds for agro-SME, and free seeds
including several other agri-linked reliefs have
helped in the revival of agriculture growth.

The livestock sector which constitutes almost 62
percent share in agriculture, posted a growth of
3.78 percent. The other components of
agriculture, forestry, and fishing posted growth
of 3.93 and 1.44 percent, respectively.

Industrial Sector: The industrial sector posted
a negative growth of 2.94 percent in FY2023.
Industrial sector performance is more dependent
on the Manufacturing sector which has a share
of 65.0 percent in the industry. LSM is reflected
by Quantum Index Numbers (QIM) data. Large
Scale Manufacturing driven by QIM has posted
a negative growth of 7.98 percent due to Food
(-8.71 percent), Tobacco (-23.78 percent),
Textile (-16.03 percent), Coke and Petroleum
Products (-10.24 percent), Chemicals (-6.29
percent), Pharmaceuticals (-23.20 percent),
Fertilizers  (-9.54 percent), Non-metallic
products which include cement (-10.75 percent),
Iron & Steel Products (-4.02 percent), Electrical
equipment (-11.15 percent), Automobiles
(-46.01 percent) and other transport equipment
(-38.91 percent). However, Electricity, gas and
water industry show a growth of 6.03 percent

mainly due to higher output reported by the
sources. The value added in the construction
industry, mainly driven by construction-related
expenditures by industries, has registered a
negative growth of 5.53 percent mainly due to
conservative reporting of construction-related
expenditure by private as well as public sector
enterprises and unusual increase in relevant
deflator i.e. WPI building material.

The Mining and Quarrying which has a 9.0
percent share in Industry, the growth in mining
and quarrying is -4.41 percent due to a decline in
the production of natural gas, crude oil, and
exploration cost. This sector also observed a
negative growth of 7 percent in FY2022. The
GFCF in Mining and Quarrying posted a
negative growth of 23.5 percent in FY2023,
while it posted negative growth of -1.9 percent
in FY2022. Thus, there may be a lag effect of
GFCF in this sector.

It is worth mentioning that during FY2023, the
other components of Manufacturing, Small
Scale, and Slaughtering posted growth of 9.0 and
6.3 percent, respectively. The positive growth in
Small Scale and Slaughtering is probably driven
by the substitution effect of restricted imports.
Overall, the Manufacturing sector posted a
growth of -3.94 percent.

Finally, Electricity, Gas and Water Supply, the
other sub-sector of Industry posted a growth of
6.0 percent. One reason is that there was a 28.0
percent growth in Public GFCF during FY2022
in this sector. The lag effect of GFCF in this
sector has played a role in the positive growth.

Services Sector:

The services sector constitutes the largest share
of 58 percent in GDP for the last several years.
The growth in the services sector shows a slow
growth of 0.86 percent but with mixed trends
within the industries.

Sub-sectors of Services with respective shares in
Services and GDP in Table — 3.



Growth and Investment

Table 3: Components of Services FY2023

Share in . Growth Rate
Services Share in GDP (%)
1. Wholesale & Retail Trade 30.70 18.00 (4.46)
2. Transport & Storage 18.20 10.70 4.73
3. Accommodation and Food Services Activities 2.50 1.40 411
(Hotels & Restaurants)
4. Information and Communication 5.20 3.00 6.93
5. Finance and Insurance Activities 3.10 1.80 (3.82)
6. Real Estate Activities (OD) 9.80 5.70 3.72
7. Public Administration and Social Security 7.50 4.40 (7.76)
(General Government)
8. Education 5.20 3.00 10.44
9. Human Health and Social Work Activities 2.90 1.70 8.49
10. Other Private Services 15.00 8.80 5.00

Source: Pakistan Bureau of Statistics

The Wholesale and Retail Trade industry which
constitutes 30.7 percent of services and 18
percent of the total GDP, has declined by -4.46
percent due to negative growth of 4.57 in the
output of crops, a decline of 8.1 percent in LSM,
and the negative growth in imports (-12.68
percent).

On the contrary, Transportation & Storage, the
second largest services sector has increased by
4.73 percent whereas accommodation and food
services activities have grown by 4.11 percent.
Information and communication increased by
6.93 percent due to an increase in
telecommunication.

The finance and insurance industry show an
overall decrease of -3.82 percent mainly due to
high CPI- based deflator. Real estate activities
grew by 3.72 percent while public
administration and social security (general
government) activities posted a negative growth
of 7.76 percent due to high deflator.

Education has witnessed a growth of 10.44
percent due to public sector expenditure. Human
health and social work activities also increased
by 8.49 percent due to the general government.
The provisional growth in other private services
is 5.0 percent.

Outlook

The government is committed to put the

economy on a stable path by focusing on exports
and investment. In the medium term, the growth
projection is set at 5.0-5.5 percent considering
the stability in prices and fiscal & external sector
sustainability.

To achieve these targets, the government is
focusing on the growth in exports with a focus
on increasing agriculture, IT, and industrial
exports, increasing competitiveness, improving
agricultural productivity, improving the ease of
doing business to attract both domestic and
foreign investors, strengthening the resource
mobilization, creating better job opportunities,
encouraging entrepreneurship, strengthening the
social safety net and human capital
development. The overall aspiration is to build a
structure of highly inclusive and sustainable
growth that remains there in all its splendor.

The federal and provincial governments are
working together to put the economy on a higher
and more sustainable growth trajectory by
focusing on different sectors of the economy,
such as agriculture, industries, and services. The
coordinated effort between the federal and
provincial governments is essential in achieving
the medium-term growth target and ensuring
sustainable economic development for the
country in the long run.

The global economy is showing signs of
recovery from the challenges posed by both the
pandemic and the Russia-Ukraine conflict.
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China's economy is rebounding, and the
disruptions in the global supply chain are
expected to improve by 2024. Therefore, the
industrial sector is projected to show
improvement in FY2024.

In FY2024, the better crop outlook due to several
measures of the agriculture sector especially the

Kissan Package, political stability, and the stable
exchange rate would help to achieve price
stability. The inflation rate in the medium term
i.e., FY2024 and FY2025 will be normalized due
to the high base effect as well as improvement in
the agriculture sector and favorable global
factors.
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Chapter 2

AGRICULTURE

Agriculture sector, contributing 22.9 percent in
GDP and 37.4 percent in employment
generation, ensures food security and provide
raw material to the industrial sector. It is also a
source of foreign exchange earning and
significant for sustainable growth. However,
from last couple of years, the country observed
climatic shocks which adversely affected
agriculture sector. This sector’s productivity is
highly sensitive to the frequency of adverse
climatic events like flood and drought along with
abnormal heat waves, rain, and glacial melt.
More severely, the prolonged precipitation
patterns increase river and inland water levels,
resulting in flash and seasonal river and urban
flooding commonly experienced in the recent
past. Thus, flood hazard remains highly
susceptible to other climatic factors, as it badly
influences humans'  social-economic  and
politico-cultural domains. During July-August
2022, Pakistan witnessed an unprecedented
episode of territorial rains followed by flash
flooding that damaged primarily two main sub-
sectors, i.e., crops (important and others) and
livestock.

Pakistan contributes not even 1 percent of global
greenhouse gas emissions but is ranked among
the top ten climate-affected countries. Moreover,
damages in agriculture sector had spillover
effect on industry and allied services sectors.
Resultantly, domestic production remained
below the required levels, raising the prices of all
essential food items to historic high. Restoring
the livelihoods of subsistence farmers and
livestock keepers was urgent and time sensitive,
so that agriculture and livestock activities may
be restored to their normal level before the Rabi
season. As such, the government took up the
matter immediately, allowed import of essential
food items on fast-track basis. To lessen the

miseries of flood affectees and revival of the
agriculture sector, the government announced
Kissan Package-2022.

Agriculture Performance 2022-23

Consequent upon the Floods-2022, the Rabi
season crops have shown higher yield, which
compensated the crop damages of the Kharif
season, leading to an overall growth of
agriculture sector to 1.55 percent. As such, the
production growth of wheat (5.4 percent),
sugarcane (2.8 percent), and maize (6.9 percent)
compensated the negative growth of cotton (41.0
percent) and rice (21.5 percent). Furthermore,
the normalization of livestock activities also led
convergence toward the stability path. The
overall decline of important crops during this
year is 3.20 percent. This year witnessed an
increase of 0.23 percent in other crops
(contribute 3.32 percent in GDP) primarily due
to increase in Oil seeds production by 53.15
percent. Cotton Ginning having share of 0.97
percent in agriculture and 0.22 percent in GDP
has declined by 23.01 percent due to decrease in
cotton production. However, it is well
compensated by the increase in production of
other crops.

Livestock having share of 62.68 percent in
agriculture and 14.36 percent in GDP, grew at
3.78 percent compared to 2.25 percent during
last year. The forestry sector having share of
2.23 percent in agriculture value addition and
0.51 percent in GDP, grew at 3.93 percent
against 4.07 percent last year due to increase in
timber production. Fishing sector having share
of 1.39 percent in agriculture value addition and
0.32 percent in GDP, grew at 1.44 percent
compared to 0.35 percent during last year (Table
2.1).
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Table 2.1: Agriculture Growth (Base=2015-16) (%)
Sector 2017-18 2018-19 2019-20 2020-21 | 2021-22(R) | 2022-23(P)
Agriculture 3.88 0.94 3.91 3.52 4.27 1.55
1.Crops (i+ii+iii) 4.61 -4.38 6.32 5.83 8.19 -2.49
i) Important Crops 4.27 -8.59 5.24 5.82 541 -3.20
ii) Other Crops 4.65 3.62 9.21 7.95 11.93 0.23
iii) Cotton Ginning 8.27 -11.23 -4.06 -13.08 9.22 -23.01
2.Livestock 3.59 3.65 2.80 2.38 2.25 3.78
3.Forestry 2.24 7.22 3.36 3.35 4.07 3.93
4.Fishing 1.57 0.78 0.63 0.73 0.35 1.44

R: Revised P: Provisional
Source: Pakistan Bureau of Statistics

Water availability during Kharif 2022 declined
to 43.3 Million Acre Feet (MAF) from 65.1

2022-23, it stood at 29.4 MAF, recorded an
increase of 7 percent over Rabi 2021-22 (Table

MAF during Kharif 2021.While for Rabi 2.2).
Table 2.2: Actual Surface Water Availability (Million Acre Feet)
Period Kharif Rabi Total % increase/decrease
over the average system

usage (103.5 MAF)

Average system usage 67.1 36.4 103.5 -

2015-16 65.5 32.9 98.4 -4.9

2016-17 71.4 29.7 101.1 -2.3

2017-18 70.0 24.2 94.2 -9.0

2018-19 59.6 24.8 84.4 -18.5

2019-20 65.2 29.2 94.4 -8.8

2020-21 65.1 31.2 96.3 -7.0

2021-22 65.1 27.4 925 -10.6

2022-23 43.3 29.4 72.7 -29.8

Source: Indus River System Authority

Box-1: Floods 2022; Damage and Loss in Agriculture

The 2022 monsoon rains followed by flooding were unprecedented in the history of Pakistan and had
devastating impacts on the lives and livelihoods of the people, particularly the rural population and those
relying on agriculture. The devastating flooding affected 33 million people in 94 districts across Pakistan,
took the lives of more than 1,700 people, displaced around 7.6 million people, and resulted in the loss of
critical agricultural infrastructure, standing crops, grain storage, and livestock. Sindh and Balochistan
provinces were the hardest hit among Pakistan’s six provinces/regions. About 14.6 million people were in
need of food security and livelihood (agriculture) related emergency assistance.

Pakistan’s agriculture sector was the hardest hit sector both in terms of damages and losses. About 4.4 million
acres of crops were damaged and around 1 million animals lost. Total damages and losses amounted to US$
30.13 billion, of which agriculture suffered US$12.9 billion (43% of total damages and losses). The crop sub-
sector contributed to 82% of the total damage and losses, livestock to 7%, and fisheries/aquaculture to 1%.
Out of the total need of US$16 billion for recovery and reconstruction, US$ 4 billion (25%) was required for
the agriculture sector.

The losses and damages in the agriculture sector are expected to spillover effects on lives and livelihoods,
poverty levels, food insecurity, and malnutrition, particularly among the poorest and most vulnerable rural
communities. The preliminary findings of the Integrated Food Security Phase Classification (IPC) conducted
by FAO and IPC partners for 43 vulnerable/flood-affected districts in Sindh, Balochistan and Khyber
Pakhtunkhwa in April 2023, estimate around 10.5 million people (29 % of the rural population) are food
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insecure (in IPC Phase 3 and 4) during April-October 2023. The number is expected to rise to 11.81 million
people (32 % of the rural population) from November 2023 to January 2024.

In the immediate aftermath of the flood disaster, Government organizations at federal & provincial level and
development partners especially FAO and partners ran an emergency campaign for most flood-affected
farmers across the country. It is highly likely that the agriculture sector will return to normal by the Rabi
season 2023, which is evident by the normal harvest of wheat and other food crops.

Source: Food and Agriculture Organization of the United Nations, Pakistan

I. Crop Position

During 2022-23, the contribution of important
crops recorded at 18.23 percent to value addition
in agriculture sector and 4.18 percent to GDP.
Other crops contributed 14.49 percent in value
addition of agriculture sector and 3.32 percent in
GDP. The data for the last five years regarding
area, production and yield of important crops are
given in Table 2.3.

a) Important Crops
i) Cotton

During 2022-23, cotton crop is drastically
damaged due to the climatic changes. Cotton
season started with the 7-10°C rise in
temperatures from the last few years in months
of March till May coupled with shortage of
irrigation water, causing severe heatwave, which
affected cotton germination, seedlings growth
and leaf wilting problem. This year cotton
recorded 0.3 percent contribution to GDP and
1.4 percent to the value added in agriculture.
During 2022-23, cotton area sown increased to
2,144 thousand hectares against 1,937 thousand
hectares last year, revealing a growth of 10.7
percent. However, due to floods that swept away
the entire crops in Sindh & Balochistan its
production remained low at 4.910 million bales
against last year’s 8.329 million bales, showing
a dip of 41.0 percent. In Punjab, cotton
producing districts Rajanpur, DG Khan and
Taunsa were worst hit and damaged the cotton
crop. Moreover, the insect pests, especially Pink
bollworm, Whitefly and Thrips remained
prevalent during the season.

ii) Sugarcane

Sugarcane is a tropical crop cultivated mainly in
Punjab, Sindh and Khyber Pakhtunkhwa. It
provides raw material to the 2" largest agro-
based sugar industry over the country. It

provides employment to millions of rural
farming and non-farming community. In
addition, it is a major source of livestock fodder
during winter season. Its production accounts for
3.7 percent in agriculture’s value addition and
0.9 percent in GDP.During 2022-23, sugarcane
was cultivated on 1,319 thousand hectares
showing increase of 4.7 percent compared to
1,260 thousand hectares last year.The main
factor contributed to more area sown were
lucrative market prices of last year. Its
production increased by 2.8 percent to 91.111
million tonnes over last year (88.651 million
tonnes).

iii) Rice

After wheat, rice is the second main staple food
crop and second major exportable commodity
after cotton. It contributes 1.9 percent of value
added in agriculture and 0.4 percent in GDP.
During the last few years, production of coarse
types is increasing as the farmers are bringing
more areas under coarse hybrid types. During
2022-23, the crop was cultivated on 2,976
thousand hectares, recorded decline of 15.9
percent over 3,537 thousand hectares last year.
Its production declined from 9.323 million
tonnes in 2021-22 to 7.322 million tonnes in
2022-23, registering a negative growth of 21.5
percent. Rice production, however, is lower than
last year. This less production in combination
with high input prices has caused increase in
paddy price.

v) Maize

Maize contributes 3.0 percent value added in
agriculture and 0.7 percent to GDP. During
2022-23, maize crop was cultivated on 1,720
thousand hectares, showing increase of 4.1
percent over last year’s cultivation of 1,653
thousand hectares. However, its production
increased by 6.9 percent to 10.183 million tonnes
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from 9.525 million tonnes last year. As such, the
increase in production was mainly due to
increase in area sown and improved yield.

iv) Wheat

During 2022-23, wheat was cultivated on 9,043
thousand hectares against last year’s area of
8,977 thousand hectares recorded increase of 0.7
percent. Wheat contributes 8.2 percent value
added in agriculture and 1.9 percent to GDP. The

production of wheat stood at 27.634 million
tonnes compared to 26.208 million tonnes last
year, a growth of 5.4 was observed in wheat
production. Wheat production increased as
government has announced Kissan Package-22
to mitigate the impact of Flood-2022 losses. The
government has also increased Minimum
Support Price (MSP) to Rs 3900/40 kg compared
to Rs 2200/40 kg ensuring better economic
returns to mitigate higher input cost.

Table 2.3: Area, Production & Yield of Important Crops

(Area: 000 Hectare; Production: 000 Tonnes; Yield: Kg/Ha)

Year 2018-19 2019-20 2020-21 2021-22 2022-23(P)
Cotton Area 2,373 2,517 2,079 1,937 2,144
Change (%) - 6.1 -17.4 -6.8 10.7
Production* 9,861 9,148 7,064 8,329 4,910
Change (%) - -7.2 -22.8 17.9 -41.0
Yield 707 618 578 731 390
Change (%) - -12.6 -6.5 26.5 -46.6
Sugarcane Area 1,102 1,040 1,165 1,260 1,319
Change (%) - -5.6 12.0 8.2 4.7
Production 67,174 66,380 81,009 88,651 91,111
Change (%) - -1.2 22.0 9.4 2.8
Yield 60,956 63,841 69,534 70,341 69,085
Change (%) - 4.7 8.9 1.2 -1.8
Rice Area 2,810 3,034 3,335 3,537 2,976
Change (%) - 8.0 9.9 6.1 -15.9
Production 7,202 7,414 8,420 9,323 7,322
Change (%) - 2.9 13.6 10.7 -21.5
Yield 2,563 2,444 2,525 2,635 2,460
Change (%) - -4.6 3.3 44 -6.6
Maize Area 1,374 1,404 1,418 1,653 1,720
Change (%) - 2.2 1.0 16.6 4.1
Production 6,826 7,883 8,940 9,525 10,183
Change (%) - 15.5 134 6.5 6.9
Yield 4,968 5,614 6,305 5,764 5,922
Change (%) - 13.0 12.3 -8.6 2.7
Wheat Area 8,678 8,805 9,168 8,977 9,043
Change (%) - 15 4.1 -2.1 0.7
Production 24,349 25,248 27,464 26,208 27,634
Change (%) - 3.7 8.8 -4.6 5.4
Yield 2,806 2,868 2,996 2,920 3,056
Change (%) - 2.2 4.5 -2.5 4.7
P: Provisional ~ *: Thousand bales

Source: Pakistan Bureau of Statistics

b) Other Crops

During 2022-23, gram production declined by
24.7 percent to 238 thousand tonnes compared to
316 thousand tonnes last year due to decrease in
area sown. The production of rapeseed &
mustard, bajra and tobacco recorded an increase

of 98 percent, 13.3 percent, and 0.1 percent
respectively, however production of Jowar and
barley declined to 23.4 percent and 2.6 percent,
respectively. The area and production of other
crops is given in Table 2.4.
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Table 2.4: Area and Production of Other Kharif and Rabi Crops  (Area: 000 Hectares; Production: 000 Tonnes)

Crops 2021-22 2022-23(P) % Change in
Area Production Area Production production
Bajra 227 226 241 256 13.3
Jowar 77 64 59 49 -23.4
Gram 862 316 830 238 -24.7
Barley 38.2 38 36.1 37 -2.6
Rapeseed & Mustard 276 402 509 796 98.0
Tobacco 43.6 133.6 43.7 133.7 0.1

P: Provisional

Source: Pakistan Bureau of Statistics

During 2022-23, the production of potato
increased by 4.8 percent, while there is decrease
in the production of moong (48.9 percent),
chillies (43.1 percent), mash (31.1 percent),

onion (18.3 percent) and masoor (2.6 percent).
The area and production of other crops is given
in Table 2.5.

Table 2.5: Area and Production of Other Crops

(Area: 000 Hectares; Production: 000 Tonnes)

Crops 2021-22 2022-23(P) % Change in

Area Production Area Production production
Masoor 6.4 3.9 6.5 3.8 -2.6
Moong 302 264 218 135 -48.9
Mash 8.0 6.1 7.0 4.2 -31.1
Potato 314 7,937 341 8,319 4.8
Onion 141 2,062 128 1,684 -18.3
Chillies 58 144 31 82 -43.1
P: Provisional

Source: Pakistan Bureau of Statistics

i) Oilseeds

During FY2023 (July-March), 2.681 million
tonnes edible oil (including oil extracted from
imported oilseed) of value Rs 826.482 bhillion

(US$ 3.562 billion) was

imported. Local

production of edible oil during FY2023 (July-

March), is provisionally estimated at 0.496
million tonnes. Total availability of edible oil
during FY2023 (July-March) from imports and
local production is estimated at 3.177 million
tonnes. The area and production of oilseed crops
is given in Table 2.6.

Table 2.6: Area and Production of Major Oilseed Crops (000 Tonnes)
Crops 2021-22 2022-23 (P)
Area Production Area Production

(000 Acres) Seed Oil (000 Acres) Seed Oil
Cottonseed 4,740 2,126 255 5,103 1,244 149
Rapeseed & 798 478 153 1,260 785 251
Mustard
Sunflower 133 83 32 179 124 47
Canola 122 81 31 200 130 49
Total 5,793 2,768 471 6,742 2,283 496
P: Provisional

Source: Pakistan Oilseed Department (POD), Pakistan Bureau of Statistics
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Government has taken steps to address various
issues of Oilseed Sector. This include a Sub-
Group on Oilseeds under Agriculture Task Force
and constitution of a committee of all
stakeholders for deliberation on policy
framework, oilseed production in the country
and import substitution of edible oils.
Subsequently, the Ministry of National Food
Security and Research (MNFS&R) is in process
of presenting first ever comprehensive National
Oilseed Policy. The policy will focus on

enhancing production of edible oils and reduce
dependence on imports, improving profitability
of the oilseed growers, access to credit facility,
availability of good quality sowing seed at
reasonable prices, dissemination of latest
approved production technology to the oilseed
growers. Another key feature of the policy is to
recommend measures for improving the quality
of edible oils to protect the health of people and
rationalize consumption.

Box-11: Kissan Package-2022
Sr.# Announcement Current Progress
01 Agri loan disbursement target As of 28" April, 2023 Rs 1.305 trillion has been disbursed as
enhanced from Rs 1,419 billion to agriculture credit which is around 71.7% of the overall annual target
Rs 1,819 billion among more than 3 million farmers under revolving credit facility.
02 Waiver of mark-up on outstanding Mark up of Rs 3.076 billion has been waived off for the flood
loans for subsistence farmers in the | affected farmers.
flood affected areas
03 Provision of subsidy for interest- Rs 3.991 billion have been disbursed as interest free loans among
free loans for subsistence farmers flood affected farmers.
in the flood affected areas
04 PM’s Youth Business and Loans of Rs 5.478 hillion have been advanced to farming youth
Agriculture Loan (PMYBAL) under PMYBAL scheme.
scheme
05 Mark-up subsidy and Risk Sharing Under Farm Mechanization scheme, so far more than Rs 70 million
scheme for farm mechanization has been disbursed at 7% mark up for purchase of farm machinery.
06 Reduction in DAP price to Rs By negotiations with the private sector a price reduction of Rs 2,500
11,250/bag from Rs 13,750 (Rs per bag was achieved.
2,500/bag) Avg. DAP price on 30"March was Rs 10,431/ bag which is 12.49 %
higher than last year.
07 Subsidy on imported Urea A subsidy of Rs 30 billion was announced on imported urea for the
farmers.
Avg. Price is Rs 2,779 per bag. Management issues at districts
level.
08 Inclusion of Agro-SMEs in SME Under Agro-SMEs scheme Rs 2.096 billion have been disbursed
modernization scheme among agri. Businesses.
09 Interest free loans to landless In the flood affected areas, interest free loans of Rs 2.17 billion
farmers in the flood affected areas were disbursed among 15,710 farmers.
10 PIU value increased from Rs In order to increase access to credit for farming community PIU
4,000/- to Rs 10,000/-. value increased from Rs 4,000/- to Rs 10,000/-.
11 Import of up to 5-year-old tractors To facilitate farm mechanization Import of up to 5-year-old tractors
with duty reduction. with duty reduction has been allowed.
12 Reduction in CKD duty from 35% To attract investment in tractor manufacturing, this package has
to 15% for new tractors introduced reduction in CKD duty from 35% to 15% for new
manufacturers. tractors manufacturers.
Source: Ministry of National Food Security & Research

1. Farm Inputs
i) Fertilizer

Fertilizer, one of the key inputs in determining
the crop productivity, contributes on an average
30 to 50 percent towards crop’s yield. Share of

fertilizer in cost of production of major crops in
Pakistan is 10 to 15 percent. Urea and
Diammonium Phosphate (DAP) are the major
fertilizers used in Pakistan.

Overall domestic production of fertilizers during
FY2023 (July-March) decreased by 8.3 percent
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over the same period of FY2022.In addition, the
import of fertilizer also decreased by 26.2
percent, therefore, total availability of fertilizer
decreased by 11.2 percent during FY2023 (July-
March). Total offtake of fertilizer nutrient
witnessed decrease by 15 percent. Reduction in
fertilizers offtake is due to high prices of
Phosphatic and  Potash  fertilizers in
international/domestic market and flood 2022.
Punjab’s share in urea offtake is 67.7 percent,
followed by Sindh (24.4 percent), KP (4.4
percent) and Balochistan (3.5 percent). Subsidy
in the form of cheap natural gas and budgeted
subsidy was given on RLNG for two urea plants
and imported urea by the government during
FY2023.

Total availability of urea during Kharif 2022 was
about 3,460 thousand tonnes, comprising of 200
thousand tonnes of opening inventory, 3,158
thousand tonnes of domestic production and 103
thousand of imported supply (Table 2.7). Total
urea offtake was about 3,137 thousand tonnes,
leaving inventory of 294 thousand tonnes for
Rabi 2022-23. Availability of DAP was 912

thousand tonnes, comprising of 276 thousand
tonnes of opening inventory, 451 thousand
tonnes of local production and 185 thousand
tonnes of imported supplies. DAP offtake was
490 thousand tonnes leaving an inventory of 460
thousand tonnes for the upcoming Rabi 2022-23.

Rabi 2022-23 started with an opening inventory
of 294 thousand tonnes of urea (Table 2.7).
Domestic production during Rabi 2022-23 was
estimated around 2,928 thousand tonnes and 298
thousand tonnes of imports. Thus, total
availability is around 3,520 thousand tonnes.
Offtake is estimated around 3,470 thousand
tonnes, leaving a closing balance of 67 thousand
tonnes for upcoming Kharif 2023. DAP
availability during Rabi 2022-23 is estimated
about 988 thousand tonnes, which includes 460
thousand tonnes of opening inventory, domestic
production of 226 thousand tonnes and 302
thousand tonnes of imported supplies. Offtake of
DAP during Rabi season 2022-23 is about 702
thousand tonnes, leaving a balance of 284
thousand tonnes for next season.

Table 2.7: Fertilizer Supply Demand Situation (000 Tonnes)
- Kharif (Apr-Sep) 2022 Rabi (Oct-Mar) 2022-23

Description Urea DAP Urea DAP

Opening Stock 200 276 294 460
Imported Supplies 103 185 298 302
Domestic Production 3,158 451 2,928 226
Total Availability 3,460 912 3,520 988
Offtake/Demand 3,137 490 3,470 702
Write on/off -29 38 17 -1.7
Closing Stock 294 460 67 284

Source: National Fertilizer Development Centre

ii) Improved Seed

Seed is the primary input for the agriculture
sector and plays an important role in increasing
agricultural productivity and therefore in food
security and poverty alleviation. Certified seed is
the starting point for a successful harvest as well
as an important risk management tool. The
production of certified seed is carefully
controlled from the beginning under a quality
assurance and regulation system. Seed
certification is a legally approved system for
quality control of seed multiplication and
production. Worldwide, it is reckoned that most

countries have focused on the use of certified
seed to increase its profitable agricultural
productivity — with  the application  of
internationally acceptable quality parameters.

Achievements in the Seed Sector
1. International Collaboration

In order to develop seed sector in Pakistan,
Federal Seed Certification & Research
Department (FSC&RD) International
Cooperation section was in the process of
deliberations through different cooperation
proposals with the following countries and
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international organizations; Russia, ECO, China,
EU, Germany, USA, FAO, Turkey, France, Iran
and Norway.

2. Distinctness, Uniformity and Stability
(DUS) Examination

A total of about 231 new candidate lines of
Vegetables, Pulses, Fruits, Paddy, Maize,
Oilseed, Flower, Fodder, Wheat and Cotton have
been examined for DUS trials during the period
under review. DUS examination is under
progress.

3. Track and Traceability of Certified Seed

FSC&RD, in collaboration with provincial
agriculture extension departments, has started

track and traceability of certified seed so that the
impact of these interventions could be calculated
at farmer level. The traceability data revealed
that total wheat seed availability was 511,378
MT before processing stage, out of which
companies processed 462,048 MT and certified
seed tags (6,359,482) were issued for 319,937
MT after testing by FSC&RD. A total of 319,937
MT of certified seed of rust tolerant varieties was
supplied by the seed dealers. Certified seed was
sold to farmers, i.e., 69 percent of total seed
availability (40 percent) of total seed
requirement (1,142,375 MT). The area, seed
requirement and seed availability during
FY2023 (July-March), are given in Table 2.8.

Table 2.8: Area, Seed Requirement and Seed Availability

(Metric Tonnes)

Crop Sowing Total Seed Seed Availability*
Area Requirement Public Private Imported Total
(000 Hectare)

Wheat 8,923 1,101,991 49,330 462,049 0 511,379
Cotton 2,077 41,048 386 25,601 0 25,986
Paddy 3,070 45,618 1,940 45,641 4,448 52,029
Maize 1,337 33,012 9 7,141 17,521 24,676
Pulses 1,185 42,674 681 6,017 0 6,699
Oilseeds 830 4,100 9 1,305 367 1,681
Vegetables 280 8,400 13.3 89 2,160 2,262
Fodders 2,038 61,140 0.5 12,068 16,304 28,372
Potato 166 415,000 0 0 2,807 2,807
Total 19,905 1,752,983 52,369 559,916 43,606 655,891

* . The seed availability figures are given provisionally i.e. on the basis of seed sampling and testing uptill

now final figure will be available till May,2023

**. Wheat seed testing data is provisional (on the basis of before processing of seed testing). After processing,
expected losses are 10 percent and rejection factor of seed lots is around 3 percent. Number of tags issued to
any company depends on after processing on after processing seed quantity and market driven demand of seed

Source: Federal Seed Certification & Registration Department, M/o NFS&R

iii) Farm Mechanization

Farm mechanization is an important element to
accelerate growth in agriculture sector. The
federal government continued the relief allowed
on supply of imported farm machinery and
equipment through budget FY2023.GST on
tractors has been withdrawn and custom duty on
agricultural machinery and equipment has been
exempted to promote and encourage mechanized
farming in the country.

The domestic tractor industry has played a
pivotal role in fulfilling the requirements of
farming community. The number of operational
tractors in the country is around 692,626
resulting in availability of around 0.9
horsepower (HP) per acre against the required
power of 1.4 HP per acre. During 2022-23 (July-
March), total tractor production stood at 22,626
compared to 41,872 produced over same period
last year, showing decrease of 46 percent (Table
2.9).
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Table 2.9: Prices, Production and Sales of Locally Manufactured Tractors FY2023 (Jul-Mar)

Tractor Pr tion |
Tractors Model-(HP) PricaeC(ORs) (Un?SsL/J(I:\IO()s.) (Unistilelflos.)
Al-Ghazi Tractors Limited
480-S (55-HP) 1,772,500 2,481 2,156
480-S (Power Plus) 1,847,000 832 736
GHAZI (65-HP) 2,037,000 2,932 2,850
640 (75-HP) 2,651,800 1,553 1,549
Dabang (85-HP) 2,728,300 154 134
NH-70-56 (4*4) (85-HP) 3,564,700 29 33
Total 7,981 7,458
M/s Millat Tractors Limited
MF-240 (50 HP) 1,524,000 1,127 1,011
MF-350 Plus (50 HP) 1,770,000 2,140 1,545
MF-260 (60 HP) 1,756,000 268 638
MF-360 (60 HP) 1,856,000 1,638 1,503
MF-360 4WD (60 HP) 2,583,000 1,244 1,103
MF-375 (75 HP) 2,306,000 1,013 501
MF-375 4WD (75 HP) 2,387,000 1,572 2,203
MF-385 (85 HP) 2,989,000 2,500 2,602
MF-385 4WD (85 HP) 3,083,000 3,143 2,669
Total 14,645 13,775
Grand Total 22,626 21,233
No GST on tractors is levied in tractors by the government in Budget 2022-23
Source: Tractor Manufacturers, Federal Water Management Cell

iv) Irrigation

The monsoon season  (July-September)
2022witnessed above normal rainfall defying
some historical high records stood at 387.8 mm,
showing a drastic increase of 175.3 percent
against the normal average rainfall of 140.9 mm.
During  post-monsoon  season  (October-
December) 2022, rainfall recorded at 21.5 mm

against the normal average rainfall of 26.4 mm,
showing a decrease of 18.6 percent. However,
during winter season (January-March) 2023,
rainfall remained below at 63.8 mm against the
normal average rainfall of 74.1 mm, revealing a
decrease of 13.9 percent. Rainfall recorded
during the reference period is given in Table
2.10.

Table 2.10: Pakistan’s Rainfall* Recorded During 2022-23

(in Millimetres)

Monsoon Rainfall Post Monsoon Rainfall Winter Rainfall

(Jul-Sep) 2022 (Oct-Dec) 2022 (Jan-Mar) 2023
Normal** 140.9 26.4 74.1
Actual 387.8 21.5 63.8
Shortage (-)/excess (+) +246.9 -4.9 -10.3
% Shortage (-)/excess (+) +175.3 -18.6 -13.9

*: Area Weighted

**: Normal/Long Period Average of 1961-2010

Source: Pakistan Meteorological Department

Canal head withdrawals decreased by 34
percentduring Kharif 2022 to 43.27 MAF from
65.08 MAF during Kharif 2021.During Rabi

2022-23, it increased to 7 percent to 29.37 MAF
from 27.42 MAF during Rabi 2021-22. The
province-wise details are shown in Table 2.11.
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Table 2.11: Canal Head Withdrawals (Below Rim Stations)

(Million Acre Feet)

Province Kharif Kharif % Change Rabi Rabi % Change in
(Apr-Sep) | (Apr-Sep) | inKharif | (Oct-Mar) | (Oct-Mar) | Rabi 2022-23

2021 2022 2022 2021-22 2022-23 | Over 2021-22

Over 2021

Punjab 33.13 26.14 -21 14.65 15.96 9
Sindh 28.96 15.56 -46 11.08 12.31 11
Balochistan 1.94 0.80 -59 1.00 0.80 -20
Khyber Pakhtunkhwa 1.05 0.76 -27 0.70 0.32 -55
Total 65.08 43.27 -34 27.42 29.37 7

Source: Indus River System Authority

Water is essential to meet the food security
challenges and to feed the country's growing
population. Deforestation, reservoir
sedimentation, dwindling river supplies, rising
population and climate change impacts have put
Pakistan’s limited water resources under
immense stress. Extremely inefficient irrigation
techniques and practices like flood irrigation,
over-exploitation of groundwater, inadequate
storage capacity and surface water and
groundwater pollution have collectively led to
loss of quantity and quality of water. Inadequate
budget for the development of water resources is
another major issue for completion of ongoing
projects causing delay in accruing the proposed
benefits.

Storage of flood water and conservative and
efficient use of available water resources is
direly needed for sustainable irrigation, drinking
purpose and industrial growth. Strategy of
Integrated Water Resources Management
recognizes the need to introduce appropriate
policy measures, institutional reforms, and
knowledge-based interventions to make water
infrastructure and management system more
efficient and sustainable.

Main targets for 12 years (i.e., 2018-2030) under
National Water Policy (2018) are;

i. 33 percentreduction (i.e., 15.24 MAF) in the
46 MAF river flows lost in conveyance
through watercourses lining,

ii. Live storage capacity enhancement of 10
MAF,

iii. 30 percent increase in water use efficiency
through modern irrigation techniques. By

increasing 30 percent water use efficiency,
irrigation efficiency will be increased from
39 percent to 50.7 percent for increase in
future agriculture production and food
security.

iv. Refurbishment of irrigation infrastructure,
real-time monitoring of water distribution
for transparent water accounting and
development of unified authentic database to
have reliable water resources assessment.

According to the National Agriculture Policy of
Pakistan (2018), the potential area that can be
brought under cultivation in the country is
estimated to be around 13.78 million acres.

During FY2023, an amount of Rs 87.055 billion
(11.97 percent of total PSDP) was allocated for
76water sector development projects/studies
(including Mohmand Dam Rs 12.06 billion,
Diamer Basha Dam Rs 20 billion, Diamer Basha
Land Acquisition Rs 7 billion and Nai Gaj Dam
5.0 billion). Out of this, Rs 46.904 billion have
been Released/Sanctioned till 3 quarter against
which utilization is Rs 35.751 billion. It is
expected that entire water sector budget
allocation for the FY2023 will be utilized by the
end of June, 2023.

Key Achievements of July-March FY2023

= Despite the heavy floods in 2022,
construction activities remained in progress
on both mega projects of national
importance, that is, Diamer Basha Dam and
Mohmand Dam projects. Owing to the
dwindling water supplies in the country,
both the dams are backbone of the
agricultural economy of Pakistan. On
completion, these dams will greatly mitigate
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water shortages by additional storage of
7.076 MAF and power shortages by adding
5,300 MW in the national grid.

Kachhi Canal (Phase-1) with 102,000
Culturable Command Area (CCA) in
Balochistan remained operational. Around
57,000 Acres of this command area has been
developed by GoB, and the remaining will
be developed. However, command area of
remaining works has not yet been
developed.

Work on Kachhi Canal Phase-l (remaining
works) having additional 30,000 acres CCA
remained in full swing.

In order to supply irrigation water to
cultivatable land in KP and to utilize due
share of KP in WAA 1991, PC-I of Chashma
Right Bank Canal (Lift-cum-Gravity)
(CRBC) amounting Rs 189.606 billion was
approved by ECNEC on 07.10.2022. Project
aims to irrigate 286,100 Acres of land in KP.

To reduce the existing shortfall in the water
demand currently being faced by Quetta
City, revised PC-lI of Mangi Dam project
amounting Rs 13.248 billion was approved
by ECNEC on 06.07.2022. The proposed
Mangi Dam will enable a supply of 8.1 mgd
(15.1 cusecs) to Quetta City, Balochistan

Works on Kurram Tangi Dam Phase-I
(Kaitu Weir Diversion and allied works)
remained in progress in North Waziristan.

Approval of Sindh Water & Agriculture
Transformation Plan (SWAT) amounting to
Rs 70.446 billion by ECNEC on 06.12.2022.

Under Karachi Transformation Plan (Storm
Water Drain Projects), Restoration &
Revamping of Gujjar Nullah & Orangi
Nullah remained in progress.

Revised PC-I of Naulong Multipurpose Dam
Project (Jhal Magsi, Balochistan) amounting
to Rs 39.9 billion approved by ECNEC. Key
objectives of the project are to provide
irrigation water for Command Area
Development of 47,000 acres of land and to
produce 4.4 MW electricity

= Provision of Rain Water Harvesting in
Pakistan Building Code 2022 has been
initiated by Pakistan Engineering Council
with consultation of M/o PD&SI and other
line agencies.

Post-Flood 2022 Scenario

Because of high vulnerability to climate change,
Pakistan has experienced devastating calamity in
monsoon 2022 caused by heavy rainfall and
flash flooding that have severely affected one-
third of the country. Flood disaster caused more
thanl,700 causalities, nearly 8 million people
have reportedly been displaced and 33 million
people have been affected (PDNA, 2022).

Considering the emergency situation, besides
tireless efforts of rescue and relief activates
across the country, together with local, national,
and international partners, Government of
Pakistan with the support of international
humanitarian and financial agencies
immediately intimated rehabilitation,
reconstruction activities and taken policy
decisions to recover from the impacts of this
calamity. Some of the measures taken by
Government of Pakistan in Post- Flood 2022
scenario are illustrated as under:

= Honorable Prime Minister of Pakistan issued
directives for updation of National Flood
Protection Plan-IV (NFPP-1V) in line with
Flood 2022 scenario considering flood
protection measures against flash floods and
hill torrents. Accordingly, updation of
NFPP-IV has been initiated.

= Approval of Emergency Flood Assistance
Project, Sub Head Reconstruction &
Rehabilitation of Irrigation Infrastructure at
Balochistan amounting to Rs 12.5 hillion by
ECNEC on 06.12.2022.

= Approval of Post-Flood 2022
Reconstruction  Programme:  Resilience
Enhancement and Livelihood
Diversification in Balochistan (Umbrella
PC-1) amounting to Rs 88.0 billion by
ECNEC on 04.01.2023

= Approval of Sindh Flood Emergency
Rehabilitation Project (Irrigation
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Component) amounting to Rs 48.327 billion
by ECNEC on 06.12.2022.

= Approval of Reconstruction & .
Rehabilitation of Irrigation, Drainage

amounting to Rs 15.0 billion by ECNEC on
06.12.2022.

Physical progress of the major on-going
projects is givenTable 2.12.

System and flood protection works in KP

Table 2.12; Major Water Sector Projects under Implementation
Project Location App. cost Live Irrigated Area Status
(Rs million) | Storage
Diamer Basha KP & GB 479,686 6.40 1.23 Million Acres | ECNEC approved dam part of the
Dam MAF project on 14-11-2018 (out of Rs
(Dam Part only) 479 billion Rs 237 billion will be
federal grant, Rs 144 billion
commercial financing, Rs 98 billion
WAPDA equity).
Physical progress is 9 percent.
Mohmand Dam | Mohmand 114,285 0.676 16,737 Acres Phase-1 ECNEC approved on 30-
Hydropower District, KP (dam part) MAF 06-2018 at a total cost of Rs
Project cost 309.558 billion (dam part+ power
(800 MW) generation cost).
Physical progress is 20.4percent.
Kachhi Canal Balochistan 80,352 - 72,000 Acres Phase-I completed. Out of 102,000
(Phase-I) acres CCA about 57,000 acres
developed in Dera Bugti,
Balochistan. However, command
area of remaining works has not yet
been developed.
Physical progress is 99.87 percent.
Nai Gaj Dam Dadu, Sindh 46,980 160,000 28,800 Acres
(AcreFeet) (4.2 MW Physical Progress 42.78 percent.
Power Gen.)
KurramTangi KP 21,059 0.90 16,400 Acre
Dam (Phase- MAF (18.9 MW Physical Progress 64.7 percent
I,Kaitu Weir) Power Gen.)
Naulong Dam JhalMagsi, 39,900 0.20 47,000 Acres Updated 2"revised PC-1 approved
Balochistan MAF (4.4 MW by ECNEC on 07.10.2022.
Power Gen.) Physical Progress 1.75 percent.
Mangi Dam On Khost 13,248 29509.78 8.1 MGD Revised PC-1 approved on
Project river, Quetta (Acre 06.07.2022.
Balochistan Feet) Physical Progress 57.3 percent.
Hingol Dam Lasbela, 421.372 0.816 65,000 Acres Detailed Engg. Design is in
Balochistan (MAF) (1.37 MW progress. 16 percent progress
Power Gen.) achieved.
Murunj Dam Rajanpur, 349.956 0.60 120,000 Acres Feasibility study progress is 90
Punjab. (MAF) | (12 MW Power Gen.) percent.
Sindh Barrage Thatta, 327.528 1.80 - Feasibility study progress is 96
Sindh. (MAF) percent.
K-1V Greater Sindh 126,000 - 260 MGD
Water Supply (Water Supply) | Physical Progress 1.0 percent.
Scheme
Chashma Right | KP 189,606.428 - 286,100 Acres | ECNEC approved the PC-1 on
Bank Canal 07.10.2022
(CRBC) Lift-
cum-Gravity
Restoration & Sindh 14,854 - To mitigate urban | Physical Progress 80 percent.
Revamping of flooding in Financial Progress 85.79 percent
Gujjar Nullah as per revised approved PC-I
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Table 2.12: Major Water Sector Projects under Implementation
Project Location App. cost Live Irrigated Area Status

(Rs million) | Storage
Restoration & Sindh 15,007.25 - metropolitan city of Physical Progress 75 percent.
Revamping of Karachi Financial Progress 90.79 percent
Orangi Nullah - as per revised approved PC-I

Source: Ministry of Planning, Development & Special Initiatives

iv) Agricultural Credit

SBP has allocated the indicative agricultural
credit disbursement target of Rs 1,819 billion for
FY2023, which is 28.2 percent higher than last
year’s disbursement of Rs 1,419 billion.
Currently, 46 formal financial institutions are
providing agriculture loans to the farming
community, which include 5 major commercial
banks, 13 medium sized domestic private banks,
6 Islamic banks, 02 specialized banks (ZTBL &
PPCBL) and 11 microfinance banks besides 9
Microfinance Institutions/Rural Support
Programmes (MFIs/RSPs).

During FY2023 (July-March), the agriculture

lending financial institutions have disbursed Rs
1,222 billion, which is 67.2 percent of the overall
annual target and 27.5 percent higher than Rs
958.3 billion disbursed during the same period
last year. Further, the outstanding portfolio of
agricultural loans has increased by Rs 80.2
billion and reached Rs 712.9 billion at end
March 2023 compared to Rs 632.7 billion at end
March 2022, witnessing 12.7 percent growth. In
terms of outreach, the number of outstanding
borrowers has reached 3.04 million in March
2023. The comparative disbursements of
agriculture lending banks/institutions against
their annual indicative targets during FY2023
(July-March) are given in Table 2.13.

Table 2.13: Supply of Agriculture Credit by Institutions (Rs Billion)
FY2022 (July-March) FY2023 (July-March) %
Target . Target . Change
Banks FY2822 Disbursed AChO'EVEd FY2823 Disbursed Achieved over t%e
(%) (%) Period
5 Major CBs 900 525.7 58.4 966 666.7 69.0 26.8
ZTBL 105 47.0 44.8 124 47.1 38.0 0.2
PPCBL 13 4.8 36.9 13 6.2 47.7 29.1
DPBs (13) 327 196.1 60.0 350 259.6 74.2 32.4
IBs (6) 120 54.0 45.0 103 62.0 60.2 14.9
MFBs (11) 195 112.1 57.5 230 158.7 69.0 41.5
MFIs/RSPs 40 18.6 46.6 33 21.6 65.4 15.9
Total 1,700 958.3 56.4 1,819 1,221.9 67.2 27.5

Source: State Bank of Pakistan

Analysis of the sector-wise disbursement reveals
that out of the total disbursement of Rs 1,221.9
billion, the farm sector has received Rs 625.1
billion (51.2%) and Rs 596.8 billion (48.8%) has
been disbursed to non-farm sector during July-
March FY2023. However, the data of farm credit
by land holdings reveals that Rs 234.4 billion has
been disbursed to the subsistence farm size
which witnessed 37.5 percent growth during the
period. Moreover, Rs 83.1 billion has been
disbursed to economic farm size and Rs 307.7

billion to above economic farm size witnessing
a growth of 29.7 percent. Under non-farm sector,
agriculture lending institutions disbursed Rs
170.3 billion to small farms with positive growth
mainly due to credit off take in non-farm sector
activities, especially in livestock/dairy and meat
sector. Moreover, Rs 426.6 billion has been
disbursed to large farms showing a growth of
19.8 percent during July-March FY2023.The
sector-wise comparative details of credit
disbursements are given in Table 2.14.
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Table 2.14: Credit Disbursement to Farm & Non-Farm Sectors (Rs Billion)
Sector FY2022 (July-March) FY2023 (July-March) | % Growth
(I_and Holding/Farm size) Disbursement % Share in Disbursement % Share over the
Total in Total Period
A | Farm Sector 474.0 495 625.1 51.2 31.9
1 | Subsistence Holding* 170.5 17.8 2344 19.2 375
2 | Economic Holding? 66.2 6.9 83.1 6.8 255
3 | Above Economic Holding® 237.3 24.8 307.7 25.2 29.7
B | Non-Farm Sector 484.3 50.5 596.8 48.8 23.2
1 | Small Farms 128.2 134 170.3 13.9 32.8
2 | Large Farms 356.0 37.2 426.6 34.9 19.8
Total (A+B) 958.3 100.0 1,221.9 100.0 27.5

Source: State Bank of Pakistan

In terms of sectoral and purpose-wise
performance of agriculture credit, the production
loans of farm sector increased by 35.3 percent,

meat sector witnessed 20.2 percent growth and
poultry sector recorded 25.5 percent growth
during the period under review. The sector-

whereas development loans declined by 13.8 wise/purpose-wise agricultural credit
percent during July-March FY2023. Further, disbursements are shown in Table 2.15:
under non-farm sector, the livestock/dairy and
Table 2.15: Credit Disbursements by Sector and Purpose (Rs Billion)
Sector& Purpose FY2022 (July-March) FY2023 (July-March) %
Amount % Share Amount % Share Growth
Disbursed within Disbursed within over the
Sector Sector Period
A | Farm Sector 474.0 49.5 625.1 51.2 31.9
1 | Production Loans 441.3 93.1 596.9 95.5 35.3
2 | Development Loans 32.7 6.9 28.2 4.5 -13.8
B | Non-Farm Sector 484.3 50.5 596.8 48.8 23.2
1 | Livestock/Dairy & Meat 269.7 55.7 324.1 54.3 20.2
2 | Poultry 168.9 34.9 212.0 35.5 25.5
3 | Fisheries 9.6 2.0 13.1 2.2 36.9
4 | Forestry - - 0.008 0.001 -
5 | Others 36.1 7.5 475 8.0 31.7
Total (A+B) 958.3 100 1,221.9 100 275

Source: State Bank of Pakistan

SBP’s Initiatives for the Promotion of
Agriculture Financing

For promotion of agricultural financing, some of
the major initiatives taken by SBP in
collaboration with federal and provincial
governments are as under:

A. PM’s Kissan Package 2022: To facilitate
farmers and revive the economic activities in
flood affected areas, SBP is implementing
various  agricultural  financing related

components of PM’s Kissan Package-2022
as given in Box-1l. Besides above dedicated
schemes for agriculture, agro-based SMEs
have also been allowed to avail financing
under SBP’s ongoing scheme for SME
Modernization, in line with PM’s Kissan
Package-2022.

B. Adoption of Agriculture Credit Scoring
Model for Banks’ Performance: SBP has
introduced a scoring model to monitor
agriculture credit performance of banks and

! Landholding in acres (Punjab and KP up to 12.5, Sindh up to 16.0 and Balochistan up to 32.0)
2 Landholding in acres (Punjab and KP 12.5-50.0, Sindh 16.0-64.0 and Balochistan 32.0-64.0)
8 Landholding in acres (Punjab and KP above 50.0, Sindh and Balochistan above 64.0)
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to promote fairness and transparency in
gauging the individual performances of
agriculture lending banks. The scoring
model uses multi-dimensional criteria based
on various indicators to reflect the numerical
value of each bank’s performance on
agriculture credit. The objective of scoring
model is to increase banks’ focus on key
areas that must be catered for enhancing
agriculture financing in the country.

Introduction of Champion Bank Concept

for Underserved Areas: To address the
challenge of increasing agriculture credit
outreach in underserved areas, SBP has
introduced the concept of
provincial/regional Champion Banks in
underserved areas. In this regard, SBP has
nominated six banks as Champion Banks.
These banks spearhead the efforts in their
respective assigned underserved
areas/regions from Southern Punjab, Sindh,
KP, Balochistan, AJK and GB to enhance
the flow of credit and bring more borrowers
into the fold of formal credit network. To
implement this model, six Regional
Agricultural ~ Coordination  Committees
(RACCs) have been established under the
Champion Banks and the committees consist
of members from banks, provincial
governments, agriculture chambers and
other stakeholders, etc. Accordingly, the
guarterly RACC meetings were regularly
conducted in respective underserved regions
wherein the decisions/activities for the
promotion of agriculture sector are being
undergone successfully.

. Implementation of Risk Mitigation and
Incentive Schemes

Crop Loan Insurance Scheme (CLIS) &
Livestock  Insurance  Scheme  for
Borrowers (LISB): Under CLIS and LISB,
GoP bears insurance premium for small
farmers availing agriculture credit from
banks for cropping or livestock purposes.
During the period from July 2008 to June
2022, banks have submitted premium claims
of Rs 10.6 bhillion against 6.9 million
beneficiaries. Insurance premium for small
livestock farmers, availing bank financing,
continues to benefit farmers as premium

claims of Rs 3.09 billion against 0.91 million
beneficiaries have been received during
period July 2014-June 2022.

Credit Guarantee Scheme for Small &
Marginalized Farmers (CGSMF): With
the support from federal government, SBP
has been offering CGSMF since 2016. This
scheme can be availed by banks for
providing loans to small farmers, with
default protection of up to 50 percent. The
scheme has been recently merged into
Interest Free Loans & Risk Sharing Scheme
for Landless Farmers (IF&RSLF) for 6
months to facilitate revival of flood affected
small farmers. Since inception of the
scheme, more than 150,000 farmers have
benefitted from the scheme against Rs 1.1
billion funds released by the federal
government. However, more funds have
been committed by the GoP under IF&RSLF
to carry-out the scheme in flood affected
areas.

Implementation of Electronic Warehouse
Receipt Financing (EWRF) uptake
strategy: EWRF is a form of credit,
extended by banks to farmers, traders and
processors against commodities/agricultural
produce stored in accredited warehouses. In
order to allow banks to start EWRF in line
with  SECP’s Collateral Management
Company (CMC) Regulations 2019, SBP
issued necessary amendments in its
Prudential Regulations while allowing
EWRs as acceptable collateral for bank
financing. Further, to sensitize banking
industry and kick start EWRF in Pakistan,
SBP formally rolled-out EWRF Uptake
Action Plan in February 2022 wherein 25
banks signed the System Usage Agreements
(SUA) with CMC. EWRF is initially started
for maize and rice crops in four districts of
Punjab, that is, Okara, Sheikhupura,
Hafizabad and Kasur. In this regard,
financing targets on pilot scale have been
assigned to banks for FY2022 and FY2023.

1. Forestry

According to the latest findings of National

Forest Reference Emissions Level (FREL), the

forest covered area in the country is 4.786
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million hectares, which is 5.45 percent of the
total area. Within the forest cover area, dry
temperate forests hold the largest share (36
percent), followed by sub-tropical broadleaved
shrub (19 percent), moist temperate (15 percent),
Chir Pine (13 percent), Riverine (4 percent),
irrigated plantation (4 percent), thorn (3
percent), mangrove (3 percent) and subalpine
forests (2 percent). The rapid growth in
population and dependence on the natural
resources posed negative impact on forestation
and rendered the country one of the most
vulnerable to climate change effects. As a result,
natural resources are under tremendous pressure
owing to change of land use and habitat
destruction and consumption of fuel wood and
timber extraction. Such pressures have rendered
most of the forests of poor and medium density
in need of drastic restocking on war footing.

IV. Livestock and Poultry
a) Livestock

The livestock sector has emerged as the largest
contributor to agriculture, accounting for
approximately 62.68 percent of the agriculture
value added and 14.36 percent of the national
GDP during FY2023. Animal husbandry is a
critical economic activity for rural dwellers in
Pakistan, with over 8 million rural families
engaged in livestock production and deriving
from 35 to 40 percent of their income from this
sector.

The gross value addition of livestock has
increased to Rs 5,593 billion in FY2023 from Rs
5,390 billion in FY2022, indicating a growth of
3.8 percent. Additionally, the net foreign
exchange earnings of the livestock sector
contribute around 2.1 percent of the total exports
in the country.

The government has recognized the potential of

this sector for economic growth, food security,
and poverty alleviation in the country, and has
accordingly focused on its development. The
overall strategy for livestock development
revolves around promoting "private sector-led
development with public sector providing
enabling environment through various policy
interventions". Regulatory measures have been
implemented to enhance per unit animal
productivity by improving veterinary health
coverage, husbandry practices, animal breeding
practices, artificial insemination services, use of
balanced ration for animal feeding, and
controlling livestock diseases of trade and
economic importance, such as Foot & Mouth
Disease (FMDE), Peste des petits ruminants
(PPR), and Avian Influenza.

To address investment-related issues in the
value-added livestock export sector, the
government is developing export meat
processing zones and disease-free zones for
FMD, PPR, HPAI, among others. The
government is also establishing the modern
slaughterhouses based on the industry's
requirements. To boost livestock sector,
financial sector provides various schemes for a
limited period.

The focus of the present government is on breed
improvement for enhanced productivity,
establishing a nucleus herd, identifying breeds
that are well adapted to various agro-ecological
zones of Pakistan, and importing high-yielding
exotic dairy, beef, mutton breeds, and genetic
materials. By implementing these measures, the
government aims to stimulate growth in the
livestock  sector, generate  employment
opportunities, and contribute to the overall
economic growth and food security of the
country. The national herd population of
livestock for the last three years is given in Table
2.16.

Table 2.16: Estimated Livestock Population

(Million Numbers.)

Species 2020-211 2021-22¢ 2022-23!

Cattle 51.5 53.4 55.5
Buffalo 42.4 43.7 45.0
Sheep 31.6 31.9 32.3
Goat 80.3 82.5 84.7
Camels 1.1 1.1 1.1
Horses 0.4 0.4 0.4
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Table 2.16: Estimated Livestock Population

(Million Numbers.)

Species 2020-211 2021-22* 2022-23*
Asses 5.6 5.7 5.8
Mules 0.2 0.2 0.2
1; Estimated figure based on inter census growth rate of Livestock Census 1996 & 2006
Source: Ministry of National Food Security & Research

The position of milk and meat production for the last three years is given in Table 2.17.
Table 2.17: Estimated Milk and Meat Production (000 Tonnes)
Species 2020-211 2021-22* 2022-23*
Milk (Gross Production) 63,684 65,745 67,873
Cow 23,357 24,238 25,151
Buffalo 38,363 39,503 40,678
Sheep? 41 42 42
Goat 991 1,018 1,046
Camel? 932 944 956
Milk (Human Consumption)3 51,340 52,996 54,707
Cow 18,686 19,390 20,121
Buffalo 30,691 31,603 32,542
Sheep 41 42 42
Goat 991 1,018 1,046
Camel 932 944 956
Meat* 4,955 5,219 5,504
Beef 2,380 2,461 2,544
Mutton 765 782 799
Poultry meat 1,809 1,977 2,160

1:

The figures for milk and meat production for the indicated years are calculated by applying milk production parameters to the

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

Source: Ministry of National Food Security & Research

The estimated production of other livestock products for the last three years is given in Table 2.18.

Table 2.18: Estimated Livestock Products Production

Products Units 2020-21% 2021-221 2022-23%

Eggs Million Nos. 21,285 22,512 23,819
Hides 000 Nos. 18,751 19,384 20,039
Cattle 000 Nos. 9,759 10,127 10,509
Buffalo 000 Nos. 8,878 9,142 9,414
Camels 000 Nos. 114 115 117
Skins 000 Nos. 60,837 62,250 63,697
Sheep Skin 000 Nos. 11,947 12,088 12,231
Goat Skin 000 Nos. 30,946 31,784 32,645
Fancy Skin 000 Nos. 17,945 18,377 18,821
Lamb Skin 000 Nos. 3,548 3,590 3,633
Kid Skin 000 Nos. 14,397 14,787 15,188
Wool 000 Tonnes 47.9 48.4 49.0
Hair 000 Tonnes 30.2 31.0 31.8
Edible Offal’s 000 Tonnes 452 465 478
Blood 000 Tonnes 75.0 77.0 79.0
Casings 000 Nos. 61,461 62,888 64,351
Guts 000 Nos. 19,929 20,599 21,292
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Table 2.18: Estimated Livestock Products Production

Products Units 2020-21% 2021-221 2022-23!

Horns & Hooves 000 Tonnes 66.2 68.2 70.2
Bones 000 Tonnes 990.3 1,020.7 1,052.0
Fats 000 Tonnes 313.6 322.9 332.5
Dung 000 Tonnes 1,405 1,448 1,493
Urine 000 Tonnes 425 437 450
Head & Trotters 000 Tonnes 282.4 290.4 298.7
Ducks, Drakes & Ducklings Million Nos. 0.37 0.35 0.34

1: The figures for livestock product for the indicated years were calculated by applying production parameters to the projected

population of respective years.

Source: Ministry of National Food Security & Research

b) Poultry
The poultry sector is a critical component of the
livestock industry, providing employment

opportunities to over 1.5 million people in
Pakistan. With a substantial investment of more
than Rs 1,056 billion, this industry has
experienced impressive growth, averaging a
remarkable 7.3 percent annual growth rate over
the past decade. This expansion has led to
Pakistan becoming the eleventh largest poultry
producer in the world, with vast potential for
future growth and advancement.

To further strengthen and develop this industry,
the poultry development strategy focuses on key
areas such as disease control, utilizing cutting-
edge technology for poultry production in
controlled environments, processing and value
addition, improving poultry husbandry practices,
and expanding product diversification. To
achieve these goals, the GoP has implemented
farmer-friendly policies and interventions to
support both rural and commercial poultry
production. The estimated production of
commercial and rural poultry products for the
last three years is shown in Table 2.19.

Table 2.19: Estimated Domestic/Rural & Commercial Poultry

Type Units 2020-211 2021-22% 2022-231
Domestic Poultry Million Nos. 91.22 92.62 94.04
Cocks Million Nos. 12.85 13.20 13.55
Hens Million Nos. 44,72 45.52 46.34
Chicken Million Nos. 33.65 33.90 34.15
Eggs? Million Nos. 4472 4,552 4,634
Meat 000 Tonnes 127.22 129.76 132.36
Duck, Drake & Duckling Million Nos. 0.37 0.35 0.34
Eggs? Million Nos. 16.47 15.78 15.12
Meat 000 Tonnes 0.50 0.48 0.46
Commercial Poultry Million Nos. 1,486.09 1,632.06 1,792.46
Layers Million Nos. 64.01 68.49 73.28
Broilers Million Nos. 1,407.73 1,548.51 1,703.36
Breeding Stock Million Nos. 14.34 15.06 15.81
Day Old Chicks Million Nos. 1,470.38 1,617.41 1,779.16
Eggs® Million Nos. 16,797 17,944 19,170
Meat 000 Tonnes 1,681.64 1,846.48 2,027.57
Total Poultry

Day Old Chicks Million Nos. 1,504 1,651 1,813
Poultry Birds Million Nos. 1,578 1,725 1,887
Eggs Million Nos. 21,285 22,512 23,819
Poultry Meat 000 Tonnes 1,809 1,977 2,160

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

Source: Ministry of National Food Security & Research




Agriculture

Impact of Floods July-August 2022 on
Livestock Sector

The floods that occurred from July-August 2022
in Pakistan, as a result of heavy rainfall, have had
a devastating impact on the livestock sector.
According to NDMA updates dated 18-11-2022,
estimated 1,164,270  livestock  perished
(Balochistan: 500,000 (42.9%), Sindh: 436,435
(37.5%) and Punjab: 205,106 (17.6%), KP:
21,328 (1.8%), AJK: 792 (0.1%) and GB 609
(0.1%) have perished because of the floods. The
highest number of animal deaths occurred in
Balochistan, followed by Sindh, Punjab, KP,
while AJK and GB had comparatively fewer
losses of animals and poultry birds.

Impact of Lumpy Skin Disease (LSD) on
Livestock Sector

LSD is a vector borne viral disease of cattle and
buffalo, emerged in Pakistan in November 2021
and has since spread throughout all four
provinces, including GB and AJK. The disease
is characterized by the appearance of nodules or
lumps on the skin of affected animals, which can
range in size from a few millimeters to several
centimeters. The disease is transmitted by insect
vectors, such as biting flies or mosquitoes, as
well as through direct contact between infected
and susceptible animals. The primary reason
behind the spread of the disease in Pakistan was
the mass movement of sacrificial animals during
Eid-ul-Azha. Around 221,339 cases have been
reported in Pakistan, but the actual number is
likely higher due to the absence of a real-time

disease surveillance system.

Although the mortality rate is currently less than
1 percent but has caused significant economic
losses in terms of reduced milk and meat
production, abortions, infertility, damage to
hides of affected cattle, trade restrictions on
animal products, loss of livelihoods for farmers,
and distortion in the milk and meat value chain.
Exotic breeds have been found to be more
susceptible to the disease than local breeds, and
a limited survey in the in districts of Rahim Yar
Khan and Chakwal found that milk production
was reduced by 72 to 73 percent for at least 60
days post-disease onset. The estimated economic
loss, if the disease remains uncontrolled, is Rs
80.4 billion based on the total susceptible cattle
population of 53.4 million in the country.

There is currently no specific treatment for
lumpy skin disease, and prevention efforts focus
on vaccination and vector control measures.
Vaccination has been shown to be effective in
reducing the incidence and severity of the
disease and can help to limit its spread.

Table 2.20 provides summary statistics of LSD
cases reported in Pakistan by respective
provincial livestock departments. Punjab has the
lowest morbidity rate of 0.239 percent, while
AJK has the highest morbidity rate of 1.165
percent. KP has the highest mortality rate of
0.0532 percent. The total number of cases in
Pakistan is 221,399, with 38,092 animal deaths
and a mortality rate of 0.0917 percent.

Table 2.20: Summary Statistics of LSD Cases in Pakistan (Numbers)
Province Cattle Total Animals | Animals | Animals | Mortality | Morbidity
/Administrative | population | Cases | Recovered Died Vaccinated | Rate (%) | Rate (%)
Unit
Punjab 14,635,446| 35,046 26,509 1,242| 2,261,178/ 0.0085 0.239
Sindh 11,392,469| 53,668 53,097 571| 3,711,538 0.0050 0.471
KP 8,837,227| 92,357 52,002 34,818/ 1,262,797| 0.0532 0.844
Balochistan 6,140,540 22,225 12,520 469 89,586 0.0076 0.362
GB - - - - - - -
AJK 545,239 18,103 15,874 992 127,501| 0.0653 1.165
Pakistan 41,550,921 221,399 160,002| 38,092| 7,452,600, 0.0917 0.533

-:no data is provided / available
Source: Ministry of National Food Security & Research
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Ongoing Projects

The federal government has launched following
programmes under the Prime Minister's National
Agriculture Emergency Programme:

Prime Minister Initiative for Backyard
Poultry Project: This project aims to distribute
five million high-laying backyard birds to the
public across the country over a period of four
years, at subsidized rates. These birds have
already been pre-vaccinated, making them a
low-maintenance and sustainable source of
animal protein, which can help combat
undernourishment in the population.

The total cost of the project is Rs 1.6 billion, with
30 percent of the funding being contributed
jointly by the federal and provincial
governments. The remaining cost will be borne
by the beneficiaries. Since its launch in July
2019, the project has distributed 3,257,205
backyard poultry birds to 454,293 beneficiaries
across the country.

Prime Minister Initiative for Save the Calf
Project: This project aims to save 380,000 male
calves from early slaughter over a period of four
years by providing financial incentives of Rs
6,500 per calf to farmers. In addition to reducing
mortality rates through improved nutrition and
husbandry practices, this intervention also
provides stock for feedlot fattening, which
enhances productivity and results in higher
quality beef, leading to increased profits for
farmers and reduced rural poverty.

The total cost of the project is Rs 3.4 billion, with
the federal government contributing 20 percent
of the total cost and the remaining funding being
shared by provincial governments. Since its
launch in July 2019, the project has saved
201,286 calves through financial and technical
support to 106,593 farmers across the country. In
addition, 69,413 farmers have received training
on improved husbandry practices and the calf-
rearing business model.

Prime Minister Initiative for Calf Feedlot
Fattening in Pakistan: Under this project

Rs 4,000 for each calf in the country, while in
Balochistan a cash incentive of Rs 1500 is given
for each fattened sheep/goat. This intervention
promotes feedlot fattening as a viable business
in the country, ultimately leading to economic
growth and poverty reduction. The total cost of
the project is Rs 2.4 billion. Since its launch in
July 2019, the project has provided financial and
technical support to 54,817 farmers across the
country, resulting in the fattening of 235,667
calves. In Balochistan, 310,000 kid/lambs have
been fattened for mutton production. In addition,
47,059 farmers have been trained on improved
husbandry practices and the feedlot fattening
business model.

V. Fisheries

Fisheries as a sub-sector of agriculture plays
significant role in the economy and towards food
security of the country as it reduces pressure on
demand for mutton, beef, and poultry. During
FY2023 (July-March), total fish production
remained at 700 thousand MT (marine: 475
thousand MT and inland: 225 thousand MT)
showing an increase of 0.6 percent compared to
same period of last year’s fish production of 696
thousand MT (marine: 468 thousand MT and
inland: 228 thousand MT).

Pakistan’s major fish & fish preparations buyers
are China, Thailand, Malaysia, Middle East, Sri
Lanka, and Japan etc. During FY2023 (July-
March), a total of 151.030 thousand MT (US$
355 million) of fish & fish preparations were
exported compared to 116.333 thousand MT
(US$ 309 million) during same period last year
showing an increase of 29.8 percent in quantity
and 14.8 percent in value terms. Since
resumption of exports to the EU countries,
different consignments of finfish and shellfish
have been sent by 03 companies to the EU,
which successfully cleared after 100 percent
laboratory analysis at EU borders. Further, a
number of initiatives are being taken by federal
and provincial fisheries departments which
include, inter alia, strengthening of extension
services. Export of seafood to EU countries is
given in Table 2.21:
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Table 2.21: Export of Seafood to EU Countries FY2023 (July-March)

. Fish Squids Shrimp Crabs Total
Commodity/ . . . Value . . Value
Country Quantity Value Quantity Value Quantity USss Quantity Value Quantity US$

(MT) US$ (000) (MT) US$ (000) (MT) (000) (MT) US$ (000) (MT) (000)
Belgium 410 1,036 - - 1,235 5,440 - - 1,645 6,476
Netherlands 99 369 - - 56 236 - - 155 605
Spain - - 112 296 - - - - 112 296
UK 736 2,632 - - 269 519 8 46 1,013 3,197
Total 1,245 4,037 112 296 1,560 6,195 8 46 2,925 | 10,574

Source: Marine Fisheries Department

Outlook:

To overcome flood losses during 2022 and uplift
the agriculture sector, the government has taken
various above narrated measures which would
have positive impact on the sector. The better
crop productivity is expected for upcoming

years, due to various incentives for the farmers
and the sector. The increase in agriculture
productivity would directly be contributed to the
GDP and indirectly have long lasting effect on
the overall economy of the country by enhancing
the income of the common peasants.
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Chapter 3

MANUFACTURING AND MINING

Manufacturing holds a dominant position within
Pakistan's industrial sector, contributing 12.01
percent to the country’s GDP. Pakistan’s
national accounts divides manufacturing sector
into three main categories: Large Scale
Manufacturing (LSM), Small Scale
Manufacturing (SSM), and Slaughtering. LSM
is comprised of businesses with ten or more
employees and accounts for 78.4 percent of the
Quantum Index of Manufacturing (QIM), which
measures LSM performance. The QIM is
derived from the Census of Manufacturing
Industries conducted in 2015-16. SSM
information is based on a survey conducted in
2015 and covers both industrial and household
units engaged in manufacturing with fewer than
ten employees. Slaughtering sector performance
is calculated using a method that measures the
value added of the sector’s output. The mining
and quarrying sector contributes around 1.6
percent of GDP and includes activities related to
the extraction of natural resources and
construction materials.

3.1 Performance of Large-Scale
Manufacturing

The global economy was recovering well until
the Russia-Ukraine conflict began in February
2022, which has disrupted the restoration of
global supply chains that were earlier impeded
by lockdowns and limited trade traffic. The
conflict caused the prices of essential
commodities to rise sharply, strengthening
inflationary pressures triggered by the global
economic recovery backed by massive fiscal and
monetary policies in 2020. The central banks
initially overlooked these pressures but
eventually realized the need for a robust
monetary policy response. This response being
crucial in nature as in one side, it drove capital
to the US markets, leading to the US dollar
appreciating and widening current account

deficits in net importing economies. On the other
end, it dampened the overall economic activities.

Pakistan being among the frontier economies
suffered the most, because with weak global
demand, the country faced a triple whammy of
higher inflation, currency depreciation, and
widened current account deficit in the start of
FY2023. These factors left the government with
limited room for maneuver on account of tight
financial conditions while aiming for fiscal
discipline. Complicating matters further, the
flash flood further exacerbated the existing
challenges and resulted in supply disruptions and
significant losses of crucial crops. The year was
marked by tumultuous events and challenges,
making it a turbulent year for Pakistan.

The proliferation of risks, including global
economic slowdown and flood damages,
coupled with the SBP’s restrictive policies to
correct the balance of payments and control
inflation, such as high interest rates, import
restrictions, and closure of LCs, have created
headwinds for business and consumer
confidence, as well as investment. Thus, the
industry of Pakistan weighed down by various
domestic and external factors leading to
slowdown in its performance in FY2023. (Fig-
3.1).

Fig-3.1: LSM Growth (%) July-March
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During July-March FY2023, the growth
performance of LSM was in the negative
territory, at 8.11 percent against the growth of
10.61 percent in the corresponding period last
year. During the period, 4 sectors witnessed
positive growth which includes, Wearing
apparel, Leather Products, Furniture, and others

(Football). The main contributors towards
overall negative growth of 8.11 percent are,
Food (-1.62), Tobacco (-0.57), Textile (-3.16),
Garments (2.94), Petroleum Products (-0.68),
Cement (-0.85), Pharmaceuticals (-1.30), and
Automobiles (-1.85).
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On year-on-year (Y-0-Y) basis, the growth of
LSM contracted by 24.99 percent in March 2023
against 26.29 percent growth in the same month
last year (Fig. 3.2). While, on Month-on-Month
(M-0-M) basis, the growth of LSM declined by
9.09 percent in March 2023 as compared to

growth of 0.06 percent in February 2023.

3.2 Group-wise Analysis of LSM

Group-wise growth of LSM during July-March
FY2023 is given in Table 3.1.

Table 3.1: Group wise growth of LSM

. % Change (Jul-Mar)

S# | Groups Weights 200122 2002-23
1 Food 10.69 11.21 -8.71
2 Beverages 3.84 0.54 -3.39
3 | Tobacco 2.07 16.69 -23.78
4 | Textile 18.16 3.23 -16.03
5 | Wearing Apparel 6.08 33.92 31.68
6 Leather Products 1.23 2.16 2.47
7 | Wood Products 0.18 151.85 -66.22
8 | Paper & Board 1.63 17.00 -5.42
9 Coke & Petroleum Products 6.66 1.82 -10.24
10 | Chemicals 6.48 8.02 -6.29

Chemicals Products 2.55 15.86 -1.49

Fertilizers 3.93 3.29 -9.54
11 | Pharmaceuticals 5.15 -0.42 -23.20
12 | Rubber Products 0.24 -20.57 -8.08
13 | Non-Metallic Mineral Products 5.01 1.08 -10.75
14 | Iron & Steel Products 3.45 16.55 -4.02
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Table 3.1: Group wise growth of LSM

. % Change (Jul-Mar)

S# | Groups Weights 200122 2002-23

15 | Fabricated Metal 0.42 -6.56 -13.83
16 | Computer, electronics and Optical products 0.03 0.77 -26.52
17 | Electrical Equipment 2.05 -0.84 -11.15
18 | Machinery and Equipment 0.39 13.51 -46.01
19 | Automobiles 3.10 53.77 -42.48
20 | Other transport Equipment 0.69 -10.81 -38.91
21 | Furniture 0.51 282.11 48.26
22 | Other Manufacturing (Football) 0.32 38.43 34.82

Source: Pakistan Bureau of Statistics

It can be seen from the table 3.1 that textile
sector witnessed a dip of 16.03 percent during
July-March FY2023 as compared to 3.23 percent
growth in the same period last year. The decline
in Pakistan's textile sector can be attributed to
multiple factors. Firstly, a global economic
slowdown has decreased the demand for
Pakistani textile products. Secondly, flood
damages have resulted in losses for the cotton
industry?, which constitutes half of the industry's
required cotton input. Finally, the contractionary
policy stance, including higher policy rate,
increased energy charges, and restrictions on the
import of raw materials and machinery has made
it harder for businesses to operate and export.
Further, reduction in the spread between the
policy rate and subsidized financing rates (such
as Export Financing Scheme & Long Term
Financing Facility) has discouraged
industrialists who heavily rely on such financing
facilities to meet their working capital needs
(Fig-3.3). Major growth originated from woolen
segment production with a significant surge of
65.9 percent in woolen & carpet yarn, and 17.2
percent in woolen & worsted cloth. Production
of yarn, cloth, towels, and woolen blankets
showed the negative growth of 19.5, 10.7, 13.1,
and 45.1 percent, respectively.

Wearing apparel has gained traction local as well
as in international market as garments
production grew at 31.68 percent during the
period. The export of garments also escalated
with 33.9 percent growth in terms of quantity
during July-March FY2022.

1 As the production of cotton declined by 41.1 percent due to
flash flood.

Fig-3.3: Production and Credit
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The performance of food group remained
subdued with the negative growth of 8.71
percent during the period under review against
the growth of 11.21 percent same period last
year. Cooking oil, vegetable ghee, and starch
related products came up with significant growth
of 12.4, 8.7, and 5.7 percent, respectively.
Production of wheat & rice milling sharply
contracted by 12.7 percent, mainly triggered by
a hefty decline of 21.5 percent in the production
of rice owing to the flood. The flood impacted
the production activities especially sugar,
bakery products and chocolate & sugar
confectionery as it witnessed a drop of 14.3
percent.

Coke and Petroleum products down by 10.24
percent in July-March FY2023 against the
growth of 1.82 percent same period last year.
Economic meltdown, high global energy prices
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amid second and third round effect of exchange
rate depreciation depressed the overall growth
momentum except for jet fuel oil and petroleum
(n.0.s.) which grew by 15.8 and 13.8 percent,
respectively.

Growth of automobile sector plunged by 42.48
percent during July-March FY2023 against
53.77 percent growth last year. The drop in
production was because of the shortage of
components and completely knocked-down
(CKD) kits due to regulated imports. Also,
consecutive price hikes on account of higher
inflation, persistent depreciation and limited
financing are the biggest deterrents to growth
going forward.

Iron & Steel production nosedived by 4.02
percent during the period under review against
the growth of 16.55 percent in the same period
last year. Billets/Ingots, mainly used in
construction industry, experiences a negative
growth of 14.3 percent indicating a lower
demand from construction related industries.
However, and H/C.R.Sheets/Strips/Coils/plates
grew by 2.7 percent. Non-metallic Mineral
Products contracted by 10.75 percent as
compared to 1.08 percent increase last year.

Chemicals is subdivided into two components

i.e., chemical products and fertilizers with the
total weight of 6.48 in QIM. The chemical
products showed the contraction of 6.29 percent
against 8.02 percent growth seen previously,
while fertilizers production dived down by 9.54
percent.

Pharmaceuticals witnessed a dip of 23.2 percent
during July-March FY2023, against 0.42 percent
last year, triggered by hefty decline observed in
Liquids/syrups, injections,  tablets  and
galenicals. Electrical equipment declined by
11.15 percent as compared to a dip of 0.84
percent same period last year.

The performance of furniture group remained
outstanding with a growth of 48.26 percent
during July-March FY2023. Leather products
grew by 2.47 percent against 2.16 percent last
year.

Other manufacturing particularly  footballs
production substantially increased by 34.82
percent during the period under review. The
sector picked up the growth by pent-up demand
in international market and marked a growth of
36.47 percent in exports quantity.

Production of selected items of LSM is given in
Table 3.2.

Table-3.2: Production of Selected Industrial items of LSM

July-March % % Point
S# | Items Unit Weights | 50921.22 2022-23 | Change Contri-
bution

1 Deep freezers (Nos.) 0.167 87,070 83,889 -3.65 -0.01
2 Jeeps and Cars (Nos.) 2.715 198,969 111,751 -43.83 -1.76
3 Refrigerators (Nos.) 0.246 1,027,947 723,868 -29.58 -0.07
4 Upper leather (000 sg.m.) 0.398 11,149 10,424 -6.50 -0.02
5 Cement (000 tonnes) 4.650 36,543 31,733 -13.16 -0.85
6 Liquids/syrups (000 Litres) 1.617 144,574 101,595 -29.73 -0.86
7 Phos. fertilizers (N tonnes) 0.501 601,184 446,135 -25.79 -0.16
8 Tablets (000 Nos.) 2.725| 14,690,798 | 11,379,437 -22.54 -0.44
9 Cooking oil (tonnes) 1.476 362,882 407,791 12.38 0.23
10 | Nit. fertilizers (N tonnes) 3.429 2,505,757 2,331,445 -6.96 -0.27
11 | Cotton cloth (000 sq.m.) 7.294 788,285 703,920 -10.70 -0.79
12 | Vegetable ghee (tonnes) 1.375 1,068,734 1,161,833 8.71 0.14
13 | Cotton yarn (tonnes) 8.882 2,594,690 2,088,900 -19.49 -1.77
14 | Sugar (tonnes) 3.427 7,759,825 6,646,437 -14.35 -1.00
15 | Teablended (tonnes) 0.485 112,544 95,851 -14.83 -0.08
16 | Petroleum Products | (000 Litres) 6.658 | 10,716,258 9,703,925 -10.24 0.02
17 | Cigarettes (Million No) 2.072 46,063 35,108 -23.78 -0.57

Source: Pakistan Bureau of Statistics (PBS)
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3.3

The manufacturing industry of Pakistan
primarily relies on textiles and has the most
extended production chain. This sector holds
immense potential for value addition at every
stage of processing, starting from cotton to
ginning, spinning, fabric, dyeing, finishing,
made-ups, and garments. Roughly 25 percent of
industrial value-added is contributed by this
industry. Despite seasonal and cyclical changes,
textile products continue to maintain an average
share of around 59.53 percent in national
exports.

Textile Industry

3.3.1 Ancillary Textile Industry

The ancillary textile industry encompasses
various components, including cotton spinning,
cotton cloth, cotton yarn, cotton fabric, fabric
processing, home textiles, towels, hosiery and
knitwear, and readymade garments. These
commodities are produced both at the large-scale
organized sectors as well as at the unorganized
cottage/small  and medium units. The
performance of the ancillary textile industries is
highlighted below:

i. Cotton Spinning Sector
The spinning sector is a crucial part of textile

Commissioner’s Organization records, it
currently consists of 408 textile units,
including 40 composite units and 368
spinning units. These units have a total of
13.414 million spindles and 140,000 rotors
installed, with 9.5 million spindles and
112,600 rotors in operation, and a capacity
utilization of 69.33 percent and 71 percent,
respectively, during July-March FY2023.

ii. Cloth Sector

The sector is mainly producing low-value
grey cloth of inferior quality, and its
problems stem from poor technology, a
scarcity of quality yarn, and a lack of
institutional financing for its development.
The number of looms installed in Cotton
Textile Mills is 9084, with 6384 currently in
operation. Production of cotton cloth by mill
sector has substantially decreased by 10.7
percent, while non-mills performance
remained subdued and recorded negative
growth of 9.2 percent during July-March
FY2023. Exports in term of quantity and
value both suffered badly and declined by
25.4 percent and 14.3 percent, respectively.
Data pertaining to production and export of
clothing sector is presented in Table 3.4.

production.  According to  Textile
Table 3.4: Production and Export of Clothing Sector
. July-March July-March

Production 2022-23 2021-22 % Change
Mill Sector (000. Sg. Mtrs.) 703,920 788,285 -10.70
Non Mill Sector (000. Sg. Mtrs.) 5,540,820 6,103,340 -9.22

Total 6,244,740 6,891,625 -9.39
Cotton Cloth Exports
Quantity (M.SgMtr.) 256.506 343.753 -25.38
Value (M.US$) 1,538.031 1,795.458 -14.34

Source: Textile Commissioner's Organization

iii. Textile Made-Up Sector

The made-up sector, which is a value-added
segment of the textile industry, includes various
sub-groups such as towels, tents and canvas,

cotton bags, bed-wear, hosiery, knitwear, and
ready-made garments, including fashion apparel.
Export performance of made-up sector during
July-March FY2023 is presented in Table 3.5.

Table 3.5: Export of Textile Made-Ups

(July-March) 2022-23 (July-March) 2021-22 % Change
Hosiery Knitwear
Quantity (M.Doz) 133.197 120.415 10.61
Value (M.US$) 3,390.335 3,729.682 -9.10
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Table 3.5: Export of Textile Made-Ups

(July-March) 2022-23 (July-March) 2021-22 % Change
Readymade Garments
Quantity (M.Doz) 58.47 37.291 56.79
Value (M.US$) 2,657.265 2,863.567 -7.20
Towels
Quantity (M Kgs) 144.855 166.809 -13.16
Value (M.US$) 745.288 819.589 -9.07
Tents/Canvas
Quantity (M Kgs) 28.654 28.399 0.90
Value (M.US$) 102.766 82.145 25.10
Bed Wears
Quantity (000 MT) 302.825 394.824 -23.30
Value (M.US$) 2,031.741 2,448.86 -17.03
Other Made up
Value (M.US$) 534.761 627.006 -14.71

Source: Textile Commissioner's Organization

Knitwear exports, including knitted and
processed fabrics, garments, bed sheets, and
socks, account for the largest share (16.55
percent) of the nation’s textile exports. The
export of knitwear increased by 10.6 percent in
quantity terms, while it decreased by 9.1 percent
in terms of value during the period under review.

The readymade garments sector has become a
significant small-scale industry in Pakistan,
catering to considerable demand both
domestically and internationally. Owing to huge
potential and demand, its exports show a
massive growth of 56.8 percent in quantity,
while in terms of value it declined by 7.2 percent
during the review period. The performance of
canvas slightly improved in terms of quantity
which increased by 0.9 percent while in terms of
value it grew by almost 25 percent.

iv. Synthetic Textile Fabrics

Artificial silk such as Synthetic fibers Nylon,
Polyester, Acrylic and Polyolefin dominate the
market. There are currently five major producers
of synthetic fibers in Pakistan, with a total
capacity of 636,000 tons per annum. Synthetic
textile fabrics worth US$ 309.4 million were

exported as compared to US$ 343.6 million last
year which is showing a fall of 9.9 percent. In
guantitative terms, the exports of synthetic
textile decreased by 31.3 percent.

v. Woolen Industry

The main products manufactured by the woolen
industry are carpets and rugs. The exports of
carpets during July-March FY2023 are given in
the Table 3.6.

Table 3.6: Exports of Carpets and Rugs (Woolen)
(July-March) | (July-March) %
2022-2023 2021-22 Change
Quantity
(Th.Sq.Mtrs) 1.91 1.794 6.47
Value
(M.USS$) 56.618 60.992 -7.17

Source: Textile Commissioner's Organization

vi. Jute Industry

The main products manufactured by the jute
industries are jute sacks and hessian cloth, which
are used for packing and handling of wheat, rice
and food grains. The installed and working
capacity of jute industry is given in the Table 3.7.

Table 3.7: Installed and Working Capacity of Jute

(July-March) 2022-23 (July-March) 2021-22 % Change
Total No. of Units 10 10 0.0
Spindles Installed 25,060 25,060 0.0
Spindles Worked 18,344 16,973 8.1
Looms Installed 1,186 1,134 4.6
Looms Worked 819 737 11.1

Source: Textile Commissioner's Organization
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34 Other Industries
3.4.1 Automobile Industry

With the exception of Buses, there has been a
significant decline in the productivity of all
sectors of the automobile industry during July-
March FY2023 as compared to the same period
in FY2022. The decline in growth was primarily
attributed to the import restrictions on the
automobile industry, considering automobiles as
luxury items, with the aim of reducing the
current account deficit. In May 2022, the SBP
imposed restrictions on the auto industry,
requiring prior permission for the import of raw
materials and crucial parts (CKDs) needed for
local manufacturing of automobile parts. The
government initially allowed the industry to
operate at about 50 percent of production
capacity until foreign exchange constraints
eased. However, with the deteriorating situation
of Pak-rupee exchange rate the restrictions on
auto imports persisted, which in turn severely
impacting the growth of the industry. As a result,
the industry's size almost halved resulting in
substantial revenue loss for the government and
significant job losses in society.

There were additional contributing factors as
well. The policy rate, which was at 10 percent
one year ago, gradually increased to 21 percent.
During this time, value of the Pakistani rupee
significantly declined, and inflation continued to
soar. As a result, auto financing became more
expensive, and inflation also drove up the prices
of automobiles, dampening demand in the
market due to reduced disposable incomes.
Furthermore, the industry faced challenges due
to the upward revision of sales tax, capital value
tax, and withholding tax rates.

As evident from the provided table 3.8, with the
exception of buses, there has been a substantial
decline in the local auto industry during July-
March FY2023 as compared to same period last
year. The growth in the case of buses was an
anomaly, primarily due to existing demand and
available reserve stocks of parts and CKDs for
buses. Next to buses, heavy commercial
vehicles, particularly trucks, also experienced a
decline of 39.8 percent as demand diminished.

The production and sales of passenger cars saw
a significant decline during July-March FY 2023,
with production down by 47.3 percent to 87,820
units and sales down by 50 percent to 85,776
units, compared to 166,768 units and 172,612
units produced and sold during July-March
FY2022, respectively. This decline in
production and sales was observed across all
segments of passenger cars, and was primarily
attributed to import restrictions that resulted in
intermittent non-production days, leading to a
loss in growth for the industry. Despite the
addition of two new products, Cherry Tiggo and
Sazgar Haval, the production and sales of light
commercial vehicles (LCV) and sport utility
vehicle (SUVs) also experienced a decline of 20
percent and 25 percent, respectively, due to
import restrictions.

The farm tractor sector experienced a significant
decline during the period with production and
sales tend to decline by 46 percent and 49
percent, respectively. Sales amounted to 21,233
units, compared to 41,603 units sold in the
corresponding period of the previous year. This
sharp decline can be attributed to various factors,
including constraints on the import of raw
materials and critical parts, which have impacted
the overall productivity of farm tractor sector.
Additionally, the industry has been grappling
with a persistent tax anomaly, where billions of
rupees are locked up in refunds, hindering the
natural growth of the industry.

The two/three wheelers sector experienced a
significant and unprecedented decline in
production and sales, with a decrease of 33.3
percent and 33.0 percent, respectively. Notably,
all units within the two/three wheeler sector
showed negative growth during the period, as
they faced supply constraints of crucial parts due
to import restrictions. Two/three wheelers are
known to offer a cost-effective mode of public
transportation for the lower income group, but at
the same time, they are highly price-sensitive.
The massive exchange rate losses during July-
March FY2023 resulted in rampant inflationary
conditions, leading to inevitable price increases,
which in turn reduced demand in the market for
two/three wheelers. Table 3.8 summarizes the
category-wise production of automobiles.
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Table 3.8: Production of Automobiles

Category Installed 2021-22 '\lz%zzf-zLJeznitS
Capacity (July-March) | (July-March) % Change

Car 341,000 166,768 87,820 473
LCV/Jeeps/SUV/Pickup 52,000 32,341 25,038 1198
Bus 5,000 459 606 32.0
Truck 29,000 4,445 2677 39.8
Tractor 100,000 41,872 22,626 46.0
2/3 Wheelers 2,500,000 1,389,027 925,943 333

Source: Pakistan Automotive Manufacturer Association (PAMA)

The automobile sector in the country contributes
approximately 4 percent to the GDP and
constitutes around 15 percent of the LSM sector,
making it a significant contributor to industrial
output and capable of meeting domestic
automobile demands. It is also a major revenue
generator and job multiplier. Over the past four
decades, the country has developed a strong
engineering base with investments from
international brands and technology transfers.

3.4.2 Fertilizer Industry

Fertilizer, one of the key inputs in determining
the crop productivity, contributes on an average
30 to 50 percent towards crop’s yield. Share of
fertilizer in cost of production of major crops in
Pakistan is 10-15 percent. Urea and
Diammonium Phosphate (DAP) are the major
fertilizers used in Pakistan. Other fertilizers in
use are Calcium Ammonium Nitrate (CAN),
Nitrophos (NP), Mono-Ammonium Phosphate
(MAP), Single Super Phosphate (SSP),
Ammonium Sulfate (AS), NPKs, Sulfate of
Potash (SOP) and Muriate of Potash (MOP).
There are nine urea manufacturing plants: one
DAP, two CAN and NP each, four SSP and one
SOP in the country.

Overall domestic production of fertilizers during
July-March 2023 decreased by 8.3 percent over
the same period of previous fiscal year. The
decree in fertilizer production was attributed to
closure of two urea manufacturing plants
(Fatimafert and Agritech) during January to 29"
March, 2023 due to non-availability of gas and
interrupted supply of gas to the Fuji Fertilizer
Bin Qasim Limited plant.

Import of fertilizer also decreased by 26.2
percent, therefore, total availability of fertilizer
decreased by 11.2 percent during first nine
months of current fiscal year. Total offtake of
fertilizer nutrients has witnessed decrease by 15
percent. Reduction in fertilizers offtake is due to
high prices of phosphatic and potash fertilizers
in international / domestic market and floods
during August-September, 2023.

Total availability of urea during Kharif 2022 was
3,460 thousand tonnes, comprising of 200
thousand tonnes of opening inventory, 3,158
thousand of domestic production and 103
thousand of imported supply. Total offtake was
3,137 thousand tonnes, leaving inventory of 294
thousand tonnes for Rabi 2022-23. Availability
of DAP was 912 thousand tonnes comprising
276 thousand of opening inventory, 451
thousand tonnes of local production and 185
thousand tonnes of imported supplies. DAP
offtake was 490 thousand tonnes leaving an
inventory of 460 thousand tonnes for upcoming
Rabi 2022-23.

Rabi 2022-23 started with opening inventory of
294 thousand tonnes of urea. Domestic
production during Rabi 2022-23 is estimated
around 2,928 thousand tonnes and 298 thousand
tonnes of imports. Thus total availability will be
3,520 thousand tonnes. Offtake is around 3,470
thousand tonnes leaving a closing balance of 67
thousand tonnes for upcoming Kharif 2023.
DAP availability during Rabi 2022-23 is
estimated about 988 thousand tonnes, which
includes 460 thousand tonnes of opening
inventory, 302 thousand tonnes of imported
supplies and domestic production of 226
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thousand tonnes. Offtake of DAP during Rabi
season is around 702 thousand tonnes, leaving a
balance of 284 thousand tonnes for next season.

3.4.3 Cement Industry

Cement industry in Pakistan has faced
significant challenges in recent months,
including a decrease in demand due to the impact
of floods on infrastructure and construction
slowdown caused by political uncertainty. The
government’s fiscal constraints and limited
foreign aid have delayed rehabilitation efforts,
further affecting cement demand. Additionally,
the economic slowdown in global markets has
resulted in lower cement exports, with countries
like Sri Lanka and Bangladesh facing foreign
exchange crises. Besides, the industry has also
been impacted by the massive increase in prices
of construction materials. Despite being one of
the top cement producers in the world, the
cement sector in Pakistan is currently facing

various challenges, which have affected its
progress and sales in recent months.

Cement industry showed a hefty decline of 24.2
percent in March FY2023 on Y-0-Y basis due to
massive decline in exports. Total cement
dispatches stood at 3.80 million tonnes (mt) as
against 5.01 mt last year. Domestic consumption
suffered a contraction of 28.7 percent and
reached to 3.36 mt as compared to 4.71 mt in
March FY2022. Despite the challenges, there
was a positive aspect with an uptick in export
shipments, which surged by 48.5 percent from
0.30 mt to 0.44 mt over the same timeframe. The
launch of two developmental projects by the
World Bank in Afghanistan, resulting in the
construction of concrete roads and streets, has
created a surge in the demand for cement in
Afghanistan. As a result, the exports of cement
from Pakistan to Afghanistan have increased
significantly in last two months.

Fig-3.4: Cement Dispatches (MT) — Local pmm— Exports
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Source: All Pakistan Cement Manufacturer Association

Northern Region

Domestic consumption in the north recorded at
2.72 mt in March FY2023 as compared to 3.85
mt dispatches in the same month last year thus
showing a negative growth of 29.3 percent.
Exports from north grew by 24.6 percent and
stood at 0.10 mt during the period as compared
to 0.08 mt same period last year.

Southern Region

Domestic consumption in the south decreased by
26.2 percent and reached to 0.64 mt in March
FY2023 as compared to 0.86 mt in March
FY2022. While exports from the region

increased by 57.4 percent, from 0.21 mt to 0.34
mt in March FY2023.

Cumulative Dispatches

Total local dispatches during July-March
FY2023 dipped by 15.5 percent to 30.56 mt from
36.17 mt last year. Additionally, total exports
during the same period amounted to 3.04 mt,
reflecting a decline of 34.5 percent as compared
to 4.64 mt in the corresponding period of the
previous year. Dispatches in the northern region
experienced a significant decline of 16.3 percent,
whereas the southern region witnessed a notable
drop of 10.9 percent in local dispatches. Exports
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from the north surged by 14.6 percent, while
south witnessed fall of 43.1 percent during the
period.

Cumulative dispatches (local & exports) posted

a decline of 17.6 percent and reached 33.6 mt
during July-March FY2023 against 40.8 mt in
the corresponding period. Data related to cement
production capacity and dispatches is reported in
Table 3.9.

Table 3.9: Cement Production Capacity & Dispatches

(Million Tonnes)

Years Production Capacity Local Exports Total
Capacity Utilization (%0) Dispatches Dispatches

2015-16 45.62 85.21 33.00 5.87 38.87
2016-17 46.39 86.90 35.65 4.66 40.32
2017-18 48.66 94.31 41.15 4.75 45.89
2018-19 59.74 78.48 40.34 6.54 46.88
2019-20 63.63 75.14 39.97 7.85 47.81
2020-21 69.92 82.15 48.12 9.31 57.43
2021-22 69.92 75.65 47.64 5.26 52.89
July-March
2021-22 51.94 78.58 36.17 4.64 40.82
2022-23 74.24 60.34 30.56 3.04 33.60
Source: All Pakistan Cement Manufacturers Association (APCMA)

3.5 Small and Medium Enterprises Pakhtunkhwa  simplified  regulations by

Globally, Small and Medium Enterprises
(SMEs) are recognized as a critical pillar for

poverty alleviation, as they generate
employment opportunities, increase living
standards, and promote equitable income

distribution. Small and Medium Enterprises
Development  Authority (SMEDA) is a
government agency in Pakistan that is
responsible for promoting the development of
SMEs in the country. It has a comprehensive
mandate to promote the growth of the SME
sector in order to support their role in economic
development, with initiatives that include
business development services, infrastructure
development, industry support, human capital
development, and partnerships with national and
international development organizations. Key
activities/achievements of SMEDA during July-
March FY?2023.

National SME Policy 2021

During the FY2023, significant progress was
made in implementing the National SME Policy
2021 in Pakistan. In terms of the regulatory and
tax environment, the Government of Khyber

eliminating the need for non-hazardous structure
NOCs, reducing NOC timelines, exempting
small traders from trade license fees, and
introducing an E-Challan System for regulatory
compliance. Efforts were made to support
entrepreneurship, innovation, and incubation
through the proposal for adopting the Limited
Liability Partnership Act 2017. Women
entrepreneurship  development initiatives
included a consultative meeting and a diagnostic
study, while market access was enhanced
through plans for an SME Export Readiness &
E-Commerce Support Program and the launch of
an E-Commerce Initiative. Additionally, the
establishment of the SME Registration Portal
(SMERP) allowed for the registration of 324
SMEs, with 236 SMEs receiving SME Size
Certificates.

National Business Development Program for
SMEs (NBDP)

The NBDP is a government-funded project that
provides start-up support and business
improvement services to SMEs. The program
offers Business Development Services (BDS)
such as marketing, technology, incubation,
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research & development, and organizational
development services. Its goal is to facilitate the
growth of 314,901 SMEs over five years with a
total budget of Rs 1954.978 million. In FY 2023,
Rs 282.104 million has been allocated. The
program has provided formalization and
management information to 115,650 SMEs and
capacity-building support to 53,018 SMEs.
Additionally, grant programs have been
launched, including 122 early-stage start-up
grants, growth-stage start-up matching grants,
and 50 organizational grants disbursed to SMEs
to support the development of their internal
infrastructure and systems.

1000 Industrial Stitching Units, All Over
Pakistan

SMEDA is executing a government-sponsored
PSDP project aimed at promoting value addition
in the field of textile garments. The project seeks
to establish industrial stitching units across the
country by providing financial assistance
through matching grants. Under the project, 60
percent of the grant in the form of machinery is
funded by the project while the
owner/entrepreneur of the stitching unit bears
the remaining 40 percent of the cost. The total
cost of the project is Rs 350.54 million, with Rs
80 million allocated for FY 2022-23. The plan is
to establish 40 units in the current fiscal year,
and 156 applications were received and
validated between July-March FY 2023.

Institutional Strengthening & Stakeholders
Networking

SMEDA has signed a MoU with HEC and 5
Higher Education Institutions (HEIs) to
implement a pilot project called National Idea
Lab (NIL) aimed at improving the country’s
entrepreneurial ecosystem. The universities
include NUST Islamabad, NTU Faisalabad, IMS
Peshawar, NEDUET Karachi, and BUITEMS
Quetta. Awareness seminars on SMEDA and
NIL were conducted at NUST, NTU Faisalabad,
and IMS-Peshawar during the period under
review.

NBDP has introduced an E-Commerce
Awareness, Training & Incubation Support
activity in Pakistan to encourage and promote E-

commerce business startups and link SMEs with
local and international markets. Two Business
Development Service Providers (BDSPs),
Extreme Commerce and Enablers Insight Pvt.
Limited, have been engaged through a
competitive process. The initiative has two
components: Online Awareness, Training and
Amazon Private Label Bootcamp for SMEs
Program on E-commerce, and E-commerce
Business  Development  Support  through
Incubation Centers.

SMEDA ONE WINDOW (SOW) - A Step
towards Creating a Hassle-Free Business
Environment for SMEs

SMEDA has launched the One Window (SOW)
program to link SMEs and startups with
regulatory authorities for compliance with
regulations. The program aims to simplify the
process of starting and running a business by
consolidating federal and provincial government
procedures. It offers subsidies in service fees and
provides guidance on requirements based on
business ownership structure. During July-
March FY 2023, 109 applications were received
and 84 Letters of Intent (LOI) issued. The
program aims to benefit smaller enterprises,
which suffer disproportionately from the burden
of compliance.

Technology Up-gradation, Common Facility
Centers & Business Facilitation Centers

The Federal Government is supporting the
development of SMEs through initiatives such as
building skills, providing access to technology,
and developing modern business infrastructure.
SMEDA is implementing several PSDP funded
projects from July-March FY 2023, including
establishing a product development center for
composites based sports goods, running a SME
business  facilitation  center, establishing
business skill development centers for women,
implementing skill training programs in Batik
and Screen Printing, establishing agro food
processing facilities, identifying land for the
project and hiring personnel, and providing
research, regulatory insight, and advocacy
assistance for SMEs. Additionally, following
over the counter services are shown in Table

3.10.
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Table 3.10: SMEDA Over the Counter Services

N July-March
Sr. No. | Initiatives F<(2023
1. SME Facilitation 1,501
2. Pre-feasibility Studies Development (New & Updated) 16
3. Investment Facilitation (Rs million) 275
4. Business Plans 1
5. Training Programs 108
6. Theme Specific Helpdesks 36
7. Cluster / District Profiles (New and Updated), Diagnostic / Value Chain Studies 6
8. Trade Analysis 3
9. Translation of Urdu prefeasibility study 4
10. SMEDA Web Portal (Download Statistics) 71,724
11. SME Observer 1 Issue
12. SMEDA Newsletter 3 Issues

Source: SMEDA

Special Projects  with International
Development Partners
SMEDA is working with international

development partners on two projects. The first
is the SMEDA Industrial Support Program,
which provides technical assistance to SMEs to
improve productivity, quality, and energy
efficiency. During July-March 2023, the
program introduced Japanese productivity
improvement  tools, conducted training
programs, performed energy audits, provided
technical assistance for Photovoltaic (PV)
system installation, implemented Internet of
Things (1oT) solutions, and developed technical
guides. The second project is called GRASP and
aims to boost the competitiveness of small-scale
firms in the livestock and horticulture sectors in
Sindh and Balochistan provinces. During the
same period, SMEDA supported the project by
procuring office equipment, acquiring office
spaces, conducting need assessments, and
organizing training programs. Additionally, new
businesses were registered in Sindh and
Balochistan.

3.6 Mining and Quarrying

The mining and quarrying sector contributes
around 1.6 percent of Pakistan’s GDP and
employs around 200,000 people directly. The
sector includes activities related to the extraction
of natural resources such as minerals, coal, and
precious stones from the earth. It also includes

the production of fuels such as coal and
petroleum, which are wused for energy
production. Additionally, the sector includes
quarrying activities, which involve the
extraction of construction materials such as
sand, gravel, and limestone used in various
construction projects. The sector provides
essential raw materials to various industries,
including cement, construction, and steel.
However, the sector faces challenges such as
outdated mining practices, lack of investment,
and inadequate government policies and
regulations. The sector posted a negative growth
of 4.4 percent during FY2023 against the
contraction of 7.0 percent last year.

3.6.1 Minerals

Pakistan possesses abundant reserves of various
minerals including coal, copper, gold, chromite,
mineral salt, and bauxite among others, owing to
its distinctive geological features. However, the
development of the mining sector in Pakistan has
been hindered by inadequate infrastructure,
lacking technology, and insufficient financial
resources.

During July-March FY2023, production of
major minerals such as Coal, Dolomite, Barytes,
Lime Stone, Rock Salt and Ocher witnessed the
growth of 17.6, 42.2, 53.6, 10.6, 12.4 and 15.4
percent, respectively. Further details of the
extraction of principal minerals are given in the
Table 3.11.
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Table 3.11: Extraction of Principal Minerals

. . . July-March %Change
Minerals Unit of Quantity 2019-20 2020-21 2021-22 202122 202223 FY23/EY22
Coal 000 M. T 8,428 9,229 9,677 7,365 8,661 17.60
Natural Gas 000 M.CU.Mtr 37.29 36.22 37.03 28.2 25.58 -9.29
Crude QOil M.Barrels 28.09 27.56 28.09 21.70 19.48 -10.23
Chromite 000 M. T 121 140 195 127 111 -12.60
Magnesite 000 M.T 16 15 6 6 3 -50.00
Dolomite 000 M. T 302 388 487 325 462 42.15
Gypsum 000 M. T 2,150 2,527 2,325 1,232 1,170 -5.03
Lime Stone 000 M. T 65,810 76,632 58,362 39,581 43,793 10.64
Rock Salt 000 M. T 3,369 3,366 2,716 2,037 2,289 12.37
Sulphur 000 M. T 20 19 16 12 9 -25.00
Barytes 000 M. T 55 52 128 84 129 53.57
Iron Ore 000 M. T 574 806 717 620 300 -51.61
Soap Stone 000 M. T 150 289 301 259 147 -43.24
Marble 000 M. T 5,797 7,917 6,626 4,781 4,401 -7.95
Ocher 000 M. T 132 107 91 65 75 15.38
*: Provisional

Source: Pakistan Bureau of Statistics (PBS)

Each province has its own Mines and Minerals
Department which is responsible for exploration,
exploitation, and investment promotion of
mineral endowments in the provinces. Efforts
are being made for scientific exploration and
exploitation of the mineral resources in all
provinces. The provincial government has given
prompt attention towards the development of
minerals. Following initiatives have been taken
during the period of July-March FY 2023.

Major Initiatives of Punjab:

= New policies for rock salt and limestone
mining to promote sustainable and value-
added opportunities,

=  Competitive bidding for prospecting
licenses and mining leases for all minerals in
Schedule 3,

= [Issuance of exploration licenses for cement
plants, coal, and iron ore areas,

= Establishment of a Citizen Contact Center
for public access to information and
services, and

= Redrafting of Punjab Mining Concession
Rules and new Mines & Minerals
Regulation Act 2022 in progress.

Major Initiatives of Khyber Pakhtunkhwa

= Deployment of Mining Cadastre System,
allowing investors to access mineral title
information and manage their granted
mineral titles,

= Granting of 1,968 Prospecting Licenses,
conversion of 245 Prospecting Licenses into
Mining Lease, and renewal of 30 Mining
Leases,

= Establishment of regional offices in newly
merged districts with a One Window
facilitation Centre, and

= Signing of an agreement with Geological
Survey of Pakistan for Geological Mapping
of Khyber Pakhtunkhwa to identify new
mineral investment potential zones.

Major Initiatives of Sindh

= Strengthening of Directorate General Mines
and Mineral Development (M&MD): The
Directorate General M&MD in Karachi is
undergoing construction and renovation to
create a comfortable work environment for
officials to improve work performance and
service delivery. The project includes the
establishment of a Mineral Testing Lab,
purchasing hardware/furniture/fixtures,
geological/lab equipment for exploration
activity, and vehicles for field monitoring
and officers.

= Profile Study for Identified Minerals for
Reserves Estimation in Province of Sindh:
The objective of the study is to determine the
quantity, quality, and search for new
minerals in the province, attracting
foreign/local investments and generating
economic and employment opportunities.
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The data collected will be made available to
the public and private investors, and the
study will promote activities in public and
private sectors while introducing modern
mining methods to minimize wastage of
minerals.

Major Initiatives of Balochistan

= The Reko-Diq dispute has been settled, and
mineral agreements have been reached,
bringing in US$7 billion investment and
7000+ jobs. Investor’s confidence is
increasing, leading to more interest in the
province’s mineral resources.

= The Government of Balochistan has
established two companies to explore and
mine mineral resources in the province.
Balochistan Mineral Resources Company
Limited (BMRL) and Balochistan Mineral
Exploration Company (BMEC) have
initiated exploration work and joint ventures
with international investors to increase
revenue and establish indigenous human
resources in modern mining.

= A financial consultant has been hired to
analyze the fiscal regime of the Mines &
Minerals Development Department and
explore possibilities of enhancing revenue
from the mineral sector.

= The automation of the licensing regime,
royalty management, and inspection on sites
has been initiated with the project
“Institutional Strengthening Automation of
Royalty Regime in Mining Sector.” Most
modules of the software development have
been completed, and data digitization has
been carried out.

= The Exploration Promotion Division of
DGMM is managing the project to generate
mineral resource data of Balochistan using
drone-held magnetometers for mineral
reconnaissance, aiming to attract mining
sector investors from all over the world.

= The integrated development of mining sites
has been initiated to enhance labour welfare
and safety measures, with the provision of
scholarships,  safety  equipment  for
inspectorate of mines, and other measures.

= The government is constructing and
strengthening check posts and installing

digital weighbridges to curb pilferage and
ensure proper record keeping.

= The department is exploring the possibility
of establishing a mineral testing laboratory
under PPP mode to attract several investors,
as Balochistan lacks testing laboratories
despite its rich potential of mineral
resources.

3.7 Conclusion and Outlook

The fiscal year 2023 has been a challenging one
for Pakistan’s economy, as the country faced
multiple headwinds from both external and
internal factors. This resulted in muted
performance of LSM as industrial production is
mainly dependent on global prospects, import of
capital goods, and subsidized financing. Thus,
the future prospects of industrial sector are
moderate as the strength and duration of the
recovery in commodity prices will be a function
of many factors, such as the supply chain
resilience, and the pace of global economic
recovery.

Looking at the upside, once the global shocks of
the war in Ukraine, supply chain disruptions, and
the resultant spike in commodity prices fade
away, the road to global growth and trade
prospects would be smoother. Further, china’s
reopening may provide fresh impetus.
Concurrently, on the domestic front, government
stabilization measures started reaping its
benefits in the form of controlled current account
and fiscal deficits, resultantly the policy stance
may shift to normalization after gaining full
stability  in balance  of  payments.
Accommodative policies may give impetus to
the stagnant industrial growth will have
widespread spillover benefits to other sectors of
the economy.

In addition, the government has implemented
various initiatives to foster the growth of the
industrial sector. Firstly, the government is
ensuring a reliable energy supply to export-
oriented sectors, particularly the textile industry,
by exempting industrial feeders from load-
shedding. Additionally, tariff headings for the
industrial and manufacturing sectors have been
rationalized. Furthermore, sales tax exemptions
have been granted for the import and local
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supply of solar panels, encouraging the adoption
of renewable energy sources.

Moreover, the government has approved the
"Greenfield Industrial Policy" aimed at
promoting the adoption of new and efficient
technologies in the industry. As part of this
policy, custom duties are waived on the import
of plant and machinery, reducing costs for
industrial development.

In the medium term, the government is actively
working to address energy-related issues.
Initiatives such as the Solar Policy and Power
Sector Indigenization Plan (PSIP) are being
pursued to generate sufficient energy and
promote the localization of electrical power
equipment under the National Electricity Policy.
Additionally, the government is considering

policy measures, including an improved tariff
structure, to create a favorable environment for
investors interested in establishing local
petrochemical production plants.

Furthermore, the government is implementing
reforms under the Pakistan Regulatory
Modernization Initiative (PRMI) to reduce
regulatory burdens on businesses, particularly
SMEs). Efforts are underway to support the
establishment of Special Economic Zones
(SEZs) to promote industrialization. Online
Investment Facilitation Services are being
introduced to streamline processes such as work
visa issuance, security clearance, and entry
passes for investors. Additionally, a projects
portal has been created to provide information
and support to potential investors.
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Chapter 4

FISCAL DEVELOPMENT

In 2022, the global economy experienced a
series of detrimental shocks that muddled not
only the present situation but also the outlook for
the future. Amidst the recovery from the impact
of the COVID-19 pandemic, the Russian-
Ukraine war triggered a new crisis by disrupting
food and energy markets and intensifying global
inflationary pressures. Besides, the instability in
the financial sector further exacerbated the
situation. In such a highly volatile and
challenging economic  environment, the
expansionary fiscal policy stance adopted in
response to the pandemic-induced recession
largely came to an end. Due to high inflation and
the need to reduce debt vulnerabilities, many
countries around the world moved to a tightening
stance in 2021-22.

Fiscal deficits across the globe reduced to 4.7
percent of GDP on average in 2022 from 9.6
percent in 2020. Overall fiscal deficits are
expected to increase slightly up to 5.0 percent of
GDP on average due to increasing interest costs
and an anticipated increase in public spending
mainly due to higher spending on wages and
pensions to compensate for past inflation®. As
economies encounter expenditure pressures,
fiscal tightening is expected to slow down global
economic activity in 2023. Furthermore,
ongoing geopolitical tensions may further
necessitate substantial increases in defence
spending and budgetary support to mitigate the
negative effects of international trade
disruptions.

The geopolitical tension, tight financial
conditions, and high inflationary pressures have
all had a substantial impact on global growth
expectations. Pakistan is no exception. The
combination of these factors together with flood-

'IMF Fiscal Monitor, April 2023

related devastation resulted in a weaker
economy, with lower growth expectations.
Besides coping with these issues, the

government still implemented strict budgetary
and monetary policies.

From the start of the current fiscal year, the
government  followed tight  budgetary
conditions. However, conditions became severe
due to the devastating impact of floods which
added to the already existing economic woes of
the country. Economic activities across the
country stalled as a result of the widespread
destruction of the agriculture sector and
infrastructure, especially roads and bridges, and
other essential services caused by the flood.
Additionally, supply disruptions increased
domestic food prices that were already at a
higher level due to rising international
commodity prices and the depreciation of the
currency. Thus, the need for additional public
spending for reconstruction and rehabilitation
was increased. Furthermore, revenue
mobilization activities were jeopardized due to a
downturn in economic activity. In the wake of
these challenges, the government took swift and
timely measures to mitigate the economic
damage, including cash grants and food
assistance to affected families and assistance to
farmers through the Kisaan package.

The government is committed to reducing the
fiscal deficit to achieve fiscal sustainability and
macroeconomic stability despite significant
challenges. On one hand, the challenge is to
support vulnerable segments of society and on
the other hand, there is the daunting task of
meeting expenditures on rising interest
payments. For this purpose, the government is
strictly ~ following  prudent  expenditure
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management and an effective domestic resource
mobilization strategy. These efforts helped in
containing the fiscal deficit to 3.6 percent of
GDP during the first nine months of the current
fiscal year against 3.9 percent of GDP recorded
in the same period of last year. Similarly, the
primary balance posted a surplus of Rs 503.8
billion (0.6 percent of GDP) during July-March

FY2023 against a deficit of Rs 447.2 billion
(-0.7 percent of GDP) last year owing to a
slowdown in the growth of non-mark-up
expenditures. The current fiscal performance
demonstrates that fiscal consolidation initiatives
are on track despite enormous challenges caused
by domestic and global economic conditions.

Fig.4.1a: Revenue-Expenditure Gap
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Fig. 4.1b: Fiscal Indicators % of GDP
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Fiscal Performance (FY2022)

The unprecedented rise in expenditures during
FY?2022 compared to the revenues put the fiscal
sector under severe pressure. Consequently, the
revenue expenditure gap widened, and overall,
the indicators of fiscal performance witnessed a
sharp deterioration in FY2022. For instance, the
fiscal deficit widened by 55 percent and reached
Rs 5,259.9 billion in FY2022 against Rs 3403.3
billion in FY2021. In terms of GDP, the fiscal
deficit increased to 7.9 percent from 6.1 percent
during the period under review. The primary
deficit reached Rs 2077.5 billion in FY2022
(-3.1 percent of GDP) from Rs 653.6 billion in
FY2021 (-1.2 percent of GDP) owing to higher
growth in non-markup expenditure. Similarly, a
sharp rise in current expenditures relative to
revenues jacked up the revenue deficit from 3.9
percent of GDP in FY2021 to 5.2 percent of
GDP in FY2022.

Total revenues grew by 16.4 percent to Rs
8035.4 billion (12.1 percent of GDP) in FY2022
against Rs 6903.4 billion (12.4 percent of GDP)
in FY2021. The revenue growth was largely

driven by increased tax collection from both the
federal and provincial governments. Tax
collection grew by 28.1 percent to Rs 6755.2
billion in FY2022 against Rs 5272.7 billion in
FY2021. In fact, FBR was able to record a
substantial increase in tax collection during the
year due to various policy and operational
measures  (digitization, transparency, and
taxpayer facilitation), higher prices, and a surge
in imports.

On the other hand, non-tax revenues fell by 21.5
percent and reached Rs 1280.2 billion in FY2022
from Rs 1630.7 billion in FY2021. The drop in
non-tax collection was primarily due to a decline
in receipts from SBP profits and the considerable
decrease in levy receipts owing to the suspension
of the petroleum development levy during
FY2022. Non-tax revenues fell sharply for the
second consecutive year in fiscal year 2022
following an exceptionally high growth in
FY2020. In FY2020, the sharp rise was
attributed to the significant increase in profits
from the SBP, the Pakistan Telecom Authority
(PTA), and mark-up income from Public Sector
Enterprises (PSEs).
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Fig-4.2a: Revenue Growth (%)
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Total expenditures grew by 29.0 percent (20.0
percent of GDP) in FY2022 from 6.8 percent
growth (18.5 percent of GDP) in FY2021. The
pace in expenditure growth was driven by a
substantial rise in current spending triggered by
expenses related to the procurement of the
COVID-19 vaccine, IPPs circular debt
payments, higher markup payments, and social

commodity prices in response to the Russia-
Ukraine war further exacerbated the situation. In
the face of these challenges, the announcement
of POL subsidies under the Prime Minister
Relief Package during the second half of
FY2022 further restricted the fiscal space.
Overall, the expansionary fiscal policy stance in
FY2022 overturned the consolidation gains of

sector spending. Higher global oil and the preceding two years.
Fig. 4.3a: Growth in Current Fig.4.3b: Expenditure % of GDP
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Current expenditures increased by 26.8 percent
in FY2022 against the 6.5 percent growth
witnessed during FY2021. The increase was
observed on the back of a 33.3 percent growth in

federal spending fueled by both markup and non-
mark-up expenditures. The trend of component-
wise expenditures is presented in Table 4.1.

©
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Table 4.1: Trends in Components of Expenditure (% of GDP)

Year Total | Current | Markup | Defence | Develop | Non- Fiscal |Revenue|Primary
Expen- | Expen- Pay- ment | Interest | Deficit | Deficit | Balance
diture | diture | ments Expen- | Non-

diture* | Defence
Exp

FY2016 17.7 14.3 3.9 2.3 4.0 11.5 4.1 -0.8 -0.3

FY2017 19.1 14.6 3.8 2.5 4.8 12.8 5.2 -0.7 -1.4

FY2018 19.1 14.9 3.8 2.6 4.0 12.7 5.8 -1.6 -1.9

FY2019 19.1 16.2 4.8 2.6 2.7 11.7 7.9 -5.0 -3.1

FY2020 20.3 17.9 55 2.6 24 12.2 7.1 -4.8 -1.6

FY2021 18.5 16.3 4.9 2.4 2.2 11.2 6.1 -3.9 -1.2

FY2022 20.0 17.3 4.8 21 2.4 13.1 7.9 -5.2 -3.1

FY2023 18.1 15.6 5.1 2.0 2.4 11.1 4.9 -2.3 0.2

B.E

* excluding net lending, B.E= budget estimates

Source: Budget Wing, Finance Division and EA Wing's Calculations

The growth in markup payments remained
restricted at 0.7 percent during July-March
FY2022 down from 11.9 percent in the same
period of FY2021. However, this trend was
reversed during the last quarter of FY2022
wherein the markup payments increased to more
than Rs 1 trillion. The increase was witnessed
both in domestic and external markup payments.
With the increase in the policy rate during the
latter half of the current year, the depreciation of
the Pak-Rupee together with the increase in
LIBOR rates in international markets triggered
markup payments to grow by 15.7 percent in
FY?2022 against 5.0 percent growth in FY2021.
However, the share of markup payments in
current expenditure was reduced to 28 percent in
FY?2022 from 30 percent in FY2021.

Higher subsidies remained critical in non-
markup expenditures. It grew by 260 percent,
owing mostly to increased fuel and energy
subsidies. The power and petroleum sectors
received the most with a total of Rs 1193 billion
in FY2022 compared to Rs 349.0 billion in
FY2021. Thus, the share of subsidies to current
expenditure climbed to 13.3 percent in FY2022
from 4.7 percent in FY2021.

During FY2022, defence expenditures grew by

7.2 percent against 8.5 percent growth in
FY2021. While the expenditures under the
running of civil government increased by 8.1
percent in FY2022 after witnessing a decline of
3.5 percent in FY2021. Higher expenditures in
this category were noticed due to different relief
measures for federal employees to compensate
them for income losses caused by higher
inflation.

Total development spending increased by 30.5
percent in FY2022 compared to 7.2 percent in
FY2021. The PSDP spending climbed by 33.5
percent primarily due to higher development
expenditures by the provincial governments,
which increased by 58.0 percent for the second
consecutive year. Whereas the federal PSDP (net
excluding development grants to provinces)
declined by 9.2 percent during the year. The
decline was primarily attributed to the
government’s strategy to rationalize
development expenditures by prioritizing key
development projects to limit escalating fiscal
imbalances in FY2022. However, infrastructure,
social sector, and regional development for
merged districts and special areas (AJ&K, GB)
remained the main priority areas under the
federal PSDP.
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Structure in Tax Revenues

Buoyant tax revenues provide a steady and
reliable source of income for a country. It is a
fundamental source of public funds for
investments in human capital, infrastructure, and
the delivery of critical public services, like
healthcare and education. Finally, taxes can be
used to reduce the burden of public debt, which
can help to ensure long-term economic stability.

Pakistan has been struggling to collect sufficient
revenues to finance its own development
objectives. Federal Board of Revenue (FBR)
provides the major contribution to the country’s
tax revenue while additional contribution to the
country’s tax revenues is provided by the
provinces is meager, which are responsible to
collect sales tax on services, excise duties, stamp
duties, motor vehicle tax, land revenues, etc.

In FY2022, FBR was not only able to surpass the
Rs 6.0 trillion mark for the first time in its
history, but it also exceeded its upward revised
revenue target of Rs 6100 billion by Rs 48.5
billion. Various measures to improve tax
collection helped it to achieve a healthy growth
of 29.6 percent in FY 2022 against 18.7 percent
rise in the preceding year. The net tax collection
in FY2022 stood at Rs 6148.5 billion compared
to Rs 4,745.0 billion in FY2021. Despite
significant growth in absolute terms, the FBR
tax-to-GDP ratio hovered between 8.4 to 9.8
percent in the last seven years (Fig. 4.5).

Over the years, Pakistan has been confronting
several issues in its tax structure, such as a
narrow tax base, lack of enforcement, poor
documentation, exemptions/concessions,
fragmentations across provinces for different tax
rates, complexity of tax code, widespread tax

evasion and avoidance, etc. As a result,
Pakistan’s revenue-to-GDP ratio is at the lowest
level.

Fig. 4.5: FBR Revenue as % of GDP
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FBR tax collection witnessed broad-based
growth in all its revenue heads during FY2022.
Particularly, during the second half of FY2022,
the growth was more than 27 percent despite
challenges, like local and international
geopolitical situations, inflation, and zero rating
of petroleum products. In FY2022, customs
duties recorded the highest growth at 35 percent,
followed by direct taxes at 32 percent, sales tax
at 27.4 percent, and Federal Excise Duty (FED)
at 15.7 percent. The share-wise analysis shows
that direct taxes contributed 37.2 percent in total
FBR tax collection, while indirect tax
contribution remained at 62.8 percent during
FY?2022. Within total FBR collection, sales tax
remained the top revenue-generating source with
a 41.2 percent share, customs duty 16.4 percent,
and FED 5.2 percent, respectively. The structure
of federal tax revenue is presented in Table 4.2.

Table 4.2: Structure of Federal Tax Revenue (Rs Billion)
Tax Rev as Direct Indirect Taxes

vear Toral (FBR) | o o GDP Taxes Customs Sales Excise Total

FY2016 3,112.7 9.5 1,217.3 404.6 1,302.7 188.1 1,895.4
[39.1] {21.3} {68.8} {9.9} [60.9]

FY2017 3,367.9 9.5 1,344.2 496.8 1,329.0 197.9 2,023.7
[39.9] {24.5} {65.7} {9.8} [60.1]

FY2018 3,843.8 9.8 1,536.6 608.4 1,485.3 213.5 2,307.2
[39.7] {26.4} {64.4} {9.3} [60.0]




Pakistan Economic Survey 2022-23

Table 4.2: Structure of Federal Tax Revenue (Rs Billion)
Tax Rev as Direct Indirect Taxes
vear Toral (FBR) | o of GDP Taxes Customs Sales Excise Total
FY2019 3,828.5 8.7 1,4455 685.6 1,459.2 238.2 2,383.0
[37.8] {28.8} {61.2} {10.0} [62.2]
FY2020 3,997.4 8.4 1,523.4 626.6 1,596.9 250.5 2,474.0
[38.1] {253} {645} {10.13 [61.9]
FY2021 4,745.0 8.5 1,731.3 748.4 1,988.3 277.0 3,013.7
[36.5] {248} {66.0} 9.2} [63.5]
FY?2022 6,148.5 9.2 2,284.9 1,010.7 2,532.2 320.7 3,863.6
[37.2] {26.2} {65.5} {8.3} [62.8]
FY2023 (B.E) 7,470.0 9.6 3,039.0 953.0 3,076.0 402.0 4,431.0
[407] | {215} | {694} 1y | {593}

B.E: Budget Estimate

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

Despite significant economic challenges, FBR’s
various initiatives to improve tax collection
yielded remarkable performance. The Point of
Sales (POS) system for documenting the retail
sector and the Track and Trace System (TTS) for
capturing some of the major large-scale
manufacturing (LSM) sectors across the country,
were particularly important in enhancing tax
collection.

Fiscal Performance (July-March FY2023)

To address the challenges posed by the
expansionary fiscal policy stance adopted in
FY2022 and to create an environment conducive
to sustainable and inclusive growth, the current
fiscal year's budget outlined a strategy for fiscal
consolidation. It entailed reducing unnecessary
spending and improving tax revenues. Moving
away from untargeted subsidies was also
prioritized to create ample fiscal space to
safeguard the poor against inflation.

The government’s prudent and calibrated
response resulted in better fiscal accounts during
the first nine months of the current fiscal year.
During July-March, FY2023, the fiscal deficit
was contained at 3.6 percent of GDP against 3.9
percent recorded in the same period of last year.
Similarly, the primary balance posted a surplus
of Rs 503.8 billion in July-March FY2023 as
compared to a deficit of Rs 447.2 billion last

year, reflecting a slowdown in the growth of
non-markup expenditures. However, the revenue
deficit deteriorated indicating a higher growth in
current expenditures due to a substantial increase
in markup payments.

Fig.4.6: Fiscal Indicators % of GDP
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According to the consolidated fiscal operations,
total revenues increased by 18.1 percent from Rs
5,874.2 billion in July-March FY2022 to Rs
6,938.2 billion during July-March FY2023. Both
tax and non-tax collection contributed to an
increase in overall revenues. Tax revenues
(federal and provincial) witnessed a growth of
16.5 percent on the back of a significant rise in
FBR tax collection despite various economic
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challenges at the domestic and global level. In
absolute terms, total tax collection reached Rs
5,617.7 billion in July-March FY2023 against Rs
4,821.9 billion in the same period of last year.

The information pertaining to the consolidated
revenue and expenditure of the government is

depicted in Table 4.3.

Table 4.3: Consolidated Revenue and Expenditure of the Government

FY2023 July-March

B.E FY2023 Fy2o22 | CGrowth
A. Total Revenue 10,370.0 6,938.2 5,874.2 18.1
% of GDP 13.3 8.2 8.8 -
a) Tax Revenue 8,260.0 5,617.7 4,821.9 16.5
% of GDP 10.6 6.6 7.2 -
Federal (FBR Taxes) 7,470.0 5,155.9 4,383.6 17.6
% of GDP 9.6 6.1 6.6 -
Provincial Tax Revenue 790.0 461.8 438.3 5.4
b) Non-Tax Revenue 2,110.0 1,320.5 1,052.2 25.5
% of GDP 2.7 1.6 1.6 -
B. Total Expenditure 14,167.0 | 10,016.9 8,439.8 18.7
% of GDP 18.1 11.8 12.7 -
a) Current Expenditure 12,183.0 9,244.6 7,378.0 25.3
% of GDP 15.6 10.9 11.1 -
Federal 8,627.0 6,607.9 5,209.9 26.8
Markup Payments 3,950.0 3,582.4 2,118.5 69.1
% of GDP 5.1 4.2 3.2 -
Defence 1,563.0 1,000.7 881.9 13.5
% of GDP 2.0 1.2 1.3 -
Provincial 3,557.0 2,636.7 2,168.2 21.6
b) Development Expenditure &Net Lending 1,984.0 1,060.4 1,051.1 0.9
% of GDP 25 1.3 1.6 -19.7
PSDP 1,893.0 1,014.0 1,032.7 -1.8
Federal 644.0 292.9 308.6 -5.1
Provincial 1,249.0 721.0 724.1 -0.4
¢) Net Lending 91.0 46.5 18.4 -
d) Statistical discrepancy - -288.1 10.7 -
C. Overall Fiscal Balance 3,797.0 -3,078.7 -2,565.6 20.0
% of GDP 4.9 -3.6* -3.9** -
D. Primary Balance -153.0 503.8 -447.2 -
% of GDP -0.2 0.6 -0.7 -
E. Revenue Balance -1,813.0 -2,306.4 -1,503.9 534

% of GDP -2.3 -2.7 -2.3
Financing 3,797.0 3,078.7 2,565.6 20.0
i) External Sources 1,611.2 -682.8 981.5 -
ii) Domestic 2,185.0 3,761.5 1,584.2 1374
- Bank 93.2 1,958.8 1,051.7 86.2
- Non-Bank 1,996.3 1,802.7 532.4 238.6
- Privatization Proceeds 96.4 -
GDP at Market Prices 78,197 84,658 66,624 27.1

*: on the basis of Provisional GDP estimates
**: on the basis of Revised GDP

Source: Budget Wing, Finance Division; B.E = Budget Estimates

Similarly, non-tax revenues increased by 25.5
percent to stand at Rs 1,320.5 billion during
July-March FY2023 against Rs 1,052.2 billion in

the comparable period of last year. In total, the
federal non-tax collection increased by 26.7
percent, while provincial non-tax collection
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increased by 12.8 percent. Higher receipts from
petroleum levy, markup (PSEs and others),
royalties on oil/gas, and passport fee remained
the main drivers to trigger a substantial growth
in federal non-tax revenues during the period
under review.

Fig. 4.7: Federal Non Tax Revenues
(Rs. billion) July-March
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During the current fiscal year, massive floods
caused unexpected expenditures to meet
immediate needs like the cost of additional
doctors, teachers, rubble removal, and temporary
shelters together with cash grants and food
assistance to affected families. Nonetheless, the
government's fiscal consolidation measures
during the year supported better expenditure
control.

The government has taken various austerity
measures to curtail expenditure and ensure
rational utilization of public money to reduce the
fiscal deficit. Under these measures, a ban was
implemented on the purchase of all types of
vehicles except utility vehicles, creation of new
posts, treatment abroad at government expense,
purchase of office furniture, purchase of
machinery and equipment, official visits abroad
by Govt. functionaries where GoP funding is
involved except obligatory visits and official
lunches/dinners / hi-tea except for foreign
delegations.

Keeping in view the economic and financial
challenges being faced by the country and to
conserve scarce resources, the government
decided to take further steps to curtail
expenditures and bring austerity in public
expenditure. For this purpose, a National
Austerity Committee was constituted to
recommend additional measures. The additional
measures for austerity were approved by the
Federal Cabinet in its meeting held on 22
February 2023 (Box-lI). To ensure the
implementation of these decisions, the Prime
Minister has constituted a committee for the
implementation of national austerity measures.
The committee held 2 meetings on 27" February
2023 and 13" March 2023 under the chair of the
Finance Minister in the Finance Division to
review the progress of implementation of
austerity measures approved by the Federal
Cabinet.

pocket.

allowed to accompany on foreign visits.

Box I: Austerity Measures
— Federal Ministers, Advisers, MOSs, and SAPMs voluntarily forego salary and allowances.
— All Ministers will continue to pay for utilities, i.e. gas, electricity, water, and telephone from their own

— Al luxury vehicles presently deployed with cabinet members shall be withdrawn.
—  Only one security vehicle shall be provided to the cabinet members where necessary.
—  Cabinet members shall travel in Economy Class on domestic and foreign visits. No support staff shall be

—  Cabinet members shall not stay in 5—star hotels during their visits abroad.

— 159% cut (on an annualized basis) shall be applied in Non-Employee Related Expenses (ERE) current

expenditure of all Ministries/Divisions/Attached Departments/Sub-ordinate Offices/Autonomous Bodies,
etc. Necessary adjustments in their budget shall be made by the concerned Principal Accounting Officer.
There shall be a complete ban on the purchase of all new durables till June 2024.

There shall be a complete ban on the purchase of all vehicles till June 2024.

Foreign travel of officers shall be allowed only on obligatory visits and in Economy Class. No support
staff shall be allowed to accompany.

Officers on visit abroad shall not stay in 5-star hotels.
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Official vehicles in use of Ministries/Divisions of the Federal Government shall stand withdrawn from
those senior officers who are already availing the benefit of car monetization. Action will be taken against
the misuse of official vehicles.

Security vehicles deployed with government officers shall be withdrawn. A committee under Interior
Minister may allow a maximum of one vehicle on a case-to-case basis where there is a serious threat to
the officer.

No luxury vehicle shall be allowed for use by cabinet members, public functionaries, and government
officers.

Teleconferencing shall be promoted to reduce traveling and lodging expenditures.

No new entity shall be created in the Federal Government.

There shall be a complete ban on the creation of new administrative units (Divisions, Districts, Sub-
Divisions and Tehsils) for two years.

The Single Treasury Account, on which work has been initiated by the Finance Division, shall be
implemented immediately.

Public/government servants shall not be allotted more than one plot with immediate effect.

A committee under the Law Minister will identify official residences above 1000sq yards for
sale/utilization in PPP mode.

Single dish in case of meal, and tea and biscuits on other occasions shall be served in government
events/meetings. This will be served at official premises and not in the hotel except in the case of a foreign
delegation.

The Cabinet may like to request the Chief Justice of Pakistan and Provincial Chief Ministers to take

similar decisions for their respective institutions/governments.

Total expenditure grew by 18.7 percent to Rs
10,016.9 billion in July-March FY2023 against
Rs 8,439.8 hillion in the same period of last year.
Within total expenditures, current expenditures
increased to Rs 9,244.6 billion during July-
March FY2023 from Rs 7,378.0 billion in the
same period of FY2022, showing a growth of
25.3 percent.

Fig. 4.8: Growth in Expenditure (%0)
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Higher growth in current expenditures during
July-March FY2023 is mainly driven by a 69.1
percent growth in markup payments as
compared to a 0.7 percent increase in the same
period of FY2022. The significant rise in markup

payments has been attributed to a rise in
servicing on both domestic and foreign debts due
to higher policy rates at the domestic and
international levels and a Pak-Rupee
depreciation. In contrast, non-markup current
expenditures grew by 7.7 percent during July-
March FY2023 against the substantial increase
of 32.1 percent in the comparable period last
year. The restricted growth during July-March
FY2023 has been observed mainly due to the
decline in expenditures on subsidies and grants
and is consistent with the government’s efforts
to ensure fiscal consolidation.

During July-March FY2023, expenditures of Rs.
524.4 billion were incurred under subsidies as
compared to Rs 575.2 billion in the comparable
period of last year. Thus, it reduced by 8.8
percent during the first nine months of the
current fiscal year, against an unprecedented
growth of 181.6 percent in the same period last
year. The decline has been realized on the back
of lower subsidies to the power sector that
reduced by 24.2 percent to reach Rs 388.9 billion
during July-March FY?2023 against Rs 512.8
billion in the same period last year. According to
the breakup of subsidies, Rs 20.7 billion was
provided to the Utility Store Corporation for the
Ramzan Package and Prime Minister Package to
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provide support to the oppressed segments of
society. Similarly, grants to others were reduced
by 32.9 percent during July-March FY2023
against a substantial increase of 116.8 percent
recorded in the comparable period last year. In
absolute terms, expenditures on grants stood at
Rs 617.5 billion in July-March FY2023 against
Rs 920.0 billion in the same period last year.
However, within total grants, the expenditures
on Benazir Income Support Program and
Pakistan Poverty Alleviation Fund grew by 67.5
percent and 15.7 percent, respectively, during
July-March FY2023.

Contrary to the sharp increase in current
expenditures, development expenditures, and net
lending recorded a marginal increase of 0.9
percent to stand at Rs 1,060.4 billion during
July-March FY2023 against Rs 1,051.1 billion in
the comparable period of last year. Within total,
expenditures under PSDP (Federal and
Provincial) registered a decline of 1.8 percent to
Rs 1,014.0 billion in July-March FY2023 against
Rs 1,032.7 billion in the same period of last year.

The Federal PSDP (including development
grants to provinces) stood at Rs 328.8 billion
during July-March FY2023 against Rs 452.3
billion in the same period of last year, showing a
decline of 27.3 percent. The pace of utilization
during July-March, FY2023 is relatively slow
mainly due to low quarterly release ceilings for
the 1st half i.e., 30 percent against 50 percent
during the same period of last financial year.
Furthermore, austerity measures also dampen
the utilization. The main priority areas under
federal PSDP during the current fiscal year are

infrastructure (energy, transport &
communication, water resource development),
the Social sector, particularly, SDGs, and
regional development for merged districts and
Special areas (AJ&K,GB).

The financing requirements during July-March
FY2023 were met through domestic sources.
The domestic resources fetched Rs 3,761.5
billion during July-March FY2023, out of which,
financing from banks stood at Rs 1,958.8 billion
and from non-banks Rs 1,802.7 billion.

FBR Tax Collection (July-April FY2023)

FBR net provisional tax collection increased by
16.1 percent to Rs 5637.9 billion against Rs
4,855.8 billion in a similar period last year. The
domestic component of tax revenue collected by
the FBR increased by 20.2 percent and stood at
Rs 4,886.1 billion in the first ten months of the
current fiscal year as compared to Rs 4,064.0
billion last year.

The net collection of direct tax has registered a
growth of 44.2 percent during the first ten
months of FY 2023. The net collection of direct
tax has increased from Rs 1,743.7 billion in July-
April FY2022 to Rs 2,514.9 billion during July-
April FY2023. The bulk of the tax revenues of
direct taxes is realized from income tax. The
major contributions of income tax have come
from contracts, imports, and profit payout. The
tax payments with tax declaration and collection
on demand have also shown high growth. Table
4.4 presents the detail of FBR tax-wise
collection.

Table 4.4: FBR Tax Collection

FY2022 July-April (Rs hillion)
Revenue Heads Actual FY2022 FY2023 (*) %6 Change
Direct Tax
Gross 1,754.2 2,528.8 44.2
Refund/Rebate 10.5 13.9 -
Net 2,284.9 1,743.7 2,514.9 442
Indirect Tax
Gross 3,365.7 3,391.2 0.8
Refund/Rebate 253.7 268.2 -
Net 3,863.6 3,112.0 3,123.0 0.4
Sales Tax
Gross 2,289.2 2,327.5 1.7
Refund/Rebate 224.9 237.5 -
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Table 4.4: FBR Tax Collection

FY2022 July-April (Rs hillion)
Revenue Heads Actual FY2022 FY2023 (*) %6 Change
Net 2,532.2 2,064.2 2,090.0 1.2
Federal Excise
Gross 256.1 283.9 10.9
Refund/Rebate 0.004 2.8 -
Net 320.7 256.0 281.2 9.8
Customs
Gross 820.5 779.7 -5.0
Refund/Rebate 28.8 27.9 -
Net 1,010.7 791.8 751.9 -5.0
Total Tax Collection
Gross 5,120.0 5,920.0 15.6
Refund/Rebate 264.2 282.0 -
Net 6,148.5 4,855.8 5,637.9 16.1
*: Provisional
Source: FBR

The gross and net sales tax collection during
July-April FY2023 has been Rs 2327.5 billion
and Rs 2090 billion showing growths of around
1.7 percent and 1.2 percent, respectively.
Around 64 percent of total sales tax was
contributed by sales tax on imports during Jul-
April FY2023, while the rest was contributed by
the domestic sector.

The collection of FED during July-April
FY2023 has recorded a growth of 9.8 percent.
The net collection stood at Rs 281.2 billion
during July-April FY2023 as against Rs 256
billion during the same period last year. The
major revenue spinners of FED are cigarettes,
cement, beverages/food, motor cars, air travel,
etc.

Customs duty has registered negative growth of
5.0 percent during July-April FY2023. The net
collection has declined from Rs 791.8 billion
during July-April FY2022 to Rs 751.9 billion
during July-April FY2023, owing to the import
compression policy for fiscal stabilization. The
major revenue spinners of customs duty have
been mineral fuels, vehicles, edible oil, and
machinery.

The FBR is committed to achieving its assigned

tax revenue target during FY 2023. As part of the
9th Review under the Extended Fund Facility
Program of the IMF, new revenue measures of
Rs 170 billion were taken through Finance
Supplementary Act, 2023 which came into force
on 23rd February 2023. However, the risks
/challenges to FBR’s revenue outlook are
unprecedented import compression, a slowdown
in economic activity, and litigation of important
revenue measures in the High Courts and the
Supreme Court. The revenue mix of the FBR
comprises 49 percent of the revenue coming
from the import of goods. The import
compression since the beginning of FY2023,
which is more aggravated in the third quarter and
fourth quarter of FY 2023 is hurting the revenue
stream.

The Super Tax that was imposed in FY 2023 on
high-earning persons has been challenged in the
High Courts of Sindh, Punjab, and Islamabad.
The decision of the Sindh High Court is pending
in appeal before the Honorable Supreme Court
of Pakistan and the High Courts of Punjab and
Islamabad have yet to decide the issue. As
interim relief to FBR, the Honorable Supreme
Court has allowed 50 percent of the recovery of
Super Tax
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Box I1: Major Reforms Initiatives and Achievements

Ease of Doing Business: Indicators relating to “Trading across Border” improved by 31 ranks from 142
to 111 in 2021, showing a remarkable improvement in simplification and automation of international
trade.

Automated Duty Drawback Payment System: To facilitate exporters, the manual rebate approval
system has been replaced with Risk Management System (RMS) based, fully automated processing of
duty drawback and payments.

Pakistan Single Window (PSW): PSW Act, 2021 has been enacted and its rules have been notified.
PSW is making significant progress in reducing the time and cost of doing business by digitalizing
Pakistan’s cross-border trade and eliminating paper-based processes.

WeBOC: This is a fully automated customs clearance system implemented at all seaports, dry ports,
and land border stations, including the features of paperless processing and online payments for traders.
Risk Management System: It is part of WeBOC clearance which is continuously upgraded from time
to time. Currently, about 57 percent of the import declarations are being cleared through the green
channel, while about 85 percent of the export consignments are allowed clearance through the green
channel.

Enhancing Regional Connectivity of Pakistan with Central Asian Republics: This has been
achieved through the signing of agreements, simplification of Transit Procedures, and Automated
Clearance. Pak-Uzbekistan Transit Agreement was finalized and operationalized. Recently, three more
agreements have been signed with China, Russia, and Tajikistan.

Focused Administrative Effort for Revenue Mobilization: This includes action against mis-invoicing
through better valuation, auctions, recoveries, etc.

Control of Smuggling: For the first time, a counter-smuggling policy was laid out with collaborative
arrangements with other Federal and Provincial Law Enforcement Agencies. This has resulted in huge
seizures of smuggled goods and contraband. Moreover, a countrywide operation against illegal POL
outlets (sealing of illegal outlets/ petrol pumps with criminal proceedings against owners), through
which legitimate imports of POL products increased with a corresponding increase in revenue collection.
Greater Facilitation of Trade at the Borders: FBR has been able to reduce the percentage of imports
and exports that undergoes documentary and/or physical inspection through a yellow or red channel by
customs at the border.

Risk-Based Audit: The selection of cases for Tax Year 2019 is in a process that is based upon a
scientific approach through the Risk Based Audit Management System (RAMS) which covers all
segments of taxpayers. The purpose of RAMS is to identify and select non-compliant taxpayers and
improve compliance behavior across taxpayer segments. This would enable FBR to not only focus on
non-compliant taxpayers but also ensure that the audit process is effective, fair, and conducted with
integrity; thus, building the confidence of compliant taxpayers in the Audit system.

Automation of Audit Monitoring System / Audit Dashboard: A software solution has been designed
to provide continuous monitoring of the audit cases with sufficient documentation and assistance to the
auditors. FBR has conducted and completed several cases of comprehensive field audits of large
taxpayers selected through the Audit Policy 2019 by the risk-based selection tool and monitored by the
Compliance Unit through this software.

Track and Trace System (TTS): Currently, the TTS has been implemented in sugar, fertilizer, and
tobacco sectors. Phase-1 of cement sector implementation is planned for June 2023 onwards. It has
currently been implemented in 81 facilities in the sugar sector, 15 facilities in the fertilizer sector, and 9
facilities in the tobacco sector.

Inland Revenue Enforcement Network (IREN): IREN has also been established for curbing the illicit
tobacco and sugar movement in different areas of the country. IREN enforcement measures have led to
the seizure of illicit tobacco and raids have been conducted for the enforcement of a track and trace
system.

Automated Issuance of Refunds: To facilitate taxpayers, a centralized automated refund system is
functioning successfully with no requirement for manual application and verification. This system issues
refunds directly to the bank accounts of the taxpayers without any face-to-face interaction with tax
authorities.




Fiscal Development

Source: FBR

Reduction in Withholding Lines: FBR has been following a rigorous agenda to analyze different
withholding lines with respect to their yield and impact on taxpayers. Consequently, the number of
withholding lines has been reduced to 31 from 58 since FY 2019-20.

Fostering a Culture of Interprovincial Coordination and Data Sharing: FBR has been working
together with provincial authorities to standardize and harmonize tax management to the extent possible.
Consequently, FBR has signed memorandums of understanding on data sharing and Immovable
property valuation tables.

Broadening of the Tax Base (BTB): Devoted BTB units have been established at Regional Tax Offices
for the registration of new taxpayers based on information received. Field formation-wise targets have
been assigned for the financial year 2022-23. The aim is to expand the tax base from the existing 1.2
million paid filers to 3.5 million paid filers up to the fiscal year 2023-24. FBR has registered 912,392
new taxpayers during the current year as of 31% March FY2023, against the target of 700,000 new
taxpayers.

Provincial Budget

The overview of the provincial budget shows
that in FY2023 total provincial revenues are
expected to increase by 24.3 percent to reach Rs
5612.7 billion against the revised estimates of Rs
4515.7 billion in FY2022. The increase in
revenues is expected from 22.6 percent and 67.8
percent rise in both tax and non-tax revenues,

expenditures are budgeted to increase by 16.4
percent to reach Rs 5938.2 billion in FY2023
against the revised estimates of Rs 5102.2 billion
in FY2022. During FY2023, the share of current
and development expenditures in total
expenditures is expected to remain at 70.2
percent and 29.8 percent, respectively. An
overview of the provincial budget is given in
Table 4.5.

respectively. On the other hand, total
Table 4.5: Overview of Provincial Budgets (Rs billion)
Punjab Sindh Khyber Balochistan Total

Item Pakhtunkhwa

FY2022 | FY2023 | FY2022 | FY2023 | FY2022 | FY2023 | FY2022 | FY2023 | FY2022 | FY2023

RE) | BE) | RE) | BE) | RE) | BE) | RE) | BE | (RE) | (BE)

Total Provincial Own 289.7 337.0 267.9 3475 50.1 52.7 24.1 34.8 631.8 772.0
Taxes
Share in Federal Taxes 1,764.4| 2,156.6 837.2| 1,023.3 558.5 682.6 295.7 3789 | 34558 | 42414
(Divisible Pool)
Total Tax Revenues 2,054.1| 2,4936| 1,105.1| 1,370.8 608.6 735.3 319.8 413.6| 4,087.6| 5,013.3
Total Non-Tax 76.0 159.5 80.9 97.8 64.3 63.2 19.9 83.8 241.1 404.4
Revenues
All Others 23.7 10.6 225 25.2 136.2 145.4 4.6 13.8 187.0 195.0
Total Revenues 2,153.8| 2,663.7| 1,2085| 1,493.8 809.1 943.9 344.3 511.3| 4,515.7| 5,612.7
Current Expenditures 1,423.7| 1,711.9| 1,037.2| 11995 894.1 913.8 306.3 342.8| 3,661.3| 4,168.0
Development 647.9 685.0 269.6 459.7 420.9 418.2 102.6 207.3| 1,4409| 1,770.2
Expenditures
Total Expenditures 2,0715| 2,396.9| 1,306.8| 1,659.2| 1,315.0| 1,332.0 408.9 550.1| 5,102.2| 5,938.2

Source: Provincial Finance Wing. Finance Division; B. E = Budget Estimates; R.E = Revised Estimates

Allocation of Revenues between the Federal
Government and Provinces

According to the distribution of resources under
the 7" NFC Award, federal transfers to
provinces (divisible pool and straight transfers)
are budgeted at Rs 4,366.3 billion in FY2023.
During July-March FY 2023, federal transfers to

provinces reached Rs 2,953.1 billion against Rs
2,584.2 billion last year, showing an increase of
14.3 percent.

The province-wise share in federal transfers
(Table 4.6) is as follows: Punjab (Rs 2,164.6
billion), Sindh (Rs 1,094.12 billion), KPK
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(Rs 713.5 billion inclusive of 1 percent war on
terror), and Balochistan (Rs 394.1 billion).

Table 4.6: Transfers to Provinces (Rs billion)
FY2023 Release
B.E
Divisible Pool 4,241.4 2,864.1
Straight Transfers 124.917 88.996
Total 4,366.3 2,953.1
Province-wise
Punjab 2,164.6 1,455.2
Sindh 1,094.1 727.1
KPK 713.5 484.0
Balochistan 394.1 286.8
Total 4366.3 2953.1

Source: Provincial Finance Wing. Finance Division

Provincial Fiscal Operations
Performance (FY2022)

Against the target of Rs 570 billion in FY2022,
the provincial governments generated a
combined surplus of Rs 351 billion, which was
higher than the Rs 313.6 billion achieved in
FY2021.1t was mainly contributed by Punjab
and Sindh, while KPK and Balochistan posted a
deficit during the vyear. The consolidated
provincial revenues grew by 25.7 percent to
reach Rs 4687.5 billion in FY2022 against Rs
3728.0 billion in FY2021. The increase in
revenues was largely attributed to a 30.9 percent
increase in federal transfers during the year.

Province-own revenue receipts (provincial tax
and non-tax) grew by 12.4 percent to reach Rs
740.7 billion in FY2022 against Rs 658.7 billion
in FY2021. The increase is primarily attributed
to 20.5 percent in provincial taxes in FY2022
over the preceding year. Within provincial taxes,
the highest collection was observed in sales tax
on services followed by stamp duties and motor
vehicle tax. An increase in domestic economic
activity and effective measures for revenue
mobilization by the provincial governments
caused a significant rise in provincial taxes. In
contrast, receipts under non-tax collection
declined by 14.6 percent to Rs 128.3 billion in
FY2022 from 150.3 billion in FY2021 on the
back of a decline in receipts from markup and
hydroelectricity profit. Table 4.7 presents an
overview of provincial fiscal operations.

Fig. 4.9: Provincial Own Revenues and Federal
Transfers (% growth)
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Table 4.7: Overview of Provincial Fiscal Operations (Rs billion)
FY2016 | FY2017 | FY2018 | FY2019 | FY2020 | FY2021 | FY2022 FYZE)];‘;V Malrf\:'zozz
A. Tax Revenue 21454 | 2,2876| 26188| 2,799.6| 2917.6| 3250.3| 4,201.4 3,414.9 3,022.5
Provincial Taxes 283.3 321.8 401.4 401.8 413.6 508.4 612.4 461.8 438.3
Share in Federal Taxes 1,862.2| 19658 2217.4| 2397.8| 25040| 2,741.9| 3,589.0 2,953.1 2,584.2
B. Non-Tax Revenue 93.3 795| 1467 86.3| 102.4| 150.3| 1283 105.8 93.7
C. All Others 55.1 61.2| 173.0| 1100| 221.0| 3275| 3578 156.3 278.9
Total Revenue (A+B+C) 22939 | 24282| 29385| 29959| 3,241.0| 3,728.0| 4,687.5 3,677.0 3,395.2
a. Current Expenditure 1,559.8| 1,739.3| 2,080.7| 2,350.8| 2,541.9| 2,844.2| 3,200.8 2,662.7 2,192.4
b. Development Expenditure 592.4| 8522| 880.1| 506.2| 6220| 770.2| 1,216.6 721.0 7241
c. Statistical Discrepancy -65.7 -147.4 -4.8 -51.1 -147.9 -200.0 -80.9 -162.8 -121.1
Total Expenditure (a+b+c) 2,086.5| 24441| 2956.0| 2,805.9| 3,016.1| 3/414.4| 43365 3,221.0 2,795.4
Overall, Balance 207.4 -15.9 -17.5| 1900| 2249| 3136| 3510 456.0 599.8
Source: Pakistan Fiscal Operations
During FY2022, provincial expenditure FY?2021. The main driver of expenditure growth

increased by 27.0 percent to reach Rs 4336.5
billion as compared to Rs 3414.4 billion in

was a 58.0 percent increase in development
spending. Higher spending on construction and
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transport  services, housing, community
development, health, and social protection drove
the increase in development expenditure. The
current expenditure, on the other hand, increased
by 12.5 percent to Rs 3200.8 billion in FY2022
against Rs 2844.2 billion in FY2021. The rise
was observed mainly due to higher spending on
executive & legislative organizations, financial
& fiscal affairs, transfers under general public
services, public order & safety affairs, health,
education affairs & services, agriculture, food,
irrigation, forestry & fishing, and construction &
transport under economic affairs.

Performance (July-March FY2023)

The slowdown in domestic economic activities
during the current fiscal year has also been
translated into the revenue performance of
provincial governments. Total revenues of the

provincial government grew by 8.3 percent
during July-March FY2023 against the growth
of 31.4 percent recorded last year. Within total
revenues, the provincial taxes stood at Rs 461.8
billion during July-March FY2023 against Rs
438.3 billion in the comparable period of last
year. Thus, the tax collection increased by only
5.4 percent on the back of a 14.5 percent growth
in sales tax on services GST and a 9.0 percent
increase in excise duty. While tax revenues from
stamp duties and motor vehicle tax were reduced
by 5.6 and 8.8 percent, respectively, during the
period under review. On the other hand, the non-
tax collection grew by 12.9 percent to Rs 105.8
billion during the first nine months of the current
fiscal year as compared to Rs 93.7 billion
recorded last year. The receipts from irrigation,
dividends, fiscal administration, social services,
and food and agriculture, etc. remained the major
revenue spinners within the non-tax collection.

Fig-4.10a: Composition of Provincial
Revenues, July-March (Rs billion)
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Fig-4.10b: Contribution in Provincial
Revenues, July-March (%)
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Thus, total provincial own revenue receipts grew
by only 6.7 percent to reach Rs 567.6 billion in
July-March FY2023 against Rs 532.0 billion in
the comparable period of last year. Whereas
provinces received Rs 2,953.1 billion from the
federal government under NFC award during
July-March FY2023 against Rs 2,584.2 billion in
the same period of last year.

During July-March FY2023, total provincial
expenditure slowed down to 15.2 percent (Rs
3,221.0 billion) down from 28.7 percent (Rs
2,795.4 billion) registered last year owing to a
decline in development spending. Conversely,
current expenditure observed a sharp rise by

posting a growth of 21.5 percent against the 12.5
percent observed last year. In absolute terms, it
increased to Rs 2,662.7 billion during July-
March FY2023 from Rs 2,192.4 billion in the
same period of last year. The main impetus came
from expenditures on social protection,
agriculture, food, irrigation, forestry & fishing,
fuel & energy, health, education affairs, and
services, etc. On the other hand, development
expenditures witnessed a marginal contraction
of 0.4 percent during July-March FY2023 owing
to a decline in development spending under
general public services, recreational, culture and
religion, and health. While development
expenditures in the area of environment and
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social protection witnessed a significant increase
during the year.

Overall, the provinces posted a cumulative
surplus of Rs 456.0 billion during July-March
FY2023 against the surplus of Rs 599.8 billion
in the comparable period last year. The major
contribution of the provincial surplus came from
Punjab with a surplus of Rs 262.5 billion,
followed by Sindh (Rs 144.7 billion),
Balochistan (Rs 43.4 billion) and KPK (Rs 5.4
billion), respectively.

Fig. 4.11: Provincial Surplus (Rs billion)
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Public Financial Reforms

(PFM)

Public Financial Management Act (PFM)
promulgated in 2019 is an important step toward
improving public financial management in
Pakistan. It aims to improve financial planning,
ensure the efficient and effective utilization of
funds, and promote transparency and
accountability.

Management

Several initiatives have already been taken to
make PFM reforms a holistic exercise including
the establishment of the office of Chief Finance
and Account Officer to assist and support the
Principle  Accounting  Officer  (PAO),
empowering PAO to utilize his budget grant
without endorsement by the Finance Division,
amendments in Federal Treasury Rules to
facilitate pensioners, amendment in GFR 13(3)
to empower the head of an office to authorize
any gazette officer serving under him to incur
expenditure, amendment in GFR 130, sub-rule 3
to authorize Police Station House Officers

(SHOs) of Islamabad Capital Territory (ICT) as
Drawing and Disbursement Officers (DDOs) for
their respective jurisdictions in ICT, Established
TSA phase-l system in Ministries, Division,
Attached Departments, and Sub-Ordinate
Offices (MDAS), Awareness workshops have
been conducted on the TSA phase-II system for
Public Entities, the Cash Forecasting Unit (CFU)
has been established under the Budget Wing,
Financial Management and Powers of Principal
Accounting Officers Regulations, 2021 has been
reviewed in consultation with stakeholders for
incorporation of amendments in the said
regulations, and amendments in Sr. No. 4,41,43
& 81 have been made in the schedule of
Financial Management and Powers of Principal
Accounting Officers Regulations, 2021.

While continuing the agenda for reforms in
Public Financial Management (PFM), receipt
and Payment Rules, Grant in Aid Rules, and
General Financial Rules (drafted in consultation
with stakeholders) is in the advanced stages of
approval.

Way Forward

Pakistan entered FY2023 with multipronged
challenges and the risk of default. However,
with prudent and calibrated policies, the risk of
default was successfully averted. The budget
FY2023 centered on strong fiscal consolidation
with an objective to ensure fiscal sustainability
and macroeconomic stability. The fiscal deficit
was budgeted to be 4.9 percent of GDP, with the
primary balance in a surplus of Rs 153 billion.
Similarly, the GDP growth for FY2023 was
projected at 5.0 percent. However, massive
floods at the start of the current fiscal year
caused a detrimental impact on all sectors of the
economy, altering the entire scenario and
outlook of the economy. It put tremendous
pressure on the overall expenditure needed for
relief and rehabilitation efforts. Despite these
difficulties, the government has remained
focused on fiscal consolidation efforts during the
current fiscal year to keep the fiscal deficit
within manageable limits. These efforts paid off
in terms of a contained fiscal deficit at 3.6
percent of GDP and a primary surplus of
Rs503.8 billion during the first nine months of
the current fiscal year.
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Currently, higher markup payments due to
higher policy rates both at the domestic and
global levels are putting tremendous pressure on
the expenditure side. To that end, the
government is attempting to control different
non-productive spending through austerity
measures. Furthermore, the emphasis is on
providing targeted subsidies to deserving
segments of society. The objective is to keep the
fiscal deficit under control, encourage
sustainable economic growth, and keep the
primary balance at a sustainable level. On the
revenue side, FBR tax collection, although
growing at 16.1 percent, it remained below the
target set for the first ten months of the current
fiscal year. The slowdown in economic activity
and import compression along with litigation of
important revenue measures in the High Courts
and the Supreme Court have created
multifaceted challenges for FBR to achieve its

assigned target of Rs 7,640 billion during
FY2023. Nonetheless, FBR is putting all its
efforts through various policy and administrative
measures to improve tax collection.

Despite significant challenges due to the global
and domestic economic environment, the fiscal
consolidation efforts are on track and reaping the
benefits in terms of better fiscal accounts. It is
therefore expected that the fiscal year 2023
would observe a considerable decline in fiscal
deficit as compared to last year. To this end,
additional austerity measures, various tax
policies, and administrative reforms to improve
tax collection, as well as efforts to improve
financial planning through PFM reforms will
provide additional impetus to the government’s
efforts to further reduce the fiscal deficit over the
medium term.
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Chapter 5

MONEY AND CREDIT

Prudent Monetary Policy in times of crisis is
more than a strong defense. It generally moved
to manage the supply of money in the economy
to achieve twin objectives- price stability and
output growth. The global economy seems to
move on a gradual recovery path from the
challenges of pandemic and Russia-Ukraine
conflict. China is rebounding strongly after
reopening of its economy. Global supply-chain
disruptions are slowing down, while the
disturbances to energy and food markets caused
by the Russia-Ukraine conflict are receding.
Simultaneously, synchronized tightening of
monetary policy by most central banks should
start to materialize desired dividends, with
inflation rebound toward targets.

The global growth will bottom out at 2.8 percent
in 2023 before rising modestly to 3.0 percent in
2024. Global inflation will decrease gradually
from 8.7 percent in 2022 to 7.0 percent in 2023
and expected to reach at 4.9 percent in 2024.

However, an emerging challenge and most
worrisome issue is the sharp monetary policy
tightening during 2022 have serious side effects
for the financial sector. Yet the global financial
system is showing considerable strains,
however, recent banking turmoil in the US as
well as financial instability in the Europe,
triggered significant emergency responses by
central banks to prevent further instability.
Shares of banks in major emerging market
economies have experienced little contagion
from the banking turmoil in the US and Europe.!

Policies with immediate impact ensuring a
durable fall in inflation: With inflation still well
above targets for most economies, the priority
remains reducing inflation and ensuring that
expectations stay anchored while containing
financial market strains and minimizing the risk
of further turbulence.

Relating to SBP monetary policy with global
perspective, Pakistan economy is facing global
headwinds on domestic inflation and
macroeconomic imbalances. Aiming to this,
SBP has initially started monetary policy
normalization since September 2021 to counter
inflationary  pressures and to  control
macroeconomic imbalances. During September
2021 to April 2023, SBP has increased the policy
rate by 1400 bps to 21 percent. At first round,
economy has witnessed some exchange rate
stability but inflationary pressures remained
persistent. Afterwards, economy had suffered
with flood which changed the whole scenario.
Economy is confronting with both domestic and
global challenges, which further aggravate the
situation and create complex scenario for
monetary policy direction. SBP has continued
with monetary tightening which paid off some
dividends for external sector stability. But
inflationary and exchange rate depreciation
pressures remained persistent. So, it’s time to re-
think about monetary policy around the world
and to learn lessons from evolving and
challenging situation for global output and
inflation stabilization.

inflationary pressures.

Box-1I: Direction of Global Monetary Policy, New Challenges and Lessons

During the COVID-19 crisis, government spending increased significantly in the form of stimulus packages
across the globe. Fiscal expansion seems to have been a primary driver of inflation, particularly in advanced
economies. But as spending was increasing, countries were hit by supply shocks, which added further to

https://www.imf.org/en/Blogs/Articles/2023/04/11
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Powerful non-economic forces — the COVID-19 pandemic and the Russia-Ukraine conflict reshaped
economic developments in 2022. As the 2022 progressed, an expansion that observed in 2021- lost some
momentum, with supply constraints, COVID variants and geo-political tensions blowing headwinds.

Against this backdrop, global inflation soared to multi-decade highs. At first, higher inflation was considered
transitory, but it proved persistent and broadening over time. In response, central banks generally brought
forward the timing and pace of policy tightening. Higher inflation and shifting expectations of the policy
response led to bouts of financial market volatility with financial conditions tightening substantially in 2022.
The mixture of these forces makes a challenging future outlook of global economy.

In several Emerging Market Economies (EMES), central banks responded quickly to rising inflation. By early
2022 major central banks of these economies had started to remove accommodation. The Central Bank of
China was an important exception; it eased as the economy softened and inflation remained subdued.

In Advanced Economies (AEs), central banks responded more slowly to macroeconomic shocks. Initially,
many attempted to “look through” seemingly transitory higher inflation. But as the 2022 progressed, central
banks wound back their forward guidance, signaling an earlier start of policy normalization.
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The Federal Reserve (FED) and the European Table 5.1: Current policy Rate in Selected
Central Bank (ECB) have both embarked on their Economies* (%)
most aggressive monetary tightening cycle in  Ghana 29.5
decades in response to soaring inflation. The — pakistan 20.0
inflationary pressures appeared first in America and
. . . . Egypt 18.25
headline inflation outpaced in other major developed Chil 1125
markets, peaking at 9% on YoY basis in June 2022, ! pj :
a 40-year high. Peak inflation in the Euro Area has _Brazil 13.75
come later, at a record high level of 10.7% YoY US 4.65
basis in October 2022 due to the region’s heavy  Mexico 7.88
exposure to gas supply disruptions and Russia-  Bangladesh 4.00
(Lijramte_: cgnfllctdrather than a post-COVID surge in India 6.50
omestic demand. UK 405
Although inflation is likely to ease steadily in 2023,  Phillipines 6.25

it is expected that interest rates to stay at peak level
until mid-2024, with important implications for
global economy.

* March 2023
Source: Haver Analytics, CBRates.com
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Figure-2: Average yoY Inflation and Change in Policy Rate of Major Economies
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Box-11: The Changing Nexus between Commodity Prices and the US Dollar

After reaching a record high level in 2022, the USD depreciated slightly against the Euro and other major
currencies at the start of 2023 as US inflation began to ease back and the ECB started to raise policy rate more
aggressively, in line with the FED decisions.

Fig-5.3: App (+) & Dep(-) of Respective Currency against US $
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Commodity prices and the value of the USD have recently moved up and down in tandem. Most remarkably,
they both surged in 2021 and 2022 and subsequently weakened together. This was a marked departure from
the standard pattern whereby dollar strength goes hand in hand with weaker commodity prices. Since most
commodities are priced in dollars and movements in USD have amplified commaodity price swings in terms
of local currency.

Abrupt co-movement between the USD and the commodity prices may be due to temporary and structural
factors. Temporary factors include the macro-financial stability consequences of higher commodity prices,
which provoked a flight-to-safety into the USD, and the more rapid monetary policy tightening in the United
States than in other major economies. Structural ones include the United States’ emergence as a net energy
exporter, which has seen the dollar behave like a “commodity currency”. The commodity price-dollar nexus
may have changed temporarily due to the specific nature of the shocks to the global economy in 2022.
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narrow further.?

It is expected that another modest dollar depreciation in 2023 will observed as inflation eases slightly faster
in the US than in the Euro area and as the FED-ECB interest rates differential narrows further. Nonetheless,
the dollar will remain strong by recent historical standards throughout 2023 and into early 2024, when the
global economic outlook stabilizes and the interest rates differential with other major central banks begins to

Monetary Policy Stance in Pakistan

FY2022 ended with significant economic
growth of 6.1 percent alongwith macroeconomic
imbalances, emerging inflationary pressures,
historic high imports bill and trade deficit and
depleting FX reserves resulted in depreciation of
PKR. The growth stemmed from conducive
policy environment for real sector growth
included expansionary fiscal and monetary
policies.

Table-5.2: Policy rate (%)

w.e.f Policy rate
26/06/2020 7.00
21/09/2021 7.25
22/11/2021 8.75
15/12/2021 9.75
08/04/2022 12.25
24/05/2022 13.75
13/07/2022 15.00
28/11/2022 16.00
24/01/2023 17.00
03/03/2023 20.00
05/04/2023 21.00

Source: State Bank of Pakistan

Lagged impact of pro-growth polices at the time
of COVID, translated in excessive aggregate
demand. Coupled with global challenges and
series of macroeconomic shocks including
multiple waves of COVID-19, lingering supply
chain disruptions, commaodity super-cycle, the
outbreak of Russia-Ukraine conflict and global
monetary policy tightening, particularly in the
US, which transfers pressures on emerging
market currencies included Pakistan.

As these shocks started to materialize and
reflected in high-frequency indicators, SBP

2 Bis.org

started monetary policy normalization since
September 2021 from 7.0 percent, which was
kept unchanged for the last 15 months.
Cumulatively, the policy rate increased by 675
bps to 13.75 percent during FY22. Moreover,
SBP also introduced other measures to counter
demand-side pressures on import payments.
These measures includes an increase in the cash
reserve requirement (CRR) for commercial
banks (average by one percentage point to 6
percent and minimum to 4.0 percent), tightening
of prudential regulations (PRs) for consumer and
auto financing®, and twice imposition of cash
margin restrictions (CMRs) on additional
imported items (114 items in Sep-2021 and 177
items in Apr-2022). In addition, it was decided
to increase the frequency of monetary policy
reviews from six to eight times a year, with a
view to making the process of monetary policy
formulation more responsive to the fast-
changing situation.

At the start of FY2023, the economy was
confronting both domestic and external
challenges, domestic economic activity was
expected to moderate due to contractionary
monetary and fiscal policies. However, flash
flood has further aggravated the challenging
economic situation and deteriorated economic
growth prospects.

In the first meeting of current fiscal year (CFY)
held in July 2022, policy rate was increased by
125 bps to 15 percent with the objective to
contained domestic demand and prevent de-
anchoring of inflation expectations. Moreover,
in this decision the rates of export finance
scheme (EFS) and long-term financing facility

3 PRs effectively prohibited financing for imported vehicles, and tightened regulatory requirements for financing of domestically manufactured/
assembled vehicles of more than 1000 CC engine capacity and other consumer finance facilities like personal loans and credit cards. Also, the
maximum tenure of auto finance facility was reduced from 5 years to 3 years for vehicles above 1000 CC engine displacement and from 7 years

to 5 years for vehicles up to 1000 CC engine displacement.

For more details, see the SBP’s press release titled ‘State Bank of Pakistan revises Prudential Regulation for Consumer Financing to moderate

import and demand growth’, dated September 23, 2021.



Money and Credit

(LTFF) were linked to the SBP policy rate with
discount of 500 bps.

Over to the next two meetings held in August
and October 2022, policy rate was kept
unchanged at 15 percent on account of observed
desired developments of moderate domestic
demand, inflation remained in line with
expectations and altered economic outlook due
to flood.

Policy rate was increased by 100 bps each in
subsequent two meetings held in November
2022 and January 2023. The decisions were

made on account of strong and persistent broad-
based inflationary pressures than expected.

The situation further deteriorated after fiscal and
external adjustments which changed the
inflation outlook for FY2023 to 27-29 percent
against the November 2022 projection of 21-23
percent. In response to this, policy rate was
further increased by 300 bps to 20 percent in
meeting held in March and further by 100 bps to
21 percent in April 2023. Cumulatively, policy
rate increased by 725 bps during Jul-Apr
FY2023.

Fig-5.4: Monetary Policy Performance (July 2018-April 2023)
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Recent Monetary and Credit Developments

During 01 July-31 March FY2023, broad
money (M2) has witnessed an increase of Rs
1,193.7 billion (growth of 4.3 percent) as
compared to Rs 698.4 billion (growth of 2.9
percent) during same period last year. Within
M2, Net Foreign Assets (NFA) of banking
system decreased by Rs 2060.6 billion as
compared decline of Rs 1197.7 billion last year.
NFA’s point contribution has decreased to 7.4
percent as compared to negative contribution of

4.9 percent during same period last year. This
shows deteriorated external sector position and
depleting FX reserves. On the other hand, Net
Domestic Assets (NDA) of the banking sector
increased by Rs 3254.2 billion (point
contribution of 11.7 percent) as compared to Rs
1896.2 billion (point contribution of 7.8 percent)
during same period last year. A significant
growth in NDA is offset by negative growth of
NFA, which contained growth of M2 during the
period under review (Table 5.3).

Table - 5.3: Profile of Monetary Indicators Rs billion
FY2022 Flows
(Stocks) FY21 FY22 | 31-Mar-23 | 01-Apr-22
Net Foreign Assets (NFA) -753.2 1,240.9 -1,478.0 -2060.6 -1197.7
Net Domestic Assets (NDA) 28,355.9 2,148.8 4,782.9 3254.2 1896.2
Net Government Borrowing 19,622.9 1,717.9 3,357.7 2389.7 883.4
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Table - 5.3: Profile of Monetary Indicators Rs billion
FY2022 Flows

(Stocks) FY21 FY22 | 31-Mar-23 | 01-Apr-22
Borrowing for Budgetary Support 18,506.5 1,625.2 3,133.0 2414.5 938.5
From SBP 5141.4| -1,206.3 -191.1 405.8 52.4
From Scheduled Banks 13,365.0 2,8315 3,324.1 2008.8 886.1
Credit to Private Sector 9,241.2 766.2 1,612.1 302.2 1199.3
Credit to Public Sector Enterprises (PSES) 1,393.4 -53.8 -43.3 197.1 4.2
Broad Money 27,602.6 3,389.7 3,304.9 1193.7 698.4
Reserve Money 9,326.5 983.6 663.1 816.7 391.5
Growth in M2 (%) 16.2 13.6 4.32 2.87
Reserve Money Growth (%) 12.8 7.7 8.76 4.52

Source: SBP

The NFA of SBP observed contraction of Rs
1,665.8 billion during the period under review as
compared decline of Rs 1197.7 billion in last
year. This decline was observed on account of
payment pressures due to high international
commodity prices and exchange rate
depreciation. In addition, the scheduled
repayments of external debt increased the gross
financing requirements of the country. However,
in the absence of adequate external inflows,
these payments were partially financed by
drawdown in SBP reserves during the period
under review.

Whereas, NFA of scheduled bank decreased by
Rs 394.8 billion as compared an increase of Rs
62.9 billion in last year, shows increase in
foreign liabilities of commercial banks. On the

contrary, NDA of SBP observed expansion of Rs
2,617.5 billion against Rs 1,420.3 billion in last
year. On the other hand, NDA of scheduled
banks witnessed expansion of Rs 636.7 billion
against expansion of Rs 475.9 billion in last year.
The significant expansion in NDA was observed
primarily due to higher budgetary borrowing.
Therefore, M2 growth completely stemmed
from growth in NDA which partially offset by
contraction in NFA growth.

Reserve Money (RM) grew by 8.8 percent (Rs
816.7 billion) during 1% Jul-31%*March, FY2023
as compared to growth of 4.5 percent (Rs 391.5
billion) during same period last year. RM grew
more than double compared to last year, entirely
came from growth in NDA of SBP, which
partially offset by negative NFA of SBP.

Fig -5.5: Trend of Net Foreign Assets
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Credit to Public Sector Enterprises (PSES)
observed an increase of Rs 197.1 billion as

compared to an expansion of Rs 4.2 billion
during same period last year.
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Government Borrowing

During the period 01% Jul-31%Mar, FY2023,
Government borrowing for budgetary support
increased to Rs 2414.5 billion as compared to Rs
938.5 billion during the same period last year.
During July-March, FY?2023, budget deficit
financing from domestic sources stood at Rs
3761.5 billion as compared Rs 1,584 billion

during same period last year. This increased in
financing requirements elevated pressure on
domestic banking system due to absence of
adequate external loan inflows. Resultantly, net
government borrowing from banking system
stood at Rs 2,389.7 billion as compared to the
government borrowing of Rs 883.4 billion
during the same period last year.

5,000 B From SBP

4,000 ki From Scheduled banks

3,000 esmguus Total borrowings (rhs)
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1,000
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Fig 5.6: Flows of Government Borrowings (in billions of rupee)
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Commaodity Finance

Commodity operation means advances provided
either to Government, public sector corporations
and private sector for the procurement of
commodities such as cotton, rice, wheat, sugar,
fertilizer, etc. Both federal and provincial
governments borrow from scheduled banks to
finance their purchases of commodities.* The
proceeds from the sale of such commaodities are
subsequently used to retire commodity
borrowing.

Commodity finance witnessed net borrowing of
Rs 229.7 billion (posted growth of 25.4 percent)
in FY2022 against borrowing of Rs 90.6 billion
(growth of 11.1 percent) in FY2021. The
outstanding stock of commodity finance
amounted to Rs 1,133.7 billion in FY2022 as
compared to Rs 904.0 billion in FY2021.
Borrowing for commodity finance during
FY2022 is mainly reflected the borrowing of Rs
1,011.6 billion by wheat procurement agencies
from banking system as compared to Rs 788.2
billion in FY2021.

“Glossary, Monthly Statistical Bulletin, SBP
SIslamic  Financing, Advances (against Murabahaetc),
Inventories and other related Items previously reported

During 01 Jul-31%Mar FY2023, loans for
commodity finance observed a net retirement of
Rs 22.1 billion as compared to Rs 56.5 billion
during comparable period last year.

During July-24™" March FY 2023, loans for wheat
financing witnessed a net retirement of Rs 58.5
billion as compared to the retirement of Rs 45.6
billion during same period last year. Likewise,
loans for sugar financing shows net borrowing of
Rs 23.5 billion during the period under review as
compared to the retirement of Rs 8.6 billion in
last year. Fertilizer financing witnessed net
borrowing of Rs 12.7 billion against net
retirement of Rs 5.1 billion last year. Rice
financing shows net borrowing of Rs 13 million
as compared to the net retirement of Rs 15.0
million in last year. Likewise, Cotton financing
observed net borrowing of Rs 173 million as
compared to the net borrowing of Rs 82.0
million last year.

Credit to Private Sector®

During FY2022, credit to private sector
increased to Rs 1,612.1 billion (growth of 21.1

under Other Assets have been reclassified as credit to

private sector.



Pakistan Economic Survey 2022-23

percent) as compared to Rs 766.2 billion (growth
of 11.2 percent) in FY2021. The significant
growth of credit to private sector is mainly
stemmed from both working capital and fixed
investment credit demand. Working capital
credit demand increased on account of
expansion in economic activities and increase in
cost of production. Similarly, fixed investment
credit demand augmented from concessionary
financing schemes including the LTFF and the
Temporary Economic Refinance Facility
(TERF).

Working capital loans significantly increased by
Rs 698.8 billion in FY2022 against Rs 169.5
billion in FY2021. On the other hand, short
terms loans also increased on account of
expansion in real sector economic activities,
particularly LSM and export-led activities.
Sectoral distribution shows that with in
manufacturing sector, textile sector availed
major share of loans in FY2022. Beside, elevated
commodity prices and depreciation of PKR have
increased credit demand of sectors related to the
import dependency, such as cotton, paper &

paper board and refined petroleum product.

Fixed investment loans increased substantially
to Rs 451.4 billion in FY2022 as compared to an
increase of Rs 203.5 billion in FY2021. A
significant credit growth was observed for
machinery import and capacity expansion.
Credit demand stemmed from textile, cement,
telecommunication and power sector to expand
their operations in FY2022.

During 1% July-31%March FY2023, private
sector credit increased by Rs 302.3 billion as
compared to Rs 1,199.3 during same period of
last year. On average, it has posted growth of 3.3
percent as compared to growth of 15.7percent in
last year. On YoY basis, it has posted growth of
8.1 percent as on 31%March, 2023 as compared
to the growth of 20.8 percent in last year.

Credit demand declined due to host of domestic
and global factors, such as slow-down in
domestic economic  activities, uncertain
economic environment, high cost of borrowing,
low export demand due to global growth
pessimistic prospects and financial turbulence.

1800

Fig. 5.7: Trend of Credit to Private Sector (2010-2022)
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Sectoral Analysis

Overall, private sector credit revealed a
declining trend and reduced from Rs 1,162.6
billion (growth of 17.0 percent) during July-
March, FY2022 to Rs 257.3 billion (growth of
3.1 percent) during July-March FY2023.

The sectoral distribution of private sector credit
indicates that loans to private sector businesses
decreased to Rs 271 billion during July-March

FY2023 as compared an increase of Rs 1002.2
billion during comparable period last year.
Contraction of loans has been observed in both
the working capital and fixed investments loans
during the period under review. Accordingly,
working capital loans reached at Rs 113.4 billion
during July-March FY 2023 against Rs 608.7
billion during same period last year. On the other
hand, fixed investment loans reached to Rs 147.5
billion against Rs 333.1 billion in last year.
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Table -5.4: Sector-wise Private Sector Credit Distribution

Loans Classified by Borrowers (By Type of Finance) (Rs billion)

Position at the end of March 2023
Based on ISIC 4 Classifications of Private Sector Total credit Working capital Fixed investment LTFF EFS
Businesses
Description (Jul-Mar) | (Jul-Mar) | (Jul-Mar) [ (Jul-Mar) | (Jul-Mar) | (Jul-Mar) (Jul-Mar) | (Jul-Mar) [ (Jul-Mar) | (Jul-Mar)
FY2022 | FY2023 | FY2022 | FY2023 | FY2022 | FY2023 FY2022 | FY2023 | FY2022 | FY2023

Loans to Private Sector Business 1002.2 271.2] 608.7] 113.4) 333.1] 147.5] 202.9 9.3 101.1 -52.2
A. Agriculture, forestry and fishing 22.4] 12.5 12.9 -1.2) 8.5 13.8 0.6 0.1 0.1 -0.2
B. Mining and quarrying 1.1 4.5 -4.3) 7.3 5.4 -2.8) 0.0 0.0, -0.1] -0.1
C. Manufacturing 789.0 2774 566.3 139.6 213.9 136.1 194.9 11.0 99.4 -44.4
10 - Manufacture of food products 148.7] 84.1 134.1] 89.1 13.9 -5.1 15.1 0.2 15.3 -2.1
a- Wheat Processing -20.7 -30.4 21.1 30.8] 0.4] 0.4] 0.2 0.7 0.1] 0.0
b- Rice Processing 62.4] 50.0] 57.1] 47.6] 5.1 2.5 0.8 0.1] 10.4] 1.5
13 - Manufacture of textiles 334.1 146.0 235.3 100.5 94.6 46.3 94.6 4.5 64.8 235
19 - Manufacture of coke and refined petroleum

products 25.5 46.4 21.1 44.9 4.5 14 14 0.1 0.0 0.9
20 - Manufacture of chemicals and chemical products 24.5 -11.9] 3.9 -31.3] 20.5 19.4] 16.5 2.9 5.0 0.3
D. Electricity, gas, steam and air conditioning supply 30.0 -10.7] 3.7 -1.7 26.4 9.1 1.7 1.3 0.3 0.0
E. Water supply; sewerage, waste management and

remediation activities 0.8 -8.4 1.4 8.3 0.6 0.1 0.0 0.0 0.0 0.0
F. Construction 31.0 7.2 1.2) 9.4 5.7 1.7 -5.3 1.1 0.0 0.0
G. Wholesale and retail trade; repair of motor vehicles

and motorcycles 46.1 -28.2] 38.2 24.4) 6.0 -16.8] 0.1 -2.0 0.7 6.3
H. Transportation and storage 14.0, -7.8 10.2] -0.9 3.1 -6.8 1.8 0.2 0.0 0.0
1. Accommodation and food service activities -1.6) -3.3] 2.4 -1.1] 0.8, 1.3] 1.4 0.7 0.1 0.2
J. _Information and communication 66.8 45.9 5.7 9.4 72.5 35.4] 9.2 -0.2 2.8 0.9
K. Real estate activities 5.9 -1.5 0.8 0.2) 0.2) 3.1 0.1 0.0 0.0 0.0
L. Professional, scientific and technical activities -0.5] 2.3 1.4 0.7 0.9 1.0 1.7 0.0 0.1 0.2
M. Administrative and support service activities -3.9 -3.0 1.6 8.4 2.2 5.5 0.4 0.1 1.5 1.1
N. Education 4.4 -3.8] 1.4 1.1 0.5 0.7] -0.2 0.2) 0.0) 0.0
0. Human health and social work activities -0.8] -2.1] 1.0) 0.4 0.1 1.0) 0.6 0.1 0.0 0.0
P. Arts, entertainment and recreation -0.2) -1.1] 0.1 0.2) 0.5 1.2] 0.0 0.0 0.0 0.0
Q. Other service activities -2.0) -8.8| 6.0) 4.9 4.3 3.0 -0.7 0.0) 0.2) 0.5
Source: SBP

With regard to the consumer financing, during
July-March  FY2023, consumer financing
observed the same behavior as the private sector
credit (Table 5.5). Consumer financing shows
retirement of Rs 21.1 billion (2.3 percent
reduction) as compared to Rs 143.6 billion
(growth of 20.3 percent) during same period last

year. Consumer loans demand curtailed due to
reduction of consumer financing in automobile
sector. For instance, loans for transport sector
curtailed from Rs 55.5 billion in July-March
FY2022 to retirement of Rs 50.9 billion in July-
March FY 2023, registering a negative growth of
13.8 percent.

Table-5.5: Consumer Financing Rs billion
Description July-March (Flows) Growth (%0)*
FY2022 FY2023 FY2022 FY2023
Consumer Financing 143.6 -21.1 20.3 -2.3
1) For house building 66.6 14.1 64.3 7.0
2) For transport i.e. purchase of car 55.5 -50.9 18.0 -13.8
3) Credit cards 13.9 16.4 25.2 22.6
4) Consumers durable 1.4 -0.5 23.5 -6.2
5) Personal loans 6.2 -0.2 2.6 -0.1
6) Other 0.2 -0.2 24.0 -18.4
* Growth is calculated on the basis of Stocks.
Source: State Bank of Pakistan
House-building sector has witnessed meager construction activities.
growth of 7.0 percent (Rs 14.1 billion) during o
July-March FY2023 against a significant growth Monetary Liabilities
of 64.3 percent (Rs 66.6 billion) in last year. Monetary liabilities include currency in

Housing and construction finance decelerated
amid rise in cost of construction, temporary
halted in fresh disbursements under the schemes
of Mera Pakistan Mera Ghar, rising domestic
policy uncertainty, and a slowdown in

circulation, demand deposits, time deposits and
resident foreign currency deposits.

Currency in Circulation (CiC)

During  01%July-31%March  FY2023,

CiC
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observed an increase of Rs 700.1 billion (growth
of 9.2 percent) against expansion of Rs 401.2
billion (growth of 5.8 percent) during same
period last year. As a result, currency-to-M2

ratio reached at 28.7 percent as on 31 March as
compared 29.2 percent during same period last

year.

Table-5.6: Monetary Aggregates (Stocks position) Rs million
Items As on End June As on 31st March
2021 2022 2021-22 2022-23
A. Currency in Circulation 6,909,937 7,572,465 7,311,109 8,272,602
Deposit of which:
B. Other Deposits with SBP 68,004 95,319 84,185 90,778
C. Total Demand &Time Deposits incl. RFCDs 17,319,755 | 19,934,849 | 17,600,851 | 20,432,923
of which RFCDs 1,046,150 1,212,791 1,122,176 1,347,159
Monetary Assets Stock (M2) A+B+C 24,297,696 | 27,602,634 | 24,996,145 | 28,796,304
Memorandum Items (%)
Currency/Money (M2) 28.4 274 29.2 28.7
Other Deposits/Money (M2) 0.3 0.3 0.3 0.3
Total Deposits/Money (M2) 71.3 72.2 70.4 71.0
RFCD/Money (M2) 4.3 4.4 4.5 4.7

Source: State Bank of Pakistan

Deposits

During 01 July-31% March FY2023, bank
deposits mobilization (including demand, time
and Resident Foreign Currency Deposits
(RFCD) increased by Rs 498.1 billion (growth
of 2.5 percent) as compared an increase of Rs
281.1 billion (growth of 1.6 percent) during
same period last year. Within deposits, demand
deposits increased by 629.5 billion as compared
to an increase of Rs 276.3 billion during same
period last year. Deposit mobilization has
increased amid high interest rates and favorable
returns on bank deposits.

Whereas, time deposits decreased by Rs 265.8
billion as compared decline of Rs 71.2 billion in
last year. On the contrary, RFCDs increased by
Rs 134.4 billion against an increase of Rs 76.0
billion last year on account of massive PKR

depreciation (around 28 percent) during Jul-Mar,
FY2023. As a result, currency-to-deposits ratio
stood at 40.5 percent as of 31%March, 2023 as
compared to 41.5 percent in last year.

Monetary Management

The liquidity conditions in inter-bank money
market remained relatively strained during July-
March FY23 as compared to the same period last
year. The average outstanding Open Market
Operations (OMOs) almost doubled and soared
to a highest level of Rs 6,520.5 billion during the
review period as compared to Rs 2,641.8 billion
in the same period last year. The government’s
increased reliance on scheduled banks for its
financing needs in the absence of central bank
borrowing, affected the liquidity conditions of
commercial banks.

Table-5.7: Average Outstanding Open Market Operations? Rs billion

FY18 FY19 FY20 Fy21 FY22 FY23
Full Year 1,228.7 (23.8) 1,103.2 1,291.1 2,615.3 5,759.9
Q1 1,440.9 1,035.2 1,337.7 1,048.3 2,127.2 5,323.0
Q2 1,530.5 -257.6 912.8 822.8 1,875.0 5,436.1
Q3 1,123.5 -641.2 892.4 1,158.0 2,641.8 6,520.5
Q4 813.1 -247.4 1,270.0 2,135.2 3,817.3

! The data does not include the impact of outright OMOs.

Note: (+) amount means net Injections.

(-) amount means net mop-up.

Source: State Bank of Pakistan
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During July-March FY?2023, market offered a
total amount of Rs 28,808.9 bhillion in primary
auction for T-Bills, slightly higher than Rs
26,426.5 billion offered amount during same
period last year. Within the offered amount, the
Government has raised Rs 15,514.6 billion (54
percent of the offered amount) in the T-Bill’s
auction as compared to last year accepted
amount of Rs 12,959.5 billion (49.0 percent of
the offered amount). The acceptance for the
tenors under T-Bills mainly generated within 3
months. During July-March FY2023, around
89.4 percent of outstanding T-Bills acceptance
for 3-months, followed by 7.3 percent for 12-
months and 3.2 percent under 6-months,
indicating market’s expectations of further
tightening of monetary policy stance in near
future because market offered a significant
amount at higher rates.

During July-March FY2023, Government
remained inclined towards floating rate long-
term debt instrument that is Pakistan Investment
Bonds (PIBs). Market offers Rs 3,587.6 billion
under fixed rate PIBS which is around 33.0
percent of offered amount, while for floaters, the
market offered Rs 7,179.8 billion, 67.0 percent
of the offered amount. Keeping in view higher

yields demanded by the market relative to
prevailing cut-offs, the Government accepted
only Rs 968.9 billion from fixed coupon PIBs
(16.6 percent of the accepted amount). In this
backdrop, floaters helped the Government to
raise medium-to-long term debt. Given these
favourable traits of floaters, the Government was
able to raise Rs 4,861.4 billion via issuances of
floating rate PIBs (83.4 percent of accepted
amount). Moreover, 2Y quarterly coupon PIBs
remained the market’s most favored instrument
floaters which contribute around 44 percent of
floaters accepted amount.

Fig-5.8:Contribution of T-bills
(July-March)
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In the presence of persistent high inflationary
pressures, an aggressive monetary tightening has
been adopted and policy rate increased by 8.8
percent to 21 percent during last 12 months. The
pass-through effect of tight monetary policy
stance on Weighted Average Lending Rate
(WALR) was increased from 10.6 percent on
gross disbursement in March 2022 to 18.0
percent in March 2023. Similarly, Weighted

Average Deposit Rate (WADR) offered on fresh
deposits also increased from 5.1 percent in
March 2022 to 8.1 percent in March 2023.
Accordingly, banking spread (difference
between the lending and deposit rates and the
cost of channeling funds through intermediaries)
increased from 5.5 percent in March 2022 to 9.9
percent in March 2023.
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Fig-5.10: Lending & Deposit Rates
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Financial Sector

To create conducive and enabling environment
for the banking industry, the SBP continued to
play its regulatory and supervisory role during
FY2023.

Financial Performance and Standing of
Banking Sector

The banking sector performed reasonably well
during CY22.5 For instance, asset-base of the
banking sector expanded by 19.1% (YYoY) in
CY22 (19.6% growth in CY21). The expansion
was mainly due to increase in investments and
advances. During the reviewed period, advances
recorded robust growth with major push from
domestic private advances with growth of 16.4%
on YoY basis.

Deposits of the banking sector grew at relatively
slower pace of 8.0% on YoY basis and reached
to Rs 23.5 trillion by end Dec-22 (17.3%
expansion in CY21). Likewise, current accounts
contributed 67.7% increase in total deposits on

YoY basis, followed by increase in rate sensitive
deposits (i.e. saving and fixed deposits).

Asset Quality indicators of the lending portfolio
improved as the infection ratios, such as gross
Non Performing Loans (NPLSs) to gross loans,
fell to 7.3% by end Dec-22 from 7.9% end Dec-
21. The ratio of net NPLs to net loans marginally
rose to 0.8% (0.7% in Dec-21) and the ratio of
net NPLs to Capital rose to 4.6% by end Dec-22
(4.0% at end Dec-21). However, these ratios
remained their lowest levels over the last two
decades.

The solvency indicators, such as Capital
Adequacy Ratio (CAR), of banking sector
improved and reached to 17.0% by end Dec-22
(16.7% at end Dec-21) due to higher growth in
regulatory capital. The prevailing CAR was well
above the domestic and international minimum
benchmarks of 11.5% and 10.5%, respectively.
With steady earnings and low NPLs and capital
impairment ratio, the solvency of the banking
sector remained comfortable.

Table -5.8: Highlights of the Banking Sector Industry

CY16 CY17 CY18 CY19 CY20 Cy21 CY22
Key Variables (Rs. billion)
Total Assets 15,831 18,342 19,682 21,991 25,124 30058 35,796
Investments (net) 7,509 8,729 7,914 8,939 11,935 14554 18,400
Advances (net) 5,499 6,512 7,955 8,249 8,292 10121 11,818
Deposits 11,798 13,012 14,254 15,953 18,519 21720 23,461
Equity 1,353 1,381 1,406 1,658 1,862 1942 2,086
Profit Before Tax (ytd) 314 267 243 304 411 451 703
Profit After Tax (ytd) 190 158 149 171 244 264 336
Non-Performing Loans 605 593 680 761 829 860 924
Non-Performing Loans (net) 90 76 110 141 97 75 97

6 CY indicate Calendar Year
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Table -5.8: Highlights of the Banking Sector Industry

CY16 CY17 CY18 CY19 CY20 Cy21 CY22
Key Financial Sector Indicators (percent)
NPLs to Loans (Gross) 10.1 8.4 8 8.6 9.2 7.9 7.3
Net NPLs to Net Loans 1.6 1.2 14 1.7 1.2 0.7 1
Capital Adequacy Ratio (all banks) 16.2 15.8 16.2 17 18.6 16.7 17
Advances to Deposit Ratio 46.6 50.1 55.8 51.7 44.8 46.6 50.4

Note: Statistics of profits are on year-to-date (ytd) basis.

Source: State Bank of Pakistan

Financial Development

Table 5.9: Financial Depth

Years M2/GDP
2010-11 36.6
2011-12 38.1
2012-13 39.6
2013-14 39.6
2014-15 41.0
2015-16 44.1
2016-17 45.7
2017-18 46.2
2018-19 40.6
2019-20 44,0
2020-21 435
2021-22 41.2

31st March

2021-22 37.5
2022-23 34.0

Source: EA Wing Calculation, Finance Division

Financial sector development is an important
determinant of economic growth. It promotes
economic growth through capital accumulation
and technological progress by increasing the
savings rates, mobilizing and pooling savings,
producing information about investment,
facilitating and encouraging the inflows of
foreign capital, as well as optimizing the
allocation of capital.

Countries with well-developed financial systems
tend to grow faster over long periods of time. A
large body of empirical evidence suggests that

the effect of financial development on economic
growth is causal: financial development is not
simply an outcome of economic growth but also
it contributes to this growth. Additionally, it also
reduces poverty and inequality by broadening
access to finance to the poor and vulnerable
groups, facilitating risk management by
reducing abrupt shocks, increasing investments
and productivity that result in higher income
generation.

Financial sector development can enhance the
growth of small and medium sized enterprises
(SMEs) by providing access to finance.

Financial development (i.e. financial depth) can
be measured by different macroeconomic
variables such as domestic credit to the private
sector as a percentage of GDP, broad money,
M2) as a percentage of GDP, and stock market
capitalization as percentage of GDP, among
others. However, in this survey financial depth is
measured by M2/GDP ratio (in percent), which
is widely used as an indicator of financial sector
deepening (Table 5.9), where higher values
represent a more developed financial sector.
This ratio has witnessed a substantial increase
from 36.6 percent in FY2011 to 41.2 percent in
FY2022, indicating a gradual development of
financial sector due to various reform measures
by the SBP for the development of financial
system in Pakistan.

supervision and resilience of the banking system.

Box-111: Financial Sector Reforms during July-March FY2023

The robust performance of the banking sector and its financial soundness was contributed by various
regulatory and policy reforms undertaken by SBP. The key policy reforms are highlighted below:

Strengthening of Regulatory and Supervisory Environment
SBP, in line with the international best practices, introduced a comprehensive set of reforms to enhance
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» Supervisory Reforms

Removal of Pakistan from FATF’s Grey List

The FATF team conducted an on-site visit of Pakistan from 29" August 2022 to 2" September 2022 to
assess progress of Pakistan under the FATF’s Action Plans of 2018 and 2021. The continued engagement
of Finance Division, EAD and SBP with FATF/APG officials was fruitful, as Pakistan has been removed
from the FATF.

» Foreign Exchange (FX) Regime

International Trade

o Automated Issuance & Verification of Electronic Proceeds Realization Certificate
(ePRC) & Statement of PRCs

For the facilitation of non-resident Pakistanis and their resident counterparts, Authorized Dealers
(ADs) were advised to automate the process of issuance and verification of ePRCs, on account of
the receipt of remittances from abroad. This initiative has facilitated the beneficiaries of inward
remittance in Pakistan as they can now retrieve their ePRC and S-PRC from the Bank’s PRC portal
on few clicks, without submitting request, visiting or following up the bank.”

o Special Regulatory Measures to Support Software, IT Service Companies & Freelancers

Various regulatory measures have been taken by SBP to encourage the software/ IT service
companies and freelancers engaged in the export of services to earn and repatriate their export
proceeds to Pakistan, and retain up to 35 percent of their proceeds in form of FCY, in exporters’
special foreign currency retention accounts (SFCA).®

o Utilization of Funds held in Exporters’ Special Foreign Currency Account

To facilitate exports of goods /services, SBP has enhanced the scope of utilization of funds available
in their Special Foreign Currency Accounts covering additional avenues such as, payments for
software purchasing, hosting and licensing subscription, etc.®

Remittances
o Extended Home Remittances Channel to Receive Donation/ Charity from Abroad

In order to deal with an unprecedented climate catastrophe observed in Pakistan, realizing the need
of the hour, the scope of Pakistan Home Remittances Channel has been extended to accept home
remittance inflows received as donation/charity.°

Exchange Companies (ECs)
o Incentivizing Exchange Companies for Mobilization of Home Remittance

SBP in coordination with the Government of Pakistan, has motivated the ECs to further mobilize the
home remittances, by providing them an incentive of PKR 1 for each USD of home remittance
surrendered in interbank market.

Connecting Overseas Pakistanis with the Banking System of Pakistan
o Roshan Pension Plan

Roshan Pension Plan (RPP) has been introduced as another useful addition in the product suite of
Roshan Digital Account (RDA). RPP is an exclusive product for the Non- Resident Pakistanis
(NRPs) and Pakistani Origin Card (POC) holders to digitally and remotely contribute in RPP
financially securing their post retirement life.

o Roshan Digital Business Account (RDBA)

In order to facilitate the business entities incorporated abroad with majority shareholding of NRPs,
the authorized dealers/banks have been given general permission to open and maintain RDBAs of
such entities. This landmark initiative taken by SBP will strengthen the business alliances of NRP
owned entities abroad with their homeland Pakistan.

» Reinforcing Measures for Financial Stability and Systemic Risk Assessment

SBP has instituted regulatory and supervisory framework that is in line with the best international
practices. SBP is continuously working to strengthen the safety nets for enhancing the stability of the
banking sector. SBP issued “Regulations for Lender of Last Resort (LOLR) facility under Section 17G
of the SBP Act, 1956” in FY2022 with the objective to prevent liquidity stress in a scheduled bank from
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» Measures Taken to Promote Digital Financial Services

causing the insolvency, avoid or minimize the possibility of deposit run; and protect and maintain the
stability and integrity of the banking and payments systems. Further, the deposit insurance coverage
limit is doubled from PKR 250,000 per depositor to PKR 500,000 per depositor for eligible deposits.

National Financial Inclusion Strategy (NFIS)

SBP adopted the extended NFIS in 2019, after meeting the headline targets of 50% adult population to
have a bank account, as envisioned in NFIS 2015-20. The NFIS 2023 action plan, to be executed during
2019-23, has set the vision to achieve inclusive economic growth through enhancement in access to bank
accounts, promotion of access to finance to SMEs, farmers, low-cost housing and provision of Shariah
compliant banking solutions. NFIS 2023 outlines the national vision, framework, action plan and
headline targets of 65 million digital active transaction accounts including 20 million women owned
accounts by 2023.

e Regulatory Reforms for Promotion of Digitization
o Guidelines for Downtime of Digital Channels/Services

In order to increase transparency, accountability, and prompt resolution of downtime in digital
banking channels in Pakistan, SBP advised banks, microfinance banks (MFBs), Electronic Money
Institutions (EMIs), Payment System Operators/Providers (PSOs/PSPs), to report all planned and
unplanned downtimes in their digital banking channels. In this regard, all Regulated Entities (RES)
are required to notify their customers and SBP at least one week in advance of any planned activity
that may result in a service disruption of digital banking channels. For emergency downtimes of 30
minutes or more, the REs must report immediately to SBP and their customers, using the reporting
templates provided by SBP.

o Broadening Access via Non-Bank Fin-techs

One of the reasons for high level of financial exclusion is bank’s inability to innovate and having
limited outreach. SBP has provided enabling regulatory framework for Fin-techs to offer innovative
digital payment services in Pakistan. To enable Fin-techs, SBP issued the Rules for Payment Systems
Operators (PSOs) and Payment Service Providers (PSPs) and regulations for Electronic Money
Institutions (EMIs) in 2014 and 2019 respectively. SBP has fast tracked the licensing process of
EMIs and during the year under review, four EMISs are live with commercial operations whereas six
entities are in different phases of approval such as in-principle approvals and pilot operations. As of
December 31, 2022 the outstanding e-money balance stood at PKR 1.4 billion with more than 1.2
million wallets and 1.8 million payment cards.

o Roshan Digital Account (RDA)

Another key initiative that enables NRPs to open and operate account without lengthy
documentation. As of March 31, 2023, 549,445 overseas Pakistanis from 175 countries have opened
accounts and have sent funds valuing USD 5.9 billion.!

Source: State Bank of Pakistan

Islamic Banking

Assets of Islamic Banking Industry (I1BI) posted
YoY growth of 295 percent in CY22,
marginally lower than growth of 30.6 percent
observed in CY21. Similarly, deposits of IBls
witnessed growth of 22.6 percent in CY22
compared to growth of 24.3 percent in CY21.

The network of IBI consisted of 22 Islamic

“https://www.sbp.org.pk/epd/2022/FEC5.htm
8https://www.sbp.org.pk/epd/2023/FECL2.htm
https://www.sbp.org.pk/epd/2023/FECL3.htm
Ohttps://www.sbp.org.pk/epd/2022/FECL14.htm

11 Data Source: https://www.sbp.org.pk/RDA/Progress.html

banking institutions (6 full-fledged Islamic
Banks (IBs) and 16 conventional banks having
standalone Islamic Banking Branches (IBB) are
providing Shariah compliant products and
services through their network of 4,396 branches
spread across 129 districts of the country by end
December, 2022. In addition to branches, 1,516
Islamic banking windows (dedicated counters at
conventional branches) are also providing


https://www.sbp.org.pk/epd/2022/FEC5.htm
https://www.sbp.org.pk/epd/2023/FECL2.htm/
https://www.sbp.org.pk/epd/2023/FECL3.htm
https://www.sbp.org.pk/epd/2022/FECL14.htm
https://www.sbp.org.pk/RDA/Progress.html
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Shariah compliant Islamic banking services. assets of IBI was registered at 54.5 percent and
455 percent, respectively by the end of

Breakup of the data between IBs and IBBs September, 2022.

shows that the share of IBs and IBBs in overall

Table- 5.10: Islamic Banking Industry

CY17 CY18 CY19 CY20 CYy21 CY22*
Total Assets (Rs. Billion) 2,272.0 | 2,658.0 3,284 4,269 5,577 7220
Total Deposits (Rs billion) 1,885.0 | 2,203.0 2,652 3,389 4,211 5161
Share in Banks' Assets (Percent) 12.4 135 14.9 17 18.6 20.3
Share in Banks' Deposits (Percent) 145 155 16.6 18.3 194 22
* Provisional
Source: State Bank of Pakistan
Table -5.11: Financing Products by Islamic banks (Percent Share)
Mode of Financing CY17 CY18 CY19 CY20 Cy21 CY22
Murabaha 13.2 13.6 12.9 13.7 13.6 12.0
ljara 6.4 6.2 5.7 4.8 4.4 4.2
Musharaka 22.0 19.9 19.8 22.7 24.9 25.2
Mudaraba 0.0 0.0 0.0 0.0 0.0 0.0
Diminishing Muskaraka 30.7 33.3 34.1 33.6 33.8 34.8
Salam 2.8 2.4 2.6 1.9 2.0 1.6
Istisna 8.2 9.1 9.5 8.3 8.3 9.3
Qarz/Qarz-e-Hasna 0.1 0.0 0.0 0.0 0.0 0.1
Others 16.7 15.5 154 15.0 13.0 12.8
Total 100.1 100.0 100.0 100.0 100.0 100.0

Source: State Bank of Pakistan

Mode-wise financing breakup revealed that
Diminishing Musharaka has highest share in
overall financing of IBI followed by Musharaka
and Murabaha in CY22.

Microfinance

The Microfinance Banks (MFBs) posted
positive growth in terms of number of
borrowers, gross loan portfolio and average loan

balance during FY2023 despite continued to
struggle and recover from the adversities
inflicted by the COVID-19 pandemic and floods
of 2022. However, many borrowers of MFBs
were unable to honor their debt obligations,
which in turn placed MFBs under considerable
financial stress owing to escalated loan loss
provisioning and charging off overdue facilities.

Table-5.12: Microfinance Industry Major Indicators (Rs billions)
Indicators FY2022 FY2023* Annual Growth
(%)
Number of Branches 3,823 4,058 6.1
No. of Borrowers 8,122,085 9,092,247 12
Gross loan portfolio 392.6 491.2 25.1
Average Loan Balance (in Rs.) 48,335 54,031 11.8

*up to December 2022

Source: PMN MicroWatch, various issues

As of December 2022, around 36 institutions
providing microfinance services. Out of 36
MFBs, 12 are deposit taking, 01 Islamic Banking
Institutions (that is, MCB Islamic Bank), while

rest are non-bank microfinance providers. The
microfinance industry players operated through
4,058 branches spread in 139 districts across the
country.
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Table -5.13: Microfinance Banking Indicators (Rs billions)
Indicators FY22 FY23 Annual
(Dec 21) (Dec 227 Growth (%)

No. of Borrowers 4,667,422 5,328,686 14.2
Gross Loan Portfolio 290.2 361.7 24.6
Average Loan Balance (in Rs.) 62,176 67,880 9.2
Deposits 423 515.1 21.9
No. of Depositors 75,526,797 90,779,276 20.2
Equity 56.7 44.8 -20.9
Assets 582.1 754.1 29.6
Borrowings 59 67.2 13.95
NPL 5.16% 6.70% 29.84

Source: Financial Soundness Indicators, SBP.

Branchless Banking (BB) Performance

SBP’s measures regarding the use of Digital
Payment Services have further pushed the

growth trajectory. The number of agents, mobile
wallets and deposits witnessed significant
growth during CY22.

Table -5.14: Branchless Banking Indicators

BB Indicators cy21 CY22 Growth (%)

Number of Agents 587,547 622,884 6
Number of Accounts 78,809,751 97,096,597 23
Deposits (Rs In millions) 65,580 88,488 35
No. of transactions ('000") 2,501,293 3,049,483 22
Value of transactions (Rs in millions) 8,971,352 12,601,739 40

Source: Agricultural Credit & Microfinance Department, SBP.

Outlook

FY2023 started with global and domestic
uncertainties, surrounded the economic
prospects. Pakistan external environment faced
many headwinds on account of rising
government borrowing costs and capital
outflows which exacerbated fiscal and BoP
pressures as in many developing countries. The
situation further aggravated with emergence of
catastrophic flood, altered the economic outlook.
To control persistent inflationary pressures, to
contained domestic demand and external sector
imbalances, SBP continued with monetary
tightening, which provide desired dividends.
Accordingly, external sector remained resilient
which provide given some cushion to FX
Reserves.

Contained domestic economic  activities
discouraged private sector credit demand during
July-March FY2023 and major drag came from
lower working capital loans. Besides, fixed

investment loans also declined during the period.

On the other hand, weak growth prospects, high
debt servicing cost along with contained
economic activities and lower demand also
impacted on resource mobilization. Thus,
FY2023 is moving with challenges, seeking
balanced policy mix for stabilization.

Over the next FY, it is expected that inflationary
pressures will gradually recede and further
decrease to a single digit in FY2025.
Accordingly, monetary policy decisions will be
determined.

Over the medium term, sustainable growth
requires economic fundamentals-based balanced
growth policies. Sufficient investment is needed
to increase production capacity and productivity
in the economy to realize the high growth of
potential output. Stabilizing the output gap
demands accommodative fiscal and prudent
monetary policy to ensure balance growth path.
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CAPITAL MARKETS &
CORPORATE SECTOR
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Chapter 6

CAPITAL MARKETS AND
CORPORATE SECTOR

Capital market is an organized market where
buyers and sellers indulge in trade of financial
securities like bonds, stocks, etc. In addition,
capital markets also include other types of
securities, including currencies and commodities
such as dollar, Yen, riyal, gold, silver and
agricultural products. Capital markets benefit
the economy by encouraging the efficient
allocation of risk among participants in a
competitive environment. Managing risk-return
nexus improves the efficiency of resource
allocation and increase corporate value.

Capital markets play a pivotal role in mobilizing
domestic resources and channeling them
efficiently for productive uses, thus raising
country’s productivity. The level of capital
market development is an important determinant
of savings and investment. It can immensely
contribute to speedy economic growth through
boosting liquidity and availability of credit and
also reduce risk and information asymmetry.
The lack of an advanced and vibrant capital
market can lead to underutilization of financial
resources, while the developed capital market
provides access to foreign capital for domestic
economy, thus, plays a key role in overall
development of a country.

The chapter covers the performance of
Pakistan’s equity market, debt market,

commodity futures market, non-banking
financial companies, corporate sector, Islamic
finance and insurance sector for FY2023. The
chapter also covers the capital markets reforms
and development activities introduced by the
Securities and Exchange Commission of
Pakistan (SECP), the regulatory body of capital
markets in Pakistan.

I — Equity Market

An equity market, commonly known as a stock
market, is a market in which listed companies
issued shares for sale and investors buy them.
This trading activity helps companies to raise
capital for enhancing business growth and
opportunities. It gives the investors a
proportionate stake in the company and hence,
they gain ownership of the firm through the
shares they purchase.

Global Equity Markets

The performance of major world stock markets
during the first nine months of FY2023 is
depicted in Figure 6.1. As shown in Figure 6.1
that all indices revealing a mixed trend and faced
short-term fluctuations during the period under
review due to the global financial conditions
amid conflict between Russia and Ukraine,
global inflation and monetary tightening.
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Major Asian Markets

The performance of major Asian stock market
indices presented a mixed picture during the first
nine months of FY2023 (Fig-6.2 & Table 6.1).
BSE Sensex 30 index of India has seen the

highest growth of 11.3 percent, while VN30
index of Vietnam declined by 14.0 percent,
revealing the highest decline during the period
July 2022 to March 2023, while KSE-100 index
of Pakistan witnessed a decline of 3.7 percent
during the period under review.

Table 6.1: Behavior of Major Asian Stock Market Indices (July-March FY2023)

Index On Index On
Country | Index 30.?)2.28)22 31.?)2.2823 % Change
Pakistan KSE 100 Index 41,540.83 40,000.83 -3.71
MSCI-EM MSCI Emerging Market Index 1,000.67 990.28 -1.04
China Shanghai Composite 3,398.62 3,272.86 -3.70
Vietnam VN30 Index 1,248.92 1,073.68 -14.03
India BSE Sensex 30 53,018.94 58,991.52 11.26
Indonesia Jakarta Stock Exchange Composite Index 6,911.58 6,805.28 -1.54
Hong Kong | Hang Seng 21,859.79 20,400.11 -6.68
Singapore FTSE Straits Times Singapore 3,102.21 3,258.90 5.05
Malaysia Kuala Lumpur Composite Index 1,444.22 1,422.59 -1.50
Philippines | PSEi Composite 6,155.43 6,499.68 5.59
Thailand SET Index 1,568.33 1,609.17 2.60

Source: Investing.com

1 5&P 500 is a stock market index tracking the performance of 500 large companies listed at the US stock exchange.
SSE Composite index is a stock market index of all stocks that are traded at the Shanghai Stock Exchange.
Sensex 30 is a free-float market-weighted stock market index of 30 well established companies on the Bombay Stock Exchange.
The CAC 40 is a benchmark French stock market index, represents a capitalization-weighted measure of the 40 most significant
stocks among the 100 largest market caps on the Euro next Paris.
The KSE-100 index is a stock market index acting as a benchmark to compare prices on the Pakistan Stock Exchange over a

period.
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Source: Investing.com

Fig-6.2: Asian Stock Market Indices July-March FY2023 (%)
11.3

Pakistan’s Equity Market

The benchmark index of Pakistan Stock
Exchange Limited (PSX), the KSE-100 index,
registered a decline from 41,540.8 points to

40,000.8 points during June 30, 2022 to March
31, 2023. The index closed at its highest point of
43,676.6 on August 17, 2022, whereas its lowest
closing point was 38,342.2 on January 17, 2023
(Fig-6.3).
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Fig-6.3: Behaviour of KSE-100 Index (July-March FY2023)

The average daily volume decreased to 204
million shares compared to 305 million shares,
witnessed during the same period last year. As
of March 31, 2023, the number of listed
companies stood at 526, with total listed capital

of Rs 1,556 billion and market capitalization of
Rs 6,108 billion. The profile of PSX from
FY2019 to March 2023 is reported in Table
6.2.

Table 6.2 Profile of Pakistan Stock Exchange

2019 2020 2021 2022 2023 (Till
31t March
2023)
Total No. of Listed Companies 534 531 532 530 526
Total Listed Capital (Rs billion) 1,386.59| 1,421.09| 1,442.64| 1,525.90 1,555.60
Total Market Capitalization (Rs billion) 7,811.81| 8,035.36| 8,297.31| 6,956.51 6,108.17
New Companies Listed during the year 1 3 5 5 2
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Table 6.2 Profile of Pakistan Stock Exchange

2019 2020 2021 2022 2023 (Till
31t March
2023)
Average Daily Shares Volume 163.98 32351 527.50 408.00 286.00
(Shares in million, Year to Date)
Total Volume Traded 57,645| 108,426| 131,354| 101,657 53,977
(In millions, Year to Date)

Source: Pakistan Stock Exchange

Month-wise performance of KSE-100 index is
presented in Table 6.3. The turnover in shares
reached its peak in August 2022, indicating that
investors  were actively investing and

participating in trading activities. However, the
market activity slowed down afterwards due to
the uncertainty on economic and political front
and devastating effects caused by flash floods.

Table 6.3: Month-wise performance of KSE-100 Index

Months 2021-22 Months 2022-23
KSE 100 Total Market Turnover KSE 100 Total Market | Turnover
index Capitalization in shares index Capitalization | inshares
(Rs billion) (billion) (Rs billion) (billion)
Jul-21 47,055.29 8,242.71 2.80 | Jul-22 40,150.36 6,771.94 2.62
Aug-21 47,419.74 8,290.43 2.55 | Aug-22 42,351.15 7,034.96 6.86
Sep-21 44,899.60 7,804.49 3.28 | Sep-22 41,128.67 6,782.04 3.84
Oct-21 46,184.71 7,953.39 2.40 | Oct-22 41,264.66 6,663.36 5.81
Nov-21 45,072.38 7,720.41 2.65 | Nov-22 42,348.63 6,768.15 4.28
Dec-21 44,596.07 7,684.64 2.39 | Dec-22 40,420.45 6,500.83 3.99
Jan-22 45,374.68 7,755.93 2.23 | Jan-23 40,673.06 6,394.03 3.89
Feb-22 44,461.01 7,612.65 1.94 | Feb-23 40,510.37 6,272.51 3.52
Mar-22 44,928.83 7,582.98 1.83 | Mar-23 40,000.83 6,108.17 3.67
Apr-22 45,249.41 7,519.74 5.79 | Apr-23
May-22 43,078.14 7,136.26 454 | May-23
Jun-22 41,540.83 6,956.51 4.64 | Jun-23

Source: Pakistan Stock Exchange

Sector-wise  Market Capitalization at
Pakistan Stock Exchange as of 31% March
2023

Market capitalization of the PSX recorded at Rs
6,956 billion on 30th June 2022 and closed at Rs

6,108 billion on 31st March 2023, reflecting a
decline of 12.2 percent, mainly due to decline in
the prices of stocks amid uncertainty on political
and economic front during the period under
review which dented the investor’s confidence.
Sector-wise detail is given in Table 6.4.

Table 6.4: Sector-Wise Market Capitalization

Sectors Market Cap Market Cap %Change
On 30/06/2022 On 31/03/2023
(Rs million) (Rs million)

Automobile Assembler 311,233.8 228,212.1 -26.7
Automobile Parts & Accessories 45,805.7 32,374.9 -29.3
Cable & Electrical Goods 29,149.1 22,276.7 -23.6
Cement 411,883.3 384,906.7 -6.5
Chemical 413,891.4 360,937.9 -12.8
Close - End Mutual Fund 2,074.9 1,680.9 -19.0
Commercial Banks 1,121,931.7 990,469.9 -11.7
Engineering 100,473.4 75,598.6 -24.8
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Table 6.4: Sector-Wise Market Capitalization

Sectors Market Cap Market Cap %Change
On 30/06/2022 On 31/03/2023
(Rs million) (Rs million)

Fertilizer 527,337.7 491,310.2 -6.8
Food & Personal Care Products 710,931.7 578,708.0 -18.6
Glass & Ceramics 63,727.9 57,348.7 -10.0
Insurance 135,286.4 119,307.8 -11.8
Inv. Banks / Inv. Cos. / Securities Cos. 110,529.0 116,827.8 5.7
Jute 214.4 177.0 -17.4
Leasing Companies 4454 415.6 -6.7
Leather & Tanneries 43,225.5 31,858.0 -26.3
Miscellaneous 104,889.6 64,420.2 -38.6
Modarabas 23,036.7 19,461.3 -15.5
Oil & Gas Exploration Companies 869,323.5 847,663.4 -2.5
Oil & Gas Marketing Companies 177,892.8 151,661.6 -14.7
Paper & Board 64,515.4 54,029.5 -16.3
Pharmaceuticals 252,064.8 163,813.5 -35.0
Power Generation & Distribution 248,964.1 222,139.8 -10.8
Refinery 78,670.4 56,096.1 -28.7
Sugar & Allied Industries 68,428.1 74,637.1 9.1
Synthetic & Rayon 79,765.6 81,576.0 2.3
Technology & Communication 241,830.7 274,866.1 13.7
Textile Composite 273,074.6 230,556.4 -15.6
Textile Spinning 68,312.5 54,745.5 -19.9
Textile Weaving 3,5673.8 2,750.1 -23.0
Tobacco 287,484.9 199,591.3 -30.6
Transport 54,796.3 57,771.5 5.4
Vanaspati & Allied Industries 1,386.0 1,289.5 -7.0
Woolen 285.2 201.5 -29.3
Real Estate Investment Trust 30,064.4 31,681.0 54
Exchange Traded Funds 6.6 550.0 8,262.7
Property - 26,257.8 -
Total 6,956,507.5 6,108,169.9 -12.2

Source: Pakistan Stock Exchange

In terms of growth in market capitalization, five top sectors are shown in Fig 6.4.2

Fig-6.4: Top Five Sectors from July-March FY2023 (% change)

Technology & Communication | 13.7

Sugar & Allied Industries | “ 9.1
Inv. Banks / Inv. Cos. / Securities Cos. | 5.7
Transport | 5.4
Real Estate Investment Trust || 5.4
2.0 4.0 6.0 8.0 10.0 12.0 14.0

Source: Pakistan Stock Exchange

2Except Exchange Traded Funds and Property Sector.
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Total Market Capitalization of Top 15
Companies Listed at Pakistan Stock
Exchange as on March 31, 2022

The list of selected blue-chip companies, based

on market capitalizations on 31 March, 2023, is
depicted in Table 6.5.

Table 6.5: Market Capitalization of Selected Blue Chips

Market
Script Company Shares (million) | Price (Rs) Capitalization
(Rs million)

OoGDC Oil & Gas Development Company Ltd. 4300.93 83.36 358,525
NESTLE | Nestle Pakistan Ltd. 45.35 5017.5 227,541
MARI Mari Petroleum Company Ltd. 133.40 1513.3 201,878
PPL Pakistan Petroleum Limited. 2720.97 63.96 174,033
PAKT Pakistan Tobacco Co Ltd. 255.49 670 171,181
MEBL Meezan Bank Limited. 1789.62 95.2 170,372
COLG Colgate Palmolive (Pak) Ltd. 121.39 1336.25 162,203
ENGRO | Engro Corporation Limited. 576.16 276.78 159,470
MCB MCB Bank Limited. 1185.06 115.00 136,282
SYS Systems Limited. 290.26 462.06 134,116
UBL United Bank Ltd. 1224.18 106.56 130,449
LUCK Lucky Cement Limited. 323.38 402.44 130,139
FFC Fauji Fertilizer Co. Ltd. 1272.24 99.97 127,186
UPFL Unilever Pakistan Foods Ltd. 6.37 17900 114,022
EFERT Engro Fertilizers Limited. 1335.30 84.82 113,260

Source: Pakistan Stock Exchange

I1- Debt markets

The debt market is the market where debt
instruments are traded. These instruments are
fixed-income securities, giving fixed returns to
the investors. These securities provide regular
interest payments at a fixed rate with principal
repayment at the time of maturity. In Pakistan
the major debt market securities are the bonds,
treasury  bills, certificates of  deposits,

commercial papers, etc.

Debt markets make financial markets more
competitive by generating market interest rates
that reflect the opportunity cost of funds at each
maturity. This is essential for efficient
investment and financing decisions. During
July-March FY2023, 20 debt securities were
reported and their break-up is given in Table 6.6.

Table 6.6: Debt Securities

Sr. No. | Type of Security No. of Issues Amount
(Rs billion)
i. Privately Placed Term Finance Certificates 4 24.5
ii. Privately Placed Sukuk 14 68.5
iii. Privately Placed Commercial Papers 2 6.0
Total 20 99.0

Source: Securities and Exchange Commission of Pakistan

Corporate Debt Securities Outstanding: As of
March 31, 2023, Rs. 826.6 billion worth of 117
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Table 6.7: Corporate Debt Securities (Outstanding)

Sr.No. | Name of security No. of issues Amount outstanding
(Rs billion)
i. Term Finance Certificates (TFCs) 62 206.8
ii. Sukuk 52 613.7
iii. Commercial Papers (CPs) 3 6.1
Total 117 826.6

Source: Securities and Exchange Commission of Pakistan

National Saving Schemes

The Central Directorate of National Savings
(CDNS) is functioning as the sole avenue for
mobilization of savings through government
securities, known as National Savings Scheme
(NSS). The CDNS has concurrently been
fulfilling the exchequer’s internal financial
requirements while assisting in assuring
financial inclusion and extending social security

to the marginalized segments of society. The
CDNS holds a portfolio of Rs 3.3 trillion,
making it around 15 percent of the country’s
entire banking deposits.

The product basket of the NSS ranges from 3-
months Short-Term Savings Certificates (STSC)

to 10-years

long

term Defence Savings

Certificates. Table 6.8 depicts the details.

Table 6.8: Product Basket of National Savings Scheme

Rate of profit on National Savings Schemes w.e.f. 10-04-2023

S:No Name of Scheme R("’g:rognizt#];n Maturity Period Tax Status
1 Defence Savings Certificates 14.87% 10 Years Taxable
2 Special Savings Certificates/Accounts 17.13% 3 Years Taxable
(Average)
3 Regular Income Certificates 12.84% 5 Years Taxable
4 Savings Account 18.50% Running Account Taxable
5 Pensioners' Benefit Account 16.56% 10 Years Tax exempt
6 Bahbood Savings Certificates 16.56% 10 Years Tax exempt
7 Shuhada Family Welfare Account 16.56% 10 Years Tax exempt
8 National Prize Bonds (Bearer) 10.00% Perpetual Taxable
9 Premium Prize Bonds (Registered)* 12.92% Perpetual Taxable
10 | Short Term Savings Certificates (STSC)
STSC 3 Months 19.92% 3 Months Taxable
STSC 6 Months 19.64% 6 Months Taxable
STSC 12 Months 19.82% 12 Months Taxable
*Effective from 09.03.2023
Source: Central Directorate of National Savings
Scheme-wise net investment is presented in Table 6.9.
Table 6.9: National Savings Schemes (Net Investment) (Rs million)
S# |Name of Scheme 2018-19 2019-20 2020-21 2021-22 2022-23
(Jul-Mar)
1 Defence Savings Certificates 57,171.04 92,783.09 (9,132.62) (10,439.99) | (27,060.26)
2 National Deposit Scheme (0.03) - (0.00) (0.36) (0.02)
3 Khaas Deposit Scheme (0.04) (0.05) (0.24) (0.02) (1,358.09)
4 Special Savings Certificates (Regd) 31,842.49 13,945.72 (6,327.88) (44,748.00) | (76,962.09)
5 Special Savings Certificates (Bearer) - (0.01) (0.50) - -
6 Regular Income Certificates 142,088.06 83,232.25 26,711.24 (10,563.31) | (34,994.24)
7 Bahbood Savings Certificates 119,573.11 83,379.96 2,549.42 16,628.89| (13,354.58)
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Table 6.9: National Savings Schemes (Net Investment) (Rs million)
S# |Name of Scheme 2018-19 2019-20 2020-21 2021-22 2022-23
(Jul-Mar)
8 Pensioners' Benefit Account 43,367.37 33,875.95 16,347.15 22,055.63 9,413.77
9 Savings Accounts (166.22) 4,536.97 1,083.53 10,508.61 1,073.96
10 | Special Savings Accounts (132,393.53) | 200,770.58| (39,659.08)| (273,790.85)| (182,710.70)
11 | Mahana Amdani Accounts (73.84) (60.42) (47.52) 31.12 (88.19)
12 | Prize Bonds 40,432.08 | (171,109.88) | (315,531.72) (81,803.74) 8,409.48
13 | National Savings Bonds - (137.00) - - -
14 | Short Term Savings Certificates 761.00 19,254.58| (20,362.16) 690.34 10,781.14
15 |Premium Prize Bonds (Registered) 2,819.96 11,322.72 25,147.19 12,706.32 (1,401.39)
16 |Postal Life Insurance 1,248.42 627.96 (1,311.91) - -
17 | Shuhda Welfare Accounts 42.14 27.02 24.19 40.24 15.30
Grand Total 306,712.00| 372,449.41| (320,510.91)| (358,685.12)| (308,235.90)

Note: Figures in parenthesis indicates negative value.
Source: Central Directorate of National Savings

I11- Commodity Futures Market

Pakistan Mercantile Exchange Limited (PMEX)
is the only company which is providing a
centralized and regulated place for commodity
futures trading. PMEX offers a variety of futures
contracts based on different commodities,
including gold, silver, crude oil, currency pairs,
as well as local agricultural products including
cotton, wheat, rice and spices.

During July-March FY2023, 2.96 million lots of
different commaodity futures contracts including
gold, crude oil, and US equity indices worth Rs.
3.49 trillion were traded on PMEX which is 28.1
percent higher than the same period last year.

IVV. Non-Banking Finance Companies

Non-Banking Finance Companies (NBFCs),
also known as Non-Banking Financial
Institutions (NBFIs), are entities that provide
similar services like banking and financial
services but do not hold a banking license.
NBFCs are not subject to the banking
regulations and oversight by federal and
provincial authorities adhered to by traditional
banks.

Mutual Funds: A mutual fund are companies
that pool money from many investors and
invest the money in securities, such as stocks,
bonds, and short-term debts. As of December
31, 2022, assets under management of
mutual funds stood at Rs 1,574.2 billion.
Money market funds dominated the industry
with the largest share, that is, 56 percent of
the mutual fund industry, followed by income
funds comprising of 25 percent and equity
funds having industry share of 11 percent,
and remaining 8 percent by other categories.

Investment Advisory: Investment advisory is
atype of financial service that provides
professional advice and guidance to individuals
and organizations regarding their investments.
At present, 29 NBFCs have licenses to conduct
investment advisory business, which includes 20
Asset Management Companies (AMCs) and 9
NBFCs have exclusive license for conducting
investment advisory services. As of December
31, 2022, the total assets of discretionary/non-
discretionary portfolios held by all of the
investment advisors amounted to Rs 357.8
billion. Major highlights of the mutual fund
industry are stated in Table 6.10.

Table 6.10: Mutual Fund Industry

Description Total nqmber Total A§sets

of Entities (Rs billion)
Asset management / Investment advisory Companies 29 48.3
Mutual Funds / Plans 313 1,574.2
Discretionary / non-discretionary portfolio - 357.8
Total size of the industry 342 1,980.4

Source: Securities and Exchange Commission of Pakistan
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Box-1: NBFC Reforms and Developmental Activities

To facilitate the growth of mutual fund industry and to protect the investor’s interest, the SECP has taken the

following initiatives during the outgoing fiscal year:

» Amendments in Corporate Restructuring Companies Rules, 2019 to facilitate the business of acquisition
of non-performing assets of financial institutions and to help in revival of businesses through restructuring
schemes

» A diagnostic review report of Pakistan's Private Funds Industry has been issued recommending several
measures which are needed to revitalize the Private Fund sector.

» Amendments in NBFC Regulations, 2008 are in process to:
= promote ease of doing business
= introduce loan classification criteria for smaller loans/ nano-loans of IFS license holders has been

proposed to be aligned with micro loans
= facilitation of digital lending by lowering entry barriers.

» Digital lending standards have been prescribed for NBFCs undertaking lending activities through digital
channels/mobile applications (Apps) to safeguard the public interests and to ensure fair treatment of
borrowers in digital lending ecosystem

» To encourage shariah compliant products, the scope of investment avenues for open-end money market
collective investment schemes (CISs) have been enhanced by allowing them to take exposures in short-
term corporate Sukuks

» Inorder to encourage digitalization in AMCs and for increased participation/competition, sales load limit
has been brought at par for those AMCs selling through third-party online distribution channel/ portal
with those AMCs selling through physical distributors.

Source: Securities &Exchange Commission of Pakistan

Private Equity and Venture Capital Funds
Management Services

As on March 31, 2023, the number of NBFCs
licensed by the SECP to undertake the business
of private equity and venture capital fund
management services stands at 10. These
NBFCs have so far successfully launched 5
private equity and venture capital funds, with 4
funds focused on private equity investment and
01 fund targeting venture capital investments.

The total number of funds registered stands at
13, whereas 3 funds are in the process of
registration. As on December 31, 2022, total
assets of these funds stand at Rs 12.4 billion.

Voluntary Pension Schemes: The assets under
management of the voluntary pension industry
currently stand at Rs 43.8 billion as of December
31, 2022. Highlights of the pension fund
industry are provided in Table 6.11.

Table 6.11: Voluntary Pension Schemes

Description Status as of December 31, 2022
Total assets of pension industry (Rs billion) 43.8

Total number of pension funds 24

Total number of pension fund managers 14

Source: Securities and Exchange Commission of Pakistan

Lending NBFCs

Lending NBFCs include leasing companies,
investment finance companies, housing finance
companies, discount houses and non-bank
microfinance companies. Highlights of each
category as of December 31, 2022 is stated in
Table 6.12.

Table 6.12: List of Lending NBFCs

. No. of Asset Base

S.# | Lending NBFC Companies | (Rs billion)
1 |Leasing Companies 4 6.0
2 | Investment Banks 20 108.9
3 | Non-Bank Microfinance 35 168.5

Companies

4 | Housing Finance Companies 4 0.5
5 | Discounting Companies 1 0.1

Source: Securities and Exchange Commission of Pakistan

109



Pakistan Economic Survey 2022-23

Real Estate Investment Trusts (REITS)

REITs are investment schemes that own and
most often actively manage income-producing
real estate. Through such schemes, investors
may own, operate or finance income-generating
property across various real estate categories. A
REIT invests in physical real estate and
distributes profits from rental income and/or
capital gains to its unit holders. A REIT investor
owns real estate backed units that sell like any
other unit/listed security, enabling the holder of
the units to invest directly in real estate.

Currently, 08 REIT schemes have offered units
to the investors. As of December 31, 2022, the
aggregate fund size of these REIT schemes was
Rs 167.6 billion. Stakeholders continue to

express interest in REIT as a viable option for
investing in real estate projects, as evidenced
from the number of companies licensed to
undertake  REIT  management  services
increasing to 18.

V- Corporate Sector

Company Incorporation: SECP has introduced
numerous reforms, from time to time, to
facilitate and simplify company incorporation
process. Resultantly, the number of company
incorporation witnessed notable growth as
21,117 new companies are incorporated with
capitalization of Rs 28.6 billion during July-
March FY2023. Mostly companies are
registered in real estate and construction, IT,
Trading-allied and Services.

»

Box-11: Reforms in Corporate Sector

To facilitate the corporate sector, SECP has taken the following initiatives during the outgoing fiscal year:

Launch of WeChat: SECP has launched WeChat service to help Chinese investors make informed
investment decisions and incorporate companies in Pakistan with ease. The uptake of the response on
WeChat is quite encouraging enabling the user to exchange messages, documents, images and payments
for complete support and solution in Mandarin language. It is pertinent to mention here that the SECP
has earlier introduced its Company Incorporation Guides in various languages including Turkish,
Spanish, Arabic, English, and Chinese to facilitate foreign investors in their local languages.

Signing of MoU for integration of Business — SECP, STZA, PSEB, & PEC: The Memorandum of
Understanding (MoU) for integration of business registration has signed between Special Technology
Zones Authority (STZA), Pakistan Engineering Council (PEC) and Pakistan Software Export Board
(PSEB) in December 2022. The one-window registration of businesses aims to reduce the time and cost
of incorporating a business.

Draft Unlisted Companies (Buy-Back of Shares) Regulations, 2022: Draft regulations has been issued
u/s 88 of the Companies Act, 2017, seeking public opinion (in November 2022), providing detailed
procedure for purchase/buy-back of shares issued by unlisted public and private companies to facilitate
startups, and boost investor confidence by providing an easy exit option to the shareholders.

Secured transaction registry: SECP operationalized a fully automated 24/7 ‘Secured Transactions
Registry (STR)’ in April, 2020 for registration of security interests/charges on unincorporated entities.
During July-March FY2023, more than 22,000 statements are filed in STR.

Integration with IPO: SECP’s e-Services is fully integrated with Intellectual Property Organization
(IPO) w.e.f. June 2022 for mutual sharing of information to ensure protection of company names as well
as trademarks.

Service Desk Management System: During July-March FY2023, through the internal Service Desk
Management System (SDMS), SECP handled around 7,100 complaints and responded approximately
6,700 queries related to matters falling under its regulatory domain. Further, general public also contacted
SECP through its toll-free number wherein around 15,800 calls were received and majority of the queries
of the general public were addressed in real time. In addition, SECP has also resolved 871 complaints
through the Pakistan Citizen’s Portal (PCP).

Source: Securities & Exchange Commission of Pakistan
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VI- Islamic Finance Sector

Islamic Capital Market: During July-March
FY2023, SECP has issued 3 certificates of
Shariah compliant company and 22 certificates
of Shariah compliant securities to companies
under the Shariah Governance Regulations,
2018, for the development of the Islamic Capital
Market. There has been an increasing trend to
issue short-term Sukuk for Shariah-compliant
resource mobilization by companies to fulfill the
working capital requirements. During the said
period, SECP has issued certificates of Shariah
compliance for the Shariah compliant
securities/sukuk worth Rs 107.7 billion as
compared to Rs 92.5 billion same period last
year.

In secondary capital market, there are 265
(50.1%) Shariah-compliant securities out of total
529 listed securities at PSX with market
capitalization of Rs 4,103.8 billion (67.1%) out
of total market capitalization of Rs 6,111.5
billion as of March 31, 2023.

Modarabas: Modarabas are unique collective
investment model and the pioneer Islamic
financial institutions in Pakistan. The Modaraba
sector can play an important role in serving SME
financial needs and collaborating with other
ventures as partners. Till March 2023, the
registered Modaraba companies are 31, while 28
Modarabas are currently operating and are listed
at PSX.

As of December 31, 2022, the aggregate equity
and total assets of Modaraba sector stood at Rs
25.9 billion and Rs 65.3 billion, respectively.
Out of total 22 profit making Modarabas, 11
Modarabas declared cash dividend for the
financial year 2022.

VII- Insurance Sector

The insurance sector in Pakistan comprises of 11
life insurers, 30 non-life insurers and 1 state-
owned national reinsurer. Major achievements in
insurance sector during July-March FY2023 are
as follows:

Introducing Digital-only  Insurers and
Dedicated Micro Insures: SECP has introduced
registration regime for digital-only insurers and

dedicated micro insurers. This will promote
digitalization and improve customer
convenience through instant provision of
services. The new framework is aimed at
encouraging innovations, expanding product
range, and promoting financial inclusion. The
registration requirements have been designed to
reduce barriers to entry, in terms of minimum
paid up capital and solvency requirements.

Improvement in unit linked product
Framework: The Unit Linked Product and Fund
Rules, 2015, have been amended by SECP to
include many improvement areas, such as clarity
on eligible investment avenues, parameters,
exposure limits in particular instruments, broad
categorization and standardization of investment
policies and related communication
requirements with the policy holders, guidance
on risk categorization on asset allocation of the
fund, among others.

Encouraged Insurers to Invest in Exchange
Traded Funds (ETFs): The SECP issued
amendments in the Insurance Rules, 2017 for
enhancing the admissibility limits on
investments in ETFs by insurers for solvency
purpose. The aim of the amendments is to
develop the nascent ETF market in Pakistan as
well as to pass on the benefits of ETF to the
insurance sector.

Risk Based Capital (RBC) Regime: The SECP
has issued a concept paper on RBC regime,
outlining the possibility of shifting from existing
solvency-based regime towards an RBC regime
for Pakistan’s insurance sector. The proposed
framework is consistent with international best
practice, aimed at improving corporate
governance, enterprise risk management and
public disclosure practices of insurers. The
existing requirements of Insurance Ordinance
2000 and Insurance Rules 2017 prescribe a rule-
based capital adequacy framework for insurers
in Pakistan.

Capital Market Reforms and Developmental
Activities

1) List of Approved Auditors for SECP
Regulated Entities: To streamline existing
practice of having different panels of

111



Pakistan Economic Survey 2022-23

2)

3)

4)

a) Regulations

auditors for conducting statutory audit of
SECP regulated entities, the Commission
has notified a unified list of approved
auditors by using a  risk-based
methodology. In this regard, regulatory
amendments  in  relevant licensing
regulations have been implemented and a
circular has been issued for implementation
of list of approved auditors for SECP
Regulated Entities.

Simplification of Broker Ratings
Regime: To promote efficiency in the
capital market through transition to single
rating regime, the rating requirements for
brokers has been simplified by abolishing
Broker Management Rating and prescribing
the minimum Broker Fiduciary Ratings for
Trading and Clearing Brokers and for
Trading and Self-Clearing Brokers.

Induction of  National Savings
Certificates (NSCs) into  Central
Depository System (CDS): To promote
digitization, provide ease to investors and
bring operational efficiencies in the
operations of CDNS, amendments have
been made in CDC Regulations whereby
CDC on behalf of CDNS may issue NSCs
in CDS, existing physical NSCs may also
be converted into CDS and option of
redemption of NSCs shall also be available
into CDS. This initiative will facilitate
government in raising funds from the public
through issuance of NSCs investors already
maintaining accounts with CDC.

Amendments in PSX Rulebook: To
support capital market development as well
as enhance operational efficiency at PSX,
relevant measures were implemented
through amendments in PSX Rulebook.
Major reforms taken in this regard are as
follows:

Governing Market
Misconduct Practices: A new chapter has
been incorporated in the PSX Rulebook for
empowering PSX to conduct preliminary
enquiry of instances of potential market
abuses and insider trading in the market and
highlight such cases to the Commission for
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5)

6)

conducting further investigation.

b) Review of Back-office System and

Information  Security Measures of
Securities Brokers: Amendments have
been made in PSX regulations to allow
PSX to conduct review of information
technology and security arrangements,
back-office software/application usage of
securities  brokers to ensure their
compliance with prescribed regulatory
requirements.

¢) Arbitration and Complaint Handling at

PSX: Relevant amendments have been
made in PSX Rulebook to allow the Board
of Directors of PSX to determine the size of
the  Permanent  Arbitration  Panel.
Additionally, the process of filing an appeal
with the Appellant Committee formed by
PSX against a disciplinary action taken by
the Chief Regulatory Office of PSX has
been made more efficient and streamlined
with international practices.

d) Dissemination of Corporate Governance

Information on PSX Website: Relevant
amendments have been made in PSX
Rulebook requiring PSX to disseminate
information on its website relating to the
statement of compliance by the listed
companies with these regulations for the
information of general public.

Electronic Transmission of Accounts: A
notification was issued, allowing listed
companies to circulate the annual balance
sheet and profit and loss account, auditor's
report, directors report, etc. to its members.
This is aimed to promote digitization and
bring clarity to the companies in electronic
circulation of the annual audited financial
statements.

Verification of Customer Information
through NADRA and SBP-RAAST: In
order to smooth and efficient verification of
CNIC and IBAN of customers at the time of
opening of account, amendments made in
the CKO Regulations to enable Centralize
Know Your Customer Organization to use
NADRA-API connectivity and RAAST
facility of SBP.



Capital Markets and Corporate Sector

Outlook

The performance of stock markets remained
volatile during July-March FY2023. There are
many factors which brought swing in the
investor’s confidence, which in turn changed the
pace of their buying and selling activity. Massive
flooding at the start of the current fiscal year
which affected almost all sectors of the
economy, delay in the Staff Level Agreement
with IMF, uncertainty on political and economic

front, high policy rate, etc. resultantly dented the
investor’s confidence.

However, with the Staff Level Agreement and
the reforms and development activities
introduced by the SECP will help in restoring the
eroded confidence in the market that would
allow an increased interest in the equity and debt
markets of the country. Moreover, the
government’s robust policies will not only help
the capital markets to withstand the risk but also
remain bullish.
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Chapter 7

INFLATION

Inflation is an increase in the general price level
of goods and services in an economy over a
period of time. The demand-supply imbalance in
the economy creates inflation. Since the
emergence of globalisation and industrialisation
of markets, domestic as well as global factors are
responsible for inflationary pressure. It has been
noted that Russia-Ukraine war, disruptions in the
global supply chain, overloaded ports, logistical
issues, and strong merchandise demand have
intensified inflationary pressures in recent years.

In 2022, inflation increased considerably in
many countries around the world. The United
States and United Kingdom had its worst
inflation in decades i.e. US (9.1 percent in June
2022) and UK (11.1 percent in October 2022).
The higher inflation also recorded in Iran (53.4
percent in February 2023), Turkiye (43.7 percent
in April 2023), Egypt (30.6 percent in April
2023), and Argentina (109 percent in April
2023). Despite the recent downward trajectory
of food and fuel prices in international market,
general price level is still higher than pre-
pandemic and pre-war (Russia-Ukraine) level.
All countries have not benefitted from declining
prices as the US dollar appreciated in value and
currencies in many developing countries have
depreciated against US dollars.

Pakistan is the net importer of food and
petroleum products. The surge in crude oil prices
due to the global crisis has resulted in double
digit inflation in the country since November
2021. The Pak-Rupee depreciation further
amplified the prices of imported items. The
dollar appreciation is mostly driven by
fundamental forces such as the tightening of
monetary policy in the US and the energy
crisis. Additionally, the conflict between Russia
and Ukraine has also caused major disruptions to
the supply of commaodities as both countries are

key exporters of energy and agricultural
products. Moreover, the recent floods have
caused colossal damage to the economy. The
agriculture sector is the hardest hit sector. The
floods have caused massive supply disruptions
of perishable essential items and resulted in price
hikes for these items. For the outgoing fiscal
year, the inflation target was set at 11.5 percent.
The inflationary trend can be gauged from the
Fig-7.1.

During the first ten months of the current fiscal
year, inflationary pressure has persisted. It is the
18™ consecutive month since from November
2021 witnessing double digit inflation.
Consumer Price Index (CPI) in April 2023 stood
at 36.4 percent on a year-on-year (YoY) basis
which was higher from 35.4 percent in the
previous month and 13.4 percent in April 2022.
On average, CPI inflation, recorded at 28.2
percent during July-April FY2023 as against
11.0 percent in the same period last year.

Fig 7.1: Year wise CPI inflation

2016-17
2017-18
2018-19
2019-20
2020-21
2021-22
2022-23
(Jul-Apr) ]

Source: Pakistan Bureau of Statistic

The US monetary policy measures have
appreciated the US dollar against the other
currencies of the world including Pak-rupee.
During FY2022, Pak-rupee was depreciated by
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around 23.0 percent, while during current fiscal
year Pak-rupee depreciated by 28.4 percent, that
is from Rs 204.6 in end June 2022 to Rs 285.4
on 1% June, 2023. The current inflationary
pressure in the domestic market is being
impacted due to exchange rate depreciation in
FY2022 and FY2023 as Pakistan imported crude
oil, edible oil, pulses, etc. from the global
market. Government is cognizant of the current
inflationary spiral in the country and taking
possible measure to provide relief to the
common man. For the provision of essential

commodities (i.e. wheat flour, sugar, ghee/oil
and pulses) on subsidized rates, USC was
allocated Rs 17 billion in FY2023 which also
includes Rs 5 billion for Ramzan Relief Package.
Subsequently, an additional amount of Rs 17.4
billion was allocated to the USC including Rs
540 million for provision of essential
commodities in flood affected areas through
USC. The allocation of BISP Welfare schemes
is extended from Rs 360 billion to Rs 400 billion.
Under BISP Kafalat Program, Rs 9000/- is being
paid to eligible beneficiaries w.e.f April, 2023.

Box-1: 5F Crisis and Upsurge in the Food Market of Pakistan

Pakistan has been facing a severe crisis in the agriculture sector, known as the 5 F’s crisis, which includes
food, fuel, fertilizer, feed, and finance. The weakening of exchange rate, global commodity price surges,
reduced domestic subsidies, and flood-related disruptions have significantly reduced the purchasing power of
low-income households, threatening poverty and food security gains achieved in the last decade. Inflation has
risen from 13.4 percent in April 2022 to 36.4 percent in April 2023, with food inflation even higher, reaching
46.8 percent in urban and 52.2 percent in rural areas. Food prices in Pakistan have rapidly increased in the
second half of 2022 with wheat flour prices increased by 106.7 percent, chicken prices by 43.1 percent, pulse
gram prices by 48.4 percent, rice by 87.9 percent, milk by 36.4 percent and cooking oil by 34.7 percent in
April 2023 as compared to a year ago.

Pakistan’s reliance on imported commodities, such as edible oil, tea, pulses, wheat, and other agricultural
inputs has increased due to a shortage of domestic production. The rise in international prices of commaodities
has exacerbated the trade deficit. The food imports increased to USD 8 billion with food exports remaining at
USD 5.4 billion in 2022. The current financial crisis in the country has made it challenging to import essential
food commaodities and inputs. The country is importing around 10 percent of its wheat requirement mainly
from Russia and Ukraine, which has contributed to an increase in domestic prices and high support prices for
wheat for the 2022-23 seasons. High fuel prices have led to higher production and transportation cost, making
food more expensive, while the high cost of fertilizer has made it difficult for farmers to afford essential
inputs. The poultry industry is also facing a crisis due to high import costs and restrictions on the import of
soybean.

Although the international prices of agriculture-related commodities have started to decrease in the third
quarter of 2022, however, Pakistan’s currency depreciation and high fuel prices have prevented the impact
reflected in the domestic markets. Resolving the 5F crisis requires not only the stabilization of international
prices but also the implementation of supportive policies and measures that can address the domestic factors,
which are driving up inflation.

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

7.2 Consumer Price Index

The headline inflation, measured by the growth
in CPI, is recorded at 28.2 percent during July-
April FY2023 as against 11.0 percent during the
same period last year. The increase in inflation
was broad-based with all categories recorded
higher inflation except for communication
services. Across product categories, inflation for
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transportation, given its direct link to fuel prices,
registered a sharp increase of 52.8 percent as
against 19.4 percent during July-April FY2022.
Similarly, housing, water, electricity, gas and
other fuel have recorded an increase of 13.6
percent as against 11.0 percent during the same
period last year. The increase in domestic
energy prices was attributed to rising global oil
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prices, exchange rate depreciation and
adjustment in energy tariffs/petroleum levy.

Perishable food items are the main contributory
factor in jacking up the food inflation. Inflation
in perishable food items were increased by 47.0
percent as compared to 4.1 percent during same
period last year. The major increase is witnessed
in the prices of potatoes, onions and fresh
vegetables. Production of tomatoes and onion
suffered due to flooding in Sindh and

Balochistan. Duty-free imports of onion and
tomatoes were allowed to ensure there is no
shortage of the commodities in the market. Non-
perishable food items recorded a 36.4 percent
increase during July-April FY2023 against the
increase of 13.1 percent during the same period
last year. Item wise data reveals that upward
pressure came from wheat flour, rice, chicken,
eggs, edible oil/ghee and pulses. CPI movements
by major groups are given in Table 7.1.

Table 7.1: Composition of CPI-National Inflation (July-April)

% Change
Group Weights On Average Basis
2021-22 2022-23

CPI National 100.0 11.0 28.2
Food & Non-alcoholic Beverages 34.6 11.8 37.9
i) Non- perishable Food Items 29.6 13.1 36.4
ii)  Perishable Food Items 5.0 4.1 47.0
Alcoholic Beverages & Tobacco 1.0 2.4 55.1
Restaurant & Hotels 6.9 11.3 31.1
Clothing &Foot wear 8.6 10.0 18.2
Housing, Water, Electricity, Gas& other Fuel 23.6 11.0 13.6
Furnishing &Household Equipment Maintenance 4.1 11.6 29.8
Health 2.8 9.1 16.3
Transport 5.9 194 52.8
Communication 2.2 2.5 2.7
Recreation & culture 1.6 7.7 36.2
Education 3.8 3.8 9.9
Miscellaneous 4.9 9.8 26.8

Source: Pakistan Bureau of Statistics

In Q1-FY2023, CPI national showing the
exorbitant increase of 25.1 percent compared to
8.6 percent in corresponding quarter last year.
This was on account of higher pace of inflation
in perishable items. The same is the case with
non perishable food items. The food inflation is
primarily due to the impact of catastrophic
floods, higher global food and fuel prices and
currency depreciation. Similarly in Q2 and Q3-

FY2023, major groups like food, transport,
health, recreation & culture experiencing the
double digit inflation which jack up the overall
national CPI as indicated in Table 7.2. Price
increase was broad based except for
communications as all categories of goods and
services recorded double digit inflation during
current fiscal year.

Table 7.2: Quarter wise CPI National (%)
Group 2021-22 2022-23

Ql Q2 Q3 Ql | Q2 | Q3
CPI National 8.6 11.0 12.6 25.1 | 249 | 315
Food Products, Beverages and Tobacco, Textiles Apparel 9.5 97| 143 | 30.0| 343 | 45.1

and Leather Products

i) Non- perishable

122 | 133 ] 131 | 28.6 | 308 | 439

ii) Perishable

-5.0 -8.0| 233 | 392 | 551 533

Alcoholic Beverages& Tobacco

2.4 1.9 20| 270 356 | 75.2
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Table 7.2: Quarter wise CPI National

(%)

Group

2021-22 2022-23
Ql Q2 Q3 Q1 Q2 | Q3

Restaurant & Hotels

79| 106 | 140 | 271 | 28.7 | 344

Clothing & Foot wear

93| 101 | 102 | 16.6| 18.0 | 18.6

Housing, Water, Electricity Gas & other Fuel

90| 144 | 109 | 175 9.5 | 129

Furnishing & Household Equipment Maintenance

96| 106 | 134 | 222 | 28.7 | 344

Health

8.3 8.6 9.8 | 123 | 16.9 | 187

Transport

92| 209 | 248 | 64.1| 46.1 | 483

Communication

2.8 2.6 2.6 1.2 1.6 4.0

Recreation & culture

6.4 7.6 84| 20.0| 293 | 476

Education

2.5 2.5 5.0 99| 11.0 9.5

Miscellaneous

7.5 97| 109 | 20.0| 23.7| 32.2

Source: Pakistan Bureau of Statistics

CPI inflation-Urban increased by 33.5 percent
on YoY basis in April 2023 as compared to an
increase of 33.0 percent in the previous month
and 12.2 percent in April 2022. The Urban Food
and Non-Food inflation recorded at 46.8 percent
and 24.9 percent, respectively, as compared to
15.6 percent and 10.2 percent in the same month
last year. During the period July-April FY2023,
CPI-Urban recorded at 25.9 percent as against
10.9 percent during the same period last year.

Fig 7.2: Year On Year Urban CPI
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On YoY basis, the food commodities that
contributed to urban food inflation during April
2023 over the same month of last year include
Cigarettes (159.9 percent) followed by Tea
(108.8 percent), Wheat Flour (106.7 percent),
Wheat (103.5 percent), Eggs (100.9 percent),
Rice (87.9 percent), Potatoes (76.9 percent),
Pulse Moong (57.2 percent), Pulse Mash (56.4
percent), Gram Whole (55.6 percent), Onions
(51.9 percent), Besan (51.2 percent), Dry Fruits
(49.1 percent), Pulse Gram (48.4 percent), Beans

120

(47.5 percent), Chicken (43.1 percent), Bakery
and Confectionary (42.5 percent) and Sugar
(42.1 percent). The food commodity that
witnessed decline in price is Tomatoes (47.6
percent).

The non-food commodities that witnessed
increase in prices include Text books (106.8
percent) followed by stationery (83.7 percent),
Motor fuel (75.4 percent), Gas charges (62.8
percent), Washing soap/detergents/match box
(60.4 percent), Personal Effects (44.8 percent),
Motor vehicle accessories (42.6 percent), Motor
vehicles (41.5 percent), Household equipments
(40.9 percent), Construction input items (37.2
percent), Marriage Hall Charges (32.9 percent),
Solid Fuel (31.9 percent), Personal Grooming
Services (31.9 percent), Cotton Cloth (31.5
percent), Electricity Charges (30.8 percent),
Plastic Products (30.6 percent), Transport
Services (28.8 percent), Mechanical Services
(25.0 percent), Cleaning and Laundering (24.3
percent), Doctor (MBBS) Clinic Fee (21.6
percent) and Tailoring (21.2 percent).

CPI inflation-Rural increased by 40.7 percent
on a YoY basis in April 2023 as compared to an
increase of 38.9 percent in the previous month
and 15.1 percent in April 2022.

Food and Non-Food inflation recorded at 52.2
percent and 29.9 percent as compared to 17.7
percent and 12.8 percent, respectively, in the
same month last year. During the period July-
April FY2023, CPI-Rural recorded at 31.6
percent as against 11.2 percent during the same
period last year.
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The Rural-Urban inflation differential may be
attributed to relatively loose price checks in rural
areas as well as higher weight of food basket
which are the major contributor in jacking up
overall inflation.

Fig 7.3: Year On Year Rural CPI
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In rural YoY inflation, the food commodities
that contributed to upward growth of CPI include
Cigarettes (137.7 percent), Wheat Flour (104.2
percent), Tea (100.3 percent), Wheat (95.3
percent), Eggs (95.2 percent), Potatoes (82.3
percent), Rice (81.9 percent), Pulse Mash (64.9
percent), Pulse Moong (63.0 percent), Onions
(55.6 percent), Besan (55.4 percent), Gram
Whole (55.1 percent), Fresh fruits (55.1
percent), Pulse Gram (50.7 percent), Chicken
(48.6 percent), Sugar (41.1 percent), Milk fresh
(40.3 percent), Beans (38.4 percent), Beverages
(35.9 percent) and Mustard oil (33.9 percent).
The food commaodity that witnessed decline in

price is Tomatoes (57.1 percent).

The non-food commodities that contributed to
rural inflation include Text Books (126.9
percent), Motor Fuels (80.5 percent), Personal
Effects (53.6 percent), Washing Soaps,
Detergents and Match Box (51.2 percent),
Stationery (48.1 percent), Motor Vehicles
Accessories (43.6 percent) Transport Services
(39.3 percent), Household Equipments (37.3
percent), Major Tools and Equipments (36.9
percent), Construction Input Items (33.1
percent), Marriage Hall Charges (32.0 percent)
and Electricity Charges (30.8 percent).

7.3: Core Inflation

Core inflation is defined as Non Food and Non
Energy (NFNE) inflation which is calculated by
excluding the food group and energy items
(Kerosene oil, petrol, diesel, CNG, electricity,
and natural gas) from the CPI basket. Core
inflation has steadily risen since October 2021 in
both the rural and urban areas. The rise in core
inflation was partly due to the depreciation of
exchange rate and rising production cost of core
goods including durable goods. Core inflation
for urban and rural recorded at 15.6 percent and
19.4 percent, respectively, during July-April
FY2023 as compared to 7.6 percent and 8.3
percent during the same period last year. The
YoY core inflation remained higher in both
Urban and Rural as compared to the same
months last year. Table 7.3 shows the trend of
core inflation on YoY basis.

Table 7.3: Core Inflation (%)
Months Jul | Aug | Sep | Oct | Nov | Dec | Jan | Feb | Mar | Apr |Jul-Apr
Urban 6.9 6.3 6.4 6.7 7.6 8.3 8.2 7.8 8.9 9.1 7.6
2021-22
Rural 6.9 6.2 6.2 6.7 8.2 8.9 9.0 94| 10.3| 109 8.3

Urban| 12.0| 13.8| 144| 149
2022-23

146| 14.7| 154| 17.1| 186| 195 15.6

Rural | 14.6| 16.5| 17.6| 18.2

185 19.0| 19.4| 215| 23.1| 249 19.4

Source: Pakistan Bureau of Statistics

7.4: Wholesale Price Index (WPI)

Wholesale prices of 419 items included in WPI
are being collected from 19 major cities. During
the start of outgoing Fiscal year, WPI is moving

downward till December 2022 and afterward it
follows an upward movement while decline
witnessed in April 2023 compared to previous
month.

121



Pakistan Economic Survey 2022-23

The YoY WPI fpr April 2023 was recorde_d at Fig 7.4: Year on Year WPI
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Table 7.4. Source: Pakistan Bureau of Statitics
Table 7.4: Wholesale Price Index (WPI) (%)

: July-April

Group Weights 2021-22 202223
General (WPI) 100.0 22.9 34.0
Agriculture Forestry& Fishery 25.8 23.8 26.9
Ores & Minerals, electricity gas & water 12.0 94 22.6
Food Products, Beverages and Tobacco, Textiles Apparel 31.1 18.4 255
and Leather Products
i) Food Products and Bev.& Tobacco 20.1 16.0 32.1
ii) Textiles & Apparel 10.3 24.1 14.0
iii) Leather Products 0.7 4.7 27.4
Other Transportable Goods Except Metal Products, 22.4 38.0 48.3
Machinery and Equipments
Metal Products Machinery & Equipment 8.7 18.2 59.6
Source: Pakistan Bureau of Statistics

7.5: Sensitive Price Indicator (SPI) masoor pulse, moong pulse, mash pulse,

SPI is computed on weekly basis to assess the
price movements of essential commodities at a
shorter interval of time to review the price
situation in the country. SPI comprises of 51
essential items and the prices are collected from
50 markets in 17 cities/urban centers of the
country.

The trend of SPI is monitored regularly and
immediate measures are being taken to control
fluctuation in prices. The SPI YoY basis in
FY2023 remained volatile as presented in the Fig
7.5. The annualized increase in SPI during July-
April FY2023 was recorded at 31.7 percent
against 16.9 percent in the same period last year.
Twenty four (24) major food items including
wheat, wheat flour, rice, tomatoes, onions,
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chicken, sugar, red chilies, etc. having a weight
of 57 percent influenced SPI by (+) 28.2 percent.

Fig 7.5: Year on Year SPI
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Table 7.5: Change in prices of major food items of SPI

Items Units | Weights Apr-23 Apr-22 A(;/f_g)aAr;?_ezz Contributions
Wheat Flour Bag 20 Kg 4.0 2659.0 1092.1 1435 5.7
Rice Basmati Broken 1Kg 1.3 193.6 104.0 86.1 1.1
Bread plain Each 0.6 102.6 65.1 57.7 0.3
Beef with Bone 1Kg 3.4 732.9 622.1 17.8 0.6
Mutton 1Kg 2.4 1541.7 1285.0 20.0 0.5
Chicken 1Kg 3.9 390.1 272.1 43.4 1.7
Milk fresh (Un-boiled) | 1 Ltr 18.4 165.1 118.0 39.9 7.3
Curd 1Kg 1.8 190.8 135.8 40.5 0.7
Powdered Milk 390 gm 0.4 683.2 523.4 30.5 0.1
Eggs Hen 1 Dozen 14 266.3 135.3 96.8 14
Cooking Oil DALDA 5 litre 3.1 33215 2437.9 36.2 1.1
Vegetable Ghee 1kg 15 604.0 475.7 27.0 0.4
Bananas 1 Dozen 0.9 245.9 130.0 89.2 0.8
Pulse Masoor 1Kg 0.5 279.4 221.2 26.4 0.1
Pulse Moong 1Kg 0.5 280.9 167.2 68.0 0.3
Pulse Mash 1Kg 0.3 428.1 271.1 3.6 0.0
Pulse Gram 1Kg 0.5 247.1 166.1 48.8 0.2
Potatoes 1Kg 2.1 67.9 35.6 90.8 1.9
Onions 1Kg 1.7 82.9 63.1 314 0.5
Tomatoes 1 Kg 14 55.8 91.8 -39.2 -0.6
Sugar Refined 1Kg 3.2 122.0 85.9 42.0 13
Chilies Powder Packet | 200 gm 0.8 215.0 229.9 -6.5 -0.1
Garlic 1Kg 0.6 3725 3155 18.1 0.1
Tea Lipton Packet 190 gm 2.4 520.6 259.1 100.9 2.4

Source: Pakistan Bureau of Statistics

7.6: Trend of Global Prices

The conflict between Russia and Ukraine in
2022 has triggered global disruptions in markets
for key food crops and fertilizers, threatening
food security worldwide. With the war now
entering its second year, high international food
prices have shown early sign of adjustment,
though domestic price levels remained high in
many low and middle-income countries due to
lag effect. The value of US dollar appreciated
and currencies in many developing countries
including Pakistan depreciated. The currency
depreciation causes to increase import costs of
developing countries as many of which rely
heavily on imports.

One example that demonstrates this fact is the
case of wheat, as its international reference price

has declined since October 2022. Yet in some
cases, the cost of purchasing wheat in local
currencies has increased during the same period.
As aresult, many of those living in poorer import
dependent countries pay more for basic food
items.

In global market, prices of sugar and rice are
showing an increase of 23.3 percent and 18.0
percent respectively, in April 2023 compared to
corresponding month of last year. While the
prices of crude oil, palm oil, soyabean oil, wheat
and tea recorded decline of 20.5 percent, 40.3
percent, 47.1 percent, 23.6 percent and 8.6
percent, respectively, compared to April 2022.
Table 7.6 depicts international prices of major
commodities.
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Table 7.6: International Prices of Major Commodities

Months Sugar |Palm Qil|Soyabean | Crude | Wheat Rice Tea DAP Urea
($/Mt) | ($/MY) oil oil ($/Mt) | (/M) | (B/Mt) | ($/Mt) | ($/MY)
($/Mt) | ($/BrD
Apr-22 430.0f 1683.0 1948.0f 105.8 495.3 409.1| 3240.0 954.0 925.0
May-22 430.0f 1717.0 1963.0f 1124 522.3 44291 2990.0 842.5 707.5
Jun-22 420.0| 1501.0 1752.0f 120.1 459.6 427.6| 2960.0 783.8 690.0
Jul-22 400.0f 1057.0 1533.0f 108.9 382.5 405.7| 3310.0 784.0 601.0
Aug-22 390.0 1026.0 1599.0 98.6 3829 412.6| 3370.0 749.4 591.3
Sep-22 390.0 909.0 1548.0 90.2 419.1 423.4| 3330.0 752.0 678.0
Oct-22 390.0 889.0 1576.0 93.1 438.0 411.6| 3140.0 725.0 636.3
Nov-22 410.0 946.0 1652.0 91.1 422.7 417.5| 3050.0 665.6 588.8
Dec-22 420.0 940.0 1409.0 80.9 386.3 446.4| 2950.0 625.0 519.4
Jan-23 420.0 942.0 1352.0 83.1 380.4 484.6| 2770.0 631.0 443.8
Feb-23 450.0 950.0 1243.0 82.7 394.8 469.0| 2700.0 612.5 357.5
Mar-23 450.0 972.0 1113.0 78.5 369.9 460.9| 2690.0 606.0 313.4
Apr-23 530.0| 1005.0 1030.0 84.1 378.2 482.9| 2960.0 637.0 313.4
% Change
ﬁg: gg/ 23.3 -40.3 -47.1 -20.5 -23.6 18.0 -8.6 -33.2 -66.1
f/lgrr 222/ 17.8 3.4 75 71 2.2 48 100 5.1 0.0

Source: Commodities Price Pink Sheet, WB

The FAO Food Price Index (FFPI), which
tracks international prices of the most globally
traded food commodities, averaged 143.7 points
in 2022, showing an increase of 14.3 percent
compared to 2021. Four of the FAO's five food
sub-indices - cereals, meat, dairy and vegetable

oils - had reached record highs, while the fifth
one, sugar, was at a 10-year high. The index had
already gained 28 percent in 2021 from the
previous year as the world economy recovered
from the impact of the pandemic.

Table 7.7: FAO Food Price Index

Years/Month Fo?d Price Meat Dairy Cereals Vege_table Sugar
ndex oil
2020 98.1 955 101.8 103.1 99.4 79.5
2021 125.7 107.7 119.1 131.2 164.9 109.3
2022 143.7 118.8 142.4 154.7 187.8 1145
Apr-22 158.4 121.9 146.7 169.7 237.5 1215
Apr-23 127.2 1145 124.6 136.1 130.0 149.4
% Change

2021/2020 28.1 12.8 17.0 27.3 65.9 375
2022/2021 14.3 10.3 19.6 17.9 13.9 4.8
Apr-23/Apr-22 -19.7 -6.1 -15.1 -19.8 -45.3 23.0
Source: FAO

The FFPI Month on Month (MoM) increased by
0.6 percent in April 2023 after the twelfth
consecutive monthly decline since March 2022.
The YoY declined by 19.7 percent compared to
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April 2022. The decline in the index was led by
drops in the meat, cereal, vegetable oil and dairy
price indices, while sugar increased in April
2023 compared to same month last year.
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International wheat prices fell by 2.3 percent,
driven by ample global supplies and strong
competition among exporters. The extension of
the black sea grain initiative, allowing Ukraine
to continue to export from its Black Sea ports,
also contributed to the decline. Higher estimates
for Australia’s production, along with improved
crop conditions in the European Union this
month, boosted the global supply outlook
further. Strong competition from the Russian
Federation, where high supplies continue to
support competitive prices, also sustained the
downward pressure on markets. World maize
prices also fell, by 3.2 percent, in April 2023,
Similarly, international barley and sorghum
prices eased by 4.3 percent and 0.3 percent in
April 2023, reflecting weak global demand and
spillover from weakness in international maize
and wheat markets.

The continued decrease of the vegetable oil price
index reflected the combine effect of stable
world palm oil prices and lower soyabean,
rapeseed and sunflower oil quotations.
International palm oil prices remained virtually
unchanged in April, as the downward pressure
stemming from a lackluster import demand from
key importing countries was offset by support
from comparatively limited supplies of leading
producers. The sugar price marking the third
consecutive monthly increase and reaching its
highest level since October 2011. The hike in
prices on account of tighter global availabilities
in the 2022 and 2023 season after further
downward revisions to the production forecasts
for India and China along with lower than earlier
expected outputs in Thailand and the European
Union.

Box-I1: Role of SBP’s Policy rate in Controlling Inflation

The prime objective of monetary policy is to maintain price stability by keeping inflation rate low. Central
Bank of every country achieves this objective through changes in a policy instrument, usually short term
interest rate. High and volatile inflation has turned out to be one of the main problems the global economy
has been facing after Covid-19, especially after the start of Russia-Ukraine war. The central banks around the
globe have responded to high inflation by raising their policy rates to curtail aggregate demand and ease out
demand driven inflation.

Pakistan economy is no exception as the country has been experiencing food and energy led inflation during
the same period. The general price level is persistently on the rise as a result of other factors too. Among them
the key factors are dwindling foreign exchange reserves and the resulting currency depreciation, shortage of
essential crops due to flash floods and the political and economic uncertainty.

In response to this recent price hike, the SBP has raised its policy rate from 7 percent in June, 2020 to 21
percent in April, 2023 to contain inflation. The tight policy stance, taken by SBP, has not resulted in containing
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inflation, while creating some unintended consequences for real economic activity and burdening government
expenditure. There seems to be a positive co-movement between the inflation rate and the interest rate in
Pakistan, as shown in the upper left panel of the figure below. This however, does not indicate whether
causality runs from the interest rate to the inflation rate or the other way round. Therefore, we go deeper to
analyze the issue further. First, high interest rate has a positive effect on cost of borrowing, part of which is
passed on to consumers by producers. This makes interest rate and inflation rate positively correlated.
Moreover, interest rate has negative consequences for investment due to high cost of borrowing for both fixed
investment and working capital. This translates into slowdown of economic activity, especially in the
industrial sector. Same thing happened in Pakistan in the recent past as shown in lower panel of the figure
below. This further added to supply shortages and kept inflation rate high. Hence, monetary policy remained
ineffective in targeting inflation as supply side bottlenecks were not simultaneously removed.

Second, the food inflation is more pronounced as can be seen in the upper right panel of the figure below.
This component of inflation rate can be responded through interest rate only to the extent it has second round
effect on the overall inflation, as reflected in the core inflation. However, food component of inflation is
directly insensitive to interest rate and can be more effectively managed through market integration, easy
transportation from farm to market, better access to information, and regulating retailer’s margin through
district price committees. Moreover, Pakistan economy experiences cost push inflation due to its over reliance
on international commodity market. Hence, inflation in the country is largely an outcome of deficient domestic

supply.

Trend of Interest Rate and Inflation Rate Trend of Food and Core Inflation
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* In all of these panels urban inflation rates have been used

7.7: Government Steps to Control Inflation

Government is cognizant of the current
inflationary spiral in the country and taking
following possible measure to provide relief to
the common man.

= Ministry of National Food Security and
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Research (NFS&R) and Ministry of
Industries & Production are working to
maintain strategic reserves of wheat, sugar

and pulses.
Under the SBP amended Act 2021, being its

primary objective, SBP is taking measures to
maintain low and stable inflation in the



Inflation

country. SBP has enhanced policy rate to 21
percent to contain the demand pressure.

For the provision of essential commodities
(i.e. wheat flour, sugar, ghee/oil and pulses)
on subsidized rates, USC was allocated
Rs 17 billion in FY2023 which also includes
Rs 5 billion for Ramzan Relief Package.
Subsequently, an additional amount of Rs
17.4 billion was allocated to the USC
including Rs 540 million for provision of
essential commodities in flood affected
areas through USC.

The allocation of BISP Welfare schemes is
enhanced to Rs 400bn from the previous of
Rs 360bn. Under BISP Kafalat Program, Rs
9000/- is being paid to eligible beneficiaries
w.e.f April, 2023.

Minister for PD&SI is chairing the NPMC
meetings to ensure smooth supply of
essential items and to monitor the prices
with consultation of provincial governments
and federal organizations.

Government is expanding the network of
Sasta Bazaars and Utility Store outlets for
provision of smooth supply of daily use
items.

Competition Commission of Pakistan
(CCP) is taking measures to control
Cartelization and undue Profiteering.

= District Price Control Committees are
monitoring the prices of essential items to
ensure their availability at reasonable prices.

= Government has announced Kissan package
to boost the agriculture in the aftermath of
floods. The package includes subsidized
loans to flood affected farmers and youth of
rural areas, subsidy on DAP as well as
import of used tractors and relaxation of
duties for tractor manufacturing. These
measures will enhance agriculture produce
& supply of food items will improve.

7.8: Outlook

The available information suggests that inflation
will remain in the range of 28.5 -29.0 percent in
FY2023. The global inflationary pressure
intensified during recent years while during last
couple of months global supply chain has shown
litle  improvement.  The international
commodity price outlook is favorable which
may offset the negative impact of currency
depreciation. In addition the better crop outlook
due to timely measures i.e. Kissan Package,
expected political stability and stable exchange
rate would help to achieve price stability. The
inflation rate in the medium term will be
expected to normalized due to improvement in
the agriculture sector, and expected favorable
global and domestic environments.
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Chapter 8

TRADE AND PAYMENTS

Introduction:

Many factors have gloomed prospect diminished
the likelihood of a post-pandemic global
economic recovery, particularly in Europe and
Central Asia. The prospects for global economic
growth face a unique combination of headwinds,
such as interest rate increase by several central
banks to contain inflation, residual pandemic
effects such as China's lockdowns, disruptions to
supply chains, etc. The Russia-Ukraine conflict
has exacerbated the situation. The global
economy is still recovering from the pandemic
and negative implication of the Russia-Ukraine
war. The downside risks projected in the IMF's
WEO in April 2022 are materializing. Although
the volume of international trade increased by
2.7% in 2022, yet less than the 3.5% projected in
October 2022. While, the fourth quarter of 2022
witnessed a significant decline in the volume of
international trade, dragging down the annual
growth rate.

According to the WTO forecast April 2023, the
global GDP growth is expected to be 2.4 percent
in 2023. Both trade and growth are below the last
12 years averages of 2.6 and 2.7 percent,
respectively. In this situation, countries need to
have strong trade integrations besides abstain
from trade barriers. The trade growth is
projected to be 1.7 percent in 2023, higher from
earlier forecast of 1.0 percent in October 2022.
The upwards revision in trade growth can be
attributed to China's reopening in January 2023
by ending the zero COVID policy thus boosting
the consumer demand, which will enhance the
international trade. The growth pattern of global
merchandise trade is depicted in Fig. 8.1

The slowdown in trade growth was due to weak
global demand in 2022. Similar situation can
also be observed in the regional countries. For
instance, China’s trade volume deteriorated

considerably in the latter half of 2022, due to
lower demand for Chinese goods, and weak
domestic demand on account of zero COVID
policy. Besides, high inflation in trading partners
is another main factor which is affecting the
Chinese exports in 2023.

Fig:8.1 Growth in Global Merchandise Trade
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In neighbouring economies, the trade deficit in
Bangladesh continued to increase during Jul-Jan
FY?2023. Likewise, in India, the merchandise
trade deficit increased from US$ 218.9 billion in
Apr-Dec 2022 as against US$ 136.5 billion same
period last year showing growth of 60.4 percent.
Exports increased by 9.1 percent to US$ 332.8
billion during the period under review as against
US$ 305 billion last year. Imports increased by
25 percent to US$ 551.7 billion during Apr-Dec
2022 as compared to US$ 441.5 billion same
period last year. While, in Nepal, the trade deficit
declined to 13 percent of GDP in HI FY2023 as
compared to 18.4 percent of GDP in H1 FY2022.
Goods imports grew by 2.4 percent on account
of soaring commodity prices and higher
domestic demand. The government of Nepal
imposed the import ban on selected goods
between Apr-Dec 2022. Goods exports
decreased to 1.8 percent of estimated GDP in
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H1FY2023 from 25 percent of GDP
H1FY2022, as substantially decline in exports of
refined palm and soybean oils. Also, in Sri
Lanka, the merchandise trade deficit declined to
US$ 5.2 billion in 2022 from US$ 8.1 billion in
2021 due to a combination of reduction in

imports and increase in exports. Although,
imports grew in the first half of 2022, owing to
Indian financial assistance, but declined sharply
in the second half due to liquidity shortages,
currency depreciation, and lack of imports
demand.

Box I: Impact of Geopolitical Conflicts on Trade

Trade is regarded as a source of welfare due to comparative advantage. However, many studies have shown
that geopolitical conflict results in the reduction of welfare. In the wake of conflict, it is more difficult to
continue trade, which hinders trade even for those countries that are not involved directly in the conflict. Thus,
international trade is negatively affected by geo political conflict.

The COVID-19 pandemic affected the production of all nations, disrupted supply channels, and disturbed the
financial markets. Inflation was induced by global supply bottlenecks during the recovery period. In these
circumstances, the Russia-Ukraine conflict started. Thus, higher-than-anticipated inflation, particularly in the
United States and major European economies, is causing a tightening of global financial conditions.
Moreover, China's slowdown has been more severe than anticipated. Thus, there have been additional negative
spillovers from the conflict. As a result, global output contracted in the second quarter of this year. Thus,
leading to a recession. Further, Europe relies on Russia for around 1/3 of its gas supplies, therefore energy
supply became a significant concern. Summarizing, the geopolitical conflicts posed risks to the stability of
the financial system through a financial channel. An escalation of the conflict could result in imposition of
financial restrictions, increase in uncertainty, and the outflow of cross-border credit and investment, all of
which could increase the debt rollover risks and funding costs. Thus, slower growth, rising inflation, interest
rates, and budget deficits are seen across the globe.

Pakistan’s economy was also in the stage of
revival and was suffering from supply
constraints. Thus, the Russia—Ukraine
conflict has resulted in an energy crisis,
leading to an increase in international
energy prices. Because Pakistan is an
energy importer, the increase in energy
prices has directly impacted household
energy costs for heating, cooling, and
transportation, and indirectly pushed up the
prices of other goods and services due to the
rise in supply costs. Moreover, in 2021,
prices for fossil fuels began to recover, and
by early 2022, they had risen sharply, creating a challenging environment for Pakistan. In addition, the
increase in food prices as a result of the war and other non-energy goods' prices as a result of pandemic-driven
supply bottlenecks as well as domestic supply adversely impacted by the flood contributed to a sharp increase
in overall consumer prices in FY 2023.

GROWTH PROJECTIONS BY REGION

GLOBAL GROWTH

A8 30

. Real GDP Growth (%) Pakistan’s Export ($ Million)
Cou_ntrles/ Average July-April
Region Share (%) 2022 2023 2024 2021 2022 2023
USA 19 21 1.6 1.1 5,031 5,619 4,990
UK 8 4.0 -0.3 1.0 2,048 1,852 1,644
Germany 7 1.8 -0.1 1.1 1,513 1,432 1,366
Japan 7 11 1.3 1.0 176 159 175
UAE 7 7.4 35 3.9 1,420 1,550 1,207
Hong Kong 6 -3.5 3.5 3.1 224 275 153
China 5 35 5.2 4.5 2,044 2,343 1,701

Source: IMF & SBP

The slower economic activities in the trading partners of Pakistan have been observed in recent years as well
as in the coming year.
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In Pakistan, both exports and worker’s remittances are regarded as significant sources of foreign exchange
earnings, thereby mitigating pressure on the balance of payment. However, reduced economic activity in
trading partners can have an impact on both exports and remittances. In addition, the increase in international
commodity prices will increase the value of imports, will fuel domestic inflation, negatively influencing
common households which in turn, will also weigh on economic growth.

External Sector Performance

The balance of payments position during the
ongoing fiscal year remained under pressure
mainly due to adverse global shocks and
domestic uncertainties. The international
commodity prices have started declining from
mid-2022 but were still above the pre-pandemic
level. Thus, the high commodity prices have
created pressure on the external account.
Moreover, tightening of global financial
environment has made difficult for emerging
markets like Pakistan to access international
financial markets. Consequently, Pakistan’s
foreign exchange reserves and exchange rate
remained under pressure. Furthermore, the
devastating flood during July-August 2022 has
further aggravated the ongoing economic
situation.

Subsequently, sluggish global demand and
epidemic-induced cross-border logistics
disruptions presented substantial obstacles for
Pakistan's exports. As a result of a decline in
global demand and a disruption in the export
industry's input supply, the trend of rising
exports will cease in FY2023. In addition, a
natural disaster flood, high energy costs, and
severe liquidity problems negatively impacted
export performance, the exports growth posted a
negative growth of 9.8 percent during Jul-Mar

compared to US$ 23.3 billion same period last
year

In recent flood, both major and minor crops have
been damaged significantly, with a specific
impact on essential food and export items
including rice, mango trees, date palms, and
vegetables like chillies, onions, and tomatoes.
Cotton crops have also been hard hit.

The post-flood estimates of cotton production
are 4.91 million bales during FY2023 as
compared to 8.3 million bales last year. Since the
total domestic requirement is around 15 million
bales, the low domestic production of cotton
increased its imports. Thus, putting more
pressure on the already depleting foreign
exchange reserves. Likewise, the production of
rice declined by 21.5 percent during FY2023 and
reached 7.3 Million Tons (MT) as against 9.3
MT last year. Thus, in order to meet domestic
demand, imports of food items increased. Thus,
damages to the agriculture sector have put
pressure on the depletion of foreign exchange
reserves. Moreover, reduction in exports of
textiles, rice, fruits and vegetables, leather
products and cement, has widened the trade
deficit. In order to avoid reserve depletion, the
government restricted imports. Thus, a
significant reduction in trade deficit is observed
in recent months of FY2023. Fig — 8.2 shows

FY2023, recorded at US$ 21.0 billion as monthly trends of Exports and Imports.
Fig: 8.2 Trend of Monthly Exports and Imports [ ==e=—Exports === Imports |
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Exports

Exports declined by 9.9 percent during Jul-Mar
FY2023 to $ 21.0 billion compared to $ 23.3
billion in the same period last year. The decline
in exports was driven by both declining trend in
export volumes and unit values. The decline in
exports is mainly occurred due to the inadequate
performance of textiles and food group. The
decline was owed to the weak global demand
and lacklustre performance in the domestic
economy. Further, the demand curtailing
measures taken by the government has also
affected exports performance. However, the
government has taken policy incentives to boost
exports

Government Initiatives to Increase Exports
i. Regionally Competitive Energy Tariffs

a. Supply of electricity to five export-
oriented sectors covering textiles
(including jute), carpets, leather, sports
goods and surgical goods at US cents 9
per kWh all-inclusive from August to
September 2022 and Rs. 19.99 from
October 2022 to June 2023 per kWh

b. Supply of RLNG to five export-oriented
sectors at US$ 9 per MMBtu all-
inclusive during FY2023.

ii. Rationalization of Import Custom Tariff

a. Continuation of duty-free import of
cotton to bridge the gap between
domestic production and consumption
of textiles and apparel industry.

b. Continuation of duty-free import of
textiles and apparel machinery.

c. Reduction/elimination of custom duties
on import of dyes and chemicals to
incentivize textiles and apparel industry.

= During FY2023(Jul-Mar), Rs.25 billion has
been paid to the exporters as Customs Duty
Drawback.

= Customs Duties on more than 100 tariff lines
rationalized during budget exercise as well
as 37 tariff-lines for packaging sector, 10
tariff-lines for dyes sector, and 101 different
tariff-lines related to farm mechanization.
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= In the Duty and Tax Remission for Exports
(DTRE) Scheme, the utilization period for
the exportation of imported raw materials
has been extended from twelve months to
eighteen months.

= Automation of Export Facilitation Schemes
(EFS) such as Export Processing Zone
(EPZ), Manufacturing Bond (MB), Export-
Oriented Unit (EOU), DTRE, and
Temporary Importation has been automated
and operational under Web Based One
Customs (WeBOQOC).

= To incentivize exporters, rupee-based
discounting of  exports  bills/export
receivable was introduced under Export
Finance Scheme (EFS)/ Islamic Export
Refinance Scheme (IERS). This facility
helps in providing early payments to the
exporters by the banks against the export
bill/ export receivable at the prescribed rates.
This facility is available at both post-
shipment & pre- shipment stages at rates
ranging from 2 % to 3 %, depending upon
the tenor of discounting.

= Digitization of exports-related processes
through Pakistan Single Window (PSW),
PSW is an automated platform that provides
a facility to all exporters and importers to
electronically  submit an integrated
declaration at the time of exports and
imports of goods.

*= Formulation of regulatory framework to
facilitate exports of goods from Pakistan for
sale through international platforms under
Business to Business to Consumer (B2B2C)
model.

= To promote the use of digital channels and
to enhance operational efficiency and
improve ease of doing business, the
functions of EFS/IERS have been digitized.
An online platform has been developed for
transmission of EFS related
information/data between SBP PBSC banks.

Merchandised Exports

An analysis of group wise data suggests that
major groups registered a negative growth.
(Table 8.1). Food group decreased by 3.4 percent
and reached $ 3.8 billion during Jul-Mar FY2023



Trade and Payments

as against $ 3.9 billion same period last year.
Within the food group, rice exports decreased

both in quantity and value by 18.8 percent and
10.9 percent, respectively.

Table 8.1: Structure of Exports

July-March Values in US $Million | July-March Quantity | % Change

Particulars Units | 202122 |2022-23 (P) Chﬁge 2021-22 20?5)'23 Ouantity
Total 23350.0 21036.2 -9.9

A. | Food Group 3947.7 3815 -3.4
Rice M.T 1793.1 1598.3 -10.9| 3582756 | 2907322 -18.8
Sugar M.T 0 83.0 100 0 172180 100
Fish & Fish Preparation M.T 311.6 355 13.9 116333 151030 29.8
Fruits M.T 394.5 226.4 -42.6 515178 536420 4.1
Vegetables M.T 249.1 2355 -55 675331| 1035940 534
Wheat M.T 0 0 0.0 0 0 0.0
Spices M.T 83.2 72.9 -12.4 20139 16959 -15.8
Oil Seeds, Nuts & Kernels M.T 176.7 166.9 -5.5 130957 149313 14.0
Meat & Meat Preparation M.T 249.1 302.4 214 56397 69072 225
Other Food Items 690.4 774.5 12.2

B. | Textile Manufactures 14242.6 12476.4 -12.4
Raw Cotton M.T 6.6 13.0 97.7 2752 10477 280.7
Cotton Yarn M.T 908.5 573.1 -36.9 260284 186352 -28.4
Cotton Cloth TH.SQM 1795.5 1538.0 -14.3 343753 256506 -25.4
Knitwear TH.DOZ 3729.7 3390.3 -9.1 120415 133197 10.6
Bedwear M.T 2448.9 2031.7 -17.0 394824 302825 -23.3
Towels M.T 819.6 745.3 -9.1 166809 144855 -13.2
Readymade Garments TH.DOZ 2863.6 2657.3 -7.2 37291 58470 56.8
Made-up articles 627.0 534.8 -14.7
Other Textile Manufactures 1043.4 992.9 -4.8

C. |Petroleum Group 235.9 216.1 -8.4
Petroleum Products M.T 57.3 45.8 -19.9 80803 99694 23.4
Petroleum Top Neptha M.T 0 0 0 0 0 0

D. |Other Manufactures 4693.8 4306.5 -8.3
Carpets, Rugs & Mats TH.SQM 61.0 56.6 -1.2 1794 1910 6.4
Sports Goods 259.9 306.1 17.8
Leather Tanned TH.DOZ 154.5 126.8 -17.9 11387 8164 -28.3
Leather Manufactures 463.9 442.3 -4.6
Surgical Goods. & Med. 307.7 335.7 9.1
Inst.
Chemical & Pharma. Pro. 1093.7 1072.3 -2.0
Engineering Goods 168.0 186.9 111
Jewellery 10.0 5.6 -43.7
Cement M.T 199.4 1354 -32.1 5227.9 2909.3 -44.3
Guar & Guar Products M.T 344 33.6 -2.2 19087 19933 44
All Other Manufactures 408.6 392.5 -3.9

E. |All Other items 1941.2 1605.1 -17.3

P : Provisional

Source: PBS
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The basmati rice exports decreased both in
guantity and value by 21.5 percent and 7.2
percent, respectively during Jul-Mar FY2023.
The major decline was observed in rice exports
to Afghanistan (98 percent), followed by China
(57 percent).

Likewise, the other varieties under rice group
during Jul-Mar FY2023 witnessed a decline of
12.1 percent in value and 18.4 percent in
quantity.

Exports earnings from fruits during Jul-Mar
FY2023 decreased by 42.6 percent in value
despite an increase of 4.1 percent in guantity,
Vegetables witnessed an increase in quantity by
53.4 percent but decline by 5.5 percent in value.

Fish & fish preparation subgroup during Jul-Mar
FY2023 witnessed an increase of 13.9 percent in
value and 29.8 percent in quantity, due to several
reasons including: China has lifted sanctions on
imports of Jellyfish from Pakistan in July 2022.
Moreover, some species like squids, cuttlefish
and ribbon fish have fetched better prices in the
world markets. The exports of fish & fish
preparation continued to soar mainly due to the
diversification of the exportable commodities
from Pakistan, earlier shrimp, lobsters,
ribbonfish, and large cuttlefish (Pharaoh
Cuttlefish) were the main exports. Now four
additional species of cuttlefish are being
exported.

Further, another Pakistani fishing processing
plant has joined European Commission (EC) for
fishery exports. This is the third Pakistani
company listed in the EC. In 2013, after a six
year, EC has lifted a ban and granted permission
to only two companies to export fishery product
to European countries. In addition, large
quantities of fish meal are exported to China for
the aquaculture industry. Many modern fish
meal plants have been set up, manufacturing
high-quality fish meal for export. Export of
shellfish such as whelks, clams and razor clams
are  now considered important seafood
commodities which are exported in live, frozen
and chilled forms.

Exports of oil seeds, nuts & kernels witnessed an
increase of 14.0 percent in quantity despite a
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decline in value by 5.5 percent during Jul-Mar
FY2023.

Meat and meat preparation exports increased
both in value and quantity by 21.4 percent and
22.5 percent, respectively during Jul-Mar
FY2023.The exports of meat sector have had
gradual growth over a period, due to opening of
new markets, compliance with the food
standards set by of various exporting countries,
and use of advanced machinery and new
practices to Pakistan. The meat exports include
raw and frozen beef, mutton, lamb, and chicken.
The exports of by-products include casing,
bones, horns and hooves, gelatine, etc.
Pakistan’s exports of meat and meat preparations
are gradually penetrating different countries in
terms of volume and value as it recorded a
staggering increase. The major meat exports
destinations include: Gulf countries including
Saudi Arabia, United Arab Emirates, Kuwait,
Qatar, Bahrain, Hong Kong, Maldives, and
Vietnam. Recently, the Malaysian government
has approved certification of four Pakistani meat
exporter companies, which is a major
breakthrough as Malaysia is lucrative market for
exports of Halal meat.

Textiles and apparel sector occupies a pivotal
position in Pakistan’s economy having most
intensive backward and forward linkages
compared to any other sector. It contributes
approximately 60 percent in total exports and 40
percent in industrial employment. Pakistan is the
fifth largest cotton producing country with
tremendous potential for further improvement in
its share in the world.

During Jul-Mar FY2023, exports of textile group
witnessed a decline of 12.4 percent and reached
US$ 12.5 billion compared to US $ 14.2 billion
during the corresponding period last year.
Textile sector faced multiple issues including
energy shortages, high electricity tariffs,
elevated financing costs, and global slowdown.
Moreover, the devastating flood has destroyed
cotton crop which possess severe challenges for
the industry. The zero-COVID policy in China s
providing more opportunity for other economies
to seize its exports share. Bangladesh has
grabbed this opportunity with both hands.
However, in Pakistan the domestic economic
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issues are creating hurdle in exploiting this
opportunity.  The other problem is of the
turnaround time of exports. Raw material is
being imported, processed, and re-exported. The
turnaround time in Pakistan is 5 to 6 months
higher than in Bangladesh which is 1 to 2
months.

According to U.S. Department of Agriculture,
“Cotton: World Markets and Trade” report, the
global cotton production in 2022-23 up to 116.5
million bales and attributed to higher production
in China, Mexico, and Uzbekistan. Consumption
is lowered more than 500,000 bales to 109.6
million and attributed to lower use in
Bangladesh. The world’s three largest
consumers — China, India, and Pakistan — are
forecast to account for more than half of the
global increase. Of the top ten consuming
countries, all are expected to have higher use.
After significant reductions for India, Pakistan,
and Bangladesh in the previous year, a general
easing of financial pressures and greater supplies
are expected to support consumption.

Textile sector is currently experiencing a
shortage of raw material and unavailability of
foreign currency for the import of essential
machinery, which is hindering production. In
that backdrop, many textile firms had suspended
operations, therefore, exports would remain
under pressure until the situation normalised.

In case of home textiles, bedwear decreased both
in quantity and value by 23.3 percent and 17.0
percent; respectively, whereas towels exports
also decreased in both quantity and value by 13.2
percent and 9.1 percent in Jul-Mar FY2023. The
unsatisfactory performance of towel exports is
mainly attributed to limited access to
technology, ineffective image building and
brand- development strategies. Moreover, towel
industry is labour intensive, but scarcity of
skilled labour force obstruct exports growth in
terms of quality, productivity and value addition.
Knitwear exports grew by 10.6 percent in
quantity, despite a decline of 9.1 percent in value
during Jul-Mar FY2023.The exports of
readymade garments increased in quantity by

1 us Department of Agriculture Foreign Agricultural Service

Circular May 2023

56.8 percent, however, its value declined by 7.2
percent during Jul-Mar FY2023.The exports of
intermediate commodities like cotton yarn
witnessed a decline in both quantity and value by
28.4 percent and 36.9 percent, respectively,
during Jul-Mar FY2023.

The Petroleum group’s exports posted a decline
of 8.4 percent during Jul-Mar FY2023.
Furthermore, petroleum product exports also
plummeted 19.9 percent and reached US$ 216.1
million during Jul-Mar FY2023.

Exports of leather tanned declined both in
quantity and value by 28.3 percent and 17.9
percent, respectively. Footwear exports
increased both in quantity and value by 47.9
percent and 18.7 percent, respectively, during
Jul-Mar FY2023. According to the World
Footwear 2022, Yearbook the Pakistani
footwear industry predominantly geared the
domestic market and is the 7" largest in the
world and employs around one million people.
The main markets are Europe, the USA and Arab
countries.

In the case of sports goods, Gloves exports
decreased both in quantity and value 32.2
percent and 7.5 percent, respectively, during
July-Mar FY2023 and recorded at US$ 52.4
million. Other major exports of sports goods are
football witnessed an increase both in quantity
and value by 36.5 percent and 33.7 percent,
respectively. Pakistan produces high-quality
hand-stitched footballs with an uncompromised
quality of the football, its price, and its
performance.

Export of carpets, rugs, and mats registered a
decline of 7.2 percent in value, despite an
increase in its quantity by 6.4 percent during Jul-
Mar FY2023. Pakistan’s hand-made carpet
industry had lost its footings in the global market
on account of elevated prices of raw material,
costly labour, and higher freight charges.
Furthermore, troubles in the import of semi-
finished raw materials through Torkham Border,
ultimately affecting the delivery of finished
goods.
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The export of cement witnessed a decline both in
guantity and value by 44.4 percent and 32.1
percent, respectively, during Jul-Mar FY2023 on
account of increased production cost, higher
freight charges and soaring coal prices.

Exports of Guar and guar products registered
growth in quantity by 4.4 percent and its value
declined by 2.2 percent during Jul-Mar FY2023.
India meet 85-90 percent of global guar demand,
whereas, Pakistan has a share of 10-15 percent
in world’s total supply. Pakistan has 11
companies making guar split with Pak Gum
Industries being the largest producer. Most of the
processing facilities are 20-30 years old which
undermines the quality.

Exports of chemicals and pharmaceuticals
product decline by 2.0 percent and recorded at
US$ 1072.3 million during Jul-Mar FY2023.
Chemicals, other than the ones used in
pharmaceutical and plastic products, had the
highest share. The Pakistan Export Strategy
(2023-27) outlines a proposed path for the
development of the pharmaceutical industry in
Pakistan. It is a five-year endeavour that was
defined through a consultative process between
public and private sector stakeholders. The
strategy ~ addresses  constraints in a
comprehensive manner and defines concrete
opportunities that can be realized through the
specific steps detailed in its Plan of Action. The
Pharmaceuticals Export Strategy is an integral
part of Pakistan’s Strategic Trade Policy
Framework (STPF).

During Jul-Mar FY2023, Surgical goods &
Medical Instruments exports were recorded at

US$ 335.7 million. European Parliament has
passed a new “Medical Device Regulation”
(MDR), which will be effective in May 2024.In
order to avoid adverse effects of the new
regulations and safeguard interests of the
country, a consultant firm is being hired to
educate, guide and build capacity of the surgical
instrument/medical device sector to comply with
the new EU regulations.

Moreover, Pakistan specialised in conventional
surgical products, but the demand for these
products in developed countries is declining
during last few years due to the rise of Artificial
Intelligence-enabled and electronic products
with high precision. Owing to lack of research
and development, the surgical products will lose
market share not only in Europe but also
globally.

Concentration of Exports

The potential export growth is hindered owed to
lack of diversification in export goods. The trend
of Pakistan’s exports of major items remains
more or less same having concentrated on three
items, namely cotton manufactures, leather and
rice (See Table 8.2). These three categories
account for 68.1 percent of total exports during
Jul-Mar FY2023.

Among these few items cotton manufactures
remain major contributor with 57.3 percent share
in total exports, followed by leather (3.2
percent), rice (7.6 percent) and other items (31.9
percent).This pattern shows that Pakistan’s
export is still exporting few items.

Table 8.2 : Pakistan's Major Exports

(Percentage Share)

. July-March
Commaodity 2016-17 | 2017-18 | 2018-19 | 2019-20 | 2020-21 | 2021-22 2021_22y 2022-23P
Cotton Manufactures 56.5 61.7 56.4 56.6 59.0 59.3 59.2 57.3
Leather** 4.1 4.2 3.7 3.6 3.3 3.0 3.0 3.2
Rice 8.8 1.7 9.0 10.2 8.1 7.9 7.7 7.6
Sub-Total of three 69.4 73.6 69.1 70.4 70.4 70.2 69.9 68.1
Items
Other items 30.6 26.4 30.9 29.6 29.6 29.8 30.1 31.9
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
P: Provisional
** |_eather & Leather Manufactured.

Source: PBS
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Direction of Exports

As far as the top export destinations are
concerned, USA still remained the largest
exports market for Pakistan during Jul-Mar,
FY2023. Exports to USA have moderately

decreased to 19 percent in Jul-Mar FY2023 as
compared to 21 percent last year. Similarly,
Chinese share in exports has decreased to 8
percent during the period under review. Table
8.3 presents detailed bifurcation of major export
markets.

Table 8.3: Major Exports Markets (Rs. billion)
July-March

Country 2019-20 2020-21 2021-22 2021-22 : 2022-23 P

Rs. % Share Rs. % Share Rs. % Share Rs. % Share Rs. % Share
USA 585.4 17 823.6 20| 1,201.9 21 854.3 21 924.9 19
China 273.4 8 388.0 10 567.1 10 428.4 11 380.5 8
Afghanistan 134.3 4 163.8 4 1434 3 90.2 4 179.9 4
United Kingdom 239.6 7 324.7 8 382.7 7 277.1 2 337.1 7
Germany 199.0 6 241.2 6 308.3 5 220.0 7 283.8 6
U.AE 178.9 5 160.9 4 246.9 4 174.6 6 259.7 5
Bangladesh 102.6 3 104.1 3 166.6 3 125.1 3 135.3 3
Italy 115.0 3 125.9 3 204.8 4 138.6 3 194.4 4
Spain 130.3 4 140.3 3 227.1 4 159.3 4 250.4 5
France 87.1 3 66.0 2 90.5 2 60.5 2 86.2 2
All Other 1,324.2 39| 1,503.7 37| 2,122.0 37 1490.5 37 1916.4 39
Total 3,369.8 100| 4,041.9 100| 5,661.1 100 4018.8 100 4948.5 100

Bilateral Relation

Engagements of Pakistan with its trading
partners in the current financial year are
mentioned below:

South Asia and East Asia

Japan: The 7" Session of Joint Dialogue
between Pakistan and Japan was held in
September, 2022 in Islamabad wherein
productive discussions were held on cooperation
in a wide range of areas like trade, agriculture,
information technology, standards, overseas
remittance, investment, and development of
automobile sector. Moreover, a MoU for
cooperation on trade promotion was also signed
between TDAP and JETRO.

ASEAN:The first Pakistan-ASEAN Trade
Development Conference (PATDC) and a
Pakistan Single Country Exhibition (PSCE) is
being organized at Jakarta in coming months. It
is a major initiative to bring together the public
and private stakeholders at one place to explore
the opportunities of enhancing trade potential
between Pakistan and ASEAN member states.

China: Pakistan established first ever bilateral

forum of Joint Working Group (JWG) on trade,
investment, and E-commerce with China. The
JWG is aimed at promoting bilateral trade and
investment relationships viz-a-viz provide a
platform to discuss issues of bilateral trade for
their pragmatic solutions. The first meeting of
the JWG held virtually in September, 2022.

In order to boost exports in the Chinese market,
through utilizing leading Chinese E-Commerce
platforms, a MoU on e-Commerce was signed in
November, 2022.

After successful completion of Pest Risk
Analysis by the Chinese experts, China has
allowed the import of cherries from Pakistan in
November, 2022. This is a major breakthrough
as cherries are one of the products granted duty
free market access under the China Pakistan Free
Trade Agreement (Phase-Il).

Sri Lanka: The 3 session of the JWG between
Pakistan and Sri Lanka was held in December,
2022 wherein the trade related issues between
the two sides came under detailed discussion.
For expeditious resolution of issues of technical
nature, two sub-committees comprising of the
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technical experts from Dboth sides were

established with mutual agreement.
Central Asian Republics Region

= The Preferential Trade Agreement (PTA)
with Uzbekistan signed in 2022 and
operationalized from March 2023. Due to
implementation of Transit Trade Agreement
(TTA) with Uzbekistan and promotional
efforts, Pakistan’s exports have already been
doubled from US$ 36 million in Jul-Mar
FY2022 to US$ 72 million Jul-Mar FY2023.
Under this PTA, concession is given on 17
tariff lines at HS-06 from both sides.
Pakistan has duty free access on five Tariff
lines in which Pakistan has comparative
advantage.

= Kazakhstan is the largest exports market for
Pakistan in CARs. In November, 2022 the
second session of JWG on trade and
investment was held in Astana. Both sides
agreed to finalize draft of the Kazakhstan-
Pakistan TTA on a priority basis. Two
rounds of technical level negotiations have
been held in December 2022 to finalize the
draft of the agreement.

= Pakistan is negotiating a PTA with
Azerbaijan. The two sides have finalized the
Rules of Origin and draft of the Agreement
after six rounds of technical level
Negotiations. In December, 2022, MOC
completed stakeholders’ consultations to
finalize the Request List from Pakistan side.

= Pakistan-Tajikistan TTA was signed during
the visit of the Tajik president to Islamabad
in December, 2022.

Middle East Region

= Pakistan and GCC are negotiating FTA
which is at advanced stage. As of
December, 2022, four rounds and inter-
sessional meetings have been held. The FTA
covers trade in goods, services, investment,
etc. The FTA is expected to conclude in
2023.

= Pakistan has received Terms of Reference
(TORs) as well as draft text on
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Comprehensive  Economic  Partnership
Agreement (CEPA) from UAE. Text of
CEPA covers trade in goods, services,
investment, along with  government
procurement, sanitary and phytosanitary
(SPS), technical barriers to trade (TBT), etc.
MOC has held stakeholders’ consultation on
TORs and shared draft on CEPA to solicit
views and comments for negotiations with
UAE authorities.

= The cabinet has approved MoU between
TDAP and Bahrain Tourism and Exhibition
Authority (BTEA).

Africa Region

= 39 Pakistan-Africa Trade Development
Conference (PATDC) and Single Country
Exhibition (SCE) was held in South Africa
from 29" November-1t December 2022.
Around 120 companies from Pakistan have
participated and an estimated US$ 2.4
million worth of trade deals were penned
during the event. More than 700 B2B
meetings took place during the two-day
Single Country Exhibition and 20 MoUs
were signed during the event which will
ultimately lead to trade deals.

= MoU between the Pakistan and
Mozambique on the establishment of
Pakistan-Mozambique Joint Trade and
Investment Committee was signed on the
sidelines of 3 PATDC in South Africa.

= Bilateral Trade Agreement between the
Ethiopia and Pakistan have been finalized
and will be signed soon.

Europe

EU- GSP plus Scheme: EU is Pakistan’s largest
export partner. Since, 4 Pakistani products have
duty free access in all 27-member states of the
EU on 91 percent tariff lines under EU’s GSP+,
since 1% January 2014. Pakistan made some
further legislative progress in the human rights
domain majorly and also in some other areas and
shared it with EU Commission in October 2022.
At this stage, periodic review report of EU
Commission is awaited after which the
concession scheme will continue till 31%
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December 2023 if Pakistan successfully
completes this review. As a result of this
arrangement, Pakistan’s exports to EU have
increased by 165 percent since the grant of EU
GSP Plus in 2013. Pakistan’s exports to EU for
year 2021-22 stood at US$ 9.2 billion.

EU is going to launch another 10 years scheme
of GSP (2024-34) with some additional
conventions other than 27 international
conventions to which Pakistan is already
complying with. The beneficiary countries
would be able to apply after 1% January 2024 till
31t December 2025. Pakistan has started
working for the upcoming scheme. GOP has
submitted its response to the proposed
conventions.

United Kingdom: UK has been a strong
supporter of Pakistan in securing GSP plus status
from the EU, and the largest export partner in
post-Brexit Europe. Following its exit from the
EU, UK gave a firm commitment to Pakistan that
it will continue to grant similar market access to
the Pakistani products which it enjoys under EU
GSP plus regime. The UK Government launched
its Developing Countries Trading Scheme
(DCTS) on 16™ August 2022 after an 8-week
public consultation in which Pakistan also
participated. On coming into effect around April
2023, DCTS will replace the current UK GSP.

The new scheme, thus, addresses a major
concern of Pakistan and gives tariff preferences
in around 85 percent of all tariff lines, which

account for 94 percent of Pakistan’s exports to
the UK. Other new features of the scheme
include tariff preferences on an additional 156
products and the elimination of the requirements
to ratify and implement international
conventions to access enhanced preferences.

Turkiye: Pakistan and Tirkiye signed the Trade
in Goods Agreement on 12" August, 2022 in
Islamabad. Under the agreement, Pakistan has
received concessions in 261 tariff lines and has
extended concessions to Turkiye on 130 tariff
lines. Pakistan has gained market access in
traditional sectors such as leather, rice, dates,
mangoes, cutlery, and sports goods; and non-
traditional products/sectors include seafood,
processed agricultural products, rubber tubes
and tyres, plastics, and engineering goods.

Russia: The total trade between Pakistan and
Russia stood at US$ 761 million in the Jul-Mar
FY2023. The balance of trade is in favour of
Russia with a negative trade balance of US$ 651
million in July-Mar FY2023. The Agreement on
International Road Transport between Pakistan
and Russian Federation was signed in
November, 2022, provides a framework for the
movement of passengers and goods trade
between the two countries through road links,
and covers transport of passengers and cargo by
vehicles between the parties, in transit through
the parties, and to/from third states with which
both parties have bilateral road transport
agreements.

the manufacturing of COVID-19 Vaccine.

Box-11: 12t Ministerial Conference of WTO

= The Ministerial Conference (MC) is the highest decision-making body of the World Trade Organization
(WTO) which takes place biennially. WTO members, including Pakistan, successfully concluded MC-
12 in June 2022 by securing multilaterally negotiated outcomes on a series of key trade initiatives
including decisions on Food Security and Trade Related Intellectual Property Rights (TRIPS) wavier for

= The declarations on Food Security will increase the resilience of net-food importing countries, like
Pakistan, in responding to acute food instability by considering the best possible use of flexibilities
available in WTO agreements. The multilateral decisions aim to bolster agricultural production and
enhance domestic food security as needed in an emergency, including access to international food
markets, financing of food imports, and agricultural and production resilience.

= To ensure an equitable, timely and affordable access to vaccines, therapeutics and other goods required
to deal with the COVID-19 pandemic Pakistan, along with other developing and Least Developed
Countries, launched a proposal at the WTO for a waiver from certain provisions of the TRIPS agreement
for the prevention, treatment and containment of COVID-19. The proposal was unanimously agreed by
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underway at the WTO.
Source: Ministry of Commerce

members in MC-12 for the manufacturing of COVID-19 vaccine. The multilateral declaration will
significantly pave the way for domestic production of COVID-19 vaccines. Moreover, negotiations on
TRIPS waiver for manufacturing of therapeutics and other equipment required for COVID-19 are

Imports

The total imports during Jul-Mar, FY2023
amounted at US$ 43.7 billion as compared to
US$ 58.9 billion in the same period last year,
declined by 25.7 percent, reflecting the impact of
policy tightening and other administrative
measures.

Government initiatives to Curtail Imports:

The Government had undertaken following
regulatory measures to curtail the imports:

= To ease the pressures on the import bill and
to contain CAD at a sustainable level, SBP
has imposed a 100 percent Cash Margin
Requirement (CMR) on a total of 702 items,
covering 22 percent of overall imports in the
country. Moreover, the 100 percent CMR
has been relaxed where the credit terms of
import 91 to 180 days the applicable CMR
would be 25 percent, and for 181 days and
above the CMR would be 0 percent. The
CMR remained enacted till March 315 2023.

= The ban on imports was replaced by import
compression exercise carried out in order to
mitigate the adverse impacts of Forex
shortage. RDs up to 100 percent were levied
on more than 800 non-essential/luxury items
vide SRO No. 1571(i)/2022 dated 22-08-

2022.

Tightening in regulations for exchange
companies regarding FX purchases by
individuals, including biometric
requirement and imposition of daily and
annual limits for FX purchases.

To restrict the demand for automobiles, SBP
has amended the prudential regulation for
consumer financing. Key  measures
included, restricting the amount of the
amortized payments to 40 percent of the
monetized salary of the borrower, reducing
the maximum down payment from 15
percent to 30 percent and limit the overall
auto financing limit by one person from all
banks/DFls to Rs. 3,000,000 at any point in
time.

To curb the aggregate demand, and there by
associated import demand, SBP increased
the Cash Reserve Requirements (CRR) for
banks by 100 bps during the reserve
maintenance period, as well as for daily
minimum requirement.

To ensure judicious use of cards, including
virtual cards, for Foreign Currency related
payment, an annual limit of US$ 30,000 per
individual has been placed on card based
cross border transactions. Table 8.4 present
structure of Pakistan’s imports.

Table 8.4 : Structure of Imports

July-March Value in % - %
Particulars Units / $ Million Change July-March Quantity Change in
2021-22 2022-23 (P) |inValue | 2021-22 2022-23 (P) | Quantity
Total 58858.5 43727.2 -25.7
A. | Food Groups 7068.1 7333.7 3.8
Milk & Milk food M.T 121.6 119.6 -1.7 35821 35821 -1.1
Wheat Un milled M.T 795.3 997.5 25.4| 2206880 2531425 14.7
Dry Fruits M.T 53.9 29.1 -46.1 78409 40001 -48.9
Tea M.T 487.1 434.9 -10.7 200185 175293 -12.4
Spices M.T 176.0 116.2 -34.0 113382 114296 0.81
Edible Oil (Soyabean& Palm) M.T 2833.9 3164.6 11.7| 2336007 2554163 9.3
Sugar M.T 190.9 44 -97.7 311345 5010 -98.4
Pulses M.T 4777 757.9 58.6 719642 1060507 474
Other Food Items 1931.6 1709.7 -11.5
B. | Machinery Group 8676.3 4496.4 -48.2
Power generating Machines 1253.9 399.2 -67.7

142



Trade and Payments

Table 8.4 : Structure of Imports

July-March Value in % ] %
Particulars Units / $ Million Change July-March Quantity Change in
2021-22 | 2022-23 (P) |inValue | 2021-22 | 2022-23 (P) | Quantity
Office Machines 461.2 249.8 -45.8
Textile Machinery 621.8 286.5 -53.9
Const. & Mining Machines 139.0 67.0 -51.8
Aircrafts, Ships and Boats 532.9 130.0 -75.6
Agriculture Machinery 90.6 30.2 -66.6
Other Machinery Items 1948.5 1340.3 -31.2
C. | Petroleum Group 14,810.1 13,083.1 -11.7
Petroleum Products M.T 7,287.5 5,836.5 -19.9| 12557316 8286582 -34.0
Petroleum Crude M. T 3,687.7 3,860.7 4.7| 6647166 5801411 -12.7
D. | Consumer Durables 4,335.2 2,603.2 -40.0
Road Motor Vehicles 2,825.8 1,355.3 -52.0
Electric Mach.& Appliances 1,509.3 1,249.1 -17.2
E. | Raw Materials 9,596.6 7123.9 -25.7
Raw Cotton M.T 1,205.5 1,403.4 16.3 536059 568736 6.1
Synthetic Fibre M.T 562.3 357.8 -36.4 290623 172508 -40.6
Silk Yarn (Synth &Arti) M.T 650.2 448.1 31.1 281351 182683 -35.1
Fertilizer Manufactured M.T 675.2 536.1 -20.6| 1120522 786947 -29.8
Insecticides M. T 135.7 147.4 8.6 24612 27179 10.4
Plastic Material M. T 2,324.9 1765.9 -24.0| 1453735 1211197 -16.7
Iron & steel Scrap M.T 1,856.1 972.4 -47.6| 3130053 1822672 -41.8
Iron & steel M.T 2,186.7 1492.8 -31.7| 2810543 1797967 -36.0
F. | Telecom 2137.1 744.9 -65.1
G. | All Other Items 4411.1 3439.5 -22.0
P : Provisional
Source : PBS

The food group with a share of 12.2 percent in
total imports, increased by 3.8 percent during
Jul-Mar FY2023, and its import were recorded at
US$ 7333.7 million as against US$ 7068.1
million during the comparable period last year.
Within food group, surge has been observed in
the imports of wheat unmilled, palm oil, soya
bean oil and pluses.

The edible oil (Soybeans & Palm) imports
remained the significant items in food group,
increased in both quantity and value by 9.3
percent and 11.7 percent, respectively. The
increase in the import bill of edible oil was
mainly attributed to the rise in global palm oil
prices. On similar reasons, the import bill of
pulses surged by 58.6 percent during the review
period.

The import of petroleum group declined by 11.7
percent during Jul-Mar FY2023 and reached
US$ 13083.1 million as compared to the US $
14810.1 million corresponding period last year.
Within the petroleum group, the imports of
petroleum products decreased both in quantity
and value by 34.0 percent and 19.9 percent,

respectively. Petroleum crude increased in value
by 4.7 percent and quantity decreased by 12.7
percent during Jul-Mar FY2023 as compared to
the same period last year. The crude oil prices
starting declining in mid-2022, but are still
above the pre- pandemic level.

Imports of Liquefied Natural Gas (LNG) imports
decrease by 14.1 percent in value and Liquefied
Petroleum Gas (LPG) imports surged by 3.8
percent during Jul-Mar FY2023 as compared to
the corresponding period last year. The increase
in LNG imports is due to soaring prices of gas in
the international market. The surge in global gas
prices due to shortages in Europe which has put
pressure on other markets as well.

Machinery ~ Group  imports  decreased
substantially by 48.2 percent and reached US$
4,496.4 million during Jul-Mar FY2023 as
compared to US$ 8,676.3 million the same
period last year. Within this group, import bill of
power generating machinery decreased by 67.7
percent and reached US$ 399.2 million as
compared to $ 1,235.9 same period last year. The
import bill of textile machinery registered a
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decline of 53.9 percent and reached US$ 286.5
million during Jul-Mar FY2023 against US$
621.8 million last year.

Electrical Machinery & Apparatus imports
dropped by 17.2 percent (US$ 1249.1 million)
during Jul-Mar FY2022 against ($1509.4
million) in the same period last year. Within the
machinery group, telecom sector imports
decelerated by 65.1 percent (US$ 744.9 million)
during Jul-Mar FY2023 (US$ 2137.1 million)
last year. Mobile phone imports in Pakistan
declined by 71.0 percent during Jul-Mar FY2023
and reached US$ 462.7 million as compared to
US$ 1596.3 million same period last year.

The imports of transport group receded by 54.4
percent and reached US$ 1536.1 million during
Jul-Mar FY2023 as compared to US$ 3367.3
million last year. The import of road motor
vehicle decreased by 52.0 percent of which CBU
declined by 71.1 percent and CKD/SKD
decreased by 48.4 percent.

Metal group imports decreased by 33.3 percent
and reached US$ 3344.3 million. The imports of

iron and steel declined both in quantity and value
by 36.0 percent and 31.7 percent, respectively.
Imports of iron and steel scrap decreased both in
quantity and value by 41.8 percent and 47.6
percent, respectively during Jul-Mar FY2023.

In the textile group, imports of raw cotton
witnessed an increase in both quantity and value
by 6.1 percent and 16.3 percent, respectively,
during Jul-Mar FY2023 as compared to the same
period last year.

Direction of Imports

Like exports, Pakistan’s imports are also highly
concentrated in few countries. Pakistan imports
from countries like China, Saudi Arabia, UAE,
and Indonesia constitute around 50 percent of the
total imports. The share of imports from China
has decreased from 28 percent to 21 percent
during Jul-Mar FY2023, while the share of
imports from USA has decreased from 5 percent
to 4 percent during the period under review.
Change in Pakistan‘s imports pattern in
subsequent years is shown in Table 8.5.

Table 8.5: Major Import Markets (Rs. Billion)
July-March

Country 2019-20 2020-21 2021-22 2021-22 2022-23 P

Rs % Share Rs % Share Rs % Share Rs % Share Rs % Share
CHINA 1909.2 27 2473.8 28 3734.0 26 2827.2 28 2168.0 21
UAE 812.7 12 878.6 10 1582.4 11 983.6 10 1026.0 10
SAUDI 273.6 4 426 5 928.2 7 567.1 6 762.5 7
ARABIA
KUWAIT 178.7 3 247.4 3 561.9 4 334.7 3 400.9 4
INDONESIA 339.6 5 506.9 6 822.7 6 594.6 6 800.1 8
INDIA 59.95 1 50.67 1 60.83 0 47.7 0 49.1 0
US.A 396.7 6 459.4 5 717.3 5 551.0 5 422.2 4
JAPAN 174.7 2 249 3 406.4 3 304.6 3 205.8 2
GERMANY 124.2 2 162.2 2 180.6 1 134.1 1 138.6 1
MALAYSIA 148.8 2 175.8 2 234.2 2 179.9 2 169.9 2
All Other 2611.5 37 3352.6 37 5045.0 35 3592.9 36 4052.4 40
Total 7029.8 100 8982.4 100| 14273.4 100| 10117.3 100| 10195.5 100
P : Provisional

Source: Pakistan Bureau of Statistics

regime:

Box I11: Trade Facilitation Initiatives

Ministry of Commerce has taken following initiatives to improve the trade competitiveness and compliance

National Trade and Transport Facilitation Committee (NTTFC) has been designated as the national
committee for Pakistan under Article 23.2 of Trade Facilitation Agreement (TFA) of the WTO oversees the
implementation of TFA and facilitates private stakeholders in national and regional trade matters pertaining
to transport, logistics, digital trade, trade documentation optimization, transport sector insurance issues, etc.
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compliance regime.

sharing, training/capacity building and incentivizing.

Source: Ministry of Commerce

Keeping in view, the current needs of the private sector, NTTFC was reconstituted, with a wider scope to
develop synergies for regional connectivity and by including relevant stakeholders in its governing body.

National Compliance Centre (NCC) has been rolled out, to improve the market access for Pakistani
exporters and manufacturers by improving their capacity to meet up the growing challenges of complex
The NCC is mandated to regularly map and monitor the international compliance
requirements and facilitate the manufacturers, exporters, and certification agencies through information

Balance of Payments

Pakistan’s external account remained under
pressure during Jul-Mar FY2023. Keeping in
view pressure on external sector especially due
to rise in international commodities prices, the
government has taken certain policy and
administrative measures to contain aggregate
demand. Thus, the CAD narrowed down during
Jul-Mar FY2023 mainly on the back of lower
imports despite a decline in exports and workers’
remittances. However, regardless of contained
CAD, and materialization of multilateral
inflows, SBP’s FX reserves still witnessed a
decline mainly on the account of amortization of
official loans and liabilities. Thus, by the end of

March 2023SBP’s FX reserves reached a level
of US$ 4.2 billion.

Current Account

The current account balanced improved by 74.1
percent and recorded a deficit of US$ 3.4 billion
during Jul-Mar FY2023, against a deficit of US$
13.0 billion in the same period last year. The
predominant factor behind this improvement in
CAD was the 29.7 percent decrease in the
merchandize trade deficit on the back of
substantial decline in import payments to US $
41.5 billion in Jul-Mar FY2023 from US$ 52.7
billion same period last year.
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Table 8.6: Summary Balance of Payments UsS $ Million
Items July-June July-Mar
2020-21 2021-22 2021-22 2022-23 P
Current Account Balance -2820 -17481 -13014 -3372
Trade Balance -28634 -39050 -29040 -20406
Exports of Goods FOB 25639 32493 23706 21088
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Table 8.6: Summary Balance of Payments US $ Million
Items July-June July-Mar

2020-21 2021-22 2021-22 2022-23 P
Imports of Goods FOB 54273 71543 52746 41494
Service Balance -2516 -5840 -4266 -229
Exports of Services 5945 7102 5278 5528
Imports of Services 8461 12942 9544 5757
Income Account Balance -4400 -5248 -3797 -3895
Income: Credit 508 652 465 765
Income: Debit 4908 5900 4262 4660
Balance on Secondary Income 32730 32657 24089 21158
Of which:
Workers” Remittances 29450 31279 23019 20527

P: Provisional

Source: State Bank of Pakistan

With the respect to the primary income account,
the deficit increased by 2.6 percent and reached
US$ 3.9 billion in Jul-Mar FY2023, as against
deficit of US$ 3.8 billion. The increase in

income account deficit was due to higher profits
and dividend repatriation by foreign firms along
with elevated interest payments on external debt
during the period.

US$ Million

Fig: 8.6 Trend of Current Account Balance

2870 I 2820 I 2721 I 2556 I 2627 I R I 2316 I 2991 I I I 2870 I 2533
[ | [ |
I !

2775I2544 2363 2234 | 2223 W 1971 i 2017
i
]
I 2465' 2295' 2092

4

Jul-21
Aug-21
Sep-21
Oct-21
Nov-21
Dec-21
Jan-22
Feb-22
Mar-22
Apr-22

mmmmmm Balance on Secondary Income
Balance in Primary Income

Source: SBP

May-22

mmmmmm Balance on Trade in goods
Current Account Balance

Jun-22
Jul-22
Aug-22
Sep-22
Oct-22
Nov-22
Dec-22
Jan-23
Feb-23
Mar-23

mmmmm Balance on Trade in Services

Balance in Trade of Goods and Services

Exports of goods decline by 11.0 percent and
recorded at US$ 21.1 billion during Jul-Mar
FY2023 as compared to US$ 23.7 billion the
same period last year. Likewise, imports of
goods declined by 21.3 percent and stood at US$
41.5 billion during Jul-Mar FY2023 as
compared to US$ 52.7 billion the same period
last year. The trade deficit is recorded an
improvement of 29.7 percent which is equal to
US$ 20.4 billion as compared to US$ 29.0
billion last year.

The services account deficit contracted by 94.6
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percent and reached US$ 229 million in Jul-Mar
FY2023 to US$ 4.3 billion last year. The fall in
the deficit is due to a sharp decline in services
imports, particularly in the transport sector,
travel services, and transport Sea freight.
Moreover, export of information and
communication technology (ICT) declined
meagerly by 0.5 percent and reached US$ 1.94
billion during Jul-Mar FY2023 as against US$
1.95 billion same period last year. Within ICT
services exports, a slight improvement in
computer and call centre was seen during the
period.
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Fig 8.7: Monthly Exports and Imports of Services
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On the other side, import of services decreased
by 39.7 percent during Jul-Mar FY2023 and
stood at US$ 5.8 billion as compared to US$ 9.5
billion last year. The transport services declined
by 45.3 percent and recorded US$ 3.0 billion
during Jul-Mar FY2023 as against US$ 5.5

billion same period last year. Other business
services also declined by 43.9 percent during
Jul-Mar FY2023 and reached US$ 0.9 billion as
compared to US$1.5 billion same period last
year.

Fig 8.9 Imports of Services
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Remittances

Worker remittances are one of the key sources of
foreign exchange earnings over the years and are
the dominant force to keep CAD at a manageable
level. During 2022, Bureau of Emigration and

Overseas Employment (BE&OE) and Overseas
Employment Corporation (OEC) have registered
832339 Pakistanis for overseas employment in
different countries. In Jan-Mar 2023, the
registered Pakistanis stood at 196,631 for
overseas employment.
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In contrast to the previous trends, workers’
remittances registered a decrease of 10.8 percent
and stood at US$ 20.5 billion as against US$
23.0 billion same period last year. This decline
is primarily attributed to global economic
slowdown as higher inflation in developed
countries has led to higher cost of living abroad,

thus reducing the surplus funds that could be sent
back to homeland as remittances. Moreover,
with the resumption of international travel post
COVID, some remittances have switched back
to FCY cash transfers via overseas Pakistanis
travelling to Pakistan.

Table 8.7: Country/Region Wise Cash Worker's Remittances (US$ Billions)
. July-March

Country/Region 2021-22 2022-23 % Change % Share
Saudi Arabia 5.8 4.9 -15.7 23.9
U.AE. 4.3 3.6 -16.1 17.5
USA 2.2 2.3 3.2 111
U.K. 3.2 3.0 -4.4 14.9
Other GCC Country 2.7 2.4 -9.5 11.8
Malaysia 0.10 0.08 -23.2 0.4
EU Countries 2.5 2.3 -6.9 11.4
Others Countries 2.2 1.8 -16.3 8.9
Total 23.0 20.5 -10.8 100.0
Source: State Bank of Pakistan

During Jul-Mar FY2023, the share of other countries 8.9 percent (US$ 1.8 billion).

remittances from Saudi Arabia remained 23.9
percent (US$ 4.9 billion), U.A.E. 17.5 percent
(US$ 3.6 billion), U.K14.9 percent (US$ 3.0
billion), USA 11.1 percent (US$ 2.3 billion),
other GCC countries 11.8 percent (US$ 2.4
billion), EU 11.4 percent (US$ 2.3 billion),
Malaysia 0.4 percent (US$ 0.08 billion), and
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Inflows from all major corridors including
advance economies and GCC showed a
downward trend throughout Jul-Mar FY2023 on
YoY basis except a nominal growth in
remittances received from USA.

In addition to existing schemes for incentivizing
inflow of remittances (M-Wallet Scheme and
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Sohni Dharti Remittance Program (SDRP) etc),
a number of new policy initiatives were taken by
government to enhance the inflow of worker’s
remittances to Pakistan. These include:

a) Disbursements of Inward Home
Remittances by Exchange Companies as
Sub-Agent of Authorized Dealers (ADs):
In order to facilitate the beneficiaries of
remittance recipients, Exchange Companies
have been allowed to act as sub-agents of
ADs/ banks for disbursement of home
remittances in PKR to beneficiaries,
received by ADs through their international
tie-ups.

b) Home Remittances Agency
Arrangements of Exchange Companies
with Foreign Entities: In order to increase
the flow of home remittances, Exchanges
Companies have been encouraged to explore
new agency arrangements with foreign
entities on non-exclusive basis, in addition
to their existing tie-up relationships.

¢) Resumption of Pre-departure Financial
Briefings Program: Pakistan Remittance
Initiative (PRI) in collaboration with the
BE&OE has resumed Pre-Departure
Financial Briefings Program through major
home remittances mobilizing banks at
Protectorate of Emigrants (PE) Offices.
Presently, the pilot phase of the Program has
been initiated at PE, Karachi Office. After
the completion of the pilot phase, the
program will be replicated in the remaining
PE Offices located in Peshawar, Quetta,
Malakand, Rawalpindi, Lahore, Multan, DG
Khan, and Sialkot. The program was
initially launched in 2016 and was
temporarily paused in March 2020 due to
COVID restrictions. The main objectives of
the program are to educate intended overseas
workers to use formal channels for sending
remittances in Pakistan; inform them about
the risks involved in wusing informal
channels; and assist these workers in
opening their bank accounts.

2 Investment Trend Monitor, Issue 44, January 2023,
UNCTAD

Financial Account

The financial account recorded net outflow
amounted to US$ 2.0 billion in Jul-Mar FY2023,
against inflows of US$ 8.4 billion last year.
Pakistan’s net outflows of FX loans and
liabilities to US$ 1.7 billion in Jul-Mar FY2023
in contrast to net inflows of US$ 9.5 billion in
Jul-Mar FY2022. In the month of August,
Pakistan received US$ 1.2 billion tranche from
the IMF, following the successful 7" and 8™
combined reviews by the Fund. The ADB
disbursed loans of US$ 1.9 billion for flood relief
projects, along US$ 1.1 billion from the IDA
branch of the World Bank and US$ 782 million
from Saudi Arabia as oil facility.

Foreign Direct Investment

In 2022, the global FDI momentum faded with
downward pressure on projects after Q1, on
account of multiple inevitable crises including
the Russia-Ukraine war, high food and energy
prices, and financial turmoil and debt pressures.

In the US, the value of cross border mergers and
acquisitions (M&A) sales, which normally
accounts for a large share of its FDI inflows, fell
by 53 percent. In Europe, new greenfield project
announcements were down (-15 percent), with
declines across most large economies with the
except for Italy (+11percent). China witnessed a
decline in the number of new greenfield project
announcements of 31 percent, ASEAN
economies reported sharply lower cross-border
M&A sales (-74 percent), which may result in
lower FDI values for the year.2

The outlook for global FDI in 2023 appears
weedy. Negative or slow growth in many
economies further deteriorating financing
conditions, investor uncertainty in the face of
multiple crises and, especially in developing
countries, increasing debt-related risks will put
significant downward pressure on FDI.

Similar, to global trend, in Pakistan, net FDI
inflows declined by 22.5 percent and recorded at
US$ 1.0 billion during Jul-Mar FY2023 as
against US$ 1.4 billion last year.
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Foreign Portfolio Investment

The FPI during Jul-Mar FY2023 witnessed a net
outflow of US$ 1017.7 million as against inflow
of US$ 161.6 million the same period last year

mainly due to the repayment of a Sukuk bond.

The

inflow and outflow of the foreign

investment is given below in Table 8.8

Table 8.8: Foreign Investment (US$ Million)
July-March
Fy2021 Fy2022 FY2022 | FY2023P
A. Foreign Private Investment 2027.1 1548.4 1012.1 1041.4
Foreign Direct Investment 1820.5 1935.9 1353.1 1048.4
Inflow 3061.4 2682.5 2037.4 1623.4
Outflow 1240.9 756.6 684.3 574.9
Portfolio Investment 206.6 -387.5 -341.0 -7.0
Equity Securities -293.4 -387.5 -341.0 -7.0
Debt Securities 500
B. Foreign Public Investment 2555.3 309.5 502.6 -1010.7
Portfolio Investment 2555.3 309.5 502.6 -1010.7
Total Foreign Investment (A+B) 4582.4 1857.8 1514.7 30.7
Source: State Bank of Pakistan
P: Provisional
Country wise analyses suggests that highest FDI percent), Switzerland US$ 123.1 million

received by Pakistan from China during Jul-Mar
FY2023 is US$319.2 million (30.4 percent of
total FDI) declined by 16.5 percent from US$
382.2 million. Japan US$157.3 million (15.0

(11.7percent), U.A.E US$ 102.6 million (9.8
percent) and Netherland US$ 53.8 million (5.1
percent).

Fig: 8.11 Country-Wise FDI
(Jul-Mar FY 2023)
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With regard to the sector-wise inflow of FDI,
Power sector attracted highest FDI of US$ 460.1
million (43.9 percent of total FDI) declined by
10.2 percent from US$ 512.3 million last year;
Financial business US$ 248.2 million (23.7
percent), Oil & Gas exploration US$ 116.2
million (11.1 percent) and Transport Equipment
(Automobile) US$ 96.3 million (9.2%).
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Board of Investment (BOI) has taken several
steps to increase FDI which are listed below:

Foreign  Investment  (Promotion and
Protection) Bill, 2022: The bill aimed to protect
investors from unnecessary court proceedings.
To improve the investment climate in Pakistan
by way of providing incentives in direct and
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indirect taxes, ease of transfer, repatriation of
foreign investments and providing an expedient
and efficacious mechanism to address
grievances of investors.

Pakistan Regulatory Modernization Initiative
(PRMID): A PRMI digital portal has been
created (business.gov.pk) to showcase the
reforms journey, updates under the project,
share the mapping process and for obtaining
feedback from private and public sectors.

Incentive Database: BOIl has developed
incentive database, where investors can see the
complete set of incentives being offered by
Government of Pakistan to specific sectors.

Investment Projects: BOI has also developed
an online database of available 120+ projects
with federal/provincial governments worth US$
60 billion. The investors can access these
projects through an online portal on the BOI
website at www.project.gov.pk

Honorary Investment Counsellors (HICs):
BOI has also recently appointed 22 HICs in
different countries to encourage investors to
pour investment into Pakistan.

Pakistan B2B Investment Portal: BOI
developed B2B Investment Portal to facilitate
local and foreign investors/ companies who
intend to invest in Pakistan. Companies seeking
potential partners, setting up their factories in
Special Economic Zones (SEZSs), cooperate with
Pakistani public and private sectors and
business-to-business cooperation may register at
this investment portal.

Pakistan China B2B Investment Portal: BOI
in collaboration with China Council for
International Investment Promotion jointly
established the Pakistan China B2B Investment
Portal with aim strengthening relations between
Pakistani and Chinese companies to promote
investment and transfer of business activities in
the country.

Box IV: Foreign Investment in REITs

Real Estate Investment Trusts (REITS) are investment schemes that own and most often, actively manage
income-producing real estate. Through such schemes, investors may own, operate or finance income-
generating property across various real estate categories. A REIT investor owns real- estate backed units that
sell like any other units/ listed security, enabling the holder of the units to invest directly in real estate.

Pakistan’s REIT sector has shown phenomenal growth during the past three years with prioritization of the
sector by the Government, the capital market, and banking regulators. SECP’s widespread outreach efforts
coupled with supportive fiscal initiatives and timely regulatory reforms, creating flexibility and efficiency in
the REIT model with reduced entry barriers and more options for structuring a real estate transaction under a
broader REIT project umbrella, have fuelled unprecedented investment in the sector. As on December 31,
2022, the size of the industry was Rs 167 billion. Now the number of REIT schemes has increased to thirteen,
with eighteen NBFCs having REIT management services license.

SBP recently notifies amendments to the Foreign Exchange Manual, allowing investment by foreigners in
units of REIT schemes through private placement/ issuance of new units and/or transfer of existing units to
non-resident investors on a re patriable basis under the general exemption provisions. Although investment in
listed REITs was already allowed through special permission Account (SCRA), foreign investors earlier
required special permission from the SBP for investment in unlisted REITSs.

REITS provide a transparent, well-structured and better governed mode of investment for foreign investors
targeting Pakistan’s real estate sector. With the immense potential to fundamentally reform Pakistan’s real
estate sector and revolutionize its development through better documentation, formalization, and enhanced
investor protection mechanisms, REIT Scheme can offer a wide range of benefits to both local and foreign
investors. Most importantly, an independent trustee overseeing a REIT scheme ensures that funds collected
are used dedicatedly for the particular REIT project and the scheme is operated under applicable laws and
relevant constitutive documents.

REIT schemes can enable foreign investors to easily diversify their portfolio by investing in a range of real
estate projects managed by professionals having experience in the local real estate sector and financial
markets. A conducive tax environment also ensures a level playing field for local and foreign investors, and
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once a scheme is listed as per the mandatory listing rule, necessary liquidity and flexibility are also available
for easier entry and exit.

Strong upside potentials, robust governance arrangements, and enhanced transparency and investor protection
mechanism can be expected to position Pakistan’s REIT sector as a viable emerging investment destination

Source: SECP

for foreign investors, eyeing exposure to the real estate sector of the country.

Reserves and Exchange Rate

SBP’s foreign exchange reserves declined
substantially to US $ 4.2 billion by end-March
2023, due to persistent pressures on external
account owing to net official external outflows
of US$ 2.0 billion in Jul-Mar FY2023, in sharp
contrast from net inflows of US$ 8.4 billion
during the same period last year.

Amortization of government loans that
amounted to US$ 8.8 billion, along with falling
FDI and FPI inflows, overshadowed the impact
of foreign exchange inflows materialized in the
shape of IMF tranche and other multilateral and
bilateral inflows.

On the other hand, commercial banks’ reserves

fell only by US$ 83 million during Jul-Mar
FY2023 that may be attributed to lower trade
financing as a consequence of import
compression measures taken during the period.
SBP’s Forex reserves fell substantially mainly
on the account of repayments of long liabilities
of US$ 1.6 billion and Sukuk bond payment of
US$ 1 billion in the month of November and
December 2022, respectively.

Deteriorating external account position along
with broad-based strengthening of USD against
other currencies (Figure 2) led to 27.8 percent
interbank depreciation of PKR, from the end-
June 2022 exchange rate of 204.8 to 283.8 in
March 2023.

Box V: Recent Exchange Rate Developments

The PKR experienced huge depreciation during ongoing fiscal year, resultantly its impact on REER
and NEER accompanied by higher RPI during Jul-Mar FY2023

Deteriorating external account position, along with broad-based strengthening of USD against other
currencies, led PKR to depreciate by 27.8 percent in March 2023 since June 2023. Meanwhile, Pakistan’s
REER has depreciated by 8.0 percent during the same period. Rest of the depreciation in nominal terms is
explained by the inflation differential between Pakistan and its major trading partners’ inflation rates.

a) Impact on competitiveness of our exports

During July-Mar FY2023, Pakistan’s exports volumes of textiles showed positive growth. As per PBS data,
on cumulative basis during Jul-Mar FY2023, export volumes of readymade garments have recorded a growth
of 56.8 percent, hosiery 10.6 percent, footwear 47.8 and furniture 8.4 percent.

b) Qualitative and quantitative impact of the recent depreciation on BOP and overall economy

Competitive exchange rate driven by adjustment in inflation differential and its real level in accordance with
economic fundamentals ensures that any unprecedented growth in imports is discouraged besides encouraging
exports.

Source: SBP

Outlook

The global economy continues to face multiple
challenges including: Russia-Ukraine war,
broadening inflation pressures, tightening of
monetary policy and the slowdown in global
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trade. The domestic slowdown, declining
consumer demand, restriction on import of raw
materials, high cost of financing and energy
crisis has kept the external sector under pressure.

Furthermore, domestic factors like devastating
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floods and supply disruptions, have negatively
impacted exports. The current account witnessed
a deficit of US$3.4billion in Jul-Mar FY?2023,
declined by around 74.1 percent as compared to
same period last year. This is mainly due to the
contraction in imports, which continue to offset
the combined decline in remittances and exports.
At the start of FY2023, the current account
projected to be 2.2 percent of GDP, but now it
will remain around 1 to 1.5 percent of GDP, on
account of contained import bill. However,
regardless of the lower current account deficit,
higher loan  repayments compared to
disbursements are keeping the foreign exchange

reserves under pressure.

The prospects of exports growth are better in
coming year than FY2023, on account of better
global trade outlook, revival of growth in trading
partners and improved global and domestic
supply chain. Furthermore, to stimulate
domestic economic activities, and recent
elimination of imports restriction, will increase
the imports in FY2024. The remittances will also
increase significantly due to improved economic
situation in host countries. All these factors will
help to make external sector more sustainable in
FY2024.
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Chapter 9

PUBLIC DEBT

9.1 Introduction

The primary objective of public debt
management is to ensure the Government's gross
financing requirements are met at the lowest
possible cost over the medium to long run,
consistent with a prudent degree of risk.

The conduct of public debt management varies
across sovereigns due to different institutional
setup, macro-dynamics, behaviour of economic
fundamentals, legal frameworks, and
governance structures. Nevertheless, the goal is
to ensure that both the level and rate of growth
in public debt is fundamentally sustainable while
safeguarding that the debt portfolio is efficiently
structured in terms of currency composition,
maturity profile, and interest rates while also
ensuring prudent levels of contingent liabilities.

There are various factors that causes to increase
public debt. These factors include: (i) fiscal
deficit; (ii) exchange rate movements; and (iii)
change in Government cash balance. Besides
these, the conduct of monetary and fiscal
policies also impacts the sustainability of public
debt. Hence, it is important to acknowledge the
role of macroeconomic policies in debt
sustainability, keeping in mind that the overall
net gains of macroeconomic policy should be
positive.

Public debt portfolio and borrowing operations
witnessed various developments during first
nine months of ongoing fiscal year (Jul-Mar
FY23) as highlighted below:

= Financing of fiscal deficit was solely carried
out through domestic markets;

= Within domestic debt, the Government
relied on long-term domestic debt securities
(predominantly on: (i) floating rate Pakistan
Investment Bonds i.e., PIBs and, (ii) Sukuk)
for financing of its fiscal deficit and

repayment of debt maturities. The
Government was able to retire Treasury
Bills (T-bills) amounting to Rs 522 billion
which led to a reduction of short-term
maturities;

The Government repaid Rs 310 billion
against its debt owed to State Bank of
Pakistan (SBP). The cumulative debt
retirement against SBP debt stood at Rs 2.0
trillion since July 2019;

In addition to existing 5 year ljara Sukuk
instrument, Government introduced 3 year
and 1 year ljara Sukuk instruments in
January 2023 and February 2023
respectively. The target is to diversify
shariah compliant instrument base, give
more options to investors with appetite
towards Islamic investments and fulfil
Government’s  financing requirements.
Government successfully issued Shariah
Compliant Sukuk instruments amounting to
around Rs. 401 billion;

Within  external debt, inflows from
multilateral sources and foreign commercial
banks remained major sources of gross
external inflows. Under 7" and 8" review of
the International Monetary Fund (IMF)
program, US$ 1,166 million were disbursed,
while US$ 1,500 million was received from
Asian Development Bank under the
‘Building  Resilience ~ with  Active
Countercyclical Expenditures (BRACE)
program. Asian Infrastructure Investment
Bank (AIlIB) co-financed the BRACE
program to the tune of $ 500 million. In
addition, $ 1,900 million loans from
commercial banks were also refinanced;

Government rolled-over US$ 3,000 million
deposits each from China and Saudi Arabia
which were utilized towards budgetary
support;
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= Saudi oil facility amounting to around US$
900 million was utilized (around US$ 100
million each month);

=  Government repaid international
commercial loans to the tune of US$ 5,541
million, out of which US$ 4,541 million
were bank loans, whereas US$ 1,000 million

9.2 Public Debt

Fiscal Responsibility and Debt Limitation
(FRDL) Act 2005 defines “Total Public Debt” as
debt owed by Government (including Federal
Government and Provincial Governments)
serviced out of consolidated fund and debts
owed to the International Monetary Fund. Table

was international Sukuk maturity. 9.1 presents the trend of total public debt.

Table 9.1: Total Public Debt (Rs in hillion)
Jun-13 | Jun-18 | Jun-19 | Jun-20 | Jun-21 | Jun-22 | Mar-23
Domestic Debt 9,520 | 16,416 | 20,732 | 23,283 | 26,265 | 31,085 | 35,076
External Debt 4,771 8,637 | 11,976 | 13,116 | 13,601 | 18,157 24,171
Total Public Debt 14,292 | 24,953 | 32,708 | 36,399 | 39,866 | 49,242 | 59,247
Total Debt of the Government?! 13,457 | 23,024 | 29,521 | 33,235 | 35,669 | 44,361 | 54,392
(In percent of GDP)
Domestic Debt 38.0 41.9 47.3 49.0 47.0 46.7 -
External Debt 19.1 21.8 27.3 27.6 24.4 27.3 -
Total Public Debt 57.1 63.7 74.7 76.6 71.4 73.9 -
Total Debt of the Government! 38.0 41.9 47.3 49.0 47.0 46.7 -
(Memorandum Items)
GDP (current market price) 25,042 | 39,190 | 43,798 | 47,540 | 55,836 | 66,624 84,658
US Dollar, (end of period av.) 99.1 121.5 163.1 168.2 157.3 204.4 283.8

1 As per Fiscal Responsibility and Debt Limitation Act, 2005 amended in June 2017, "Total Debt of the Government” means the debt of
the Government (including the Federal Government and the Provincial Governments) serviced out of the consolidated fund and debts
owed to the International Monetary Fund (IMF) less accumulated deposits of the Federal and Provincial Governments with the banking
system.

Note: PBS has changed the National Accounts base year from 2005/06 to 2015/16. The new GDP numbers are available from 1999-
2000 (updated in May 2023)

Source: State Bank of Pakistan and Debt Management Office, Ministry of Finance

Apart from financing of fiscal deficit, the
depreciation of Pak- Rupee vis-a -vis US Dollar
by around 39 percent led to significant increase
in the stock of external public debt when
converted into Pak-Rupee. The main factors

behind the increase in total public debt during
first nine months of ongoing fiscal year vis-a-vis
corresponding period of last year are presented
in Table 9.2.

Table 9.2: Increase in Total Public Debt (Rs in billion)

Jul-Mar FY22 | Jul-Mar FY23

Increase / (Decrease) in Total Public Debt 4,517 10,005
of which:

Federal Primary Deficit / (Surplus) 1,047 (48)

Interest on Debt 2,118 3,582

Currency Depreciation / (Appreciation) and Other 1,760 7,170

Increase / (Decrease) in Government Cash Balance (409) (699)

Source: Budget Wing and Debt Management Office, Ministry of Finance

The trend of total public debt from 1971 to July-
March FY2023 is depicted in Table 9.3 and
Figure 9.1, while the profile of domestic debt,
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of GDP is given in Figure 9.2.
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Table 9.3: Trend in Total Public Debt (end-June; Rs in billion)

Year DD ED PD Year DD ED PD Year DD ED PD
1971 14 16 30| 1989 333 300 634| 2007 2,601| 2,201| 4,802
1972 17 38 55| 1990 381 330 711 2008 3,274 2,853| 6,127
1973 20 40 60| 1991 448 377 825| 2009 3,860 3,871| 7,731
1974 19 44 62| 1992 532 437 969 2010 4,653| 4,357| 9,010
1975 23 48 70| 1993 617 519| 1,135| 2011 6,014| 4,756| 10,771
1976 28 57 85| 1994 716 624 | 1,340 2012 7,638| 5,059| 12,697
1977 34 63 97| 1995 809 688| 1,497| 2013 9,520 4,771| 14,292
1978 41 71 112] 1996 920 784| 1,704] 2014 | 10,907| 5,085| 15,991
1979 52 77 130] 1997 1,056 939| 1,995| 2015 | 12,193| 5,188| 17,380
1980 60 86 146] 1998 1,199| 1,193| 2,392) 2016 | 13,626| 6,051| 19,677
1981 58 87 145] 1999 1,389| 1,557| 2,946 2017 | 14,849| 6,559 21,409
1982 81 107 189 2000 1,645| 1,527| 3,172) 2018 | 16,416| 8,537 24,953
1983 104 123 227| 2001 1,799| 1,885| 3,684 2019 | 20,732| 11,976| 32,708
1984 125 132 257| 2002 1,775| 1,862| 3,636| 2020 | 23,283| 13,116| 36,399
1985 153 156 309 2003 1,895| 1,800| 3,694 2021 | 26,265| 13,601 | 39,866
1986 203 187 390 2004 2,028| 1,839| 3,866| 2022 | 31,085| 18,157 | 49,242
1987 248 209 458 2005 2,178| 2,034| 4,211| 2023* | 35,076| 24,171 | 59,247
1988 290 233 523 | 2006 2,322 2,038| 4,359

*End March FY23; DD: Domestic Debt; ED: External Debt; PD: Public Debt
Source: State Bank of Pakistan, Debt Management Office

Fig 9.1: Trend in Domestic and External Debt (end-Jun position)
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9.3 Progress on Medium Term Debt thresholds defined in the Medium-Term Debt
Management Strategy (2019/20 - 2022/23) Management Strategy (MTDS)! :

Table 9.4 provides update on benchmarks and

Table 9.4: Key Debt Risk Indicators

Risk Exposure Indicators End Dec- | End Dec-
2021 2022
Currency Risk Share of External Debt in Total Public Debt (%) 37.4 37.2
Refinancing Risk ATM of Domestic Debt (Years) 4.0 35
ATM of External Debt (Years) 6.7 6.3
Share of Debt Maturing within 1 Year (% of GDP) 19.0 17.6
Refixing Risk ATR of Domestic Debt (Years) 19 1.7
ATR of External Debt (Years) 5.7 5.3
Share of Shariah Compliant Instruments in Government Securities (%) 6.4 9.2
Share of Fixed Rate Debt in Government Securities (%) 25.5 22.6

ATM: Average Time to Maturity; ATR: Average time to Refix;
Source: Debt Management Office, Ministry of Finance

9.4 Servicing of Public Debt ii. Less than envisaged external inflows which
exerted additional pressure on domestic
sources for financing of fiscal deficit. The
domestic debt raised in place of external
debt also contributed towards the increase in
interest expense on domestic debt.

Interest expense was recorded at Rs. 3,582
billion during the first nine months of the current
fiscal year against its annual budgeted estimate
of Rs. 3,950 billion. Interest expense on
domestic debt was recorded at Rs. 3,107 billion,
which is 64 percent higher as compared to  The interest expense on external debt was Rs.
interest expense on domestic debt in same period 475 billion, which is 115 percent higher as
of preceding year. The main reasons for increase  compared to interest expense on external debt in
are: same period of preceding year. The reasons for

. , . . this rise mainly include:
1. High cost of borrowing on new domestic

debt and resetting of existing floating rate 1 Rise in global interest rates; and
debt at higher rates (around 70 percent of i = pepreciation of Pakistani Rupee against US
domestic debt is floating rate) due to Dollar.

frequent upward policy rate revisions in

wake of rising inflation; and Interest payments on public debt in terms of debt

servicing is presented in Table 9.5.

Table 9.5: Interest Expense (IE) FY23 (Rs in billion)
Budgeted ACtu;rilercentage of
Fy23 (Jul-Mar) Budgeted Revenue | Current Exp.
External Debt IE 511 475 93 7 5
Domestic Debt IE 3,439 3,107 90 45 34
Total Debt IE 3,950 3,582 91 52 39

Source: Budget Wing and Debt Management Office Staff Calculations, Ministry of Finance

L https://www.finance.gov.pk/publications/MTDS_FY20_FY23.pdf
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9.5 Domestic Debt

Domestic debt comprises of three main
categories; (i) permanent debt (medium and
long-term); (ii) floating debt (short-term); and
(iii) unfunded debt (primarily made up of various
instruments available under National Savings
Schemes).

In line with the Public Debt Act, 1944 the
Government issues three broad types of
marketable securities for purpose of borrowing
i.e., Treasury Bills (T-bills), Pakistan Investment
Bonds (PIBs), and Government ljara Sukuk
(GIS).

= T-bills are short-term securities and have
maturities of 12-Months or less at the time
of issuance.

= PIBs are longer-term securities and have
maturities of more than 12-Months at the
time of issuance. PIBs pay the entire face
value on maturity and also pay profits at
regular intervals till maturity. PIBs can be
further categorized as Fixed-rate PIBs and
Floating-rate PIBs.

— Fixed-rate PIBs pay a fixed amount of
profit on each profit payment date.

— Floating-rate PIBs pay a variable
amount of profit on each profit payment
date. The profit rate is based on
reference rate such as 3- or 6- Month T-
bills yield.

= Shariah-compliant Government securities

program has also been in place since 2008-

09. Government has carried out noticeable

issuance through these securities in last few

years with aim to increase the share of

Shariah-compliant securities. In addition to

existing 5 year ljara Sukuk instrument,

Government introduced 3 year and 1 year

ljara Sukuk instrument in January 2023 and

February 2023 respectively. The target is to

diversify shariah compliant instrument base

and give more options to investors with
appetite towards Islamic investments.

Table 9.6 lists down all Government securities
instruments:

Table 9.6: Domestic Market Debt Instruments

Sr. No. Instrument Nature Tenor Month/Year Coupon Coupon Reset
1 T-Bill Fixed Rate 3 Month - -
2 T-Bill Fixed Rate 6 Month - -
3 T-Bill Fixed Rate 12 Month - -
4 PIB Fixed Rate 3 Year Semi-Annual -
5 PIB Fixed Rate 5 Year Semi-Annual -
6 PIB Fixed Rate 10 Year Semi-Annual -
7 PIB Fixed Rate 15 Year Semi-Annual -
8 PIB Fixed Rate 20 Year Semi-Annual -
9 PIB Fixed Rate 30 Year Semi-Annual -
10 PIB Floating Rate 2 Year Quarterly Fortnightly
11 PIB Floating Rate 3 Year Quarterly Quarterly
12 PIB Floating Rate 5 Year Quarterly Quarterly
13 PIB Floating Rate 10 Year Quarterly Quarterly
14 PIB Floating Rate 3 Year Semi-Annual Semi-Annual
15 PIB Floating Rate 5 Year Semi-Annual Semi-Annual
16 PIB Floating Rate 10 Year Semi-Annual Semi-Annual
17 GIS Fixed Rate 1 Year Semi-Annual -
18 GIS Fixed Rate 3 Year Semi-Annual -
19 GIS Fixed Rate 5 Year Semi-Annual -
20 GIS Floating Rate 1 Year Semi-Annual Semi-Annual
21 GIS Floating Rate 3 Year Semi-Annual Semi-Annual
22 GIS Floating Rate 5 Year Semi-Annual Semi-Annual

Note: (1) T:Bill: Treasury Bills; (2) P1B: Pakistan Investment Bonds; (3) GIS: Government ljara Sukuk

9.5.2 Domestic Borrowing Pattern

The auction patterns of Government securities is depicted in figures 9.3-9.6.
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Fig 9.3: T-Bills Auction Profile FY23 (Rs in billion) B Target | Participation
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9.5.3 Component-Wise Analysis of Domestic
Debt

This section highlights the developments in
various components of domestic debt during the
first nine months of the current fiscal year:

I. Permanent Debt

Permanent debt mainly comprises of medium to
long-term instruments like PIBs, Government
ljara Sukuks (GIS), and Prize Bonds. Permanent
debt constituted 71 percent of the domestic debt
portfolio and was recorded at Rs. 24,885 billion
at end-March 2023, representing an increase of
Rs. 4,507 billion during the first nine months of
the ongoing fiscal year. The bifurcation of this
increase  reveals that Government net
mobilization through the issuance of PIBs and
GIS was Rs. 4,096 billion? and Rs. 401 billion
respectively.

I1. Floating Debt

Floating debt was recorded at Rs. 6,295 billion
or around 18 percent of the total domestic debt
portfolio at the end-March 2023. During the first
nine months of the ongoing fiscal year, a

reduction of Rs. 522 billion was witnessed in the
stock of T-bills®.

I11. Unfunded Debt

The stock of unfunded debt stood at Rs. 2,998
billion at end-March 2023, constituting around 9
percent of the total domestic debt portfolio.
Unfunded debt recorded a net reduction of Rs.
338 billion during the first nine months of the
current fiscal year.

1V. Other

The other components of domestic debt
comprises of following at end-March 2023:

i. Naya Pakistan Certificates (held by residents
only) amounted to Rs. 139 billion;

SBP on-lending to Federal Government
against IMF Special Drawing Rights (SDRs)
allocation amounted to Rs. 475 billion; and

Loans from banks other than securities
amounted to Rs. 284 billion. This
component refers to foreign currency
denominated domestic debt.

Fig-9.7: Source Wise Profile of Domestic Debt
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Information related to outstanding public debt from FY2018 to March FY2023 is presented in

Table 9.7.

2 Excluding PIBs held by non-residents amounting to Rs. 1.0
billion, which are recorded as external public debt.

3 Excluding T-bills held by non-residents amounting to Rs.
0.041 billion, which are recorded as external public debt.
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Table 9.7: Outstanding Domestic Debt (Rs in billion)
FY18 FY19 FY20 FY21 FY22 Mar 23
Permanent Debt (A) 4,659.2 12,087.0 14,030.7 15,910.8 20,377.4 24,884.9
Pakistan Investment Bonds* 3,413.3 10,933.2 12,886.0 14,590.0 | 17,687.0 21,782.8
GOP ljara Sukuk 385.4 71.0 198.2 665.3 2,279.8 2,681.3
Prize Bonds 851.0 893.9 734.1 443.7 374.6 381.6
Bai-Muajjal of Sukuk - 177.8 201.0 201.0 23.2 23.2
Other 9.5 11.1 11.3 10.9 12.8 16.1
Floating Debt (B) 8,889.0 5,500.6 5,578.3 6,680.4 6,804.1 6,295.3
Market Treasury Bills* 5,294.8 4,930.5 5,575.5 6,676.9 6,752.4 6,230.6
MTBs for Replenishment 3,594.2 570.2 2.8 3.5 51.7 64.7
Unfunded Debt (C) 2,868.1 3,144.1 3,673.6 3,646.0 3,336.0 2,997.8
Behbood Savings Certificates 794.9 914.5 997.8 1,000.4 1,017.0 1,003.7
Regular Income Certificates 3475 489.6 572.9 599.6 589.0 554.0
Defense Saving Certificates 336.2 3934 486.2 477.2 466.9 439.7
Pensioners' Benefit Account 274.9 318.3 352.2 368.5 390.6 400.0
Special Savings Certificates (Reg.) 381.9 413.7 427.7 421.4 376.6 299.6
Special Savings Accounts 549.0 416.6 617.3 581.4 307.3 123.7
Savings Accounts 38.3 38.2 42.7 43.2 53.9 55.9
ST Savings Certificates 4.3 5.1 24.3 4.0 4.6 154
GP Fund 91.7 104.3 101.5 100.8 80.5 57.5
Postel Life Insurance Schemes 46.7 47.9 48.5 47.2 47.2 47.2
Other 2.6 2.6 2.4 2.4 2.4 1.1
Other (D) - - - 28.2 519.9 898.0
Naya Pakistan Certificates - - - 28.2 92.9 139.2
SDR on-lent loan - - - - 474.9 474.9
Other loans from banks ** - - - - - 283.8
Total Domestic Debt (A+B+C+D) 16,416.3 20,7317 23,282.5 26,265.4 31,085.4 35,076.0

*Govt. Securities held by non residents deducted from PIB's and T Bills
** Represents foreign currency denominated domestic debt (loans from banks other than securities)

Source: State Bank of Pakistan

9.6 External Public Debt

External public debt was recorded at US$ 85.2
billion at end-March 2023, revealing a decrease
of around US$ 3.7 billion during the first nine
months of the current fiscal year. This decrease
reveals the following:

The debt stock of multilateral sources
increased by US$ 2.3 billion. The main gross
inflows included US$ 1.1 billion from IMF
program, US$ 1.5 billion from ADB’s
BRACE program, US$ 1.1 billion from
World Bank and US$ 0.5 billion from AlIB.
Overall, multilateral loans are mostly
contracted on concessional terms;

Bilateral debt stock decreased by US$ 0.9

4 Another US$ 1.0 billion was refinanced by ICBC China,
which was recorded in domestic debt as foreign currency
denominated domestic debt.
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billion;

The debt stock of commercial loans
registered a net decrease of around US$ 3.7
billion. The gross repayment to foreign
commercial banks was US$ 4.5 billion, out
of which, US$ 0.7 billion was refinanced by
China Development Bank (CDB)*;

Government repaid US$ 1.0 billion of
international sukuk in December 2022;

The stock of Pakistan Banao Certificates,
Naya Pakistan Certificates, and non-resident
investment in  Government  securities
(T-bills & PIBs) cumulatively decreased by
US$ 0.4 billion.

Pakistan’s external public debt is obtained from
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following major sources:

i. Loans from multilateral development
partners (including IMF) and bilateral
countries constitute 52 percent and 23
percent, respectively. These loans are
concessional in nature.

ii. Friendly countries deposits (China and
Saudi Arabia) account for 8 percent. These
loans are short-term in nature (1-year) and
are obtained for balance of payment as well
as budgetary support.

iii. Loans from foreign commercial banks

constitute around 8 percent. These loans are

mostly short-to-medium term (i.e., 1-3

years) with market-based interest rate.

Government of Pakistan’s international
capital market transactions in form of
Eurobonds and international  sukuk
constitute 9 percent. These transactions
represent long-term debt with market-based
interest rate.

Other foreign inflows in terms of Naya
Pakistan Certificate, non-resident
investment in Government securities, and
Pakistan Banao Certificates etc. constitute
around 1 percent. This category falls under
medium-to-long term debt with market-
based interest rate.
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Fig 9.8: Source Wise Profile of External Public Debt (end-June position)
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External debt profile for the period FY2018 to March-FY2023 is presented in Table 9.8.

Table-9.8: External Public Debt (US$ in million)

FY18 FY19 FY20 FY21 FY22 Mar 23
A. External Public Debt (1+2) 70,237 73,449 77,994 86,457 88,838 85,184
1. Government External Debt (i+ii) 64,142 67,800 70,314 79,073 81,941 77,696
i) Long term (>1 year) 62,525 66,536 68,773 78,215 80,592 77,416
Paris Club 11,643 11,235 10,924 10,726 9,232 8,765
Multilateral 28,102 27,788 30,898 33,836 34,023 36,812
Other Bilateral 8,674 12,717 13,428 14,821 18,053 17,668
Euro/Sukuk Global Bonds 7,300 6,300 5,300 7,800 8,800 7,800
Commercial Loans/Credits 6,806 8,470 8,068 9,696 9,481 5,781
Local Currency Securities (P1Bs) - - 96 463 5 4
NBP/BOC deposits/PBC - 26 59 65 45 31
Naya Pakistan Certificate - - - 809 953 555
ii) Short term (<1 year) 1,617 1,264 1,542 858 1,349 280
Multilateral 961 778 814 506 1,327 280
Local Currency Securities (T-bills) 0 0 586 352 22 0
Commercial Loans/Credits 655 486 141 - - -
2. From IMF 6,095 5,648 7,680 7,384 6,897 7,488
i) Federal Government - - 2,833 3,437 4,195 5,437
ii) Central Bank 6,095 5,648 4,847 3,947 2,702 2,050

Source: Ministry of Economic Affairs, State Bank of Pakistan and Debt Management Office, Ministry of Finance
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9.6.1 External Public Debt Inflows and
Outflows
(a) Inflows
Gross external loan disbursements were

recorded at US$ 7,032 million® during the first
nine months of FY23. Details are given below:

= Disbursements from multilateral sources
amounted to US$ 5,137 million and
accounted for 73 percent of the total
disbursements. The main contributors were
Asian Development Bank (ADB) — US$
1,939 million, World Bank — US$ 1,218
million, and IMF — US$ 1,166 million;

= Bilateral sources contributed US$ 995
million or 14 percent in total disbursements.
Out of this, the Saudi Oil Facility constituted
around US$ 883 million;

= Commercial loans contributed US$ 900
million in total disbursements®, mainly
representing refinancing of commercial
loans.

(b) Outflows

External public debt repayments were recorded
at US$ 11,400 million during the first nine

months of FY23 as compared with US$ 8,139
million during the same period last year. This
increase in repayments is primarily due to (i)
resumption of debt repayment to bilateral
creditors, which were deferred under Debt
Service Suspension Initiative (DSSI), (ii) US$
1,000 million International Sukuk maturity in
Dec 2022, and (iii) higher repayment of
commercial loans i.e., bank loans and other
short-term credits.

Interest payments were recorded at US$ 2,119
million during the first nine months of FY2022
as compared to US$ 1,297 million during the
same period of the preceding year. The main
factors which increased the external interest
servicing during the ongoing fiscal year were (i)
resumption of interest payments to bilateral
creditors in the third quarter of FY2022, which
were deferred under DSSI, (ii) increase in global
interest rates, leading to resetting of floating rate
external debt at higher rate, and (iii) higher
interest servicing against commercial loan
portfolio and Eurobonds. The source wise details
of external public debt inflows and outflows over
the last few years are depicted in Table 9.9:

Table 9.9: Source Wise External Public Debt Inflows and Outflows (US$ million)

Fy16 | Fyi7 | Fy18 | Fvy19 | Fy20 | Fy21 | Fvy2e | FY23
(Jul-Mar)
DISBURSEMENTS
Multilateral 5766]  3166] 2.813] 2021] 8329] 4810] 5794] 5137
Bilateral 1,040] 1941] 1971| 4377| 1,398 1275| 3597 995
Bonds 500| 1,000 2,500 - - 2500] 2,000 -
Commercial / Other 1387| 4426 3,716| 4098 3347| 4721| 4863 900
Total Inflows (A) 8,693| 10533| 11,000] 10496| 13,074| 13,306] 16,255 7,032
REPAYMENTS
Multilateral 1274]  1255] 1.403] 1.750] 2.199] 3.391] 3201  3.178
Bilateral 440 1,200 793 970 783 00|  1,004] 1,771
Bonds 500 750 - 1,000] 1,000 0| 1,000] 1,000
Commercial / Other 1000]  1922|  1995|  3634|  5061| 3.444| 5797| 5450
Total Repayments (B) 3213| 5127| 4190| 7.355| 9,043|  6.936| 11,002| 11,400
Net Inflows (A-B) 5480| 5406] 6809 3,140] 4031 6,370] 5253 (4,369)
INTEREST PAYMENTS

Multilateral 290 381 485 584 637 639 614 755
Bilateral 380 441 444 541 484 115 358 602
Bonds 354 366 423 503 396 362 587 392
Commercial / Other 102 124 332 475 515 337 430 371
Total Interest Payments (C) 1127| 1313 1684 2103| 2032| 1453 1,088 2,119
Total Debt Servicing (B+C) 4340| 6440| 5874| 9458| 11,075| 8389| 12,990 13,519

Note: Above data excludes grants, disbursements from Naya Pakistan Certificate, Pakistan Banao Certificates, and non-resident investment
in Government domestic securities and foreign currency denominated domestic debt

Source: Ministry of Economic Affairs and State Bank of Pakistan

5 Excluding disbursement from Pakistan Banao Certificates, NPCs
and non-resident investment in Government securities.
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9.6.2 Impact of Exchange Rate Fluctuations

External loans are contracted in various
currencies;  however, disbursements are
effectively converted into Pak Rupee. Since Pak
Rupee is not an internationally traded currency,
other international currencies are bought and
sold via selling and buying of the US Dollar.
Hence, the currency exposure of foreign debt
originates from two sources: US Dollar/other
foreign currencies and Pak Rupee/US Dollar.
Thus, any movement in international currencies
(in which debt is contracted) and PKR vis-a-vis
US Dollar can change the Dollar and Pak Rupee
value of external debt respectively. It must,
however, be taken into account that domestic
debt does not carry currency risk since it is
denominated in Pak Rupee.

In addition to net external inflows, the following
factors influenced the movement in external

public debt stock during the first nine months of
the current fiscal year:

= InUS Dollar terms, revaluation losses owing
to depreciation of the US Dollar against
other international currencies increased the
external public debt stock by around US$
470 million. This increase was mainly
driven by depreciation of the US Dollar
against Euro by 4 percent, Japanese Yen by
2 percent, Pound Sterling by 2 percent, and
Special Drawing Right (SDR) by 1 percent;

= The above-mentioned translational loss on
account of the depreciation of the US Dollar
against other international currencies added
further to the depreciation of the Pak Rupee
against US Dollar by around 39 percent
which led to increase the Rupee value of
external debt by around Rs. 6.8 trillion.

Table 9.10: Pakistan Sovereign Bonds

. Size Tenor Coupon

Bond Issue Maturity (US$ Mn) Years (%)

Sukuk 31-Jan-22 31-Jan-29 1,000 7 7.950
Eurobond 30-Mar-06 31-Mar-36 300 30 7.875
Eurobond 15-Apr-14 15-Apr-24 1,000 10 8.250
Eurobond 30-Sept-15 30-Sept-25 500 10 8.250
Eurobond 05-Dec-17 05-Dec-27 1,500 10 6.875
Eurobond 08-Apr-21 08-Apr-26 1,300 5 6.000
Eurobond 08-Apr-21 08-Apr-31 1,400 10 7.375
Eurobond 08-Apr-21 08-Apr-51 800 30 8.875

Total 7,800

Source: Bloomberg

9.7 Way Forward

The Government’s strategy to reduce its debt
burden to a sustainable level includes
commitment to run primary budget surpluses,
maintain low and stable inflation, promote
measures that support long-term sustainable
economic growth and follow an exchange rate
regime based on economic fundamentals.
Additionally, the Government is also committed

to ensure fiscal discipline through revenue
mobilization and expenditure rationalization and
maintain debt sustainability over the medium
term. With a narrower fiscal deficit, public debt
is projected to enter a firm downward path while
the Government’s efforts to improve maturity
structure and expansion of debt instruments-base
would help to meet the financing requirements
efficiently.
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% EDUCATION

Expenditure 1.7
(FY2022) (As % of GDP)

Literacy Rate 62.8%

Male: 73.4% Female: 51.9%

Universities 247

Public: 147 Private: 100

Higher Education U472 (8.
Allocation (Rs Billion)

Youth Trained A
under NAVTTC  +A4929 (A

Members

Ph.D Faculty 35 14Y%
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Chapter 10

EDUCATION

Human'’s ability to learn is one of the distinguished
features among other species and at the same time,
the nations that are advanced in education, are
leading the world. No one can deny the importance
of education in every aspect of life. Education is a
tool for changing the patterns of thought in the
individuals and nations. It occupies top priority in
the social sector of developing nations including
Pakistan. Historically, due to many challenges and
issues faced by education sector, it has not
delivered the expected outcomes in the country. So
far, education has remained a neglected sector but
now the importance of education in transforming
the fate of nations has been realized and therefore,
many efforts and resources are vested in the social
sector especially to put in education on modern
lines by introducing blended learning and modern
technologies. The Government of Pakistan is fully
aware of these challenges and is committed to
prioritizing the education sector.

Moreover, efforts are being made to bring out of
school children to schools, improve quality of
education, provide conducive learning
environment, etc. The focus is being given on basic
and college education to make the younger
generation competitive from the early age. For a
country like Pakistan, it becomes even more
indispensable for its socio-economic development
through effective transition of its huge proportion
of younger population i.e., youth. Transformation
of 63 percent youth into a real wealth requires
optimum capitalization through establishing a
high-quality and market demand driven basic,
secondary and higher Education.

This chapter elaborates the progress on Goal 4 of
Sustainable  Development  Goals  (SDGSs),
important data sets/indicators of the sector over the
country and by the provincial bifurcations, the
development of skilled labour (NAVTTC), the
higher education prospects and the major
initiatives of the government.

Progress on Education Indicators Rel