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Overview of the Economy

GLOBAL ENVIRONMENT

The collapse of the US sub-prime market and
worst ever global financial crisis has had serious
repercussions not only for the developed world’s
economy but for the developing markets as well.
The fallout has spread through an extensively
interlinked global financial market and resulted in
a tightening of credit and general drying up of
liquidity. The impact of this crisis on developing
and emerging economies is widespread. The crisis
is not limited to the meltdown of financial markets,
the real economy at the national and international
levels, its institutions; its productive structures are
also being affected. The financial meltdown
inevitably backlashes on consumer markets, the
housing market, and more broadly on the process
of investment in the production of goods and
services. The new growth power houses China and
India are experiencing worst kind of slowdown in
economic growth mainly because of the sub-prime
meltdown in the US and the ensuing financial
crisis and credit crunch around the world.

The world economy is likely to contract by 1.3
percent in 2009 with almost all developed
countries are to post negative growth. Despite
numerous stimulus packages and government
action of unprecedented scale and nature, advanced
economies are expected to contract by 3.8 percent
in 2009. Notwithstanding, strenuous efforts by the
US administration, including buying up of toxic
assets and recapitalization of financial institutions
and stimulus packages the world’s largest economy
US is projected to contract by 2.9 percent in 2009,
further down from positive growth of 1.1 percent
in the previous year.

Countries relying on trade as a primary means of
boosting economic growth saw trade volumes
disappear as contractions starts in trading partners.
Growth in world trade volumes fell to 3.3 percent
in 2008, as compared to 7.2 percent in 2007, and is
expected to contract substantially by 11 percent in
2009. Exports from developing economies are
projected to contract by 6.4 percent during the
same period and developing economies started
experiencing substantial slowdown in growth in
2008, with real GDP growing at 6.1 percent as
compared to robust growth of 8.3 percent in 2007.
Growth in these economies is projected to slow
down further to 1.6 percent in 2009.

In emerging economies, the slowdown manifested
itself through various channels like volatility in the
financial markets led to a flight of capital.
Emerging economies have already seen the spreads
on sovereign and corporate debt widening, and a
retreat in equity prices as a result of the global
crunch. East Asian tigers Malaysia, Thailand,
Korea, Philippines and Singapore all are
prospective candidate for posting negative growth.
Pakistan, India, Indonesia, Bangladesh and Sri
Lanka are the rare positive growth depicters

around the globe. The effects of adverse
developments at global level have been felt
unevenly  and  countries  with  weaker

macroeconomic fundamentals taking a bigger hit.
The impact from the global meltdown might be
compensated to some extent through boosting local
demand. However, vigilance by the policy-makers
around the developing countries is needed to lessen
the severity of downside risks posed by the current
crisis. Pakistan economy also gained from
compression of demand for external goods,

L]



Economic Survey 2008-09

however, export slowdown is a serious cause of
concern. Going forward the government has to
pursue aggressive trade diplomacy to augment its
access to external markets, beside ignite its efforts
to diversify exports to optimal exploitation of
export potential.

DOMESTIC ENVIRONMENT

Pakistan’s macroeconomic environment is affected
by intensification of war on terror and deepening
of the global financial crisis which penetrated into
domestic economy through the route of substantial
decline in Pakistan’s exports and a visible
slowdown in foreign direct inflows. Although
contraction in export receipts is more than
compensated by massive import compression
emanating from global crash of crude oil and
commodity  prices, the external  sector
vulnerabilities remain a threat. Pakistan’s economy
continues to remain exposed to the vagaries of
international developments as well as internal
security environment. The intensity of the global
financial crisis has further added to Pakistan’s
predicament. Despite support from the IMF and
other bilateral and multilateral donors, Pakistan’s
external account remains exposed to a host of
uncertainties. The dependence on external inflows

needs some rationalization and to this end
additional domestic resource mobilization is
instrumental.

Pakistan’s economy has lost significant momentum
in the last few years. One of the prime contributors
to this derailing is Pakistan’s proactive role in war
against terror. Pakistan being a front line state has
to bear the fallout of events unfolded after 9/11. At
the outset of the war, normal trading activities
were disrupted with substantial increase in the cost
of international trade because of higher rate of
insurance cover; economic growth slowed down;
import demand compressed with consequential
decline in tax collection; and inflows of foreign
investment and privatization were adversely
affected. Pakistan not only lost precious lives and
infrastructure but a very conservative estimate has
placed economic cost of this war for Pakistan at
around US$ 35 billion since 2001-02. The current
fiscal year has witnessed the height of this
increased cost. The expenditure overrun has

[ ]

created many uncertainties for public finances. The
loss in economic opportunity was compounded by
exogenous oil and commodity price shocks, which
led to a significant deterioration of the
macroeconomic indicators of Pakistan in 2007-08.

The problem was exacerbated in the July-October
period of the current fiscal year. Major financial
inflows dried up during the July-November 2008
period. The current account deficit widened with
imports rising more than exports with a significant
depletion in SBP’s FE reserves which enhanced
country’s default risk. The FDI inflows fell by 21.4
percent from July-November 2008 against a 9.8
percent decline in the same period of year before.
The external account, however, does depict certain
positives. Even in the face of the world economic
downturn, workers’ remittances have remained
strong and grew by 19.5 percent. In addition,
declines in international commodity and food
prices has helped reduce the country’s import bill
and thus impact favourably on the large current
account deficit.

At the beginning of this fiscal year (2008-09),
Pakistan economy was confronted with four major
challenges which posed threat to Pakistan’s
recovery and socio-economic growth including
regaining macroeconomic  stability, poverty
reduction, fiscal retrenchment and weaknesses in
the external account. The overall vision is to
regain macroeconomic stability and to attain GDP
growth rate of 6 percent by 2012-13 from 2.0
percent in 2008-09. In order to ensure that
macroeconomic difficulties do not further slow
down the pace of job creation and adversely affect
poverty reduction, the government has recently
reached an agreement with IMF for a US $7.6
billion package with interest rate varying from 3.51
to 4.51 percent spread out over a period of 23
months. For the first time, IMF has accepted
Pakistan’s homegrown proposals/programs which
have two main objectives: (i) to restore the
confidence of domestic and external investors by
addressing macroeconomic imbalances through a
tightening of fiscal and monetary policies until
visible signs of demand curtailment; and (ii) to
protect the poor and preserve social stability
through well-targeted and adequately funded social
safety nets. The government’s new broad-based
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program for economic stabilization was mainly
focused on rationalization of expenditures, removal
of unproductive subsidies to reduce the burden on
the budget; significant cuts in expenditures to
reduce budgetary deficit and a tight monetary
policy to fight inflation.

The government adopted the following measures to
address the above challenges:

a. Strong adjustments in the petroleum prices
were undertaken to reduce the budget deficit;

b. Significant cuts were made in the expenditures
to curtail aggregate demand;

c. Tight monetary policy was followed by the
State Bank of Pakistan to contain inflationary
spiral;

d. Electricity tariffs were periodically adjusted to
rationalize energy prices;

e. Government adopted a Nine-Point Program for
economic and social recovery encompassing
the following elements:

i. Macroeconomic Stability and Real Sector
Growth

ii. Protecting the Poor and the Vulnerable

Value

iii. Increasing Productivity and

Addition in Agriculture
iv. Integrated Energy Development Program

v. Making
Competitive

Industry Internationally

vi. Human Capital Development

Bottlenecks
Partnerships

vii. Removing Infrastructure
through  Public  Private
(PPPs)

viii.Capital and Finance for Development
ix. Governance for a Just and Fair System

f. Prioritized the scarce government expenditures
available for development-related programs;

g. Directed immediate support to the most
vulnerable groups through the Benazir Income
Support Programme (BISP). These are small
(Rs.1000 per month per family) cash grants
channeled through women to help satisfy the

J- Reinforced the

most fundamental needs of wvulnerable
households. Currently reaching 3.5 million
poor households, the scope of the programme

is expected to expand to 7.0 million
households in 2009-10;

h. Implemented improved and transparent
targeting of Benazir Income  Support

Programme (BISP) and other programmes
aimed at the poor and the vulnerable groups.

i. Intensified public-private partnerships with the
objective of making private investments,
including foreign investors, the most important
funding source for economic development; and

importance  of  sound
governance, managerial and  systemic
mechanisms to ensure that investments in the
social sector are cost-effective and aimed at
output-oriented service delivery.

Pakistan’s stabilization programme is supported by
the Stand-By Arrangement (SBA) with the IMF
approved on November 24, 2008. The SBA
envisaged a significant tightening of fiscal and
monetary policies to bring down inflation and
strengthen the external position adopting several
structural measures in the fiscal and financial
sectors including strengthening of the social safety
net. In addition, to stabilize the macroeconomic
situation, the Programme aimed at addressing
some of Pakistan’s long standing economic
problems. In particular, it called for a
comprehensive tax reform to raise budgetary
revenue and phase out the electricity subsidies to
create greater fiscal space for public investment
and social spending. Initial developments in the
economy since the implementation of the
Programme have been positive:

» The exchange rate has broadly stabilized
enabling the State Bank of Pakistan (SBP)
to buy foreign exchange on a net basis.

» SBP reserves have strengthened from US$
3.5 billion at end October 2008 to US$ 7.1
billion on end March 2009.

» T-Bill auctions have been consistently
oversubscribed with wide participation of
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banks enabling the government to retire
some of its debt to the SBP.

» Headline Consumer Price Index (CPI)
inflation is estimated to have declined
from 25.3 percent in August 2008 to 17.2
percent in April 2009.

» The overall fiscal deficit is estimated to
have been restricted to 4.3 percent in 2008-
09.

The government is conscious of the cost being
imposed on poor families from the sharp escalation
in food prices. Many of these needs are strongly
linked and need to be addressed holistically —
unless health services are improved, the incidence
of ill health will continue to rise; unless
educational retention is improved, children will
never be able to exit from poverty because they
will be concentrated in low-return employment or
remain unemployable. It is, therefore, important to
address primary needs via social protection, while
simultaneously focusing on the mechanisms that
ensure that the exit from absolute poverty is
permanent for the majority of the vulnerable and a
large proportion of the chronically poor. The
national Poverty Reduction Strategy covers the
three-year PRSP-II period of 2008-09 — 2010-11
while also providing a framework for thinking well
beyond this timeframe and is, therefore, to be
viewed as an approach to a long-term national
economic strategy that has its main focus on
reduction of poverty.

The sharp rise in international oil and food prices
last year and the global financial crisis not only
adversely impacted the macroeconomic indicators
in Pakistan but also increased the number of the
poorest of the poor. Recognizing the urgent need to
protect the poor and the wvulnerable, the
Government of Pakistan (GoP) launched the
Benazir Income Support Programme (BISP) in
2008 as its main social safety net programme. This
programme would serve as a platform to provide
cash transfers to the vulnerable identified on the
basis of a poverty scorecard and would be backed
by an exit strategy. This strategy includes
imparting training to one member of each
vulnerable family to sustain itself. The Programme

also envisages a workfare initiative through social
mobilization. BISP intends to cover 3.4 million
families or 22.75 million people in the current
year. In the next year, the government intends to at
least double the allocation for BISP to cover 7
million families. The government would require
additional resources of US$ 3.05 billion over the
next two years to sustain the above programme.

Notwithstanding all these stabilization measures,
recent trends in most macroeconomic variables
suggest that the disciplined implementation of the
macroeconomic stabilization program is started
paying some dividends. Improvement in fiscal
discipline is complementing the still relatively tight
monetary policy to aggregate demand compression
to a meaningful level which has improved
prospects of lower inflation in the last two months
of the current fiscal year (May-June 2009). The
demand compression is also manifested from
improvement in the cumulative Jul-April 2008-09
trade deficit which is the first reduction in the last
six years. The narrowing of trade deficit and robust
remittances has caused a reduction of over $2
billion in the current account deficit and even for
the month of February 2009, we have witnessed
first surplus in monthly current account surplus
since June 2007. The current account deficit is
likely to decelerate from as high as 8.5 percent of
GDP to around 5.3 percent of GDP in 2008-09 —
a reduction of 3.2 percentage points in just one
year. The improvement allowed for a build-up of
the country’s foreign exchange reserves beyond
$11 billion.

Nevertheless, Pakistan’s economy still faces
pressures from uncertain security environment,
higher inflation driven by spike in food prices, the
acute power shortages, and bewildering stock
market, perceptible contraction in the large-scale
manufacturing and slowdown in services sector;
lower than anticipated inflows and growing
absolute financing requirements. Abatement of
inflationary pressure remained oblivious and prices
depicted stubbornness.

REAL SECTORS

In the wake of above mentioned international and
domestic environment the economy lost significant
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growth momentum owing to massive contraction
in the industrial sector. The economic growth of
2.0 percent achieved during 2008-09 seems
reasonable albeit it implies definite slippage
against 4.1 percent growth of the last year and this
year’s target of 4.5 percent. However, it should be
looked in the backdrop of global recession where
positive growth is an exception and international
developments where real GDP in Pakistan’s main
trading partners is estimated to contract by almost
3 percent on average in 2009, depressing the
external demand for Pakistan’s exports. The
domestic environment was also not supportive to
the growth momentum.

The industrial sector in general and large-scale
manufacturing in particular has contributed to this
slowdown in economic growth by posting dismal
performance. The poor show of the LSM is
understandable in the context of acute energy
shortages and constrained international demand for
Pakistan’s manufactured exports. The massive
downward correction in services sector’s growth is
mainly because of poor show of the financial
sector beside saturation level attained in the
communication sub-sector.

Notwithstanding the challenges of the fertilizer
operations and credit squeeze, agriculture sector is
the saving grace of this year’s economic growth
and performed exceptionally well on the back of
extraordinary performance of major crops (mainly
wheat, gram and rice). Livestock, a major
component of agriculture, exhibited slight
adjustment from 4.2 percent growth of last year to
3.7 percent growth in 2008-09. Construction sector
witnessed worst growth performance for almost a
decade owing to constricted activity in the private
housing market, shrinkage of spending on physical
infrastructure due to huge adjustment to rationalize
development expenditure, and slowdown in
reconstruction activities in earthquake affected
areas.

The services sector has compensated some of the
lost growth of the industrial sector by growing at
3.6 percent and provided much needed sanity to
economic growth. Barring social services and
public admn & defence almost all sub-sectors of
services sector felt the pinch of recessionary trend.

Consumer spending remained strong with real
private consumption rising by 5.2 percent as
against negative growth of 1.3 percent attained last
year. However, gross fixed capital formation could
not maintain its strong growth momentum and real
fixed investment growth contracted by 6.9 percent
as against the expansion of 3.8 percent in the last
fiscal year.

The current slowdown is substantially different
from the deceleration of the 1990s or early 2000s.
The aggressive monetary tightening posture of the
SBP has witnessed a reversal in the last monetary
policy statement by notional downward adjustment
of policy rate in April 2009 to ensure that
stubbornness of monetary policy might not
haemorrhage the economic activity. The recent
monetary policy has tried to strike a balance
between sustaining the growth momentum and
containing the inflation in stabilization mode.

Growth and Investment

Real GDP grew by 2.0 percent in 2008-09 as
against 4.1 percent last year and growth target is
met 4.5%. The modest growth of just 2.0 percent is
shared between Commodity Producing Sector
(CPS) (0.08) and services sector (1.92). Within the
CPS, agriculture contributed 1.0 percentage points
or 50.1 percent to overall GDP growth (a
significant increase from its contribution of only
5.0 percent last year) while negative performance
of industry dragged 0.92 percentage points or 46.1
percent to neutralize positive contribution of the
agriculture. In the services sector major
contributions to GDP growth came from transport,
storage & communication (0.3 percentage points or
14.6 percent), wholesale & retail trade (0.7
percentage points or 27.1 percent) and social
services (0.8 percentage points or 38.6 percent).

Agriculture sector has depicted a stellar growth of
4.7 percent as compared to 1.1 percent witnessed
last year and target of 3.5 percent for the year.
Major crops accounting for 33.4 percent of
agricultural value added registered an impressive
growth of 7.7 percent as against a negative growth
of 6.4 percent last year and a target of 4.5 percent.
The livestock sector grew by 3.7 percent in 2008-
09 as against 4.2 percent last year. Output in the
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manufacturing sector has contracted by 3.3
percent in 2008-09 as compared to expansion of
4.8 percent in last year and over-ambitious target
of 6.1 percent. Small and medium manufacturing
sector maintained its healthy growth of last year at
7.5 percent. Large-scale manufacturing depicted
contraction of 7.7 percent as against expansion of
4.0 percent in the last year and 5.5 percent target
for the year. The massive contraction is because of
acute energy outrages, security environment and
political disruption in March 2009.

The services sector grew by 3.6 percent as against
the target of 6.1 percent and last year’s actual
growth of 6.6 percent. Value added in the
wholesale and retail trade sector grew at 3.1
percent as compared to 5.3 percent in last year and
target for the year of 5.4 percent. Finance and
insurance sector witnessed slowed down to 12.9
percent in 2007-08 but registered negative growth
of 1.2 percent in 2008-09. The performance of this
sector shows that Pakistan’s financial sector is
integrated in the world economy and feeling the
heat of the financial crisis plaguing international
financial markets. The Transport, Storage and
Communication sub-sector depicted a sharp
deceleration in growth to 2.9 percent in 2008-09 as
compared to 5.7 percent of last year.

Pakistan’s per capita real income has risen by 2.5
percent in 2008-09 as against 3.4 percent last year.
Per capita income in dollar term rose from $ 1042
last year to $ 1046 in 2008-09, thereby showing
marginal increase of 0.3 percent. Real private
consumption rising by 5.2 percent as against
negative growth of 1.3 percent attained last year.
However, gross fixed capital formation could not
maintain its strong growth momentum and real
fixed investment growth contracted by 6.9 percent
as against the expansion of 3.8 percent in the last
fiscal year.

The total investment has declined from 22.5
percent of GDP in 2006-07 to 19.7 percent of GDP
in 2008-09. Fixed investment has decreased to 18.1
percent of GDP from 20.4 percent last year.
Private sector investment was decelerating
persistently since 2004-05 and its ratio to GDP has
declined from 15.7 percent in 2004-05 to 13.2
percent in 2008-09. Public sector investment to

GDRP ratio was rising persistently from 4.0 percent
in 2002-03 to 5.6 percent in 2006-07, however,
declined to 4.9 percent in 2008-09. The national
savings rate has declined to 14.4 percent of GDP in
2008-09 as against 13.5 percent of GDP last year.
Domestic savings has also declined substantially
from 16.3 percent of GDP in 2005-06 to 11.2
percent of GDP in 2008-09.

INFLATION

As inflationary pressures across the globe continue
to dissipate, sparking deflationary concerns in even
some countries like Thailand and India which
shared pain of galloping inflation with Pakistan a
few months ago, Pakistan still faces high double-
digit inflation. Although all the price indices like
the CPI including core inflation, WPI and SPI have
shown a downward trend in recent months, the
decline has been subject to stiff downward rigidity.
The month on month increase in food and non-
food inflation in the last three months (February-
April) has been especially disappointing. Going
forward the government has to rationalize
electricity tariff which will be inflationary in
nature.

Notwithstanding difficult domestic environment,
the inflation rate as measured by the changes in
Consumer Price Index (CPI) showed an easing
trend beginning in November 2008, touching 17.2
percent in April 2009 after reaching a record level
of 25.5 percent in August 2008. While the food
group was the major source of inflation in Pakistan
during the first ten months of 2008-09, the non-
food component of the CPlI has also been
persistently high, resulting in overall stubbornness
of the inflation. The CPI inflation averaged 22.3
percent during July-April 2008-09 as against 10.3
percent in the comparable period of last year.
Given current trends and barring any adverse
shocks, it is expected that the average inflation for
the year (2008-09) as measured by CPI will be
close to 21 percent. The core inflation which
represents the rate of increase in cost of goods and
services excluding food and energy prices also
went up from 7.1 percent to 18.0 percent.
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MONETARY POLICY

The SBP has kept its tight monetary policy stance
in the period July 01, 2008-April 20, 2009. The
policy rate was adjusted upward in November
2008 to shave-off some aggregate demand from
the economy and kept constant in January 2009.
However, noticing visible signs of demand
compression enabled the SBP to reduce 100 basis
points on April 20, 2009. During July 01, 2008-
May 16, 2009, money supply (M2) expanded by
4.6 percent against the target of expansion of 9.3
percent for the year and last year expansion of 8.1
percent in the comparable period of last year. The
reserve money witnessed growth of 2.4 percent in
this period as against expansion of 13.2 percent in
the comparable period of last year.

Net domestic assets (NDA) have increased by
Rs.443.8 billion as compared to increase of
Rs.702.5 billion in last year, thereby showing an
increase of 11.0 percent in this period whereas, last
year the growth in the comparable period was 22.8
percent. Net foreign assets (NFA) have recorded a
contraction of Rs.227.3 billion against the
contraction of Rs.322.8 billion in the comparable
of last year. Government borrowing for budgetary
support has recorded an increase of Rs.332.2
billion as compared to Rs.361.0 billion in the
comparable period of the last year. The SBP
financing has shown a net increase of Rs.198.2
billion and financing from scheduled banks
witnessed a net increase of Rs.134.0 billion during
July 01, 2008-May 16, 2009.

Credit to private sector witnessed a net
disbursement of Rs.26.8 billion as compared to
Rs.369.4 billion in the comparable period of last
year. Weighted average lending rate have
witnessed decline from 15.5 percent in October
2008 to 14.3 percent in March 2009. Weighted
average deposit rate on the other hand has
decreased from 9.5 percent in October 2008 to 8.0
percent in March 2009 which implies increase in
the spread amidst intensive deposit mobilization
efforts on the part of the banks. The weighted
average yields on 6 months T-bill has declined by
almost 250 basis points to 11.5 percent in March
2009 as against 14 percent in November 2008 but
inched up to 12.4 percent in April 2009.

FISCAL POLICY

The government has decided in the economic
stabilization program to adhere to the fiscal deficit
target reverently and during the first nine months
(July-March) the fiscal deficit hovered around 3.1
percent of the projected GDP for 2008-09 which is
consistent with annual fiscal deficit target of 4.3
percent. The fiscal improvement in the first nine
months (July-March 2008-09) has largely based on
reduction of oil subsidies and a cut in development
spending. All meaningful efforts to expand
revenues particularly by broadening the tax base
will only work in the medium-term.

The financing patterns of fiscal deficit remained
dominated by the banking system which financed
85 percent of the fiscal deficit and only 15 percent
were financed by the non-bank sources. The
government remained well ahead of the SBP
financing limit allowed by the Economic
Stabilization Program.

The overall FBR tax collection remained less than
satisfactory and actually witnessed deceleration in
real term. Resultantly, the FBR tax collection to
GDP ratio is likely to deteriorate around 9 percent
of GDP as against the target of bringing it in to the
vicinity of 10 percent of GDP. Tax Revenue
collected by the FBR amounted to Rs.898.6 billion
during the first ten months (July-April) of the
current fiscal year, which is 17.7 percent higher
than the net collection of Rs.763.6 billion in the
corresponding period of last year. The net Direct
tax collection was estimated at Rs. 332.5 billion
against the target of Rs 496 billion which implies a
growth of 16.9 percent during Jul-April 2008-009.

Indirect taxes grew by 18.2 percent during Jul-
April 2008-09 and accounted for 62 percent of
stake in overall tax revenue. The sales tax
collections grew by 22.2 percent and stood at
Rs.358.9 billion as against Rs.293.6 billion in
comparable period last year. The net customs duty
collection has inched up from Rs.114.9 billion in
2007-08 to Rs.117.2 billion in 2008-09, thereby
showing modest growth of 2.1 percent. The net
collection of federal excise stood at Rs 90.0 billion
during Jul-April 2008-09 as against Rs. 70.6

Vii
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billion in the corresponding period of last year,
thereby, showing an increase of 27.5 percent.

Despite a decline in fiscal deficit in the first nine
months of 2008-09, the growth in domestic debt
accelerated reflecting non-availability of financing
through external sources. The stock of domestic
debt grew by Rs.484.1 billion during July-March
2008-09. This strong growth in the domestic debt
reflects non-realization of privatization proceeds
and reduced availability of net external financing
due to increase in external debt repayments on
maturing stock of foreign currency bonds. The
main contribution came from 17.5 percent rise in
floating debt which increased by Rs.286 billion.
The stock of permanent debt has increased by
Rs.44 billion. Unfunded debt witnessed a growth
of 15.1 percent or Rs.154.2 in Jul-March 2008-09
mainly because of uncertainty in the financial
market and very attractive rates offered by NSS
schemes.

EXTERNAL SECTOR

The external sector has shown definite signs of
improvement. The current and trade account
balance has improved but there is some slippages
on account of current transfers. The buoyancy in
remittances is more than off-set by substantial
declining trend in inflows through exchange
companies. There is a substantial decline of around
$2 billion in services trade deficit during the first
ten months of the current fiscal year because of
tapering off in the demand pressures on the one
hand and lower freight and insurance payments on
the other. The financial account witnessed
slackening of capital inflows by staggering $ 2.7
billion mainly on account of lower FDI inflows,
higher portfolio outflows, lower disbursements of
loan and higher amortization payments. The
worsening of external account in the period of
July-October 2008-09 is compensated by
substantial improvement in the external account in
the period November-April 2008-09.

Exports were targeted at $ 19.0 billion or 6.9
percent lower than last year. Exports started to face
heat of global financial crisis since November
2008 and the contraction of world over demand has
exacerbated export contraction. The exports

viii

witnessed negative growth of 2.6 percent —
declining from $ 16.4 billion last year to $ 16.0
billion in July-April 2008-09. Imports registered a
negative growth of 9.8 percent in July-April 2009.
The imports stood at $26.77 billion as against
$28.715 billion in the comparable period of last
year. The growth in imports reflects impact of
substantial fall in oil and food imports in monetary
terms and these two items were responsible for 80
percent of additional imports bill last year. Import
compression measures coupled with massive fall in
international oil prices have started paying
dividends and imports witnessed marked
slowdown during the last two months.

Trade Balance The merchandise trade deficit
improved by 12.3 percent and declined from $10.7
billion in July-April 2008-09 to $ 12.3 billion in
July-April 2008-09. The substantial decrease of 9.8
percent in imports outstripped otherwise
significant decrease of 3.0 percent in export
growth, which caused the trade deficit to improve
by 12.3 percent. Workers Remittances totaled $
6.4 billion in July-April 2008-09 as against $ 5.3
billion in the comparable period of last year,
depicting an increase of 19.5 percent. Deep
recession in the US economy, which constitute
close to one-third of Pakistan’s remittances started
taking its toll and witnessed negative growth of 1.9
percent. The trend will be expected to continue in
the months to come, however, overall outlook of
remittances from other source countries is positive.

Current Account Balance Pakistan’s current
account deficit shrank by 23.5 percent during July-
April 2008-09. Current account deficit shrank to $
8.5 billion as against $ 11.2 billion last year. In the
month of February 2009, the current account
witnessed a surplus which is a rare development in
Pakistan economy. This was first monthly surplus
since June 2007. It turned to deficit in March and
April 2009. Exchange rate after remaining stable
for more than 4 years, lost significant value against
the US dollar and depreciated by 21% during
March-December 2008. Most of the depreciation
of rupee against dollar was recorded in post
November 2007 owing to combination of factors
like political uncertainty, trade related outflows
and speculative activities. With successful signing
of Standby arrangements with the IMF, the rupee
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got back some of its lost value. With substantial
import compression and revival of external inflows
from abroad in the coming months of the fiscal
year, the exchange rate will remain stable at
around Rs.80-82 per dollar.

The overall foreign investment during the first ten
months (July-April) of the current fiscal year has
declined by 42.7 percent and stood at $ 2.2 billion
as against $3.9 billion in the comparable period of
last year. Foreign direct investment (private)
shown some resilience and stood at $3205.4
million during the first ten months (July-April) of
the current fiscal year as against $3719.1 million
in the same period last year thereby showing a
decline of 13.8 percent. If viewed in the massive
fall in capital flows to emerging economies, even
this decline in FDI seems to be reasonably good.
Private portfolio investment on the other hand
showed an outflow of $451.5 million as against an
inflow of $98.9 million during the comparable
period of last year.

The hemorrhage to the foreign exchange reserves
have been arrested in the post-November period
and over $ 3 billion are added to the SBP reserves
inspite of $500 million Eurobond payment in
February 2009. Notwithstanding, improvement in
the external sector outlook remain hostage to
expected inflows in the last quarter. Foreign
Exchange Reserves declined substantially in the
initial months of 2008-09 dropping from $11.4
billion at end-June 2008 to a low of $6.4 billion by
November 25, 2008. This depletion of reserves in
the five months (July-November 2008) was much
higher than fall in forex reserves for the entire
fiscal year 2007-08. The subsequent partial
recovery since November 25, 2008 onward owed
essentially to the inflow of $ 3.1 billion from the
IMF  following Pakistan’s entry into a
macroeconomic stabilization program. The import
coverage ratio declined to an uncomfortable level
of 9.1 weeks as of end-October 2008 from 16.8
weeks of imports as of end-June 2008 but it
improved to 18 weeks of imports by end-April
20009.

The external debt & liabilities recovered in the
third quarter and actually fell in absolute as well as
relative terms between end-December 2008 and

end-March 2009, mainly because of lower than
anticipated net disbursements and positive
translation impact of appreciation of dollar versus
yen, SDR and euro. External debt and liabilities
(EDL) stood at US$ 50.1 billion or 30.7 percent of
the projected GDP for the 2008-09 at the end of
March 2009 which is higher than end-June 2008
stock of $46.3 billion or 27.6 percent of GDP. It
implies that EDL grew both in absolute and
relative terms during July-December period but
witnessed some correction in the third quarter.
Almost all categories of EDL barring Paris Club,
Eurobond and military, have witnessed increase;
however, highest increase in absolute term was
recorded in debt stock owed to the IMF as a result
of inflow of $3.1 billion on account of Stand by
Arrangements (SBA) signed with the IMF in end-
November 2008. On the liabilities side $500
million are added by Bank of China.

EXECUTIVE SUMMARY

01. GROWTH AND INVESTMENT

The economy has lost significant growth
momentum owing to massive contraction in the
industrial sector. The lowest real GDP growth rate
of 2 percent attained in the last eight years should
be taken in the backdrop of major disruptions of
extraordinary nature like political uncertainty
hovering around for most part of the year,
intensification of war on terror, acute energy
shortage and extremely high inflation by Pakistan’s
standard, massive adjustment efforts to regain
stability from a highly disruptive year (2007-08) of
exceptionally high macroeconomic imbalances,
and above all significant demand compression both
on domestic and external front, the economic
growth seemed to be satisfactory under the
circumstances. Real GDP grew by 2.0 percent in
2008-09 as against 4.1 percent last year and growth
target of 4.5%. The commodity producing sector
witnessed marginal positive growth of 0.2 percent
which is the lowest ever in the last eighteen years.

The modest growth of just 2.0 percent is shared
between Commodity Producing Sector (CPS)
(0.08) and services sector (1.92). Within the CPS,
agriculture contributed 1.0 percentage points or
50.1 percent to overall GDP growth (a significant
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increase from its contribution of only 5.0 percent
last year) while industry dragged 0.92 percentage
points or 46.1 percent to neutralize positive
contribution of the agriculture. In the services
sector major contributions to GDP growth came
from transport, storage & communication (0.3
percentage points or 14.6 percent), wholesale &
retail trade (0.7 percentage points or 27.1 percent)
and social services (0.8 percentage points or 38.6
percent).

Agriculture sector has depicted a stellar growth of
4.7 percent as compared to 1.1 percent witnessed
last year and target of 3.5 percent for the year.
Major crops accounting for 33.4 percent of
agricultural value added registered an impressive
growth of 7.7 percent as against a negative growth
of 6.4 percent last year and a target of 4.5 percent.
The livestock sector grew by 3.7 percent in 2008-
09 as against 4.2 percent last year. Output in the
manufacturing sector has contracted by 3.3
percent in 2008-09 as compared to expansion of
4.8 percent in last year and over-ambitious target
of 6.1 percent. Small and medium manufacturing
sector maintained its healthy growth of last year at
7.5 percent. Large-scale manufacturing depicted
contraction of 7.7 percent as against expansion of
4.0 percent in the last year and 5.5 percent target
for the year. The massive contraction is because of
acute energy out-ages, security environment and
political disruption in March 2009. The mining
and quarrying sector witnessed lowest ever
growth in almost one decade and grew by 1.3
percent in 2008-09 as against 4.4 percent growth
last year and target of 5.0 percent.

The services sector grew by 3.6 percent as against
the target of 6.1 percent and last year’s actual
growth of 6.6 percent. Value added in the
wholesale and retail trade sector grew at 3.1
percent as compared to 5.3 percent in last year and
target for the year of 5.4 percent. Finance and
insurance sector witnessed slow down of 1.2
percent compared with an expansion of 12.9% in
2007-08. The performance of this sector shows that
Pakistan’s financial sector is integrated in the
world economy and feeling the heat of the
financial crisis plaguing international financial
markets.  The  Transport, Storage and
Communication sub-sector depicted a sharp

deceleration in growth to 2.9 percent in 2008-09 as
compared to 5.7 percent growth of last year.

Pakistan’s per capita real income has risen by 2.5
percent in 2008-09 as against 3.4 percent last year.
Per capita income in dollar term rose from $ 1042
last year to $ 1046 in 2008-09, thereby showing
marginal increase of 0.3 percent. Real private
consumption rising by 5.2 percent as against
negative growth of 1.3 percent attained last year.
However, gross fixed capital formation could not
maintain its strong growth momentum and real
fixed investment growth contracted by 6.9 percent
as against the expansion of 3.8 percent in the last
fiscal year.

The total investment has declined from 22.5
percent of GDP in 2006-07 to 19.7 percent of GDP
in 2008-09. Fixed investment has decreased to
18.1 percent of GDP from 20.4 percent last year.
Private sector investment was decelerating
persistently since 2004-05 and its ratio to GDP has
declined from 15.7 percent in 2004-05 to 13.2
percent in 2008-09. Public sector investment to
GDP ratio was rising persistently from 4.0 percent
in 2002-03 to 5.6 percent in 2006-07, however,
declined to 4.9 percent in 2008-09. The national
savings rate has increased to 14.4 percent of GDP
in 2008-09 from 13.5 percent of GDP last year.
Domestic savings has declined substantially from
16.3 percent of GDP in 2005-06 to 11.2 percent of
GDP in 2008-09.

The overall foreign investment during the first ten
months (July-April) of the current fiscal year has
declined by 42.7 percent and stood at $ 2.2 billion
as against $3.9 billion in the comparable period of
last year. Foreign direct investment (private)
showed some resilience and stood at $3205.4
million during the first ten months (July-April) of
the current fiscal year as against $3719.1 million in
the same period last year thereby showing a
decline of 13.8 percent. Private portfolio
investment on the other hand showed a net outflow
of $451.5 million as against a net inflow of $98.9
million during the comparable period of last year.

US kept its distinction of being a largest investor in
Pakistan with 23.2 percent stake in the FDI. Other
big investors originated from Mauritius (10.0
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percent), Singapore (7.7 percent), UK (6.9
percent), Switzerland (6.6 percent), UAE (5.3
percent) and Hong Kong (3.9 percent). The
communication  sector (including  Telecom)
spearheaded the FDI inflows by accounting for
27.3 percent stake during July-April 2008-09
followed by financial business (22.4 percent),
energy including oil & gas and power (22.7
percent), and trade (4.9 percent). The current wave
of uncertainty in the global demand and economic
activity in the country has a major backlash on FDI
inflows.

02. Agriculture

Inspite of structural shift towards industrialization,
agriculture sector is still the largest sector of the
economy with deep impact on socio-economic set
up. It is the source of the livelihood of almost 44.7
percent of the total employed labour force in the
country. With the present contribution to GDP at
21.8 percent, agriculture sector is the mainstay of
the rural economy around which socio-economic
privileges and deprivations revolve. Thus given for
its stretched distinct forward and backward
linkages particularly with the industrial sector, a
large impact on balance of payments and highest
share in employment, agriculture sector has
assumed an added significance in backdrop of
global food crunch and food security. No strategy
of economic reforms can be realized without
sustained and broad based agricultural
development which is critical for raising living
standards, alleviating poverty assuring food
security, generating buoyant market for expansion
of industry and services, and making substantial
contribution to the national economic growth.

Agriculture has grown at an average rate of 4.1
percent per annum since 2002-03 with variations,
from 6.5 percent to 1.1 percent. The fluctuation in
agriculture has largely stemmed from a fluctuation
in major crops which in turn is the result of the
behaviour of Mother Nature, pest attacks on crops.

The performance of agriculture sector has been
stronger than expected during 2008-09 as against
the target of 3.5 percent and last year’s
performance of 1.1 percent, overall agriculture this
year is estimated to grow by 4.7 percent on account

of bumper wheat, rice and maize crops estimated
as 23.42, 6.9 and 4.0 million tons respectively.
Hence major crops accounting for 33.4 percent of
agricultural value added registered stellar growth
of 7.7 percent as against negative 6.4 percent last
year. Minor crops contributing 12.0 percent to
overall agriculture grew by 3.6 percent as against
10.9 percent last year. The performance of
livestock — the single largest contributor to overall
agriculture (51.8 percent) grew by 3.7 percent in
2008-09 as against 4.2 percent last year. The
fisheries sub sector performed positively at 2.3
percent though the previous year’s growth stood at
9.2 percent. Forestry has been experiencing
negative growth since 2003-04 and this year too
has posted negative growth of 15.7 percent in a
row.

Pakistan’s agricultural output is closely linked with
the supply of irrigation water. As against the
normal surface water availability at canal heads of
103.5 million-acre feet (MAF), the overall (both
for Kharif and Rabi) water availability has been
less in the range of 2.5 percent (2005-06) to 20.6
percent (2004-05) against the normal availability.
Relatively speaking, Rabi season faced more
shortage of water than Kharif during these years.

During the current fiscal year (2008-09), the
availability of water for Kharif 2008 (for the crops
such as rice, sugarcane and cotton) has been 0.3
percent less than the normal supplies and 5.5
percent less than last year’s Kharif. The water
availability during Rabi season (for major crop
such as wheat), is, however, estimated at 24.9
MAF, which is 31.6 percent less than the normal
availability, and 10.7 percent less than last year’s
Rabi.

The domestic production of fertilizers during the
first nine months (July - March 2008-09) of the
current fiscal year was up by 3.6 percent as
compared with corresponding period last year. On
the other hand, the import of fertilizer decreased by
51 percent, the total availability of fertilizer also
decreased by 11.9 percent during the same period
last year. Agricultural loans amounting to Rs.
151.9 billion were disbursed during (July-March,
2008-09) as against Rs.138.6 billion during the
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corresponding period last year, thereby registering
an increase of 9.6 percent.

03. MANUFACTURING AND MINING

Manufacturing sector is the second largest sector
of the economy having 18.4 percent contribution to
GDP. This sector has recorded its weakest growth
in a decade during current fiscal year. Overall
manufacturing posted a negative growth rate of 3.3
percent during the current fiscal year against the
target of 6.1 percent and 4.8 percent of last year.
Large-scale manufacturing (LSM) accounting for
almost 70 percent of overall manufacturing,
witnessed a broad-based decline of 7.7 percent
against the revised growth target of negative 5.0
percent during July-Mar  2008-09. Main
contributors towards this broad based decline were
the impact of severe energy shortages,
deterioration in domestic law and order situation,
sharp depreciation in rupee vis-a-vis US dollar and
most importantly, weak external demand on the
back of global recession coupled with slowdown in
domestic demand. The increasing trend in inflation
also affected consumers to curtail expenditure on
durable goods.

Textile sector being an export oriented industry of
Pakistan and more prone to international demand
shocks has been under severe stress amid a global
recession, however, textile production has declined
slightly, by 0.7 percent over the same period last
year.

The sustained growth in recent years in cement
industry is an outcome of increase in its production
capacity and exploitation of export markets. The
cement sector posted a growth rate of 4.71 percent
during the current fiscal year. Cement exports
increased by 48.8 percent. Fertilizer industry also
posted a positive growth due to increase in
production. The performance of steel mill was
unsatisfactory during the current fiscal year. The
production value slid down from Rs.11133 million
in 2007-08 to Rs. 9971 million in the current
financial year, witnessing a decrease of 10.44
percent.

Mineral potential of Pakistan though recognized to
be excellent is inadequately developed as its
contribution to GDP at present stands at 2.4
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percent. During the current fiscal year (July-Mar
2008-09), the mining and quarrying sector has
registered almost flat growth rate i.e. 1.31 percent
as against a target of 4.5 percent and 3.0 percent of
last year. The growth rate of this sector declined
sharply due to substantial diminishing trend in the
production of Magnesite (51.3%), Sluphere
(10.3%) and Dolomite (4.6%).

During the current fiscal year, the privatization
commission completed the transaction of Hazara
phosphate fertilizer limited (HPFL) fetching an
amount of Rs.1340.02 million. SMEDA plays a
vital role in creating market oriented economic
growth, employment opportunities and reducing
poverty. As many as 16 projects amounting to
Rs.1680 million have been approved for
implementation by SMEDA.

04. FISCAL DEVELOPMENT

The severity of the macroeconomic imbalances in
the last fiscal year once again reinforces the
importance of fiscal prudence for sustainable
economic growth. The overhang from 2007-08
continued to haunt adjustment efforts. The fiscal
consolidation efforts faced headwinds like
deteriorating security environment, domestic
political uncertainties along with the deepening of
the global financial crisis and overall depressed
macroeconomic environment. The unanticipated
persistence of inflationary pressures on the
economy kept fiscal policy options limited. The
shrinking revenues constrict government’s ability
to pursue counter cyclical policy.

There has been significant improvement in fiscal
performance during 2008-09 due to the policy
shift, with the overall fiscal deficit estimated to
have dropped to 4.3 percent of annual GDP. The
fiscal improvement in 2008-09 has largely based
on reduction of oil subsidies and a slash on
development spending. Going forward Pakistan
needs a substantial increase in resource base to
augment its development efforts and fiscal
consolidation efforts has to come from enhanced
revenue base because we have already exhausted
options for expenditure cuts. Pakistan’s future
economic development crucially hinges upon
additional resource mobilization and for this end
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extending the tax base to unexplored sectors is
very crucial.

The expenditure of the government in relation to
GDP exhibited replica of the past performance and
showing an overall decline since the beginning of
the 1990s. However, in 2008-09 total revenue as
percentage of GDP slightly recovered, due to a
marginal improvement in non-tax revenues as
percent of GDP. Total revenue is expected to reach
at Rs. 1910 billion, as compared to Rs. 1499.5
billion during the 2007-08.

The FBR revenue collection for the fiscal year
2008-09 was targeted at Rs.1250 billion at the time
of presentation of the Federal Budget 2008-09. Tax
collection during the first ten months (July-April)
of the current fiscal year amounted to Rs.898.6
billion, which is 17.7 percent higher than the net
collection of Rs.763.6 billion in the corresponding
period of last year. The tax collection performance
reflects the heat of slowing economy and falling
imports. The customs duty collection deviated
from its recent past track record of high growth
mainly because of the fact that dutiable imports
have undergone negative growth. The overall FBR
tax collection remained less than satisfactory and
actually witnessed deceleration in real term.
Resultantly, the FBR tax collection to GDP ratio is
likely to deteriorate around 9 percent of GDP as
against the target of bringing it in to the vicinity of
10 percent of GDP. Tax revenue from all sources
exhibited a decline in tax-GDP ratio from 10.3
percent in 2007-08 to around 10 percent in 2008-
09.

The budgeted total expenditure for the fiscal year
2008-09 was Rs.2391 billion, which is 4.9 percent
higher than the last year’s revised estimate. On the
other hand current expenditures were envisaged to
remain more or less stagnant at Rs.1876 billions.
The share of federal government in the current
expenditure was to the extent of Rs.1359 billions
and the remaining Rs. 517 billions were earmarked
for  provincial governments.  Development
expenditure (after adjusting for net lending) was
targeted at Rs.396 billion in 2008-09 which is up
by 7 percent than last year. On the basis of revenue
and expenditure projections, the overall fiscal

deficit is estimated at Rs.562 billion or 4.3 percent
of GDP as against 7.4 percent last year.

The current expenditure over run has become a
norm because of intensification of war on terror
and spike in security related expenditure in the last
two years. This is feeding into a significant gap
between budgeted and estimates in current
expenditure. The current year has witnessed some
deceleration in non-interest, non-defence
expenditure, however, to follow fiscal deficit
religiously, the government has to go an extra mile
by development expenditure cutbacks.
Notwithstanding this downturn, the growth in
current expenditure remained strong. Pakistan’s
fiscal adjustment experience over the years
suggests downward rigidity in current expenditure
and much of the effort has to come from either
additional revenue mobilization or development
expenditure cutbacks. In case of any eventuality of
revenue shortfall the development expenditure is
the prospective candidate to bore the brunt of
adjustment.

05. MONEY & CREDIT

In the light of continued inflationary buildup and
increasing pressures in the foreign exchange
market, the SBP announced a package of monetary
measures on May 21, 2008 that included;(i) an
increase of 150 bps in discount rate to 12 percent;
(ii) an increase of 100 bps in CRR and SLR to 9
percent and 19 percent, respectively for banking
institutions  (iii) introduction of a margin
requirement for the opening of letter of credit for
imports (excluding food and oil) of 35 percent, and
(iv) establishment of a floor of 5 percent on the
rate of return on profit and loss sharing and saving
accounts. Following a slight reversal in the
mounting inflation, the SBP announced a decline
of 100 bps on April 20, 2009. SBP’s tight
monetary policy and rationalization of fiscal
subsidies and expenditure controls are the key
factors that contributed a reasonable progress
towards macroeconomic stability. Although the
fiscal and external current account deficit reduced
during the last year, still it remains high along with
the risk of slippages.

Xiii
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The YoY growth in broad money (M2) declined
sharply to 4.59 percent as on 9" May FY09 against
8.96 percent in the corresponding period last year.
The money supply was limited to Rs 215.0 billion
as the Net Foreign Assets (NFA) of the banking
system recorded a decline of over Rs 227.1 billion
during the first ten months of the current fiscal
year to May 9".

However, NFA has improved by Rs 130 billions as
on 9™ May, 2009 after contracting by Rs 357
billion on 6 December, 2008. This improvement
mainly came towards end March 2009 as the
government received $ 500 million each from the
World Bank and the Bank of China. The
improvements in external account and hence in
NFA are mainly owed to a rise in worker’s
remittances; increase in external financial inflows
from multilateral and bilateral sources and
substantial retirement of foreign currency loans to
commercial banks.

On the other hand Net Domestic Assets (NDA) of
the banking system decelerated sharply during Jul-
May FY09 to 10.99 percent as compared to 21.3
percent during the same period last year. The sharp
deceleration in NDA growth of banking system
was mainly contributed by decrease in government
borrowings and credit to non-government sector
during Jul-May FYQ09. The credit of Rs 138.4
billion to the public sector enterprise (PSEs), and
government borrowings worth Rs 119.8 billion for
commodity operations has significantly contributed
Rs 258.2 billion in NDA during Jul-MayFY09
compared to an expansion of Rs 105.2 billion in
the same period last year. Credit to PSEs increased
by Rs 138.4 billion during July-May FY09 against
an increase of Rs 44.3billion in same period last
year. The demand for credit from private sector
decelerated. As it declined to Rs. 21.8 billion
during July — May FY09 compared to Rs 369.8
billion in the corresponding period of the last year.
This sharp decline in private sector credit during
July-May FY09 was mainly due to the
exceptionally low demand for working capital that
has witnessed the lowest growth in the recent past.

According to the distribution of credit to the
private sector, the manufacturing sector although
declined to Rs 89.4 billion, still continued to be the
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largest recipient of bank credit during Jul-
March2008-09. The overall manufacturing sector
accounted for almost 85 percent of the credit to
private sector business. The structure of loan
portfolio of the banks has changed significantly as
by end December 2008, 78 percent of the total
bank advances were lent at the rate of 12 percent
and above as compared to the 70 percent of bank
advances were extended at rates between 9 to 12
percent during the same month last year. The bank
have followed more strict credit criteria due to
rising NPLs. Banks are focusing to finance those
projects which are able to generate cash flows.

The impact of tight monetary stance and liquidity
management began to translate into a rise in other
interest rates, with varied magnitude, at different
stages of the economy. For instance, 6-months T-
bills cutoff witnessed an increase of 169 basis
points to 13.2 percent during Jul-May FYQ9.
However, 6-months and 12-months KIBOR
decreased by 26 bps and 39 bps to 13.68 percent
and 13.83 percent respectively at end May 2008 in
view a cut of 100 bps in the policy rate in April
20009.

6. CAPITAL MARKETS

The beginning of the fiscal year 2008 appeared
promising for Pakistan’s capital markets regardless
of the sub-prime crisis intensifying its grip on
financial systems all over the globe. The stock
markets in Pakistan posted good gains and the
KSE-100 index gained 11.6 percent by mid of
April 2008 and touched the highest level of 15,676
points on April 18, 2008 with a gain of 1,747
points over the level of index as at start of the year
2008. Subsequent to this high time, however, the
equity market has seen an episode of precipitous
decline: the KSE-100 index has fallen by over 62
percent (as on December 31, 2008) since touching
its peak in April 2008. While issues related to the
macroeconomic scenario and a shaky political
environment fuelled anxiety among the investor
community and contributed to the fall in value, a
dearth of adequate corporate governance measures
aggravated the situation. Supplementing the
extensive weakness was the diminishing foreign
interest in the equity markets of Pakistan.
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Notwithstanding, equity investors have embarked
on a fractional recovery of their fortunes with an
upsurge in the KSE-100 index of a fine 22.5
percent since the commencement of the calendar
year 2009, driven up chiefly by signs of returning
economic stability. A timely loan from the
International Monetary Fund (IMF) approved in
November 2008 and a materialization of pledges
by Friends of Democratic Pakistan are collectively
expected to help out the economy sail through
what could be a tumultuous era. It goes without
saying that the government's success in managing
the economy has, without a doubt, served to build
a soothing outcome.

The stock market observed gigantic foreign
outflows owing to the removal of price floor
mechanism in the middle of December 2008. The
prospects of healthy foreign interest become
doubly depressing by looking at the figure of
foreign equity investment during the first nine
months of the current fiscal year 2008-09. It stands
at a negative $418.4 million till March 2009. With
no fresh merger and acquisition activity in the year
2008-09, the international investors remained keen
to increase their ownership share.

Pakistan’s debt market has witnessed an issuance
of long term government securities amounting to
about Rs. 49 billion and revision in deposit rates of
National Savings Schemes on a quarterly basis in
2008-09. Three new TFCs have been issued.
Interestingly, the non-bank market remained the
principal issuers this time with no floatation related
to the financial sector. Recent regulations by SECP
that emphasize on increasing the minimum capital
base and strict requirements for the classification
of non-performing loans are anticipated to augment
the strength of the NBFC sector.

Capital market reforms are an integral component
of the structural reforms being supported by the
government to restore macroeconomic stability and
to build up the banking system, while developing a
more contributing incentive regime for financial
industry. Significant progress has been made on
capital market reforms, including adoption of
international standards and market practices and
the streamlining of regulatory infrastructure to
enhance surveillance and enforcement.

The government is keen to maintain the
momentum to strengthen, deepen and broaden the
base of capital markets. As a further step to fulfill
this objective, the SECP has revived the
Consultative Group on Capital Markets to act as an
independent think tank for important policy
decisions in relation to the development of capital
markets in Pakistan.

07. INFLATION

Inflation rate as measured by the change in
Consumer Price Index (CPI), averaged at 22.3
percent during the first ten months (July-April)
2008-09 as against 10.3 percent in the same period
last year. Food and non-food inflation have been
estimated at 26.6 percent and 19.0 percent against
15.0 percent and 6.8 percent in the same period of
last year. This year inflation accelerated at rapid
pace mainly because of food prices which
increased as result of high prices of widely
consumable items such wheat, wheat flour, sugar
and meat etc, owing to their supply shortage. Other
major factors that effected domestic prices include
phasing out of subsidies on petroleum products,
upward revision of support prices of wheat by
above 50 percent thus pushing up the retail prices
of wheat and wheat flour across the country.

Core Inflation, which represents the rate of
increase in cost of good and services excluding
food and energy prices, core also went up from
14.7 percent in July 2008 to 17.8 percent in April
2009. After hovering around the 18 percent since
October 2008, core inflation came down slightly to
18.5 percent in March 2009 and further to 17.8
percent in April 2009. The demand supply gap in
case of meat, the extreme shortage of onion in the
market and decline in sugar production has been
the most significant contributors to the pick-up in
food inflation during 2008-09. Based on the trend
of prices of these items, the contribution of food
inflation to the overall inflation has increased to
48% and that of non-food at 50.7 percent.

To contain inflation within desirable limits, the
government took various measures such as

curtailing government  expenditure  through
stringent  fiscal discipline, supply augment
arrangements  through imports and smooth
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distribution network of essential commodities.
Throughout the year, the Economic Coordination
Committee (ECC) keep a constant watch over
prices and supply of essential commaodities in their
fortnightly meetings And come up with
recommendations to improve supply.

08. TRADE AND PAYMENTS

The external sector developments in 2008-09
followed a rollercoaster ride patterns: started with
highest ever oil prices and unbearable commodity
prices, punctuating the highs in October 2008
when current account crossed $2 billion mark on
the back of soaring energy prices and uncertainties,
gradually caught into the financial crisis and
accentuating the lows in February 2009 with a
current account surplus. The year started with first
quarter current account deficit of $3.8 billion and
reached to third quarter deficit of just $0.3 billion.
Notwithstanding this positive development, the
external sector is still prone to some downside risk.

Overall exports recorded a negative growth of 3.0
percent during the first ten months (July-April) of
the current fiscal year against positive growth of
10.2 percent in the same period of last year. In
absolute terms, exports have decreased from $
15,222.9 million to $ 14762.2 million in the period.

Imports during the first ten months (July-April) of
the current fiscal year (2008-09) decline by 9.8
percent compared with the same period of last
year, reaching to $ 28.92 billion. Import
compression measures lowering domestic demand
coupled with massive fall in international oil prices
have started paying dividends and imports
witnessed slowdown. Beside that depreciation of
rupee had also played a significant role for lower
imports during current fiscal year.

Imports of the petroleum group registered
declining growth of 7.6 percent and reached to
$8012.7 million. The petroleum group accounts for
27.7 percent of total imports but contributed 21.0
percent in the overall growth of imports for the
year. The decline in imports of the petroleum
group has been due to massive fall in oil prices in
the international market. The imports of telecom
decline by 54.8 percent during July-April 2008-09.
This is followed by imports of consumer durables
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group which exhibits negative growth of 16.4
percent. Petroleum group, Raw Materials and food
groups witnessed a negative growth of 7.6 percent,
5.2 percent and 3.1 percent respectively. Import of
machinery remained the only group which showed
a nominal growth of 0.5 percent during July-April
2008-009.

Pakistan’s current account deficit (CAD) moved
back o US$ 8.5 billion during Jul-April 2008-09
against US$ 11.2 billion in the comparable period
of last year, showing an improvement of 23.5
percent. The improvement in current account arises
during November-April 2008-09 when it declined
by 74 percent over the corresponding period last
year on the back of reduction in trade deficit and
improvement in invisible account. While on the
other hand, current account balance worsened by
100.8 percent during the first four months of the
current fiscal year 2008-09 compared with the
same period last year owing to increased import
payments on account of higher import prices and
food imports. Trade deficit decelerated by 12.3
percent during July-April 2008-09.

Services account deficit shrank by 41.3 percent
during Jul-April Fiscal Year 2008-09 to reach $ 3.2
billion. This deterioration was contributed by
factors like receipt from logistic support,
deceleration in freight related charges and sharp
fall in outflows from foreign exchange companies
the result of action against undocumented fund
transfer.

Financial account contracts from $ 6,224 million to
$ 3,476 million during July-April 2008-09 against
corresponding period last year. This decline was a
result of variety of reasons which discourage the
investment flows to Pakistan during July-April
2008-09, mainly weakening economic
fundamentals, deteriorating law and order
situation, slack functioning of stock market, lack of
privatization proceeds and in the presence of
global financial crises the foreign investors
declined to invest as expectations of the lower
degree of profitability.

Workers” remittances amounted to $ 6355.6
million in July-April 2008-09 as against $ 5319.1
in corresponding period last year, thereby showing
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an increase of 19.5 percent. More than 75.0 percent
of remittance during July-October 2008-09 routed
through exchange companies whereas majority of
the increase in remittances growth was contributed
by higher inflows in banks during November-
March 2008-09. This compositional change in
remittance can be attributed to the FIA actions
against the undocumented fund transfer during
October 2008.

Pakistan’s total liquid foreign exchange reserves
amounted to $ 11.6 billion by the end of May,
2009. Of which reserves held by State Bank of
Pakistan stood at $ 8.28 billion and by banks stood
at $ 3.32 billion. The trend of reserves is consisting
of two parts during current fiscal year. As foreign
exchange reserves declined to a low during the first
five months of 2008-09 at $ 6.4 billion by 25"
November, 2008 from $ 11.4 billion at the end of
June 2008._Pressure on reserves eased due to
reduction in current account deficit along with
modest recovery in capital flows thereby bringing
stability in exchange rate which further improved
the position of foreign exchange reserves.

09. EXTERNAL AND DOMESTIC DEBT

External debt and liabilities (EDL) Pakistan’s
total external debt increased from US$ 46.3 billion
at end-June 2008 to US$ 50.1 billion by end-
March 2009 — an increase of US $ 3.8 billion or
8.2 percent. In relative terms, EDL as percentage
of GDP increased from 28.1 percent at end-June
2008 to 30.2 percent by end-March 2009— an
increase of 2.1 percentage points. The country’s
debt burden is also defined as external debt and
liabilities as percentage of foreign exchange
earnings which increased from 124.3 percent by
end-June 2008 to 144.3 percent by end-March
2009.

International capital markets have seen one of the
most turbulent years in recent history. With the
financial crisis instilling a sense of distrust amidst
the market, access to financing has been restricted,
with spreads widening for both developed and
emerging economies alike. As negative sentiments
prevail, the situation for Pakistan is compounded
by weaker economic performance in 2008-09 and a
highly volatile domestic security situation. The

spread on Pakistani sovereign bonds as given by
the EMBI have gone up by 1550 bps and have a
rating of B3/CCC+. Given the severity of the
crisis in international markets, and hesitance with
respect to investor confidence, Pakistan has not
issued any new instruments in 2008-09.

Public debt increased by Rs.1367 billion in the
first nine months of 2008-09, reaching a total
outstanding amount of Rs.7268 billion; an increase
of 23.2 percent in nominal terms. Total public debt
has been growing at an average of 12 percent per
year since the fiscal year 1999-2000. The increase
in total public debt is shared between rupee and
foreign currency debt in the ratio of 40:60. The rise
in foreign currency debt is mainly because of
massive depreciation of the Pak rupee in the first
quarter of the fiscal year. In absolute terms $3.1
billion are added to the public external debt in the
period July-March 2009. Public debt as a
percentage of GDP (a critical indicator of the
country’s debt burden) has declined by 1.9
percentage points in the nine months down from
57.4 percent by end-June 2008 to 55.5 percent of
GDP by end-March 2009.

Total domestic debt is positioned at Rs 3758.6
billion at end-March 2009 which implies net
addition of Rs.484.1 billion in the nine months of
the current fiscal year. In relation to GDP the
domestic debt stood at 28.7 percent of GDP which
is lower than end-June 2008 level at 31.3 percent.
The domestic debt grew by 14.8 percent which is
lower than last years’ growth of 23.3 percent. The
increase in domestic debt is lower than nominal
GDP growth which helped reduction of 2.7
percentage points of GDP.

Interest payments on domestic debt stood at Rs
551 billion which sums to 41.8 percent of tax
revenues and 30.5 percent of total revenues
estimates of 2008-09. As a percentage of total
expenditure budgeted for 2008-09, interest
payments are currently 23.0 percent. The interest
payments on domestic debt stood at 4.3 percent of
GDP for 2008-09.

10. EDUCATION

Education is extensively regarded as a route to
economic prosperity being the key to scientific and
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technological advancement. Hence, it plays a
pivotal role in human capital formation and a
necessary tool for sustainable socio-economic
growth. Education also combats unemployment,
confirms sound foundation of social equity,
awareness, tolerance, self esteem and spread of
political socialization and cultural vitality.

Public expenditure on education as a percentage to
GDP is lowest in Pakistan due to fiscal resources
constraint. The trend of investment on Education in
terms of GDP has been 2.50 % and 2.47 % in the
years 2006-07 and 2007-8 respectively whereas it
is estimated to be 2.10 % during the 2008-09. It is
on the lower side compared with requirements
given the importance of the sector. The budget
allocation has increased by 8.6 % in 2008-09 as
against an increase of 17 % in 2007-08.

According to Pakistan Social and Living
Measurement (PSLM) Survey data (2007-08), the
overall literacy rate (age 10 years and above) is
56% (69% for male and 44% for female) in 2007-
08 compared to 55% (67% for male and 42% for
female) in 2006-07. Literacy remains higher in
urban areas (71%) than in rural areas (49%) and
more in men (69%) compared to women (44%).
When analyzed provincially, literacy rate in Punjab
stood at 59 % followed by Sindh (56%), NWFP
(49%) and Balochistan at 46%. The literacy rate of
Punjab and Balochistan has improved considerably
during 2006-07 to 2007-08. The overall school
attendance (age 10 years and above) is 58% (71%
for male and 46% for female) in 2007-08
compared to 56% (68 % for male and 44% for
female) in 2005-06.

According to the Ministry of Education, there are
currently 227,243 educational institutions in the
country. The over all enrolment is recorded at
34.49 million with teaching staff of 1.27 million.

11. HEALTH & NUTRITION

The government attaches a very high priority to the
improvement of health facilities so as to translate
the economic success into social benefits. In
Pakistan, the coverage of health facilities has
improved over the years. The existing network of
medical services consists of 948 hospitals, 4794
dispensaries, 5310 basic health units (BHUs), 561
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rural health centres (RHCs) and the availability of
103037 hospital beds. Besides, there are 133956
doctors, 9012 dentists and 65387 nurses in the
country. During the calendar year 2008, the
population medical facilities ratio in terms of
doctor works out 1212 person per doctor, 18010
person per dentist, 2478 person per nurse and
availability of one hospital bed for 1575 persons.

The total outlay on health during 2008-09 is
estimated at Rs.74 billion which shows an increase
of 23 percent over last year and works out to be 0.5
percent of GNP. The new health facilities added to
the overall health services system during 2008-09,
include the construction of 48 new facilities (35
BHUs and 13 RHCs), up-gradation of 890 existing
facilities (850 BHUs and 40 RHCs), addition of
4300 hospital beds and training of 4500 doctors,
400 dentists, 3200 nurses and 5000 paramedics
beside training of 96000 LHVs. To control the
common diseases and to alleviate their pain and
suffering, various health programmes like TB,
Malaria and AIDS Control Programmes were
carried out. The caloric intake per person has been
estimated as 2363 per day in 2008-09 and per
capita protein availability has increased from 69.5
gram last year to 70.0 gram in the 2008-009.

12. POPULATION,
EMPLOYMENT

The population of Pakistan stood at 163.67 in mid
2008-09. If the existing trend remains unchanged,
it will reach 167 million by the year 2010 and 194
million by 2020 (NIPS). The density of population
per person is 185 (2003).According to 2007
province wise demographic estimates of the
planning and development division, Punjab has
55.46 percent of the total population of Pakistan.
Sindh has 22.92 percent of entire population
NWFP has 13.73 percent population. Baluchistan
is the least populous with 5.15 percent of
population while Islamabad has 0.7 percent
population and Federally administered Tribal
Areas have 2.37 percent of entire population.

LABOUR AND

Crude birth rate (CBR) measures the growth and
crude death rate (CDR) measures the decline of a
population. These also give the birth and death
rates among a population of 1000. CBR in Pakistan
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is estimated at 25 while 10 years ago it was 31.7
which is a good trend, similarly CDR is 7.7 and
about a decade ago it was 9. Both of these indicate
that improvement on the population front is
evident. This also shows that health statistics are
gradually improving. Infant mortality rate was 81.1
in 1998 while it is 70.2 per thousand live births
now. The decline explains that certain diseases
have been controlled and there has been greater
access to health care for the people.

Pakistan has a labour force of 51.78 million
people. Women labour force has increased; which
stood at 10.96 million that is 0.1 million more than
the previous year. The total number of people
employed was 49.09 that is 1.44 million more than
the previous year. The supply of labour force in the
economy and the composition of the country’s
human resource is determined by the labor force
participation rate (LFPR). Crude activity rate is the
currently active population expressed as a
percentage of the total population in Pakistan.
Crude activity has increased negligibly in 2007-08;
it is 32.2 percent. Agriculture dominates the
distribution of employed persons among all the
major sectors leading at (44.65%) during 2007-08,
manufacturing has the share of (12.99%). The
“Others” category has the combined distribution
of employed persons in several industries of
(0.1%). During the period 1999-2000 to 2005-06,
11.33 million work opportunities were created, due
mainly to the strong economic growth. However,
in the subsequent year i.e. 2007-08, an increase of
1.44 million employed persons was seen.

13. POVERTY

The main objectives of government policies are to
raise the standard of living and improve the socio-
economic conditions of the people and thus reduce
the incidence of poverty in the country.

Food prices have a significant bearing on poverty
incidence. A review of price trends of essential
items during 2007-08 indicates that the major
portion of food inflation during this period
stemmed from hike in the prices consumed by the
poor household such as wheat, flour, rice, edible
oil, vegetables and pulses. Since April 2007, the
economy has witnessed over 200 percent increase

in the price of palm oil; and an increase of 150
percent in wheat prices, while over 100 percent
increase in the price of oil in the international
market.

Moreover, economic growth has slowed down
considerably during the last three years. The
industry and construction sectors have contracted
due to the domestic slowdown and energy shortage
and also due to global recession. Thus job
absorbing capacity of the economy shrank.

Based on the Federal Bureau of Statistics’ PSLM
data, the Centre for Poverty Reduction and Social
Policy Development (CPRSPD), Planning and
Development Division estimated a sharp decline in
the headcount poverty ratio for 2007-08. However,

these findings appear to contradict other
assessments conducted subsequently, and which
better reflect global and domestic price

developments after June 2008. These subsequent
assessments point towards a strong likelihood of a
sharp increase in the poverty incidence in Pakistan
as a result of unprecedented food inflation and
transmission of international energy prices to
domestic consumers.

The Report of a UN Inter Agency Assessment
Mission fielded during June-July 2008 found that
food security in Pakistan in 2007-08 had
significantly worsened as a result of food price
hike. The total number of households falling into
this category was estimated to be seven million
households or about 45 million people in 2008.
The survey further indicates that more than 40
percent of households reported no change in
income in 2008 since last year. Forty five percent
of the population working as employees witnessed
decrease in their real wages. The Report shows an
increase in the share of severely food insecure
population, from 23 percent in 2005-06 to 28
percent in 2008. The main findings indicate that
the high food prices are undermining poverty
reduction gains, as food expenditures comprise a
large share of the poor’s total expenditures and
food price hike has severely eroded poor
household purchasing power.

The Planning Commission’s constituted Panel of
Economists in its Interim Report based on 2004-05
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poverty head count number of 23.9 percent
suggested an increase of around 6 percentage
points in poverty incidence for the year 2008-009.
Similarly, the Task Force on Food Security based
on the World Bank estimates of head count ratio of
29.2 percent in 2004-05 poverty estimated that
poverty head count increased to 33.8 percent in
2007-08 and 36.1 percent in 2008-09 or about 62
million people in 2008-09 were below the poverty
line.

Subsequent to the poverty estimates of 2007-08
produced by CPRSPD, a validation exercise was
conducted by the World Bank. In its analysis, the
World Bank disaggregated the full year estimate
into quarterly estimated HCR and found an almost
4 to 5 percentage point increase in the last quarter
of 2007-08, to around 21 percent.

The World Bank has estimated, using methodology
consistent with that used by CPRSPD in its poverty
estimation, and taking current projections of real
GDP growth, that the poverty Head Count Ratio
could rise to over 25 percent by 2009-10.

Given the flux produced by large changes in food
and energy prices since late 2007, the government
intends to commission a rapid household income
and expenditure survey to better assess the current
position regarding poverty incidence and
vulnerability in the country. This survey is
expected to be conducted shortly.

Second generation poverty reduction strategy
paper (PRSP-I1) built up on nine pillars has been
finalized with an aim to reduce poverty by
regaining macroeconomic stability. Social sector
and poverty related expenditures are projected to
be Rs 760 billion during 2008-09, constituting 5.86
percent of GDP which is in line with the fiscal
responsibility and Debt Limitation Act 2005,
stipulating that expenditures on social sectors
should not be less than 4.5 percent of GDP in any
given year.

During year 2008-09, government took various
initiatives to combat poverty which included
PPAF, micro finance SME operations, Benazir
Income Support programme, Peoples Works
programme, Pakistan Bait-ul-Mal and Punjab

Government initiatives including tractor subsidy,
sasti roti and Punjab food support scheme; which
will help enhance absolute per capita income, and
widen the scope to earn livelihood.

14. TRANSPORT AND COMMUNICATION

Transportation network of any country is of vital
importance to its development and affects all
sectors through economic linkages. It ensures safe
and timely traveling, encourages business activities
and cuts down transportation costs while granting
access to producers for marketing their goods.
Pakistan’s economic development partly depends
on improvement/modernization of its transport
sector accounting for 11 percent of GDP & 16
percent of fixed investment.

Pakistan has a vast road network covering 258,350
kilometers including 176,589 KM of high type
roads and 81,761 KM of low type roads. Total
roads network which were 229,595 Km in 1996-
97, increased to 258,350 Km by 2008-09
indicating an increase of 12.5 percent. During the
out-going fiscal year, the length of the high
outgoing type road network increased by 1.3
percent but the length of the low type road network
declined by 2.7 percent because most of the low
typed roads have been converted to high type
roads.

An effective railway system facilitates commerce
and trade, reduces transportation cost and promotes
rural development and national integration while
reducing the burden on commuters. Pakistan
Railway carried 63.0 million passengers and 5.4
million tons of freight during current fiscal year
and its earning stood at Rs. 17442 million.

The outgoing year (2009) was also exceptionally
difficult for PIA, as the airline was equally affected
by the unprecedented increase in fuel cost coupled
with weaker Pakistani-Rupee which severely hurt
PIA and eventually it had to bear huge loss on its
US $ loans. PIA international passenger traffic,
excluding Hajj traffic registered an increase of 3.5
percent (passengers despite the seat (capacity)
reduction of 2.3 percent. On domestic routes
passenger traffic also registered an increase of 3.6
percent passengers, despite the seat (capacity)
reduction of 7.4 percent. Hence in terms of
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capacity utilization, overall Passenger Seat Factor
(excluding Hajj) increased to 74.5 percent during
the year 2008 as compared to 70.3 in 2007
although Airline was constrained to mount less
ASKs (Available Seat Kilometers) by 5.7 percent.
Similarly, though Cargo capacity was also lowered
by 13.8 percent during the year 2009. load factor
compared to the year 2008 improved by 2.7
percent.

Karachi Port Trust (KPT) is contributing to the
economic growth of the country, by its record
cargo handled at KPT. During the first seven
months of the current fiscal year, it posted a
remarkable increase of 44.3 percent in exports
handled at Karachi Port Trust during first nine
months of current financial year 2008-09, Port
Qasim Authority handled 18.01 million tones
cargo depicting a shortfall of 9 percent over Jul 07-
Mar 08 owing to global economic crisis. Pakistan
National Shipping Corporation (PNSC) lifted
5762.2 million tones of liquid cargo and 865.0
million tons of dry cargo during the current fiscal
year. The consolidated revenues of the Group for
the quarter ending March 31, 2009 were Rs.9503
million during the period under review as against
Rs.7,471 million for the corresponding period last
year showing an increase of 27 percent.

Telecom sector of Pakistan exhibited positive but
slow growth in terms of revenue, subscribers and
teledensity. During the current fiscal year total
teledensity reached to 60.6 percent. However,
cellular segment leads the share in total teledensity
by 93.7 percent followed by Fixed Local Loop
(FLL) 3.8 percent and Wireless Local Loop (WLL)
2.5 percent. During the first 9 months of 2008-09,
cellular Market added 3,422,599 subscribers with
average of 0.3 million per month and total
subscribers reached 91.4 million. Total fixed line
subscribers in Pakistan stand at a total of 3.7
million as of March, 2009, vyielding total
teledensity of 2.3 percent. Total WLL subscribers
stood at 2.5 million and density in the country
touched 1.5 percent in March, 09. There are
currently more than 12,000 cities/ towns/villages
covered by WLL services.

15. ENERGY

The outgoing year has witnessed number of
internal and external challenges in Pakistan’s
economy and shortfall in energy sector is among
the major problems. During the current year,
supply and consumption of energy remained lower
than previous years. The consumption of energy
remained low due to overall slow down of
economy. While the major cause behind the lesser
energy supplies remained circular debt issue in the
energy sector. Energy shortages dragged the
performance of economy especially large scale
manufacturing.

The consumption of petroleum products, gas and
coal during the first nine months (July-March
2008-09) of the current fiscal year decreased by
3.4 percent, 2.5 percent and 26.5 percent,
respectively over the corresponding period of last
year. On the other hand, supply of crude oil,
petroleum products, coal, and electricity during the
first nine months of the outgoing fiscal year 2008-
09 decreased by 5.5 percent, 2.8 percent, 26.5
percent and 17.9 percent, respectively over the
corresponding period of last year

Production of crude oil per day has decreased to
66,531 barrels per day during July-March 2008-08
from 70,165 barrels per day during the same period
last year, showing a decrease of 5.2 percent. On
average, the transport sector consumes 51.6
percent of the petroleum products, followed by
power sector (33.1 percent), industry (10.3
percent), household (1.7 percent), other
government (2.1 percent), and agriculture (1.1
percent) during last 10 years i.e. 1998-99 to 2007-
08.

The average production of natural gas per day
stood at 3,986.5 million cubic feet during July-
March, 2008-09, as compared to 3,965.9 million
cubic feet over the same period last year, showing
an increase of 0.52 percent. On average, the power
sector consumes 37.2 percent of gas, followed by
industrial sector (20.4 percent), household (16.8
percent), fertilizer (19.8 percent), Transport (2.0
percent), commercial sector (2.7 percent) and
cement (1.0 percent) during last 10 years i.e. 1998-
99 to 2007-08.
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The total installed generation capacity has
increased to 19.754 MW during July-March 2008-
09 from 19,566 MW during the same period last
year, showing a marginal increase (1.0 percent).
Total installed capacity of WAPDA stood at
11,454 MW during July-March 2008-09 of which,
hydel accounts for 57.2 percent or 6,555 MW,
thermal accounts for 42.8 percent or4, 899 MW.
The number of villages electrified increased to
133,463 by March 2009 as compared to 126,296
by March 2008, showing an increase of 5.7
percent. Presently, some 2.700 CNG stations are
operating in the country. By March 2009 about 2.0
million vehicles were converted to CNG as
compared to 1.70 million vehicles during the same
period last year, showing an increase of 17.6
percent. With these developments Pakistan has
now become the largest CNG using country.

16. ENVIRONMENT

The Government of Pakistan has declared 2009 as
the National Year of Environment. In this regard
the current year was kicked off with a Regional
level workshop on Climate Change, which was
inaugurated by the Prime Minister of Pakistan. A
Medium Term Development Framework 2005-
2010 (MTDF) adopted by the GoP in mid-2005
coincided with the approval of a new and far-
reaching National Environmental Policy (NEP),
with the goal to ““protect, conserve and restore
Pakistan’s environment in order to improve the
quality of life of the citizens through sustainable
development, and establishing directions for
water supply and management, air quality, waste
management,  forestry, biodiversity, energy
efficiency, and agriculture. The Government has
also made a considerable increase in its fund
allocation for Environmental projects in the Public
Sector Development Programme (PSDP).

Realizing the importance and role of sanitation in
the improvement of environment as well as the
commitment to achieve the MD sanitation goals,
the MoEnv presented the National Sanitation

Policy of Pakistan before the Federal Cabinet soon
after the Second South Asian Conference. The
Ministry in collaboration with UNICEF, Water &
Sanitation Programme (World Bank), Water Aid,
Rural Support Programme Network (RSPN) etc,
launched awareness and training programmes in
the year 2008, the International Year of Sanitation
(I'YS 2008). Installation of water filtration plants in
different areas is underway, the implementation of
which is targeted to be completed within this fiscal
year.

The latest figures released by the MoEnv estimated
that about 38 percent of Pakistan's irrigated land is
waterlogged; the productivity of soil is being lost
due to salinity and sodicity. To achieve the MDGs
target of vegetation cover of 6 percent by 2015, the
Planning Commission proactively interacted with
the MoEnv and the Provincial Forest Departments
to come up with project for afforestation/
reforestation to meet the MTDF and MDGs targets.
The President of Pakistan launched a Mass
Afforestation Programme on December 22, 2008.
This programme will be spread over a period of
five years and shall largely be sponsored by private
entrepreneurs for planting trees on state and other
suitable lands.

Climate Change is also a mater of concern for
Pakistan because of the impact it will have on
glaciers releasing water for crops. Planning
Commission has recently established a task force
to investigate the impact of climate change on the
country's  agriculture, economy and natural
resources. The Government also initiated the
Technical Advisory Panel (TAP) Feb 2008 on
Climate Change. So far, the Government has taken
significant initiatives in collaboration with
international agencies to address complex issues
responsible for environmental degradation. A
pragmatic  approach  towards  multifarious
challenges requires in depth and focused research,
without which desired results will remain
unachievable.
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Chapter No. 1

Growth and Investment

I. INTRODUCTION

Pakistan’s economy weathered an unprecedented
set of challenges during 2008-09. The outgoing
fiscal year witnessed the culmination of four
separate, and severe, shocks that Pakistan has had
to endure over the course of the past two years.
The first negative shock to the economy emanated
from a severe macroeconomic crisis that resulted
from policy-induced imbalances of the past several
years that had assumed unsustainable proportions
by 2007-08. This was reinforced by a second shock
involving a large deterioration in Pakistan’s net
external terms of trade as a result of the spike in
world commodity prices that had occurred during
2007 and a large part of 2008. Largely as a result,
the economy suffered a significant supply shock,
especially in the case of provision of energy. In
addition to the foregoing, a third shock Pakistan
has had to grapple with emanated from the adverse
effects of the turmoil in global financial markets
which has resulted in a collapse of external
demand for its exports, and a sharp decline in the
availability of external capital to finance its fiscal
and current account deficits.

A spill-over effect of the global financial crisis was
felt on market and investor confidence in many
developing countries, including Pakistan, as
banking systems and asset markets came under
periods of stress. Finally, 2008-09 witnessed the
intensification of an unprecedented domestic
security challenge which has exacted an extremely
high cost on the economy, both in terms of direct
costs of the fight against extremism, as well as in
terms of a knock-on effect on investment inflows
and market confidence. A significant collateral
impact has been borne by Pakistan in terms of the

squeezing of fiscal space for critical development
and social sector expenditures.

The cumulative effect of these challenges has been
a significant loss of growth momentum in the
economy. Real GDP growth in the outgoing year is
now estimated at 2 percent, compared to a revised
4.1 percent in the previous fiscal year, with the
commodity producing sector recording a rise of
only 0.2 percent — the lowest since 1992-93. Gross
fixed investment declined substantially, from 20.4
percent of GDP in 2007-08 to 18.1 percent
provisionally in 2008-09, with a significant fall in
investment by the private sector.

In response to the challenges outlined above, the
government of Pakistan strongly committed itself
to restoring macroeconomic stability as well as the
confidence of markets and investors after
assumption of office in March 2008. To this effect,
general subsidies on fuel and food were withdrawn
through large increases in administered prices
during 2008-09, among other measures in a wider
home-grown stabilization programme that was
implemented with support and endorsement of the
IMF. A pivotal element of the stabilization
program included putting in place direct income
support measures to protect the poor and
vulnerable sections of the population. The
government is now expanding the social safety net
to a broader platform of social development, the
scale of which is unprecedented in Pakistan’s
history.

In addition, and equally fundamentally, a
comprehensive and integrated medium term
strategy has been evolved, which is embedded in
the government’s “9-point” program [see Box-1] to
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increase productivity, efficiency, and high growth rates that are both sustainable as well
competitiveness of the economy, and to ensure as more equitable.

Box-1 : The government’s “9-point” Plan

An assessment conducted by the Planning Commission (PC) and the Prime Minister’s Economic Advisory Council (EAC) over
end-May to September 2008, broadly identified nine areas as priorities for deep, broad-ranging, and sustained policy intervention
with a view to addressing deep-seated structural impediments to sustained and more equitable economic growth. The nine areas

are:

. Macroeconomic Stabilization

. Social Development, including Social Protection
. Agriculture

. Industrial Competitiveness

. Human Capital Development

. Energy

. Capital Markets

. Public-Private Partnerships for Infrastructure

. Institutional/Administrative Reform
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These nine points form the pillars of the government’s poverty reduction strategy as articulated in the Poverty Reduction Strategy

Paper (PRSP) —II.

While the economic environment in Pakistan
remained inhospitable for growth and investment
during the first half of 2008-09, firm policy action
to restore macroeconomic stability paid off
dividends by December. The Rupee stabilized,
after losing 19.3 percent in value against the US
Dollar. This occurred on a build-up of foreign
exchange reserves from November onwards, when
Pakistan entered an IMF program, after the
country’s international liquidity had declined to an
import cover of only several weeks. Confidence in
the banking system and financial markets was
largely restored from December, with the second
half of 2008-09 exhibiting greater stability and
positive trends in virtually all macroeconomic
indicators barring inflation.

Despite the negative effects on the economy of a
host of challenges during 2008-09, especially with
regard to growth, viewed in a global context
Pakistan’s economic performance has not been out
of sync with its peers, as highlighted in the
following section.

Global developments

The global financial crisis which was ostensibly
triggered by a deterioration of sub-prime mortgage
loans in the US in mid-2007, has assumed
unprecedented scale, magnitude and depth since.
The International Monetary Fund (IMF) has
revised downward its latest forecasts for world
economic growth to a decline of 1.3 percent in

2009, the first global contraction in nearly sixty
years. The predicted outturn by the IMF compares
with an expansion in the global economy of 3.2
percent in 2008, and a recent peak of 5.2 percent in
2007. It now expects real GDP growth in advanced
economies to fall 3.8 percent in 2009, from 0.9
percent in 2008, while the previously torrid pace of
growth in developing countries is estimated by the
IMF to decelerate to 1.6 percent from 6.1 percent a
year earlier.

The economic and social costs of the severe shock
to the global economy are massive. According to
the World Trade Organisation (WTO), world trade
is expected to shrink 3.5 percent in 2009, after a
6.2 percent expansion in 2008 — the first decline in
international trade since 1982. The International
Labour Organisation (ILO) recently predicted
global job losses could touch 30 to 50 million by
the end of 2009, while the Asian Development
Bank (ADB) has projected that the ranks of the
poor in Asia alone could rise by 230 million by
2010 — an increase of over 50 percent of the
region’s population.

The global financial crisis is impacting the real and
social sectors of developing countries through
multiple channels. As the process of globalization
intensified over the past two decades, the linkages
between developed and developing economies
have deepened as well as broadened. Foremost
amongst these linkages is international trade. The
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collapse in global demand will drive exports down
by roughly 9 percent in volume terms in 2009 —
the biggest contraction since the 2™ World War.
The contraction in developed countries will be
particularly severe with exports falling by 10
percent this year. In developing countries exports
will shrink by some 2-3 percent in 2009.

The social and economic development of a host of
developing economies since the 1970s, beginning
with the East Asian countries, followed by China,
India, Vietnam and a few others, led to the
globalisation of the international production chain.
Better communication, cheaper and faster
transportation, and wage-arbitrage all played an
important role in the global dispersion of
production facilities of the world’s largest
companies, and formed the basis for the export-led
success of most rapidly developing emerging
economies. Another equally important linkage that
developed over the decade of the 1990s was via
financial flows. According to World Bank/
Institute of International Finance (IIF), private
capital flows to emerging economies rose from
USS$ 74 billion in 1990 to US$ 359 billion by 2007.
For emerging Asia alone, the IIF estimates a drop
in net private capital flows to US$ 65 billion in
2009, from a peak of US$ 315 billion in 2007.
Credit flows to the region are expected to contract
by US$ 21 billion from the 2007 peak of US$ 202
billion, while equity-related flows are expected to
decline to nearly US$ 86 billion in 2009 from US$
113 billion in 2007.

Yet another potential transmission channel of the
global financial crisis is worker remittances.
According to the IMF/World Bank’s Global
Monitoring Report, 2009 worker remittances to all
developing countries totaled nearly US$307 billion
in 2008, making up a larger source of external
capital for emerging economies than official
assistance. Based on current estimates by the
IMF/World Bank, inflows of international worker
remittances are expected to decline nearly 5
percent in 2009, as dislocation in host country
labour markets feeds through to either job losses in
the expatriate workforce or lower wages and
incomes. Such an outturn could lower the overall
income of remittance-dependent households in
countries of origin of the expatriate labour force.

Finally, an important transmission channel is
international prices of commodities. The sharp
decline in world prices of commodities following
the eruption of the global financial crisis has hurt
commodity  net-exporting  countries,  while
providing an extremely significant offset to the
adverse effects of the crisis for commodity net-
importing countries. The steep and unprecedented
rise in world prices of commodities, especially oil,
in the run up to the crisis impacted net-importing
countries in a variety of ways including via high
inflation, strained public finances and balance of
payments, pressure on the exchange rate, and
higher interest rates.

In Pakistan’s case, the dominant effects of the
global financial crisis are being transmitted
through the external trade and capital flows
channels, while prospects for worker remittances
remain a wild card at this stage. After a period of
healthy growth, Pakistan’s export receipts have
begun to plummet since November 2008, with
year-on-year growth declining to contraction of
23.9 percent in April 2009. With over 60 percent
of its exports routed to advanced economies,
mainly the US and Europe, Pakistan is extremely
vulnerable on this front. In terms of external
financing, Pakistan’s vulnerability is also quite
acute. For the period July 2008 to April 2009,
inflows into the financial account declined 44
percent, with a substantial contraction in all
categories of capital inflows, including private as
well as official capital.

While the advanced economies appear to have
borne the brunt of the economic impact of the
crisis, at least in terms of reduction in headline
economic growth and the costs of recapitalizing
the banking system, developing countries, where
the bulk of the world’s poor and vulnerable reside,
will inevitably have to suffer disproportionately
greater social consequences of this crisis. With
public finances coming under strain, the enormous
challenge of up-scaling inadequate social safety
nets is likely to overwhelm the capacity to manage
for many developing countries, especially smaller
economies that were well-integrated with the world
economy at the start of the global financial crisis.
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To mitigate the adverse effects of the various
shocks to the economy stemming from both
exogenous as well as endogenous developments,
the government has launched a wide-ranging social
safety net, which initially involves a cash transfer
program (the Benazir Income Support Programme
— BISP) that will target 7 million poorest
households in the country. At the same time, the
government is expanding the social protection
plank to a much broader social development
platform that will include skills development,
health interventions, employment via small works
programs, as well as a host of other policy
measures. This is the largest and most ambitious
social development intervention in Pakistan’s
history.

Notwithstanding the intensity of the multiple
shocks Pakistan’s economy has had to face over
the past two years, in relative terms, its economy
has exhibited a fair degree of resilience. Compared
to other countries affected by the global financial
crisis, it is remarkable that Pakistan is among a
handful of countries with a positive rate of growth,
and among a very few with the lowest decline in
real GDP growth (see Table 1.1).

The worst ever global financial crisis has had
serious repercussions for the developed and the
developing markets. The fallout has spread through
an extensively interlinked global financial market
and resulted in a tightening of credit and general
drying up of liquidity. The crisis is not limited to
the meltdown of financial markets, the real
economy at the national and international levels, its
institutions; its productive structures are also in
jeopardy. The financial meltdown inevitably
backlashes on the process of investment in the
production of goods and services.

The world economy is likely to contract by 1.3
percent in 2009 with almost all developed
countries are to post negative growth. Despite
numerous stimulus packages and government
action of unprecedented scale and nature, advanced
economies are expected to contract by 3.8 percent
in 2009. The world’s largest economy US is
projected to contract by 2.9 percent in 2009,
further down from positive growth of 1.1 percent
in the previous year.

European economies were initially thought to be
quasi-insulated against contagion of financial crisis
and consequently policy response to the crisis was
lacklustre. However, soon fallout of the financial
crisis engulfed the Euro area and contraction in
trade volumes crippled Euro area growth
powerhouses like Germany. Resultantly, growth in
the Euro area slowed to a meager 0.9 percent in
2008, and is projected to contract by 4.2 percent in
2009.

In emerging economies, the slowdown manifested
itself through various channels like volatility in the
financial markets led to a flight of capital.
Furthermore, constricted access to external
financing and widening spreads on sovereign
bonds to record levels are apparent. Growth in
world trade volumes fell to 3.3 percent in 2008, as
compared to 7.2 percent in 2007, and is expected
to contract substantially by 11 percent in 2009.
Exports from developing economies are projected
to contract by 6.4 percent during the same period
and developing economies started experiencing
substantial slowdown in growth in 2008, with real
GDP growing at 6.1 percent as compared to robust
growth of 8.3 percent in 2007. Growth in these
economies is projected to slow down further to 1.6
percent in 2009.

Emerging economies have already seen the spreads
on sovereign and corporate debt widening, and a
retreat in equity prices as a result of the global
crunch. East Asian tigers Malaysia, Thailand,
Korea, Philippines and Singapore all are
prospective candidate for posting negative growth.
Pakistan, India, Indonesia, Bangladesh and Sri
Lanka are the rare positive growth depicters
around the globe. The effects of adverse
developments at global level have been felt
unevenly and  countries  with  weaker
macroeconomic fundamentals taking a bigger hit.

The fallout has been complicated further by ever
increasing  globalization and inter-weaving
connectivity of financial markets. There might be
no quick fix to the current situation, but all efforts
must be made through monetary and fiscal
responses with reforms in the financial sectors.
Developing countries need to keep a close eye on
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inflation, while guarding against any spill-over
effects from the slowdown.

Macroeconomic imbalances continue to pose a risk
to stimulus efforts. The payment imbalances are
part of a wider problem of imbalances in the global

economy. The main risk posed by these global
imbalances is a disorderly resolution of the
problem for example, an abrupt adjustment of
exchange rates and interest rates, with obvious
implications for emerging market debt.

Table-1.1:Comparative Real GDP Growth_ Rates (%)

Region/Country 2005-06 2006-07 2007-08 2008-09 Diff (FY09-FY-08)
World GDP 5.1 5.2 3.2 -1.3 -4.5
Euro Area 2.9 2.7 0.9 -4.2 -5.1
United States 2.8 2.0 1.1 -2.8 -3.9
Japan 2.0 2.4 -0.6 -6.2 -5.6
Germany 3.0 2.5 1.3 -5.6 -6.9
Canada 2.9 2.7 0.5 -2.5 -3.0
Developing Countries 8.0 8.3 6.1 1.6 -4.5
China 10.4 10.7 10.4 10.7 0.3
Hong Kong SAR 7.0 6.4 2.5 -4.5 -7.0
Korea 5.2 5.1 2.2 -4.0 -6.2
Singapore 8.4 7.8 1.1 -10.0 -11.1
Vietnam 8.4 8.2 8.4 8.2 -0.2
ASEAN
Indonesia 5.5 6.3 6.1 2.5 3.6
Malaysia 5.8 6.3 4.6 -3.5 -8.1
Thailand 5.2 49 2.6 -3.0 -5.6
Philippines 54 7.2 4.6 0.0 -4.6
South Asia
India 9.8 9.3 7.3 4.5 -2.8
Bangladesh 6.5 6.3 5.6 5.0 -0.6
Sri Lanka 7.7 6.8 6.0 2.2 -3.8
Pakistan 5.8 6.8 4.1 2.4 -1.7
Middle East
Saudi Arabia 3.0 35 4.6 -0.9 -5.5
Kuwait 5.1 2.5 6.3 -1.1 -7.4
Iran 5.8 7.8 4.5 32 -1.3
Egypt 6.8 7.1 7.2 3.6 -3.6
Africa

Algeria 2.0 3.0 3.0 2.1 -0.9
Morocco 7.8 2.7 5.4 4.4 -1.0
Tunisia 5.5 6.3 4.5 33 -1.2
Nigeria 6.2 6.4 5.3 2.9 2.4
Kenya 6.4 7.0 2.0 3.0 1.0
South Africa 5.0 4.8 5.1 5.0 -0.1

Source: World Economic Outlook (IMF), April 2009.

Structural transformation-led growth

After several years of strong economic expansion,
Pakistan experienced a full-blown macroeconomic
crisis beginning early 2008. While the immediate
trigger appeared to be the large terms of trade
shock that buffeted Pakistan — and other
commodity-importing developing countries — since

2007, in fact the crisis had more ‘“classic” roots:
economic growth powered by large capital inflows,
a growing fiscal imbalance accompanied by large-
scale monetisation of the deficit, a credit bubble in
the economy, and an increasingly overvalued
exchange rate.
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Hence, Pakistan’s vulnerabilities were already
quite pronounced well before the start of the global
crisis. Both external as well as internal imbalances
in the economy had risen sharply in the wake of
the growth episode of fiscal 2003 to 2008. The
external current account had swung from a surplus
of 4.9 percent of GDP in 2002-03 to a deficit of 5.1
percent of GDP in 2006-07, before widening to a
historic high of over 8.5 percent of GDP in fiscal
2007-08. The fiscal deficit had risen somewhat
more moderately prior to the crisis, to 4.3 percent
of GDP in 2006-07, before ballooning to 7.6
percent of GDP in 2007-08, largely on account of
policy inaction in reducing energy and food
subsidies.

In the case of the twin deficits, the imbalances
were being financed via a heavy reliance on
external financing. In 2007, portfolio capital
inflows “financed” almost 50 percent of the
external current account deficit — underscoring
Pakistan’s vulnerability to “sudden stops” — while
70 percent of the fiscal deficit in 2008 was
budgeted to be financed by external inflows, i.e.
official capital, proceeds from privatisation and
divestment (mainly by issuance of Global
Depositary Receipts), and issuance of global
sovereign bonds.

Ultimately, the virtual drying up of flows of
confidence-sensitive capital to Pakistan led to a
massive monetisation of the fiscal deficit in 2007
and 2008. Not surprisingly, public debt had begun
to rise fairly significantly, especially with
reference to revenues, thus reversing the
favourable debt trajectory established post-2001.
Finally, inflation had begun to crawl upwards due
to the unfavourable combination of a growing
output gap in the economy, and increasing
monetisation of the fiscal deficit.

Despite  marginal success in  introducing
incremental economic reform, Pakistan missed a
unique opportunity over the past several years to
fundamentally restructure the economy. The
painful lack of fundamental structural reform in the
past several years before the current government
took over is manifested in the low, and declining,

[ o]

tax to GDP ratio — amongst the lowest in the
world. The combination of weak tax
administration, an exemptions-ridden tax system,
and a questionable introduction of the universal
self-assessment scheme in terms of sequencing (in
the absence of risk-based audits), has dealt a severe
blow to Pakistan’s efforts to broaden the tax base.

Fig-1.1: GDP Growth (%)
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The continued strain imposed by public sector
enterprises (PSEs) on fiscal resources is another
important area of public finances where desired
results could not be achieved, despite the large-
scale losses imposed on the economy year after
year. In aggregate, the charge on the budget on
account of absorption of explicit as well as implicit
contingent liabilities losses of the PSE’s crossed
Rs 217 billion in 2007-08, the equivalent of over
2.1 percent of GDP.

Cognizant of the limitations of the growth strategy
followed in the past, which has invariably
produced boom-bust cycles, and has invariably
been followed at various intervals by a balance of
payments crisis, the present government is
embarking on a fundamental change of the
development paradigm. The new growth strategy is
embodied in the government’s “nine-point” plan,
and seeks to foster sustainable and more equitable
growth by means of structural improvements in the
productive sectors of Pakistan’s economy.

After analyzing the overall growth, investment and
consumption, it is imperative to look into the
growth performance of the various components of
Gross National Product for the year 2008-09 in the
historical context. The performance of the various
components of national income over the last two
and a half decades is summarized in Table 1.2.
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Table 1.2: Growth Performance of Components of Gross National Product

(% Growth At Constant Factor Cost)

1980°s @ 1990°s : 2002-03 2003-04 2004-05 : 2005-06 :@ 2006-07 °@ 2007-08 : 2008-09
Commodity Producing 65 46 = 42 9.3 95 51 = 66 14 02
Sector
1. Agriculture 54 44 4.1 2.4 6.5 6.3 4.1 1.1 4.7
- Major Crops 34 3.5 6.8 1.7 : 17.7 -3.9 77  -64 7.7
- Minor Crops 4.1 4.6 1.9 3.9 1.5 0.4 -1.0 10.9 3.6
- Livestock 53 6.4 2.6 29 23 15.8 2.8 42 3.7
- Fishing 7.3 3.6 34 2.0 0.6 20.8 15.4 9.2 2.3
- Forestry 6.4 -5.2 11.1 -3.2 -32.4 -1.1 -5.1 -11.5 -15.7
2. Mining & Quarrying 9.5 2.7 6.6 15.6 10.0 4.6 3.1 4.4 1.3
3. Manufacturing 8.2 4.8 6.9 14.0 15.5 8.7 8.3 4.8 -3.3
- Large Scale 8.2 3.6 7.2 18.1 19.9 8.3 8.7 4.0 -7.7
- Small Scale * 8.4 7.8 6.3 -20.0 7.5 8.7 8.1 7.5 7.5
4. Construction 4.7 2.6 4.0 -10.7 18.6 10.2 24.3 -3.9 -10.8
5. Electricity & Gas 101 74 -117 568 .57 266 47 220 37
Distribution
Services Sector 6.6 4.6 5.2 5.8 8.5 6.5 7.0 6.6 3.6
6. Transport, Storage and 62 51 @ 43 3.5 34 40 47 57 29
Comm.
7. Wholesale & Retail Trade 7.2 3.7 6.0 8.3 12.0 -2.4 5.8 5.3 3.1
8. Finance & Insurance 6.0 58 -1.3 9.0 30.8 429 14.9 12.9 -1.2
9. Ownership of Dwellings 7.9 53 33 3.5 3.5 3.5 3.5 3.5 3.5
10Public Administration & =5 59 97 32 g6 100 71 12 50
Defence
11.Services 6.5 6.5 6.2 54 6.6 9.9 7.9 10.0 7.3
12.GDP (FC) 6.1 4.6 4.7 7.5 9.0 5.8 6.8 4.1 2.0
13.GNP (FC) 5.5 4.0 7.5 6.4 8.7 5.6 6.7 4.1 2.6
* Slaughtering is included in small scale sector Source: FBS
Il. Commodity Producing Sector (CPS) ILi. Agriculture

The Commodity Producing Sector (CPS) has been
severely ignored during the last eight years. It is
comprised of production sectors like agriculture
and industry. It accounts for 46.2 percent of the
GDP. Notwithstanding stellar growth performance
by the agriculture sector, CPS was mainly
responsible for modest GDP growth at 2 percent.
Barring agriculture, the growth performance of its
main components remained lackluster at best. In
the industrial sector the only positive growth came
from a relatively smaller subsector mining
&quarrying and thus it witnessed a negative
growth of 3.6 percent which was neutralized by a
positive growth of 4.7 percent by the agriculture
sector which helped in depicting overall marginal
positive growth of 0.2 percent by the CPS. This is
the worst performance of the CPS in more than a
decade [See Table 1.2].

The share of agriculture in GDP has been falling
persistently. It accounted for 25.9 percent of GDP
in 1999-2000; however, gradually its share shrank
to 21.3 percent in 2007-08 but improved slightly to
21.8 percent of GDP in 2008-09. Notwithstanding
its declining share it remains the single largest
sector of Pakistan’s economy and an
overwhelming majority of the population depends
directly or indirectly on income streams generated
by the agriculture sector. The agriculture sector
remained the dominant sector with its job
absorption ability and it still absorbs 44 percent of
the country’s labour force. It gives a kick-start to
aggregate demand for industrial goods and services
as well.

The agriculture sector consists of crops, livestock,
fishing and forestry sub-sectors. The crop sub-
sector is further divided into major crops
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(primarily wheat, cotton, rice, sugarcane, maize
and gram) and minor crops (such as pulses,
potatoes, onions, chilies and garlic). Historically,
the crops sub-sector has had the largest share of the
agriculture sector, but with changing patterns of
income and expenditure, the crop sector accounts
for 45 percent of agriculture. The crop sector has
the potential to influence the overall performance
of the agriculture sector and it has spearheaded the
growth in the agriculture sector. Recent trends
point towards a reduction in the share of the crops
sub-sector. The share of crops in agriculture has
declined from 65.1 percent in 1990-91 to 45.4
percent in 2008-09. Global integration, rising
incomes and living standards as well as changing
dietary patterns across regions have caused a
paradigm structural shift. The share of livestock in
agriculture has increased from 29.8 percent to 51.8
percent in the same period.

Agriculture sector has depicted a stellar growth of
4.7 percent as compared to 1.1 percent witnessed
last year and a target of 3.5 percent for the year.
The improved performance is mainly attributed to
a sharp pick-up in the major crops sub-sector on
the back of exceptionally good performance of
wheat, cotton, rice, maize and gram. The only
major crop which performed below par was
sugarcane. As a result of this impressive
performance this sub-sector grew by 7.7 percent in
2008-09. Minor crops registered a growth rate of
3.6 percent compared to the target of 2.0 percent
and an impressive growth of 10.9 percent last year.
Smaller sub-sector fishing posted a modest growth
of 2 percent while forestry continued its historical
negative growth by declining by 15.7 percent. A
detailed analysis of the performance of each of the
sub-sectors of agriculture is given below:

Il.i.a. Major crops accounting for 33.4 percent of
agricultural value added registered an impressive
growth of 7.7 percent compared to a negative
growth of 6.4 percent last year and a target of 4.5
percent. Almost all major crops recorded double
digit growth except sugarcane where production is
down by 21.7 percent. The wheat which accounts
for 12.1 percent of the agriculture and 37.1 percent
of major crops has witnessed a record crop at 23.4
million tons — higher by 11.7 percent over last
year’s crop size. The other two major crops rice

and gram also broke all previous records of
production. Rice accounts for 5.4 percent of
overall agriculture and 16.6 percent of the major
crops. It witnessed an increase of 25 percent in
production whereas relatively smaller stakeholder
gram grew by 60 percent. The important crop
cotton, with 7.4 percent stake in agriculture and
22.7 percent in value addition of major crops, grew
modestly by 1.4 percent and its production at 11.8
million bales is below par. Other major crops
jawar, tobacco, barley, oil seeds and maize
depicted mixed trends but their stake is small.

ILi.b. Minor crops, accounting for 12 percent of
value added in overall agriculture, grew by 3.6
percent which is far below the 10.9 percent growth
last year. Production of pulses has declined by 8.9
percent which has added to the supply side shock
to the food inflation. Vegetables recorded marginal
growth of 0.9 percent. The production of all fruits
grew by 3.1 percent, out of which production of
citrus fruits grew marginally by 0.1 percent
whereas production of other fruits including dry
fruits grew by 4.1 percent.

Ili.c. Livestock. With rising incomes,
globalization and changing dietary patterns, the
consumption of livestock products has increased
significantly. The price of livestock items has
remained a major contributor to inflationary
pressures in Pakistan’s economy. The demand for
livestock has grown at a phenomenal pace. The
upsurge in prices has provided incentives for
greater production and thus prospects for growth.
The government has also placed great focus on this
important sector which accounts for 52.3 percent
of value addition in the agriculture sector. The
importance of this sector can be gauged by the fact
that the livelihoods of about 36 million people in
the rural areas depend directly or indirectly on the
livestock and dairy sector. It is a highly labour—
intensive and job creating sector. Its share in
agriculture is much more than the combined shares
of major and minor crops. It accounts for 11.3
percent of GDP. Accordingly, it has emerged as a
major alternative source of income, particularly for
the landless rural poor. Livestock includes: cattle,
buffalos, sheep, goats, camels, horses, asses and
mules. The livestock sector grew by 3.7 percent in
2008-09 compared to 4.2 percent last year. Poultry
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& products grew by 11.2 percent while milk
production grew by 3.2 percent only.

IL.i.d. Fisheries: The fisheries sector accounts for
only 0.4 percent of GDP and witnessed a growth of
2.3 percent against the target of 3.4 percent and
actual outcome of 9.2 percent for last year.
Components of fisheries such as marine fishing
and inland fishing, contributed to an overall
increase in value addition in the fisheries sub-
sector. Marine fisheries registered a growth of 3.9
percent compared to 4.9 percent last year. Inland
fish segment also registered a growth of 1.6
percent compared to 11.1 percent last year.

Il.i.e. Forestry: Forestry accounts for 0.2 percent
of GDP and value addition contracted by 15.7
percent compared to a contraction of 11.5 percent
last year. The forestry sector is depicting negative
growth for the sixth year in a row. Forests are a
key component of our environment, degradation of
which can pose severe socio-economic challenges
for the generations to come.

ILii. Manufacturing

The manufacturing sector has been hard hit by
international and domestic factors. Political
instability and frequent eruptions of incidents
detrimental to law and order have created an
uncertain environment resulting in loss of working
hours. This sector has also fallen victim to the
acute energy shortages. Continuous power
breakdowns are preventing industries from
operating at far less than their optimal level. In
unison with the increasing cost of doing business,
all these factors have caused a slowdown in output.

The manufacturing sector is witnessing erosion of
share in the GDP to 18.2 percent which is the
lowest ever share of it in the last five years. The
process of deceleration in growth that started in the
fiscal year 2004-05 continued unabated partly
because of acute energy shortages but more
importantly owing to structural problems. Output
in the manufacturing sector has contracted by 3.3
percent in 2008-09 as compared to expansion of
4.8 percent last year and an over-ambitious target
of 6.1 percent. Small and medium manufacturing
sector maintained its healthy growth of last year at
7.5 percent.

Large scale manufacturing which accounts for
12.1 percent stake in GDP faced the most difficult
period of its recent history and depicted a negative
growth of 7.67 percent during July-March 2008-09
compared to 4.0 percent positive growth in the
same period last year. Main items showing positive
growth included; fertilizer (21.5 percent), non-
metallic mineral products (4.8 percent), chemicals
(3.8 percent), leather products (2.9 percent), paper
& paper board (2.9 percent) and engineering
products (0.8 percent). Major items showing
decline in production included automobiles (-39.0
percent), electronics (-31.3 percent), petroleum
products (-9.2 percent), food & beverages (-10.5
percent), rubber products (-4.0 percent), and iron &
steel products (-5.6 percent). There was negative
growth all around in all major groups with one or
two exceptions. This implies that the large-scale
manufacturing sector is exhibiting signs of
moderation since 2004 on the one hand and acute
power shortages along with several other factors
like the rising cost of doing business, demand
compression in the export sector, and deteriorating
law and order situation in the country. The
negative growth of 20.7 percent in the month of
March 2009 may have been caused due to the
massive disruption in economic activity because of
the long-march for almost two weeks. The LSM
growth is adversely impacted by a sharp reduction
in demand from both domestic and international
factors.

ILiii. Mining and Quarrying

Extraction of minerals and ores through efficient
mining and quarrying provides convenient and
economical access to raw materials and provides a
competitive edge to developing countries. The
mining and quarrying sector witnessed the lowest
ever growth in almost one decade and grew by 1.3
percent in 2008-09 as compared to 4.4 percent
growth last year and a target of 5.0 percent. The
contribution of this sector towards GDP has
remained low at around 2.5 percent. Within the
sector, the output of crude oil and coal has
decreased by 3.0 percent and 2.0 percent,
respectively. The production of natural gas has
increased by 1.3 percent. Because much of the
country’s mining reserves exist in remote areas,
infrastructure improvements are necessary to

o]
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attract higher investment in this sector and as
investment in mining is coming from abroad,
improvement in the security situation is crucial in
boosting this sector.

I1.iv. Services Sector

In recent times the importance of the services
sector has increased all around the world and it
emerged as the main driver of economic growth
around the world. Pakistan has also seen a major
transformation in the economic structure and the
share of the services sector has risen to 53.8
percent in 2008-09. The services sector grew by
3.6 percent against the target of 6.1 percent and
actual outcome of 6.6 percent. This implies a major
correction from last year’s growth as well as the
target for the year.

The services sector has made a contribution of 96
percent to the GDP growth. The services sector has
been an important contributor to Pakistan’s
economic growth over the past five years by
growing at an average of 6.6 percent annually
since 2003-04. The continuing buoyant trend, even
while growth in the industrial sectors has been
slowing, implies that the services sector in Pakistan
has been relatively insulated from the challenges
faced by the rest of the economy and has been
better able to cope with them.

The sector consists of the following sub-sectors:
Transport, storage and communication; Wholesale
& Retail Trade; Finance and Insurance; Ownership
of Dwellings; Public Administration and Defence;
and Social Services. Finance and insurance
sector displayed a stellar growth performance by
posting double digit growth for the last few years.
However, on the eve of the global financial
meltdown the contagion is well observed in
Pakistan’s banking and financial sector. The
growth in the financial sector slowed down to 12.9
percent in 2007-08 but registered a negative
growth of 1.2 percent in 2008-09. The performance
of this sector shows that Pakistan’s financial sector
is integrated in the world economy and feeling the
heat of the financial crisis plaguing international
financial markets. The Transport, Storage and
Communication sub-sector depicted a sharp
deceleration in growth to 2.9 percent in 2008-09 as

compared to 5.7 percent of last year. Value added
in this sector is based primarily on the profits and
losses of Pakistan Railways, Pakistan International
Airlines and other airlines, Pakistan Posts &
Courier Services, Pak Telecom and motor vehicles
of different kinds on the road. Mechanized road
transport has depicted a growth of 2.9 percent,
followed by road transport (6.4 percent),
communication sector (3.6 percent) and storage
(2.7 percent). The wvalue addition of Pakistan
Railways has declined by 6.4 percent. Other
sectors that showed a decline are; air transport (2.1
percent) and pipeline transport (8.0 percent). Value
added in the wholesale and retail trade sector is
based on the margins taken by traders on the
transaction of commodities traded in the wholesale
and retail market. In 2008-09, this sector grew at
3.1 percent as compared to 5.3 percent last year
and the target for the year of 5.4 percent.

Public administration and defense posted a stellar
growth of 5.0 percent as compared to 1.2 percent
in 2007-08. The estimates of this sector are based
on budgeted figures of federal, provincial, district
and local governments. The performance of this
sector far outstripped the target of 4.0 percent
mainly due to a positive change in the wage
component of public sector employees, and an
increase in defense and security related
expenditures. Growth in the Ownership of
Dwellings has remained constant at 3.5 percent for
the past 5 years. Social Services Sector grew by
7.3 percent which is slightly higher than the target
of 7.0 percent but lower than last year’s actual
growth of 10 percent.

I1l. Contribution to Real GDP Growth
(Production Approach)
The contribution to economic growth is

spearheaded by the services sector with 96.1
percent stake while only 3.9 percent contribution
came from the Commodity Producing Sector
(CPS). One of the important components of CPS,
agriculture alone contributed 50.1 percent to real
GDP growth; however, this is more than
neutralized by 50.4 percent negative contribution
from large-scale manufacturing. Thanks to 16.7
percent positive contribution from small-scale



Growth and Investment

manufacturing, the overall negative contribution of
the manufacturing sector stood at 31.9 percent.

The Commodity Producing Sector has been
overshadowed by another year of exceptional
growth in the Services sector. The modest growth
of just 2.0 percent is shared between CPS (0.08)
and services sector (1.92). Within the CPS,
agriculture contributed 1.0 percentage points or
50.1 percent to overall GDP growth (a significant
increase from its contribution of only 5.0 percent
last year) while industry dragged 0.92 percentage

points or 46.1 percent to neutralize positive
contribution of the agriculture sector [See table 1.3
and fig. 2 for details]. In the services sector major
contributions to GDP growth came from transport,
storage & communication (0.3 percentage points or
14.6 percent), wholesale & retail trade (0.7
percentage points or 27.1 percent) and social
services (0.8 percentage points or 38.6 percent).
Going forward diversification in favour of more
positive contribution from commodity producing
sector is required for inclusive growth with human
face.

Table 1.3: Sectoral Contribution to the GDP growth (% Points)

Sector _ 2004-05 2005-06
Agriculture _ 1.5 1.4
Industry _ 3.1 1.1
- Manufacturing i 2.7 1.6
Services _ 44 33
Real GDP (Fc) o 9.0 5.8

2006-07 2007-08 2008-09
0.9 0.24 1.00
23 0.45 -0.92
1.6 0.91 -0.64
3.6 341 1.92
6.8 4.10 2.00

Sodrce: Federal Buréau of Statistics.

Fig-1.2: Contribution to the Real GDP Growth
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IV. Contribution to Economic Growth

(Aggregate Demand Side Analysis)

Consumption, investment, net exports are
figuratively described as the 'three horses of
Troika' that drives economic growth. In all
economies the expansion of output is the sum of
consumption (both private and government) plus
investment (public and private) plus net exports of

goods and services (exports minus imports).
Pakistan’s economic growth is historically
characterized as  consumption-led  growth;

however, massive demand compression measures
and stabilization efforts bring consumption under
control in 2008-09. The GDP market price grew by

3.7 percent contrary to 2.0 percent growth in the
GDP factor cost. The contribution of the
consumption sharply decelerated from 142.6
percent in 2007-08 to just 47.8 percent in 2008-09.
Within consumption the private consumption
remained strong but government consumption
dragged the contribution down by a huge margin.
The share of investment in real GDP (mp) growth
decelerated from 37.3 percent to negative
contribution of 32.3 percent as investment to GDP
ratio adjusted downward.

The terms of trade in real terms has improved as

the exports real growth outpaced the import
growth. The net exports contributed the highest
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ever share in real GDP at market price growth. The
contribution of net exports has traditionally been
negative for most part of our history and it was
only during the short-lived brief interval (2000-04)
of external sector buoyancy that the net exports

contributed positively. The balance between
investment and consumption which had improved
during  2004-05 and 2006-07, disturbed
significantly in the last two years (2007-08 and
2008-09) [See Table 1.4 and Fig. 1.3].

Table-1.4: Composition of GDP Growth

Point Contribution

Flows 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09
Private Consumption 0.3 7.1 8.7 0.8 34 -0.9 3.6
Public Consumption 0.6 0.1 0.1 3.9 -1.1 3.8 -1.8

Total Consumption [C] 0.9 7.2 9.4 4.7 2.3 2.9 1.8
Gross Fixed Investment 0.6 -1.0 1.8 2.9 2.2 0.7 -1.2
Change in Stocks 0.4 0.1 0.1 0.1 0.1 0.1 -0.1

Total Investment [1] 11 -0.9 2.0 2.9 2.3 0.7 -1.2
Exports (Goods & Serv.) [X] 4.5 -0.3 1.7 1.8 0.4 -1.0 1.5
Imports (Goods & Serv.) [M] 1.6 -1.3 5.4 3.2 -0.7 0.6 -1.6

Net Exports [X-M] 2.8 1.0 -3.7 -1.5 1.1 -1.6 3.2
Aggregate Demand (C+I+X) 6.5 6.0 13.0 9.4 5.0 2.6 2.1
Domestic Demand (C+I) 2.0 6.3 11.3 7.6 4.6 3.6 0.6

GDP MP 4.8 7.4 7.7 6.2 5.7 2.0 3.7

:Source: Federal Bureau of Statistics.

Given its lion’s share in GDP, consumption mainly
supported the on-going growth momentum has
contributed in the range of 80 — 83 percent to
overall economic growth over the last 7 years. In
2007-08 consumption accounted for 142.0 percent
or 2.9 percentage points to real GDP (mp) growth
of 2.0 percent and while in the current fiscal year
private consumption contributed almost 97 percent
of the size of the economy only to be neutralized
by a massive fall in public consumption and
investment. The huge current account deficit of the
last fiscal year reinforced a huge negative
contribution of the net export sector. The
investment rate was rising since 2004-05, and
reached its peak of 22.5 percent of GDP in 2006-
07, however, amidst extraordinary headwinds the
investment to GDP ratio declined since then
persistently to 19.7 percent of GDP in 2008-09.
National savings have shown their inadequacy for
financing even the lower level of investment in the
country. The national savings rate has nose-dived
to 14.4 percent of GDP in 2008-09 compared to
13.5 percent of GDP last year.

The current year’s relatively faster real growth is in
sheer contrast to the falling dollar value of nominal
exports. Going forward Pakistan needs real effort
to reinvigorate exports to make total demand less
sensitive to rising domestic real interest rates and

indebtedness, secure productivity gains as a result
of competition in the international markets, and
relax the foreign exchange constraints for imports
which are crucial for giving a kick-start to
economic growth.

Fig-1.3: Contribution to GDP Growth
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V. Composition of the GDP

The patterns of economic growth are inimical to
structural transformation. Some sectors of the
economy may outpace others in the historical
process. An analysis into shifts in sectoral patterns
of growth provides further insight into a country’s
growth dynamics. This process of transformation
has accelerated in Pakistan in recent years. The
structure of the GDP has undergone substantial
change during the last three and a half decades (see
Table 1.5 for details). There has been a marked
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shift away from the commodity producing sector
(CPS) which accounted for almost 62 percent of
the GDP in 1969-70, its share has declined to 46.2
percent in 2008-09 — a decline of 15.0 percentage
points. The decline in the share of CPS is fully
accounted for by the equal rise in the share of
services sector. A further breakdown of the CPS
shows that the share of the agriculture sector has
been falling with time. In 1969-70, agriculture
accounted for 38.9 percent of GDP, but steadily
decreased in the share over the years and has seen
it fall to 21.8 percent in 2008-09. The share of the
agriculture has declined from almost 39 percent in
1969-70 to 21.8 percent in 2008-09. The share of
agriculture in GDP has declined by 4.1 percentage
points in the last 9 years alone and the share of the
manufacturing sector has increased by the same
proportion of percentage points in the same period.
It implies that the space created by the agriculture
sector is occupied by the manufacturing sector
which signals a move away from an agriculture
based economy to an increasing reliance on
industry and manufacturing- a pre-requisite for the

first phase of structural transformation.

Beside compulsions imposed by the theory of
economic development that with higher level of
economic development the share of agriculture has
to shrink, the other determining factor is the
exclusive preoccupation of the successive
governments in the past to four major crops,
namely, wheat, cotton, sugarcane and rice in policy
making and little or no efforts to increase yield per
acre or no policy support to diversification of the
agriculture sector. Livestock, which accounts for
more than one-half of the agricultural value added,
has been the major victim of the total neglect of the
governments all along until few years ago that this
sector started receiving some attention. A
continued emphasis on four major crops and
negligence as to the other sub-sectors of
agriculture and stagnant yields, the contribution of
agriculture to overall GDP is bound to shrink
further in the coming years as rapid growth in
industry and services sector outpaces the growth in
agriculture.

Table 1.5: Sectoral Share in Gross Domestic Product(GDP)

(At Constant Factor Cost) (In %)

- 1969-70 © 2004-05 = 2005-06 = 2006-07 . 2007-08 2008-09 P
Commaodity Producing Sector 61.6 48.7 48.3 48.2 47.0 46.2
1. Agriculture 38.9 22.4 22.5 21.9 21.3 21.8
- Major Crops 234 8.4 7.6 7.7 6.9 7.3
- Minor Crops 4.2 2.7 2.6 24 2.6 2.6
- Livestock 10.6 10.6 11.6 11.1 11.1 11.3
- Fishing 0.5 0.3 0.3 0.4 0.4 0.4
- Forestry 0.1 0.4 0.4 0.3 0.3 0.2
2. Mining & Quarrying 0.5 2.7 2.6 2.5 2.6 2.5
3. Manufacturing 16.0 18.3 18.8 19.0 19.2 18.2
- Large Scale 12.5 12.9 13.2 13.4 13.4 12.1
- Small Scale 3.5 4.1 43 43 4.4 4.7
4. Construction 4.2 2.1 2.2 2.6 24 2.1
5. Electricity & Gas Distribution 2.0 3.2 2.2 2.2 1.6 1.5
Services Sector 38.4 513 51.7 51.8 53.0 53.8
6. Transport, Storage & Communication 6.3 10.4 10.2 10.0 10.2 10.3
7. Wholesale and Retail Trade 13.8 18.7 17.2 17.1 17.3 17.5
8. Finance and Insurance 1.8 4.0 5.5 5.9 6.4 6.2
9. Ownership of Dwellings 34 2.9 2.8 2.7 2.7 2.7
10. Public Admn. & Defence 6.4 59 6.1 6.1 59 6.1
11. Other Services 6.7 9.5 9.9 10.0 10.6 11.1
12.GDP (Constant Factor Cost) 100.0 100.0 100.0 100.0 100.0 100.0

P Provisional

Source: Economic Adviser’s Wing, Finance Division
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During the last seven years, the major impetus to
growth has come from the services sector which
has emerged as the main engine of the economic
growth. The share of manufacturing in GDP has
remained stagnant at around 16 percent for 33
years until 2002-03. Its contribution to GDP has
increased only during the last five years - rising
from 16.3 percent in 2002-03 to 18.2 percent in
2008-09. Within the services sector, almost all the
components have raised their contribution over the
last three and a half decades.

V1. Per Capita Income

Per capita income is not the proper measurement of
the welfare in any economy because it imbeds a
wide range of fluctuations behind the number.
However, still it is treated as one of the foremost
indicators of the depth of growth and general well-
being of an economy. The recent and more
sophisticated tools to assess effectiveness of
economic growth, development, and economic
advancement, not a single one has over-ruled the
historical importance and simplicity of per capita
income as a measure of the average level of
prosperity in an economy. Per capita income,
defined as Gross National Product at market price
in dollar term divided by the country’s population,
grew by a meager 0.3 percent mainly because of
slower economic growth and depreciation of Pak
rupee.

Fig-1.4: Per Capita Income ($)
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The last few years have been in complete contrast,
with per capita income growing at a much stronger
pace. The per capita income in dollar terms has

increased from $ 586 in 2002-03 to $ 1046 in
2008-09 [See Fig-1.4]. The main factors
responsible for the sharp rise in per capita income
include acceleration in real GDP growth, and a
four fold increase in the inflows of workers’
remittances. Per capita income in dollar terms rose
from $ 1042 last year to $ 1046 in 2008-09,
thereby showing marginal increase of 0.3 percent.
Fig. 1.4 shows the improvement in per capita
income during the last seven years. Real per capita
income in rupee terms has also increased by 2.5
percent as compared to 0.3 percent growth last
year.

VII. Investment and Savings

Investment is a key determinant of growth and its
fluctuation reflects the intensification of economic
activity. The total investment has declined from
22.5 percent of GDP in 2006-07 to 19.7 percent of
GDP in 2008-09. Fixed investment has decreased
to 18.1 percent of GDP from 20.4 percent last year.
Gross fixed capital formation in real terms has
contracted by 6.5 percent compared to an
expansion of 3.8 percent last year. However, in
nominal terms gross fixed capital formation
increased by 13.1 percent against 15.5 percent last
year. Private sector investment also witnessed a
contraction of 7 percent in real terms and
expansion of 12.0 percent in nominal terms
compared to a growth of 3.6 percent in real and
15.1 percent in nominal terms in last year. The
composition of investment between the private and
public sector has changed considerably during the
last three years. Private sector investment was
decelerating persistently since 2004-05 and its ratio
to GDP has declined from 15.7 percent in 2004-05
to 13.2 percent in 2008-09. Public sector
investment to GDP ratio was rising persistently
from 4.0 percent in 2002-03 to 5.6 percent in 2006-
07, however, declined to 4.9 percent in 2008-09.

Public sector investment is crucial for catalyzing
economic development and it has created spillover
effects for private sector investment through
massive increase in development spending
particularly on infrastructure in the past[See Table-
1.6]. However, squeeze on development
expenditures made it decelerate at a brisk pace.



Growth and Investment

Table 1.6: Structure of Savings and Investment (As Percent of GDP)

Description 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09P
Total Investment 17.2 16.8 16.9 16.6 19.1 22.1 225 220 19.7
Changes in Stock 1.4 1.3 1.7 1.6 1.6 1.6 1.6 1.6
Gross Fixed Investment 15.8 155 15.3 15.0 175 20.5 20.9 20.4 18.1
- Public Investment 5.7 4.2 4.0 4.3 4.8 5.6 5.4 4.9
- Private Investment 10.2 11.3 11.3 10.9 13.1 15.7 15.4 15.0 13.2
Foreign Savings 0.7 -1.9 -3.8 -1.3 1.6 39 5.1 8.5 5.3
National Savings 16.5 18.6 20.8 17.9 175 18.2 17.4 13.5 14.3
Domestic Savings 17.8 18.1 17.6 15.7 15.4 16.3 15.6 11.5 11.2

P: Provisional

Source: EA Wing Calculations

The contribution of national savings to the
domestic investment is indirectly the mirror image
of foreign savings required to meet investment
demand. The requirement for foreign savings
needed to finance the saving-investment gap
simply reflects the current account deficit in the
balance of payments. National Savings at 13.5
percent of GDP in 2007-08 is the lowest ever level
since 1999-2000 and has financed 61.5 percent of
fixed investment in 2007-08. The current fiscal
year has improved upon this performance and
national savings as percentage of GDP stood at
14.3 percent. Domestic savings has also declined
substantially from 16.3 percent of GDP in 2005-06
to 11.2 percent of GDP in 2008-09. In the current
scenario, net foreign resource inflows are coming
in a huge quantum and financing savings-

investment gap. In the current fiscal year too we
are expecting inflows of up to 5.3 percent of GDP.

VII. Foreign Investment

Foreign direct investment (FDI) has emerged as a
major source of private external flows for
developing countries around the world. The
developing countries like Pakistan are able to
bridge their widening savings-investment gap
through this important non-debt creating inflow.
During the last two decades countries have
liberalized their FDI regimes and pursued
investment- friendly economic policies to attract
investment to maximize the benefits of foreign
presence in the host economy. In many developing
countries,

Table 1.7: Inflow of Net Foreign Private Investment (FPI) (Million US $)
July-April

Country 2007-08 2007-08 | 2008-09

Direct Portfolio | Total | Direct | Portfolio | Total | Direct | Portfolio | Total
USA [ 13092 | 4392 | 17483 | 11614 | 520.6 | 1682.0 | 7452 | -278.5 | 466.7
UK 460.4 -125.1 | 3352 | 3048 | -137.6 | 167.1 | 2202 -74.7 145.5
UAE | 5886 | 43 | 5929 | 5353 | 179 | 5532 | 1702 | 93 | 179.5
Germany 69.6 -0.5 69.1 61.7 0.5 61.2 60.4 0.2 60.1
Kuwait | 360 | 283 | 643 | 31.7 | 279 | 596 | 106 | 99 | 205
Hong Kong 339.8 -245.5 943 | 1213 | -2275 | -106.1 | 124.4 -35.5 88.9
Norway [ 2749 | 00 | 2749 | 1548 | 0.0 | 1548 | 919 | 00 | 919
Japan 131.2 9.9 141.1 | 100.3 10.9 1112 | 65.2 -4.0 61.3
Saudi Arabia [ 462 | -16 | 447 | 370 | -16 | 354 | -556 | 0.1 | -556
Canada 13.3 0.4 13.7 13.0 0.3 13.3 2.1 0.2 23
Netherlands | 1216 | 245 | 1461 | 774 | 397 | 117.1 | 638 | 89 | 727
Mauritius 99.6 5.9 105.6 | 338.7 53 3440 | 3207 2.7 323.4
Singapore [ 248 | 196 | 444 | 235 | -195 | 40 | 2462 | -350 | 2112
China 13.7 0.0 13.7 13.2 0.0 132 | -69.7 0.0 -69.7
Australia | 696 | -732 | 37 | 569 | -648 | -79 | 786 | -116 | 67.0
Switzerland 169.3 -97.8 71.5 | 1414 -79.3 62.1 | 2104 -39.6 170.8
Others [ 13849 | 51.8 | 1436.7 | 5465 | 7.1 | 5537 | 9208 | -35 | 9174
Total 5152.8 40.1 5192.9 « 3719.1 98.9 3818.0 « 3205.4 @ -451.5 i 2753.9

Source: State Bank of Pakistan
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FDI has triggered technology spillovers, assisted
human capital formation, contributed to international
trade integration, helped in creating a more
competitive business environment and promoted
enterprise  development. FDI has prevented
developing countries from the ill-effects of exploding
debt accumulation to finance their development
needs and thus enabled exchange rate stability. Given
the contagion of the global financial crisis developing
countries are facing sever cutbacks in their private
capital inflows like FDI. Pakistan has also witnessed
a substantial fall in FDI inflows in 2008-09 in line
with all other developing countries. However, the
case of Pakistan is exacerbated by the deteriorating
security environment.

The overall foreign investment during the first ten
months (July-April) of the current fiscal year has
declined by 42.7 percent and stood at $ 2.2 billion
compared to $3.9 billion in the same period of last
year. The overall foreign investment has two
components — foreign direct investment (FDI) and
portfolio investment i.e., investment in the equity
market. Foreign direct investment (private) showed
more resilience and stood at $3205.4 million during
the first ten months (July-April) of the current fiscal
year as compared to $3719.1 million in the same
period last year thereby showing a decline of 13.8
percent (See Table 1.8). Private portfolio investment
on the other hand showed an outflow of $451.5
million as against an inflow of $98.9 million during
the comparable period of last year.

Table-1.8: Net Inflow of Foreign Direct Investment (Group-Wise) Million US$
i i i i July-April
SMo. | ECONOMIC BROVP 200405 200596 200007 20979 “007-08' 2008-09
1 Food, Beverages & Tobbaco 22.8 61.9 515.8 57.1 353 146.5
2 Textiles 39.3 47.0 59.4 30.1 25.1 28.4
3 Sugar, Paper & Pulp 4.3 5.1 17.4 10.5 10.1 14.3
4| Leather & Rubber Products 65 | 82 | 13
5 | Chemicals & Petro Chemicals 52.1 724 52.5
6 Petroleum Refining 23.7 31.2 155.2
7 Minning & Quarrying 0.5 7.1 23.7
8 Oil & Gas Explorations 193.8 312.7 545.1
9 Pharmaceuticals & OTC Products 380 345 384 456
10 Cement 3.1 390 337 1025
11 Electronics & Other Machinery 16.5 21.0 220 |
12 Transport Equipment(Automobiles) 33.1 33.1 50.4
13 Power 73.3 320.6 204.6
14 Construction 927 | 895 | 1571
15 Trade 521 1180 | 1734 - -
16 Communications 517.6 1937.7 1898.7 1626.8 1164.9 828.5
1) Telecommunications 494 .4 1905.1 1824.3 1440.1 1032.6 767.1
17 Financial Business 269.4 329.2 930.1 997.1 680.9
18 Social & Other Services 247 647 884 94.6 812
19 T Others 789 655 | 1661 09 | 1655 | 283
TOTAL 1,524.0 : 3,521.0 5,139.6 | 5,152.8 3,719.1 3,038.8
Source: SBP

US kept its distinction of being the largest investor
with 23.2 percent stake in the FDI. Other big
investors originated from Mauritius (10.0 percent),
Singapore (7.7 percent), UK (6.9 percent),
Switzerland (6.6 percent), UAE (5.3 percent) and
Hong Kong (3.9 percent) [See Table 1.7].

The communication sector (including Telecom)

spearheaded the FDI inflows by accounting for
27.3 percent stake during July-April 2008-09
followed by financial business (22.4 percent),
energy including oil & gas and power (22.7
percent), and trade (4.9 percent) [See Table 1.8].
The current wave of uncertainty in the global
demand and economic activity in the country has a
major backlash on FDI inflows.




TABLE 1.1

GROSS NATIONAL PRODUCT AT CONSTANT FACTOR COST OF 1999-2000

(Rs million)
% Change
Sectors 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09  2007-08/ 2008-09/
R P 2006-07 2007-08
COMMODITY PROD. SECTOR 2,041,661 2,234,671 2,348,925 2,504,569 2,540,080 2,544,339 14 0.2
1 Agriculture 964,853 1,027,403 1,092,098 1,137,037 1,149,270 1,203,308 11 47
Major Crops 327,057 385,058 370,005 398,617 373,275 401,890 6.4 7.7
Minor Crops 124,121 125,993 126,457 125,243 138,860 143,883 10.9 36
Livestock 473,771 484,876 561,500 577,400 601,530 623,759 4.2 37
Fishing 13,611 13,691 16,540 19,080 20,834 21,319 9.2 2.3
Forestry 26,293 17,785 17,596 16,697 14,771 12,457 -11.5 -15.7
AL INDUSTRIAL SECTOR 1,076,808 1,207,268 1,256,827 1,367,532 1,390,810 1,341,031 17 -3.6
2 Mining & Quarrying 111,473 122,621 128,288 132,254 138,047 139,856 4.4 13
3 Manfacturing 727,439 840,243 912,953 988,301 1,035,797 1,001,387 4.8 -3.3
Large Scale 492,632 590,759 639,585 695,489 723,322 667,825 4.0 -1.7
Small & Household 176,841 190,121 206,656 223,365 240,139 258,174 75 75
Slaughtering 57,966 59,363 66,712 69,447 72,336 75,388 42 42
4 Construction 82,818 98,190 108,195 134,536 129,243 115,297 -39 -10.8
5  Electricity and
Gas Distrubution 155,078 146,214 107,391 112,441 87,723 84,491 -22.0 -3.7
SERVICES SECTOR 2,173,947 2,358,559 2,511,551 2,687,140 2,864,406 2,968,106 6.6 3.6
6  Transport, Storage
& Communication 461,276 477,171 496,073 519,486 549,326 565,056 5.7 2.9
7 Wholesale & Re-
tail Trade 766,693 858,695 838,426 887,294 934,441 963,722 5.3 31
8  Finance & Insurance 141,768 185,501 265,056 304,514 343,867 339,787 12.9 -1.2
9  Ownership of
Dwellings 126,764 131,214 135,820 140,587 145,521 150,628 35 35
10  Public Admn. &
Defence 267,321 268,826 295,959 316,915 320,825 336,823 12 5.0
11 Social and Community
Services 410,125 437,152 480,217 518,344 570,426 612,090 10.0 73
12 GDP (fc) 4,215,608 4,593,230 4,860,476 5,191,709 5,404,486 5,512,445 41 2.0
13 Indirect Taxes 372,029 358,455 395,440 361,841 372,651 351,479 30 -5.7
14 Subsidies 53,488 69,889 72,545 75,602 189,734 67,565 151.0 -64.4
15  GDP(mp) 4,534,149 4,881,796 5,183,371 5,477,948 5,587,403 5,796,359 2.0 37
16  Net Factor Income
from abroad 90,721 88,766 84,343 82,434 85,949 118,343 4.3 37.7
17 GNP(fc) 4,306,329 4,681,996 4,944,819 5,274,143 5,490,435 5,630,788 41 2.6
18 GNP (mp) 4,624,870 4,970,562 5,267,714 5,560,382 5,673,352 5,914,702 2.0 43
19  Population
(in million) 149.7 152.5 155.4 158.2 161.0 163.8 18 1.7
20  Per Capita
Income(fc-Rs) 28,776 30,696 31,826 33,345 34,108 34,384 23 0.8
21  Per Capita
Income(mp-Rs) 30,905 32,587 33,904 35,154 35,245 36,118 0.3 25

R: Revised
P: Provisional

Source : Federal Bureau of Statistics



TABLE 1.2

SECTORAL SHARE IN GDP

(%)
Sector 1999-2000 2000-01  2001-02  2002-03  2003-04  2004-05 2005-06  2006-07  2007-08  2008-09
R P

COMMODITY PROD. SECTOR 49.3 48.7 479 47.6 48.4 48.7 48.3 48.2 47.0 46.2
1. Agriculture 25.9 249 24.1 24.0 22.9 224 225 219 21.3 218

Major Crops 9.6 8.5 8.0 8.2 7.8 8.4 7.6 7.7 6.9 7.3

Minor Crops 35 33 31 3.0 2.9 2.7 2.6 24 2.6 2.6

Livestock 11.7 11.9 12.0 11.7 11.2 10.6 11.6 11.1 111 11.3

Fishing 04 0.4 0.3 0.3 0.3 0.3 0.3 0.4 04 0.4

Forestry 0.7 0.7 0.7 0.7 0.6 0.4 04 0.3 0.3 0.2
Al. INDUSTRIAL SECTOR 233 238 23.7 236 255 26.3 25.9 26.3 25.7 243
2. Mining & Quarrying 2.3 24 24 25 2.6 2.7 2.6 25 2.6 25
3. Manfacturing 14.7 15.7 15.9 16.3 17.3 18.3 18.8 19.0 19.2 18.2

Large Scale 9.5 10.3 10.4 10.6 11.7 12.9 13.2 13.4 13.4 12.1

Small & Household 5.2 5.4 5.6 5.6 4.2 4.1 43 43 44 4.7

Slaughtering 0.0 0.0 0.0 0.0 1.4 13 1.4 13 13 14
4. Construction 25 24 24 24 2.0 2.1 2.2 2.59 2.39 2.09
5. Electricity and

Gas Distrubution 39

SERVICES SECTOR 50.7 51.3 52.1 524 51.6 51.3 51.7 51.8 53.8
6. Transport, Storage

& Communication 11.3 11.6 11.4 11.4 10.9 10.4 10.2 10.0 10.2 10.3
7. Wholesale & Re-

tail Trade 175 17.9 17.8 18.0 18.2 18.7 17.2 17.1 17.3 175
8. Finance & Insurance 3.7 31 35 33 3.4 4.0 55 5.9 6.4 6.2
9. Ownership of

Dwellings 31 32 3.2 31 3.0 29 2.8 2.7 2.7 2.7
10. Public Admn. &

Defence 6.2 6.2 6.4 6.6 6.3 5.9 6.1 6.1 5.9 6.1
11. Social Services 9.0 9.3 9.8 9.9 9.7 9.5 9.9 10.0 10.6 11.1
12. GDP (fc) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
R: Revised Source: Federal Bureau of Statistics.

P: Provisional



TABLE 1.3

REAL GDP / GNP GROWTH RATES
(%)

Sector 2000-01  2001-02  2002-03  2003-04  2004-05 2005-06 2006-07  2007-08  2008-09
R P

COMMODITY PROD. SECTOR 0.8 14 4.2 9.3 9.5 5.1 6.6 14 0.2
1. Agriculture 2.2 0.1 41 24 6.5 6.3 41 11 4.7

Major Crops 9.9 2.5 6.8 17 17.7 -39 7.7 6.4 7.7

Minor Crops 3.2 3.7 19 39 15 0.4 -1.0 10.9 36

Livestock 38 37 2.6 29 23 15.8 2.8 4.2 37

Fishing -3.0 -12.3 34 2.0 0.6 20.8 154 9.2 23

Forestry 9.1 -4.4 11.1 3.2 -324 -1.1 5.1 -115 -15.7
Al INDUSTRIAL SECTOR 4.1 2.7 4.2 163 121 4.1 8.8 17 -3.6
2. Mining & Quarrying 55 5.7 6.6 15.6 10.0 4.6 31 44 13
3. Manfacturing 9.3 45 6.9 14.0 15,5 8.7 8.3 4.8 -33

Large Scale 11.0 35 7.2 18.1 19.9 8.3 8.7 4.0 1.7

Small & Household 6.2 6.3 6.3 -20.0 75 8.7 8.1 75 75
4. Construction 0.5 16 4.0 -10.7 18.6 10.2 243 -39 -10.8
5. Electricity and

Gas Distrubution 137 -7.0 117 56.8 5.7 -26.6 4.7 -22.0 3.7
SERVICES SECTOR 3.1 4.8 5.2 5.8 8.5 6.5 7.0 6.6 3.6
6. Transport, Storage

& Communication 53 12 43 35 34 4.0 4.7 5.7 29
7. Wholesale & Re-

tail Trade 45 2.8 6.0 8.3 12.0 2.4 5.8 53 31
8. Finance & Insurance -15.1 17.2 -13 9.0 308 42.9 14.9 12.9 -1.2
9. Ownership of

Dwellings 38 35 33 35 35 35 35 35 35
10. Public Admn. &

Defence 22 6.9 7.7 32 0.6 10.1 7.1 12 5.0
11. Social Services 5.6 7.9 6.2 54 6.6 9.9 7.9 10.0 7.3
12. GDP (fc) 2.0 31 4.7 75 9.0 5.8 6.8 41 2.0
R: Revised Source: Federal Bureau of Statistics.

P: Provisional



TABLE 1.4

EXPENDITURE ON GROSS NATIONAL PRODUCT AT CONSTANT PRICES OF 1999-2000

(Rs million)
% Change
Flows 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09  2007-08/  2008-09/
R P 2006-07  2007-08
Private Consumption
Expenditure 2,952,588 3,251,947 3,670,749 3,708,073 3,882,891 3,831,591 4,031,543 -1.32 522
General Govt. Current
Consumption Expenditure 384,825 390,319 396,818 588,576 532,147 739,583 639,535 38.98 -13.53
Gross Domestic Fixed
Capital Formation 658,070 617,731 701,392 840,977 955,140 991,718 927,325 3.83 -6.49
Change in Stocks 71,051 73,703 79,085 82,934 87,647 91,850 88,878 4.80 -3.24
Export of Goods and
Non-Factor Services 814,425 801,982 878,896 965,863 988,164 935,303 1,019,868 -5.35 9.04
Less Imports of Goods
and Non-Factor Services 657,983 601,559 845,144 1,003,052 968,041 1,002,642 910,790 357 -9.16
Expenditure on GDP at
Market Prices 4222976 4,534,123 4,881,796 5183371 5477948  5587,403 5,796,359 2.00 374
Plus Net Factor Income
from the Rest of the World 127,050 90,721 88,750 84,343 82,434 85,949 118,343 4.26 37.69
Expenditure on GNP at
at Market Prices 4,350,026 4,624,844 4970546  5267,714  5560,382 5,673,352 5,914,702 2.03 4.25
Less Indirect Taxes 355,323 372,029 358,455 395,440 361,841 372,651 351,479 2.99 -5.68
Plus Subsidies 54,451 53,488 69,889 72,545 75,602 189,734 67,565 421 150.96
GNP at Factor Cost 4,049,154 4,306,303 4,681,980 4,944,819 5274143 5490435 5,630,788 6.66 4.10
R: Revised Source: Federal Bureau of Statistics.

P: Provisional



TABLE 1.5

GROSS NATIONAL PRODUCT AT CURRENT FACTOR COST

(Rs million)
% Change |
Sectors 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2007-08/ 2008-09/
R P 2006-07 2007-08
1. Agriculture 1,164,751 1,314,234 1,457,222 1,685,240 2,016,553 2,590,185 19.7 284
Major Crops 411,836 497,556 464,276 546,418 673,435 967,324 23.2 43.6
Minor Crops 126,372 154,218 168,461 184,121 212,198 244,881 15.2 154
Livestock 578,218 621,170 766,448 881,806 1,051,654 1,286,690 19.3 22.3
Fishing 16,728 17,490 30,492 42,668 52,391 59,518 22.8 13.6
Forestry 31,597 23,800 217,545 30,227 26,875 31,772 -111 18.2
2. Mining & Quarrying 208,290 182,051 219,682 252,541 301,469 356,806 194 184
3. Manfacturing 902,486 1,136,634 1,370,793 1,567,313 1,949,904 2,205,386 24.4 131
Large Scale 621,899 814,657 1,003,062 1,149,573 1,466,607 1,622,347 27.6 10.6
Small & Household 280,587 222,176 245,962 279,943 334,610 403,887 195 20.7
Slaughtering 99,801 121,769 137,797 148,687 179,152 7.9 20.5
4. Construction 115,497 153,333 179,885 225,239 264,780 299,864 17.6 133
5. Electricity and
Gas Distrubution 190,713 187,267 153,338 169,519 149,744 164,915 -117 10.1
6.  Transport, Storage
& Communication 675,623 759,711 908,409 1,012,206 1,178,906 1,609,904 16.5 36.6
7. Wholesale & Re-
tail Trade 896,357 1,093,114 1,262,001 1,441,786 1,829,225 2,359,205 26.9 29.0
8.  Finance & Insurance 165,230 236,254 364,320 447,270 565,695 667,658 26.5 18.0
9. Ownership of
Dwellings 146,264 165,441 184,812 206,166 239,010 304,229 15.9 27.3
10. Public Admn. &
Defence 312,105 343,348 404,628 467,685 530,074 665,142 133 255
11.  Social Services 473,211 551,181 653,437 760,134 936,887 1,236,250 23.3 32.0
12.  GDP (fc) 5,250,527 6,122,568 7,158,527 8,235,099 9,962,247 12,459,544 20.97 25.1
13.  Indirect Taxes 455,549 468,573 569,077 556,874 667,604 828,576 19.9 24.1
14.  Subsidies 65,496 91,359 104,399 118,966 345,471 193,081 190.4 -44.1
15.  GDP(mp) 5,640,580 6,499,782 7,623,205 8,673,007 10,284,380 13,095,039 18.6 273
16.  Net Factor Income
from abroad 124,478 134,461 149,901 157,631 209,801 407,867 331 94.4
17.  GNP(fc) 5375005 6,257,029 7,308,428 8,392,730 10,172,048 12,867,411 212 26.5
18. GNP (mp) 5765058 6,634,243 7,773,106 8,830,638 10,494,181 13,502,906 18.8 28.7
19. Population
(in million) 149.65 152.53 155.37 158.17 160.97 163.76 18 17
20. Per Capita
Income(fc-Rs) 35,917 41,022 47,039 53,061 63,192 78,575 19.1 243
21. Per Capita
Income(mp-Rs) 38,524 43,495 50,030 55,830 65,193 82,455 16.8 26.5
22. Per Capita
Income(mp-US $) 669 733 836 921 1,042 1,046 132 0.3
23.  GDP Deflator
Index 124.55 133.30 147.28 158.62 184.33 226.03
Growth 774 7.02 10.49 7.70 16.21 22.62 - -
R: Revised Source : Federal Bureau of Statistics

P: Provisional



TABLE 1.6

EXPENDITURE ON GROSS NATIONAL PRODUCT AT CURRENT PRICES

(Rs million)
% Change
Flows 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2007-08/  2008-09/
R P 2006-07  2007-08
Private Consumption
Expenditure 3,600,963 4,184,717 5,001,499 5720225 6,543,843 7,877,216 10,402,888 20.38 32.06
General Government Current
Consumption Expenditure 428,689 462,462 509,864 824,300 796,204 1,278,431 1,400,099 60.57 9.52
Gross Domestic Fixed
Capital Formation 736,433 844,847 1134942 1,565,838 1,814,620 2,095,193 2,368,977 15.46 13.07
Change in Stocks 80,629 90,249 105,298 121,971 138,768 164,550 209,521 18.58 27.33
Export of Goods and Non-
Factor Services 815,158 883,704 1,019,783 1,161,257 1,230,660 1,316,439 1,852,591 6.97 40.73
Less Imports of Goods and
Non-Factor Services 786,224 825,399 1271604 1,770,386 1,851,088 2,447,449 3,139,037 32.22 28.26
Expenditure on GDP at
Market Prices 4,875,648 5,640,580 6,499,782 7,623,205 8,673,007 10,284,380 13,095,039 18.58 27.33
Plus Net Factor Income from
the rest of the world 151,812 124,478 134,461 149,901 157,631 209,801 407,867 33.10 94.41
Expenditure on GNP at
Market Prices 5,027,460 5,765,058 6,634,243 7,773,106 8,830,638 10,494,181 13,502,906 18.84 28.67
Less Indirect Taxes 403,221 455,549 468,573 569,077 556,874 667,604 828,576 19.88 24.11
Plus Subsidies 61,791 65,496 91,359 104,399 118,966 345,471 193,081 190.39 -44.11
GNP at Factor Cost 4,686,030 5375005 6,257,029 7,308,428 8,392,730 10,172,048 12,867,411 21.20 26.50
R: Revised Source: Federal Bureau of Statistics
P: Provisional

Note: Private Consumption Expenditure has been taken as residual



TABLE 1.7

GROSS FIXED CAPITAL FORMATION (GFCF) IN PRIVATE, PUBLIC, AND GENERAL GOVERNMENT SECTORS BY
ECONOMIC ACTIVITY AT CURRENT MARKET PRICES

(Rs million)
% Change |
Sector 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2007-08/  2008-09/
R P 2006-07  2007-08
GFCF (A+B+C) 736,433 844,836 1,134,942 1565838 1,814,620 2,095,193 2,368,977 155 131
A. Private Sector 545,104 616,514 852,424 1,197,740 1,335,849 1,537,970 1,723,263 15.1 12.0
B. Public Sector 104,051 103,536 129,482 162,022 172,697 207,000 224,303 19.9 8.4
C. General Govt. 87,278 124,786 153,036 206,076 306,074 350,223 421,411 14.4 20.3
Private & Public (A+B) 649,155 720,050 981,906 1,359,762 1,508,546 1,744,970 1,947,566 15.7 11.6
SECTOR-WISE:
1. Agriculture 75,681 81,159 135,308 145,575 151,574 155,246 171,987 24 10.8
2. Mining and
Quarrying 77,430 18,651 33,378 49,569 75,559 95,067 140,140 25.8 47.4
3. Manfacturing (A+B) 164,920 203,929 247,166 326,797 350,248 362,792 402,064 36 10.8
A. Large Scale 136,066 164,572 195,655 261,023 276,131 272,039 282,465 -1.5 38
B. Small Scale* 28,854 39,357 51,511 65,774 74,117 90,753 119,599 224 318
4. Construction 7,130 10,113 17,824 26,106 38,299 33,474 43,470 -12.6 29.9
5. Electricity
& Gas 57,562 25,261 40,050 69,795 73,497 88,840 73,231 20.9 -17.6
6. Transport and
Communication 82,864 148,646 224,974 392,651 395,240 456,299 455,930 15.4 -0.1
7. Wholesale and
Retail Trade 12,533 17,192 21,381 29,157 37,227 43,140 51,896 15.9 20.3
8. Finance &
Insurance 23,366 27,945 31,580 41,009 81,683 150,143 163,585 83.8 9.0
9. Ownership of Dwellings 91,379 110,398 129,247 149,167 158,719 179,233 218,575 12.9 22.0
9. Services 56,290 76,754 101,065 129,936 146,500 180,736 226,688 234 25.4
P: Provisional (Contd.)
R: Revised

* Slaughtering is included in small scale sector



TABLE 1.7

GROSS FIXED CAPITAL FORMATION (GFCF) IN PRIVATE SECTOR BY ECONOMIC ACTIVITY
AT CURRENT MARKET PRICES

(Rs million)
% Change |
Sector 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2007-08/  2008-09/
R P 2006-07  2007-08

PRIVATE 545,104 616,514 852,424 1,197,740 1,335,849 1,537,970 1,723,263 15.1 12.0
SECTORS
1. Agriculture 74,293 81,050 135,086 143,538 151,340 155,026 171,786 24 10.8
2. Mining and

Quarrying 48,252 12,701 18,384 31,323 49,007 61,952 86,603 26.4 39.8
3. Manufacturing 163,520 200,521 244,959 320,501 346,574 361,528 399,827

Large Scale 134,666 161,162 193,448 254,727 272,457 270,775 280,228 -0.6 35

Small Scale* 28,854 39,359 51,511 65,774 74,117 90,753 119,599
4. Construction 4,178 6,608 13,418 19,248 24,262 19,091 28,067 213 47.0
5. Electricity & Gas 26,417 3,039 11,612 32,372 29,633 32,507 25,596 9.7 213
6. Transport &

Communication 51,381 86,951 153,558 312,549 324,335 370,214 369,892 141 0.1
7. Wholesale and

Retail Trade 12,533 17,192 21,381 29,157 37,227 43,140 51,896 15.9 20.3
8. Ownership of

Dwellings 91,379 110,398 129,247 149,167 158,719 179,233 218,575 129 22.0

9. Finance & Insurance 20,897 26,599 30,520 38,692 77,974 146,525 159,618 87.9 8.9
10.Services 52,254 71,455 94,259 121,193 136,778 168,754 211,403 234 25.3
R: Revised (Contd.)
P: Provisional

* Slaughtering is included in small scale sector



TABLE 1.7

GROSS FIXED CAPITAL FORMATION (GFCF) IN PUBLIC AND GENERAL GOVERNMENT SECTORS BY ECONOMIC
ACTIVITY AT CURRENT MARKET PRICES

(Rs million)
% Change |
Sector 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2007-08/ 2008-09/
R P 2006-07 2007-08
Public Sector and

General Govt. (A+B) 191,332 228,322 282,518 368,098 481,771 557,223 645,714 15.7 15.9
A. Public Sector 104,054 103,536 129,482 162,022 175,697 207,000 224,303 17.8 8.4
1. Agriculture 1,388 109 222 2,037 234 220 201 -6.0 8.6
2. Mining and

Quarrying 29,178 5,950 14,994 18,246 29,552 33,115 53,537 12.1 61.7
3. Manufacturing 1,400 3,410 2,140 6,296 3,674 1,264 2,237 -65.6 77.0

Large Scale 1,400 3,410 2,140 6,296 3,674 1,264 2,237 -65.6 77.0
Small Scale - - - - - - - - -
4. Construction 2,952 3,505 4,406 6,858 14,037 14,383 15,403 25 71
5. Electricity & Gas 31,145 22,222 28,438 37,423 43,864 56,333 47,635 28.4 -15.4
6. Transport and
Communication 31,486 61,695 71,416 80,102 70,905 86,085 86,038 21.4 0.1
Railways 3,133 3,336 3,439 4,754 3,680 4,167 584 13.2 -86.0
Post Office & PTC 6,699 5,834 10,763 15,232 11,981 14,596 14,416 21.8 -1.2
Others 21,654 52,525 57,214 60,116 55,244 67,322 71,038 21.9 55
7. Wholesale and
Retail Trade - - - -
8. Finance &

Insurance 2,469 1,346 1,060 2,317 3,709 3,618 3,967 2.5 9.6
9. Services 4,036 5,299 6,806 8,743 9,722 11,982 15,285 23.2 27.6
B. General Govt. 87,278 124,786 153,036 206,076 306,074 350,223 421,411 14.4 20.3

Federal 31,581 41,304 38,938 53,522 78,862 83,175 127,788 55 53.6
Provincial 26,689 50,059 71,567 113,512 156,261 179,756 198,252 15.0 10.3
Local Bodies 29,008 33,423 42,531 39,042 70,951 87,292 95,371 23.0 9.3
R: Revised Source: Federal Bureau of Statistics.
P: Provisional
- Nil

Not available



TABLE 1.8

GROSS FIXED CAPITAL FORMATION (GFCF) IN PRIVATE, PUBLIC AND GENERAL GOVERNMENT SECTORS BY
ECONOMIC ACTIVITY AT CONSTANT MARKET PRICES OF 1999-2000

(Rs million)
| % Change |
Sector 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2007-08/  2008-09/
R P 2006-07  2007-08
GFCF (A+B+C) 658,070 617,731 701,392 840,976 955,141 991,718 927,324 3.8 -6.5
A. Private Sector 485,849 447,212 521,326 635,894 691,550 716,375 665,952 36 -7.0
B. Public Sector 91,475 72,763 75,153 81,809 85,153 90,236 80,579 6.0 -10.7
C. General Govt. 80,746 97,756 104,913 123,273 178,438 185,107 180,793 37 2.3
Private & Public 577,324 519,975 596,479 717,703 776,703 806,611 746,531 3.9 14
(A+B) 172,221 170,519 180,066 205,082 263,591 275,343 261,372 45 5.1
SECTOR-WISE:
1. Agriculture 66,762 55,779 76,389 70,285 70,902 64,484 59,484 9.1 -7.8
2. Mining and
Quarrying 66,738 12,232 17,482 22,021 32,557 36,248 45,881 11.3 26.6

3. Manfacturing 149,275 144,010 148,129 171,302 179,530 165,610 148,542 -1.8 -10.3

Large Scale 120,969 115,700 117,147 140,320 142,424 125,001 104,100 -12.2 -16.7

Small Scale* 28,306 28,310 30,982 30,982 37,106 40,609 44,442 9.4 9.4
4. Construction 6,606 7,919 13,155 19,378 26,805 21,284 19,841 -20.6 -6.8
5. Electricity

& Gas 50,119 16,934 21,659 32,056 32,750 35,094 24,601 7.2 -29.9
6. Transport and

Communication 74,151 105,851 133,953 202,033 197,176 203,242 167,955 31 -17.4
7. Wholesale and

Retail Trade 11,692 13,760 15,165 18,123 22,578 23,816 23,059 55 -3.2
8. Finance & Insurance 21,265 22,025 21,835 25,196 48,454 81,023 74,364 67.2 8.2
9.0wnerships of

Dwellings 83,163 87,010 89,213 91,648 94,151 96,721 99,361 2.7 27
10. Services 49,996 54,455 59,499 65,661 71,800 79,090 83,442 10.2 55
R: Revised (..Contd.)
P: Provisional
- Not available

* Slaughtering is included in small scale sector



TABLE 1.8

GROSS FIXED CAPITAL FORMATION (GFCF) IN PRIVATE SECTOR
AT CONSTANT MARKET PRICES OF 1999-2000

(Rs million)

% Change |

Sector 2002-03 2003-04 2004-05 2005-06  2006-07 2007-08 2008-09 2007-08/  2008-09/

R P 2006-07  2007-08

PRIVATE SECTOR 485,849 447,213 521,326 635,893 691,549 716,375 665,953 3.6 -7.0

1. Agriculture 65,537 55,704 76,264 69,302 70,792 64,393 59,415 -9.0 1.7
2. Mining and

Quarrying 41,589 8,330 9,629 13,915 21,116 23,621 28,354 11.9 20.0

3. Manufacturing 145,588 141,613 146,847 167,917 177,636 165,029 147,718 7.1 -10.5

Large Scale 119,724 113,303 115,865 136,935 140,529 124,420 103,276 -11.5 -17.0

Small Scale* 25,864 28,310 30,982 30,982 37,107 40,609 44,442 9.4 9.4
4. Construction 3,871 5,175 9,903 14,287 16,981 12,139 12,811 -28.5 55
5. Electricity

& Gas 23,001 2,044 6,280 14,868 13,204 12,841 8,599 2.7 -33.0
6. Transport &

Communication 45,979 61,918 91,431 160,818 161,803 164,899 136,260 1.9 -17.4
7. Wholesale and

Retail Trade 11,692 13,760 15,165 18,123 22,578 23,816 23,059 55 -3.2
8.0wnership of

Dwellings 83,163 87,010 89,213 91,648 94,151 96,721 99,361 2.7 2.7
9. Finance &

Insurance 19,018 20,964 21,102 23,772 46,253 79,070 72,560 71.0 -8.2
10.Services 46,411 50,695 55,492 61,243 67,035 73,846 77,816 10.2 5.4
R: Revised (..Contd.)
P: Provisional
- Nil

* : Slaughtering is included in small scale sector.



TABLE 1.8

GROSS FIXED CAPITAL FORMATION (GFCF) IN PUBLIC AND GENERAL GOVERNMENT SECTORS
AT CONSTANT MARKET PRICES OF 1999-2000

(Rs million)
[ % Change |
Sector 2002-03 2003-04 2004-05 2005-06  2006-07 2007-08 2008-09 2007-08/  2008-09/
R P 2006-07  2007-08
Public and General

Government (A+B) 172,221 170,518 180,066 205,084 263,590 275,340 261,372 45 5.1
A. Public Sector 91,476 72,762 75,153 81,810 85,152 90,234 80,579 6.0 -10.7
1. Agriculture 1,224 75 125 983 109 91 70 -16.5 231
2. Mining and

Quarrying 25,149 3,902 7,853 8,106 11,441 12,626 17,528 10.4 38.8
3. Manufacturing 1,245 2,397 1,282 3,385 1,895 581 824 -69.3 41.8
4. Construction 2,735 2,745 3,252 5,091 9,824 9,145 7,030 -6.9 231
5. Electricity & Gas 27,118 14,890 15,379 17,188 19,545 22,253 16,003 139 -28.1
6. Transport and

Communication 28,173 43,933 42,522 41,215 35,373 38,343 31,695 8.4 -17.3

Railways 2,804 2,376 2,048 2,446 1,836 1,856 215 1.1 -88.4

Post Office & T&T 5,992 4,154 6,408 7,837 5,977 6,501 5,311 8.8 -18.3

Others 19,377 37,403 34,066 30,932 217,560 29,986 26,169 8.8 -12.7
7. Wholesale and

Retail Trade
8. Finance &

Insurance 2,247 1,061 733 1,424 2,200 1,952 1,803 -11.3 7.6
9. Services 3,585 3,759 4,007 4,418 4,765 5,243 5,626 10.0 7.3
B. General Govt. 80,745 97,756 104,913 123,274 178,438 185,106 180,793 3.7 2.3

Federal 29,217 32,357 26,694 32,017 45,976 43,961 54,823 4.4 24.7
Provincial 24,691 39,216 49,062 67,902 91,098 95,008 85,054 4.3 -10.5
Local Bodies 26,837 26,183 29,157 23,355 41,364 46,137 40,916 115 -11.3
R: Revised Source: Federal Bureau of Statistics.

P: Provisional



Chapter No. 2

Agriculture

Inspite of structural shift towards industrialization,
agriculture sector is still the largest sector of the
economy with deep impact on socio-economic set
up. It is the source of the livelihood of almost 44.7
percent of the total employed labour force in the
country. With the present contribution to GDP at
21.8 percent, agriculture sector is the mainstay of
the rural economy around which socio-economic
privileges and deprivations revolve. Thus given for
its stretched distinct forward and backward
linkages particularly with the industrial sector, a
large impact on balance of payments and highest
share in employment, agriculture sector has
assumed an added significance in backdrop of
global food crunch and food security. No strategy
of economic reforms can be realized without
sustained and broad based  agricultural
development which is critical for raising living
standards, alleviating poverty assuring food
security, generating buoyant market for expansion
of industry and services, and making substantial
contribution to the national economic growth.

Agriculture has grown at an average rate of 4.1
percent per annum since 2002-03 with variations,
from 6.5 percent to 1.1 percent. The fluctuation in
agriculture has largely stemmed from a fluctuation
in major crops which in turn is the result of the
behaviour of mother nature, pest attacks on crops.
The trends in agriculture growth since 2002-03 are
reported in table 2.1

The performance of agriculture sector has been
stronger than expected during 2008-09 as against
the target of 3.5 percent and last year’s
performance of 1.1 percent, overall agriculture this
year is estimated to grow by 4.7 percent on account
of bumper wheat, rice and maize crops estimated
as 23.42, 6.9 and 4.0 million tons respectively.

Hence major crops accounting for 33.4 percent of
agricultural value added registered stellar growth
of 7.7 percent as against negative 6.4 percent last
year. Minor crops contributing 12.0 percent to
overall agriculture grew by 3.6 percent as against
10.9 percent last year. The performance of
livestock — the single largest contributor to overall
agriculture (51.8 percent) grew by 3.7 percent in
2008-09 as against 4.2 percent last year. The
fishery performed positively at 2.3 percent; though
the previous years growth stood at 9.2 percent.
Forestry has been experiencing negative growth
since 2003-04 and this year too has posted negative
growth of 15.7 percent in a row.

Table 2.1: Agriculture Growth (Percent

. Major Minor
Year Agriculture Crops Crops
2002-03 4.1 6.8 1.9
2003-04 2.4 1.7 =39
2004-05 6.5 17.7 1.5
2005-06 6.3 39 04
2006-07 4.1 7.7 -1.0
2007-08 1.1 - 64 109
2008-09 (P) 4.7 7.7 3.6
P= Provisional

Source: Federal Bureau of Statistics

Pakistan’s agricultural output is closely linked with
the supply of irrigation water. As shown in Table
2.2, against the normal surface water availability at
canal heads of 103.5 million-acre feet (MAF), the
overall (both for Kharif and Rabi) water
availability has been less in the range of 2.5
percent (2005-06) to 20.6 percent (2004-05).
Relatively speaking, Rabi season faced more
shortage of water than Kharif during these years.
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Table 2.2: Actual Surface Water Availability

(Million Acre Feet)

Period Kharif

5 -
Rabi Total Yoage incr/decr.

_ . Over the Avg.

Average system usage 67.1 36.4 103.5 l -

2002-03 62.8 25.0 87.8 -15.2
2003-04 65.9 31.5 97.4 -59
2004-05 59.1 23.1 82.2 -20.6
2005-06 70.8 30.1 100.9 -25
2006-07 63.1 31.2 943 -89
2007-08 70.8 27.9 98.7 -4.6
2008-09 (P) 66.9 24.9 91.8 -11.3

Source: IRSA

During the current fiscal year (2008-09), the
availability of water for Kharif 2008 (for the crops
such as rice, sugarcane and cotton) has been 0.3
percent less than the normal supplies and 5.5
percent less than last year’s Kharif (see Table 2.2).
The water availability during Rabi season (for
major crop such as wheat), is, however, estimated
at 24.9 MAF, which is 31.6 percent less than the
normal availability, and 10.7 percent less than last
year’s Rabi.

I. Crop Situation

There are two principal crop seasons in Pakistan,
namely the "Kharif", the sowing season of which
begins in April-June and harvesting during
October-December; and the "Rabi", which begins

in October-December and ends in April-May.Rice,
sugarcane, cotton, maize, mong, mash, bajra and
jowar are “Kharif" crops while wheat, gram, lentil
(masoor), tobacco, rapeseed, barley and mustard
are "Rabi" crops. Major crops, such as, wheat, rice,
cotton and sugarcane account for 89.1 percent of
the value added in the major crops. The value
added in major crops accounts for 33.4 percent of
the value added in overall agriculture. Thus, the
four major crops (wheat, rice, cotton, and
sugarcane), on average, contribute 29.8 percent to
the value added in overall agriculture and 6.5
percent to GDP. The minor crops account for 12.0
percent of the value added in overall agriculture.
Livestock contributes 51.8 percent to agricultural
value added — much more than the combined
contribution of major and minor crops (45.4%).

Table 2.3: Production of Major Crops (000 Tons)
Year (OOC(? gglr(:) 5) Sugarcane Rice Maize Wheat
2003-04 10048 53419 48438 1897 19500
(-1.6) (2.6) (8.3) 9.2) (1.6)
2004-05 14265 47244 5025 2797 21612
(42.0) (-11.6) (3.6) (47.4) (10.8)
2005-06 13019 44666 5547 3110 21277
(-8.7) (-5.5) (10.4) (11.2) (-1.6)
2006-07 12856 54742 5438 3088 23295
(-1.2) (22.6) (-2.0) (-0.7) 9.5)
2007-08 11655 63920 5563 3605 20959
(-9.3) (16.8) (2.3) (16.7) (-10.0)
2008-09 (P) 11819 50045 6952 4036 23421
: (1.4) (-21.7) (24.9) (11.9) (11.7)
P=Provisional (July-March) Source: Ministry of Food and Agriculture
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a) Major Crops:
i) Cotton:

Cotton is the important non-food cash crop and a
significant source of foreign exchange earnings.
Cotton accounts for 7.3 percent of the value added
in agriculture and about 1.6 percent to GDP. The
crop was sown on the area of 2820 thousand
hectares, 7.7 percent less than last year (3054
thousand hectares). The production is estimated at
11.8 million bales for 2008-09, higher by 1.1
percent over the last year’s production of 11.7
million bales. However, the cotton production was
14.5 percent less than the target of 14.11 million
bales mainly due to the shortage of irrigation
water, less use of DAP to cotton crop, attack of
Cotton Leaf Curl Virus (CLCV), mealy bug and
white fly on the crop and last picking of cotton was
affected due to higher prices of wheat announced
by the Government.

Bt. Cotton

Cotton Leaf Curl virus (CLCV) has been the major
problem in achieving the higher cotton production.
In order to improve per hectare yield of cotton

capabilities as well as inviting the Multi-National
Companies to bring in the latest cotton production
and protection technologies for enhancing cotton
production in the country.In this respect , letter of
intent (LOI) and memorandum of understanding
has been signed with Monsanto company for
introduction of latest technology (bollgard -II) in
the country to maximize cotton production.
National Biosafety Committee (NBC) of Ministry
of Environment has also authorized biosafety
clearance to eight cotton varieties with bollard-I
trait.

Area, production and yield of cotton for the last
five years are given in Table 2.4 and Fig. 2.1.

Fig 2.1: Cotton Production (000 bales)
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crop, Ministry of Food & Agriculture (MINFA) 52 333833 8 & & §
has been working on a two pronged strategy i.e., S
developing the technology through indigenous
Table 2.4: Area, Production and Yield of Cotton
Year Area ; Production Yield

(000 Hectare) % Change (000 Bales) % Change (Kgs/Hec) % Change
2004-05 3193 6.8 14265 42.0 760 329
2005-06 3103 -3.0 13019 -8.7 714 -10.3
2006-07 3075 -0.9 12856 -1.2 711 -0.4
2007-08 3054 -0.6 11655 -94 649 -8.7
2008-09(P) 2820 -7.7 11819 1.1 713 9.9

P=Provisional (JL:JIy—March)

Source: Ministry of Food and Agricultur=e, Federal Bureau of Statistics.

World Cotton Situation

World cotton production is projected to decline by
about 10 percent in 2008-09, to 108.8 million bales
(480 1bs each), mainly due to decline in world
cotton area caused by increased competition from
alternative crops. Significant portions of cotton
area were diverted to grains and oilseed production
due to more attractive prices than cotton. The
world yield is also estimated slightly down mainly

due to unfavorable weather. The world yield is
projected down to 763 kilograms per hectare from
the record of 788 kilograms per hectare reached in
2007-08. The decline in world cotton area is
registered for the second consecutive season.

The projected decrease in world production in
2008-09 is also driven by an expected fall of
production in the United States to 13.0 million
bales from 19.2 million bales of last year.



Economic Survey 2008-09

Production is also expected to decline significantly
in Turkey, China, India, Brazil and Egypt. The
cumulative share of China, India and Pakistan in
world cotton production is expected to increase
from 59 percent in 20007-08 to 62 percent in 2008-
09.

World cotton trade is expected to drop by 21
percent in 2008-09 to 30.2 million bales. This
would be the smallest volume of cotton traded
internationally since 2001/02. Cotton imports are
affected by lower demand from consuming
countries and lower production in exporting
countries. Only 28 percent of the world 2008-09
crop will be exported this season, compared to a
five-Year average of 33 percent. China the largest
cotton consumer and importer, is expected to
import 6.8 million bales this season, 41% less than
in 2007/08. India and Uzbekistan are expected to
ship around 40% less cotton this season. The fall in
industrial consumption is due mainly to a drop in
end-use consumption of products caused by a
slow-down in world economic growth, as well as a
loss of competitiveness of cotton prices compared
to polyester prices, and tightening credit conditions
for textile mills. The decline in cotton prices in the
first half of the season has triggered government
support to producers in largest producing
countries. In particular, the government of China
bought 1.8 million tons of cotton. In India,
government agencies bought around 1.2 million
tons of the 2008-09 crop.

Despite governments attempts to support cotton
prices in some countries in 2008/09, world cotton
area is projected to decline in 2009/10. World

million bales. Production is expected to decline in
China and the United States, but to increase in
India and slightly up in Pakistan.

ii) Sugarcane:

Sugarcane is an important cash crop of Pakistan. It
is mainly grown for sugar and sugar - related
production. It is an important source of income and
employment for the farming community of the
country. It also forms essential item for industries
like sugar, chipboard, and paper. Its share in value
added of agriculture and GDP are 3.4 percent and
0.7 percent, respectively. For 2008-09, sugarcane
has been sown in the area of 1029 thousand
hectares, 17.1 percent lower than Ilast year.
Sugarcane production for the year 2008-09 is
estimated at 50.0 million tons, against 63.9 million
tons last year. This indicates significant decline of
21.7 percent over the production of last year. The
main reasons of lower production are shortage of
irrigation water, shifting of area to rice crop less
use of DAP and non-payments of dues to farmers
by the sugar mills on time for the last year’s crop.
The area, production and yield per hectare for the
last five years are given in Table 2.5 (see also Fig.
2.2)

Fig: 2.2: Sugarcane Production (000 Tons)
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cotton area is forecast down by 3% to 30.0 million 2 2 8 5 8 2 3 8 85 28 &
hectares in 2009/10. Assuming an average yield 5 8 § § 5 8 &8 3 8 8 5 g
slightly higher than in 2008/09, world cotton ©
production is expected to decrease by 1% to 107.4
Year Production Yield

% Change (000 Tons) % Change (Kgs/Hec.) % Change
2004-05 -11.8 47244 -11.6 48906 -3.8
2005-06 -6.1 44666 5.5 49246 0.7
2006-07 1029 13.5 54742 22.6 53199 8.0
2007-08 1241 20.6 63920 16.8 51507 -3.2
2008-09 (P) 1029 -17.1 50045 -21.7 48634 -5.6

P: Provisional. (July-March)

Source: Ministry of Food and Agriculture, Federal Bureau of Statistics.
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iii) Rice:

Rice is an important food cash crop. Rice is also
one of the main export items of the country. It
accounts for 5.9 percent of value added in
agriculture and 1.3 percent in GDP. Pakistan
grows enough high quality rice to meet both
domestic demand and for exports. Area sown for
rice is estimated at 2963 thousand hectares, 17.8
percent higher than last year. The size of the crop
is estimated at 6952 thousand tons 24.9 percent
higher than last year. Higher production of rice
crop is primarily based on over achievements of
area targets in Punjab and Sindh. In Punjab, area
surpassed the target by 12.1 percent and as a result

sugarcane area was shifted to rice crop, as the
growers were discouraged from the non-payment
of their dues timely by the sugar mills. The area,
production and yield of rice for the last five years
are given in Table 2.6 and Fig 2.3.

Fig 2.3: Rice Production (000 Tons)
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percent solely on accounts of area, which °©
surpassed the target by 23.2 percent. In Punjab
Table 2.6: Area, Production and Yield of Rice
v Area Production Yield

ear (000 Hectare % Change (000 Tons) % Change (Kgs/Hec.) % Change
2004-05 i 2519 2.3 5025 3.6 1995 1.2
2005-06 2621 4.0 5547 10.4 2116 6.1
2006-07 2581 -1.5 5438 -2.0 2107 -0.4
2007-08 2515 -2.5 5563 2.3 2211 4.9
2008-09(P) 2963 17.8 6952 24.9 2346 6.1

P: Provisional. :(July-March)

Source: Ministry of Food and Agricultu-re, Federal Bureau of Statistics.

iv) Wheat:

Wheat is the main staple food item of the country’s
population and largest grain crop of the country. It
contributes 13.1 percent to the value added in
agriculture and 2.8 percent to GDP. Area and
production target of wheat for the year 2008-09 has
been set at 8610 thousand hectares and 25 million
tons, respectively. Wheat was cultivated on an area
of 9062 thousand hectares, showing an increase of
5.9 percent over last year’s area of 8550 thousand
hectares. The size of wheat crop is provisionally
estimated at 23.4 million tons, 11.7 percent more
than last year crop. The main reasons for higher
production are: attractive wheat support price of
Rs. 950 per 40 kg , before the sowing of crop i.e.
29™ September 2008, significant increases in area
under crop, timely rains during December, January
and March and other supportive measures like
setting a higher wheat procurement target by the

public sector and extending fertilizer subsidy to the
tune of Rs.32 billion. Government capped the DAP
fertilizer price at Rs.3050 per bag by providing a
subsidy of Rs.2200 per bag. The Area, Production
and Yield per hectare of wheat for the last five
years are given in Fig 2.4 and Table 2.7.

Fig 2.4: Wheat Production (000 Tons)
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Table 2.7: Area, Production and Yield of Wheat

Year Area Production Yield

(000 hectares) = % Change ~  (000tons) % Change  (Kgs/Hec.) 9% Changes
2004-05 8358 1.7 21612 10.8 2568 8.1
s o B R Baveves o
2006-07 8578 1.0 23295 952716 7.8
070s o by s 100 ................. e ......... Y
200809(P) ..... s e S B

P = Provisional(July-March)

od and Agriculthre, Federal Buréau of Statistics

v) Other Major Crops

The production of gram, maize and tobacco have
increased by 60 percent, 11.9 percent and 4.6
percent respectively. Gram is the largest Rabi
pulses crop in Pakistan. For the years 2008-09,
gram production target was fixed at 652 thousand
tons. Due to timely ample rains, the gram

production surpassed the target and stood at 760
thousand tons. This indicates an impressive growth
of 60 percent over the last year production of 475
thousand tons. The production of rape seed and
mustard, barley, bajra and jawar decreased by 16.7,
4.6 , 3.0 and 2.9 percent respectively. The area and
production of major crops are given in Table 2.8.

Table 2.8: Area and Production of Other Major Kharif and Rabi Crops

2007-08 _ 2008-09 (P) _ " % Change In
Crops Area Production Area Production : -
(000 hectares) (000 tons) (000 hectares) (000 tons) production

KHARIF

Maize 1052 3605 1118 4036 11.9
Bajra 531 305 470 296 -3.0
Jawar 281 170 263 165 -2.9
RABI

Gram : 1107 475 1094 760 : 60.0
Barley 91 87 86 83 -4.6
napeseed & 224 176 209 147 -16.7
Tobacco 51 108 52 113 4.6

P=Provisional (July-March),

Source: Ministry of Food and Agriculture; Federal Bureau of Statistics.

b) Minor Crops
i) Oilseeds

The major oilseed crops include cottonseed,
rapeseed/mustard, sunflower and canola etc. The
edible oil available in the country from all sources
was 3.066 million tons during 2007-08. Local
production of edible oil stood at 833 thousand tons
during 2007-08, which is 27.2% of the total
availability in the country. While the remaining

72.8% was made available through imports.

During 2008-09 (July-March), 1.29 million tons
edible oil which amounted to Rs.84 billions have
been imported. The local production during 2008-
09 (Jul-March) stood at 0.778 million tons. Total
availability from all sources is estimated at 2.068
million tons during 2008-09. The area and
production of oilseed crops during 2007-08 and
2008-09 is given in Table-2.9.
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Table 2.9: Area and Production of Major Oilseed Crops

2007-08 2008-09 (P)
Area Production Area Production
Crops Seed oil Seed oil
(000 Acres) | 000 Tons) (000 Tons) |~ (PO0ACTES)  00Tons) | (000 Tons)
Cottonseed 7,547 3,568 428 7,027 3,088 371
Rapeseed/
Mustard 576 172 58 682 204 69
Sunflower 1130 683 264 1250 755 287
Canola 402 208 83 260 134 51
Total : 9,655 4,631 833 i 9,219 4,181 778
P: Provisional Source: Pakistan Oilseed Development Board

ii) Other Minor Crops:

The production of chillies, masoor and potatoes
increased by 60.7 %, 44.5% and 0.2% respectively.
The chilly crop is mainly concentrated in Sindh
where timely rain proved very beneficial for the
chillies crop. The production of mung, mash and

onion decreased by 11.4%, 20.8% and 4.6%
respectively. The decreased in these crop is mainly
due to reduction of area under such crops as the
area of mung, mash and onion decreased by 6%,
3.1% and 13.1% respectively. The area and
production of minor crops are given in Table 2.10.

Table-2.10 : Area and Production of Minor Crops

2007-08 2008-09 (P) %Change In

Crops Area Production Area Production Production
(000 hectares) (000 tons) (000 hectares) (000 tons)

Masoor 30.4 14.6 29.2 21.1 44.5
Mung 245.9 177.7 231.1 157.4 -11.9
Mash 32.5 17.3 31.5 13.7 -20.8
Potato 154.3 2539.0 149.1 2542.7 0.2
Onion 153.1 2015.2 133.1 1922.9 -4.6
Chillies 64.2 116.1 52.9 186.6 60.7

P=Provisional (July-March)

Source: Ministry of Food and Agriculture.
Federal Bureau of Statistics

Mandatory Crop Loan Insurance Scheme

Agriculture development is declared a priority area
by the government for economic growth, food
security and poverty alleviation. The farming
sector is prone to natural hazards, so majority of
the farmers have to bear losses in cases of natural
calamities. Non-availability of crop insurance is
also one of the major impediments in bank’s
extension of credit to farming community. The
introduction of crop insurance was a long
outstanding issue, as many schemes were
developed in the past by the Government and
insurance sector, however, none of them could be
materialized. Therefore, to safeguard the interest of
majority of farmers in such situations, the Prime
Minister during his address to the National
Assembly on 29" March 2008 announced

introduction of Crop Insurance Scheme.
Accordingly, the Cabinet decided that Crop
Insurance Scheme for farmers should be

introduced under Ministry of Finance.

The Ministry of Finance (MoF) had consultations
with the representative of SBP, insurance
companies, banks and other stakeholders to work
out a concrete plan in this connection. The Report
of SBP’s Task Force on Crop Loan Insurance
Framework was also reviewed. The Task Force
comprising the representatives of leading insurance
companies, banks, farming community, Security &
Exchange Commission of Pakistan and Ministry of
Food and Agriculture was constituted to develop a
commercially viable and sustainable Crop Loan
Insurance Scheme (CLIS) that can be adopted by
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the market players. It had adopted a strategy to
review the lessons of international best practices,
data series compiled by SBP, calamity
announcements, crop wise and district wise loan
disbursement, size wise production loans, data on
write-offs & Non-performing loans (NPLs) and
other seasonal analysis. Based on various
deliberations, a market based Crop Loan Insurance
Scheme was finalized by the SBP Task Force.

The MoF reviewed the SBP’s Task Force CLIS
and after thorough consultations with Ministry of

Commerce, NICL, ZTBL and other stakeholders,
proposed mandatory CLIS and after its successful
implementation, National Agriculture Insurance
Scheme (NAIS) will be launched on optional basis
especially for small farmers. The Cabinet
Committee in its meeting held on 5™ August 2008
approved the proposal and decided to launch
mandatory Crop Loan Insurance Scheme for five
major crops viz. wheat, rice, cotton, sugarcane and
maize from Rabi Crop 2008-09. The government
would bear the cost of premium on account of
subsistence farmers up to maximum 2% per crop.

Box Item -1

Salient features of the Crop Loan Insurance Scheme are as under:-

4

v v Vv

v v v v Vv

All banks including Microfinance banks involved in agricultural lending and all insurance companies
dealing in general insurance interested to participate in scheme.

All borrowers receiving production loans from banks/MFBs.
All production loans disbursed for major crops by the banks are compulsorily insured.

The name of the farmer and his crop must be entered in the land revenue record. The scheme will also be
applied to tenants, lessees etc.

Major Field crops i-e. Wheat, rice, sugarcane, maize and cotton.

The insurance cover would be for the period from sowing till harvesting.
Indemnity would be payable on the happening of:

a) Natural calamities like excessive rains, hail storm, frost, flood and drought

b) Crop related disease like viral and bacterial attacks, or any other damage caused to the crop like locust
attack, etc.

Sum insured will be based on the per acre borrowing limits prescribed by the banks subject to a maximum
amount agreed between the banks and insurance company.

The amount of claim is restricted up to 300% of the total premium received by the insurance company
during the year or repayment period of the production loan.

Maximum 2% of the loan amount per crop per season inclusive of standard levies.

The bank will collect the premium from Economic & Above Economic holding farmers on behalf of the
insurance companies upfront while in case of subsistence farmers and tenant/lessees where total cultivation
should not exceed subsistence land level in the respective province, the bank will pay insurance premium
which will be reimbursed bi-annually by Government of Pakistan. For this purpose insurance companies
will open a collection account with the bank which will deposit all premiums so collected.

A valid claim (as mutually agreed between the bank and the insurance company) under the scope of cover
will be payable subject to the following:

a) Insured crop is situated in an area declared as calamity affected by the respective provincial
government.

b) Damage to the crop was due to any of the insured peril.
Claims shall be payable to the insurers for credit to the insured borrowers loan account

Banks shall make all the necessary arrangements to facilitate the insurance companies by providing them
all the relevant data.




Agriculture

All the banks have implemented the scheme.
Further, to encourage the Microfinance Banks in
increasing flow of credit to small and marginalized
farmers, the mandatory CLIS has been extended to
the Microfinance Banks from Kharif Season
2009.The scheme will mitigate the risk of losses to
borrowers and banks in case of calamities and will
also save million of rupees of the national
exchequer paid to ZTBL in the shape of write-
offs/waivers of agricultural loans of calamity
affected farmers.

1. Farm Inputs
i) Fertilizer:

In this modern agricultural era, fertilizer is basic
important input to boost yield. Contribution of
balanced fertilization towards increased yield is
from 30 to 60 percent in different crop production
regions of the country. One kg of fertilizer nutrient
produces about 8 kg of cereals (wheat, maize and
rice), 2.5 kg of cotton and 114 kg of stripped
sugarcane. All of our soils are deficient in nitrogen
(N), 80-90 percent are deficient in phosphorus (P)
and 30 percent in potassium (K), Wide spread
deficiency of micronutrients are also appearing in
different areas. Soil fertility is continuously
depleting due to mining of the essential plant
nutrients from the soils under intensive cultivation.

Mineral fertilizers have played a significant role in
overcoming the problem of nutrient deficiency.
However, main constraint in exploiting the full
potential of the soils has remained the imbalanced
use of fertilizers especially in terms of application
of large amount of N in relation to P. The
Government has taken several significant steps to
boost agricultural production over the last five
years. Realizing the importance of balanced
nutrition, a landmark decision taken in September
2006 from wurea fertilizer to phosphoric and
potassic fertilizers as well. As a result, the prices of
50 kg bag of these fertilizers were reduced by 470
to Rs 2200 per bag of DAP.

The domestic production of fertilizers during the
first nine months (July - March 2008-09) of the
current fiscal year was up by 3.6 percent as
compared with corresponding period last year. On
the other hand, the import of fertilizer decreased by
51 percent, the total availability of fertilizer also
decreased by 11.9 percent during the same period
last year. Hence total off-take of fertilizer was
lower by 6.5 percent (Table 2.11). Off-take pattern
of nutrients also changed. Nitrogen off-take
decreased by 3.3 percent while that of phosphate
by 21 percent. Main reasons for reduction in off-
take of fertilizers was high price of DAP and
delayed import of urea.

Table 2.11: Production and Off-take of Fertilizer

(000’ N/tons)

Year Domestic % Import % Total % Off- %
Production { Change Change Change @ take : Change
2003-04 2539 9.7 764 -0.3 3303 7.2 3222 6.7
2004-05 2718 7.1 785 2.7 3503 6.1 3694 14.6
2005-06 2832 4.2 1268 61.5 4100 17.0 3804 3.0
2006-07 2747 -3.0 796 -37.2 3543 -13.6 3672 -3.5
2007-08 2822 2.7 876 10.1 3698 44 3581 -2.5
2007-08 (Jul-Mar) 2076 - 818 - 2894 - 2878 -
2008-09 (Jul-Mar) P 2150 3.6 401 -51.0 2551 -11.9 2691 -6.5

P : Provisional

Source: National Fertilizer Develop'ment Centre

ii) Improved Seed:

Quality seed is the most desirable input of
improving yield. Seed is an important component
in agriculture productivity system. Seed has the
unique position among various agricultural inputs
because the effectiveness of all other inputs mainly
depends on the potential of seeds. Seed is a high

technology product and is an innovation most
readily adapted. Improving access to good quality
seed is a critical requirement for sustainable
agricultural growth and food security. Effective
use of improved seed can result in higher
agricultural production and increase net incomes of
farming families, which has a positive impact on
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rural poverty. Hence, availability of quality seed of
improved varieties is essential to achieve the
production target.

During July-March 2008-09, about 296.91
thousand tones of improved seed of various
kharif/rabi/spring/winter ~ season  crops  was
distributed. The procurement and distribution of
seeds of various Kharif crops (cotton, paddy,
maize, mungbean etc) is under progress.

The Federal Seed Certification and Registration
Department (FSC&RD) is engaged in providing
seed certification coverage to public and private
sector seed companies of Pakistan alongwith seed
quality control services through its 31 seed testing
laboratories and monitoring of seed quality in the
market as well. The activities/achievements of the
department during 2008-09 are briefly given as
under:

» Under °‘Establishment of Seed Testing
Laboratories and Rehabilitation of Existing
Laboratories’ project fifteen seed testing
laboratories ~ were  established and
Establishment four Laboratories of Seed
Certification System for Vegetable Seed
Production in Northern Areas and AJK
have successfully started functioning to
provide seed certification services to
public and private seed sector.

» During the year 2008-09, fourteen new
seed companies were registered raising the
total number of registered seed companies
to 682 in the country including four public
sector seed companies and five
multinationals.

» Twenty one crop varieties were approved
(wheat-8, cotton-1, maize-2, pulses-4,
fodder-3, and vegetable-3) and fifty-five
crop varieties were evaluated for
registration.

» During the period under report, a total of
566.8 thousand acres of different crops
offered by the various seed agencies were
inspected for certification purposes.

» A total quantity of 296.9 thousand mt.
seeds of various crops were sampled and

tested for purity, germination and seed
health purposes.

Pre and Post Control Trials of all pre-
basic, basic seed lots and 20% of certified
seed lots were carried out in the field to
determine the quality of seed distributed
by various seed agencies.

Under the provision of seed act
enforcement, 360 cases were filed in the
different Courts of Law against the seed
dealers found selling substandard seeds.

Imported seed of various crop/hybrid at the
tune of 11.7 thousand M. tons with a total
value of Rs.2149 million was tested under
Labeling Seed Standard during the year so
far at the port of entries i.e. Lahore and
Karachi.

Almost 1290 seed samples of various
crops/vegetables and fruits were tested at
the Central Seed Health Laboratory,
Islamabad for detection of fungal and viral
diseases using latest diagnosis techniques
and protocols.

Twelve short terms on job training courses
on Seed Health Testing, Vegetable
Production, Field Inspection and Seed
Testing, were also arranged for seed
Certification Officers, private nurseries
and staff of Provincial Agri. Extension
Department.

Federal Seed Certification & Registration
Department (FSC & RD) with the
collaboration of MINFA and all
stakeholders  prepared the Standard
Operating  Procedures  (SOPs)  for
evaluation, release and registration of
candidate biotech crop varieties in
Pakistan. SOPs are in finalization stage for
approval and implementation.

Various Seed Development Projects are
being run during 2008-09 while two
projects namely  “Establishment of
National Variety Data Bank” and “Up-
gradation of Seed Testing Laboratories to
meet WTO Requirements” have been
successfully completed.
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iii) Mechanization:

Food security and agriculture surpluses for export
at competitive prices require efficient development
and utilization of agricultural resources. Costs of
production of various crops are relatively not
competitive due to low productivity attributed
mainly to inefficient farming practices. Farm
operations being time specific, demand precision
to optimize the efficiencies of agricultural input for
higher productivity. The future changes of free
market economy and faster globalization have
further necessitated modernization of agricultural
machinery through transfer of latest, efficient and
cost effective technologies to the farming
community. Efficient use of scarce agriculture
resources and accelerated agricultural
mechanization are, therefore, vital to meet the
challenges of future scenario that need a
comprehensive strategic loaning for future.

Accelerated farm mechanization is an important
ingredient of the strategy to accelerate growth rate
in the agriculture sector. In consideration of role of

precision in farm operations, Federal Water
Management Cell (FWMC) is encouraging the use
of farm machinery for which credit facilities are
being provided by the commercial banks.
Presently, available farm power is inadequate. The
number of additional tractors required stands at
200,000. In order to achieve this target Federal
Government allowed import of new and used
tractors in CBU (Completely Built Units) at Zero
tariffs. Further, to promote use of efficient and
quality machinery & equipment etc, the Federal
Government also allowed import of agricultural
machinery at zero tariffs not being manufactured
locally. Other measures of include use of laser land
levelers, ridge and broad bed farming are being
encouraged in the country through provision of
incentives to the farmers. Presently, two projects
are in progress: National Project to Stimulate the
Adaptation of permanent raised Beds in Maize —
Wheat Farming System in Pakistan and Land and
Water Resources Development Project. Prices of
locally manufactured tractors are given in table
2.12

Table 2.12: Price of Locally Manufactured Tractors

Tractor Model
MEF-240 (50-H.P)
ME-260 (60 H.P)
ME-375 S (78 H.P)
ME-385 (85 H.P)
MF-385 (4wd)-85 HP
NH-FIAT-480 (55-H.P)

NH-FIAT-640-S (85)

NH 55-56 (55-HP)

NH 60-56 (65-HP)
UNIVERSAL U-640 (65 HP)
UNIVERSAL U-530 (53-HP)

5

(In Rs.)
2007-08 2008-09
419,000 469,000
509,000 559,000
629,000 725,000
769,000 849,000
1,140,000 1,220,000
367,000-419,000 449,000
-550,0 610,0
520 000-599,000 649,000
430,000-490,000 530,000
460,000-520,000 559,000
545,000 569,000
439,000 439,000

Source: Mlnlstry of Food and Agriculture

iv) Plant Protection

Plant protection is very important agriculture input
as it effectively contributes in achieving higher
production. In this regard, the Department of Plant
Protection (DPP) provides facilities such as Locust
survey and control, plant quarantine service, Aerial
Pest Control and Pesticide Registration and
Testing.

1. DPP is conducting desert Locust Survey of
Balochistan w.e.f. 1* February, 2009. It is
carrying out joint Pak-Iran border survey
also by a combined survey team of both
countries under auspicious of FAO w.e.f
1** April, 2009.

Heavy infestation of grasshoppers in an
area of 100 hectares in Nushki was
controlled by the department during July
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2008. The department carried out regular
field crop survey and aerial spray
operation on date palms against Dubas bug
in Panjgur on an area of 13,000 acres
during October, 2008.

The department remained
coordination  with  the  Provincial
Agriculture Extension Department,
Baluchistan. A program of aerial spray on
an area of 151,000 acres on orchards as
well as on date palm is under process.

in regular

Efforts are underway by the department in
order to get the new Pesticide Act passed.
This act will help in improving quality
control inspection and monitoring in the

field with the help of the provincial
governments. Environmental safeguards
will also be improved with the
collaboration of Ministry of Environment
at manufacturing and formulation stages.

V) Irrigation

Efficient irrigation system is a pre-requisite for
higher agricultural production since it helps
increase the crop intensity. Despite the existence of
good irrigation canal network in the Pakistan, it
still suffers from wastage of a large amount of
water in the irrigation process. Position of rainfall
during monsoon and winter season is detailed
below:-

Table 2.13: Rainfall Recorded During 2008-09

(In Millimeter)

Normal

Actual

Shortage (-)/excess (+)
% Shortage (-)/excess (+)

Winter Rainfall
(Jan-Mar) 2009

Monsoon Rainfall
(Jul-Sep) 2008

137.5mm 70.5mm
140.6mm 77.8mm
+3.1mm +7.3mm

+2.3% +10.3%

Source: Pakistan 'Meteorological Department

During the monsoon season (July-September,
2008) the normal rainfall is 137.5 mm while the
actual rainfall received stood at 140.6 mm,
indicating an increase of 2.3 percent. Likewise,
during the winter (January to March 2009), the

actual rainfall received was 77.8 mm while the
normal rainfall during this period has been 70.5
mm, indicating an increase of 10.3 percent over the
normal rainfall.

Table 2.14: Canal Head Withdrawals (Below Rim Station)

Million Acre Feet (MAF)

Kharif Kharif % Change in Rabi Rabi % Change in

Provinces (Apr-Sep) (Apr -Sep) Kharif 2008 (Oct-Mar) (Oct —Mar) Rabi 2008-09

2007 2008 .. over2007 2007-08 2008-09 Over 2007-08
Punjab 37.66 34.23 -9 15.25 13.28 -13
Sindh 30.29 29.51 -3 11.21 10.30 -8
Baluchistan | 1.75 | 2.13 | 21 | 0.78 | 0.61 [ 22
NWEFP 1.08 1.06 -2 0.70 0.74 6
Total | 70.78 | 66.93 | -5 | 27.93 | 24.94 | -11

Source: Indus River Syétem Authority.

The canal head withdrawals in Kharif 2008 (April-
September) have decreased by 5 percent and stood
at 66.93 Million Acre Feet (MAF), as compared to
70.78 MAF during the same period last year.
During the Rabi season 2008-09 (October-March),
the canal head withdrawals decreased by 11
percent, as it remained at 24.94 MAF compared to
27.93 MAF during the same period last year.
Province-wise details are given in Table 2.14.

The Government has clearly indicated its priority
through its nine (9) point development agenda. The
agenda seeks agriculture growth, uplift of agro-
economy and proper interventions. The water
being critical input to agriculture has been
provided financial resources amounting to
Rs.31.00 billion (during 2008-09) despite the
international economic and financial recession and
transition economy in Pakistan.
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The focus of investments in the water sector was
n:
a) Augumentation of water resources

b) Conservation measures and
¢) Protection of infrastructure

The strategy was inline with the Medium Term
Development framework (MTDF) Programme
2005-2010 and also provide bench mark for
moving forward in the next five year programme
through construction of dams, lining of canals,
efficient water use through high -efficiency
equipments. Whereas activities related to
protection of existing assets through rehabilitation
of irrigation network, development of drainage
infrastructure for protection against waterlogging
& salinity and river training works for flood
control continued.

The flagship programmes have been as under:-

» Implementation of 3 mega canals projects
namely; Kachhi canal in Balochistan,
Rainee canal in Sindh and Greater Thal
canal in Punjab for Irrigating 2.864 million
acres.

» Substantial completion of Mangla Dam
Raising Project for additional storage of

2.9 MAF and additional power of 120
MW.

» Completion of Sabakzai dam.

» Substantial completion of Satpara Dam in
Northern Areas for irrigation of 15,536
acres and 15.8 MW power generation.

» Implementation of Gomal Zam Dam
Project in Tribal/NWFP area despite of
law & order situation.

» Integrated implementation of National
Program for improvement of Water
Courses in Pakistan. During the current
year about 5,000 water courses will be
improved.

» Implementation of “Water Conservation
through High Efficiency Irrigation System
(drip and sprinkler) in Pakistan Project” to
upgrade irrigation in 291,000 acres.

» In drainage sector implementation of
RBOD-I, II & III Projects to protect and
reclaim 4.90 million acres of irrigated
land.

Major water sector projects under implementation
are given in Table 2.15

Table 2.15: Major Water Sector Projects under Implementation

Cost

Total

Live Area Under

Projects Location (US$M) App.cost Storage Irrigation Corg;;ltitlon
, ~ (Approx) - (Rs.M) - (MAF) - (Acres)
Gomal Zam Dam - NWFP - 162 12,829 114 © 163,086 Oct. 2010
Greater Thal Canal * Punjab 381 30,467 - 1534,000 Phase-I, completed
Rainee Canal * Sindh 236 18,862 - 412,000 June.2009 Phase-I
Kachhi Canal * Balochistan 390 31,204 - 713,000 June 2010 Phase-1
Raising of Mangla Dam (30 ft) AJ&K 792 62,553 2.90 All over June, 2009
Pakistan
Satpara Dam Multi- purpose Skardu 55 4,397 0.05 15,536 Sept, 2009
Preliminary work in progress. '
Kurram Tangi Dam NWFP 216 17,205 0.83 362,380 Works on main dam not yet
started
RIGHT BANK OUT FALL
DRAIN
. RBOD-I Sindh 182 14,707 Dec 2010
e RBOD-II Sindh 358 29,014 June 2010
. RBOD-III Balochistan 81 6,535 June 2010

Source: Water Resources Section, Planning & Development Division '

* Date of completion for all three canals is for Phase-1, whereas cost is reflected for total project
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vi) Agricultural Credit:

Agriculture Credit plays a pivotal role in
agricultural development of a country. Credit
requirements of the farming sector have been
increasing over the years mainly due to the rise in
the use of seed, fertilizer, pesticides as well as for
purchase of agricultural machinery etc.In order to
cope with the increasing demand for agricultural
credit, institutional credit to farmers is being
provided through Zarai Taraqgiati Bank Limited
(ZTBL), Commercial Banks, Punjab Provincial
Cooperative Bank Ltd (PPCBL) and Domestic
Private Banks. The Government has allocated Rs
250 billion for agriculture credit disbursements for
the year 2008-09 which is 25 percent higher than
the allocation of the preceding year i.e. Rs 200
billion. Out of the total credit target of Rs 250
billion, Rs 119.5 billion were allocated to
commercial banks, Rs 72.0 billion to ZTBL, Rs 6
billion to Punjab Provincial Cooperative Bank
Ltd.,, and Rs 52.5 billion to Domestic Private
Commercial Banks. The agricultural loans
extended to the farming community during July-
March, 2008-09 are discussed below:

a) Production and Development Loans

Agricultural loans amounting to Rs. 151.9 billion
were disbursed during (July-March, 2008-09) as
against Rs.138.6 billion during the corresponding
period last year, thereby registering an increase of
9.6 percent. The share of ZTBL in supply of total
agricultural credit by institutions increased and was

29.9 percent during (July—March, 2008-09)
However, the share of Commercial Banks has
surpassed the share of ZTBL; it was 48.9 percent
of the total agricultural credit disbursed during
July—March 2008-09. While the share of PPCBL
has also decreased as it stood at 2.3 percent in
supply of total agricultural credit by institutions.
The share of domestic private bank has decreased;
as it was 18.9 percent of the total agricultural credit
disbursed during July-March, 2008-09. Supply of
agricultural credit by various institutions since
2004-05 to 2008—09 (July-March) is given in Table
2.16.

b) Zarkhaiz Scheme (One Window Operation)

ZTBL continued its expeditious delivery of credit
to farmers with special reference to subsistence
and small farmers through One Window
Operations. This programme has established its
importance by witnessing tremendous strength in
timely channeling of production loans to small
farmers, which contributed significantly towards
increasing farm production. The programme is
conducted by the Bank in coordination with the
officials of Provincial Revenue Department and
Pakistan Post Office once a week on Monday for
Rabi crops during the period from October to
January and for Kharif crops from April to
September each year. Under “One Window
Operation” loans are processed on the spot and
sanctioned through the branches within three days.

Table 2.16: Supply of Agricultural Credit by Institutions

(Rs. in million)

Commercial Domestic Private Total
Year ZTBL Banks PPCBL Banks Rs. Million %Change
2004-05 37408.84 51309.78 7607.47 12406.82 108732.91 48.0
2005-06 47594.14 67967.40 5889.49 16023.38 137474.40 26.4
2006-07 56473.05 80393.18 7988.06 23976.16 168830.45 22.8
2007-08 66938.99 94749.29 5931.45 43940.92 211560.66 253
2007-08 39561.17 65124.83 3935.16 29975.57 138596.73 -34.7
(Jul-Mar)
2008-09 45399.87 74364.60 3538.89 28557.24 151860.60 9.6
(Jul-Mar)

Source: State Bank of Pakistan.
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c¢) Sada Bahar Scheme/Revolving Finance
Scheme:

For providing timely input loans for crops and
working capital for dairy, poultry and fisheries, the
Bank has launched Sada Bahar Scheme
Assessment for inputs requirements for the whole
year is made at the time of first application. The
amount so assessed is treated as Revolving Limit.
For repeat loan, fresh investigation/appraisal is not
necessary. The Managers are authorized to
sanction such loan within their loan sanctioning
powers and renew the same even if previously it
was sanctioned by the higher authority. During
July-March 2008-09, an amount of Rs 37 billion
was disbursed inclusive of Rs 8.94 billion
disbursed under One Window Operations.

d) Crop Maximization Project:

Ministry of Food, Agriculture (MINFA) launched
an integrated development programme entitled
“Crop Maximization Project (CMP)” in 15 districts
of the country. The project aimed at providing
inputs for crops through Revolving Fund for the
financial assistance of the farmers in the project
area. Under an agreement, the MINFA will provide
funds to the tune of Rs 299.89 million to ZTBL for
onward lending to the project farmers to meet the
input requirements for various crops and ZTBL
will revolve these funds up till 30" June 2014.
During July 2008,the bank provided an amount of
Rs 160.11 million to the farmers. Progressive loans
disbursed amounted to Rs 655.35 million at the
end of the year 2008.An amount of Rs.529.43
million has been recovered since inception of the
project.

Green Revolution Schemes

a) Promotion of Mechanized Farming for
agriculture productivity in AJ & Kashmir Area

In order to achieve the aim of providing farm
machinery and implements to encourage the
mechanized farming for the enhancement of
agriculture productivity as compared to traditional
tillage, system a Memorandum of Understanding
between Zarai Taraqiati Bank Lte. and Department
of Agriculture AJ&K was signed during
April,2008 under title of Green Tractor Scheme.
The project shall be implemented in entire area of

Azad Jammu & Kashmir through the network of
Zari Taraqiati Bank Ltd. and Department of
Agriculture, AJ&K.This facility will be widely
advertised among farming community through
media as well as its extension staff.Printed
application forms free of cost will be provided to
ZTBL branches and field offices of Department of
Agriculture for their onward supply to intending
borrowers. It will also collect applications from
farmers, evaluate/ scrutinize/ prepare economics of
the schemes, register them and recommended to
ZTBL concerned branches for financing.

b) Green Tractors Scheme 2008-09

In order to promote farm mechanization,
Government of Punjab has decided to launch
“Green Tractors Scheme 2008-09” for the farmers
of the Punjab Province. Government of Punjab has
allocated funds of Rs.2 billion for provisions of
subsidy @ Rs.200,000/- per unit for 10,000
tractors. Provincial Government has devised a fool
proof system to select the eligible farmers through
balloting for granting said subsidy to purchase
tractors on cash or against credit by any Bank
inclusive  of ZTBL.  Agricultural/Revenue
Departments of Province have already collected
the applications from eligible farmers, evaluated
/scrutinized the same and arranged the balloting to
provide amount of subsidy @ Rs.200,000/- directly
to the concerned tractors manufacturers of each
successful farmers on receipt of booking of tractor.

I11. Forestry

Forestry plays a pivotal role in our economy.
Forestry is also essential to improve the quality of
life of citizens through sustainable development
maintaining sustained supply of wood and wood
products. Pakistan is a land of great diversity,
which has yielded a variety of vegetation,
however, only 5.3 percent of total land area is
under forest ranking it under Low Forest Cover
Countries. Forests include State-owned forests,
communal forests and privately owned forests.
Pakistan has declared the year 2009 as “National
year of Environment” to bring a visible
improvement in the quality of air, water, land, and
ecosystem through mitigating the effects of
environmental degradation visible on biological
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diversity,  agriculture  productivity,  water

availability, food security and human health.

In this regard, a series of activities have been
planned for engaging all stakeholders for their
participation in the improvement of the
environment. Under Spring Tree Plantation
Campaign, 2009, all the government departments,
private organizations, defense organizations and
NGOs will be involved in planting activities. In
this campaign targets include planting 20 million
saplings in Punjab, eight million in Sindh, 17
million in NWFP, one million in Balochistan, 10
million in AJK, three million in Northern Areas
and eight million in FATA. In addition to this,
IUCN would plant 500,000 saplings, Defense
Ministry would plant 100,000 saplings, National
Highway Authority has a target of 500,000 while
417,000 saplings would be planted under the
Rachana Doab Project. Government of Pakistan is
also reviving mass afforestation programme in
collaboration with the private sector. During the
National year of Environment 2009,Forests wing
of M/o Environment has devised a strategy for
setting a world record by planting 11 million
saplings in a single day.

During the year 2008-09 forests have contributed
83 thousand cubic meters of timber and 205
thousand cubic meters of firewood as compared to
94 thousand cubic meters timber and 267 thousand
cubic meters firewood in 2007-08. In order to
enhance tree cover in the country, tree planting
campaigns are held each year. During the tree
planting  campaign, all the Government
Departments, Private Organizations, Defence
Organizations and NGOs are involved in planting
activities. During spring and monsoon season year
2008, 111.43 million saplings (spring 73.31
million and monsoon 38.12 million) were planted.

IV. Livestock and Poultry
A. Livestock

Livestock plays an important role in the economy
of the country. Livestock sector contributed
approximately 51.8 percent of the agriculture value
added and 11.3 percent to national GDP during
2008-09.Gross value addition of livestock at
current cost factor has increased form Rs. 1052

billion (2007-08) to Rs. 1287 billion (2008-09)
showing an increase of 22.3 %. The value of
livestock is 6.1% more than the combined value of
major and minor crops. Government gives high
priority to its development and is focused on
private sector led development of livestock.
Underpinning the importance of livestock, the
government has placed livestock on national
development agenda. It has formulated “Livestock
Development Policy” and “Poultry Development
Policy”. Both policies are aimed at private sector
led development of livestock with Government
providing enabling environment. The policies
would provide a frame work for accelerated
development of livestock.

To spearhead the development efforts through
private sector, fully autonomous private sector-led,
“Livestock and Dairy Development Board” and
“Pakistan Dairy Development Company” have
been established. These companies are serving as
plateform for investment in livestock sector. Apart
form provincial Government programs, the federal
government has substantially increased public-
sector investment in livestock sector and has
initiated mega projects to the tune of Rs. 7.1 billion
for strengthening livestock services for improved
disease diagnosis & control; milk and meat
production; breed improvement; animal husbandry
and management practices in the country. The
livestock population for the last three years is
given below:

Table 2.17: Livestock Population (Million No.)

Species 2006-07" 2007-08" 2008-09"
Cattle 307 3.8 330
Buffalo 28.2 29.0 29.9
Sheep 26.8 27.1 27.4
Goat 55.2 56.7 58.3
Camels 0.9 1.0 1.0
Horses 0.3 03 0.4
Asses 43 44 4.5
Mules 0.2 0.2 0.2

!: Estimated Figure based on inter census growth
rate of Livestock Census 1996 & 2006
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The major products of livestock are milk and meat,
the production of which for last three years is

given below.

Table 2.18: Milk and Meat Production

_2006-07"  2007-08":  2008-09"
40,872 42,191 ! 43,562
13,913 ; 14,437 14,982
25,465 26,231 27,028

35 35 36

682 | 700 719
T T8 198
32,996 34,064 35,160
11,130 11,550 11,985
20,372 20,991 21,622
35 35 36

682 700 719
e 8. 798
2,618 2,727 2,515
1,498 | 1,549 ! 1,601
566 . 578 . 590
554 601 652

Milk (Gross Production) . 000 tons
Cow «
Buffalo «
Sheep® «
Goat «

: sy
Milk (Human Consumption) 000 tons
Cow «
Buffalo «
Sheep «
Goat «
Meat* . 000 tons
Beef «
Mutton “
Poultry meat «
Note:

Source: Ministfy of Livestock and Diary Development

1. The figures for milk and meat production for the years 2006-07, 2007-08 and 2008-09 are calculated by applying production
parameters to the projected population of 2006-07, 2007-08 and 2008-09 based on the inter census growth rate of livestock census

1996-2006.

2. The figures for the Milk production for the year 2006-07, 2007-08 and 2008-09 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% (15% wastage in transportation and 5% in calving) 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 offals.

The MTDF target (2013) for milk and meat are 8%
& 5% (low road) and 10%, 8.5% (High road)
respectively. Keeping in view the current growth
trend of livestock, Government focused programs
on milk and meat and private sector initiatives to

contribute in development of livestock sector
indicate that the sector will achieve MTDF (low
road) targets and may go even beyond targets. The
production of other livestock products for the last
three years is given below:

Table 2.19: Livestock Products Production

Species Units 2006-07" 2007-08° 2008-09°
Bggs . MilionNos 10,197 10711 11,258
Hides 000 No’s 11,800 12,199 12,612
Cattle " 5,813 6,032 6,260
Buffalo " 5,892 6,070 6,255
Camels " 95 96 97
Skins 000 No’s 44,325 45,325 45,325
Sheep skin " 10,131 10,251 10,373
Goat skin " 21,283 21,860 22,452
Fancy skin " 12,910 13.215 13,526
Lamb skin " 3,009 3,045 3,081
Kid skin " 9,901 10,170 10,445
Wool _ 000 tons 40.57 41.05 41.54
Hair " 21.41 21.99
Edible Offal’s _ " 308 317 325
Blood " 52.74 54.07 55.43
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Table 2.19: Livestock Products Production

Species Units 2006-07" 2007-08° 2008-09°
Guts 000 No’s 44,777 45,788 46,824
Casings " 12,988 13,426
Horns & Hooves 000 tons 44.05 45.35 46.68
Bones " 672.08 692.43
Fats _ " 215.25 221.56
Dung " 949 978
Urine _ " 293 302
Head & Trotters " 196.98 202.50
Ducks, Drakes & Ducklings " 0.64 0.61

Note:

Source: Ministry of Livestock and D'iary Development

1.  The figures for livestock products for the year 2005-06 were calculated using the livestock population reported in livestock census

2006 and by applying production parameters.

2. The figures for livestock product for the years 2006-07 and 2007-08 were calculated by applying production parameters to the

projected population of 2006-07 and 2007-08

B. Poultry

Poultry sector is one of the vibrant segments of
agriculture industry of Pakistan. This sector
generates employment (direct/indirect) and income
for about 1.5 million people. Its contribution in
agriculture growth is 4.81% and in Livestock
growth 9.84%. Poultry meat contributes 19% of
the total meat production in the country. The

current investment in Poultry Industry is about Rs.
200.00 billion. Poultry sector has shown a robust
growth at the rate of 8-10 percent annually which
reflects its inherent potential.

The Production of commercial and rural poultry
and product for last three years is given in the
Table 2.20.

Table 2.20: Domestic/Rural & Commercial Poultry

Type Units 2006-07 2007-08 2008-09
Domestic Poultry Million No’s 74.02 75.11 76.22
Cocks " 8.84 9.08 9.32
Hens " 34.84 35.47 36.11
Chicken " 30.34 30.57 30.79
Eggs " 3484 3547 3611
Meat 000 Tons 96.54 98.45 100.41
Duck, Drake & Ducking Million No’s 0.67 0.64 0.61
Eggs " 29.85 28.61 27.42
Meat 000 Tons 091 0.87 0.83
Commercial Poultry

Layers Million No’s 24.82 26.56 28.42
Broilers " 370.70 407.77 448.55
Breeding Stock " 7.25 7.61 7.99
Day old chicks " 387.20 425.92 468.51
Eggs " 6682 7136 7620
Meat 000 Tons 456.95 501.30 550.00
Total Poultry

Day old chicks Million No’s 418 456 499
Poultry Birds " 477 518 562
Eggs ? i 10197 10711 11258
Poultry Meat 000 Tons 554 601 651
Notes: Source: Ministry of Livestock and Diary Development

1. The figures for the year 2006-07, 2007-08 and 2008-09 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.
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Ministry of Food, Agriculture & Livestock has
initiated a mega project titled “National Program
for the Control and Prevention of Avian
influenza” at a total cost Rs. 1180.142 million.
The project is of three years duration and will be
implemented through out Pakistan including AJK,
FATA and FANA. The proposed project objectives
include Improve and scale up avian influenza
surveillance, reporting and diagnostic at federal
and provincial district levels, strengthening disease
control, outbreak containment and eradication of
Highly Pathogenic Avian Influenza (HPAI),
Compensation to farmers, Increase awareness
among the framers, consumers, veterinarians and
other stake holders regarding AIl, vaccine
development, improving veterinary services to
enforce national animal disease control measures.
MLDD is monitoring the Bird flu situation in the
country. Pakistan is monitoring bird flu free status
since September 2008. This position has been

notified to  International = Animal Health
Organization (IAHO).
C. Incentives to Promote Investment in

Livestock

1. Allowing import of high yielding animals,
semen and embryos for crossbreeding,
expansion / improvement and moder-
nization of laboratory facilities to diagnose
and treat livestock diseases; introduction
of mobile animal health service to provide
diagnostic services at the door steps of
farmers, duty free import of veterinary
dairy and livestock machinery/equipment,
not manufactured in the country.

2. Government has allowed import of
Incubators, Brooders, Evaporation cooling
pads, cooling system, Grain storage silos
for poultry, poultry equipments, milk and
meat processing machinery/equipment (not
manufactured locally), at zero percent
custom duty. Private sector has imported
milk and meat processing ,machinery
/equipment.

3. In order to reduce input costs in poultry
production, poultry  vaccines, feed
additives, coccidiostats, Growth promoters
premixes, Vitamin premixes, Fish feed,

Zinc sulphate, Copper sulphate used in
poultry feed has been zero-rated. Sales tax
exemption has been allowed to un-cooked
poultry meat; processed milk, yogurt,
cheese flavored milk, and butter cream. In
addition, poultry, vaccines, feed additives
and coccidiostats used in poultry feed
manufacturing have been allowed at zero
percent custom duty.

D. Mega Development Projects

Following development projects funded under
federal PSDP are in operation :-

Strengthening of Livestock Services in Pakistan

This Project is of Seven years duration (2003-
2010) and proposed at a total cost of Rs.1992.66
million. The project is aimed to eradicate rudder
pest disease from the country, to enhance
efficiency and effectiveness of delivery of
livestock services, improvement of disease
diagnosis, monitoring and reporting system,
Vaccine production particularly against newly
emerging and trans-boundary Animal Disease and
capacity building of veterinary staff.

Livestock Production and Development for
Meat Production

This Project is of five years duration (2005-2010)
and has total allocation of Rs.1520 million. It is
assisting in the establishment of 2590 fattening
farms (1040 beef and 1550 mutton), 08 Slaughter
houses and 20 butcheries in Private Sector.

Milk  Collection Processing and
Production and Development Program

Dairy

This project is of five years duration (2005-2010)
and proposed at a total cost of Rs.1588 million.
More than 10,000 rural subsistence dairy farmers
are likely to enter into the milk marketing chain
due to project interventions. 15000 to 20000
additional breeding animals of better genetic
potential for milk production will become available
in the project area

Prime Minister’s Special Initiative for Livestock

This project is of 05 years duration (2005-2010)
and initiated at total cost of Rs.1992 million It is
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aimed at enhancing the livestock productivity
through the provision of livestock production and
extension services at farmer’s doorsteps, targeting
13 million rural poor in 1963 union councils in 80
districts of the country. Its activities will assist in
the production of additional milk and meat to the
tune of 12 million liters and 0.2 million tons per
annum respectively, after the completion of the
project.

Improving reproductive efficiency of cattle and
buffaloes in smallholder’s production system

This project is of five years during (2007-2012)
and has total cost Rs.495.15 million. The project
aimed at establishment of Embryo Transfer
Technology Center, Semen Production and
Processing Centre, Strengthening of Provincial
Semen Production Units and Support of semen
Production in private sector. The center will
produce 5000 embryo per year for farm use and for
supplying to others.

Construction of Animal Quarantine Facilities

The Construction of Animal Quarantine Facilities
project is of five years duration (2006-2011) with a
total cost of Rs.336 million. The project is aimed at
improving quarantine facilities and establishing
new entry/exit points to facilitate trade of animal
and animal products at various places including
Northern Areas, Wahga Border Lahore and
Khokrapar.

National Program for the Control & Prevention
of Avian Influenza

This project is for three years duration (2007-2010)
and proposed at a total cost of Rs.1180.142
million. The project is aimed at Development Al
Surveillance & Reporting System & Handling Al
outbreaks strengthening diagnostic & vaccine
quality control.

V. Fisheries

Fisheries as a sub-sector plays a significant role in
the national economy and towards the food
security of the country, as it reduce the existing
pressure on demand for mutton, beef and poultry.
It is considered as one of the most important
economic activity along the coastline of Sindh and

Balochistan. It has been estimated that about
400,000 fishermen and their families are directly
dependent upon the fisheries for their livelihood
whereas about 600,000 are involved in the
ancillary industry. Government of Pakistan is
taking a number of steps to improve fisheries
sector which include inter alia strengthening of
extension services, introduction of new fishing
methodologies, increased production through
aquaculture, development of value added products,
enhancement of per capita consumption of fish, up
gradation of socio-economic conditions of the
fishermen’s community.

Marine Fisheries Department is
following development projects:

executing

1. The project “Stock assessment survey
programme is aimed at chartering a suitable
vessel for conducting stock assessment
resource surveys in the coastal and offshore
waters of Pakistan. The project is also aimed at
strengthen Marine Fisheries Department
(MFD) by capacity building to conduct
resource survey and stock assessment on
regular basis and to develop management
strategy for the fish exploitation and
utilization.

2. .Other projects i.e. “Accreditation of quality
control laboratories of Marine Fishers
Department and Establishment of an Integrated
National Animal and Plant Health Inspection
Service (NAPHIS)” (MFD component), are
also being implemented to provide improved
quality control services to the seafood export
industry. These two projects are designed to
get the laboratories of the Marine Fisheries
Department accredited with international
bodies and meet the requirements of ISO
17025. It also aimed to improve the human
resources capabilities of the department by
inducting trained manpower and also to
provide training to existing staff and
officers. The project will also enable to meet
the requirements of the importing countries
especially Europe Union countries.

3. In addition hatchery complex which was
established wunder the auspices of a
development project entitled “Establishment of
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hatchery complex for production of seeds of
fish and shrimps” in 2001 is being rehabilitated
and renovated from funds provided by
Fisheries Development Board. The renovation
work will be completed by August, 2009.

During the period July-March 2008-09 the total
marine and inland fish production was estimated
490,000 M. tons out which 167,000 M. tons was

marine production and the remaining catch come
from inland water. Whereas the Production for the
2007-08 was estimated to be 455,000 M. tons in
which 253,000 M. tons were for marine and the
remaining was produced by inland fishery sector.
Pakistan’s major seafood buyers are China, UAE,
Thailand, Korea, Malaysia, Indonesia, Hong Kong,
Middle East, Sri Lanka, etc.




TABLE 2.1 (A)
INDEX OF AGRICULTURAL PRODUCTION

Fiscal 1980-81 Base 1999-2000 Base

Year All major Food Fibre Other All major Food Fibre Other
crops crops crops crops crops crops crops crops

1991-92 143.7 122.5 305.9 120.5 - - - -

1992-93 141.0 124.0 216.0 118.0

1993-94 155.0 123.6 191.8 1375

1994-95 165.4 133.1 2075 146.0

1995-96 163.3 137.0 252.8 140.1

1996-97 155.3 136.5 2236 130.3

1997-98 186.2 150.2 2191 164.5

1998-99 189.8 147.6 209.7 170.9 - - - -

1999-00 178.4 167.7 268.2 143.7 100 100 100 100

2000-01 165.9 152.8 256.0 135.1 93 91 96 94

2001-02 172.1 142.9 253.2 148.7 97 85 94 104

2002-03 185.4 153.9 243.6 160.9 104 92 91 112

2003-04 190.7 159.6 239.7 165.1 107 95 89 115

2004-05 - - - - 104 106 127 102

2005-06 101 107 116 96

2006-07 117 115 114 118

2007-08 126 108 104 138

2008-09 P 114 123 105 108

P: Jul-Mar

Source: Federal Bureau of Statistics.



TABLE 2.1 (B)

BASIC DATA ON AGRICULTURE
Fiscal Crop- Improved Water*
Year ped Area seed dis- Availa- Fertilizer Credit
(million tribution bility off-take disbursed
hectares) (000 Tonnes) (MAF) (000 N/IT) (Rs million)
1990-91 21.82 83.27 119.62 1892.90 14,915.29
1991-92 21.72 65.93 122.05 1,884.00 14,479.31
1992-93 22.44 63.93 125.12 2,147.61 16,198.11
1993-94 21.87 63.27 128.01 2,146.50 15,674.05
1994-95 22.14 76.87 129.65 2,183.06 22,373.27
1995-96 22.59 145.10 130.85 2,515.05 19,187.31
1996-97 22.73 137.67 132.05 2,413.01 19,547.67
1997-98 23.04 130.50 122.15 2,646.00 33,392.30
1998-99 23.07 167.38 133.78 2,583.00 42,852.00
1999-00 22.74 194.30 133.28 2,833.50 39,687.60
2000-01 22.04 193.80 134.77 2,966.03 44,790.40
2001-02 22.12 191.57 134.63 2,929.00 52,446.30
2002-03 21.85 172.07 134.48 3,020.00 58,915.27
2003-04 22.94 178.77 134.78 3,222.00 73,445.86
2004-05 22.78 218.12 135.68 3,694.04 108,732.91
2005-06 23.13 226.07 137.78 3,804.19 137,474.31
2006-07 23.56 218.60 137.80 3,672.00 168,830.45
2007-08 23.68 264.67 142.44 3,581.00 211,560.66
2008-09 P 23.68 296.91 142.86 2,691.00 151,860.60
.. not available (Contd.)

P : Provisional, Jul-Mar
*: At farm gate



TABLE 2.1 (C)

BASIC DATA ON AGRICULTURE
Fiscal Milk Fish Total
Year Number of Production of Production (Human Produc- Forest Pro-
Tubewells Tractors of meat Consumption) tion duction

(@) (Nos) (000 Tonnes) (000 Tonnes) (000 Tonnes) (000 cu.mtr.)
1990-91 339,840 13,841 1,581 15,481 483.0 1,072
1991-92 355,840 10,077 1,685 16,280 518.7 491
1992-93 374,099 16,628 1,872 17,120 553.1 691
1993-94 389,493 15,129 2,000 18,006 621.7 703
1994-95 463,463 17,063 2,114 18,966 558.1 684
1995-96 485,050 16,218 1,841 22,970 541.9 720
1996-97 489,601 10,121 1,908 23,580 555.5 557
1997-98 531,699 14,242 1,841 24,215 589.7 490
1998-99 531,692 26,885 1,906 24,876 597.0 383
1999-00 541,839 35,038 1,957 25,566 654.5 670
2000-01 545,569 32,553 2,015 26,284 629.0 736
2001-02 680,473 24,311 2,072 27,031 654.5 726
2002-03 762,902 27,101 2,132 27,811 562.0 823
2003-04 941,752 36,059 2,188 28,624 567.0 819
2004-05 954,842 42,035 2,271 29,438 574.0 576
2005-06 957,916 44,095 2,515 31,970 599.0 499
2006-07 895,744 54,431 2,618 32,996 578.0 325
2007-08 895,511 53,598 2,727 34,064 455.0 361
2008-09 P 929,153 E 42,220 2,515 35,160 490.0 288

not available Source: 1. Federal Bureau of Statistics.
Provisional (July-March) 2. Ministry of Food and Agriculture

(@ Public and private tubewells.
E Estimated



TABLE 2.2

LAND UTILIZATION

(Million hectares)

Not Avail- Cultivated Area Total
Fiscal Total Reported Forest ablefor Culturable  Current Net Area Total Area Area Sown Cropped
Year Area Area Area  Cultivation ~ Waste Fallow Sown  Cultivated more than Area
(7+8) once (8+10)
1 2 3 4 5 6 7 8 9 10 11
1990-91 79.61 57.61 3.46 24.34 8.85 485 16.11 20.96 571 21.82
1991-92 79.61 57.87 347 24.48 8.86 487 16.19 21.06 5.53 21.72
1992-93 79.61 58.06 3.48 24.35 8.83 4.95 16.45 21.40 5.99 22.44
1993-94 79.61 58.13 3.45 24.43 8.74 5.29 16.22 21.51 5.65 21.87
1994-95 79.61 58.50 3.60 24.44 8.91 5.42 16.13 21.55 6.01 22.14
1995-96 79.61 58.51 361 24.35 8.87 5.18 16.49 21.68 6.10 22.59
1996-97 79.61 59.23 3.58 24.61 9.06 5.48 16.50 21.98 6.23 22.73
1997-98 79.61 59.32 3.60 24.61 9.15 5.48 16.48 21.96 6.56 23.04
1998-99 79.61 59.27 3.60 24.52 9.23 5.35 16.58 21.93 6.28 22.86
1999-00 79.61 59.28 3.78 24.45 9.09 5.67 16.29 21.96 6.45 22.74
2000-01 79.61 59.44 3.77 24.37 9.17 6.73 15.40 22.13 6.64 22.04
2001-02 79.61 59.33 3.80 24.31 8.95 6.60 15.67 22.27 6.45 22.12
2002-03 79.61 59.45 4.04 24.25 8.95 6.61 15.60 22.21 6.25 21.85
2003-04 79.61 59.46 4,01 24.23 9.10 6.23 15.89 22.12 7.05 22.94
2004-05 79.61 59.48 4.02 24.39 8.94 6.86 15.27 22.13 751 22.78
2005-06 79.61 57.22 4.03 22.87 8.21 6.72 15.39 22.11 7.74 23.13
2006-07 79.61 57.05 4.19 22.70 8.30 5.72 16.16 21.87 7.40 23.56
2007-08 79.61 57.05 4.22 23.43 8.25 4.92 16.25 21.17 7.43 23.68
2008-09 P 79.61 57.05 4.22 23.43 8.25 4.92 16.25 21.17 7.43 23.68
P: Provisional Source: Ministry of Food and Agriculture
Note:

TOTAL AREA REPORTED is the total physical area of the villages/deh, tehsils or districts etc.
FOREST AREA is the area of any land administered as forest under any legal enactment dealing with forests. Any
cultivated area which may exist within such forest is shown under heading cultivated area.
AREA NOT AVAILABLE FOR CULTIVATION is that uncultivated area of the farm which is under farm home steads, farm roads and
other connected purposes and not available for cultivation.
CULTURABLE WASTE is that uncultivated farm area which is fit for cultivation but was not cropped during the year under

reference nor in the year before that.

CURRENT FALLOW (ploughed but uncropped) is that area which is vacant during the year under reference but was sown at least once
during the previous year

CULTIVATED AREA is that area which was sown at least during the year under reference or during the previous year.

Cultivated Area = Net Area sown + Current Fallow.

NET AREA SOWN is that area which is sown at least once during (Kharif & Rabi) the year under reference.

AREA SOWN MORE THAN ONCE is the difference between the total croped area and the net area sown.

TOTAL CROPPED AREA means the aggregate area of crops raised in a farm during the year under reference including the area

under fruit trees.



TABLE 2.3

AREA UNDER IMPORTANT CROPS

(000 hectares)
Total Rapeseed

Fiscal Food Sugar- and Sesa-
Year Wheat Rice Bajra  Jowar  Maize Barley Grains  Gram cane Mustard mum  Cotton Tobacco
1990-91 7911 2,113 491 417 845 157 11,934 1,092 884 304 53 2,662 44
1991-92 7,878 2,097 313 383 848 149 11,667 997 896 287 70 2,836 54
1992-93 8,300 1,973 487 403 868 160 12,191 1,008 885 285 82 2,836 58
1993-94 8,034 2,187 303 365 879 151 11,919 1,045 963 269 73 2,805 57
1994-95 8,170 2,125 509 438 890 165 12,297 1,065 1,009 301 80 2,653 47
1995-96 8,376 2,162 407 418 939 171 12,473 1,119 963 320 90 2,997 46
1996-97 8,109 2,251 303 370 928 152 12,113 1,100 965 354 100 3,149 49
1997-98 8,355 2,317 460 390 933 163 12,618 1,102 1,056 340 96 2,960 53
1998-99 8,230 2,424 463 383 962 137 12,599 1,077 1,155 327 71 2,923 57
1999-00 8,463 2,515 313 357 962 124 12,734 972 1,010 321 72 2,983 56
2000-01 8,181 2,377 390 354 944 113 12,359 905 961 273 101 2,927 46
2001-02 8,058 2,114 417 358 942 111 12,000 934 1,000 269 136 3,116 49
2002-03 8,034 2,225 349 338 935 108 11,989 963 1,100 256 88 2,794 47
2003-04 8,216 2,461 539 392 947 102 12,657 982 1,074 259 60 2,989 46
2004-05 8,358 2,519 343 308 982 93 12,603 1,094 966 243 66 3,193 50
2005-06 8,448 2,621 441 254 1,042 90 12,896 1,029 907 217 82 3,103 56
2006-07 8,578 2,581 504 292 1,017 94 13,066 1,052 1,029 256 71 3,075 51
2007-08 8,550 2,515 531 281 1,052 91 13,020 1,107 1,241 224 76 3,054 51
2008-09 P 9,062 2,963 470 263 1,118 86 13,962 1,094 1,029 209 91 2,820 52
Note 1ha=2.47 acres Source: 1. Ministry of Food and Agriculture

P Provisional (Jul-Mar). 2. Federal Bureau of Statistics



TABLE 2.4

PRODUCTION OF IMPORTANT CROPS

(000 tonnes)
Total Rapeseed

Fiscal Food Sugar- and Sesa- Cotton Tob-
Year Wheat Rice Bajra Jowar Maize Barley Grains Gram cane Mustard mum 000 tonnes) (000 Bales) acco
1990-91 14565 3261 196 239 1185 142 19,588 531 35,989 228 214 1,637 9,628 75
1991-92 15684 3,243 139 225 1203 140 20,634 513 38,865 220 287 2,181 12,822 97
1992-93 16,157 3,116 203 238 1184 158 21,056 347 38,059 207 340 1,540 9,054 102
1993-94 15213 3,995 138 212 1213 146 20,917 411 44427 197 323 1,368 8,041 100
1994-95 17,002 3447 228 263 1318 164 22422 559 47,168 229 362 1,479 8,697 81
1995-96 16,907 3,966 162 255 1,504 174 22,968 680 45230 255 395 1,802 10,595 80
1996-97 16,651 4305 146 219 1491 150 22,962 594 41,998 286 449 1,594 9,374 92
1997-98 18,694 4333 211 231 1517 174 25160 767 53,104 292 425 1,562 9,184 99
1998-99 17858 4,674 213 228 1665 137 24,773 698 55191 2719 321 1,495 8,790 109
1999-00 21,079 5156 156 220 1,652 118 28,380 565 46,333 297 354 1,912 11,240 108
2000-01 19,024 4803 199 219 1,643 99 25987 397 43,606 230 507 1,826 10,732 85
2001-02 18,226 3,882 216 222 1664 100 24311 362 48,042 221 69.6 1,805 10,613 94
2002-03 19,183 4478 189 202 1,737 100 25889 675 52,056 215 193 1,737 10,211 88
2003-04 19,500 4,848 274 238 1,897 98 26,855 611 53419 221 250 1,709 10,048 86
2004-05 21,612 5025 193 186 2,797 92 29,905 868 47,244 203 300 2,426 14,263 101
2005-06 21,277 5547 221 153 3,110 88 30,396 480 44,666 172 350 2,215 13,019 113
2006-07 23295 5438 238 180 3,088 94 32337 838 54,742 212 300 2,187 12,856 103
2007-08 20,959 5563 305 170 3,605 87 31,198 475 63,920 176 33.0 1,982 11,655 108
2008-09P 23421 6952 296 165 4,036 83 34953 760 50,045 147 410 2,010 11,819 113
P: Provisional (Jul-Mar) Source: 1. Ministry of Food and Agriculture

2. Federal Bureau of Statistics



TABLE 2.5

YIELD PER HECTARE OF MAJOR AGRICULTURAL CROPS

(Kg/Hectare)
Fiscal Year Wheat Rice Sugarcane Maize Gram Cotton
1990-91 1,841 1,543 40,720 1,401 486 615
1991-92 1,990 1,546 43,371 1,419 514 769
1992-93 1,946 1,579 43,024 1,364 344 543
1993-94 1,893 1,826 46,144 1,380 393 488
1994-95 2,081 1,622 46,747 1,481 524 557
1995-96 2,018 1,835 46,968 1,602 607 601
1996-97 2,053 1,912 43,521 1,607 540 506
1997-98 2,238 1,870 50,288 1,626 696 528
1998-99 2,170 1,928 47,784 1,731 648 511
1999-00 2,491 2,050 45,874 1,717 581 641
2000-01 2,325 2,021 45,376 1,741 439 624
2001-02 2,262 1,836 48,042 1,766 388 579
2002-03 2,388 2,013 47,324 1,858 701 622
2003-04 2,375 1,970 49,738 2,003 622 572
2004-05 2,568 1,995 48,906 2,848 793 760
2005-06 2,519 2,116 49,246 2,985 467 714
2006-07 2,716 2,107 53,199 3,036 797 711
2007-08 2,451 2,211 51,507 3,427 429 649
2008-09 P 2,585 2,346 48,634 3,610 695 713
P: Provisional Source: Ministry of Food and Agriculture

Federal Bureau of Statistics.



TABLE 2.6

PRODUCTION AND EXPORT OF FRUIT

Fiscal Production of Important Fruit (000 tonnes) Export
Year Citrus  Mango Apple Banana Apricot Almonds Grapes Guava (000 Value
tonnes) (MIn. Rs)
1990-91 1,609 776 243 202 81 32 33 355 112 935
1991-92 1,630 787 295 44 109 38 36 373 125 966
1992-93 1,665 794 339 52 122 40 38 384 121 1,179
1993-94 1,849 839 442 53 153 45 40 402 127 1,324
1994-95 1,933 884 533 80 178 49 43 420 139 1,256
1995-96 1,960 908 554 82 191 49 72 442 135 1,487
1996-97 2,003 915 568 83 188 49 74 448 219 2,776
1997-98 2,037 917 573 94 189 49 74 455 202 2,793
1998-99 1,861 916 589 95 191 50 76 468 181 2,773
1999-00 1,943 938 377 125 120 32 40 494 240 4,130
2000-01 1,865 990 439 139 126 33 51 526 260 4,586
2001-02 1,830 1,037 367 150 125 26 53 538 290 5,097
2002-03 1,702 1,035 315 143 130 24 52 532 263 4,861
2003-04 1,760 1,056 334 175 211 24 51 550 354 5,912
2004-05 1,843 1,671 352 158 205 23 49 572 281 5,408
2005-06 2,458 1,754 351 164 197 23 49 552 455 7,508
2006-07 1,472 1,719 348 150 177 23 47 555 343 6,894
2007-08 2,294 1,754 442 156 240 27 75 539 414 9,012
2008-09 P 2,299 1,732 442 157 326 31 122 490 367 9,783
P: Provisional (Jul-Mar) Source:  Ministry of Food and Agriculture

Federal Bureau of Statistics



TABLE 2.7

CROPWISE COMPOSITION OF VALUE OF MAJOR AGRICULTURAL CROPS
(AT CONSTANT FACTOR COST 1999-2000)

(%age share)

Fiscal Year/ 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09
Crops R P
All Major Crops 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Food Crops 63.30 62.32 60.34 62.66 63.52 61.55 63.37 63.85 62.24 66.78
Rice 15.40 15.62 14.54 15.85 16.94 15.28 17.45 15.78 16.63 17.88
Wheat 41.30 40.39 39.48 39.26 38.98 37.58 38.23 39.27 37.12 39.16
Barley 0.20 0.20 0.21 0.19 0.19 0.15 0.15 0.15 0.15 0.13
Jowar 0.40 0.44 0.46 0.39 0.46 0.31 0.27 0.29 0.29 0.26
Bajra 0.30 0.45 0.50 0.41 0.59 0.36 0.42 0.43 0.58 0.53
Maize 2.80 3.10 321 3.13 332 414 4.70 4.42 5.37 5.67
Gram 2.80 211 1.95 3.41 3.05 3.73 2.14 3.51 2.10 3.14
Fibre Crops 24.00 24.89 25.26 22.98 22.06 27.21 25.58 23.65 22.67 21.85
Cotton 24.00 24.89 25.26 22.98 22.06 27.21 25.58 23.65 22.67 21.85
Cash Crops 11.00 11.27 12.63 12.95 13.00 9.95 9.75 11.20 13.82 10.20
Sugarcane 11.00 11.27 12.63 12.95 13.00 9.95 9.75 11.20 13.82 10.20
Other Crops 1.60 1.52 1.77 141 1.43 1.28 131 1.29 1.27 1.18
Sesamum 0.20 0.34 0.47 0.12 0.15 0.16 0.20 0.16 0.18 0.21
Rape Seed & mustard 0.80 0.70 0.75 0.81 0.81 0.65 0.57 0.67 0.58 0.46
Tobacco 0.60 0.84 0.55 0.48 0.46 0.47 0.54 0.46 0.51 0.51
R: Revised Source: Federal Bureau of Statistics

P: Provisional



TABLE 2.8

CREDIT DISBURSED BY AGENCIES

(Rs million)
Fiscal ZTBL Taccavi Domestic PPCBL Commercial Total
Year a Private Banks b Banks
1990-91 8,323.95 56.30 3,017.45 3,517.59 14,915.29
1991-92 6,996.44 56.80 3,247.01 4,179.56 14,479.31
1992-93 8,643.40 50.80 2,978.00 4,525.91 16,198.11
1993-94 8,989.26 . 2,621.49 4,063.30 15,674.05
1994-95 14,575.74 . 3,756.74 4,040.79 22,373.27
1995-96 10,339.27 . 3,803.38 5,044.66 19,187.31
1996-97 11,687.11 . 3,431.13 4,429.43 19,547.67
1997-98 22,353.60 . 4,928.93 6,109.70 33,392.30
1998-99 30,175.96 . 5,439.97 7,236.00 42,852.00
1999-00 24,423.89 . 5,951.23 9,312.50 39,687.60
2000-01 27,610.20 . 5,124.20 12,056.00 44,790.40
2001-02 29,108.01 . 592.82 5,127.54 17,486.12 52,314.49
2002-03 29,270.17 . 1,421.11 5,485.39 22,738.60 58,915.27
2003-04 29,933.07 . 2,701.80 7,563.54 33,247.45 73,445.86
2004-05 37,408.84 . 12,406.82 7,607.47 51,309.78 108,732.91
2005-06 47,594.14 . 16,023.38 5,889.40 67,967.40 137,474.31
2006-07 56,473.05 . 23,976.16 7,988.06 80,393.19 168,830.46
2007-08 66,938.99 . 43,940.92 5,931.45 94,749.29 211,560.66
2008-09 P 45,399.87 .. 28,557.24 3,538.89 74,364.60 151,860.60
. not Available Source : i) State Bank of Pakistan
P: Provisional(Jul-Mar) ii) Ministry of Food, Agriculture & Livestock

b: Punjab Provincial Corperative Bank Ltd.
a: Zarai Taragiate Bank Limited, formerly Agriculture Development Bank of Pakistan



TABLE 2.9

FERTILIZER OFFTAKE AND IMPORTS OF PESTICIDES

Fertilizer off-take (000 N/Tonnes) Import of Import of Insecticides
Fiscal N P K Total fertilizers Quantity Value
Year 000 N/T (Tonnes) (MInRs)
1990-91 1,471.63 388.50 32.75 1,892.88 685.00 13,030.14 1,489.43
1991-92 1,462.60 398.02 23.30 1,883.92 632.00 15,258.30 1,945.98
1992-93 1,635.34 488.20 24.07 2,147.61 759.10 14,434.80 1,730.60
1993-94 1,659.36 464.24 23.17 2,146.77 903.00 12,100.40 1,706.30
1994-95 1,738.12 428.40 16.54 2,183.06 261.00 21,776.10 2,978.10
1995-96 1,990.90 494.45 29.70 2,515.00 581.00 30,479.00 5,080.70
1996-97 1,985.10 419.51 8.40 2,413.01 878.10 30,855.90 5,272.49
1997-98 2,075.00 551.00 20.00 2,646.00 714.00 29,224.90 4,801.19
1998-99 2,097.00 465.00 21.00 2,583.00 866.00 31,893.40 5,515.12
1999-00 2,217.80 597.16 18.50 2,833.50 662.80 26,123.90 4,691.71
2000-01 2,264.49 676.73 22.75 2,966.03 579.10 21,255.00 3,476.50
2001-02 2,285.30 624.54 18.75 2,928.60 625.70 31,783.20 5,320.49
2002-03 2,349.11 650.17 20.49 3,019.76 766.10 22,241.66 3,440.86
2003-04 2,526.73 673.46 21.79 3,221.98 764.10 41,406.36 7,156.66
2004-05 2,796.42 865.11 3251 3,694.04 784.71 41,561.41 8,280.64
2005-06 2,926.62 850.53 27.04 3,804.19 1,268.31 33,953.90 6,804.02
2006-07 2,650.00 979.00 43.01 3,672.00 796.00 28,089.45 5,848.44
2007-08 2,924.60 629.70 26.90 3,581.20 876.30 27,714.00 6,353.00
2008-09 P 2,205.00 452.00 23.00 2,691.00 401.00 16,495.00 5,498.00
P Provisional, (Jul-Mar) Source: 1. Federal Bureau of Statistics.

2. National Fertilizer Development Centre.



TABLE 2.10

AVERAGE RETAIL SALE PRICE OF FERTILIZERS
(Rs per bag of 50 Kgs/110Ibs)

Fiscal Year Urea AN/CAN AS NP SSP(G) DAP SOP NPK
(46% N) (26% N) (21% N) (23:23) (18%) (18:46) (50% K) (10:20:20)

1990-91 195.0 90.0 85.0 173.0 93.0 249.0 150.0 176.0

1991-92 195.0 95.0 90.0 173.0 93.0 2720 150.0 176.0

1992-93 205.0 109.0 96.0 196.0 93.0 264.0 195.0 247.0

1993-94 2101 . 125.3 202.6 95.8 269.0 195.0 247.0

1994-95 235.0 150.0 164.0 250.0 150.0 379.0 195.0 247.0

1995-96 267.0 172.0 172.0 320.0 183.0 479.0 3310

1996-97 340.0 209.0 197.0 384.0 211.0 553.0 532.0

1997-98 3410 2236 2325 396.6 200.0 564.6 540.0

1998-99 346.0 231.0 275.0 457.0 234.0 665.0 541.0

1999-00 327.0 2310 286.0 464.0 298.0 649.0 543.0

2000-01 363.0 233.0 300.0 468.0 253.0 670.0 682.0

2001-02 394.0 268.0 308.0 519.0 280.0 710.0 765.0

2002-03 411.0 282.0 344.0 539.0 287.0 765.0 780.0

2003-04 420.0 208.0 373.0 622.0 329.0 913.0 809.0

2004-05 468.0 353.0 405.0 704.0 373.0 1,001.0 996.0

2005-06 509.0 395.0 744.0 710.0 407.0 1,079.0 1,170.0

2006-07 527.0 396.0 779.0 670.0 334.0 993.0 985.0

2007-08 581.0 471.0 867.0 1,267.0 572.0 1,934.0 1,497.0

2008-09 P 744.0 700.0 1,297.0 1,825.0 918.0 2,787.0 2,222.0

. Not available Source:  Federal Buearu of Statistics.

P Provisional (Jul-Apr) National Fertilizer Dev. Centre.

AN/CAN Ammonium nitrate/calcium ammonium nitrate. SSP: single super phosphate.

ASN Ammonium super nitrate. DAP: Diammonium phosphate.

AS Ammonium sulphate. SOP: Sulphate of potash.

NP Nitrophosphate. NPK: Nitrogen phosphate and potash.



TABLE 2.11

AREA IRRIGATED BY DIFFERENT SOURCES

(Million hectares)

Canal Canal

Fiscal Year Canals Wells Wells Tubewells Tubewells Others Total

1990-91 7.89 0.13 0.08 2.56 5.87 0.22 16.75
1991-92 7.85 0.16 0.11 2.59 5.93 0.21 16.85
1992-93 791 0.18 0.10 2.67 6.23 0.24 17.33
1993-94 7.73 0.14 0.09 2.78 6.22 0.17 17.13
1994-95 751 0.17 0.10 2.83 6.41 0.18 17.20
1995-96 7.60 0.18 0.11 2.89 6.58 0.22 17.58
1996-97 7.81 0.18 0.11 2.88 6.61 0.26 17.85
1997-98 7.79 0.16 0.13 3.00 6.74 0.18 18.00
1998-99 7.67 0.17 0.09 2.98 6.88 0.16 17.95
1999-00 7.56 0.18 0.09 311 6.99 0.18 18.11
2000-01 6.98 0.16 0.10 3.19 7.22 0.17 17.82
2001-02 6.81 0.20 0.16 3.45 7.24 0.18 18.04
2002-03 7.06 0.21 0.17 3.37 721 0.20 18.22
2003-04 7.22 0.22 0.15 3.48 7.50 0.21 18.78
2004-05 7.00 0.25 0.19 3.46 7.70 0.24 18.84
2005-06 7.06 0.28 0.20 3.58 7.78 0.22 19.12
2006-07 6.68 0.67 0.22 3.89 7.78 0.25 19.59
2007-08 6.91 0.31 0.17 3.82 7.79 0.27 19.27
2008-09 P 6.91 0.31 0.17 3.82 7.79 0.27 19.27

P: Provisional Source: Ministry of Food and Agriculture



TABLE 2.12(A)
PROCUREMENT/SUPPORT PRICES OF AGRICULTURAL COMMODITES

(Rs per 40 kg)
Fiscal Rice Paddy Sugarcane
Year Wheat Basmati Irri-6 Basmati Irri-6 NWFP Punjab Sind Baluch-

385 (FAQ) 385 (FAQ) istan

1990-91 112 283.00 127.00 143.50 73.00 15.25 15.25 15.75 .
1991-92 124 308.00 140.00 155.00 78.00 16.75 16.75 17.75 17.00
1992-93 130 340.00 150.00 175.00 85.00 17.50 17.50 17.50 14.75
1993-94 160 360.00 157.00 185.00 90.00 18.00 18.00 18.25 18.25
1994-95 160 389.00 170.00 210.90 102.60 20.50 20.50 20.75 20.75
1995-96 173 419.80 183.00 222.00 112.00 21.50 21.50 21.75 21.75
1996-97** 240 461.78 210.45 255.30 128.80 24.00 24.00 24.50 24.50
1997-98 240 y § 310.00 153.00 35.00 35.00 36.00 36.00
1998-99 240 . . 330.00 175.00 35.00 35.00 36.00 36.00
1999-00 300 y § 350.00 185.00 35.00 35.00 36.00 36.00
2000-01 300 . . 385.00 205.00 35.00 36.00 36.00 36.00
2001-02 300 y § 385.00 205.00 42.00 42.00 43.00 43.00
2002-03 300 . . 385.00 205.00 42.00 40.00 43.00 43.00
2003-04 350 y § 400.00 215.00 42.00 40.00 41.00 y
2004-05 400 . . 415.00 230.00 42.00 40.00 43.00 43.00
2005-06 415 y § 460.00 300.00 48.00 45.00 60.00
2006-07 425 . . . 310.00 48.00 45.00 67.00
2007-08 625 y y § § 65.00 60.00 63.00
2008-09 P 950 . . 1,250.00 @  700.00 80.00 80.00 81.00 .
FAQ Fair Average Quality @ Price of Basmati Super (Paddy) Rs. 1500/40kg (Contd.)

Not applicable
*  Rs.240/- w.e.f. April 3, 1997.



TABLE 2.12(B)

PROCUREMENT/SUPPORT PRICES OF AGRICULTURAL COMMODITES

(..Contd.) (Rs per 40 Kg)
Cotton Lint Seed Cotton (Phutti)

Sarmast Sarmast

Qallan- Qallan-

dri Delta- B-557 dri Delta-
Fiscal AC-134, B-557 pine MS- AC-134, F-149 pine MS-
Year Desi NT 149-F 39-40 Desi NT Niab-78 39-40 Potato  Onion
1990-91 550 615 645 690 220 235 245 260 55 52
1991-92 662 685 715 745 255 270 280 290 65 60
1992-93 695 . 770  * 800 275 . 300 310 67 65
1993-94 726 . 801 * 831 290 . 315 325 77 78
1994-95 795 . 986 * 1055 340 . 400 423 84 78
1995-96 795 . 986 * 1055 340 . 400 423 84 85
1996-97 440 . 500 540 115 100
1997-98 440 . 500 620 145 112
1998-99 825 145 140
1999-00 725 145
2000-01 725 145
2001-02 780
2002-03 800
2003-04 850
2004-05 925
2005-06 976
2006-07 1,025
2007-08 .
2008-09 P 1,465 . . .
P: Provisional Source: Ministry of Food and Agriculture (APCOM)

.. Not applicable
* Niab-78, CIM



TABLE 2.13

PROCUREMENT, RELEASES AND STOCKS OF WHEAT AND RICE

(000 tonnes)

Fiscal Wheat(May-April) Rice Procured Stocks Balance (on 1st July)
Year Procure- Releases Stocks (on Basmati Others Basmati Others

ment 1st May)
1990-91 3,159.0 5,608.0 1,508.0 142.7 673.8 719.3 1175
1991-92 3,249.0 5,431.0 1,000.0 121.6 370.3 486.8 314.7
1992-93 4,120.0 5,143.0 505.0 500.5 454.0 285.2 540.5
1993-94 3,644.0 5,982.0 1,007.0 144.9 681.4 224.8 541.2
1994-95 3,740.0 5,999.0 776.0 284.0 . 236.4 848.5
1995-96 3,448.0 5,139.0 385.0 50.8 154.6 494.3 117.7
1996-97 2,725.0 5,987.0 456.0 . . 159.4 187.9
1997-98 3,984.0 5,794.0 902.0
1998-99 4,070.0 6,165.0 981.0
1999-00 8,582.0 6,131.0 702.0
2000-01 4,081.0 5,537.0 3,552.0
2001-02 4,045.0 3,376.0 3,683.0
2002-03 3,514.0 5,130.0 992.0
2003-04 3,456.0 4,104.0 161.0
2004-05 3,939.0 4,500.0 350.0
2005-06 4,514.0 2,088.0 2,107.0
2006-07 4,422.0 5,985.4 499.1
2007-08 3,917.0 6,357.9 136.9
2008-09 P 41996 @ 5,784.4 8219 * . . .
. notavailable P: Provisional Source: Ministry of Food and Agriculture

* as on 1st May, 2009
@ upto 1st May 2009 (2008-09 Crop)



TABLE 2.14

LIVESTOCK POPULATION

(million numbers)

Fiscal Year Buffaloes Cattle Goats Sheep Poultry Camels Asses Horses Mules

1990-91 17.8 177 37.0 26.3 146.9 11 35 0.4 0.1
1991-92 18.3 17.7 38.7 274 156.2 11 38 05 0.1
1992-93 18.7 17.8 40.2 21.7 182.6 11 38 0.4 0.1
1993-94 19.2 17.8 42.0 28.3 250.0 11 39 0.4 0.1
1994-95 19.7 17.8 43.8 29.1 3188 11 4.0 0.4 0.1
1995-96 20.3 20.4 41.2 235 350.0 0.8 36 0.3 0.1
1996-97 20.8 20.8 42.6 23.7 382.0 0.8 36 03 0.1
1997-98 214 21.2 44.2 23.8 276.0 0.8 32 0.3 0.1
1998-99 22.0 21.6 45.8 23.9 278.0 0.8 38 03 0.1
1999-00 22.7 22.0 47.4 24.1 282.0 0.8 38 0.3 0.2
2000-01 23.3 22.4 49.1 24.2 292.4 0.8 39 03 0.2
2001-02 24.0 22.8 50.9 24.4 330.0 0.8 39 0.3 0.2
2002-03 24.8 23.3 52.8 24.6 346.1 0.8 41 0.3 0.2
2003-04 255 23.8 54.7 24.7 352.6 0.7 41 0.3 0.2
2004-05 26.3 24.2 56.7 24.9 3720 0.7 42 03 03
2005-06 * 27.3 29.6 53.8 26.5 433.8 0.9 43 0.3 0.2
2006-07 @ 28.2 30.7 55.2 26.8 477.0 0.9 43 03 0.2
2007-08 @ 29.0 31.8 56.7 27.1 518.0 1.0 44 0.3 0.2
2008-09 P 29.9 33.0 58.3 27.4 562.0 1.0 45 0.4 0.2

Source: Ministry of Livestock & Dairy Development.
* : Population figures are actual figures of Livestock Census 2006.
@ : Estimated figures based on Inter census grwoth rate of livestock census 1996 & 2006



TABLE 2.15

LIVESTOCK PRODUCTS

(000 tonnes)
Fiscal Milk#  Beef Mutton Poultry  Wool Hair Bones Fat  Blood Eggs Hides Skins
Year Meat (MIn.Nos.) (MIn.Nos.) (MIn.Nos.)
1990-91 15,481 765 665 151 48.1 79 2590 101.8 401 4,490 5.9 32.7
1991-92 16,280 803 713 169 49.3 83 2650 1045 425 4,914 6.0 33.9
1992-93 17,120 844 763 265 50.5 81 2710 1072 451 5,164 6.1 36.0
1993-94 18,006 887 817 296 51.7 90 2770 1100 473 5,740 6.2 37.8
1994-95 18,986 931 875 308 53.1 94 2830 1130 507 5,927 6.3 39.3
1995-96 22,970 898 587 355 38.1 156 2957 1101 320 5,757 7.0 32.7
1996-97 23,580 919 602 387 38.3 162 3023 1126 328 6,015 7.1 345
1997-98 24,215 940 617 284 385 16.7 3092 1152 336 5,737 73 353
1998-99 24,876 963 633 310 38.7 173 3163 1178 344 8,261 75 36.3
1999-00 25,566 986 649 322 38.9 179 3240 1206 409 7,321 7.6 37.2
2000-01 26,284 1,010 666 339 39.2 186 3314 1235 418 7,505 7.8 38.2
2001-02 27,031 1,034 683 355 394 193 3394 1265 429 7,679 79 39.2
2002-03 27,811 1,060 702 370 39.7 199 3476 1297 440 7,860 8.2 40.3
2003-04 28,624 1,087 720 378 39.9 207 3562 1329 452 8,102 8.4 42.4
2004-05 29,438 1,115 739 384 40.0 207 3651 1363 452 8,529 8.4 42.6
2005-06 * 31,970 1,449 554 512 40.1 203 6335 2033 514 9,712 114 43.3
2006-07 @ 32,996 1,498 566 554 40.6 208 6525 2092 527 10,197 11.8 443
2007-08 @ 34,064 1,549 578 601 41.0 214 6722 2153 541 10,711 12.2 45.3
2008-09 P 35160 1,601 590 652 415 220 6924 2216 554 11,258 12.6 45.3

Source: Ministry of Livestock & Dairy Development.
*: Population figures are actual figures of Livestock Census 2006.
#: Human Consumption
@ : Estimated figures based on Inter census grwoth rate of livestock census 1996 & 2006



Chapter No. 3

Manufacturing

3.1 Introduction

The manufacturing being the second largest sector
of the economy bears significant importance
antibates 18.4 percent contribution to GDP.
Overall manufacturing sector posted a negative
growth rate of 3.3 percent during the current fiscal
year against the target of 6.1 percent and 4.8
percent of last year. However, production in large-
scale manufacturing during July-Mar 2008-09
witnessed a broad-based decline of 7.7 percent
against the revised growth target of negative 5.0
percent. The sluggish growth in large-scale
manufacturing during the current fiscal year is
mainly caused by the impact of severe energy
shortages, deterioration in domestic law and order
situation, sharp depreciation in rupee vis-a-vis US

dollar and most importantly, weak external
demand on the back of global recession coupled
with slowdown in domestic demand. Despite these
visible problems, it is noteworthy that almost all of
the negative growth is attributed to industries
catering to domestic consumer demand for durable
goods. Because slower income growth and high
inflation impaired consumer’s ability to spare
funds for purchasing durable goods.

Figure 3.1 shows the variations in growth of Large
Scale Manufacturing (LSM) since 1999-00 to
July-Mar, 2008-09. It is evident that growth rate
was as high as 19.9 percent in 2004-05 and as low
as negative 7.7 in the ongoing fiscal year i.e. 2008-
09.

Fig-3.1: Large-Scale Manufacturing Growth (%) 1999-00 till 2008-09 (July-March)
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3.1.1 Group-wise performance

The group-wise analysis (Table-3.1) indicates that
most of groups of the large-scale manufacturing
(LSM) experienced negative growth during the
first nine months of current fiscal year. The groups
exhibiting substantial decrease include Automobile
group (39.0 %) followed by Electrical (31.3%),
Petroleum (9.2%), Food, Beverage and Tobacco

(10.5%), Steel products (5.62%), Tyres and Tubes
(4.0%) and Textile (0.73%). Main reasons of the
negative trend in automobile group are imposition
of additional taxes on the Industry, depreciation of
Pak-rupee against major currencies, imposition of
35 percent cash margin on import letters of credits,
continued import of used vehicles, increase in the
rate of sales tax, stringent regulatory measures high
mark-up rates for financing of vehicles, decline in
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disposable income of the consumer due to
significant rise in inflation and rise in the costs of
materials.

Electronics industry performed below its potential,
principally due to severe shortages of electricity,
increased cost of financing and government revised
upward duties on hundreds of items. Tyre and
tubes recorded negative growth rate of 4.0 percent.
Production of Rubber and Tubes products depicted
a decrease of 2.9 percent over the same period of
last year. It declined due to decrease in production
of motor tyre, cycle tyres & tubes. Import of crude
rubber and rubber tyres & tubes also declined
during the current financial year. Likewise, Food,
beverages & tobacco group (weight: 14.35%)
declined by 10.5 percent. Production of beverages
(weight; 0.28%) declined by 3.7 percent as the
prices of sugar, one of the key inputs in beverages,
sharply rose in recent months. Production of
cigarettes (weight: 3.06%) increased by 11.37
percent, whereas tobacco exports increased by
37.30 percent. Production of vegetable ghee
(weight: 4.24%) and cooking oil (weight: 1.32%)
declined by 8.17 percent and 3.52 percent
respectively, while import of palm oil, main
ingredient in ghee and cooking oil, decreased by
4.96 percent during July-March 2008-009.

Petroleum products group another sub-sector of

production due to circular debt being the main
financial constraint of refineries. Pakistan State
Oil (PSO) owes about Rs.38 billion to different
refineries, and it has receivables of about Rs.85
billion against Independent Power Producer (IPPs),
thus increasing the severity of the problem. In
addition, due to relatively high prices of POL and
overall slowdown in economic activities, sales of
POL dropped during current financial year. Steel
product group posted 5.6 percent decline during
the period under review. This industry is suffering
from the lagged impact of (high past) international
commodity prices besides sluggishness in domestic
construction activity amid lower public sector
spending under PSDP. Capital flight towards once
lucrative Middle East real estate as well as
increased cost of construction due to high inflation
also led to decline in domestic construction
activities. Textile sector being an export oriented
industry of Pakistan and more prone to
international demand shocks, is under severe stress
amid a global recession, however, textile
production has declined slightly, by 0.7 percent
over the same period last year. Textile sector was
badly hit by power shortages and weak external
demand. Both cotton yarn and cotton cloth
industries, which has the largest shares in the
textile sector, posted negative growth of 0.3
percent and 0.3 percent respectively during the first
nine months of current financial year.

July-March
2006-07 2007-08 500708 | 2008.09
7.8 8.3 115 -10.5
9.1 1.8 2.6 : -0.7
8.6 4.8 35 _ 2.9
-2.5 -2.5 -3.4 2.9
10.7 25.1 31.1 _ 0.9
4.4 49 5.1 3.8
-1.7 -2.5 -16.8 21.5
-1.8 6.0 8.7 -9.2
-31.5 -7.1 -3.4 _ -4.0
23.1 17.4 17.4 4.8
29.3 -9.5 -7.6 _ -5.6
21.5 11.6 19.9 0.8
9.5 -4.0 -4.6 -31.3
6.0 -3.1 -0.9 -39.0
8.6 4.0 5.4 -1.7

LSM recorded a decline of 9.2 percent, in
Table-3.1 Group-Wise Production of Large-Scale Manufacturing (%)
S.No. Groups Weights
1. :Food, Beverage & Tobacco 14.352
2. Textile & Apparel 26.408
3 Leather Products 2.272
4. Paper & Paper Board 0.600
5. [Pharmaceutical 5.030
6. - Chemicals 2.884
7 Fertilizers 3.383
8. Petroleum Groups 5.232
9. :Tyres & Tubes 0.303
10. -Non-Metallic Minerals Products 4.192
11. | Steel Products 3.504
12. Engineering Products 0.446
13. | Electrical 2.485
14. Automobile 3.955
All Groups 75.045

Source: Federal Buréau of Statistic
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The production of a few groups depicted increase
like Fertilizer (21.5 %), followed by Non-metallic
Minerals Product group (4.8%), Chemicals (3.8%),
Leather products (2.9%), Paper and Paper Board

(2.9%), Pharmaceutical (0.9%), Engineering
(0.8%). Fertilizer the only industry, having
considerable weight in LSM (3.4 %), has

registered a double digit growth of 21.53 percent
during first nine month of current financial year
owing to strong demand and low base effect due to
last year’s closure of a phosphatic fertilizer plant
for BMR and expansion purposes. Among non-
metallic mineral products, production of glass
sheet (weight: 0.05%) and cement (weight: 4.14%)
grew by 13.2 percent and 4.7 percent, respectively.
The sustained growth in recent years in cement
industry is an outcome of increase in production
capacity and exploitation of export markets.
Cement exports increased by 48.78 percent.
Chemical group’s output (weight: 2.88%)
increased by 3.85 percent. Major increase in this
group was witnessed in production of paints &

varnishes (S) 19.18 percent, paint and varnishes
(L) 13.25 percent, hydrochloric acid 10.27 percent,
soaps and detergent 7.55 percent and starch
products 5.87 percent. Output of upper leather, sole
leather and footwear, having 2.27% weight as a
whole increased by 2.90 percent. Overall footwear
exports grew by 11.3 percent, whereas, leather
footwear exports increased by 15.6 percent. Paper
& Paper Board witnessed increase of 2.9 percent.
Output of pharmaceutical depicted an increase of
0.9 percent due to an increase in import by 4.9
percent. However, their export declined by 5.4
percent.

Engineering products (weight 0.45%) witnessed
increase in output by 0.8 percent during current
financial year. Prime contributors towards
engineering products growth were wheat thrashers
(147.1%), safety razor blades (10.14%) and diesel

engines (0.18%). Production of sugarcane
machines, power looms, bicycles, and chaff
cutters, however, declined by (36.86 %),

(26.86 %), (30.42 %) and (3.37 %) respectively.

Table-3.2: PRODUCTION OF SELECTED INDUSTRIAL ITEMS OF LARGE SCALE

S.No. | Items | Unit | Weight | 20078;“'?2)00809 --------- ] % Change
1 Vegetable Ghee (000 tones) 4.242 861.6 791.2 -8.2
2 - Cooking oil (000 tones) 1.319 203.6 196.4 -3.5
3 Sugar (000 tones) 4.15 4351.2 3205.9 -26.3
4 ~ Tea Blended (000 tones) 0.319 51.1 50.9 -0.5
5 Cigarettes (Billion Nos) - 3.055 49.9 55.6 114
6 ~ Cotton Yarn (Million. Kg.) = 13.066 = 22035 2197.6 -0.3
7 Cotton Cloth (Million. sg.m.) 7.549 763.4 760.9 -0.3
8 ~ Cotton (Ginned) (000 tones) 3.368 1487 1508 1.4
9 Upper Leather (000 sg .m.) 1.117 15760 14565 -7.6
10 ~ Tablets (Million Nos.) 2.575 14164.5 14165.4 0.01
11 Liquids/Syrups (Million Liters.) 1.525 51.4 52.3 1.7
12 - Nitrogenous fertilizer (000 N.tones) 1.498 1825.2 1810.2 -0.8
13 Phosphatic fertilizer (000 N.tones) 1.885 241.9 322.5 333
14 - Petroleum products (Million Liters.) 5.323 10280.2 93354 -9.2
15 Cement (000 tones) 4141 19364 20277 4.7
16 - Coke (000 tones) 1.441 217.4 329.7 51.7
17 Pig iron (000 tones) 1.613 731.3 640.9 -12.4
18 ~ Refrigerator (000 Nos.) 0.589 689.9 605.3 -12.2
19 Deep Freezers (000 Nos.) 0.399 1135 93.4 -17.7
20 ~ Jeep & Cars (Nos.) 2.534 123107 63984 -48.0

Source: Federal Bureéu of Statistics

A review of production of selected items of large
scale manufacturing having a total weight of 61
percent out of 75 percent is unsatisfactory. In the

food category there was a decline in production of
vegetable ghee (8.2%), cooking oil (3.5%), and
sugar (26.3%) over the same period last year.
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Cotton yarn (0.3%) and cotton cloth (0.3%)
recorded slight negative growth while petroleum
products also witnessed 9.2 percent decrease.
Similarly other items like jeeps & cars (48.0%),
deep freezer (17.7%), refrigerator (12.2%), pig iron
(12.4%), upper leather (7.6%), nitrogenous
fertilizer (0.8%), and tea blended (0.5%) have also
witnessed negative growth.

However, production of a few items depicted
increase in their production such as cigarettes
(11.4%), cotton (ginned) (1.4%), liquids/syrups
(1.7%), phosphatic fertilizer (33.3%), cement
(4.7%) and coke (51.7%) See Table-3.2.

3.2 Textile Industry

Pakistan is the 4™ largest cotton producer and 3"
largest cotton consumer. The textile and clothing
industry has been the main driver of the export
based industry for the last 50 years in terms of
foreign currency earnings and jobs creation.
Textile industry nourished under official
patronage, but lost its euphoria in the post-quota
regime. Its share in exports had declined from 66
percent in 2004 to 53.7 percent in current financial
year. The Textile Industry in Pakistan has not been
able to reap all the benefits of post quota regime as
compared to other regional competitors. China,

India and Bangladesh are posing tough challenge
by virtue of their competitiveness. Some sub-
sectors of Textile Industry have been impacted
from the new trade development, viz, cotton yarn
cotton cloth; bed-wear, garment and knitwear
sectors remained under pressure. Textile industry
is a pre-dominantly export oriented industry and
about 75 percent to 80 percent of total Produce of
Cotton and Synthetic Textiles are exported in the
from of Yarn, Fabric, Readymade Garments, Bed
Wear & Made Ups. Product wise detail of export is
appended in Table-3.3.

The year 2008-09 was a dismal period in a way
since the industry was confronted with a host of
problems. The recent global economic crisis has
impacted trade badly. The impact of globalization
is apparent on both demand and supply sides of the
trade equation. However, global supply capacities
have exceeded more than demand in recent years.
Domestically, the increase in cost of utilities,
(Power, Gas, Transport, and Petrol) has impacted
the viability thus forcing the industry to make
distress sales. Resultantly all competing countries
are making distress sales to sustain their market
share. This has also affected Pakistani Textile
Industry.

Table-3.3: Export Performance of_TextiIe Industry

Grand Total

Raw cotton MT _ - 969 46,090 = 80,000
:Cotton Yarn ©  MT 419528 | 384,410 @ -84 974,202 : 823,036
Cotton Cloth TH.SQM 1,437,467 1,496,780 4.1 1,437,583 1,488,344
:Cotton Crded or Combed . MT 12207 | 8808 . -27.8 = 11,887 @ 11,219
Yarn Other than Cotton Yarn MT = 15366 @ 7,040 @ -542 ° 38,366 @ 17,884
:TH.DOZ : 73913 = 74,804 @ 1.2 :1,384,341:1,317,915
_MT_ 247898 238103  -40 1425663 1,259,148
MT | 106,680 : 129,026 : 20.9 | 438,297 . 468,976 .
9 Tents, Canvas & Tarpulin MT 17,714 16,390 = -75 = 54991 = 44385
10 -Readymade Garments :TH.DOZ . 28,250 . 22,777 . -194 1,057,781: 919,222
11 -Art, Silk & Synth. Textile TH.SOM 362,351 255243 @ -29.6 330,764 = 223,255
12 -Madeup Articles i - - - .- 380558 370,308 :
13 :-Other Textile Materials - - - - 203,149 . 169,896

__ Quantity %
| 2007-08 | 2008-09 Change

38,509

$ Million %
2007-08  2008-09 Change

1 7,783,67217,193,588
75,815

Source: Federal Bureau df Statistics

Textile Industry has made an investment of about
7.5 billion US$ during the last ten years (1999-
2009). The total investment to be divided in
various sub sector of textile industry, indicates that

50.2 percent in spinning sector followed by 17
percent in textile processing, 15 percent in weaving
while the investment and other sectors namely like
knit and wear, made ups and synthetic textile at
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respective rate of 7.02 percent, 4.71 percent and
5.76 percent.  This investment includes both
investment through bank loan as well as own
sources. This investment has been made in the
form of Balancing Modernization Replacement
(BMR) expansion and new capacity. Textile
Machinery worth US$ 0.4 billion has been
imported during the current financial year. Imports

of textile machinery during 2004-05 to July-March
2008-09 are given in table 3.4.

As evident in table: 3.4, the textile machinery has
been showing decreasing trend in a row since
2004-05. During the current financial year textile
machinery as per previous trend posted a negative
growth of 46 percent against the same period last
year.

Table-3.4: Import of Textile Machinery
2004-05 - 2005-06 2006-07

2007-08

July — March o
2007-08 2008-09 % Change

928.6 817.240 502.89

438.27

318.1 1715 -46.1

SoUrce: Federal Bufeau of Statistics

The industry has however, to be facilitated to
exploit its full potentials. The current scenario
posses challenges firstly to sustain its global
positioning & secondly to increase its market
share. This value can be increased only through
marked improvement in quality, market tie-ups,
image building and change in business philosophy.
This requires up gradation of human skills both in
manufacturing and marketing. Focus should be for
development of large scale units, through mergers
acquisitions, concentrating on Research &
Development (R&D), technical innovation,
product development on one hand and brand &
market development on other.

3.2.1 Ancillary Textile Industry:

This segment includes cotton ginning, cotton yarn,
cotton fabric, fabric processing, home textiles,
towels, hosiery and knitwear and readymade
garments. These components are being produced
both in the large scale organized sector as well as
in unorganized cottage/small & medium units. The
performance of these various ancillary textile
industries is evaluated below:-

i) Cotton Ginning Sector

Ginning is the first mechanical process
involved in the processing of cotton. In
this mechanical process lint is separated
from seed. The ginning industry has
mushroomed in the cotton growing areas
of Pakistan informally and without
adequate regulation.  There are 1221
ginning factories in the country. Ginning

industry has installed capacity of more
than one million bales on a single shift
basis and a total capacity of around 20
million bales on three shift basis, part of
which lies unutilized.

ii) Cotton Spinning Sector:

The Spinning Sector is the most important
segment in the hierarchy of textile
production. At present, it is comprised of
521 textile units (50 composite units and
471 spinning units) with 10.1 million
spindles and 114 thousand rotors in
operation with capacity utilization of 89
percent and 60 percent respectively, during
July-March 2008-009.

iii) Cloth sector:

The pattern of Cloth Production is
different than spinning sector. There are
three different sub-sectors in weaving viz,
Integrated, Independent Weaving Units
and Power Loom Units. There is
Investment in the shuttle-less looms both
in integrated and independent weaving
sector and this trend is likely to intensify
further. The Power Loom Sector have
modernized and registered a phenomenal
growth over the last two decades. This
growth in power loom sector is due to
favorable Government policies as well as
market forces. This sector is producing
comparatively low value added grey cloth
mostly of inferior quality. Problems of the
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power loom sector revolve mainly around
the poor technology, scarcity of quality
yarn and lack of institutional financing for
its development from unorganized sector
to an organized one.

Table-3.5: Production of Cloth

Production July-Mar July-Mar % Age
(M.SQ.Mtrs.) 2007-08 2008-09 Change
Mill Sector 763.44 763.38 -0.01
Non Mill Sector 5963.86 5966.05 0.04
Total 6727.30 6729.44 0.03

Source: Textile Commissioner’s Organization

iv) Textile Made-up Sector:

This is the most dynamic segment of
Textile Industry. The major product groups
are Towels, Tents & Canvas, Cotton Bags,
Bed-Wear,  Hosiery, Knitwear &
Readymade Garments including Fashion
Apparels. Table.3.3  compares export
performance of made-up sector during the
period July-Feb 2007-08 and July-Feb
2008-09 .

a) Hosiery Industry

There are about 12,000 Knitting Machines
in this industry. The capacity utilization is
about 70 percent. There is greater reliance
on the development of this industry as
there is substantial value addition in the
form of knitwear. Besides locally
manufactured machinery, liberal import of
machinery under different modes is also
being made and its capacity based on
exports is being developed.

b) Readymade Garment Industry.

The Garment Industry provides highest
value addition in textile Sector. The
Industry is distributing in small, medium
and large scale units most of them having
50 machines and below. Large units are
presently coming up in the organized
sector of the industry. The industry enjoys
the facilities of duty free import of
machinery and income tax exemption. This
sector has shown tremendous export
performance in the past.

c) Towel Industry

There are about 7500 Towel Looms in the
country in both organized and unorganized
sector. This Industry is dominantly export
based and its growth is all the time
depended on export outlets. The existing
towels manufacturing  factories are
required to be up-graded to produce higher
value towels.

d) Canvas

This is the highest raw Cotton Consuming
sector. Its production capacity is more than
100 million Sq. Meters. This value-added
sector has also great potential for export.
The 60 percent of its production is
exported while 40 percent is consumed
locally by Armed Forces and Food
Department. Pakistan is the cheapest
source for supply of Tents and Canvas.

v) Synthetic  Fiber
Sector:

Manufacturing

This sector has made progress in line with
demand of the Textile Industry. Presently
there are Five (5) Polyester Fiber Units
with production Capacity of 640000 Tons
per year; one acrylic fiber unit (M/s.
Dewan Salman) has started its commercial
production in December 1999, with rated
capacity of 25,000 Tons per annum. Two
Unit of Viscose Fiber with a capacity of
10,000 Tons and 72000 tons per annum
respectively have also gone into
production. Besides import of Man Made
(M.M).  Fibers is permissible to
supplement the local production.

vi) Filament  yarn
Industry:

Manufacturing

The Synthetic filament yarn manufacturing
industry picked up momentum way back
during 5" Five Year Plan when demand
hiked and hence imports increased and
private sector was permitted to make
feasible investment for strengthening
market. Presently, following two kinds of
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filament yarn are being manufactured
locally:

Table-3.6: Capacity of Synthetic Filament Yarn

No of Production of

Typeotyam | ynits Capacity

~‘Accetate Rayon

Yam _ 1 3000 (M.Tons)
5 Polyester Filament 21 95000 (M. Tons)
Yarn

Total 98000 (M.Tons)

Source: Textile Commissioner’s Organization

vii) Art Silk and Synthetic Weaving
Industry

Art Silk and Synthetic Weaving Industry
had developed over the time on cottage
based Power Looms Units comprising of
08-10 looms spreading all over the
country. There are approximately 90,000
looms in operation of which 30,000 looms
are working on blended yarn and 60,000
looms on filament yarn. Besides there are
some mobile looms which become
operational on market demand. The major
concentration of the industry is in Karachi,
Faisalabad, Gujranwala, Jalalpur Jattan as
well as in the un-settled areas (Bara,
Sawat, Khyber Agency and Wazirstan).
viii)  Woolen Industry

The main products manufactured by the
Woolen Industry have been Woolen Yarn
of 6.864 M. Kgs., Acrylic yarn 6.960
M.kgs, Fabrics 3,445 (M.sq.meter), Shawls
13.353 million, Blanket 657,235 and
Carpet 3.5 (M.Sq.meter).

ixX) 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 production of the jute goods for the
period of July-March 2007-08 and July-
March 2008-09 was 92666 metric tones
and 98753 metric tones, respectively,
exhibiting an increase of 6.6 percent.

3.3 Other Industries

Although Pakistan is a large exporter of cotton and
textile related products in the world market.
However this is not the only part of manufacturing
in the country which is growing. During the last
couple of years Pakistan has made huge strides in
other industries as well. Some of these are
documented below:

3.3.1 Engineering Sector

Engineering sector accounts for around 63
percent share in world trade. Achieving any
significant share of this market will require
concerted efforts by Pakistan in gearing up our
universities, poly-techniques and factories for
the kind of manufacturing prowess and design
capabilities required by the world market. In
this context an important step has been taken
by the restructuring of the Engineering
Development Board (EDB).

Engineering Development Board has been
assigned the task of strengthening the
engineering sector and integrating it with the
world market to make it the driving force for
economic growth. As part of EDB’s
engineering goods export promotion strategy
to integrate ambitious and capable engineering
companies with the global supply chain, EDB
has so far facilitated 100 Pakistani engineering
companies to participate in world’s leading
technology fairs either as exhibitors or as
members of business delegations. EBD has
also embarked upon a detailed sector
development program of various engineering
sub-sectors with the objective to become part
of international supply chain and to determine
the indigenous capabilities/capacities and
assess export potential of these sectors in the
international market.

Automotive Industry

Except in case of Farm Tractors where the
production has gone up by 12 percent the
cumulative production of all other automotive
vehicles in the country namely; passenger cars,
jeeps, buses, trucks, light commercial vehicles and
two/three wheelers have suffered a massive
downturn by 30.57 percent i.e. from 616,964 to
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428,335 units, during (July-March 2008-09) as
compared with the corresponding period of last
year. A host of reasons are responsible for this
downturn. i) Imposition of corrective measures on
the car industry in Budget 2008-09. ii) Substantial
depreciation of Pak rupee against major currencies.
iii) Imposition of 35 percent cash margin on import
letters of credits. iv) Continued import of used
vehicles-passenger cars and heavy commercial
vehicles. v) Increase in the rate of Sales Tax. vi)
Stringent regulatory measures and high mark up
rates for financing of wvehicles. vii) Decline in
disposable income of the consumer due to
significant rise in inflation, rise in the costs of
materials and general economic conditions. The
government did intervene to remove the irritants in
its bid to give a boost to the sales but those

measures will take a little

positively.

longer to yield

There has been a massive fall of 48.12 percent in
production of passenger cars. Only 63,273 units of
cars were produced during July-March 2008-09
against 121,958 units produced in the same period
last year. Similarly, 14,366 units of light
commercial vehicles (LCVs) and jeeps were
produced against 16,801 units in last financial
year. The production of buses also fell
substantially by 51.31 percent from 838 units to
408 units and similarly the production of trucks
declined by 34.6 percent. However, the production
of the farm tractors grew by 11.9 percent with
41,661 units. Two three wheelers have registered a
significant decrease of 26.6 percent. Table 3.7
shows comparative position at a glance.

Table 3.7 Installed & Operational Capacity of Automotive Industry (Number)

Installed No. of Units produced _
Category Capacity 2007-08 2007-08 2008-09 % Age Change in
(Jul-Mar) (Jul-Mar)  : 2008-09 over 2007-08

Cars 275,000 164,710 121,958 63,273 -48.12%

LCVs/Jeeps 40,000 22,934 16,801 14,366 -14.49%

Buses 5,000 1143 838 408 -51.31%

Trucks 28,500 4,993 3,317 2,169 -34.61%
_Tractors 65,000 53,256 37,226 41,661 11.91%

\T/\/"‘AO/ Three 1,700,000 641,031 474,049 348,119 -26.56%

eelers

Source : Pakistan Automotive Manufacturers Association

Ease in inflationary pressures and subsequent
monetary easing will partly help in revival of
automobile sector. However, to achieve earlier
momentum of production and to grow further,
availability of institutional credit for consumer
durables, appropriate pricing of domestic
automobiles and waiving off of full advance and
own money are some per-requisites. Auto-Industry
has to increase its productivity to be competitive
and realize the dream of exporting Made in
Pakistan cars in near future.

The industry is fully poised to serve with the
expansion of installed capacity of the Car/LCVs
Jeeps, Heavy Commercial Vehicles (HCVs),
Two/Three Wheelers and Farm Tractors plants
which now exceeds the demand particularly for

HCVs and Two/Three wheelers. More investment
which is likely to increase from present Rs. 25
billion to Rs. 53 billion for the next five years,
necessitates adoption of strict measures against
import and smuggling of second hand vehicles.

3.3.2 Fertilizer Industry

Pakistan fertilizer industry comprises of nine
urea plants, having a total production capacity
of 5886 thousand product tones per annum.
Recently few plants of Single Super Phosphate
(SSP) fertilizer with low grade has also been
installed and production has started. There are
five major private sector fertilizer producers
operating in the country namely (i) Fauji
Fertilizer (ii) Engro Chemical Pakistan Limited
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(iii) Dawood Corporation Limited (iv) Fatima
Fertilizer and (v) Azgard Nine.

Urea plants are running at 100 percent plus
capacity utilization levels but the fertilizer
industry is still facing shortfall in urea supply.
On account of existing supply shortfall
problem in fertilizer, the country has to depend
on imports to meet the national requirement.
During the current fiscal year 2008-09 (July-
March), the fertilizer imports remained at 401
thousand nutrient tones against 818 thousand
nutrient tones for same period last year.

Domestic fertilizer industry witnessed positive
trend in production during 2008-09 (July
March). The production in nutrient terms
increased from 2076 thousand tones during
2007-08 to 2150 thousand tones during 2008-
09 (July-March) showing an increase of 3.6
percent. Nitrogen production was 1870
thousand tones during 2008-09(July March)
and recorded an increase of 0.6 percent (87.0
percent share in total nutrient production),
phosphate 270 thousand tones (12.6 percent
share in total nutrient production), depicting an
increase of 31.9 percent. This increase in
phosphate  production is attributed to
production capacity enhancement in Fauji Bin
Qasim DAP plant from 450 thousand tones to
660 thousand tones per annum. Potash blends
production was about 11 thousand tones which
is less by 20 percent (0.5 percent share in total
nutrient production).

To achieve the objective of balanced fertilizer
use, the Government of Pakistan had allocated
an amount of Rs. 32 billion in terms of
granting fertilizer subsidy in the budget of
2008-09. From July 2008, the rate of subsidy
per bag (50 kg) of DAP increased from Rs.
470 to Rs. 2200, while the price of DAP
fertilizer was capped at Rs. 3050 per bag (ex-
Karachi). The increase in rate of subsidy was
due to rapid price hike of DAP fertilizer in
international market which resulted into landed
cost at Rs. 5250 per bag (ex-Karachi). Increase
in the urea prices in the domestic market
during 2008-09 was due to delayed import

which pushed up the prices of urea in domestic
market.

Fertilizer sector is the second largest consumer
of gas after power sector. Natural gas is used
as feedstock as well as fuel in the
manufacturing of nitrogen fertilizer. Three
companies namely Sui Northern Gas Pipeline
Limited, Sui Southern Gas Company Limited
and Mari Gas Company Limited are providing
gas to fertilizer sector. The consumption of gas
during 2007-08 was 200,061 mmcft out of this
80 percent was used as feed stock and 20.0
percent as fuel.

To enhance the fertilizer production in the
country new investment in this sector is
underway. Expansion/BMR of Fauji Fertilizer
Bin Qasim Limited (FFBL) for 220 thousand
tones of DAP has been completed and started
to yield production from April 2008. A new
project of Fatima Fertilizer Company with a
capacity of 400 thousands tones of urea, 450
tones of CAN, 400 thousands tones of NP and
300 thousands tones of NPK is under
construction. Which will start production by
2010. Engro Chemical is installing a new urea
plant with annul capacity of 1300 thousand
tones. The plant will be operationalized by
2010-11. Suraj Fertilizer Industries has set up a
new plant of SSP (18 percent) at Harappa
(Sahiwal) with production capacity of 150
thousand tones annually which will start
production in May/June 2009. The Pak
American Fertilizer Company owned by
Azgard Nine Group has purchased Hazara
Phosphate plant of SSP fertilizer, the last
fertilizer unit working in public sector. In
addition, few companies have started
production of SSP with the annual production
capacity of around 20 thousand tones at small
scale level.

3.4 Public Sector Industry

This is a review of Public Sector corporations
namely: NFC, PACO, SEC and Pakistan Steel.
Performance as per key indicators during July-
March 2008-09 documented in Table-3.8
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Production value of all operating units under three
corporations (NFC, PACO and SEC) decreased by
32.90 percent against the same period last year.
SEC experienced an increase of 37.80 percent,
while PACO showed decline of 31.96 percent. Net
Sales (excluding Pakistan Steel) increased to an
estimated amount of Rs. 14,061 million for July-
June, 2008-09 as compared to Rs. 4,753 million
during the corresponding period last year. NFC and
SEC have shown an increasing trend in Net Sales

of 418.64 percent and 39.00 percent respectively,
while PACO has shown decline of 52.94 percent.
During July-June 2008-09 the three corporations
earned an aggregate profit of Rs. 315 million as
compared to Rs. 256 million in the last financial
year. SEC showed decrease in loss by Rs. 45
million, while PACO earned profit of Rs. 82
million during current year as compared to loss of
Rs. 22 million during the same period last year.

Table-3.8: Performance of Public Sector Industries (Excluding Pak Steel) (July-June)

(Rs in million)

2007-2008 (Exngc?tdeOA(gual) o}: ‘éﬁ[ii?e
Production Value* 1,380 1,834 32.90
Net Sales 4,753 14,061 | 195.83
Pre-tax Profit 256 315 23.05
Taxes and duties 298 503 68.79
No of employees ** 2,198 2,138 -2.73

*  Production Value at constant prices of 1999-2000 and 1992-93.
** |ncluding daily wages and holding corporations.

Source: Ministry of Industries & Production

3.4.1 Pakistan Steel

The Steel Mill is producing coke, pig iron,
billets, hot rolled coils/sheets, cold rolled
coils/sheets, galvanized sheets etc. The
production value slided down from Rs. 11133
million in 2007-08 to Rs. 9971 million in the
current financial year. Witnessing a decrease

of 10.44 percent. The net sale of the mill
depicted a decrease of 10.5 percent. The pre-
tax profits decreased significantly during the
current financial year. However, taxes and
duties posted 15.8 percent increase. Major
performance indicators of Pakistan Steel
during the period July-June 2007-08 & 2008-
09 are summarized in Table-3.9 below:-

Table-3.9: Performance of Pak Steel

(Rs. In million)

2007-08 (July-June) 2?23{,22&“2&]3;? Inc/(Dec) % Change
Production Value* 1,1133 9,971 -10.44
Net Sales 40,853 36,537 -10.56
Pre-tax profit 3,544 -10,012 -382.51
Taxes and duties 7,988 9,255 15.86
No of employees** 16,468 17,273 4.89

*At constant prices of 1999-2000.
**|ncluding daily wages/Contract

Source: Ministry of Industry & Production

3.4.2 Cement Industry

Pakistan’s cement sector presently is one of
those sectors that have managed to thrive in
adverse conditions being faced by business
across the board in 2008-09. The country at

present has 29 cement plants with an installed
capacity of producing around 39 million tones
of cement mainly Pak-land cement. The
cement sector posted a growth rate of 4.71
percent during July-March 2008-09. Pakistan
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is not only meeting its domestic needs but also
exporting the surplus. Salient features of
production and consumption are in Table-3.10
below:-

Table- 3.10: Demand/SuppIy/Production_of Cement

. Million tonnes

Installed Capacity 39
No of Units 29
Local Demand (2007-08) 226
Production 2008-09 (July-Feb) :19.2
Projected capacity 2010-11 : 48

Source: Ministry of Industry & Production

Pakistan Cement Industry produces
exportable surplus of cement which is
exported mainly to Afghanistan, India,
Africa and the Middle East. The average
capacity utilization, production and export
of cement in the past three years have been
given in box.

S.No. Year Exports Value

1. Million Tonnes | Uss$

2. 2006-07 3.2

3. 2007-08 1.7 450 on
4. 2008-09 .89 S34million

(Up to Apr- 09)

Source: Ministry of Industry & Production

Presently, export of cement is exempted
from the Sales Tax and Federal Excise
Duty (FED). However, the domestic
consumption is being charged 16% Sales
Tax and Federal Excise Duty (Rs.900 per
ton).The import of cement and coal used as

fuel for the cement plants is allowed at
zero rated customs duty and 16 percent
sales tax. As per investment policy of the
government the import of plant, machinery
& equipment for manufacturing sector is
allowed at 5 percent customs duty.

3.5 Privatization Program

Over the last few decades, there has been a
widespread change of opinion regarding the role of
state and private enterprises in promoting
economic growth. An opinion has emerged that the
achievement of more dynamic economic growth
requires a greater role for the private sector with
the belief that resources will be used more
efficiently if SOEs are transferred to the private
sector. Therefore, a key element of this market
orthodoxy has been the privatization of SOEs.

In Pakistan, the concept of privatization is not new;
since way back in 50s, Pakistan Industrial
Development Corporation (PIDC) was established
to boost up the industrial development in the
country. PIDC transferred 50 industrial units to
private sector for successful operation and
management. The privatization of SOEs became an
important instrument of economic policy of the
government in late 80s. However, it was during
1991 that the privatization process in Pakistan
gained sufficient momentum. From January 1991
to December 2008 Government of Pakistan has
privatized around 167 units at Rs. 476.420 billion
(approx US $ 9 billion) Table-3.11.

Table-3.11: Number of Privatized Transactions

(Rupees in Million)

T Pt Fomuorones STY To
No Amount No Amount No Amount No
Banking ©7 41023 0 L7 41,023
Capital Market 18 | 32190 | 3 | 83614 | 1 | 17,320 | 22 | 133124
Energy | 14 | 5175 | | | | 14 | 51756
Telecom 4 187,360 4 187,360
Automobile | 7 | 11002 | | | | 7 | 1102
Cement 16 11,862 1 4,316 17 16,178
Chemical/Fertilizer = 20 24353 | 2 16229 1 1340 = 23 = 41922
Engineering 7 183 7 183
Ghee Mills 24 843 24 843
Rice/Roti Plants 23 324 23 324
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Table-3.11: Number of Privatized Transactions

(Rupees in Million)

D PO ronmoomes O o
No Amount No Amount No Amount No

Textile 3 215 1 156 4 3

Newspapers 271 5 271

Tourism 1,805 4 1,805

Others 6 159 6 159

Total 158 = 353,446 7 104315 @ 2 18,640 167 = 476,421

Source: Privatization Commission

Privatization During 2008-2009
(Hazara Phosphate Fertilizers Limited)

Incorporated as a private limited company in 1985
under National Fertilizer Corporation of Pakistan
(Private) Limited (NFC), HPFL has installed
capacity to produce 90,000 metric tons per annum
of Granular Single Super Phosphate (GSSP) and
30,000 metric tons per annum of Sulphuric Acid
required for the production of GSSP.

Table 3.12: Assets Privatized during 2008-09

(Rs. Billion)
Assets Value
Hazara Phosphate  Fertilizers
Limited (Rs.70/Share) 1340.02
Total 1340.02

Source: Privatization Commission

The Board of the Privatisation Commission in its
meeting held on September 29, 2008
recommended (HPFL) for the approval of Cabinet
Committee of Privatisation (CCOP) the Highest
Bid of Rs. 70 per share and Rs. 1,340,024,490 for
100% shares was offered by Pak American
Fertilizers Limited and hence the same was
declared the Successful Bidder for issuance of
Letter of Acceptance (LOA). The Whole process
endorsed by CCOP.

Current Privatisation Programme and Future
Vision.

The current privatization programme targets the
oil, gas and power, engineering sectors and
banking and insurance. On the directions of the
government, a policy is presently being formulated
to carry out privatization on a Public Private

Partnership (PPP) Model. The various contours of
the policy are under active deliberations. The
Government is also opting for General Drawing
Rights (GDRs) for some entities e.g. Pakistan
Petroleum Limited (PPL), Kote Addu Power
Company (KAPCQO), Habib Bank Limited (HBL)
etc. In the long-term the program aims at the
privatization of financial, insurance, and utilities
sectors. Privatization of infrastructure and
transportation sectors like railways, airlines,
airports and national highways would also be
considered for privatization. These transactions
would be more complex and innovative as
compared to strategic sales, straight sell-offs and
capital market transactions and would involve
exploring other forms of public private
collaboration. Another innovation being hammered
out is to empower the employees of selected SOEs
through transferring respective.

Private sector has emerged as a major player in
most of the economic sectors as a result of the
privatization program. The Government has
already divested its major stakes in the banking
sector where 80% deposits are currently in the
private banks as compared to 20% before
privatization. The Government has successfully
completed privatization of all units of chemical,
textile, cement, rice, roti and light engineering
while 98% automobile industry, 96% ghee mills
83% units of phosphate fertilizer and units of
nitrogen fertilizer have been privatized. The
remaining entities are also being privatized.

Since a substantial part of the utilities have been
privatized, the Government is obliged to strengthen
the regulatory regime for protection of consumer
interests as well as investor confidence. The State
Bank of Pakistan and the Securities and Exchange
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Commission has been made independent. The
Competition Commission has been established and
independent regulatory authorities have been
established for various sectors like
telecommunication, electricity, electronic media,
oil and gas etc. This regime is gradually replacing
the Government’s dual role of provider and
regulation.

3.6 Small & Medium Enterprise Development
Authority

The utmost importance of Small and Medium
Enterprises in economic development can_not be
under estimated. This sector has emerged as a
lifeline of Pakistan’s economy constituting nearly
99.06 percent of all economic establishment, out of
which , 53 percent of the establishment belong to
Wholesale & Retail Trade and Restaurant & Hotel
sectors, 20 percent are part of Manufacturing
sector and 22 percent fall in the Community,
Social and Personnel Services sector. These
establishments jointly contribute 30 percent to
GDP employing 80 percent of the non-agricultural
labor force, 25 percent to total export and 35
percent to manufacturing value addition.

Fig- 3.3 Small & Medium Enterprise
Development Authority

OWholesale & Retail Trade DO Restaurant & Hotel B Manufacturing

National SME Policy 2007 was developed to turn
SME into an effective tool for economic growth
and development. In order to ensure the transparent
implementation of SME Policy 2007, a Policy &
Project Implementation, Monitoring & Evaluation

Unit (PPMIU) is being established in SMEDA
Head Office to oversee the implementation of the
SME Policy and demonstrated projects and
common facility centers being implemented by
SMEDA.

During 2008-09, SMEDA continued working on a
series of demonstration projects/CFCs in major
SME clusters, to enhance the productivity and
competitiveness of SME sector. As many as 16
projects amounting to Rs.1680 million have been
approved for implementation by SMEDA. These
include projects in sports, agro based industry,
leather, foundry, glass products and light
engineering sectors besides display facilities for
SMEs through Gujranwala Business Center,
Sialkot Business and commerce Centre and
Women Business Incubation Centers. A couple of
pilot projects focusing initiatives included in SME
Policy implementation plan such as, SME Sub-
contracting Exchange and Policy Implementation
Unit have also been approved to be implemented
during 2008-09.

3.7 Mining and Quarrying

Mineral potential of Pakistan though recognized to
be excellent is inadequately developed as its
contribution to GNP at present stands at 2.4
percent. Many efforts have been made and are
under way in developing geological products,
institutional, academic and Research and
Development (R&D) infrastructure but still more
remains to be done to enable the sector to take full
advantage of its endowment. As a result of these
toils, resources of several exportable minerals have
been discovered over the last many decades,
including world class resources of lignite coal
deposits at Sindh (Thar), porphyry copper gold in
Chagai and lead-zinc deposits in Lasbella,
Balochistan. There are also many other mineral
projects in progress for implementation from
grassroots levels through exploration, evaluation to
development and utilization stages.

The mineral resources contribute in economic and
industrial growth of a country. Keeping in view
favorable geological environment and large
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number of mineral resources in the country, the
Government is full committed to making the
mineral sector one of the most prolific for the
country. During the current fiscal year (July-Mar
2008-09), the mining and quarrying sector has
registered almost flat growth rate i.e. 1.3 percent as
against a target of 4.5 percent and 4.4 percent of
last year. The growth rate of this sector declined
sharply due to substantial diminishing trend in the
production of Magnesite (51.3%), Sluphere
(10.3%) and Dolomite (4.6%). Detailed in Table
13.13

Following factors are mainly responsible for this
decline in the production of minerals.

i) Uncertainties in the law and order situation in
certain mineral potential areas presently being

addressed through political process. ii) Insufficient
detailed surveying and geological/geographical
mapping (only 37% of the country’s area is
geologically mapped to a scale of 1:50,000) while
geophysical surveys have even less coverage, at
21% of the total area. iii) Lack of vision in taking
advantages of advancement in geological
knowledge, exploration techniques, mining and
processing technologies and changing commodity
prices. iv) Inadequate skill levels in the industry,
with  little opportunity for training, skill
development, career planning because of outdated
administration structure and finally. v) The private
sector has shown little interest in moving up the
value addition chain, and has relied on low cost
and in same cases adopted primitive methods of
extraction.

Table 3.13: EXTRACTION OF PRINCIPAL MINERALS

Minerals | Unit of Quantity | 2006-07
Coal Million Tonnes 3.7
Natural Gas | Min.Cu.M | 400
Crude Oil Min. Barrels 24.6
Chromite | 000 Tonnes | 104.0
Dolomite 000 Tonnes 342.4
Gypsum | 000 Tonnes | 6240
Limestone 000 Tonnes 25.5
Magnesite | 000 Tonnes | 3.4
Rock Salt 000 Tonnes 1873.0
Sulphur | 000 Tonnes | 277
Baryte 000 Tonnes 47.0

July-March
| 200708 555708 | 200809 |
4.1 2.9 3.0 3.4
| 41.2 | 308 | 309 | 03
25.6 19.2 19.3 0.5
| 1148 | 690 | 810 | 181
359.9 258.5 246.5 -4.6
| 660.4 | 4950 | 5320 | 65
31.8 24.1 24.5 1.6
| 3.9 | 3.7 | 1.8 | -51.3
1849.2 1377.0 1380.0 0.2
| 29.5 | 222 | 199 | -103
49.9 37.0 46.0 24.3

Source: Federal Bureau of Statistic

Mineral Production in Balochistan 2004-05 to
2007-08.

More than 50 metallic and non metallic minerals
have been discovered in the province up to 2007-
08. Metallic minerals are Chromate, Copper, Iron,
Lead, Zinc, Manganese, Antimony and Gold
whereas the non metallic include Barite, Fluorite,
Calcite, Magnesite, Coal and Dimension stone
such as Marble Both Onyx & Ordinary, Granite,
Gabbro Basalt and Dunite etc. About 1344 Nos of
Mineral Concessions i.e, Prospecting Licenses &
Mining leases have been granted upto 31-12-2008
to different private/public sector for small scale
mining for various minerals.

Exploration activities are in progress with the
collaboration of foreign investors. About 79
Mineral Titles i.e, Reconnaissance Licenses,
Exploration licenses & Mining leases have also
been granted under large scale mining in the
province.

Performance evaluation of various ongoing core
projects is reported below

Chamalong Coal Field

A long outstanding dispute between Marri and
Luni tribes has been successfully settled by the
Government. Production from Chamalong Coal
Field has commenced since April 2007. This
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mining activity in the area has given thirty
thousand (30000) jobs to the people which will
improve the socio-economic conditions of the
remote residents of the area.

Saindak Metals (Pvt) Limited/Cooper Project
District Chagai.

Saindak Metals Limited (SML), formerly Resource
Development Corporation (RDC) was established
in 1974. Saindak ore will yield average annual
production of 15810 tones blister copper, 1.47
tones gold and 2.76 tones silver. On 2™ October
2002 Saindak Project assets were transferred to
MCC/MRDL (Chinese Company) for a period of
ten years. The Plant started production of blister
Copper in 2003. Copper Gold Project owned by
the Federal Government is being operated by MCC
China. During (July-Nov. 2008), a sum of Rs.
150.0 million has collected on account of rent &
royalty.

Lead Zinc Project at Duddar.

Pakistan  Mineral Development Corporation
granted at Duddar in District Lasbella a Mining
area of 1500 acres to M/s MCC Resource
Development Company (Pvt) Limited (MRDL) till
2003. The project is at advance stage of
development. Enhancement of the mineral activity
has not only provided socio-economic uplift of the
remote areas of the province, creation of job
opportunities for the locals, as well as increase in
the revenue to Government exchequer (Rent &
royalty). Collect revenues on account of rent &
royality since 2004-05 to Feb: 2009 are as in Table
3.14.

Table 3.14 Revenue Receipts Rs. Millions
S.No. Period Revenue Receipts
1. 2004-05 208.72

2. 2005-06 252.76

3. 2006-07 380.928

4. 2007-08 53.768

5. July 2008 to Feb. 2009 35.008

Source: Mines & Mineral Department Govt. Balochistan




TABLE 3.1

RESERVES AND EXTRACTION OF PRINCIPAL MINERALS

(000 tonnes)

Anti- Argonite/  China  Celestite  Chromite Coal Dolomite  Fire Clay  Fullers Gypsum Lime

Reserves/ mony Marble Clay (tonnes) (tonnes) Earth Anhydrite Stone

Years (tonnes) Very 4.9 fairly 185 Very Over 100 fairly 350 Very

large million . large billion large million large million large

Deposits tons Deposits ~ tonnes  Deposits tons Deposits tons Deposits
1990-91 128 281 44 1773 24 3054 154591 120 23 468 9009
1991-92 - 321 42 1069 28 3627 180987 139 21 471 8528
1992-93 5 388 37 1682 23 3256 220241 132 23 533 9015
1993-94 3 460 48 4398 11 3534 228090 116 17 666 9125
1994-95 - 467 31 1403 13 3043 227079 152 15 620 9682
1995-96 - 458 43 762 27 3465 185115 112 18 420 9740
1996-97 - 459 66 812 35 3496 215556 110 12 522 9491
1997-98 - 345 68 961 35 3145 116046 94 18 307 11166
1998-99 - 403 67 642 18 3378 198831 153 16 242 9467
1999-00 - 579 63 802 26 3164 347583 139 19 355 9589
2000-01 95 620 47 807 22 3285 352689 164 13 364 10870
2001-02 37 685 54 382 24 3512 312886 171 16 402 10820
2002-03 - 1066 40 402 31 3609 340864 117 15 424 11880
2003-04 - 994 25 570 29 3325 297419 193 14 467 13150
2004-05 5 1280 38 1855 46 3367 199653 254 17 552 14857
2005-06 91 1835 53 3160 52 3854 183952 333 16 601 18427
2006-07 119 1980 31 1530 104 3702 342463 347 11 624 25512
2007-08 245 1537 32 1310 115 4066 359994 330 11 660 31789
July-March

2007-08 165 1122 25 1010 69 2948 258496 247 9 495 24135
2008-09 P 60 980 23 670 81 2960 246489 259 8 532 24540
Nil or Insignificant (Contd.)

P Provisional



TABLE 3.1

RESERVES AND EXTRACTION OF PRINCIPAL MINERALS

(000 tonnes)
Magne- Rock Silica Ochre Sulphur Soap  Baryte  Bauxite/ Iron Crude Natural
site Salt Sand  (tonnes) (tonnes)  Stone Laterite Ore Oil (m. Gas (000
(tonnes) (tonnes) (tonnes) barrels) m.cu.mtr.)
Over 100 Very 0.8 0.6 5 Over 74 Over 430 184 492
Reserves/ million large . million million  million million million million billion
Years tons deposits tons tons tons tons tons US barrels Cu. metre
1990-91 4,242 736 143 1,285 295 32 26 24,644 318 23.49 14.66
1991-92 6,333 833 132 1,001 215 37 30 21,818 937 22.47 15.57
1992-93 5,047 895 158 1,000 510 48 26 18,682 1,922 21.90 16.50
1993-94 7,000 916 169 745 715 44 18 34,984 3,792 20.68 17.65
1994-95 5,227 890 152 4,623 510 34 20 32,214 8,103 19.86 17.77
1995-96 14,981 958 184 8,081 20 40 14 19,554 6,046 21.05 18.85
1996-97 6,679 1,066 154 2,047 640 45 30 33,583 4,575 21.27 19.76
1997-98 3,397 971 135 3,147 22,458 49 30 28,366 5,500 20.54 19.82
1998-99 3,455 1,190 158 4,080 19,103 61 18 41,362 38,151 19.95 20.92
1999-00 4,513 1,358 167 4,793 22,812 48 26 48,237 45,980 20.40 23.17
2000-01 4,645 1,394 155 4,691 17,428 47 28 35,114 24,765 21.08 24.78
2001-02 4,637 1,423 157 5,064 22,580 39 21 37,182 4,942 23.19 26.16
2002-03 2,645 1,426 185 6,733 19,402 66 41 67,536 11,483 23.46 28.11
2003-04 6,074 1,640 259 7,861 23,873 52 44 88,044 84,946 22.62 34.06
2004-05 3,029 1,648 309 18,686 24,158 21 42 78,288 104,278 24.12 38.08
2005-06 2,446 1,859 411 34,320 24,730 21 52 60,370 131,259 23.94 39.65
2006-07 3,445 1,873 402 61,665 27,710 45 47 150,796 125,879 24.62 40.03
2007-08 3,940 1,849 403 46,215 29,485 38 50 174,223 286,255 25.60 41.18
July-March
2007-08 3,665 1,377 304 29,782 22,205 33 37 144,296 220,233 19.16 30.86
2008-09 P 1,864 1,380 280 44,566 19,907 26 46 135,745 240,920 19.26 30.96

Source : Federal Bureau of Statistics.



TABLE 3.2

PRODUCTION INDEX OF MINING AND MANUFACTURING

Mining Manufacturing
Year 1969-70=100 1975-76=100 1980-81=100 "1980-81=100
1990-91 468 410.3 275.2 202.5
1991-92 472.1 412.8 277.8 2185
1992-93 478 420.6 2784 2215
1993-94 483.4 427.1 275.2 2317.2
1994-95 461.8 417.6 270.8 240.8
1995-96 504.8 445.3 296.7 248.4
1996-97 520.1 456.3 305.6 243.1
1997-98 512.3 449.5 302.5 261.6
1998-99 509.1 448.7 283.1 270.8
1999-2000=100
1999-00 545.6 468.8 100.0 100.0
2000-01 576.7 497.6 105.6 101.0
2001-02 611.3 532.8 1125 114.8
2002-03 656.7 5724 119.6 123.1
2003-04 709.8 597.2 134.8 146.4
2004-05 148.7 173.0
2005-06 155.4 188.8
2006-07 158.6 205.1
2007-08
July-March 162.8 2131
2007-08 163.9 210.6
2008-09 P 164.3 194.5
Not available Source: Federal Bureau of Statistics

P Provisonal



TABLE 3.3

COTTON TEXTILES STATISTICS

Working at the end
Installed Capacity of the period Spindle Loom Consump- Total Surplus Total Pro-
Year No. of No. of No.of  No.of  Hours Hours tion of Yarn Pro- Yarn duction
No.of Spindles Looms Spindles Looms Worked Worked Cotton duced of Cloth
Mills (000) (000) (000) (000)  (Million)  (Million) (mln kg) (minkg)  (min. kg) (mIn. sq mtr.)
1990-91 247 5,493 15 4,754 8 39,542 60.2 1,197.5 1,041.2 1,001.0 292.9
1991-92 271 6,141 15 5,260 8 43,606 58.8  1,3428 1,170.7 1,134.7 307.9
1992-93 284 6,768 14 5,433 6 46,364 55.5 1,427.0 1,219.0 1,148.6 3254
1993-94 320 8,182 14 5,886 6 47,221 44.0 1,483.4 1,309.6 1,272.8 3149
1994-95 334 8,307 14 5,991 5 49,734 418 1,558.9 1,369.7 1,340.6 321.8
1995-96 349 8,493 13 6,356 5 52,239 371 16619 1,495.1 1,434.7 327.0
1996-97 357 8,137 10 6,465 5 53,625 36.4 1,670.1 1,520.8 1,473.9 3335
1997-98 353 8,274 10 6,556 4 55,005 377 17510 1532.3 1,478.9 340.3
1998-99 348 8,298 10 6,594 5 55,802 35.2 1,839.6 1,540.3 1,482.4 384.6
1999-00 351 8,383 10 6,750 4 57,205 343 19616 1,669.9 1,604.4 437.2
2000-01 353 8,594 10 7,105 4 59,219 34.1 2,070.1 1,721.0 1,652.7 490.2
2001-02 354 8,967 10 7,078 5 61,267 36.3 21552 1,808.6 1,731.2 568.4
2002-03 363 9,216 10 7,623 5 64,274 38.7 2,371.3 1,934.9 1,855.4 576.6
2003-04 363 9,592 11 8,009 4 70,214 326 24076 1,938.9 1,845.8 683.4
2004-05 423 10,906 9 8,817 5 72,255 30.3 2,622.8 2,280.6 2,175.2 920.7
2005-06 516 11,292 9 9,754 4 74,884 24.8 2,932.6 2,556.3 2,460.5 915.3
2006-07 521 11,266 8 10,057 4 76,892 21.7 3,1435 2,727.6 2,623.2 1,012.9
2007-08 521 11,834 8 9,960 4 76,000 215 3,159.2 2,809.4 2,764.4 1,016.4
2008-09 P 521 11,834 8 9,968 4 56,300 18.0 2,573.9 2,218.9 2,129.0 763.4
P: Provisional Source: Federal Bureau of Statistics

Textile Commissioner Organization



TABLE 3.4

PRODUCTION OF FERTILIZERS, VEGETABLE GHEE, SUGAR AND CEMENT

(000 tonnes)
Fertilizers
Super Ammo- Ammo- Nitro
Phos- nium nium Phos- Vegetable Sugar Cement

Year Urea phate Nitrate Sulphate phate Ghee
1990-91 2050.3 175.1 318.8 92.3 321.0 656 1934 7762
1991-92 1898.0 194.0 300.0 92.9 309.8 639 2322 8321
1992-93 2306.1 205.0 302.2 92.9 297.3 725 2384 8558
1993-94 31038 195.1 242.7 82.0 251.4 671 2841 8100
1994-95 3000.2 147.0 313.9 79.6 285.0 711 2964 7913
1995-96 3260.1 103.7 3835 83.7 336.5 733 2426 9567
1996-97 3258.7 0.1 330.2 80.9 350.3 714 2383 9536
1997-98 3284.2 0.0 316.3 - 293.2 719 3555 9364
1998-99 3521.7 21.6 338.8 - 285.0 773 3542 9635
1999-00 3785.0 145.8 386.5 - 261.3 695 2429 9314
2000-01 4005.1 159.6 374.4 - 282.5 835 2956 9674
2001-02 4259.6 161.0 3294 - 305.7 797 3247 9935
2002-03 4401.9 147.2 335.3 - 304.9 772 3686 10845
2003-04 4431.6 167.7 350.4 - 363.5 888 4021 12862
2004-05 4606.4 163.1 329.9 - 338.9 1048 3116 16353
2005-06 4806.4 160.8 3279 - 356.6 1152 2960 18564
2006-07 47325 148.9 330.8 - 325.8 1180 3527 22739
2007-08 4924.9 157.6 343.7 - 329.7 1131 4733 26751
July-March
2007-08 3660.5 114.8 246.0 - 239.6 862 4351 19364
2008-09 P 3652.4 1432 245.7 - 218.4 791 3206 20277
- Nil Source: Federal Bureau of Statistics

P : Provisional



TABLE 3.5

PRODUCTION OF SELECTED INDUSTRIAL ITEMS

Food and Tobacco Jute Tex- Rubber

Beverages Cigarettes tiles Motor Motor Cycle Cycle

Year (000 doz. (Million (000 Tyres Tubes Tyres Tubes
bottles) Nos) tonnes) (000 Nos) (000 Nos) (000 Nos) (000 Nos)

1990-91 67,607 29,887 96.9 952 646 3,828 5,468
1991-92 85,266 29,673 100.9 784 618 3,751 5,757
1992-93 139,823 29,947 97.5 712 550 3,826 5,612
1993-94 113,704 35,895 76.4 783 706 3,872 6,191
1994-95 143,019 32,747 68.5 912 833 3,523 5,146
1995-96 131,114 45,506 70.6 1003 909 3,988 5,594
1996-97 115,817 46,101 68.7 525 643 4,112 5,205
1997-98 149,848 48,215 95.4 767 665 1,415 4,978
1998-99 185,014 51,578 85.5 845 586 3,665 5,529
1999-00 194,336 46,976 85.5 856 490 3,767 5,937
2000-01 211,798 58,259 89.4 884 520 4,051 5,891
2001-02 207,646 55,108 81.7 908 557 4,569 6,938
2002-03 190,742 49,365 93.8 1082 616 5,330 8,942
2003-04 224,238 55,399 102.0 1302 587 4,894 8,004
2004-05 285,326 61,097 104.8 5336 6278 4,900 9,612
2005-06 384,969 64,137 104.5 5942 7164 5,287 10,204
2006-07 517,110 65,980 118.1 7027 10277 5,182 10,420
2007-08 613,127 67,250 129.0 6990 9627 4,243 9,224
July-March
2007-08 440,074 49,948 92.7 5,165 6,679 3321 6,987
2008-09 P 423,736 55,625 98.8 4953 9793 2,165 5,047

P Provisional (Contd.)



TABLE 3.5

PRODUCTION OF SELECTED SELECTED ITEMS

Chemicals Transport, Machinery &
Year Polishes & Electrical Appliances
Soda Sulphuric Caustic Chlorine Paints & Creams for Sewing Total
Ash Acid Soda Gas Varnishes Footwear Bicycles Machines TV Sets
(000 tonnes) (000 tonnes) (000 tonnes) (000 tonnes) (tonnes) (min. grams) (000 Nos.) (000 Nos.) (000 Nos.)

1990-91 147.2 93.5 78.5 6.7 14,308 651.1 428.8 81.3 181.7
1991-92 185.9 97.6 82.0 6.1 18,950 682.5 478.4 85.1 1455
1992-93 196.2 99.8 81.5 5.9 16,626 638.1 588.6 72.3 162.2
1993-94 197.0 102.3 89.0 5.8 9,373 602.8 563.7 76.7 1125
1994-95 196.1 80.4 92.7 7.8 6,865 719.5 4734 68.1 101.1
1995-96 221.2 69.2 109.0 9.1 8,030 836.8 545.1 84.1 277.6
1996-97 247.0 30.8 118.2 9.4 8,005 861.1 432.4 61.1 185.6
1997-98 240.3 28.1 115.7 9.7 5,917 869.7 452.1 36.2 107.4
1998-99 239.4 27.0 120.4 113 6,500 888.8 504.0 29.7 128.3
1999-00 2457 57.7 141.3 142 7,347 897.7 534.1 27.6 121.3
2000-01 217.9 57.1 145.5 145 10,922 906.7 569.6 26.9 97.4
2001-02 215.2 59.4 150.3 15.1 10,341 920.9 553.4 24.0 450.0
2002-03 2815 56.0 164.4 15.9 3,899 935.3 629.7 30.6 764.6
2003-04 286.5 64.6 187.5 172 5,406 950.1 664.1 35.0 843.1
2004-05 297.3 91.3 206.7 19.1 15,023 959.6 587.9 36.1 908.8
2005-06 318.7 94.4 2193 183 17,147 969.2 589.6 39.1 935.1
2006-07 330.6 96.3 2422 17.2 23,936 978.8 486.3 52.2 608.6
2007-08 364.9 102.8 2483 182 26,309 988.6 535.5 57.3 716.1
July-March

2007-08 271.1 79.1 181.1 133 18,957 708.3 410.0 433 5255
2008-09 P 267.7 74.5 176.8 12.4 22,589 715.4 285.3 38.6 3215

Contd.



TABLE 3.5

PRODUCTION OF SELECTED INDUSTRIAL ITEMS

Electrical Appliances Papers & Board Steel Products
Electric Electric Paper Paper
Year Bulbs Tubes Board (All Types) Coke Pig Iron Billets
(MIn.Nos) (000 metres) (000 tonnes) (000 tonnes) (000 tonnes) (000 tonnes) (000 tonnes)

1990-91 49.3 7,728 88.6 64.2 723.6 1073.9 330.0
1991-92 432 4,460 111.0 66.0 737.2 1048.1 306.7
1992-93 413 4,205 154.8 109.0 716.4 1098.2 3384
1993-94 427 5,307 1332 129.3 771.6 1252.7 403.9
1994-95 416 5,352 106.2 208.4 701.5 1044.7 3435
1995-96 45.8 5,417 110.0 193.4 685.6 1002.2 332.7
1996-97 56.4 7,598 197.6 149.0 663.0 1068.6 3785
1997-98 62.5 8,354 166.5 178.3 667.7 1015.8 350.1
1998-99 66.8 7,991 173.6 186.8 588.7 989.3 276.1
1999-00 63.2 7,137 228.0 206.2 675.5 1106.6 345.2
2000-01 55.2 10,542 246.3 284.8 717.3 1071.2 414.7
2001-02 54.6 10,441 187.6 137.9 694.6 1042.9 412.0
2002-03 58.3 10,844 228.2 148.0 775.2 1140.2 408.4
2003-04 139.4 14,614 2479 156.8 785.5 1180 429.2
2004-05 146.7 19,819 420.6 163.7 772.8 1137.2 2714
2005-06 143.6 19,992 476.7 167.7 182.3 767.2 230.6
2006-07 144.8 21,400 464.7 161.7 326.3 1008.8 3418
2007-08 128.9 19,524 452.9 196.8 290.9 993.4 279.1
July-March

2007-08 100.6 14,963 336.6 1424 217.4 7314 204.8
2008-09 P 71.259 10,261 339.3 187.5 329.7 640.9 196.8
P Provisional Source: Federal Bureau of Statistics

Ministry of Industries



TABLE 3.6

PERCENT GROWTH OF SELECTED INDUSTRIAL ITEMS

Cotton Cotton Jute Veg.Ghee Cigarettes  Fertilizers  Cement  Soda Ash Caustic Sugar
Yarn Cloth Goods Soda

1990-91 14.22 (0.65) 1.15 (3.93) (7.41) (2.66) 3.66 153 6.01 4.15
1991-92 12.44 5.12 413 (2.59) 0.72) (5.52) 7.20 26.29 4.49 20.06
1992-93 413 5.68 (3.37) 13.46 (0.92) 14.65 2.84 5.54 (0.61) 2.67
1993-94 7.43 (3.23) (21.64) (7.45) 19.86 20.96 (5.35) (0.41) 9.20 19.17
1994-95 459 2.19 (10.34) 5.96 (8.77) (1.27) (2.31) (0.46) 416 433
1995-96 9.16 1.62 3.07 3.09 38.96 8.89 20.90 12.80 17.58 (18.15)
1996-97 1.72 1.99 (2.69) (2.59) 131 (3.53) (0.32) 11.66 8.44 2.77)
1997-98 0.76 2.04 38.86 0.70 454 (3.15) (1.80) (2.71) (2.12) 49.18
1998-99 0.52 13.02 (10.38) 7.95 6.98 6.67 2.30 (0.37) 4,06 (0.48)
1999-00 8.41 13.73 (1.87) (9.65) (8.92) 4.62 (3.33) 2.63 17.36 (31.41)
2000-01 3.06 12.12 4.56 19.59 24.02 9.21 3.87 (11.30) 2.97 21.70
2001-02 5.09 20.09 (8.61) 7.24 (5.05) (0.38) 2.70 (1.23) 3.85 9.84
2002-03 6.18 1.66 14.03 (6.75) (10.42) 12.11 12.11 10.09 9.34 13.48
2003-04 0.73 17.39 8.87 15.10 12.22 7.80 18.60 2.22 14.11 9.09
2004-05 18.22 3531 0.80 18.04 10.29 25.73 27.14 3.77 10.21 (22.51)
2005-06 11.66 (2.26) (0.27) 9.86 4.98 5.03 13.52 7.19 6.11 (5.01)
2006-07 11.73 8.18 12.97 245 2.87 (7.75) 22.49 3.74 10.45 19.16
2007-08 2.44 3.95 9.29 (4.16) 1.92 (2.48) 17.64 10.37 2.50 34.20
July-March

2007-08 3.32 4.89 8.46 (2.83) 511 (16.89) 17.95 1351 1.44 33.98
2008-09 (0.27) (0.33) 6.57 (8.17) 11.37 21.55 471 (1.25) (2.38) (26.32)
* July-March Source: Federal Bureau of Statistics
Note: Figures in parenthesis represent negative growth.



Chapter No. 4

Fiscal Development

4.1 Introduction

The severity of the macroeconomic imbalances in
the last fiscal year once again reinforces the
importance of fiscal prudence for sustainable
economic growth. The hangover from 2007-08
continued to haunt adjustment efforts. The fiscal
consolidation efforts faced headwinds such as the
deteriorating security environment and the
domestic political uncertainties along with the
deepening of the global financial crisis and the
overall depressed macroeconomic environment.
The unanticipated persistence of inflationary
pressures on the economy kept fiscal policy
options under check. Shrinking revenues
constricted the government’s ability to pursue
counter cyclical policy. However, macroeconomic
stability crucially hinges upon sustainable level of
fiscal deficit. It is due to this that the government
has placed fiscal consolidation at the top of
macroeconomic stabilizing agenda for 2008-009.
This fiscal consolidation includes; substantial
reduction in overall fiscal deficit from 7.6 percent
of GDP in 2007-08 to 4.3 percent of GDP in
2008-09 and attainment of net zero government
budgetary borrowings from SBP at the end of each
quarter.

It is evident that one year of fiscal indiscipline has
led to severe macroeconomic imbalances in terms
of sharp deceleration of economic growth, rise in
unemployment and poverty, widening of fiscal and
current account deficit, a loss of foreign exchange
reserves, rise in public and external debt burden,
above all high inflation and associated rise in
interest rates. The government has taken several
budgetary measures to restore the fiscal balance,
e.g. oil subsidies have already been removed while
government is committed to remove power

subsidies by June 2009. In the future unproductive
subsidies will be avoided and this instrument will
only be used to provide social safety nets.

There has been significant improvement in fiscal
performance during 2008-09 due to the policy
shift, with the overall fiscal deficit estimated to
have dropped to 4.3 percent of the annual GDP.
The resource constraint is constricted by revenue
slippages on the back of a massive growth
slowdown in large scale manufacturing and
imports (the combined stake of both is more than
three-fourth of the revenue base). The fiscal
improvement in 2008-09 has been largely based on
reduction of oil subsidies and a slash on
development spending. Going forward, Pakistan
needs a substantial increase in its resource base to
augment its  development efforts.  Fiscal
consolidation efforts have to come from an
enhanced revenue base because we have already
exhausted options for expenditure cuts. Pakistan’s
future economic development crucially hinges
upon additional resource mobilization and for this
end extending the tax base to unexplored sectors is
crucial.

4.2 Fiscal Policy Development

The main objective of Pakistan’s fiscal policy is
sustained economic growth in unison with
declining debt services, poverty alleviation, the
creation of job opportunities and investment in
physical and human infrastructure. It is unfortunate
that fiscal space available during the last seven
years (2000-07) was not used to provide support to
structural reform; instead, painful structural
reforms were delayed. The fiscal comfort level
available during the period of 2000-07 was not
used aptly for initiating crucial structural reforms
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which placed policy making in a fix during 2008-
09. The government’s all-out efforts for
introducing a wide range of structural reforms
which are crucial for future prospects of the
economy are likely to face numerous challenges.

The overall fiscal balance has recovered from a
sizeable slippage of 2007-08 amidst substantial
decline in revenues and elimination of some
subsidies like those on petroleum products.
However, major contribution should come from
additional resource mobilization.

Table 4.1: Fiscal Indicators as Percent of GDP

Overall Expenditure Revenue
Year Real GDP Growth DFéSf?gilt Total : Current Development L%tjl_l Tax Nr(;?('
FY91 5.4 9.5 25.6 19.2 6.4 169 @ 127 4.2
FY92 7.6 8.7 26.5 19 75 19.2 137 5.5
FY93 2.1 8.1 26.2 20.5 5.7 18.1 | 134 4.7
FY94 4.4 5.9 23.4 18.8 4.6 175 134 4.1
FY95 5.1 5.6 22.9 18.5 4.4 17.3 ' 138 35
FY96 6.6 6.5 24.4 20 4.4 17.9 144 35
FY97 1.7 6.4" 22.3 18.8 35 158 134 2.4
FY98 35 7.7 23.7 19.8 3.9 16 13.2 2.8
FY99 4.2 5 22 18.6 3.3 159 133 2.7
FY00 3.9 5.4 18.9 16.4 25 13.4 106 2.8
FY01 1.8 4.3 17.4 15.3 2.1 13.1 105 2.6
FY02 3.1 43" 18.5 15.7 2.8 14 10.7 3.3
FY03 4.7 3.7 18.8 16.2 2.6 148 114 34
FY04 75 2.3 16.5 13.7 2.8 14.2 11 3.2
FY05 9 3.3 16.8 13.3 35 13.8 10.1 3.7
FY06 5.8 4.3+ 18.4 13.6 4.8 141 105 3.6
FY07 6.8 4.3+ 20.8 15.8 5 149 102 4.7
2007-08 5.8 7.4 22.1 18 4.4 146 = 10.3 4
2008-09P 2 4.3 18.6 15.8 2.8 146 113 38

Note 1: The base of Pakistan’s GDP has been changed from 1980-81 to 1999-2000, therefore, wherever GDP appears in denominator the

numbers prior to 1999-2000 are not comparable.

T Statistical discrepancy (both positive and negative) has been adjusted in arriving at overall fiscal deficit numbers.
* Include earthquake related expenditure worth 0.8 and 0.5 percent of GDP for 2005-06 and 2006-07 respectively.

Notwithstanding all lackluster and half hearted
attempts to reform tax administration and
procedures, the tax to GDP ratio fluctuated in a
narrow band of 10 to 11 percent for almost one
decade. In the current fiscal year there is a
potential risk of a tax-to-GDP ratio below 10
percent of GDP for the first time in the last two
decades.

A Dbrief look at table 4.1 shows a change in patterns
of revenue and expenditure over the last 18 years.
On the revenue side, tax-to-GDP and hence,
revenue-to-GDP ratios either remained stagnant or
showed secular decline, owing mainly to structural
deficiencies in the tax system and administration,
both at the federal and provincial government
level. The expenditure of the government in
relation to GDP exhibited a similar pattern, with

total expenditures showing an overall decline since
the beginning of the 1990s. The decline in total
expenditure (4 percentage points of GDP) is shared
by current expenditure (1.5 percentage points) and
development expenditure (2.1 percentage points)
during the last 18 years. However, in 2008-09 total
revenue as percentage of GDP recovered slightly
due to a marginal improvement in non-tax
revenues as a percentage of GDP. Total revenue is
expected to reach Rs. 1910 billion, as compared to
Rs. 1499.5 billion during 2007-08.

Fiscal deficit as a percentage of GDP has
recovered from the exceptional spikes of 1990s in
2000-07. The overall fiscal deficit witnessed a
sharp decline until 2006-07, except for 2007-08
when the pendulum swung to other extreme. This
declining trend in fiscal deficit was due to falling



Fiscal Development

expenditures rather than rising revenues in the past.
However, since 1999-2000, fiscal deficit has been
contained partly due to improvement in total
revenues and partly due to the rationalization of
expenditures. The shifting of expenditure from
current expenditure to development expenditure
while leaving total expenditures stagnant mostly at
around 18percent of GDP has helped to improve
the fiscal position. While the reduction in fiscal
deficit in 2008-09 occurred mainly through a
drastic cut in development expenditures, revenues
fell short of the target.

4.3 Outcomes of Reforms: 2008-09

The fact that taxation is an important source of
resources and distribution plays a significant role

in shaping economic development in developing
countries. Taxation systems are used as a principal
policy instrument to allocate resources among
various segments of society and provide incentives
for industrial development. Structural patterns of
taxation are instrumental for incentivizing
economic activity. As far as Pakistan’s structure of
taxation is concerned, it has changed considerably
as a result of a number of tax and tariff reforms
that were started in the 1990s though much of the
scope of these reforms remained unexplored. The
composition of tax collections has been
modernized with a gradual decrease in the
dependence on foreign trade taxes and a concurrent
increase in GST and direct tax collections. This
section reviews the performance of revenue and
expenditure during the fiscal year 2008-009.

STRUCTURE OF TAXES
2008-09 1990-91
39.6 37.7
45
40+ 60+
13.6 |
204 8.9 40
. 20,
VLSS = = s1 ol Sil
Customs Sales ‘ Excise
Direct Indirect Taxes Indirect Taxes
Taxes Taxes

The gradual decline in excise duty is attributed to
the removal of its incidence on selected items.
With excise comprising of 9 percent of total FBR
revenues, Pakistan’s tax revenue-to-GDP stood at
around 9 percent of GDP during 2008-09. It
remained stagnant at around 10 to 11 percent over
many years primarily due to several structural
weaknesses in Pakistan’s tax system. In tax
regime, indirect tax in general and sales tax in
particular depicted a relatively high share within
the overall tax revenues. The indirect tax-to-GDP
ratio stood at around 5 percent, and direct tax-to-
GDP ratio at around 4 percent during 2008-09.
This indicates that substantial tax policy measures
are still needed to broaden the tax base and
strengthen tax administration. To achieve a tax-to-

GDP ratio of around 15 percent, it is important to
extend coverage of the tax net to under-taxed and
un-taxed sectors of the economy in order to
promote judicious distribution of the tax burden
among the various sectors.

The average growth of FBR tax collections was
calculated at around 16 percent during the period
2000-09 as compared to the growth rate of 12
percent during the preceding decade of the 1990s.
If we see this increase in isolation of the nominal
GDP growth rate, the growth rate from 12 to 16
percent shows the positive impact of tax reforms.
However, the falling tax-to-GDP ratio implies that
nominal GDP grew at a faster pace than tax
growth. The FBR taxes in relation to GDP need
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serious review and efforts must be made to extend
the tax base to unexplored areas. The current fiscal
year is yet another reflection of the dismal
performance of the FBR. The target of Rs.1250
billion was consistent with a nominal GDP growth

rate of 17.5 percent. However, notwithstanding
nominal a GDP growth rate of around 24 percent,
the FBR revenue grew by just 19 percent thus
leading to substantial downward adjustment of
FBR tax revenue-to-GDP.

Table 4.2: Structure of Federal Tax Revenue

(Rs. Billion)

Tax Rev as percent

Indirect Taxes

Year | Total (FBR) | of GDP | Direct Taxes | Customs | Sales | Excise | Total
1990-91 e 11 [15.%]* f (52.%)A (171.%)A (272.55)A [83.%)]*
1996-97 282 12 [3%?1] {42(.36} {2%?4} {257§9} [ég.;]
1997-98 2987 11 [13053:&% {;g:i} {gg;g} {32?6} [169595;
1998-99 w5 10 e o e T e
1999-00 466 01 M pea sl i oo
200001 3023 94 B s e (i5a | ke
2001-02 4039 02 m sl e (e
2002.03 4606 956 M ST | feer (571 ke
200304 5188 02 mre | imay (o (1261 e
2004-05 563.4 B9 oAl ey | ferel i (st i
2005-06 134 94 Bl pesl el | s i
2006-07 B47.2 07 ol TE  fe0sl 59 w6
2007-08 J02% 100 408.2 154 35 o1 6223
(RE) [39.6] (2475 {603} | {146} . [60.4]
2008-09P 1250 9:5 [2‘3.%] {2127.%} {327.%3} {11153} [7650\':?.45]

*as percent of total taxes
 as percent of indirect taxes

Sou:rce: Federal Board of Revenue

The share of direct taxes in federal tax receipts has
increased from 18 percent in the early 1990s to 32
percent in 2000-01[Table 4.2]. The share further
increased to 39.6 percent in 2008-09. However,
direct tax-to-GDP accounts for only 4 percent in
comparison with 7 percent for other developing
countries at the same level of development. The
indirect taxes currently account for 60 percent of
total revenues, but in terms of percent of GDP,
they compare poorly with peer countries. General
sales tax accounts for more than 60 percent of the
indirect taxes, which makes it the second major

source of federal tax revenues after direct taxes
accounts for 38 percent of total tax collections.
This indicates that there is enormous potential for
GST to convert it to full value added tax.

On the other hand customs collection reduced
sharply over the past decade, mostly induced by
trade liberalization. It increased sharply from
2002-03 as a result of tremendous surge in imports
owing to spike in aggregate demand. Customs
collection as a percentage of GDP declined from
3.4 percent in 1993-94 to 1.2 percent in 2008-09.
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Custom duties accounted for 22.5 percent of the
total indirect taxes as compared to 25 percent last
year. The current year has unique distinction as it
witnessed massive fall in imports in response to
demand compression measures as well as a fall in
international oil and commodity prices.

4.4 Trends in Expenditure

Fiscal year 2008-09 has been a difficult year for
Pakistan’s economy due to many unexpected
events on both the domestic and external fronts.
Notwithstanding, difficulties being faced by the
economy during the current fiscal year (2008-09),
better fiscal discipline and improving expenditure
management can lead to substantial improvement
in the fiscal outlook. Total expenditure has
fluctuated between 17 to 20 percent of GDP during
the last six years. Total expenditure as a percentage
of GDP stood at 18.6 percent as compared to 22.1
percent last year. The spike in 2007-08 was mainly
due to huge unprecedented expenditures incurred
on account of subsidies and political expediency
on the part of the outgoing government. The
current year witnessed correction on this count and
expenditure control measures brought significant
downward adjustment in expenditure. Total
expenditure increased to Rs.1085.0 billion during
the first half of 2008-09 which is higher by 10.5
percent in the comparable period of last year.
Interest payments declined from as high as 6.8
percent of GDP or Rs262 billion in 1999-000 to
4.8 percent of GDP or Rs 624 billion for 2008-09.
The intensification of war on terror in some parts
of Pakistan has placed a burden on security related
expenditure.

Growth in total expenditure witnessed significant
decline at the expense of a substantial fall in
development spending to the extent of 15.1
percent. Elimination of oil subsidies and a decline
in development spending led to a significant
reduction in public expenditure growth during the
first half of 2008-09. As a share of GDP,
development expenditures dropped to lpercent in
the first half of 2008-09 which is the lowest level
of development spending in the last 5 years.
Current expenditure grew by 18.3 percent as
compared to 33.3 percent increase in the same
period of last year. However, the first half current

expenditure growth is still high and it needs to be
brought down for sustained fiscal consolidation.
The main reason for this rise is a tremendous rise
in security related expenditure. Table 4.3 (a+h)
describe that both development and non-interest-
non-defense spending have gone up since 2000-01.
It shows that the government must keep the budget
deficit at a lower level to provide more fiscal space
for investment in physical infrastructure and
human development for a sustainable growth and
poverty reduction. The narrowing of this gap is
likely to come from additional resource
mobilization rather than expenditure curtailment.
At this critical juncture, the economy needs fiscal
stimulus and compression of the revenue-
expenditure gap at the expense of growth
enhancing expenditure could prove
counterproductive.

The share of current expenditure in total
expenditure has declined from 88 percent in 1999-
000 to 81.4 percent in 2007-08, mainly because of
an enormous fall in interest related expenditure
(current expenditures for the fiscal year 2008-09
are budgeted at 85 percent). In absolute terms,
current expenditure stood at Rs 1858 billion in
2007-08 and are budgeted at Rs 2066 billion for
2008-09 [See Table 4.3 a +b].

On the other hand development expenditures rose
from 13.5 percent to 19.8 percent during the same
period. During the last nine years, development
expenditure increased from 2.1 percent of GDP or
Rs.89.8 billion in 2000-01 to 4.4 percent of GDP
or Rs. 452.4 billion in 2007-08. In 2008-09
development expenditures are budgeted at 2.8
percent of GDP or Rs 365 billion.

Defence, the second largest component of the
current expenditure, remained stagnant at around 3
percent of GDP during the last six years. In 2008-
09 it stood at Rs. 313 billion or 2.4 percent of
GDP. Non-defense-non-interest expenditure has
improved from 8 percent of GDP or Rs 337.4
billion in 2000-01 to 11.4 percent or Rs.1494
billion in 2008-09. Although in relative terms
(percent of GDP), non-interest expenditure is
lower than 2007-08, in absolute terms it is still
high.



Economic Survey 2008-09

Table 4.3 a): Trends in Components of Expenditure (As percent of GDP)

Year Tota'l Curre'nt Interest Defence Develop-'ment ;L\I(?,?.En;gﬁi Fisga_l Féeg'fei"zil:f Prinja_ry
Expenditure : Expenditure : Payments Expenditure E Deficit deficit
: Xp Surplus

1980-81 22.9 : 13.6 2.1 5.5 9.3 15.3 -6 3.3 -3.9
1984-85 24.7 17.7 35 6.7 7 14.5 -8.3 -1.3 -4.8
1988-89 26.1 19.9 5 6.6 6.3 14.5 -8.1 -1.8 -3.1
1989-90 25.9 19.3 5.5 6.9 6.5 13.6 -7.3 -0.8 -1.9
1990-91 25.6 19.2 4.9 6.3 6.4 14.3 -9.5 -3.1 -4.6
1991-92 26.5 19 5.2 6.3 75 15.1 -8.7 -1.1 -3.5
1998-99 20.9 18.6 7.5 49 3.3 8.6 -5 -2.7 25
1999-2000 : 18.5 16.4 6.8 3.9 25 7.7 -5.4 -3 1.7
2000-01 17 15.3 5.9 3.1 2.1 8 -4.3 -2.2 2
2001-02 185 15.7 6.1 3.3 28 9 -4.3 -7 - 16
2002-03 18.4 16.2 4.8 3.3 2.6 10 -3.7 -1.4 1.2
2003-04 16.9 13.7 4 3.3 2.8 9.7 -2.3 0.3 1.1
2004-05 17.2 13.3 3.4 3.2 35 10.5 -3.3 0.5 0.04
2005-06 18.4 13.6 3.4 3.2 4.8 11.8 -4.3 0.5 -0.8
2006-07 20.6 15.8 4.4 2.9 5 13.3 -4.3 -0.9 -1.3
2007-08 22.1 | 18 4.8 2.7 4.4 14.7 -1.4 -3.4 -2.8
2008-09 P 18.6 15.8 4.8 2.4 2.8 114 -4.3 -1.2 0.8

P: Projected

Note: The GDP was rebased w.e.f 1999-2000, so figures thereafter may not be comparable with earlier years

Table 4.3a and 4.4b illustrate a major progression
in expenditure patterns over the last three decades.
The salient features suggest that the rising trend in
current expenditure has been arrested, mainly on
account of declining trends in interest payments
and to some extent in defence spending until 2005-
06. However, it bounced back since then owing to
a substantial surge in interest payments. However,
the current fiscal year 2008-09 has witnessed a
decline in current expenditure from 18 percent in

2007-08 to 15.8 percent. Interest payments have
declined from a peak level of 7.5 percent of GDP
in 1998-99 to 4.8 percent of GDP during 2007-08
and remained intact at this level in 2008-09. On the
other hand, defense spending was at a very high
level in 1989-90 at 6.9 percent of GDP, but
gradually it declined to less than 3 percent today.
Consequently, the government now has more fiscal
space for directing expenditures towards the
development side.

Table 4.3 b): Trends in Components of Expenditure (Rs Billion)

Total Current Interest Development Non Interest Fiscal Reve;n_ue Primary
Year . . Defence . Non-Defence . Deficit/ e
Expenditure : Expenditure : Payments Expenditure E Deficit deficit
Xp Surplus
1980-81 63.6 37.8 5.9 15.3 25.8 42.4 -16.6 9.2 -10.7
1984-85 116.8 83.7 16.5 318 33.1 68.5 -394 -6.4 -22.9
1988-89 201.2 153.1 38.1 51.1 48.1 112 -62.1 -14 -23.9
1989-90 221.6 165.6 - 467 58.7 56.1 116.2 -62.8 -6.8 -16.1
1990-91 260.9 195.7 50 64.6 65.3 146.3 -97.1 -31.8 -47.1
1991-92 3215 230.1 62.4 75.7 91.3 183.4 -104.9 -13.6 -42.5
1998-99 647.8 547.3 220.1 143.5 98.3 284.2 -179.2 -78.7 40.9
1999-00 709.1 626.4 262.2 150.4 95.6 296.5 -206.3 -114 65.6
2000-01 717.9 645.7 249.3 131.2 89.8 3374 -179.7 - 927 84.4
2001-02 826.3 700.2 2739 149.3 126.2 403.1 -190.4 -76.1 717
2002-03 898.2 791.7 235.3 159.7 129.2 503.2 -180.6 -70.9 57.9
2003-04 956 775 226.2 184.9 161 544.9 -130 19 64.2
2004-05 1117 864.5 219.7 2117 228 685.6 i 217 . 355 2.7
2005-06 1401.8 1034.7 260 241.1 365.1 900.7 -325.3 41.9 -65.2
2006-07 1800 1375.3 387.1 249.9 433.6 1163 -3775 -77.3 -114.9
2007-08 2279 1858 489.7 277 452.4 1509.3 -777.2 -354 -286.8
2008-09 P 2431 2066 624 313 365 1494 -562 -156 103

P Projected
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4.5 Trends in Real Expenditure

The nominal monetary value of expenditure is a
direct charge on the budget but the composition of
expenditure in real terms (adjusted for inflation)
provides a comprehensive analysis in real
expenditure growth patterns. Total real expenditure
grew at a brisk pace of 7.7 percent per annum on
average in the 1980s owing to sharp acceleration of
10.5 percent in real current expenditure (Table

4.4). Development expenditure grew by a modest
2.7 percent on average in real terms but interest
payments grew by 18.1 percent, reflecting the
tremendous pace of accumulation of public debt.
Interestingly real defense spending followed a
higher growth path and grew by 8.9 percent on
average. This level of fiscal indiscipline in the past
forced Pakistan to undergo a painful period of
structural adjustment in the 1990s.

Table 4.4: Trends in Real Expenditure(1999-2000=100) (percentGrowth)

Non-Defense
. Total Current Development Interest
Period . . . Defense Non-Interest
Expenditure Expenditure Expenditure payment E -
xpenditure
1980's 7.7 10.5 2.7 18.1 8.9 49
1990's 2.8 45 -2.6 8.9 0.4 0.9
1990-1 2.4 3.9 -1.7 4.2 0.7 3
1990-11 3.1 _ 5 -3.5 13.7 0.1 -1.2
2000-04 2.2 0.1 9.4 i  -83 0.4 10.5
2004-08 12.8 13.1 16.6 15 0.9 15.3
2008-09* -13.1 -9.3 -29.6 2.8 . 57 -19.6
* Quick estimate for 2008-09 Source: EA Wing, Finance Division
The pace of growth slowed down in the first half of  current year is likely to witness massive

the 1990s but at the expense of development
expenditures, which declined by 1.7 percent on
average and thus contributed to a decline in real
expenditure growth in the period to 2.4 percent.
However, current expenditure grew by 3.9 percent
thanks to a marginal increase of 0.7 percent in
defense spending and a relatively slower growth of
4.2 percent witnessed in interest payments. Non-
defense-non-interest expenditure also grew by 3
percent in real terms. Even the sharp fall in real
development expenditure which contracted sharply
by 3.5 percent in the second half of the 1990s
could not restrict current expenditure to grow at a
faster pace of 5.0 percent, mainly because of a
massive 13.7 percent on average growth in interest
payments. Consequently, total expenditure grew by
3.1 percent per annum in the period; however, non-
interest non-defense expenditure contracted by 1.2
percent per annum. The second major item,
defense spending, inched up marginally by 0.1
percent per annum.

During the first four years (2000-04) of the current
decade, total expenditure grew by 2.2 percent, but
expenditure grew at a much faster pace of 12.8
percent in the last four years (2004-08). The

contraction in real incidence of expenditure to the
extent of 13.1 percent contributed equally to by a
9.3 percent fall in current expenditure and a
massive  contraction of 29.6 percent in
development expenditure. A high inflation rate has
benefited the government to lower real incidence
of expenditure. Interestingly, interest payments are
likely to post a positive growth of 2.8 percent;
however, non-interest and non-defence spending is
likely to depict a 19.6 percent contraction.

4.6 Fiscal Performance: 2008-09.

FBR revenue collection for the fiscal year 2008-09
was targeted at Rs.1250 billion at the time of
presentation of the Federal Budget 2008-09. Tax
collection during the first ten months (July-April)
of the current fiscal year amounted to Rs.898.6
billion, which is 17.7 percent higher than the net
collection of Rs.763.6 billion in the corresponding
period of last year. Net and gross collections have
increased by 17.7 and 17.1 percent respectively
(Table 4.6). The overall refund/rebate payments
during first ten months of the current fiscal year
have been Rs.61.3 billion as compared to Rs.55.8
billion paid back during the corresponding period

of the last fiscal year.
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Table 4.6 Fiscal Performance

Changs 2007-08 2008-09 July-April Eergﬁg;
(Actual) (R.E) 2007-08 2008-09 OVer2007-08
A. DIRECT TAXES
Gross 277.9 3335 20.0
Refund/Rebate 20.3 27.4 35
Net 408.2 496 284.5 3325 16.9
B. INDIRECT TAXES
Gross 452.6 i 5337 17.9
Refund/Rebate 30 26 -13.3
Net 622.3 755.5 479 566.1 18.2
B.1 SALES TAX
Gross 279.5 340.7 21.9
Refund/Rebate 20.6 19.2 -6.8
Net 375 472 293.6 358.9 22.2
B.2 FEDERAL EXCISE
Gross 61.8 80.6 30.4
Refund/Rebate 0.026 0.024 -7.7
Net 91 112 70.6 90 27.5
B.3 CUSTOM
Gross 111.2 : 1123 1.0
Refund/Rebate 8.4 6.3 -25
Net 154 170 114.8 117.2 2.1
TOTAL TAX COLLECTION
Gross 730.4 867.2 18.7
Refund/Rebate 50.5 53.6 6.1
Net 1025 1250 763.6 898.64 17.7

Tax collection performance felt the heat of the
slowing economy and falling imports. Customs
duty collection deviated from its recent past track
record of high growth mainly because of the fact
that dutiable imports have undergone negative
growth. Notwithstanding its meager share even in
indirect taxes, federal excise duty collections
registered a vibrant growth of 27.6 percent. Sales
tax collections also rely heavily on imports and the
sales tax at import stage witnessed marginal
growth. On the other hand a 47 percent growth in
sales tax on domestic economic activity has helped
it to grow overall by 22.2 percent. When viewed in
the backdrop of a 23 percent growth in national
income, the growth of 16.9 percent in direct tax
looks dismal. The overall FBR tax collection
remained less than satisfactory and actually
witnessed deceleration in real terms. Consequently,
the FBR tax collection to GDP ratio is likely to

deteriorate around 9 percent of GDP against the
target of bringing it in to the vicinity of 10 percent
of GDP. Apart from FBR revenue, total tax
revenue growth also lagged behind growth in
nominal GDP; it exhibits a decline in tax-GDP
ratio from 10.3 percent in 2007-08 to around 10
percent in 2008-09.

4.6.i Direct Taxes

Direct tax as a major source of FBR tax revenues
for the last two years has contributed 37 percent of
total FBR receipts during Jul-April 2008-09. Net
collection was estimated at Rs. 332.5 billion
against the target of Rs 496 billion. Hence, gross
and net collection has registered a growth of 19.3
percent and 16.9 percent during Jul-April 2008-009.
The current fiscal year has witnessed a shortfall in
collection of direct taxes for the second
consecutive year. The entire shortfall will be
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difficult to replenish in the remaining months of
2008-09 due to a likely fall in corporate earnings,
on account of a realization of impairment losses
arising from a decline in the value of financial
assets. Improved tax efforts and effective
implementation of tax policy and tax
administrative reforms have resulted in higher tax
collection over the years. The share of direct taxes
in federal tax receipts has increased from 15
percent in the early 1990’s to around 37 percent in
2008-009.

4.6.ii Indirect Taxes

Indirect taxes grew by 18.2 percent during Jul-
April 2008-09 and accounted for 62 percent of the
stake in overall tax revenue. Within indirect taxes,
sales tax has increased by 22.2 percent. The gross
and net collection of sales tax stood at Rs.380.0
billion and Rs.358.9 billion, respectively. Sales tax
on domestic production and sales contributes to
54.2 percent of net collection, while the rest
originates from imports. Within net domestic sales
tax collection major contribution has come from
POL products, telecom services, natural gas, sugar
and cigarettes. On the other hand, POL products,
edible oil, plastic resins, vehicles, iron and steel
and machinery and mechanical appliances have
major contribution at the import stage collection of
sales tax.

Custom duties on a net basis have increased only
by 2.1 percent during Jul-April 2008-09, thereby
aligning with a negative import growth in dollar
terms. Net collection has inched up from Rs.114.9
billion in 2007-08 to Rs.117.2 billion in 2008-09,
while gross collection has decreased from Rs 125.9
billion in 2007-08 to Rs 124.5 billion in 2008-09.
Refund payment has declined by 34 percent. Major
sources of revenue have been the POL,
automobiles, edible oil, machinery, iron and steel
products etc. These sectors have contributed
around 76 percent of the gross custom collection.

The net collection of federal excise stood at Rs
90.0 bhillion during Jul-April 2008-09 against Rs

70.6 billion in the corresponding period of last
year, thereby, showing a higher collection of Rs
19.4 billion in absolute terms in this period. This
growth in FED has been generated by six
commodity groups that contributed around 80
percent of FED receipts. These are cigarettes,
cement, beverages, natural gas, POL product and
services. So far FBR has collected Rs. 898.6
billion or 72 percent of the tax target (Rs.1250
billion) set for the current fiscal year and the
remaining Rs.351.4 billion or 28 percent of the
target has to be collected during the remaining two
months of the current fiscal year which implies a
likely shortfall in the revenue collections.

4.7 Review of Public Expenditure: 2008-09

The budgeted total expenditure for the fiscal year
2008-09 was Rs.2391 billion, which is 4.9 percent
higher than last year’s revised estimate. On the
other hand current expenditure was envisaged to
remain more or less stagnant at Rs.1876 billion.
The stake of the federal government in the current
expenditure was up to Rs.1359 billion and the
remaining Rs. 517 billion were earmarked for
provincial governments. Development expenditure
(after adjusting for net lending) was targeted at
Rs.396 billion in 2008-09 which is up by 7 percent
compared to last year. On the basis of revenue and
expenditure projections, the overall fiscal deficit is
estimated at Rs.562 billion or 4.3 percent of GDP
as against 7.4 percent last year.

Interest payments surpassed their budgeted level
by a significant margin. A sum of Rs.557 billion
was budgeted for interest payments in 2008-009.
The year is likely to end with interest payments of
Rs.618 billion which are Rs.61 billion over the
budgeted amount.

The current expenditure over-run has become the
norm because of the intensification of the war on
terror and a spike in security related expenditure in
the last two years. This is feeding into a significant
gap between what is budgeted and the estimates in
current expenditure. The current year has
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witnessed some deceleration in non-interest, non-
defence expenditure, however, to follow fiscal
deficit religiously, the government has to go the
extra mile by cutting back on development
expenditure. Notwithstanding this downturn, the
growth in current expenditure remained strong.
Pakistan’s fiscal adjustment experience over the

years suggests a downward rigidity in current
expenditure and much of the effort has to come
from either additional revenue mobilization or
development expenditure cutbacks. In the case that
there is a revenue shortfall, development
expenditure is the prospective candidate to bear the
brunt of the adjustment.

Table 4.7: Consolidated Revenue & Expenditure of the Government

Prov. Actual { Prov. Actual Budget Q.E
2006-07 2007-08 2008-09 2008-09*

A. Total Revenue 1298 1499.5 1809 1910
a) Tax Revenue | 890 [ 10507 | 1318 1372
FBR Revenue 847.2 1009.9 1250 1179
Provincial Tax Revenue | 37 | 41 | 66 51
b) Non-Tax Revenue 408 448.7 491 538
B. Total Expenditure | 1800 | 22765 | 2391 2431
a) Current Expenditure 1375 1853.1 1876 2066
i) Federal | 973 | 1416 | 1359 1554
- Interest 387.1 522.7 557 624
- Defense | 250 | 285.1 | 296.1 313
- Others 354 653.7 505.9 930
i) Provincial | 402 | 437.1 | 517 513
b) Development Expenditure & Net Lending 425 423.4 515.6 365
PSDP | 434 | 452 | 516.6 363
Net Lending -9 -28 0.97 2
c) Statistical Discrepency | -125 | |
C. Overall Fiscal Deficit 377 777.2 582 562
As percent of GDP | 4.3 | 7.4 | 4.3 4.3
Financing of Fiscal Deficit 377 777.2 582 562
i) External Sources | 147 | 151.3 | 165.2 158
ii) Domestic 230 626 417 375
- Bank | 102 | 520 | 149 201
- Non-Bank 57 104 243 174
- Privatization Proceeds 71 0 25.1 0
GDP at Market Prices 8723 10282 12280 13095

4.8 Provincial Budget

The total outlay of the four provincial budgets for
2008-09 stood at Rs.630 billion, which is 25
percent higher than the outlay of Rs.504.1 billion
for the last year. NWFP witnessed the highest
increase of 15.4 percent in budgetary outlay
followed by the Sindh (14.2 percent). Punjab
posted an increase of 12.6 percent while
Baluchistan has witnessed a decline of 8 percent in
its expenditures in the last year. The over-all
provincial revenue receipts for 2008-09 are
estimated at Rs.738.6 billion, which is up by 21

percent compared to last year. Tax revenue
accounting for 8.5 percent of overall revenue
receipts amounted to Rs.564.9 billion which is 24.5
percent higher than last year and non-tax revenue
is estimated at Rs 53.1 billion which is 10.9
percent lower than the last year. The total budget
outlay of Rs.847.4 billion is shared in the ratio of
65.2 and 34.8 percent between current and
development expenditures, respectively.
Compared to last year, the allocations for
development expenditure are higher by 12.5
percent and for current expenditure, by 11.1
percent. The main components of the provincial
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budgets 2008-09 in comparison with revised

estimates from last year are presented in Table 4.8.

Table 4.8: Overview of Provincial Budgets (Rs Billion)

!  Punjab Sindh ! NWFP | Baluchistan | Total _
ltems 07-08 | 08-09 | 07-08 | 08-09 | 07-08 | 08-09 | 07-08 | 08-09 | 07-08 | 08-09

| RE [ BE | RE | BE | RE | BE | RE | BE | RE | BE
A. Total Tax Revenue 2564 | 329.9 | 158 | 188.7 | 59.1 | 76.2 | 30.7 | 352 | 504.1 | 630
Provincial Taxes | 306 [ 404 | 164 [ 198 | 24 | 39 | 09 | 1 | 503 | 651
Share in Federal Taxes 225.8 | 289.6 | 141.6 | 1689 | 56.7 | 722 | 29.8 | 34.2 | 453.8 | 564.9
B. Non-Tax Revenue | 422 [ 366 | 121 [ 105 | 31 | 35 | 23 | 25 | 59.6 | 531
C. All Others 6.2 7.3 8.7 12.8 17.5 20.7 15.8 14.8 48.2 555
Total Revenues (A+B+C) | 304.7 | 373.8 | 178.7 | 211.9 | 79.7 | 100.4 | 48.8 | 52.5 | 611.9 | 738.6
a) Current Expenditure 2322 | 257 | 163.9 | 181 61.5 | 67.3 40 475 | 4975 | 552.8
b) Development Expenditure | 138 | 160 | 623 | 77.3 | 329 | 416 | 28.8 | 157 | 262 | 294.7
i) Rev. Account 792 | 811 | 144 | 358 | 55 8 0 0 99.1 | 1249
i) Cap. Acount | 588 | 789 | 479 | 415 | 274 | 336 | 288 | 157 | 162.9 | 169.8
Total Exp (a+h) 370.2 | 417 | 226.2 | 258.3 | 94.4 | 108.9 | 68.8 | 63.3 | 759.5 | 847.4

Source: Provincial Finance Wing, Ministry of Finance

Table 4.9: Transfers to Provinces (NET) (Rs. Billion)
2003-04 2004-05 2005-06 2006-07 2007-08 2008-09(B)
Divisible Pool 176.4 204.8 244.6 320.6 391.3 - 5057
Straight Transfer 38.5 40.5 56.8 70.3 65.9 62.6
Special Grants/ Subventions 32.8 35.3 63.5 29.3 33.3 38.2
Project Aid 12.9 15.5 175 16.8 19.1 _ 25.5
Agriculture Sector Loan-1l - 12 1.4 28 26 1.1 0
Japanese Grant 0.1 0.1 0.1 0.1 0.04 : 0.1
Total Transfer to Province = 2647 = 297.6 3852 - 4397 510.8 -~ 6321
Interest Payment 26.9 24.3 21.6 18 19.9 : 17
Loan Repayment 11.8 28.7 147 402 25.4 ’ 16.2
Transfer to Province(Net) 226 244.6 348.9 381.5 465.6 598.9

Source: Budget in Brief, 2007-08

4.9 Allocation of Revenue between the Federal
Government and Provinces

The Constitution governs the relationship between
the Government and the provinces with respect to
the distribution of a divisible pool of taxes.
According to the Constitution, every five years, the
President forms a National Finance Commission
(NFC) consisting of the Minister for Finance of the
Federal Government, the Minister of Finance of
each of the Provincial governments and other
presidential appointees in consultation with the
Governors of the provinces. The NFC then
recommends to the President the distribution to be
made between the Federal Government and the
provinces with respect to the divisible pool of taxes
consisting of income tax, sales tax, export duties

on cotton, customs duties, excise duties (excluding
excise duty on natural gas) and any other tax that
may be specified by the President. Soon after
receipt of the recommendations of the NFC, the
President implements these through a Presidential
order specifying the share of the net proceeds of
the taxes to be allocated to the provinces and the
federal government. [The recommendations of the
NFC together with an explanatory memorandum of
action taken thereon are required to be sent to both
Houses of the Parliament and Provincial
Assemblies]. Under the Constitution, the President
has the power to amend or modify the distribution
of revenues as may be necessary or expedient.
Since 1997, the share of the Federal Government
in the divisible pool was fixed at 62.5percent while
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the share of the provincial governments has been
fixed at 37.5 percent. Beginning 2006-07, the share
of the provincial governments in the divisible pool
will rise annually to 41.5 percent, 42.5 percent,
43.75 percent, 45.0 percent and 46.25 percent
thereafter in coming years. An account of transfer
to provinces is given in Table-4.9.

The transfer to provinces on a net basis registered a
decline of Rs 26.2 billion in the revised estimates
of 2007-08, mainly due to pre-payment of federal
loans by the provinces during the year. However,
these are placed at Rs 598.9 billion in budget
estimates 2008-09 (i.e. an increase of 28.6 percent
over the revised estimates 2007-08).




TABLE 4.1

FEDERAL GOVERNMENT OVERALL BUDGETARY POSITION

(Rs Million)
Fiscal Year/ 2007-08 2008-09
Item (R.E) (B.E)
A REVENUE
1 Direct Taxes 405,000 405,000
2. Indirect Taxes 619,636 754,000
i Customs 150,545 170,000
ii. Sales Tax 385,497 472,000
iii. Federal Excise 83,594 112,000
3. Total Tax Revenue 1,024,636 1,159,000
142 1,059,814 1,212,000
4. Surcharges (Gas & Qil) 35,178 53,000
5. Non-Tax Revenue 370,698 410,776
6. Total Revenue Receipts 1,430,512 1,622,776
Gross (3+4+5
B. EXPENDITURE
9. Current Expenditure* 1,437,166 1,377,153
i. Defence 277,300 296,077
ii. Interest 489,681 523,172
iii. Grants 87,000 87,000
iv. Economic Services 78,900 78,900
V. Subsidies 407,485 295,204
Vi. Other 96,800 96,800
10. Development Expenditure(PSDP) 238,000 247,000
11.  Total Expenditure (9+10) 1,675,166 1,624,153

RE- Revised Estimate
Q.E.- Quick Estimates

@ : Include Law and Order, Social, Economic and Community Services
* Current expenditure here includes earthquake related spendings

Source:

Budget Wing, Finance Division, Islamabad



TABLE 4.2

SUMMARY OF PUBLIC FINANCE (CONSOLIDATED FEDERAL AND PROVINCIAL GOVERNMENTS)

(Rs Million)
% Change
Fiscal Year/ 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09  2008-09/
Item RE. (B.E)  2007-08
Total Revenues (I+ii) 553,000 624,100 720,800 794,000 900,014 1,076,600 1,297,957 1,499,380 1,809,240 20.7
Federal 514,000 584,000 673,600 741,000 842,900 992,200 1,215730 1,380,599 1,662,238  20.4
Provinical 39,000 40,100 47,200 53,000 57,114 84,400 82,227 118,781 147,002 238
) Tax Revenues 441,600 478,100 555,800 611,000 659,410 803,700 889,685 1,050,696 1,317,857 254
Federal 422,500 459,300 534,000 583,000 624,700 766,900 852,866 1,009,902 1,251,462  23.9
Provinical 19,100 18,800 21,800 28,000 34,710 36,800 36,819 40,794 66,395  62.8
i) Non-Tax Revenues 111,400 146,000 165,000 183,000 240,604 272,900 408,272 448,684 491,383 9.5
Federal 91,500 124,700 139,600 158,000 218,200 225,300 362,864 370,697 410,776 10.8
Provinical 19,900 21,300 25,400 25,000 22,404 47,600 45,408 77,987 80,607 34
Total Expenditures (ath+c) 717,900 826,250 898,200 956,000 1,116,981 1,401,900 1,799,968 2,276,549 2,391,491 5.0
a) Current 645,700 700,200 791,700 775,000 864,500 1,034,700 1,375,345 1,853,147 1,875,832 1.2
Federal 479,000 524,600 599,800 557,000 664,200 789,100 973,130 1,416,015 1,358,832 -4.0
Provinical 166,700 175,600 191,900 218,000 200,300 245,600 402,215 437,132 517,000 18.3
b) Development(PSDP) 89,800 126,250 129,200 161,000 227,718 365,100 433,658 451,896 516,629 143
c) Net Lending to PSE's -17,600 -200 -22,700 20,000 24,763 2,100 9,035 -28,494 -970 -
d) Statistical Discripency 14,800 -11,700 3,200 -32,000 0 -86,307  -124,510 0 0
Overall Deficit -179,700  -190450  -180,600  -130,000  -216,967  -325300  -377,501  -777,169  -582,251
Financing (net) 179,700 190,450 180,600 130,000 216,988 325,200 377,501 777,169 582,251
External (Net) 120,700 83,100 113,000 -5,900 120,432 148,900 147,150 151,311 165,216
Domestic (i+ii) 59,000 107,350 67,600 135,900 96,556 176,300 230,351 625,858 417,035
i) Non-Bank 92,000 85,000 119,500 61,000 8,050 8,100 56,905 104,302 242,922
i) Bank -33,000 14,000 -55,600 63,690 60,179 70,900 101,982 519,906 149,007
iii) Privatization Proceeds - 8,350 3,700 11,210 28,327 97,300 71,464 1,650 25,106
Memorandum Item
GDP (mp) in Rs. Billion 4,210 4,453 4,876 5,641 6,500 7,623 8,673 10,284 13,095 273
(As Percent of GDP at Market Price)£
Total Revenue 131 14.0 14.8 14.1 138 14.1 15.0 14.6 138
Tax Revenue 105 10.7 114 108 10.1 105 10.3 10.2 10.1
Non-Tax Revenue 2.6 33 34 3.2 3.7 3.6 4.7 44 3.8
Expenditure 174 183 185 16.9 17.2 18.4 208 221 183
Current 15.3 15.7 16.2 137 133 136 15.9 18.0 143
Development 21 28 22 32 39 48 49 41 39
Overall Deficit Incl. E.quake Exp. 4.3 4.3 37 2.3 33 4.3 4.4 7.6 4.4

B.E Budget Estimate
R.E. Revised Estimates.

£ Beginning from 1999-2000, Pakistan's GDP was rebased at 1999-2000 Prices from two decades old base of 1980-81
Therefore, wherever, GDP appears in denominator the number of prior to 1999-2000 are not comparable

Source: Budget Wing, Finance Division, Islamabad



TABLE 4.3

CONSOLIDATED FEDERAL AND PROVINCIAL GOVERNMENTS REVENUES

(Rs Million)
% change
Fiscal Year/ 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09  2008-09/
Item (RE) (BE) 2007-08
Total Revenue (I+I1) 553,000 624,100 720,800 793,700 900,014 1,076,600 1,297,957 1,499,381 1,809,240 20.7
Federal 514,000 584,000 673,600 743,600 842,900 992,200 1,215,730 1,380,600 1,662,238 204
Provincial 39,000 40,100 47,200 50,100 57,114 84,400 82,227 118,781 147,002 238
|. Tax Revenues (A+B) 441,600 479,335 555,800 611,000 659,410 803,700 889,685 1,050,696 1,317,857 25.4
Federal 422,500 460,224 534,000 583,000 624,700 766,900 852,866 1,009,902 1,251,462 239
Provincial 19,100 19,111 21,800 28,000 34,710 36,800 36,819 40,794 66,395 62.8
A. Direct Taxes (1+2) 128,556 147,403 157,886 171,188 186,473 224,147 337,639 391,350 504,650 29.0
Federal 124,585 142,649 151,976 164,497 176,930 215,000 334,168 387,563 496,000 28.0
Provincial 3971 4,754 5,910 6,691 9,543 9,147 3471 3,787 8,650 1284
B. Indirect Taxes
(3+4+5+6+7) 313,044 331,932 397,914 439,812 472,937 579,553 552,046 659,346 813,207 233
3. Excise Duty 50,325 48,572 45,437 47,538 60,813 58,702 74,026 86,549 115,290 332
Federal 49,000 47,189 44,002 45,823 58,670 55,000 71,575 83,594 112,000 34.0
Provincial 1,325 1,383 1,435 1,715 2,143 3,702 2,451 2,955 3,290 113
4. Sales Tax* 153,500 166,618 195,138 220,607 235,533 294,600 309,228 385,497 472,000 224
5. Taxes on Interna-
tional Trade 65,000 47,817 68,835 90,940 117,243 138,200 132,200 150,545 170,000 12.9
6. Surcharges* 30,200 54,854 68,230 61,381 26,769 50,800 64,546 35,178 53,000 50.7
6.1 Gas 12,300 18,867 21,358 16,770 16,165 26,300 34,888 20,708 53,000 1559
6.2 Petroleum 17,900 35,987 46,872 44,611 10,604 24,500 29,658 14,470 0
7. Other Taxes ** 14,019 14,071 20,274 80,727 59,348 88,051 36,592 36,755 55,917 52.1
7.1 Stamp Duties 5,230 5,721 6,631 10,329 10,573 10,211 10,268 11,123 16,918 52.1
7.2 Motor Vehicle Taxes 3121 3,195 3,893 4,722 5,749 7,107 7,719 4,975 9,832 97.6
7.3 Foreign Travel Tax* 1,048 1,097 4,054 4,751 2,050 3,593 3,681 356 3,713 9430
7.4 Others 4,620 4,058 5,696 60,925 40,976 67,140 14,924 20,301 25,454 254
II. Non-Tax Revenues 111,400 146,000 165,000 182,700 240,604 272,900 408,272 448,685 491,383 95
Federal 91,500 124,700 139,600 160,600 218,200 225,300 362,864 370,698 410,776 10.8
Provincial 19,900 21,300 25,400 22,100 22,404 47,600 45,408 77,987 80,607 3

* Revenues under these heads are exclusively Federal.
i Mainly include Provincial Revenues.

B.E Budget Estimate
R.E. Revised Estimates.

Source: Budget Wing, Finance Division, Islamabad



TABLE 4.4

CONSOLIDATED FEDERAL AND PROVINCIAL GOVERNMENTS EXPENDITURES

(Rs million)

Fiscal Year/ 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Item RE (B.E)

Current Expenditure 645,700 700,200 791,700 775,000 864,500 1,034,700 1,375,345 1,853,147 1,875,832

Federal 479,000 524,600 599,800 557,000 664,200 789,100 973,130 1,416,015 1,358,832
Provincial 166,700 175,600 191,900 218,000 200,300 245,600 402,215 437,132 517,000
Defence 131,200 149,254 159,700 184,904 211,717 241,063 249,858 277,300 296,077
Interest 249,252 273,894 235,304 226,256 219,744 260,021 387,119 522,698 557,596
Federal 234,500 245,300 209,700 202,500 210,196 237,119 369,000 489,681 523,172
Provincial 14,752 28,594 25,604 23,756 9,548 22,902 18,119 33,017 34,424
Current Subsidies 29,028 29,221 57,114 67,920 66,673 101,238 76,039 423,685 299,995
Federal 19,900 25,488 50,000 62,500 57,800 86,300 74,010 407,485 295,204
Provincial 9,128 3,733 7,114 5,420 8,873 14,938 2,029 16,200 4,791
Gen. Administration* 100,981 91,024 100,210 120,023 130,531 163,263 225,120 368,159 368,159
Federal 70,700 56,300 60,900 75,500 81,400 103,100 146,017 175,700 175,700
Provincial 30,281 34,724 39,310 44,523 49,131 60,163 79,103 192,459 192,459

All Others** 135,239 156,807 239,372 175,897 235,835 269,115 437,209 261,305 354,005

Development Expenditure 89,800 126,250 129,200 161,000 227,718 365,100 433,658 451,896 516,629

Net Lending to PSEs -17,600 -200 -22,700 20,000 24,763 2,100 -9,035 -28,494 -970

Total Expenditure 717,900 826,250 898,200 956,000 1,116,981 1,401,900 1,799,968 2,276,549 2,391,491

Memorandum Items: (Percent Growth over Preceeding period)

Current Expenditure 31 8.4 131 2.1 115 19.7 329 34.7 1.2
Defense -12.8 138 7.0 15.8 145 139 36 11.0 6.8
Interest 5.0 9.9 -14.1 -3.8 2.9 183 48.9 35.0 6.7
Current Subsidies 24.9 0.7 95.5 18.9 -1.8 51.8 -24.9 457.2 -29.2
General Administration 9.6 9.9 10.1 19.8 8.8 25.1 37.9 63.5 0.0
All Others 374 15.9 52.7 -26.5 34.1 141 62.5 -40.2 355

Development Expenditure 6.1 40.6 2.3 24.6 414 60.3 18.8 4.2 14.3

Total Expenditure 12 15.1 8.7 6.4 16.8 255 284 26.5 5.0

As % of Total Expenditure

Current Expenditure 89.9 84.7 88.1 81.1 774 738 76.4 81.4 78.4
Defense 18.3 18.1 17.8 19.3 19.0 17.2 139 12.2 12.4
Interest 347 331 26.2 237 19.7 185 215 23.0 233
Current Subsidies 4.0 35 6.4 71 6.0 7.2 42 18.6 125
General Administration 141 11.0 11.2 12.6 11.7 11.6 125 16.2 15.4
All Others 18.8 19.0 26.7 18.4 211 19.2 243 115 14.8

Development Expenditure@ 10.1 15.3 11.9 18.9 22.6 26.2 236 18.6 21.6

Total Expenditure 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Budget Wing, Finance Division

* Also include law & order, social, Economic and Community Services.

b Include mainly Provincial Expenditures.

@ Include net lending

Note:  Variation in figures of interest payments of table 4.4 and 4.5 is on account of different methodology and sources of data

collection used by Budget Resource Section and Debt Management Section of Finance Division.

B.E Budget Estimate
R.E. Revised Estimates.



TABLE 4.5

DEBT SERVICING
(Rs million)
%Change
Fiscal Year/ 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09  2008-09/
Item QE  2007-08
A. Interest Payments 254,234 278,671 241,678 236,849 250,611 276,565 358,780 527,849 650,280 232
A. Federal 239,482 250,077 216,074 202,940 216,042 244,648 335,880 502,470 624,000 242
Interest on Domestic Debt 188,482 189,477 166,874 161,540 176,342 202,548 287,463 443,117 551,000 243
Interest on Foreign Debt 51,000 60,600 49,200 41,400 39,700 42,100 48,417 59,353 73,000 23.0
Foreign Loans 40,355 68,134 45,571 111,258 35,030 63,603 50,651 53,251 54,379 21
IMF Drawings 2,909 2,483 0.0 1,295 423 0 0 0 0 -
Food Credit/
Short Term Borrowings 4,187 2,483 1,840 288 445 814 1,213 385 0 -100.0
Euro Bonds 4,690 4,812 3,609 2,242 4,720 5,774 7,762 9,365 11,823 26.2
$ Denomination Bonds 429 265 198 264 265 265 265 0.0
A. Provincial 14,752 28,594 25,604 33,909 34,569 31,917 22,900 25,379 26,280 36
B. Repayments/Amortization 96,160 164,905 64,234 69,765 55,724 85,411 67,304 88,383 96,574 9.3
of Foreign Debt.
Foreign Loans 74,623 68,134 46,207 45,978 54,258 63,603 54,040 61,686 96,185 55.9
Food Credits 21,537 96,771 18,027 23,787 1,466 21,809 13,264 26,697 389 -98.5
C. Total Debt Servicing (A+B) 350,394 443,576 305,912 306,614 306,335 361,976 426,084 616,232 746,854 212
MEMORANDUM ITEMS (As Percent of GDP)
Interest on Domestic
Debt (Federal) 45 4.3 34 29 2.7 2.7 33 4.3 4.2
Interest on Foreign Debt 12 14 1.0 0.7 0.6 0.6 0.6 0.6 0.6
Repayment of Foreign Debt 23 37 13 12 0.9 11 0.8 0.9 0.7
Total Debt Servicing 8.3 10.0 6.3 5.4 47 47 49 6.0 5.7

- nil
Q.E Quick Estimate

Source: D.M. Section, Finance Division,Islamabad

Note: Variation in figures of interest payments of table 4.4 and 4.5 is on account of different methodology and sources of data collection used by Budget Resource

Section and Debt Management Section of Finance Division.



TABLE 4.6

INTERNAL DEBT OUTSTANDING (AT END OF PERIOD)

(Rs million)
% Change
Fiscal Year/ 2000-01 2001-02 2002-03  2003-04  2004-05  2005-06  2006-07 2007-08 2008-09 2008-09/
Type of Debt Q.E. 2007-08
Permanent Debt 349,212 424,767 468,768 570,009 526,179 514,879 562,540 616,766 682,554 10.7
Floating Debt 737,776 557,807 516,268 542,943 778,163 940,233 1,107,655 1,589,587 2,033,489 27.9
Un-funded Debt 712,010 792,137 909,500 914,597 873,248 881,706 = 940,007 1,020,378 1,213,032 18.9
Total 1,798,998 1,774,711 1,894,536 2,027,549 2,177,590 2,336,818 2,610,202 3,226,731 3,929,075 21.8

(Percent Share in Total Debt)
Memorandum Items:

Permanent Debt 19.4 23.9 24.7 28.1 24.2 22.0 21.6 19.1 17.4
Floating Debt 41.0 314 27.3 26.8 35.7 40.2 424 49.3 51.8
Un-funded Debt 39.6 44.6 48.0 45.1 40.1 317 36.0 31.6 30.9

Total Debt as %
of GDP (mp) 427 39.9 38.9 35.9 335 30.7 30.1 314 30.0
Q.E Quick Estimate Source: D.M. Section, Finance Division,Islamabad




Chapter No. 5

Money and Credit

Functioning of the financial markets, monetary
stability and economic growth are closely related,
due to the fact that monetary policy transmission
signals work through the channels of financial
markets and bank-based intermediation. Therefore
an efficient financial system is a pre-requisite for
stronger economic growth. For a successful
financial system, financial intermediaries play a
significant role, since they are critical for the
successful allocation of capital among lenders and
borrowers. In carrying out their functions, financial
intermediaries reduce the exposure to potential
risks by sharing the risks among various investors
and consequently enhance the risk diversification.
Furthermore, these intermediaries resolve an
information asymmetry problem as it affects the
sense of balance that any market needs to remain
in a stable situation and reduce the transaction cost
substantially. Thus it is evident that a strong
financial system plays a vital role in improving the
performance of the economy.

The global economy, after witnessing a benign
macroeconomic environment for an extended
period, has experienced a significant financial
meltdown since August 2007 that started with
emergence of the sub-prime mortgage loan
portfolio, and badly shook the confidence in the
financial markets around the world. The magnitude
and the impact of the global crisis vary across
regions and countries, depending on their domestic
macroeconomic situation and extent of global
integration. Advanced countries are facing severe
liquidity crisis while some large Asian countries
have been able to recover on the back of their
strong reserve positions.

Notwithstanding precarious operating environment
in the financial sector caused by confluence of
factors emanating from both the domestic and
international economic and financial
developments, Pakistan’s banking sector has
shown remarkable resilience to global worsening.
There has been a significant enhancement of
capital and risk-weighted capital adequacy,
supported by high provisioning requirements,
which were tightened in 2007. Similarly, aggregate
financial indicators presented a healthy picture and
continued to exhibit strong performance. Capital
adequacy of the banking system is strong at 12.1
percent at end-June 2008.

5.1 Monetary Policy Stance

The easy monetary policy stance during the years
2001-03 adopted to instigate a dormant economy
in the absence of fiscal stimulus was successful in
inducing a massive increase in aggregate demand,
leading to increased capacity utilization in the
economy, especially in the manufacturing sector,
and driving real GDP growth to over 8 percent for
the first time since 1984-85. A gradual shift in the
monetary policy stance as rising inflation became a
source of concern. Although the SBP raised
interest rates steadily through the first 9 months of
2004-05, monetary policy largely remained
accommodative. The rebirth of inflationary
pressure, due to a surge in food prices and hike in
oil prices signaled a tightening of the monetary

policy.

The same tight monetary policy stance continued
despite declines in both core and overall inflation
in 2005-06. Notwithstanding the tight monetary
policy stance, the SBP continued to strike a
balance between promoting growth and containing
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inflation on the one hand and maintaining a stable
exchange rate environment on the other. The tight
monetary policy stance continued till April 20009.
The increase in interest rates was in conformity
with the international rising trends and these
measures were also taken to curtail the lending
ability of the commercial banks to the private
sector. It aimed to curb strong domestic demand
that was one of the main driving forces for fueling
inflation. Demand pressures persisted during the
last five years as reflected by high growth in credit
to private sector, rising imports resulting in the
widening of the current account deficit and an
expansionary fiscal policy. Demand pressures as
reflected by widening of fiscal and current account
deficits and double-digit food inflation peaked in
2007-08.

During 2007-08, the SBP continued with tight
monetary policy stance, thrice raising the discount
rate and increased the Cash Reserve requirement
(CRR) and Statutory Liquidity Requirement
(SLR). In the light of continued inflationary
buildup and increasing pressures in the foreign
exchange market, the SBP announced a package of
monetary measures on May 21, 2008 that
included;(i) an increase of 150 bps in discount rate
to 12 percent; (ii) an increase of 100 bps in CRR
and SLR to 9 percent and 19 percent, respectively
for banking institutions (iii) introduction of a
margin requirement for the opening of letter of
credit for imports (excluding food and oil) of 35
percent, and (iv) establishment of a floor of 5
percent on the rate of return on profit and loss
sharing and saving accounts.

The year 2008-09 is characterized by a reduction in
CRR by 2 percent in two equal phases to help
alleviate the liquidity issues of the banking system.
Later on, the SBP announced a 200 bps hike in
discount rate to 15 per cent on November 12, 2008
in response to persistent hike in core inflation and
current account deficit in a last ditch effort to
demand compression. Following a slight reversal
in the mounting inflationary and demand pressures,
the SBP announced a downward adjustment of
policy rate by 100 bps on April 20, 2009. SBP’s
tight monetary policy and rationalization of fiscal
subsidies and expenditure controls are the key
factors that contributed a reasonable progress

towards macroeconomic stability. The private
consumption grew by 5.2 percent in real term
during 2008-09 which implies that notwithstanding
substantial reduction in the fiscal and current
account deficits, demand pressures are still
confronting monetary management.

Improved fiscal discipline and falling international
oil and commaodity prices have started to ease the
domestic inflationary pressures to some extent but
supply shocks are working in opposite direction.
CPI is moderating to some extent after rising to a
record high of 25.3 percent in August 2008 to 17.2
percent in April 2009; however, in the global and
regional comparison it is still significantly high.
During July-March 2008-09 the fiscal deficit
hovered around 3.1 percent of the GDP for 2008-
09 which implies upon lower financing
requirement by the government. The government
has reduced its expenditures mainly by reducing
the expenditures on subsidizing oil prices by
gradually increasing domestic petroleum prices
and massive cut in development expenditure.
Government borrowing from the central bank has
been dampened since November 2008 in line with
the zero net borrowing from the SBP at end of each
quarter restraint under macroeconomic
stabilization program.

5.2 Monetary and Credit Development

Macroeconomic stabilization program has started
yielding dividend as demand pressures are easing
during the last few months. It is evident from a
number of developments in monetary aggregates as
credit to private sector drastically compressed and
SBP budgetary financing are on lower trajectory.

The YoY growth in broad money (M2) declined
sharply to 4.59 percent as on 9" May 2008-09
against 8.96 percent in the corresponding period
last year. The money supply was limited to Rs
215.0 billion as the NFA of the banking system
recorded a decline of over Rs 227.1 billion during
the first ten months of the current fiscal year to
May 9" .The slowdown in M2 growth is consistent
with projections of fiscal and external current
account deficits, expected to be around 8 percent.
Net Domestic Credit (NDC) was limited to just Rs
442.1 billion as compared to Rs 655.4 billion in
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2007-08. During 2008-09 the slow expansion in
private sector credit has led to the slower growth in
NDA of the banking system. This is shared both by
NDA of SBP and the scheduled banks [See Table5.1].

On the other hand the NFA of banking sector
gradually improved since the first week of
December, 2008 due to improved external inflows
and reduction in external outflows.

Table-5.1: Profile of Monetary Indicators

Jul-10May Jul-9May
2007-08 2008-09
1.Net government sector Borrowing (a+b+c) 421.4 458
a .Borrowing for budgetary support 360.4 340
b.Commodity operations 60.9 : 119.8
c.Others 0.1 -1.7
2.Credit to Non-government Sector (d+e+f+q) 414.4 160
d.Credit to Private Sector 369.8 21.8
e.Credit to Public Sector Enterprises (PSES) 44.300 138.4
f. PSEs Special Account-Debt repayment with SBP -0.03 -0.086
g.Other Financial Institutions(SBP credit to NBFIs) 0.24 -0.137
3.0ther Items(net) -180.4 -175.9
4.Net Domestic assets (NDA) 655.4 442.1
Growth 21.28% 10.99%
5.Net Foreign Assets (NFA) -290.90 -227.10
6.Monetary Assets(M2) 364.4 215.0
Growth 8.96% 4.59%
Source:SBP
Table-5.2 Monetary Indicators (Growth Rates) (Percent)
. ~ Jul-10May* : Jul-9May*
Indicators FYO05 ¢ FYO06 : FYO07 2007 08 : 2007-08 2008-09
Net Bank Credit to Government Sector 13.9 11.63 1114 ¢ 63 455 30.3
Bank Credit to Private Sector 34.36 23.47 17.3 16.5 14.9 0.75
Net Domestic Assets(NDA) 22.15 16.05 14.23 30.6 21.3 11
Net Foreign Assets (NFA) 9.22 11.52 38.65 -32.2 -29.5 -34
Money Supply(M2) {1942 : 15.07 19.32 15.3 8.96 : 4.59 _
*Pertains to 9May for 2008-09 and 10 May for 2007 08 Source: SBP

5.3 Analysis of Monetary Aggregates
5.3.i Bank credit to government

The net bank credit to the government for
financing commodity operations and budgetary
support amounted to Rs 458 billion during July-
May 2008-09 against Rs 421 billion during the
same period last year. Government’s budgetary
borrowing from the banking system decreased by
Rs.339.9 billion during July-May 2008-09 against
an increase of Rs 360.4 billion in the
corresponding period of 2007-08 [See Table 5.2].

The government’s reliance on budgetary
borrowings from SBP has declined since the

committed implementation of the macroeconomic
stabilization program in November 2008. The
government has financed its additional borrowing
needs from the scheduled banks and non-bank
sources. Instead the government has retired some
of its stock of obligations to the SBP. Hence, a
significant portion of government’s budgetary
requirements is now financed by scheduled banks.
Despite the fact that the government has retired a
portion of MRTBs held by SBP, the decline in
budgetary borrowing from SBP mainly reflects a
rise in deposits at SBP. The rise in government
deposits at SBP is mainly due to the receipts of
US$500 million from World Bank, and transfer of
Rs 63.0 billion SBP profits to the government.
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Fig-5.1:Government Budgetary Borrowings
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Fig-5.2: T-Bills Auction Results
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The scheduled banks showed great interest to
extend budgetary financing to the government as a
result of decline in demand for bank credit from
private sector following a slowdown in real
economic activity aggravated by power shortages,
rise in non-performing loans that has increased the
risk averseness of the banks, and banks expectation
that interest rates have peaked out obvious by huge
offerings in 12-months T-bills.

The credit of Rs.138.4 billion to the public sector
enterprise (PSEs), and government borrowings
worth Rs.119.8 billion for commodity operations
has significantly contributed Rs.258.2 billion in
NDA during Jul-May 2008-09 compared to an
expansion of Rs.105.2 billion in the same period
last year. Credit to PSEs increased by Rs.138.4
billion during July-May 2008-09 against an
increase of Rs.44.3 billion in same period last year.
Most of the credit to PSE s was extended to
finance the gaps due to the circular debt issue. The
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issue has been solved by the government partially
by negotiating with banks to convert these loans
into Term Finance Certificates (TFCs) guaranteed
by the government. Consequently credit to PSEs
increased by Rs 78.7 billion during the first week
of April, 2009 as Rs 80.2 billion worth of TFCs
was issued to scheduled banks. As a result, credit
to private sector decreased during that week The
resolution of the circular debt would encourage the
banks to extend fresh lending which was
constrained due to the exhaustion of exposure
limits of PSEs/Independent Power Producers
(IPPS) and their own advances to deposits ratio
(ADR) limits.

5.3.ii Net Foreign Assets

NFA has improved by Rs 130 billions as on 9"
May, 2009 after contracting by Rs 357 billion on 6
December, 2008. This improvement mainly came
by end-March 2009 as the government received $
500 million each from the World Bank financing
for poverty reduction and the Bank of China
deposits with the SBP. Notwithstanding these
inflows net foreign assets of the banking system
decelerated by Rs 227.1 billion during Jul-May
2008-09, which is still a major source of drain on
domestic liquidity. The improvements in external
account and hence in NFA are mainly owed to a
rise in worker’s remittances; increase in external
inflows from multilateral and bilateral sources and
substantial retirement of foreign currency loans to
commercial banks.

Due to the pressure on NFA of the banking sector,
the country’s external account position had
worsened in 2007-08. The contraction in NFA of
the SBP was much higher than the NFA of
scheduled banks during Jul-Nov 2008-09 as
compared to the corresponding period of last year.
The NFA of scheduled banks came under pressure
during the initial months of 2008-09 due to a rise
in foreign currency loans which were encouraged
both by: a) expectations of relatively stable Pak
rupee exchange rate and b) higher interest rate
differential between the rupee-based borrowings
and foreign currency borrowings.

In spite of that, the contraction in NFA of SBP is in
line with the SBA performance criteria for end

June, 2009. Although improving, the deceleration
in NFA is quite evident from the slower growth in
broad money (M2). The expansion is lower than
the expected nominal GDP growth, which predicts
well for inflation expectations in the medium term;
however, it is a source of stress in the short term
[See Fig-5.3].

Fig-5.3: Net Foreign Assets

0 -
.50 i
-100 A
-150 +
-200
250 1 JEL(?:C Jul- Apnl FY

-300 -
227 1

Rs Billion

Jul-May
Jul-Jun
350 - FY08,  Fyog

2898 3174

Jul-Dec
FY09,
-314.4

According to the latest weekly trends in SBP’s
NFA, the pressures on country’s external account
have already started to show some signs of ease
mainly due to the recent decline in oil and other
commodity prices in the international markets
following various measures taken by the SBP
(including monetary tightening) and inception of
stabilization program with IMF support.

5.3.iii Net Domestic Assets

NDA of the banking system decelerated sharply
during Jul-May 2008-09 to 11.0 percent as
compared to 21.3 percent during the same period
last year. The sharp deceleration in NDA growth of
the banking system was mainly contributed by
massive decrease in the credit to private sector and
credit to other non-government sector during Jul-
May 2008-09. Consequently, the growth in NDA
of both SBP and of the scheduled banks has shown
a significant slowdown. Banks have gradually
shied away from extending credit to the private
sector due to a slow growth in deposits and rising
non performing loans. The demand for credit from
the private sector decelerated owing to slowdown
in economic activity exacerbated by power
outrages, and aggressive monetary tightening by
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the SBP over the last 12 months. Hence, credit to
private sector declined to Rs. 21.8 billion during
July—May 2008-09 compared to Rs 369.8 billion in
the corresponding period of the last year. However,
the impact of decline in credit to private sector was
partially offset by the increase in banks investment
in risk-free government securities and loans to the
public sector enterprises.

5.3.iv Credit to Private Sector (net)

Credit to private sector grew by Rs.21.8 billion
during July-May 2008-09 as compared to Rs.369.8
billion during the corresponding period last year
which implies sharpest deceleration in during
almost one decade. The stock of private sector
credit grew by 0.8 percent as compared to 16.5
percent in the comparable period of last year.
Credit to private sector as percentage of GDP has
declined to 22.2 percent in 2008-09 as compared to
28.1 percent during the same period last year. The
one-off credit demand emanated from TFC issue
by PEPCO to resolve inter-corporate circular debt
between IPPs and OMC s inflated the credit
growth in the fiscal year. Still the impact of this
one-off demand for credit during 2008-09 was not
significant as compared to 2007-08 [See Fig-5.4 &
5.5].

Fig 5.4 Growth of Private Sector
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This sharp decline in private sector credit was
mainly due to the exceptionally low demand for
working capital that has witnessed the lowest
growth in the recent past. The slow down in
working capital requirements reflected the liquidity

strains in the banking industry which limited the
lending ability of a few banks. Similarly, a sharp
decline in raw material prices has also lowered the
working capital requirements. The distribution of
credit to the private sector is heavily tilted towards
capital intensive sector and the flow of credit to
priority sector like agriculture is still low.
According to the distribution of credit to the
private sector, the manufacturing sector although
declined to Rs 89.4 billion, still continued to be the
largest recipient of bank credit during Jul-March
2008-09. The overall manufacturing sector
accounted for almost 85 percent of the credit to
private sector business. Although the SBP
measures eased-off tight liquidity conditions to
some extent in the inter-bank market since
November 2008 onwards, still the effect on banks
lending to private sector is weakened due to
number of factors such as rising concerns
regarding deteriorating credit quality, delays in
cash recovery of loan proceeds and rising risks in
stock market and real estate.

The structure of loan portfolio of the banks has
changed significantly as by end December 2008,
78 percent of the total bank advances were lent at
the rate of 12 percent and above as compared to the
70 percent of bank advances were extended at rates
between 9 and 12 percent during the same period
of last year. The banks have followed more strict
credit criteria due to rising NPLs. Banks are
focusing to finance those projects which are able to
generate cash flows.

The government’s urge to raise funds from the
banking system provides an avenue for banks to
park these funds in government securities. Due to
the exceptionally strong credit demand and higher
interest rate expectations, commercial banks were
reluctant to lend to government till September
2008 and since October 2008 onwards, banks
participation in  T- bills auctions increased
significantly. Consequently stock of Market
Related Treasury Bills (MRTBs) with SBP
declined to Rs. 1,157.6 billion by end-April 2009
from Rs.1393.4 billion in November 29, 2008 [See
Fig-5.2].
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Fig 5.5 Credit to Private Sector/GDP(mp)
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One reason of higher acceptance was the change in
the auction process for government papers. Now
Ministry of Finance has replaced the SBP in the
core decision making regarding the cut-off rates in
the primary auction based on target volumes.
Under the new arrangements, the cut-off rate will
be the one at which the government realizes the
auction target volume rather than the one set by the
borrower.

Table-5.3 Private sector credit (Flows) (Rs.hillion)
Sectors [ Jdu-Mar
... 2007-08  2008-09
Overall Credit (I to V) {3680 : 571

I. Loans to Private Sector business i 304.7 : 105

A. Agriculture 121 ¢ 85

B 14
C. Manufacturi 89.4
Textiles 2.4
D. Electricity, gas and water 22.7
E.Construction -6.8
F. Commerce and Trade -7.5
G. Trans.port', storage and 40 29
communications
H. Services 10.0 -0.8
I. Other Private Business . -1.2 141
11. Trust funds and NPOs )£ 2.1
W.personal . P2l2 . 411
IV. Others -0.6 -6.3
V. Investment in Securities and 422 77
Shares _
Source: SBP

5.4 Sectoral Analysis

The credit to private sector has lost its pace
significantly since January 2009. The sharp decline
in the private sector credit is attributed mainly to
reduced demand and reluctance of scheduled banks
to extend credit. The external demand compression
mainly emanates from global recession; tight
monetary policy and slowdown in economic
activity. The ability of scheduled banks to lend is
constricted by low deposit generation and
heightened risk due to rising NPL’s, particularly in
textiles and consumer finance sectors.

It emerges from the sectoral analysis that although
the slump in business sector advances is broad
based, and  various  sectors including
manufacturing, construction, commerce and trade
sectors fell victim but impact on some sectors like
textiles, construction, commerce and trade, is more
pronounced. On the other hand there are sectors
such as electricity, gas and water in which credit
utilization has been significant mainly owing to
issuance of the TFC to resolve inter-corporate
circular debt.

5.4.i Agricultural Sector

The gross disbursement to agriculture sector grew
by 9.6 percent and stood at Rs .151.9 billion in
July-March 2008-09 as compared with 24.8
percent growth in the same period last year [Table
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5.4]. Commercial banks gross disbursement to this
sector inched up to Rs.102.9 billion. Private
domestic banks played a significant role vis-a-vis
traditional  lender ZTBL, regarding the
disbursement of agricultural credit during the last
few years. The share of private domestic banks in
total disbursement decreased from 21.6 percent
(Rs.30 billion) during July-March 2007-08 to 18.8
percent (Rs.28.5 billion) during July-March 2008-
09.

Table-5.4: Disbursement of Agriculture Loans

Name Of Banks F\\](u(% ME:(CBQ
I. Total Commercial Banks (A+B) 95.1 : 1029
A. Major Commercial Banks 65.1 74.4
B Private Domestic Banks 30 285
I1.Total Specialized Banks(1+2) 43.5 48.9
1.Zarai Taragiati Bank Limited 396 @ 454

2PP.CB 39 35

Grand Total (1+11) 1386 1519

Source:SBP

On the other hand the share of ZTBL increased to
30% (Rs.45.4billion) during July-Mar 2008-09
from 28.6 percent (Rs.39.6 billion) in the same
period last year. The role of major commercial
banks (ABL, HBL, MCB, NBP UBL) has
increased  regarding the disbursement of
agricultural credit during 2008-09 as their share in
total disbursements increased to 49 percent
(Rs.74.4 billion) during July-Mar 2008-09 as
against 47 percent (Rs.65.1 billion in) in the
comparable period last year.

5.4.ii Power Sector

The demand for advances in the power sector
declined during July-March 2008-09 but still
account for significant fraction. Fall in demand
from the power sector was mainly due to
retirement of bank loans by few IPPs to avoid the
rising financial expenses. The slowdown in
demand from power sector was further
compounded by the fact that a few IPPs had

already exhausted their credit limit till September
2008.

5.4.iii Manufacturing

Credit to the manufacturing sector decreased to
Rs.89.4  billion during July-March  2008-09
compared to Rs.193 billion in the same period last
year. The main contribution to the decline in
advances came from the textile sector where
massive contraction from whopping Rs.94.2 billion
to just Rs.2.4 billion has taken place.

5.4.iv Construction

The advances to construction sector stood at Rs.
6.8 billion during July-Mar 2008-09 as against
Rs.15 billion in the corresponding period of last
year. The credit crunch in the construction sector
was mainly due to the slowdown in construction of
domestic dwellings and slump in real estate prices.
It was further compounded by the impact of fall in
steel bar prices [See Fig-5.5].

Table5.5 Consumer Financing (Rs.billion)
Change During

Consumer Financing Jul-Mar
FY 08 | FY 09

1.House Building | 102 | -33

2.Transport i.e. purchase of cars etc| 3.4 -19.6
3.Credit cards 18 68
4.Consumer Durables 0.7 -0.2
5.Personal Loans 04 253
6.0thers 0.1 0.3
Total 166 -54.9

5.5 Consumer Loans

Almost all categories of the consumer financing
declined substantially. Advances to consumer
loans contracted by Rs.54.9 billion during July-
March 2008-09 as against expansion of Rs.16.6
billion in the comparable period [Table 5.5].

5.6 Monetary Assets

The components of monetary assets (M2) include:
Currency in Circulation, Demand Deposit, Time
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Deposit, Other Deposits (Excluding IMF AJ/C, counterpart) and Resident’s Foreign Currency.

Table-5.6 Monetary Aggregates (Rs million)

Items End June *July-May | July-May
2007 2008 2007-08

A. Currency in Circulation 840181 982,325 1026284

Deposit of which:

B. Other Deposits with SBP ;7012 4261 4341

C.Total Demand &Time Deposits incl. RFCDs 3217962 3,702,557 3,398,967

of which RFCDs . 207312 263,430 243252 279662

Monetary Assets Stock (M2) A+B+C 4065155 4,689,143 4429592

Memorandum ltems

Currency/Money Ratio 20.7 20.94892393 23.2 24.1

Other Deposits/Money ratio .02 0.090869483 - 0.1

Total Deposits/Money ratio 79.2 78.96020659 76.7

RFCD/Money ratio .51 : 5617870899 5.5

Income Velocity of Money 2.3 2.4

* Pertains to 9th May for FO9 and 10th May for 2007-08

Source:SBP

5.6.i Currency in Circulation

Table-5.7: Key Indicators of Pakistan's Financial
Development

During July-May 2008-09, currency in circulation Years M2/GDP DDTD/M2
increased to Rs.199.9 billion as compared to 1999-00 369 746
Rs.186.1 billion during the same period last year. 2000-01 36.7 754
The currency in circulation consists of 24.1 percent 2001-02 200 75.4
of the money supply (M2) against 23.2 percent  “5002-03 431 76.2
during the corresponding period last year [See 2003-04 44.9 76.8
Table 5.6]. 2004-05 451 77.6
2005-06 45.0 72.5
5.6.ii Deposits 2006-07 46.6 74.1
During July-May 2008-09 demand and time 2007-08 44.7 733
: . L July-May
deposits has declined by Rs 14.4 billion as -5,77"0q a3 17
compared to Rs 181.0 billion during the same 2008-09 370 701

period last year. Similarly, Resident Foreign
Currency Deposits (RFCDs) has increased by
Rs.16 billion as compared to Rs 35.9 billion during
the same period last year.

As an important indicator of financial development
M2/GDP has shown a rising trend since 1999-00
and rose from 36.9 percent to 44.7 percent in 2007-
08. However, during Jul-May 2008-09 it has
declined to 37 percent as compared to 43 percent
during the corresponding period last year. On the
other hand another significant ratio DD+TD/M2
ratio which represents monetary depth has depicted
a declining trend since 1999-00 by decreasing from
74.6 percent to 73.3 percent in 2007-08. In
continuation of this tendency, the ratio decreased
to 70.1 percent during July-May 2008-09 as
against 71.2 percent in the preceding period.

5.7 Monetary Management

A deteriorating external account position and the
tight monetary stance of the SBP left the money
market dry in terms of liquidity during most part of
the current fiscal year 2008-09. The tight monetary
policy stance of the SBP faced a major challenge
during initial months of 2008-09 particularly due
to exceptionally high pressures on rupee liquidity
in the inter-bank market. Combination of number
of developments led to this liquidity crunch. These
include; a contraction in money supply, rise in
currency in circulation, rising private and public
sector credit demands, seasonal  deposit
withdrawals during Ramadan and Eid festival, and
huge pulling out of bank deposits following rumors
about the banking system. Resultantly, interest
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rates in the inter-bank market rose sharply.
However, SBP intervened in the domestic money
market through several measures such as drastic

reduction in reserve requirement, liquidity
injections through Open Market Operations
(OMOs), discounting window and others. In

addition to these steps, the SBP provided on a
timely basis over Rs. 350 billion liquidity support
to the banking sector. However, to contain
inflationary pressures as well as government’s
budgetary borrowings, the SBP as part of the
stabilization program raised the discount rate to 15

The impact of tight monetary stance and liquidity
management began to translate into a rise in other
interest rates, with varied magnitude, at different
stages of the economy. For instance, 6-months T-
bills cutoff witnessed an increase of 169 basis
points to 13.2 percent during Jul-May 2008-09.
However, 6-months and 12-months KIBOR
decreased by 26 bps and 39 bps to 13.68 percent
and 13.83 percent respectively at end May 2008 in
view a cut of 100 bps in the policy rate in April
2009 [See Fig-5.6].

percent in November 2008. Later, in its quarterly Table-5.8: Summary of OMOs (Rs. hillions)
monetary policy announcement the policy rate was Injection Absorpti
reduced to 14 percent in April 2009. 2007-08 - 2008-09 - 2007-08
Jul 141.8
Complement to the tight monetary policy stance, Aug 78.2 228.3
the SBP continued recourse to Open Market _Sep 176.4 71.3
operation (OMOs) more frequently to manage  Oct 40.9 187.3
liquidity at the desired levels in the inter-bank NOV 39.4 124.7 2237
market. The SBP moped up Rs 1101.5 billion ?ec 57 11.2 ggg
during July-March 2008-09 against the injection of Fa'; ' 209
Rs 552.5 billion as compared to Rs 766.4 billion € '
. L. - . Mar 49.6 60.0 8.1 71.3
against the injection of Rs 118 billion in
di i0d of last Table-5.8 Total 118.0 552.5 766.4
corresponding period of last year [Table-5.8]. Source: SBP
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The SBP accepted Rs 1484.2 billion from the
primary market of T-Bills during the first nine
months of 2008-09 as compared to Rs 491.7 billion
in 2007-08 [Table-6.9]. Market offered a total

amount of Rs 2617.1 billion in first nine months of
2008-09 as compared to Rs 638.2 billion in the
same period of last year.
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Table-5.9: Market Treasury Bills Auctions (Rs million)
JUL-JUN Jul-March
FY2007-08 Offered : Accepted W.A.Rate*
. Offered | Accepted | W.A Rate* ' 2007-08 = 2008-09 @ 2007-08 @ 2008-09 '@ 2007-08 @ 2008-09
3-Months - 154833.3 - 136659.0 - 10 . 49625.3 = 1413218 4522532 9757984 . 91 = 126
6-Months = 89008 @ 75974 @ 102 = 64125 = 272584 = 56395 176401 9.3 12.8
12-Months . 613215  436486.8 104 524440 931292.7 390105 - 332008 = 9.6 13
Total 8570563 : 649119.8 638190.3 1 2617094.7 : 491725.32 : 1484207.4
Average of maximum and minimum rates
Source: SBP

In the first nine months of 2008-09 heavy
investment was in 3-months T-bills which
constituted almost 66 percent of the total accepted
amount [Fig-5.7]. The monetary tightening stance
adopted by the central bank moved the market to
short term outlook, more so post-May 2007-08.
Banks, in anticipation of further raise in interest
rates, displayed complete concentration of bids in
3-months  T-bills. It was only after the
announcement of a 200 bps raise in the discount
rate in November 2008 that banks switched to a

domestic debt market. An important feature in
2006-07 was the lengthening of the yield curve to
30 vyears. Moreover, the PIB portfolio was
expanded by introducing a 7-years maturity on top
of an upward revision of coupon rates in 2008-009.
The SBP mopped up Rs 23 billion from the
primary market of PIBs during the first nine
months of 2008-09 as compared to Rs 68.8 billion
in the same period of 2007-08 [See Table-5.10 &
Fig-5.8].

long view and offered huge bids in longer-tenor . o .
MTng in order to lock-in r?igher rates on q[he back Fig 5.7 Contribution of T-bills
of expectations of a peak-out in the interest rate 90 1 793
cycle. 80 -
70 - 65.7
The government has added force to the issuance of 60
long-term papers and the Pakistan Investment 250 |
Bonds (PIBs) market observed a revival since § 20 |
2006. During 2006-07 and 2007-08, five and seven & %0 |
auctions were conducted respectively; raising Rs. 224
87.9 billion and Rs. 73.6 billion (including short SR 115 119
selling and non-competitive bids) against the 10 1
targets of Rs. 100 billion each correspondingly. 0 -
These auctions proved helpful in accrediting the 3-Months 6-Months 12-Months
government’s commitment to build up the
Fig 5.8 Weighted Average Interest rate of 10 Years PIB
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Table-5.10 Pakistan Investment Bonds Auctions (Rs million)

¢ Offered : Accepted | *W.ARate : Offered Accepted *W.A Rate
PIBs ' Jul-Jun Jul-Mar

FY 2007-08 FY08 :{ FYO09 : FY08 - FY09 : FY08 : FY09

3 Years 11260 5169 10.90 11,044 9523 4,953 4165 10.11 13.8
5 Years 21311 10777 10.30 21,177 4410 : 10,777 @ 3023 10.30 14.3
10 Years 61593 23875 11.80 58,805 . 25254 - 23,038 = 8509 10.81 14.7
15 Years 16138 8613 12.30 14,876 2536 7,801 1236 11.49 15
20 Years 11750 9050 12.60 9,550 3500 7,850 1500 11.69 15.7
30 Years 19800 16100 12.80 17,600 7000 : 14,400 @ 4500 11.91 15.4
Total 141852 73584 133,052 . 52223 . 68,819 . 22933
*: Average of minimum and maximum rates Source: SBP

Table-5.11 Lending & Deposit Rates(W.A)

percent in February 2009. The weighted average

LR DR Spread lending rate has risen by 210 bps during the same
Jun-07 [103 | 40 [ 63 period accompanied by 180 bps addition in the
Jul-07 10.4 4.0 6.4 deposit rates.
Aug-07 [105 | 41 [ 64
Sep-07 10.5 4.1 6.3
Oct-07 [ 110 | 41 [ 68 Fig-5.9: Contribution of PIBs mEY 08 GFYO09
Nov-07 10.7 4.1 6.6
Dec-07 [120 | 41 [ 68 40
Jan-08 10.8 4.2 6.6 35 7,
Feb-08 [108 | 42 [ 66 30
Mar-08 10.9 4.2 6.7 _ 25
Apr-08 [109 | 42 [ 67 g 2
May-08 11.3 4.2 7.1 & 15
Jun-08 [127 | 52 [ 75 10
Jul-08 13.0 55 7.5 5 1
Aug-08 [132 | 56 [ 76 0
Sep-08 14.4 5.8 8.6 S S & % % )
Oct-08 [ 155 | 62 [ 93 AP g E .@*@‘ .\s**‘ @*"‘ .@*"‘
Nov-08 14.7 6.5 8.2
Dec-08 [T143 | 67 [ 76
‘;ae%%% | iig | 6738 78 gg 5.8 Pakistan Financial Sector Performance
Source:SBP Pakistan’s financial system has grown with leaps

Market offered a total amount of Rs 52.2 billion in
first nine months of 2008-09 as compared to
Rs.133 billion in the same period of last year. In
the first nine months of 2008-09 heavy investment
was in 10-years PIBs which constituted almost 37
percent of the total accepted amount (Fig 5.9).

At the second stage of monetary transmission,
changes in SBP policy rate translated into an
increase in financial institutions’ lending and
deposit rates [Table-5.11 and Fig-5.10]. The spread
between the lending and deposit rates has
increased from 7.5 percent in June 2008 to 7.8

and bounds in the past few years but it still remains
small relative to the size of the economy and in
comparison with other developing countries in
Asia and around the world. The small size of
Pakistan’s financial system implies that many
financing needs cannot be met and much of the
country’s economic potential remains unexplored.
Notwithstanding a wide range of important
structural reforms of banking sectors and wide
ranging policy initiatives of the SBP has facilitated
the financial stability in Pakistan, still many remain
to be defined and implemented. The financial
assets have grown significantly in nominal terms in
recent years, but they have not grown much in
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relation to the real economy as measured by the

GDP, particularly in the last few years.

Fig 5.10 Lending & Deposit Rates (W.A)
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The banking sector of Pakistan has grown
substantially amongst different segments of the
financial sector. Over the last seven years the
extraordinary performance of the banking sector
has induced foreign direct investment (FDI) of $
4.2 billion of which almost 90 percent has been
received by the banking sector. Similarly, the
privatization of the banking system made it more
dynamic and competitive. Despite the significant
growth in the banking sector, the recent global
financial crisis and the current privately owned
structure of the domestic banking system
highlights the need for a financial safety net to deal
with systemic risk. It includes depositor protection,

liquidity and Lender of Last Resort facilities in the
SBP, an exit framework to deal effectively with
inevitable bank failures in ways that will
strengthen rather that weaken the banking sector as
a whole and improved coordination mechanism
with the Government of Pakistan in case of
systemic problems. The financial sector needs to
become more diversified in order to meet the
country’s future financing needs, as it is too bank
oriented. Growth of financial sector and real
economic growth depends on each other. Hence, a
faster growth of financial sector leads the economy
towards sustainable growth.

Table-5.12: Asset Composition of the Financial Sector (Rs. Million)
2001-02 @ 2002-03 : 2003-04 : 2004-05 : 2005-06 : 2006-07 : 2007-08
Investment Banks 27,001 37,936 35,568 : 51,041 54,527 41,458 : 58,017
Modaraba 17,456 15,973 18,026 21,572 - 23,927 25,186 - 29,703
Leasing 46,948 46,842 44,806 : 53,635 : 63,999 63,956 : 65,920
Discount Houses 1,527 1,987 1,341 1,504 1,834 1,417 0
Venture Capital Companies 272 854 1,005 3,200 4,131 4,061 3,760
Mutual Funds 29,094 57,180 103,080 - 136,245 - 177,234 313,661 - 339,718
Total Assets 122,298 : 160,772 - 203,826 : 267,197 : 325,652 : 449,739 : 497,118
CY 02 CY 03 CY 04 CY 05 CY 06 CY 07 - CY08*
DFls 68,729 78,803 94,752 : 107,811 : 116,939 = 97,700 84660
Housing Finance 22,434 21,562 19,493 18,657 19,702 17,742 18996
Insurance - 129,066 - 150,330 172,992 - 201,665 : 244,657 323,530 N.A.
Total Assets . 220,229 . 250,695 287,237 . 328,133 . 381,298 438,972 . 103656
* Provisional Source: SBP

5.8.i Commercial Banks

During Jul-Dec 2008-09, the banking system in
Pakistan successfully weathered a liquidity stress

that emerged in usual timeframe i.e. Eid-ul-Fitar
deposit withdrawal and a number of global,
domestic and industry specific factors further
compounded it. Particularly, the failure of some
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global financial giants burdened the liquidity
profile of banks that together with closure of
capital market raised concerns about the strength
of the Pakistani banks. However, the offsetting
measures taken by the SBP enabled the system to
avert this temporary stress from converting into a
financial crisis [See Table 5.12].

In Jul-Dec 2008-09, total number of branches of
banks stood at 9,115 as compared to 8536 in 2007-
08 which implies an increase of 579 branches in
the first six months of 2008-09. Assets of all banks
showed a net expansion of Rs.139.7 billion in the
first six months of 2008-09 and stood at Rs.5652.7

billion as compared to Rs.5171.4 billion in the
same period last year. Hence, the asset base of the
banking system increased by 2.6 percent over the
quarter. While the total deposits of all banks
registered an increase of Rs.28.7 billion in the first
six months of 2008-09 and reached at the level of
Rs.4216.9 billion as compared to Rs.3854.7 billion
recorded in the same period of last year. Net
investment of the banks followed a declining trend
since the last quarter of CYO07. Net investment
decreased by Rs.41.1 billion in Jul-Dec 2008-09
mainly contributed by the private banks amounting
to Rs.837.6 billion as compared to Rs.936.6 billion
for the six months of last year [Table 5.13].

Table-5.13: Performance of Scheduled Banks

Jul-Dec

30-Jun-08 2007-08 | 2008-09
1. No. of Branches 8,536 8,390 9,115
Public Sector Commercial Banks 1,714 1,697 1,722
Local Private Banks 6,217 6,092 6,770
Specialized Banks 534 534 534
Foreign Banks 71 67 89
2. Assets (Rs. Billion) 5,513.0 5,171.4 5,652.7
Public Sector Commercial Banks 1,048.3 1,035.9 1,064.0
Local Private Banks 4,134.7 3,835.7 4,229.2
Specialized Banks 131.2 127.1 127.6
Foreign Banks 198.9 172.7 231.7
3. Net Advances (Rs. Billion) 2,921.9 2,689.0 3,202.2
Public Sector Commercial Banks 531.1 487.7 570.4
Local Private Banks 2,223.7 2,040.2 2,450.0
Specialized Banks 75.9 72.6 79.9
Foreign Banks 91.1 88.5 102.0
4. Deposits (Rs. Billion) 4,188.2 3,854.7 4,216.9
Public Sector Commercial Banks 833.4 812.9 819.9
Local Private Banks 3,204.2 2,910.0 3,236.2
Specialized Banks 13.6 14.3 13.3
Foreign Banks 137.1 117.6 1475
5. Net Investments (Rs. Billion) 1,123.2 1,275.3 1,082.1
Public Sector Commercial Banks 221.2 296.4 211.2
Local Private Banks 866.1 936.6 837.6
Specialized Banks 17.5 15.9 10.7
Foreign Banks 18.4 26.4 22.6

Source: SBP

The banking sector of Pakistan has undergone a
significant change in recent years as about 81
percent of the banking assets are now controlled by
the private sector. The stress on the economy
increased the non-performing loans (NPLs). The
gross NPLs to gross advances and net NPLs to net
advances ratios are considered as a key indicator of

lending quality of any bank. The NPLs of the
banking system increased by 12.5 percent to
Rs.313 billion (Rs.100 billion during the current
year). The increase in NPLs during Jul-Dec 2008
depicted worsening of the asset quality ratios.
NPLs-to-loan ratio of the banking system has
increased by 0.7 percentage points to 9.1 percent in
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this period. The NPLs-to-loan ratio (net) which
declined to below 1 percent by the end of 2007
started to inch up during 2008 and reached 2.5
percent during the period under review. The
worsening business and economic environment
enhanced the content of credit risk, which forced
the banks to adopt cautious lending strategy,
especially in the consumer sector where the
advances have been decreasing since the start of
2008. Banks are already strengthening their credit
extension and administration process and
increasing the efforts for the recovery of NPLs.
The increase in NPLs is contributed by two factors;
firstly the flow of NPLs into categories requiring
partial provisions and secondly, the inception of
FSV benefit. Although FSV benefit may have
increased net NPLs, it may keep in check the
damping profitability of the system.

5.8.i1 Islamic bank

Islamic banking is rapidly transforming into a
viable alternate form of financing. From relatively

humble beginnings in 1963 when the first Islamic
bank was established in Egypt, today Islamic
finance boasts of assets of around US$ 1.0 trillion,
and has successfully made inroads into a wide
range of products such as infrastructure and
housing finance, asset management, Takaful
business, debt issuance via Sukuk, etc. The
ongoing financial crisis in advanced economies has
actually given a boost to the appeal of the Islamic
Finance, which is built on transactions backed by
real assets, and stricter lending principles.

The growth rate, particularly in recent times, has
been tremendous and geographically broad-based.
Islamic banking has also made swift progress in
Pakistan since its re-launch in 2002 as a parallel
mode of financial intermediation along with
conventional financial institutions, as evidenced by
the commendable growth rate in excess of 60.0
percent per annum in both the assets and deposit
base.

Table 5.14 Islamic Banks (Rs.Million)
FY04 FY05 FYO06 FYO07 2007-08 2?8239
Assets of the Islamic banks 44143 71493 119294 205212 200415 271,084
Deposits of the Islamic Banks 30185 49932 83740 146945 141933 198,049
Share in Banks Assets 1.40% 2.10% 2.90% 4.20% 4.10% 5.30%
Share in Bank Deposits 1.25 1.90% 2.80% 4.10% 3.90% 5.20%
Source: SBP

The overall deposits of IBIs at the end of
December 2008 stood at Rs.198 billion and
reflected a share of 5.2 percent in banks deposits as
compared to 1.4 percent only in 2003-04. On the
other hand the performance in terms of assets has
also been tremendous. Total assets of Islamic
banks reached to Rs.271.1 billions from Rs. 44.1

billion in 2003-04 and contributed 5.3 percent in
banking assets till end-December 2008 [Table
5.14]. Keeping in view the small size of the
industry and its evolutionary nature, the growth
achieved so far has been impressive and has
persistently outpaced its conventional counterparts.

Table 5.14 (a): Financing Products by Islamic banks (%age)

Mode of Financing 2003-04 ¢ 2005-06 2006-07 : 2007-08 2008-09(Dec)
Murabaha 57.4 48.4 38.9 38.7 40.7
ljara 24.8 29.7 25.4 24.2 22.3
Musharaka 1 0.8 0.9 1.3 2.1
MUdaraba ................................................. 0'3 0'2 0'2
Diminishing Muskaraka 5.9 14.8 14.8 25.1 24.8 29
Salam 07 | 19 19 14 16 L6
Istisna 0.4 1.4 1.4 0.9 2.4 2.9
Qarz/Qarz-e-hasna

Others 9.8 3 7.1 - 6.7 1.1

Source: SBP
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The highest share in financing products of Islamic
banks is contributed by Murabaha, ljara and
diminishing Musharakah in 2008-09 (Dec).
Murabah is still the mainstay of Islamic banking
though its share has reduced substantially over the
years. ljarah and in particular musharakah now
have sizeable shares. With a share of 29 percent
Musharakah is currently the second most utilized
mode of finance.

5.9 MICROFINANCE INSTITUTIONS

The operations of Microfinance Providers (MFPs),
including Microfinance Banks (MFBs),
Microfinance Institutions (MFIs), Rural Support
Programs (RSPs) and Others have witnessed
significant improvement, which is reflected in
almost all aspects of the microfinance industry,
Number of new MFBs branches has grown, total
assets have increased, and products are being
diversified, outreach is being extended, branch
network is being expanded and growth has been
achieved in the total number of borrowers and
advances. The potential client base of microfinance
sector is estimated to be around 25-30 million
borrowers, of whom a significant portion still

unregulated market players. There are 40 MFPs
which include six Microfinance Banks and operate
through a total number of 1,550 branches to serve a
cliental of approximately two million; 60% of
whom are based in rural areas. Female clients
make up 50%of the total microfinance cliental as
of December 2008, which nearly matches the
composition of women’s 49% in the general
population (76.36 million).

With a focus on expanding microfinance reach to 3
million borrowers by 2010, a strategy for
Expanding Microfinance Outreach (EMO) has
been developed by the SBP which was approved
by the Government in February 2007. The EMO
strategy stresses on the fact that commercialization
of the sector is key to financial and social
sustainability. A lot of synergies shall however
have to be created amongst the existing service
providers so as to increase the outreach to 3
million; for instance, entry of new players, setting
up of credit unisons or members institutions
models, use of technology, introduction of credit
information bureau for the microfinance sector, use
of Pakistan Post as a delivery channel, and

remains un-served, by both regulated and moql|f|cat|on in the policy and regulatory
environment borrowers by 2010.
Table 5.15 Disbursement of Loans by Microfinance Banks (Rs. Million)
o July-March
Institution 2007-08 2007-08 2008-09
Khushali Banks 4,066 2,590 1,899
Microfinance Banks ( Others) 3,680 2,283 2,567
Microfinance Institutions (MFIs) 20,718 12,913 10,401
Total 28,464 17,786 14,867
Source: SBP

During Jul-Dec, 208 Khushali Bank, disbursed
loans amounting Rs.1.9 billion (December 2008)
as compared to Rs. 2.6 billion in the same period
last year. The share of all other microfinance banks
in loan disbursement increased to Rs. 2.6 billion
(December 2008) from Rs. 2.3 billion in July-
March 2007-08. Microfinance Institutions have
also disbursed loans amounting to Rs. 10.4 billion
as compared to Rs. 12.9 billion.

5.10 Non-Bank Financial Institutions (NBFIs)

The introduction of the NBFCs i.e. Non-Banking
Finance Companies in 2002, aimed at enabling the

existing single-product institutions serving specific
market niches to offer a whole variety and range of
financial products though a one window operation
akin to universal banking, subject to compliance
with the prescribed progressively tiered regulatory
requirements. The group of Non-Bank Financial
Institutions (NBFIs) includes the Non-Bank
Finance Companies (NBFCs), Mutual Funds,
Modarbas and Development Finance Institutions
(DFIs). During 2006-07, the assets of NBFIs
increased by 22.7 percent, in comparison with
growth of 17.4 percent. The number of operative
entities increased to 237 in 2007-08, as compared
to 209 in 2006-07. Total assets of the sector
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relative to GDP were at 5.9 percent and total
financial sector assets were at 8 percent in 2007-
08.

The success story among NBFIs hinges upon
mutual funds which started in the 1960s with two
state-owned funds, National Investment Trust
(NIT) and Investment Corporation of Pakistan
(ICP), is now a thriving segment of the financial
sector and registered accelerated growth since
2002-03. In 2007-08, there were 95 mutual funds
on offer, with total net assets of Rs.330 billion in
comparison with Rs.24.8 billion in 2001-02.

5.11 Insurance Sector

The significant role of the insurance sector in
fostering financial stability is obvious as it does so
by enabling economic agents (households and
corporates) to implement economic transactions by
providing transfer and dispersion of risks. The
insurance sector faces operational risks in the
course of its business, as a result of different
factors such as business practice, fraud (moral
hazards) and business disruption and/or system
failure. Therefore, the insurance companies are
required to optimally manage there risks, in order
to play their due role in the financial sector and in
the economy.

The insurance sector of Pakistan being small and
with little correlation with the developments of the
international insurance market has shown a
promising consistent growth during the last few
years. The insurance sector in Pakistan comprises
of forty-two (42) insurance/takaful companies, out
of which thirty-four (34) (including 3 general
takaful, National Insurance Company Limited and
Pakistan Reinsurance Company Limited) and eight
(8) (including 2 family takaful and State Life
Insurance Corporation of Pakistan) belong to non-
life and life sector, respectively. While 258
insurance surveyors and 404 authorized surveying
officers are engaged in providing independent
claim assessment support to insurance/takaful
companies.

Pakistan’s insurance industry continues to lag
behind some of the developing countries in terms
of the penetration in the real economy and share of
insurance premiums in comparison with emerging
markets premium. For 2008, the insurance
penetration in Pakistan is estimated to be 0.75,
which is significantly less than other developing
countries. In order to improve the dismal level of
insurance penetration and to rationalize public
sector insurers role, a highest level effort to
identify the issues and to agree remedial actions
therefore, were made in April 2007.

Fig 5.11 Assets of Insurance Sector
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Despite its continued small size and low

penetration level, the insurance industry performed
well in 2008 by posting a strong growth. The life
insurance sector posted strong gains on account of
handsome gains on investments. On the other hand
with general insurance, the claim ratio in life
insurance has decreased marginally. Since 2003,
the number of foreign companies in both life and
general insurance has decreased sharply. SECP as
regulator of insurance sector has devised a strategy
to promote foreign investment in the insurance
sector which will promote competition and
introduce new innovative products in the insurance
market.




Table 5.1

COMPONENTS OF MONETARY ASSETS

End June End March
Stock Rs. in million 2002 2003 2004 2005 2006 2007 2008 2008 | 2009
1. Currency Issued 462,095 527,557 617,508 712,480 791,834 901,401 1,054,191 1,048,617 119,682
2. Currency held by SBP 1,865 2,565 2,960 3,107 3,005 3,148 2,900 2,855 2,689
3. Currency in title of Scheduled Banks 26,414 30,415 36,432 43,472 48,439 58,072 68,966 63,761 65,738
4. Currency in ciculation (1-2-3) 433,816 494,577 578,116 665,901 740,390 840,181 982,325 982,001 1,128,394
5. Other deposits with SBP* 13,847 3,499 2,116 3,335 4,931 7,012 4,261 3,850 4,243
6. Scheduled Banks Total Dposits’ 1,304,214 1,580,399 1,905,260 2,291,408 2,661,584 3,217,962 3,702,556 3,422,237 3,634,632
Resident Foreign Currency
7. Deposits (RFCD) 157456 126,138 145694 180,295 195501 207,312 263430 234882 284,165
8. Monetary assets (4+5+6) 1,751,877 2,078475 2,485,492 2,960,644 3,406,905 4,065,155 4,689,143 4,408,088 4,767,268
9. Growth rate (%) 14.8 18.6 19.6 19.1 15.1 19.3 15.3 8.4 1.7
Memorandum
1. Currency / Money ratio 24.8 238 233 225 217 20.7 20.9 223 237
2. Demand Deposits / Money ratio 240 29.2 31.8 321 319 65.0 65.5 65.0 61.3
3. Time Deposits / Money ratio 415 40.7 39.0 39.2 405 9.0 7.8 7.3 8.9
4. Other Deposits / Money ration 0.8 0.2 0.1 0.1 0.1 0.2 0.1 0.1 0.1
5. RFCD/Money ration 9.0 6.1 5.9 6.1 5.7 5.1 5.6 5.3 5.9
6. Income Velocity of Money3 25 25 2.4 2.4 2.1 2.0 2.4
P : Provisional

1 Excluding IMF Alc Nos 1 & 2 SAF Loans Alc deposits money banks, counterpart funds, deposits of foreign central banks and foreign governments.
2 Excluding inter banks deposits and deposits of federal and provincial governments, foreign constituents and international organization etc.
3 Income velocity of money is taken as GDP at current factor cost / quarterly average of monetary assets (A2)

Explanatory Notes:

a Data series on monetary aggregates other than M1 are based on weekly returns reported by scheduled banks to SBP.

Data series on M1 aggregates (as Sr. # 8) is issued on monthly returns reported by scheduled banks to SBP and published is Statistical Bulletin from

Aril 2008.

The stock data of M2 has been revised since June 2002 due to treatment of privatization commission deposits with NBP as government deposits.
These deposits were previously included private sector deposits which have now being included in government deposits.

d Totals may not tally due to separte rounding off




TABLE 5.2

CAUSATIVE FACTORS ASSOCIATED WITH MONETARY ASSETS

(Rs million)
End March
2005 2006 2007 2008 2008 2009 P
A. Stock End June
1 Public Sector Borrowing (net)
(i + i + i + iv + v + vi + vii) 752515 833686 926530 1510322 1238722 1900227
i Net Budgetary Support 646682 708037 810053 1364604 1119187 1748265
i Commodity Operations 87836 107762 98552 127204 101239 135468
iii  Zakat Fund etc. (14198) (14308) (14269) (13681) (13899) (15700)
iv  Utilization of privatization
proceeds by Govt/WAPDA 37657 37651 37657 67657 37657 37657
v Use of Privatization proceeds/
NDRP Fund for Debt Retirement (5749) (5749) (5749) (5749) (5749) (5749)
vi Payment to HBL on A/C of HC&EB 287 287 287 287 287 287
2 Non-Government Sector 1782368 2190769 2576474 3018144 2955791 3178838
i Autonomous Bodiesl 32224 36979 58148 87387 81627 102731
i Net Credit to Private Sector 1750144 2153790 2518326 2930757 2874164 3076107
& PSCEs
a. Private Sector 1712093 2113890 2479608 2888035 2832887 2985092
b. Public Sector Corp. other than 2(i) 44838 47237 46010 49894 48427 98388
¢. PSEs Special Account Debt Repayment (23714) (23225) (23478) (23597) (23504) 23683
d. Other Financial Institutions (NBFIs) 16927 15889 16187 16425 16353 16310
3 Counterpart Funds (539) (546) (519) (543) (533) (498)
4 Other Items (Net (204929) (327346) (422223) (506834) (507986) (684154)
5 Domestic Credit (1+2+3+4) 2329415 2696564 3080263 4021632 3685994 4394911
6 Foreign Assets (Net) 636938 710341 984982 667511 722094 372357
7 Monetary Assets (5+6) 2966352 3406905 4065155 4689143 4408088 4767268
B. Changes over the year (July-June)
8 Public Sector Borrowing (net)
(i+iiHii+Hv+V+VI+Vii) 95785 86879 92844 583792 312191 389905
i Net Budgetary Support 71796 67063 102015 445441 309135 383662
i Commodity Operations 21963 19926 (9210) (28652) 2687 8265
iii  Zakat Fund etc. 2026 (120) 39 588 370 (2021)
iv  Utilization of privatization
proceeds by Govt/WAPDA
v Use of Privatization proceeds/
NDRP Fund for Debt Retirement
vi Payment to HBL on A/C of HC&EB - - - - - -
9 Non-Government Sector 418699 408401 385705 441670 379317 160694
i Autonomous Bodiesl (2069) 4755 21169 29239 23479 15344
i Net Credit to Private Sector & PSCEs 420768 403646 364536 412431 355838 145351
a. Private Sector 437848 401797 365718 408427 353279 97058
b. Public Sector Corp. other than 2(i) (9014) 2399 (1227) 3884 2418 48494
¢. PSEs Special Account Debt Repayment (1606) 489 (253) (118) (25) (86)
d. Other Financial Institutions (NBFIs) (6460) (1038) 298 238 166 (115)
10 Counterpart Funds 88 (7 27 (24) (14)
11 Other Items (Net) (88525) 122416 (94877) (84092) (85763) (177320)
12 Domestic Credit Expansion (8+9+10+11) 426048 372857 383699 941369 605731
13 Foreign Assets (Net) 53748 73403 274551 317381 (262798) (295154)
14 Monetary Expansions (13+14) 479796 446260 658250 623988 342934 78125
Till end June 1996 autonomous bodies consisted of WAPDA, OGDC, PTC, NFC,and PTV, Source: State Bank of Pakistan

1 thereafter their composition has been changed as WAPDA, OGDC, PTC, SSGC SNGPL,
KESC and Pakistan Railways.

Adjusted for SAF loans amounting to Rs 7371 million

Adjusted for Rs 5278 million to exclude the impact arising due to mark up debited to the borrowers account.
Adjusted for Rs 8207million being mark up debited to the borrowers account

Credit to NHA by commercial Banks.

Credit to NHA and CAA by commercial banks

Note: Figures in the parentheses represent negative signs.

P : Provisional

o OB W



TABLE 5.3

SCHEDULED BANKS POSITION BASED ON WEEKLY RETURNS: LIABILITIES AND

ASSETS (Rs million)
End December

Outstanding Amount at end June 2002 2003 2004 2005 2006 2007 2008 2008 2009 P
LIABILITIES
1. Capital (paid-up) and Reserves

Demand liabilities in Pakistan 85,886 112,230 131225 190,652 315,414 484,296 551,313 543,730 588,230
2. Inter-banks Demand Liabilities 13,261 9,937 20755 22,993 28,608 54,796 35,856 40,378 69,349
2.1 Borrowing (10) 1) (15) (99) 0 0 0 0 0
2.2 Deposits (13,251) (9,936) (20740) (22,894) (28,608) 54,796 35,856 40,378 69,349
3. Deposits (General) 609,657 785,333 1014947 1,211,674 1,350,011 2,889,589 3,352,974 3,160,815 3,234,394
4. Other Liabilities 47,333 53,352 56532 70,107 97,266 137,089 167,897 179,528 207,390
5. Total Demand Liabilities (2+3+4) 670,251 848,622 1092234 1,304,774 1,475,885 3,081,474 3,556,727 3,380,720 3,511,133
TIME LIABILITIES IN PAKISTAN
6. Inter-banks Time Liabilities 2,104 3,991 4806 10,756 25,759 3,861 6,344 4,094 6,434
6.1 Borrowing (659) (621) (1878) (1,024) 0 0 0 0 0
6.2 Deposits (1,445) (3,370) (2928) (9,732) (25,759) 3,861 6,344 4,094 6,434
7. Time Deposits (General) 803,749 903,153 1026919 1,231,745 1,490,182 512,565 522,843 417,083 589,804
8.  Other Liabilities 12,808 16,020 20703 27,288 34,236 69,786 87,554 73,558 74,148
9. Total Time Libilities (6+7+8) 818,661 923,164 1052428 1,269,789 1,550,177 586,212 616,741 494,735 670,386
10. Total Demand and Time Liabilities 1,488,912 1,771,786 2144662 2,574,563 3,026,061 3,667,686 4,173,469 3,875455 4,181,519
11. Borrowing From SBP 135,556 137,882 162335 185,068 198,725 269,109 213,293 256,672 277,883
12.  Borrowing from Banks Abroad 12,642 21,243 9872 6,245 2,953 7,015 5,287 19,009 10,486
13.  Money at Call and Short Notice in Pakistar 31,877 28,551 27479 22,243 172,893 220,941 169,637 163,290 141,695
14.  Other Liabilities *546159  *468312 527452 645,616 168,011 136,119 218,672 173,409 307,372
15. Total Liabilities 2,301,032 2,540,004 3003025 3,624,387 3,884,057 4785167 5,331,671 5,031,565 5,507,185
16. Total Statutory Reserves 73,677 87,893 105955 127,041 148,585 229,338 316,878 248,543 172,089
16.1 On Demand Liabilities (32,850) (41,934) (53574) (64,089) 72,364 211,867 316,878 233,824 172,089
16.2 On Time Liabilities Assets (40,828) (45,959) (52381) (62,952) 76,221 17,471 0 14,719 0
ASSETS
17. Cash in Pakistan 26,414 30,415 36432 43,462 48,439 58,072 68,966 68,371 86,649
18. Balances with SBP 124,883 140,077 151406 188,092 202,501 307,433 414,098 278,335 245,156
19. Other Balances 27,268 31,306 36762 49,021 56,460 65,656 63,622 59,237 75,684
20. Money at Call and Short Notice in Pakistar 32,831 28,686 30444 22,166 232,535 239,031 157,218 139,892 137,351
21. 17+18+19+20 as % of 10 14.2 13.0 12.0 11.8 17.8 18.0 17.0 14.0 13.0
FOREIGN CURRENCY
22.  Foreign Currency held in Pakistan 5,003 5,435 4806 6,777 6,449 7,463 11,009 13,056 19,698
23. Balances with Banks Abroad 89,416 68,578 60976 116,627 93,387 170,509 159,327 105,980 131,825
24.  Total Foreign Currency 94,419 74,013 65782 123,404 99,836 177,972 170,336 119,036 151,523
BANK CREDIT ADVANCES
25. ToBanks 1,626 253 63 190 0 0 0 0 0
26. To Others 894,524 988,572 1258022 1,680,491 2,079,056 2,379,226 2,809,938 2,607,774 3,064,610
27. Total Advances 896,150 088,825 1258085 1,680,681 2,079,056 2,379,226 2,809,938 2,607,774 3,064,610
28. Bills Purchased and Discounted 75,588 80,687 99924 120,480 135,924 145,707 140,864 13,777 144,816
29. Total Bank Credit 971,738 1,069,512 1358009 1,801,161 2,214,980 2,524,932 2,950,801 2,741,551 3,209,426
30. 29as % of 10 65.3 60.4 63.3 70.0 73.2 69.0 71.0 71.0 71.0
INVESTMENT IN SECURITIES AND SHARES
31. Central Government Securities 154,292 191,709 240842 173,788 177,860 174,425 173,171 184,896 172,547
32.  Provincial Government Securities 1,728 1,234 77 77 77 76 76 76 37
33. Treasury Bills 231,507 412,449 408438 415,016 411,691 655,921 559,825 721,653 560,584
34.  Other Investment in Securities & Sahres 83,493 118,234 132026 140,453 165,598 235,330 286,960 262,118 298,287
35. Total Investment in Securities and Shares 471,020 723,626 781,383 729,334 755,227 1,065,753 1,020,032 1,168,743 1,031,455
36. 35as % of10 316 40.8 36.4 28.3 25.0 29.0 24.0 30.0 25.0
37. Other Assets *456377  *353842 442162 563,552 195,096 211,141 266,656 268,218 324,389
38. Advance Tax Paid 64,270 49,789 53879 42,386 6,423 8,144 18,178 13,776 25,518
39  Fixed Assets 31,812 38,738 46766 61,809 72,560 127,031 201,764 174,404 220,034
40. Total Assets 2,301,032 2,540,004 3003025 3,624,387 3,884,057 4,785167 5,331,671 5,031,565 5,507,185
41. Excess Reserves (18-16) 51,206 52,184 45451 61,051 53,916 78,095 97,220 29,792 73,067

Figures in the parentheses represent negative sing, * : Contra ltems, P : Provisional

Source: State Bank of Pakistan

Note : Effective 22 July 2006, demand & time deposits have been re-classified in accordance with BSD circular no. 9 2006 dated 18 July 2006. the time deposits of

less than 6 months are included in demand deposits for for the prupose of CRR & SLR

- Definition of time & demand liabilites as mentioned in BSD circular no 9 dated 18 July 2008 have been revised. As per new definition, time liabilities will
included deposits with tenor of one year nad above. Accordingly, time deposits with tenor of less of than one year will become part of demand deposits.



TABLE 5.4

INCOME VELOCITY OF MONEY
(Rs billion)

Naroow Money Monetary Assets (M2) Growth Income Velocity of Monetary

End June Stock M1 (Rs million) Percentage Assets (M2)

1980-81 73.56 104.62 132 2.7

1981-82 80.93 116.51 114 2.7

1982-83 96.54 146.03 25.3 2.7

1983-84 103.45 163.27 11.8 2.7

1984-85 118.97 183.91 12.6 2.7

1985-86 134.83 211.11 14.8 2.6

1986-87 159.63 240.02 137 25

1987-88 185.08 269.51 123 2.6

1988-89 206.36 290.46 7.8 2.7

1989-90 240.16 341.25 175 2.7

1990-91 265.14 400.64 174 2.7

1991-92 302.91 505.57 26.2 2.7

1992-93 327.82 595.39 17.8 23

1993-94 358.77 703.40 18.1 24

1994-95 423.14 824.73 172 24

1995-96 448.01 938.68 138 24

1996-97 44355 1,053.23 122 25

1997-98 480.33 1,206.32 145 23

1998-99 643.04 1,280.55 6.2 24

1999-2000 739.03 1,400.63 9.4 2.2

2000-01 1275.6 1,526.04 9.0 2.6

2001-02 1494.14 1,751.88 14.8 25

2002-03 1797.36 2,078.48 18.6 2.3

2003-04 2174.74 2,485.49 19.6 2.3

2004-05 2512.21 2,960.64 19.1 24

2005-06 2720.68 3,406.91 15.1 21

2006-07 3155.63 4,065.16 19.3 2.0

2007-08 4689.14 4,689.14 15.3 2.2

End March

2007-08 4,395.15 8.1

2008-09 4,767.27 17 -

P:Provisonal Source: State Bank of Pakistan

Explanatory Note:

a: It may be noted that data series of M1 from 2000-01 is not comparable as compilation of M1 based on weekly data has been
discontinued by the SBP. Now M1 is being compiled on the basis of monthly returns and will be reported in the monthly statistical
Bulletin of the SBP beginning from April 2008 in its table 2.1

b: The stock data of M2 has been revised since June 2002 due to treatment of privatization commission deposits with NBP as
government deposits. These deposits were previously uncluded in private sector deposits which have now being included in

government deposits.



TABLE 5.5

LIST OF DOMESTIC, FOREIGN BANKS AND DFIs (As on 30-04-2009)

Public Sector Commercial Banks

1

2
3
4

First Women Bank Ltd.
National Bank of Pakistan
The Bank of Khyber

The Bank of Punjab

Specialized Scheduled Banks

1
2
3

The Punjab Provincial Co-operative Bank

SME Bank Limited
Zarai Taragiati Bank Limited

Private Local Banks

Allied Bank Limited

Askari Bank Limited

Bank Al Falah Limited

Bank Al Habib Limited

My Bank Limited

Creacent Commercial Bank Limited
NIB Bank Limited

Faysal Bank Limited

Habib Bank Limited

KASB Bank Limited

MCB Bank Limited

Meezan Bank Limited

Atlas Bank Limited

Saudi Pak Commercial Bank Limited
Soneri Bank Limited

United Bank Limited

Arif Habib Bank Limited

Dubai Islamic Bank Pakistan Limited
Bank Islami Pakistan Limited

Royal Bank of Scotland

21  Habib Metropolitan Bank Limited

22 JS Bank Limited

23 Standard Chartered Bank (Pakistan) Limited
24 Emirates Global Islamic Bank

25  Dawood Islamic Bank Limited

Foreign Banks

Al-Baraka Islamic Bank B.S.C. (E.C.)

Citibank N.A.

Deutshe Bank A.G.

The Hong Kong & Shanghai Banking Corporation Limited
Oman International Bank S.A.O0.G.

The Bank of Tokyo - Mitsubishi UFJ Limited\

o O WN -

Development Financial Institutions

Industrial Development Bank of Pakistan

Pak Kuwait Investment Company of Pakistan (Pvt) Limited
Pak Labya Holding Company (Pvt) Limited

Pak Oman Investment Company (Pvt) Limited

Saudi Pak Industrial & Agricultural Investment company
(Pvt) Limited

Pak-Brunai Investment Company Ltd

7 Pak-China Investment Co. Ltd.

8 Pak-Iran Joint Investment Co. Ltd.

g B WwWN -

D

Micro Finance Banks

Khushhali Bank

Network Micro Finance Bank Limited
The First Micro Finance Bank Limited
Rozgar Micro Finance Bank Limited
Tameer Micro Finance Bank Limited
Pak Oman Micro Finance Bank Limited

o OB WwN

Source: State Bank of Pakistan
and Finance Division.



TABLE 5.6

SCHEDULED BANKS IN PAKISTAN (Weighted Average Rates of Return on Advances)

(Percent)
Stock Financial
As at the Precious  Exchange  Merchan- Real Obli- Total
End of Metal Securities dise Machinery Estate gations Others Advances*
l._ INTEREST BEARING
1999 Jun 13.39 14.15 13.89 15.19 14.08 14.95 14.29 14.47
(15.57) (14.16) (13.91) (15.18) (14.49) (15.13) (16.12) (14.88)
Dec 11.41 13.79 14.56 14.17 13.75 13.14 14.07 14.09
(16.50) (13.44) (14.35) (14.30) (14.78) (13.25) (16.29) (14.75)
2000 Jun 11.10 13.76 13.67 13.15 12.23 13.65 13.34 13.25
(11.81) (13.45) (13.83) (13.15) (13.73) (14.03) (13.98) (13.77)
Dec 11.53 13.57 12.88 13.82 12.90 13.49 12.93 13.08
(12.73) (12.82) (13.68) (13.74) (13.62) (13.56) (13.36) (13.58)
2001 Jun 11.75 13.54 13.69 13.50 12.84 13.07 12.05 13.07
(13.87) (14.06) (13.59) (13.55) (13.86) (13.00) (13.87) (13.64)
2002 Jun 8.10 11.27 13.12 13.56 12.72 13.88 12.47 13.00
(8.14) (11.70) (13.13) (13.67) (12.98) (13.81) (13.39) (13.29)
2003 Jun 12.01 11.97 9.39 15.66 12.63 7.74 10.66 11.87
(12.01) (11.82) (9.67) (15.68) (12.86) (7.66) (11.49) (12.35)
2004 Jun 9.20 6.01 6.89 1121 9.08 7.08 9.04 8.41
(9.20) (6.01) (7.08) (11.77) (9.08) (7.03) (9.05) (8.54)
2005 Jun 8.51 6.86 6.09 4.59 6.68 6.76 8.86 7.01
(8.51) (8.29) (6.01) (4.07) (6.68) (6.70) (9.02) (7.01)
2006 Jun 11.58 14.84 8.68 8.55 10.23 10.31 9.59 9.71
(11.58) (14.09) (8.51) (8.55) (10.23) (10.31) (9.99) (9.66)
2007 Jun 10.87 11.37 10.73 11.07 12.30 11.05 10.76 11.25
(10.87) (12.12) (10.68) (11.06) (12.30) (11.05) (10.81) (11.30)
Dec 11.45 10.36 9.82 11.09 12.85 10.02 11.93 11.64
(11.45) (10.42) (9.82) (11.09) (12.85) (10.02) (11.98) (11.66)
2008 Jun 13.62 12.37 11.78 13.16 12.21 13.32 13.02 12.53
(13.62) (12.60) (11.77) (13.16) (12.21) (13.32) (13.14) (12.57)
1. ISLAMIC MODES OF FINANCING
1999 Jun 11.27 15.69 15.12 15.75 13.76 14.49 15.00 14.82
(10.01) (15.39) (15.03) (15.92) (14.92) (14.57) (15.87) (15.23)
Dec 10.91 14.42 14.82 15.41 13.57 13.89 14.74 14.49
(16.28) (14.51) (14.68) (15.45) (14.84) (13.86) (15.82) (14.96)
2000 Jun 10.61 13.12 13.48 14.31 13.08 13.42 13.83 13.54
(11.10) (13.48) (14.07) (14.39) (14.39) (13.40) (14.94) (14.27)
Dec 11.24 1351 13.54 14.48 12.97 13.15 14.07 13.59
(11.32) (13.68) 14.01 (14.53) (14.24) (13.09) (15.09) (14.24)
2001 Jun 11.02 13.47 13.39 14.53 13.31 13.84 14.03 13.65
(11.28) (13.57) (13.88) (14.42) (14.52) (13.86) (14.78) (14.24)
2002 Jun 9.30 13.09 12.85 13.70 13.47 13.32 13.32 13.20
(9.50) (13.33) (12.73) (13.81) (14.05) (13.22) (14.00) (13.52)
2003 Jun 11.43 5.92 7.50 9.39 11.47 7.79 10.31 9.19
(11.43) (5.77) (7.95) (9.54) (12.08) (8.62) (10.84) (9.71)
2004 Jun 10.86 4.86 5.73 6.61 9.27 5.88 8.34 7.19
(10.86) (5.28) (5.96) (6.81) (9.68) (5.82) (9.01) (7.60)
2005 Jun 9.03 7.15 7.93 7.80 10.16 8.21 10.15 8.94
(9.03) (7.17) (7.95) (7.88) (10.22) (8.19) (10.67) (9.13)
2006 Jun 10.66 10.03 9.63 9.14 11.23 9.25 12.37 10.68
(10.66) (10.20) (9.66) (9.20) (11.26) (9.25) (12.90) (10.83)
2007 Jun 12.04 11.26 10.11 10.80 11.92 10.43 13.02 11.57
(12.04) (11.34) (10.03) (10.84) (11.92) (10.49) (13.40) (11.68)
Dec 9.70 11.27 10.26 10.76 11.80 10.58 12.93 11.55
(9.70) (11.41) (10.23) (10.82) (11.79) (10.62) (13.26) (11.65)
2008 Jun 11.75 12.87 11.53 12.26 12.11 11.23 13.90 12.48
(11.75) (12.93) (11.55) (12.22) (12.12) (11.23) (14.21) (12.55)

Source: State Bank of Pakistan
* Weighted average rates shown in parentheses represent Private Sector.



Table 5.7

SALE OF GOVERNMENT SECURITIES THROUGH AUCTION

(Rs. million)
No.  Securities 200102 200203 200304 200405 200506 200607  2007-08 Juzlg(')“é'zr;h
1 Market Treasury Bills
A Three Month Maturity
Amount Offered
i) Face value 128,358 109,106 216,637 1,011,659 389,173 186,652 157,946 1,413,218
i) Discounted value 125,693 108,332 214,315 1,002,708 382,026 183,039 154,340 1,372,004
Amount Accepted
i) Face value 72,862 29,231 115,575 724,359 210,541 136,102 139,771 975,798
ii) Discounted value 71,429 29,042 115,174 716,768 206,768 133,484 136,574 947,622
Weighted Average Yield
i) Minimum % p.a. 5.362 1.658 0.995 2.017 7.549 8.315 8.687 11.451
i) Maximum % p.a. 12.150 5.815 1.702 7.479 8.326 8.689 11.316 13.855
B Six Month Maturity
Amount Offered
i) Face value 287,853 747,018 328,990 470,885 182,112 125,483 91,476 272,584
ii) Discounted value 276,882 731,354 326,114 460,185 173,289 120,197 87,279 255,885
Amount Accepted
i) Face value 163,665 349,009 158,430 256,914 69,752 90,433 78,242 176,401
ii) Discounted value 157,934 341,225 157,256 251,166 67,094 86,629 74,673 165,626
Weighted Average Yield
i) Minimum % p.a. 5.645 1.639 1.212 2523 7.968 8.485 8.902 11.668
ii) Maximum % p.a. 12.555 12.404 2.076 7.945 8.487 8.902 11.472 14.011
C  Twelve Month Maturity
Amount Offered
i) Face value 202,984 695,425 476,719 136,713 555,757 787,636 658,709 931,293
ii) Discounted value 187,339 665,337 466,729 128,569 509,202 717,951 598,425 823,027
Amount Accepted
i) Face value 84,568 264,938 241,019 70,688 459,440 661,786 441,130 332,008
i) Discounted value 78,444 253,908 236,421 65,799 422,647 607,211 402,784 294,106
Weighted Average Yield
i) Minimum % p.a. 6.383 2.356 1.396 2.691 8.456 8.786 9.160 11.778
i) Maximum % p.a. 11.984 6.941 2.187 8.401 8.791 9.160 11.688 14.261
(Contd.)
Note  * MTBs was introduced in 1998-99

**: PIBs was introduced in 2000-01



Table 5.7

SALE OF GOVERNMENT SECURITIES THROUGH AUCTION

(Rs. in million)
July-March
No. Securities 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2())/08—09
2 Pakistan Investment Bond
A.  Amount Offered 238,360 211,963 221,291 8,016 16,012 199017 141853 12,640
03 Years Maturity 46,124 26,074 38,514 2,400 3,896 36982 11260 9,523
05 Years Maturity 47,346 45,620 58,840 2,603 6,526 39799 21311 4,410
10 Years Maturity 144,890 140,268 93,041 3,013 5,590 65986 61593 25,254
15 Years Maturity - - 14,316 0 0 12750 16138 2,536
20 Years Maturity 16,579 0 0 20200 11750 3,500
30 Years Maturity - 23300 19800 7000
B. Amount Accepted 107,695 74,848 107,658 771 10,161 87867 73584
(@) 03 Years Maturity.
(i) Amount Accepted 24,819 9,651 14,533 100 2,846 10882 5169 4,165
(if) Weighted Average Yield #
(1) Minimum % p.a. 8.356 1.792 3.734 0.000 9.158 9.311 9.619 13.697
(2) Maximum % p.a. 12.475 7.952 4.235 0.000 9.389 9.778 12.296 13.883
(a) 05 Years Maturity.
(i) Amount Accepted 24,382 14,369 27,765 427 4,075 10174 10777 3,023
(i) Weighted Average Yield #
(1) Minimum % p.a. 9.392 3.119 4.867 0.000 9.420 9.528 9.796 14.335
(2) Maximum % p.a. 12.994 8.887 5.270 0.000 9.646 10.002 10.800 14.336
(a) 7 Years Maturity.
(i) Amount Accepted 2,935
(i) Weighted Average Yield #
(1) Minimum % p.a. 14.327
(2) Maximum % p.a. 14.704
(a) 10 Years Maturity.
(i) Amount Accepted 58,194 50,828 51,606 244 3,240 30211 23875 8,509
(i) Weighted Average Yield #
(1) Minimum % p.a. 10.420 4.014 6.168 0.000 9.8005 10.106 10.179 14.472
(2) Maximum % p.a. 13.981 9.587 7.127 0.000 9.8454 10.507 13.411 14.864
(a) 15 Years Maturity. *
(i) Amount Accepted 6,996 0 9250 8613 1,236
(i) Weighted Average Yield #
(1) Minimum % p.a. 7.683 0.000 10.85 11.108 14.750
(2) Maximum % p.a. 8.994 0.000 11.058 13.441 15.356
(a) 20 Years Maturity. *
(i) Amount Accepted 6,757 0 11250 9050 1500
(if) Weighted Average Yield #
(1) Minimum % p.a. 8.706 0.000 11.173 11.373 157002
(2) Maximum % p.a. 8.993 0.000 11.392 13.855 15.700
(a) 30 Years Maturity.
(i) Amount Accepted 16100 16100 4500
(if) Weighted Average Yield #
(1) Minimum % p.a. 11.546 11.588 14.6078
aximum % p.a. . . .
2) Maxi % p 11.680 14.118 16.2248
Note  *: MTBs was introduced in 1998-99

**: P|Bs was introduced in 2000-01



Chapter No. 6

Capital Markets

6.1 Introduction

Financial markets perform a key function in the
form of intermediation by mobilizing savings from
a large pool of small savers and channelizing these
funds into productive investments by a generally
much smaller number of borrowers. Trading in
securities enables a match between the differing
maturity preferences of lenders and borrowers.
Stock markets also potentially endorse broad-
basing of ownership of financial assets and the
reallocation of funds among corporations and
sectors. Moreover, a developed bond market helps
in providing liquidity to domestic growth and
credit expansion.

Across the world, an extensive transformation
towards an equity culture has taken root as
conventional bank financing shows a flipside to the
emergence of globally interrelated capital markets.
Integration proves to be beneficial in the form of a
more efficient, liquid and broad securities market;
innovative products and services; industrial
transformation of markets; cheaper corporate
financing; and enhanced risk-return frontiers.
However not ignoring the downside, the ensuing
globalization of financial services can also
exacerbate the too-connected-to-fail problem.
Indeed, the ongoing global financial mess has
shown how financial innovations have enabled risk
transfers that were not fully recognized by
financial regulators or by institutions themselves

The stock markets of Pakistan witnessed a boom
during the 1990’s, attributable to a large number of
developments, including; first, the process of
financial liberalization resulting in a rise and
inflow of foreign portfolio investment; second, the
process of privatization and the offering of new

attractive shares; third, a greater measure of
political stability and investor confidence; fourth,
improvements in the operational efficiency of
stock markets. Nevertheless, the Karachi Stock
Exchange (KSE), established soon after
independence in September 1947, gathered
forceful momentum since 2002. During 2002-
2007, even with a few episodes of mayhem down
the way, the development in the KSE-100 index
and market capitalization has been unparalleled
and incredible.

The beginning of the fiscal year 2008 appeared
promising for Pakistan’s capital markets regardless
of the sub-prime crisis intensifying its grip on
financial systems all over the globe. The stock
markets in Pakistan posted good gains and the
KSE-100 index gained 11.6 percent by mid of
April 2008 and reached the highest level of 15,676
points on April 18, 2008 with a gain of 1,747
points over the level of index at the start of the
year 2008. Subsequent to this high time, however,
the equity market has seen an episode of
precipitous decline: the KSE-100 index has fallen
by over 62 percent (as on December 31, 2008)
since reaching its peak in April 2008. Prices have
nose-dived in response to waning macro-economic
fundamentals, a worsening law and order situation
and international capital flight.

Notwithstanding, equity investors have embarked
on a fractional recovery of their fortunes with an
upsurge in the KSE-100 index of a fine 22.5
percent since the commencement of the calendar
year 2009, driven up chiefly by signs of returning
economic stability. A timely signing of SBA with
the International Monetary Fund (IMF) in
November 2008 and a commitment of pledges by
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Friends of Democratic Pakistan are collectively
expected to help out the economy sail through
what could be a tumultuous era. It goes without
saying that the government's success in managing
the economy has, without a doubt, served to build
a soothing outcome.

6.2 Equity Capital Markets

The equity markets in Pakistan are largely
insulated from the first round impact of the crisis
due to its rising but still low correlation with global
financial markets. The stock markets in Pakistan
remained largely resilient since the beginning of
the millennium and this buoyancy in the local
bourse was seen till April of the year 2008, when
the all-time high record of 15,676 points for the
KSE-100 index was achieved. During this epoch,
nonetheless, the index continued to recapture lost
ground with each spell of a fresh bull-run.
However, the following plunge has been the most
stretched bear attack engulfing the domestic equity
markets in the history of Pakistan, which led the
front-line regulators to take a series of measures to
arrest the declining trend.

These market interventions were in no way a
substitute of capital controls. The goal with these
particular interventions, for example when the US
banned short selling or when Vietnam reduced its
circuit breaker, is to fetch some order back to the
markets when there is a dislocation between
fundamental values or natural market forces. The
purpose and intent is to keep providing the market
with some breathing space and a cooling off
period. Notwithstanding; subsequent to lifting of
the floor price, the improvement in the premier
stock exchange index shows potential.

A surge in international capital flows in the last
few years can best be explained by the outstanding
performance of equity markets in addition to the
macroeconomic stability of the country. This
tendency is shown by a prominent increase in
foreign equity investment flows during FYO07,
hitting the highest point of $860.7 million (See
Figure-6.1). However, both the domestic
guandaries and unsteady global horizon resulted in
a turnaround during FY08 and FY09. As a result,
the country recorded net Foreign Portfolio

Investment (FPI) outflows of $177.7 million in
FY08. The stock market observed gigantic FPI
outflows due to the removal of the price floor
mechanism in the middle of December 2008. The
prospects of healthy foreign interest become twice
as depressing by looking at the figure of foreign
equity investment during the first nine months of
the current fiscal year 2008-09. It stands at a
negative $418.4 million till March 2009.

With no fresh merger and acquisition activity in
the year 2008-09, the international investors
remained keen to increase their ownership share.
Among them, Malaysia’s Maybank bought another
five percent of MCB shares for about $213 million
raising its stake in the bank to 20 percent.
Singapore’s sovereign wealth fund Tamasek
Holdings invested a further $97.5 million in the
NIB Bank via a right issue under the plan to raise
the paid-up capital of the bank to Rs. 40 bhillion.
The Unicorn Investment Bank, Bahrain, also
increased its stake to 37 percent in Dawood Islamic
Bank Limited (DIBL) with an investment of $13
million. Furthermore, China Mobile will invest
$800 million in Pakistan.

Fig-6.1: Foreign Inflow/Outflow of Equity
Investment, FY02-FY09 (Jul-Mar)
900
700
o 500 -
S
= 300 -
=
B 100 -
o]
-100
-300
-500 -
e 8 & &8 8 5 8 o8
> > > > > > > o=
Recently, Emirates Investment Group (EIG)

announced that the Sharjah-based private-sector
investment company is in the process of acquiring
farmland in Pakistan to export more food to the
Gulf region and is seeking international partners.
In addition, the Credit Suisse Group, Switzerland’s
leading bank, has announced the launching of
equity research and research sales business to
facilitate institutional clients in Pakistan. Such a
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mammoth foreign interest in the local financial
sector at the time when the global economies are
enduring a setback and confidence on financial
institutions is at its ebb proves the resilience of the
country’s banking industry to external shocks.

In an unfavorable move, MCB Bank and Habib
Bank Limited have been permitted by SBP to
commence the due diligence of RBS Pakistan.
RBS Pakistan had announced in February 2009
that it was exploring new ownership for Pakistan.
Moreover, the government plans to privatize some
public sector industrial units. Privatization of the
Qadirpur gas field has been put off for the time
being. Acquisition of 93.88 percent strategic
shareholdings in SME Bank Limited along with
the transfer of management control is in the
pipeline. At least six national and international
companies have expressed their interest in setting
up a joint venture with the Sindh government for
mining in Thar coal field block I1.

6.2.1 Global Stock Markets

“It was the best of times, it was the worst of times;
it was the age of wisdom, it was the age of
foolishness; it was the epoch of belief...” This

adage from Charles Dickens’ A Tale of Two Cities
could not be more relevant to many of the stock
markets around the world today. The reviewed
phase can preeminently be expressed as an era of
battered outlook and an interlude of sturdy
adjustment.

During the fiscal year 2008-09, the leading stock
markets of the world observed negative growth
ranging from 50.7 percent (Pakistan) to 2.9 percent
(China). Principal stock indices including US S&P
500, UK FTSE 100 and Hong Kong Hang Seng
also recorded declines of 31 percent, 41 percent
and 23.6 percent respectively during FYQ9 (See
Table 6.1).

For Pakistan, a huge number of domestic and
external quandaries tested economic buoyancy.
Internal and external security concerns received
focal importance. The benchmark Karachi Stock
Exchange witnessed a sharp hitch in the rising
disposition of its leading KSE-100 index. The
index underwent a gigantic loss of 41.6 percent, to
close at 7,177.6 points on May 15, 2009, during
the current fiscal year. In terms of dollar returns,
the plunge is all the more magnified by recording a
downpour of 50.7 percent.

Table 6.1: Global Stock Indices during June 30, 2008 to May 15, 2009

Index

Currency Market Return
ﬁl';‘ Country Stock Name (Local Currency) Local
30-Jun-08 : 15-May-09 :Exchange Rate: 30-Jun-08 : 15-May-09 Currency Usb
1 Pakistan KSE 100 12,289.03 ; 7,177.64 PKR/USD 68.36 80.91 -41.59% -50.65%
2 India Sensex 30 13,461.60 | 12,173.42 INR/USD 42.94 49.40 -9.57% -21.38%
3 Indonesia Jakarta Composite 2,349.10 @ 1,750.91 IDR/USD 9260.00 10403.50 -25.46% -33.66%
4 Taiwan Taiwan Weighted 7,523.54 6,489.09 TWD/USD 30.35 32.92 -13.75% -20.48%
5 South Korea Seoul Composite 1,674.92 1,391.73 KRW/USD 0.26 0.29 -16.91% -23.85%
6 Hong Kong Hang Seng 22,102.01 : 16,790.70 HKD/USD 7.80 7.75 -24.03% -23.58%
7 Malaysia KLSE Composite 1,186.57 | 1,014.21 MYR/USD 3.27 3.55 -14.53% -21.31%
8 Japan Nikkei 224 13,481.38 | 9,265.02 JPY/USD 106.18 94.88 -31.28% -23.09%
9 Singapore STRAIT TIMES 2,947.54 2,139.78 SGD/USD 1.36 1.47 -27.40% -32.72%
10 Sri Lanka All Shares 2,457.84 1,907.67 LKR/USD 107.70 117.80 -22.38% -29.04%
11 China Shanghai Composite ;| 2,736.10 2,645.26 CNY/USD 6.85 6.82 -3.32% -2.87%
12 Philippines PSE Composite 2,459.98 : 2,308.70 PHP/USD 44.87 47.60 -6.15% -11.52%
13 Australia All Ordinaries 5,332.90 3,758.90 AUD/USD 1.05 1.33 -29.51% -44.54%
14 US S & P 500 1,280.00 882.88 USD/USD 1.00 1.00 -31.03% -31.03%
15 UK FTSE 100 5,625.90 4,348.10 GBP/USD 0.50 0.66 -22.71% -40.91%
16 New Zealand NZSE 50 3,194.61 2,790.90 NzZD/USD 131 1.70 -12.64% -32.53%
Source: Invisor Securities

6.2.2 Karachi Stock Exchange (KSE) KSE-100 index has been showing consistent

The past few years have been outstanding in many
ways for the emerging stock market of Pakistan.

progress since 2002 as it registered a healthy
annual growth of almost 136 percent over 2002-
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2007. This is due to the liberalized policies and
various reforms initiated by the government to
strengthen the financial markets in Pakistan.
Finally, the index broke all the previous records
when it reached its peak at 15,676 points on April
18, 2008, but this buoyancy could not be
maintained. As a result, the index underwent a
negative growth of 11 percent in the previous fiscal
year 2007-08 after six consecutive years of
positive performance.

The KSE-100 index retained this descending
inclination and was extremely volatile to say the
least during the outgoing fiscal year 2008-009.
During the year under review, the stock market
shrank by 41.6 percent. KSE-100 index closed at
7,178 points on May 15, 2009 compared to 12,289
points on June 30, 2008. The aggregate market
capitalization of listed companies on the Exchange
was decreased by 43.4 percent during the year to
stand at Rs. 2,137.3 billion on May 15, 2009
compared to Rs. 3,777.7 billion at the end of FY08
(See Figure 6.2). The magnitude of the fall in the
market capital in terms of USD is comparatively
greater, up to 52 percent, during the same period
amid increasing rupee-dollar parity. While issues
related to the macroeconomic scenario and a shaky
political environment fuelled anxiety among the
investor community and contributed to the fall in
value, a dearth of adequate corporate governance
measures aggravated the situation. Supplementing
the extensive weakness was the diminishing
foreign interest in the equity markets of Pakistan.

The KSE management and Securities and
Exchange Commission of Pakistan (SECP)
together took a number of regulatory actions to
mitigate the potential technical risks confronting
the equity markets:

1) In late June 2008, SECP adjusted the upper
and lower circuit breakers of the trading band,
to 10 percent and 1 percent, respectively, from
the previous 5 percent on both sides and
banned short sale in the futures market. This
rule was unable to improve market sentiments
as it reduced the width of exit way to 1/5 of

2)

3)

4)

5)

6)

7)

8)

9)

what it was earlier. Shortly afterwards, these
interim changes were reverted to the previous
level in the early part of July 2008.

Special market sessions held on July 17, 2008
and August 02, 2008 in order to provide exit to
leveraged buyers were a great success.

The KSE management set a floor of 9,144
points for the KSE-100 index on August 27,
2008, following heavy losses in previous days.
On a positive note, this price-freeze impeded
any fallout in consequence of gloomy
developments on the domestic panorama over
and above the precarious global horizon. Even
so, this regulatory move had its own negative
aftermath witnessed by record thin trading
volumes during the static phase.

The KSE management prohibited blank-selling
in Deliverable Futures Contract for October
2008 and short-selling in Ready Market for a
one month period with effect from October 24,
2008.

Redemption was closed on open-end mutual
funds.

The unreleased Continuous Funding System
(CFS) deals were reinstated as of October 09,
2008 and the working days of unreleased
period were extended to a total of 44 days.

The Government of Pakistan announced a Rs.
20 billion open-end fund for selected scrips
and a Rs. 30 billion guarantee for foreign
investors choosing to avail put options.

The State Bank of Pakistan (SBP), in order to
ensure smooth financing against shares,
permitted the banks to invest up to 30 percent
of their equity in shares.

On December 23, 2008, National Clearing
Company of Pakistan Limited (NCCPL)
suspended 32 of its clearing members as they
failed to fulfill their monetary obligations.
These stabilization measures were considered
indispensable in the wake of the continued
downtrend.



Capital Markets

Fig-6.2: KSE Snapshot, July-May 2008-09
1 AMC r 12,500
3,900 1 —— KSE-100 Index (Rhs.)
3,700 1 Static Phase: Imposition of floor T 11,500
3,500 - (27 Aug'08-12 Dec'08)
3300 | + 10,500
3,100 - - 9,500
2,900 - =
| I - 8500 £
> 2,700 T T Lowest Point: 4,815.3 pts S
S 2500 - - 7500 S
(@] ¥
= 2300 - )
£ 2100 - - 6500 2
£ 190 - “ ‘ - 5500 =
[T "
oo L] 4500
[ee) [ee) [ee] D (2]
S S = 3 2
=] b &) & 3

The floor imposition on KSE-100 index for about
four months (August 27, 2008-December 12, 2008)
resulted in a virtual halt of the stock market. The
‘off market transactions’ appeared to be the only
yardstick of investors’ sentiments in the event of a
suspended regular market. Buyers remained
hesitant to buy securities at the floored price, while
the same stocks were available at 20-30 percent
discount in the off-record market. Cautious
investors took this route to dispose-off their
holdings. It is interesting to note that the foreign

investors also found it a feasible alternative. For
this obvious reason, the average daily volumes in
this market were a lot higher than cash counters
and discount rates rose to as high as a record 40-50
percent. The rule also deteriorated the
‘investabililty’ condition of Pakistan’s equity
market. But at the same time, this market freeze
allowed investors to avoid defaulting, which
otherwise would have led to the closure of the
market, an option deemed much more destabilizing
than the price freeze.

Indicators on KSE

Table 6.2: Leading Stock Market

2007-08 ~ 2008-09(July-April)
Market Market
Months KSE Index Capitalization Turnover | KSE Index Capitalization Turnover of
(end L of Shares (end P Shares
month) (Rs. billion) (billion) ~ month) (Rs. billion) (billion)
! ¢ (end month) _ ¢ (end month)
July | 13,738.9 | 4,028.1 | 7.7 | 105836 | 3,301.9 I 2.0
August 12,214.3 3,555.2 4.5 9,208.3 2,881.6 2.1
September | 13,3518 | 4,050.0 | 4.2 [ 91797 | 2,847.3 | 0.5
October 14,319.4 4,364.3 6.6 9,182.9 2,829.6 0.3
November | 13,9985 | 4,328.9 | 5.2 | 91871 | 2,820.4 I 0.1
December 14,075.8 4,329.9 4.7 5,865.0 1,858.7 0.9
January | 14,0170 | 4,297.5 | 5.6 | 53774 | 1,700.7 | 3.3
February 14,934.3 4,618.9 5.1 5,727.5 1,779.5 3.2
March | 151253 | 4,622.9 | 5.0 | 68602 | 2,057.1 | 3.8
April | 151225 4,634.8 64 | 72021 2,146.0
May © 12,1305 ¢ 3,746.2 4.9 ! i
June 12,289.0 3,777.7 3.4
Source: KSE
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The announcement of the discount rate for
H1FY09 to remain at 13 percent by the SBP
without any increase in CRR and SLR was lower
than expected and hence revived investors’
confidence. The first half of 2008-09 was
characterized by the downgrades witnessed in the
country’s credit rating to CCC+ from B and then to
CCC from CCC+ by Standard & Poor’s (S&P’s)
and from B2 to B3 by Moody’s. Besides the
downgrades, S&P’s and Moody’s also issued a
negative outlook for Pakistan bonds and currency.
Later, Moody’s rated a negative outlook on
Pakistani banks.

The stock market made some new records
including the virtual halt of the market on October
10, 2008, as this session remained flat at the pre-
opening index level. Nevertheless, reduction in
CRR by two percent in two phases alleviated the
liquidity stress in the market and helped in slightly
recovering the rupee against dollar. SBP
announced a 200bps hike in the discount rate to 15
per cent on November 12, 2008. Interestingly, the
stock market remained flat at 9,187.1 points for 12
consecutive trading sessions. In November 2008,
Pakistan entered into a $7.6 billion, 23 month
stabilization program to address the worsening
balance of payment deficit situation. With the
release of IMF’s first tranche of $3 billion, the
pressing apprehensions of sovereign default
subsided as total foreign exchange reserves shored
up beyond $10 billion.

The long awaited, National Investment Trust (NIT)
managed, Rs. 20 billion ‘State Enterprise Fund’
(SEF), consisting of NIT, EOBI, NBP and SLIC, in
December 2008. This state-run fund has remained
active to support the index ever since its launch.
Institutional and retail investors’ interest increased
after SBP amended Prudential Regulations
regarding Forced Sale Value adjustment against
banks and DFIs non-performing loans. Positive
conclusions of the IMF over Pakistan’s economic
performance boosted the confidence of local
participants. Furthermore, this affirmation can
reintroduce the local economy to international
investors’ attentions.

Buying euphoria was witnessed supported by
agreement of SECP and SBP on amortization of

deficit on revaluation of equity investment of over
2 years. On the other hand, growing security
concerns in the country in conjunction with
liquidity costs remained the main hurdles for
investment in the stock market. Intense selling
activities were spurred by uncertainty over
impairment issue under International Accounting
Standards (IAS) 39 and 40, which was later
resolved by relaxing the treatment for impairment
of capital losses and its direct change to equity
instead of profit and loss account. Honoring the
payments of Eurobond maturity and improvement
on economic indicators sparked a fresh wave of
confidence. The restoration of the judiciary, the
current account surplus for February, and the
release of a second tranche of loan worth $840
million by the IMF were some of the positive news
items that lent a helping hand to the falling index.

The recently announced favorable petroleum
policy kept the market in a bullish mood.
Downward revision in the rate of return on NSS
allowed a substantial increase in the index. Phasing
out of CFS MK-II without any replacement
product and increase in T-bills rates marginalized
positive sentiments at the bourse. The Swiss Credit
Group’s positive report further added fuel to the
bullish rally in the market. The pledge of $5.28
billion by international donors in the Friends of
Democratic Pakistan and donors conference was
celebrated and the index registered an air pocket
opening.

Moreover, in a surprise positive move, SBP
relaxed the minimum capital requirement (MCR)
for the banking sector to Rs. 10 billion by 2013
compared to Rs. 23 billion earlier. This step was
needed particularly for smaller banks, which were
facing difficulties in meeting the previous MCR
and were seeking mergers with similar sized banks.
In addition, S&P improved Pakistan’s sovereign
rating to CCC+ from CCC. The absence of a
leverage window never allowed the market to
cherish the decline of 100bps in the discount rate
announced on April 20, 2009. The law and order
situation in the country overshadowed the upbeat
momentum of the market and the index reached the
red zone. The growing militancy in Pakistan and
end of result announcement session dragged the
Karachi stock market into the bearish zone. The
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Karachi stock market did recover from its previous
lows as SECP allowed closed-end schemes to
repurchase listed shares. The leading bourse closed
on a positive note with the support it got from

Pakistan’s entry into Morgan Stanley Capital
International (MSCI) Frontier Index at the semi-
annual review and the inclusion of twelve
companies in MSCI.

Table 6.3: Profile of Karachi Stock Exchange

2004-05 = 200506 = 2006-07 . 2007-08 & 2008-09
: : : ¢ (Jul-Mar)
Number of Listed Companies 659 658 658 652 652
New Companies Listed 14 16 7 8
Fund Mobilized (Rs billion) 41.4 49.7 62.9 42.3
Listed Capital (Rs billion) 438.5 496 ¢ 6311 706.4 770.7
Turnover of Shares (billion) 88.3 79.5 54 63.3 17.1
Average Daily Turnover of Shares (million) 351.9 3485 | 2625 238.2 80.2
Aggregate Market Capitalization (Rs billion) 2068.2 2801.2 4019.4 3771.7 2057.1
Source: KSE

In the future stability is expected to return to the
stock market. With strong fundamentals emanating
out of the enhanced economic scene, improvement
in domestic politics and further softening in the
monetary policy stance remain the key triggers.

6.2.2.1 Sector-wise Performance

Dismal performance caused by a confluence of
factors and the dull indicators left a weighty impact
on the stock market activity. In December 2008, a
total of 652 companies were listed on the KSE,
including 209 companies in cotton and other
textiles, 166 in banks and financial institutions and
85 in miscellaneous groups. As per the annual
report of the KSE 2008, a total of 19 companies
were de-listed and 24 companies were merged in
the period of 2006-08. In the calendar year 2008,
the number of dividend paying companies was 224
compared to 267 companies in 2007. In 2008, 322
companies were making profits and 218 companies
were shown as loss making. The numbers were
363 and 194 respectively in 2007 (See Table 6.4).

All trading groups except Fuel & Energy and
Sugar & Allied showed a downward trend during
the period under review. The total before taxation
profit of the 12 trading groups, listed with the
KSE, amounted to Rs. 382.7 billion in 2007, which
decreased to Rs. 316.9 billion in 2008, showing a
decline of 17 percent. In the year 2008, the 12
trading groups were shown as making profit
ranging from Rs. 0.3 billion (Paper & Board) to
Rs. 182.3 billion (Fuel & Energy). Banks and other

Financial Institutions with a pre-taxation profit of
Rs. 106 billion were the second largest profit-
earning group in 2008 as compared to Rs. 157
billion earned in 2007.

A review of major trading groups during 2008 is
outlined below.

Banks & Other Financial Institutions: During
the year 2008, high public sector borrowings,
mainly in the context of circular debt issue coupled
with improved working capital requirements for
corporates due to increased cost of doing business,
kept advances on the higher side. Conversely,
deposits experienced a deceleration, attributable to
PKR weakening and stretched liquidity. The latter
factor initiated rumors of bank defaults leading to
capital flight and resulting erosion of the deposit
base. Provisioning was up considerably and
withdrawal of the Forced Sales Value benefit was a
chief contributor to this raise. Equally responsible
was a rising discount rate which resulted in cash
flow problems for the corporate sector and
therefore meant a hitch in terms of honoring debt
servicing commitments.

Fuel & Energy: The E&P sector enjoyed solid
fundamentals backed by prospects of steady
demand, handsome production growth and
protection from currency depreciation due to dollar
denominated revenues. The petroleum policy of
2008 boded well for the Fuel & Energy sector,
particularly higher gas prices. Aggressive drilling
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activity is expected to continue in 2009. The
refinery sector presented a dim outlook based on
weakening  fundamentals amid  government
interventions that resulted in a reduction in
margins. Power companies are amongst the highest
dividend paying KSE-100 companies. However a
big inhibitor to this practice, looking forward, is
the ongoing circular debt issue resulting in lower
than expected dividend yields from major
Independent Power Producers (IPPs).

Transport & Communication: The years of swift
telecom sector development seems to be a tale of
the past now. Industry subscriber growth had
declined for FY08 and it is expected to drop even
more for FY09. Cellular subscriber addition is
clearly staggering. Intense competition from the
cellular segment has eroded fixed line market share
over the years and subscriber attrition still

continues. With VSS out of the way, an earnings
turnaround is imminent.

Chemicals &  Pharmaceuticals:  Among
chemicals, Polyester Staple Fiber (PSF) had
undergone distressed times during the last few
years with low margins and capacity under-
utilization. With commodity prices relaxing,
however, margins are anticipated to pick up. Paint
is another segment badly impacted by economic
tumult as growth shrivels in the construction and
auto industries. With government focus on
agriculture and budget FYQ9 unveiling various
incentives, the fertilizer sector scrips, with sturdy
earnings growth and high dividend yield remained
a secure haven for investors. Going forward, the
fertilizer sector remains in growth mode and is
fairly protected against the economic chaos.

Table 6.4: Companies Listed on KSE and their Before Tax Profits

No. of Profit Bgfore Divio!end Profit Loss Making
S. Sector Companies Taxgtl_on Paylng_ Makmg Companies
No. - (Rs billion) - Companies : Companies
2007 - 2008 = 2007 - 2008 - 2007 = 2008 - 2007 - 2008 - 2007 - 2008
1 Cotton &other Textiles ~ 210 ~ 209 82 69 51 36 90 68 81 95
2 Chemical & Pharmas 35 36 38.7 | 34.2 24 20 28 30
3 Engineering 13 14 23 22 9 6 9 8 1 1
4 Auto & Allied 25 24 13.7 9.1 10 11 17 18
5 Cables & Electric Goods 9 9 4.6 3.3 4 4 6 6 1 1
6 Sugar & Allied 37 37 -0.5 0.5 8 11 11 21 25 13
7 Paper & Board 10 10 54 0.3 6 4 8 6 1 3
8 Cement 22 21 4.6 -4.3 6 2 12 6 15
9 Fuel & Energy 27 27 116 1823 16 17 16 18 10 8
10 Transport & Comm. 14 14 132 442 5 4 7 6 5 5
11 | Bank & Fin. Institutions 169 . 166 | 1569  106.1 91 76 114 89 29 48
12 Miscellaneous 87 8 196 205 37 33 45 46 = 23 = 19
Total 658 652 3827 3169 267 224 363 322 194 218
Source: KSE

Auto & Allied: Auto assemblers showed a
lackluster performance during the year 2008, as the
net profit of the auto sector declined from Rs. 13.7
billion in 2007 to Rs. 9.1 billion in 2008, reflecting
a phenomenal decline of 34 percent. Declining
volumetric sales in the wake of rising prices along

with a standstill in auto financing facilities was the
core reason behind this hasty tumble.
6.2.3 Performance of Selected Blue Chips

During the first three quarters of the fiscal year
2008-09, the combined paid-up capital of ten big
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companies (Oil & Gas Development Company
Limited, Fauji Fertilizer Ltd, Hub Power Company
Ltd, Habib Bank Ltd, Pakistan Petroleum Ltd,
MCB Bank Ltd, Jahangir Siddique & Company
Ltd, National Bank of Pakistan, Pakistan
Telecommunication Company Ltd and United
Bank Ltd) was Rs. 153.2 billion, which constituted
about 20 percent of the total listed capital at KSE.

These ten companies earned a profit after taxation
of Rs. 142 billion in the fiscal year up to March

2009. Out of the total profit after tax, the share of
OGDCL and PPL was Rs. 69.32 billion
representing 48.8 percent of the ten big companies.
For the period ending March 31, 2009, JS’s after-
tax profit was Rs. 17.2 billion. Earnings per share
of the top rated companies ranged from a negative
0.55 in the case of PTCL to 77.48 in respect of JS.
This indicates that the business environment in the
fiscal year 2008-09 has improved appreciably for
the blue chip companies (See Table 6.5).

Table 6.5: Price Earning Ratio, July 2008 — March 2009

Company Paid-up_C_apitaI Profit af_te_r Tax EPS

(Rs. billion) (Rs. billion) (Rs)
Oil & Gas Development Co. Ltd | 43.01 | 49.61 I 11.54
Fauji Fertilizer Ltd. 4.93 6.53 13.22
The Hub Power Co. Ltd | 11.57 | 2.6 | 2.25
Habib Bank Ltd 7.59 10 13.18
Pakistan Petroleum Ltd | 7.54 | 19.71 I 26.12
MCB Bank Ltd. 6.28 15.37 24.47
Jahangir Siddique & Co. Ltd | 2.22 | 17.2 | 77.48
National Bank of Pakistan Ltd 8.97 15.46 17.23
Pakistan Telecommunication Co. Ltd | 51 | -2.82 I -0.55
United Bank Limited 10.11 8.33 8.24
Total/Average | 153.22 | 141.99 | 19.32

Source: KSE

6.2.4 Lahore Stock Exchange (LSE)

The top indicators observed varied movements at
the LSE. The turnover of shares on the exchange
during July-March 2008-09 was 1.5 billion. Total
paid up capital with the LSE increased from Rs.
664.5 billion in June 2008 to Rs. 721.1 billion in
March 2009. The LSE-25 index, which was

3,868.8 points in June 2008, decreased to 2,085.2
points in March 2009. The market capitalization of
the LSE has reduced from Rs. 3,514.2 billion in
June 2008 to Rs. 1,953.1 billion in March 2009.
Two new companies and two open-ended funds
were listed with the LSE during July-March 2008-
09, as compared to two companies in the fiscal
year 2007-08 (See Table 6.6).

Table-6.6: Profile of Lahore Stock Exchange

2008-09

2004-05 : 2005-06 ;: 2006-07 :; 2007-08 (Jul-Mar)
Number of Listed Companies 524 518 520 514 512
New Companies Listed 5 7 10 2 2
Fund Mobilized (Rs billion) 42.1 24.5 38.8 29.7 30.7
Listed Capital (Rs billion) 403 469.5 594.6 664.5 721.1
Turnover of Shares (billion) 175 15 8.2 6.5 15
LSE Index 3762.3 4379.3 4849.9 3868.8 2085.2
Aggregate Market Capitalization (Rs billion) 1995.3 2693.3 3859.8 3514.2 1953.1

Source: LSE




Economic Survey 2008-09

6.2.5 Islamabad Stock Exchange (ISE)

The ISE also underwent non-uniform trading
patterns during the first nine months of 2008-009.
The ISE-10 index began the fiscal year at 2,742.2
points and ended the third quarter at 1,583 points
portraying a massive contraction of 42.3 percent.

The lowest level of index was recorded at 1,015.1
points as on January 26, 2009 in line with the
benchmark KSE-100 index. The total turnover

during this period was 0.2 billion shares (See Table
6.7).

The total funds mobilized during July-March 2008-
09 in the three stock exchanges (KSE, LSE & ISE)
amounted to Rs. 97.8 billion, as compared to Rs.
117.2 billion in the last fiscal year. The total
turnover of shares in the three stock exchanges
during the same period was 18.8 billion, compared
to 70.4 billion shares in the previous fiscal year.

Table 6.7: Profile of Islamabad Stock Exchange

2004-05

Number of Listed Companies

New Companies Listed
Fund Mobilized (Rs. billion)

Listed Capital (Rs. billion)
Turnover of Shares (billion)

ISE Index
Aggregate Market Capitalization (Rs billion)

2008-09
2005-06 ; 2006-07 ; 2007-08 (Jul-Mar)
240 246 248 240
6 12 7 4
5.2 30.7 24.6 24.8
3745 488.6 551 590.5
0.4 0.2 0.6 0.2
2633.9 2716 2749.6 1582.9
2101.6 3060.6 28724 : 15893
Source: ISE

6.2.6 KSE Meezan Index (KMI-30)

On the 1st of Ramazan (September 02, 2008), KSE
launched KMI-30 in collaboration with the Al-
Meezan group. KMI-30 is the first Islamic index
other than Dow Jones Islamic Index to provide
investors with a suitable benchmark for comparing
returns on their Shariah compliant equity
investments. KSE Meezan Index comprises of 30
companies that qualify the KSE Meezan Index
Shariah screening criteria and are weighted by
float adjusted market capitalization subject to a 12
percent cap on weights of individual securities.

The KMI-30, since its inception, has efficiently
absorbed the positive and negative counts on all
fronts and has registered a reduction of 1,141.4
points or 10 percent and closed at 10,227.1 points
as of May 15, 2009 compared to 11,368.5 points
on September 02, 2008. The introduction of an
Islamic index will surely augment the investor base
essential for the growth of Pakistan’s capital
markets.

6.3 Debt Capital Markets

The debt capital markets in Pakistan cover debt
securities issued by the government, statutory

corporations and corporate entities in addition to
the national savings instruments. The market is at
an early stage of development and the size is
definitely not very large, but its prospects appear
promising. Pakistan needs a viable bond market in
order to mobilize private savings efficiently for
long-term investments. Moreover, the government
and the financial community have recently taken
important steps to foster capital market
development. While this support is important, even
crucial, there are a number of areas requiring
greater attention in order for a robust bond market
to develop.

6.3.1

A sizable portion of government’s financing needs
is met by raising funds through Pakistan
Investment Bonds (PIBs). Borrowing through PIBs
facilitates the government in branching out its debt
portfolio in addition to lengthening its maturity.
After a long gap, PIB issuance was recommenced
in FY06. During FYO7 and FYO08, the SBP
conducted five and seven auctions respectively;
raising Rs. 87.9 billion and Rs. 73.6 billion against
the aggregate targets of Rs. 100 billion each

Government Securities
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correspondingly (See Table 6.8). This issuance
included short selling and non-competitive bids.
Notwithstanding the shortfall, confidence of the
market players was sustained in the dedication of

the government to build up the local debt market.
Additionally, the yield curve was extended to 30
years in FYQ7.

Table 6.8: Snapshot Analysis of PIBs: FY07, FY08 & FY09 (Jul-Apr)

Tenor 200(_5—(_)7 Percentage 2007—(_)8 Percentage 2002_3—(_)9 Percentage
. (Rs.billion) :  Share (Rs. billion) Share (Rs. billion) Share
3-Years 10.88 . 12.38% 5.17 7.03% 7.24 14.81%
5-Years 10.17 11.58% 10.78 14.65% 5.85 11.97%
7-Years 0.00 0.00% 0.00 0.00% 5.53 11.31%
10-Years 30.21 34.38% 23.87 32.44% 22.66 46.36%
15-Years 9.25 10.53% 8.61 11.70% 1.30 2.66%
20-Years 11.25 12.80% 9.05 12.30% 1.70 3.48%
30-Years 16.10 18.32% 16.10 21.88% 4.60 9.41%
Total 87.86 100% 73.58 100% 48.88 100% _
Source: SBP

A few traits were added to the PIB market in the
beginning of FY09. These included expansion of
the PIB portfolio with the insertion of a 7-years
paper and revision of coupon rates taking into
consideration rises in discount rate (See Table 6.9).
In addition to these measures, an auction calendar
for FYQ9 was prepared and later reworked by the
SBP for H2FY009.

Table-6.9: PIB Coupon Rates for FY 2008-09

was received in 30-years maturity which was
wholly accepted by SBP. Interestingly, no bid was
received for 20-years paper. Out of the total, SBP
accepted just Rs. 3.2 billion. For the remaining
period, the market was dry and bleak. The
government retired the scheduled maturity of Rs.
16.2 billion in October 2008.

Table 6.11: Maturity Profile of PIBs 2008-09
(Rs. billions)

Tenor Revised Previous 3-Years ' 5-Years @ Total
Coupons Coupons July
3-Years 11.25% 9.10% August
5-Years 11.50% 9.30% September
Quarter 1 Total
r-Years  11.75% N/A October 1616 _ 16.16
10-Years |  1200% | 9.60% November
15-Years 12.50% 10.00% December
20-Years | 13.00% | 10.50% Quarter 2 Total 16.16 16.16
- January
30-Years 13.75% 11.00% February
Source: SBP March
Quarter 3 Total
In FY09 (July 2008-April 2009), a handsome  April 11.6 11.6
amount of Rs. 44.5 billion (excluding short selling  May 14.09 14.09
and non-competitive bids) was mopped up against _June
the target of Rs. 60 billion (See Table 6.10). _Quarter 4 Total 14.09 116 25.69
However, the two halves of the fiscal year depicted _Grand Total 14.09 27.76 ~ 41.85
Source: SBP

contrasting performance. During the first half of

the ongoing fiscal year, only one auction in the
month of August 2008 was carried out in which the
market showed little interest and offered only Rs.
6.2 billion, the prime cause being perception of
further hike in discount rate. The highest amount

On the other hand, reinvigoration remained the
underlying theme of the government securities
market during H2FY09. It was possible only after
the announcement of a 15 percent policy rate in
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November 2008 on top of the SBP moves to arrest
the cash starved market in October 2008. So far,
two auctions have been held, one in February 2009
and the other in April 2009. Both auctions were
successful and overwhelming participation was
witnessed due to a probable cut in the interest rates
in April 2009. On February 18, 2009, the primary
dealers offered Rs. 55.99 billion, 180 percent more
than pre-auction targets of Rs. 20 billion. However,
out of the received bids the central bank accepted
Rs. 20.005 billion, resulting in a surplus of Rs. 5

million. In the April 2009 auction, the SBP
received Rs. 49.325 billion worth of bids, nearly
250 percent of the target amount. Rs. 21.325
billion were finally accepted. Such forceful
participation gives a glimpse of the appetite for
investments in PIBs in the near future. The last
auction of the fiscal year 2008-09 is scheduled to
be held in the last week of May 2009. The
upcoming maturity of PIBs in FYQ9 is in the
month of May 2009 worth Rs. 25.7 billion (See
Table 6.11).

Table 6.10: PIB Auction Results, Jul-Apr 2008-09

(Rs. billion) (percent)
Date Tenor Target Offered Accepted Variance Cut-off W. Avg.
1) Amount Amount - .
2 3) @) (4-2) Yields Yields
29Aug08 3-Years 2.50 03 0125 ° 2375 136973 13.6973
5-Years 2.50 0.45 ;000 -2.50 0.0000
7-Years 2.50 0325 7235 0 143398 ¢ 143278
10-Years 5.00 249 -4.62 14.4724
15-Years 2.50 0.05 -2.45 14.7500
20-Years 250 000 !
...................... SO-YearS 250 250 :
Total 2000 619
18Feb'09 T 3-Years 2.50 11175
5-Years 2.50 8.65 14.3692 14.3350
7-Years 2.50 3.925 i 14.7973 14.7030
10-Years 5.00 2176 ! 14.9444 14.8642
15-Years 2.50 2.48 :
20-Years 2.50 350 150 158098
30-Years 2.50 4.50 i 16.4496
Total 20.00 55.99
15Apr'o9 | 3-Years 250 5746 12.9385
5-Years 2.50 6.579
7-Years 2.50 4975 1 2425 075 ¢ 131305
10-Years 5.00 27425 ¢ 13.25 8.25 13.2409 13.0672
15-Years 2.50 1.80 13.8007 13.8007
20-Years 2.50 i 130 14.2492 14.2492
I 30-Years 250 1 150 14.4995
_Total 20.00 49.325
Grand Total 60.00 11151

A snapshot of the interest rate structure depicted an
upsurge in the yields on all tenors in the range of
69bps to 141bps for the first half. Highest increase
was in 3-years tenor and lowest was recorded in
30-years PIB. However in the second half of the
current fiscal year, most of the tenors witnessed
reduction in the cut-off yields varying from 44bps
to 131bps whereas the rates on 5 & 20-years PIB,
bids of which were either rejected or not received

in the preceding period, were mounted by 215bps
and 31bps accordingly (See Table 6.12).

The overall scenario portrayed a healthy picture
with the highest rise of 215bps for the 5-years
tenor, followed by a reasonable 65bps in the 3-
years PIB with an addition of just 19-31bps for the
longer maturities of 15, 20 & 30-years. Contrary to
this, the cut-off yield on newly issued 7-years
paper declined by 120bps. The 10-years paper
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registered a cut of 18bps for the period of July

2008-April 20009.

Table 6.12: Interest Rate Structure, FY 2008-09

. . Variance . Variance Variance
Tenors 1St(ﬂ/‘;; A 1F09) S (H2FY09) | (Apr-du
ps bps bps
3-Years 13.70 141 12.94 -76 65
5-Years 10.80 0 12.95 215 215
7-Years 14.34 N/A 13.14 -120 -120
10-Years 14.55 113 13.24 -131 -18
15-Years 14.75 114 13.80 -95 19
20-Years 13.94 13.94 0 14.25 31 31
30-Years 14.25 14.94 69 14,50 -44 25

The practice of

issuances whilst enhancing

re-opening previous
supported the increase in the average size of the

liquidity

issues

Pakistan in recent years. Moreover, issuance of
Sukuk has emerged out as an acceptable addition

the to limited investment avenues for Islamic banks to

secondary market. This vigorous interest in the PIB
market, if maintained from both demand and
supply sides, will help in kicking out distortions in
the benchmark yield curve and at the same time
will definitely permit SBP to minimize the stock of
MRTBs to relieve the strain on the reserve money
growth.

The Government of Pakistan issued its first 3-Year
ljara Sukuk Bond in the month of September 2008
in order to diversify the investor base and to tap the
potential underlying the Islamic financial industry.
The purpose of issuance was to raise money from
Islamic banking which has grown substantially in

meet their SLR eligibility. So far, three auctions,
one in each quarter, have been conducted by the
SBP. Collectively, Rs. 27.85 billion was mopped
up against the total target of Rs. 30 billion. On
aggregate, Rs. 38.3 billion was offered which is
evidence of the profound interest exhibited by the
market. The semi-annual profit is benchmarked
against the latest weighted average yield of the 6-
months Market Treasury Bills (MTBs) and the cut-
off margin as on September 15, 2008 was 45bps.
However, there was a 30bps rise in the margin for
the December 20, 2008 issue. The cut-off margin
on March 04, 2009 was zero (See Table 6.13).

Table 6.13: 3-Year ljara Sukuk Auctions Result For FY09 (Rs. hillions)
Date Target Offered Accepted Cut-o_ff Variance; of Acceptance
Amount Amount Margin against Target

15 Sep'08 10 9.52 6.52 45bps -3.48

20 Dec'08 10 7.35 6 75bps -4

04 Mar '09 10 21.43 15.33 Obps 5.33

Total 30 3830 27.85 -2.15

' Source: SBP

6.3.2. National Savings Scheme (NSS)

The NSS is run by the Central Directorate of
National Savings (CDNS), an attached department
of the Finance Division, which is responsible for
the sale of NSS products to the general public
through a network of 367 branches across the

country. The instruments that fall under the general
umbrella of the NSS are long-term government
papers, which benefit from both high yields and an
implicit put option, whereby the investor is able to
resell before maturity albeit with penalties. As of
March 31, 2009, the total outstanding balance of
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NSS instruments was Rs. 1324 billion, equivalent
to 35 percent of total domestic debt. The
government’s decision to re-allow institutional
investors to invest in these instruments, from

which they had been barred in the year 2000, was a
major reason behind this increasing share of
unfunded schemes in the debt stock.

Table 6.14: Net Accruals by National Savings Schemes (Rs. billions)
200304  2004-05 | 2005-06 | 2006-07 | 2007-08 200%5}3/ 'g"azgcog_og

Defence Savings Certificates -8.7 -7.6 -5.8 -4.3 0.4 -15.7
Special Savings Certificates (R) -83.3 -57.7 7.0 13.8 12.1 78.5
Savings Accounts -2.9 0.2 9.2 9.0 -4.2 -10.3
Special Savings Accounts -1.9 -0.7 6.5 55 35 134
Regular Income Certificates -40.7 -15.6 -17.0 -0.3 -0.9 26.4
Pensioner’s Benefit Accounts 17.7 16.4 115 18.7 15.0 16.4
Bahbood Savings Certificates 60.7 59.6 47.2 38.8 32.8 57.6
National Prize Bonds 9.4 33 . 90 83 87 . 70
Postal Life Insurance 10.3 10.8 - - - -
Grand Total 394 | 87 | 676 | 895 | 674 1733

Soufce: CDNS

During the fiscal year 2007-08, net deposits with
NSS increased by Rs. 89.5 billion as compared to a
net increase of Rs. 67.6 billion in 2006-07 (See
Table 6.14). In 2007-08 modest retirements were
made in the case of Defence Savings Certificates
(Rs. 4.3 billion) and Regular Income Certificates
(Rs. 0.3 billion). Net accruals on the other hand
increased in respect of Bahbood Savings
Certificates (Rs. 38.8 hillion), Pensioners’ Benefit
Accounts (Rs. 18.7 billion), Savings Accounts (Rs.
9 bhillion) and National Prize Bonds (Rs. 8.3
billion).

Net accruals of Special Savings Certificates
increased substantially by Rs. 78.5 billion during
July-March 2008-09 as compared to a minute
increase of Rs. 12.1 billion in the same period last
year. Similarly, Pensioners’ Benefit Accounts and
Bahbood Savings Certificates attracted Rs. 16
billion and Rs. 57.6 billion respectively on net
accrual basis during the same period. These three
instruments attracted almost Rs. 152 billion during
July-March 2008-09, constituting about 88 percent
of the total investment of Rs. 173.3 billion.
Surprisingly,  Regular  Income  Certificates

underwent a turnaround by accruing a handsome
amount of Rs. 26.4 billion compared to a scanty
net negative investment of Rs. 0.9 billion.

Keeping in view the trend of rising interest rates,
the government has raised the nominal rates of
return on most of the savings schemes on a
quarterly basis during the outgoing fiscal year. In
the case of Special Savings Certificates, the
nominal rate of return has been increased from
9.25 percent last year to 13.2 percent this year. The
nominal rate on Defence Savings Certificates has
been increased from 10.15 percent last year to
12.15 percent this year while nominal returns on
Bahbood Savings Certificates and Pensioners’
Benefit Accounts are raised from 11.64 percent to
16.1 percent. As a result of these increases, real
deposit rates became positive for all schemes
except Special Savings Certificates, Savings
Accounts and Prize Bonds (See Table 6.15).
During 2007-08 and 2008-09, the weighted
average of the real deposit rate remained negative
indicating that an additional increase in profit rates
on all schemes are needed to convert the
investment vehicle to a profitable avenue.
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Table 6.15: Nominal and Real Deposit Rates on Savings Schemes during 2004-2009 (percent)
2005-06 2006-07 2007-08 2008-09
Nomin Nomin Nomin Nomin
Scheme al Rate Real al Rate Real al Rate Real al Rate e
Rate Rate Rate i Rate
(p.a.) (p.a.) (pa.) (pa) . _
Defence Savings Certificates 9.46 1.56 10.03 2.23 10.15 -1.75 1215 | -10.85
(fgec'a' Savings  Certificate | g ¢ 0.7 934 | 154 | 925 | -265 | 132 | -98
Regular Income Certificates 8.88 0.98 9.24 1.44 9.54 -2.36 136 | -94
Mahana Amdani Accounts : 1041 2.51 10.41 261 : 1041 -149 | 1041 -12.59
Savings Accounts 5 -2.9 -1.8 6.5 -5.4 9 ¢ -14
Pensioners’ Benefit Accounts : 11.04 3.14 11.52 372 : 1164 -026 : 161 : -6.9
Bahbood Savings Certificates 11.04 3.14 11.52 3.72 11.64 -0.26 161 @ -6.9
National Prize Bonds 5 -2.9 65 : -13 : 65 54 10 -13
Weighted Average 8.69 0.79 9.55 1.75 9.71 -2.19 11.89 - -11.11

Source: CDNS

*Average inflation was 7.9% during 2005-06, 7.8% during 2006-07 and 11.9% during 2007-08, 23.0% during

Jul-Mar 2008-09

Source: CDNS

6.3.3 Corporate Bonds

Government securities (T-bills and PIBs) together
with the NSS instruments primarily hold a larger
portion of the local fixed-income market. The
listed corporate bond (or TFC) market represents
an infinitesimal fraction of total financial assets.
Here too, like the government papers market,
banks and other financial institutions dominate
most of the issuances to meet their tier 2 capital
requirements.

Table 6.16: Floatation of TFCs, July 08-March 09

(Rs. billions)
Listed ; Issue
Name of Company at | Size
Mobilink KSE | 55
Trust Investment Bank Ltd. | LSE | 0.6
Worldcall Telecom Ltd. LSE | 40
Total | | 101

Source: SECP

Total outstanding listed Term Finance Certificates
(TFCs) as of end-FY08 amounted to Rs. 123
billion. Furthermore, during the period July 2008-
March 2009, one company issued TFCs at the KSE
and two at the LSE (See Table 6.16). Interestingly,
the non-bank market remained the principal issuers
this time with no floatation related to the financial
sector. Unlike an undersized listed market,

privately placed TFCs and Sukuks have witnessed
improved activity over time. A total of thirty
corporate Sukuks worth Rs. 63 billion were
outstanding as of December 2008. Among them,
WAPDA Sukuks dominate the market with the
largest issue size of Rs. 8 billion (See Table 6.17).

Despite some progress in the primary market, the
secondary market for TFCs is still illiquid in the
midst of a multitude of factors. These include
small size issues, buy-and-hold approach of the
investors, deficiency of well functioning secondary
markets and the market making system.

6.4 Investor Base

Traditionally, a variety of financial needs of the
economy have been met by the Non-Bank
Financial Institutions (NBFIs). In this way, NBFIs
add to the economic progress along with enabling a
more mature financial system. Nevertheless, this
sector has been confronted with a tough operating
environment in view of the universal banking
approach and banks’ competitive advantage over
the NBFCs in their capacity to generate cost-
effective funds. Recent regulations by SECP that
emphasize on increasing the minimum capital base
and strict requirements for the classification of
non-performing loans are anticipated to augment

the strength of the NBFC sector.
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Table 6.17: Sukuk Issuances, December 2008 (Rs. billion)
Name of Company Issue Size Name of Company Issue Size
KSEW [4.20 |[New Allied Electronic -1 10.60
National Industrial Park 2.00 New Allied Electronic -2 0.75
WAPDA - 1 [8.00 |Orix Leasing Pakistan [0.53
WAPDA - 2 8.00 Pak American Fertilizers 1.60
Amtex Ltd [0.65 |Pak Electron [1.20
Arzoo Textile Mills 0.74 Quetta Textile Mills 1.39
Century Paper & Board Mills ~~~ [350 _|Security Leasing Corporation _|0_7§______
Dawood Hercules Chemicals 6.50 Shahmurad Sugar Mills 0.50
Eden Builders [2.00 |Shahraj Fabrics [0.55
Eden Housing 1.63 Sitara Chemical Industries-1 0.63
Engro Chemical Pakistan [3.00 |Sitara Chemical Industries-2 [1.10
Haq Bahu Sugar Mills 0.34 Sitara Energy 0.60
HBFC [1.50 |SSGC -1 [1.00
JWD Suger Mills 0.50 SSGC -2 2.00
Kohat Cement [2.50 |sSsGC -3 4.70

Grand Total 62.95

Source: SBP

6.4.1 Mutual Funds 6.4.2 Leasing

The mutual funds industry has become a
flourishing segment of the financial sector, with an
astounding expansion in both numbers and
volumes. As such, it accounted for the largest lump
in total financial assets excluding those of the
banks. This phenomenal progress, in recent years,
is partly due to the liberalization policies of the
government. Adding to it is a booming stock
market along with strong economic growth and
macroeconomic  stability.  Open-end  funds
dominate the sector due to investors’ preference
for ease of exit and the flexibility this option offers
while closed-end mutual funds attract long-term
investors.

By end-March FYQ9, there were 99 mutual funds
out of which 76 were open-end funds and 23 were
closed-end funds. Total assets of mutual funds
stood at Rs. 183.6 billion. No new funds have so
far been launched during the current financial year
primarily due to the extraordinary circumstances
prevailing in the market. During the period two
new licenses were issued to Mashreq Asset
Management  Limited and First Capital
Investments  Limited to undertake  Asset
Management Services.

100

Leasing companies meet the short to medium term
funding requirements of businesses and provide a
flexible, tax efficient and economic mode of
raising funds. As on March 31, 2009, there were 11
active licensed leasing companies and their major
financial indicators are summarized in Table-6.18.
The leasing industry is striving to grow by
mitigating various risk factors that include fierce
competition among different segments of the
financial sector, increasing funding cost in the
wake of rising interest rates and a rising trend of
consolidation in the leasing sector. Diversifying
the product range is a strategic challenge for
leasing companies in order to become competitive
in a fast augmenting financial sector. One of the
potential markets for leasing companies can be
micro and rural leasing.

Table 6.18: Key Financials of NBFCs, March 31

2009 (Rs. Billions)
Leasing : Inv. Banks : Modarabas
Total Assets 60.26 34.80 27.00
Total Liabilities : 52.49 28.22 -
Total Equity 777 6.58 11.40
Total Deposits 8.50 943 -

Source: SECP
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6.4.3 Investment Banks

Investment banks perform a number of functions
which include providing strategic advisory services
on takeover bids and mergers & acquisition,
mobilizing long term funds for the implementation
of Greenfield projects and equity and bond trading
in capital markets. On March 31, 2009, there were
10 active licensed investment banks (See Table
6.18). In recent years, a number of investment
banks have merged their operations with banks as
it has become hard in sustaining investment
finance services on a stand-alone basis in an
increasingly competitive business environment.

6.4.4 Modarabas

In order to catalyze the promotion and growth of
Modarabas, various policy initiatives have been
introduced ever since their commencement. The
policy decision to raise the upper limit of the
profits required to be taken into statutory reserves,
from 30 percent to 50 percent, has served to
strengthen the equity base. Modarabas are
permitted to generate funds by issuing Certificates
of Investment and Musharaka-based Term Finance
Certificates that in turn lessen their reliance on
debt for financing their asset growth. It is expected
that the newly introduced modes of financing
would not only develop product diversification but
would also assist in drawing other business
opportunities. On March 31, 2009, there were 41
registered Modaraba companies managing 27
Modarabas (See Table 6.18). During the period, a
new Modaraba company was incorporated and it
will float a Modaraba shortly.

6.4.5 Real Estate Investment Trusts (REITS)

Introduction of REITs will provide an additional
product choice to retail investors and added
flexibility to investment managers. Pakistan has
witnessed a property boom in the last decade and
the launching of REITs as a new investment
product will provide retail investors the
opportunity to share the dividends from the robust
real-estate sector and facilitate professional
developers in undertaking mega-construction
projects without the traditional liquidity issues that
property development companies are confronted
with. It will also maximize the efficiency of

property utilization by creating equilibrium
between demand and supply of property on the one
hand and provide more efficiently managed shared
use rental properties on the other. For capital
market participants, REITs will provide an
alternative asset class which will increase the
supply of securities with the combined benefits of
an ‘equity security’ and ‘real estate’. In March
2009, the SECP granted permissions for
incorporation of Arif Habib REIT Management
Limited and AKD REIT Management Company
Limited which will launch REIT schemes after
obtaining the license of REIT Management
Services.

6.4.6 Private Equity and Venture Capital
Fund (PE&VCF)

Private equity can play a vital role in the economy
by supplying capital to the domestic corporate
sector, besides patronizing entrepreneurship and
fueling the privatization process. Private equity
will unlock the hidden value of private companies
by providing managerial skills for growth and
expansion. It is expected that the conducive
regulatory framework combined with the tax
incentives provided by the government for
PE&VCF will attract large amounts of foreign
direct investment in the country.

6.4.7 Voluntary Pension System (VPS)

Seven pension funds (four Islamic and three
conventional) have so far been launched under the
VPS which attracted a total amount of Rs. 70
million. As on March 31, 2009, the total funds size
is about Rs. 8.24 billion.

6.4.8

Subsequent to the workshop and survey of the
Occupational Savings Schemes, an amendment
was made in the SECP Act 1997 that states which
functions as to promotion and regulation of
occupational savings schemes relating to
companies and state owned corporations have been
given to SECP. In this connection, a framework for
Occupational Savings Schemes shall be developed
in consultation with the stakeholders. SECP is also
liaising with the ADB for hiring a consultant for
this assignment.

Occupational Savings Schemes
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6.4.9 Finance Institutions

(DFls)

With the shifting financial backdrop following the
reforms initiated in the 1990s, DFIs have mapped
their own course in response to the evolving
business environment. The risk profile of the DFIs
is similar to those of the banks and they share the
same regulatory framework under SBP. Private
companies need to be inserted in order to instill
vigor into the sector. For this purpose, a gradual
divestiture of the government’s stake in DFIs has
been envisaged.

Development

It is expected that once all the NBFCs are in
compliance with the requirements laid out in the
NBFCs Regulations 2008, they would be at a
better position to compete and operate in the
rapidly expanding financial sector.

6.5 Settlement System

SBP has shifted from the conventional Net
Settlement System to a large-value electronic
payment system named Pakistan Real-time Inter-
bank Settlement Mechanism (PRISM) with effect
from July 1, 2008. Initially, PRISM was used for
the settlement of interbank money market
transactions and the domestic leg of foreign
exchange market. Since then, its capacity has been
enhanced by introducing the settlement of
interbank government securities’ transactions and
net settlement positions from retail clearing and
bank cards clearing. In addition to risk
management in payment systems, PRISM also
makes possible connectivity with international
payment systems for carrying out transactions
linked to foreign exchange, government
securities/bonds, and settlement of equity
investments. In due course, PRISM is expected to
reinforce SBP’s competence to perform open
market operations and to supervise inter-bank
transactions.

6.6 Capital Market Reforms

Capital market reforms enable the capital markets
to embrace new ideas and techniques affecting it.
These reforms are an integral component of the
structural reforms being supported by the
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government to restore macroeconomic stability and
to build up the banking system, while developing a
more contributing incentive regime for financial
industry. Significant progress has been made on
capital market reforms, including adoption of
international standards and market practices and
the streamlining of regulatory infrastructure to
enhance surveillance and enforcement.

The SECP, as an apex regulator of the country’s
capital markets, launched different reform
programs during the period under review which are
mentioned below.

6.6.1 Regulatory Reforms

SECP has promulgated the Listed Companies
(Substantial Acquisition of Voting Shares and
Takeovers) Regulations, 2008 to provide for a fair,
transparent and efficient system for acquisition of
substantial voting shares and takeovers of listed
companies in line with the Takeovers Ordinance.
Furthermore, in order to strengthen the risk
management  framework, increase investor
protection and awareness, and promote equity
investment in the country, various reforms were
carried out by the SECP in the regulatory
framework of the three Stock Exchanges, the
National Clearing Company of Pakistan Limited
and the Central Depository Company of Pakistan
Limited.

6.6.2 Developmental Activities

During the year 2008-09, SECP has progressed to
promulgate the Stock Exchanges (Corporatization,
Demutualization and Integration) Act, 2008. The
National Assembly Standing Committee on
Finance, Revenue, Economic Affairs and Statistics
approved the Act on January 26, 2009 and the Act
is expected to be placed before the National
Assembly for its approval. The Act provides for
conversion of the existing non-profit, mutually
owned stock exchanges to for-profit entities owned
by the shareholders. This would enable segregation
of ownership and trading rights and will bring a
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balance among interests of different stakeholders
of a stock exchange. Demutualization of the stock
exchanges will also ensure cost efficiency and
improved governance at the stock exchanges.

6.6.3 Corporate Debt Market Reforms

Development of a corporate debt market has been a
top priority area for SECP and a number of
measures have been taken in this regard in the
recent past. The rate of stamp duty on the issuance
of corporate bonds and transfer of securitized
assets has been reduced. However, difference in
the rate of stamp duty amongst different provinces
still exists which needs to be rationalized for the
harmonious development of the corporate debt
market. SECP has also abolished the mandatory
listing requirement for public offering of corporate
bonds to encourage public offering of corporate
bonds with lesser regulatory requirements and
lower cost of issuance.

The SECP is also working closely with the stock
exchanges and the Mutual Fund Association of
Pakistan to provide a regulatory regime which
would facilitate the listing and trading of corporate
debt instruments. Work is underway to introduce
the concept of Qualified Institutional Buyers and
shelf registration procedures for corporate debt
instruments. The SECP has also issued a circular to
obtain data of privately placed TFCs from the
issuers for future planning to develop the domestic
corporate debt market.

6.6.4 Work in Progress

The SECP has developed a new risk based Capital
Adequacy Regime (CAR) in line with international
best standards and practices for determination of
capital adequacy which accurately reflects the risk
profile of an intermediary. Following rules and
regulations have been drafted and will be notified
after necessary review and due deliberation by
SECP: (1) Balloters and Securities Registrars

Rules, (2) Underwriter (Registration and
Regulation) Rules, (3) Bankers to an Issue
Regulations, and (4) Debenture  Trustee
Regulations.

The existing Listed Companies (Buy Back of
Shares) Rules, 2001 are being revised and replaced
with the regulations which shall allow the listed
companies to retain the repurchased shares as
treasury stock. The existing Companies (Issue of
Capital) Rules, 1996 are being revised in order to
facilitate the issuers making public offer of shares
through the book building process and to remove
the practical difficulties being faced by the issuers
while complying with various requirements of
these rules.

In order to further broaden the scope of trading
activity at the bourses, SECP in collaboration with
the Stock Exchanges, is working on the
introduction of new derivative products such as
Index Options and Stock Options.

6.7 Concluding Remarks

The demand for financing is ever-increasing. With
the appreciation that debt markets can potentially
provide an attractive alternative source of funds,
there is considerable room for growth over the
medium term. The government is keen to maintain
the momentum to strengthen, deepen and broaden
the base of capital markets. As a further step to
fulfill this objective, the SECP has revived the
Consultative Group on Capital Markets to suggest
measures for growth and development of capital
markets. The group will act as an independent
think tank for important policy decisions in
relation to the development of capital markets in
Pakistan. The group shall be reviewing
international best practices and suggest measures
for the overall growth and development of capital
markets particularly in the areas of new product
development including alternative leverage
products, debt capital market, new listings, risk
management and market monitoring and
surveillance, etc. The SECP has also announced
activation of the co-ordination committee of the
three stock exchanges and SECP. This committee
will be meeting regularly to discuss issues of
mutual importance and pave the way for improved
co-ordination amongst the apex and the frontline
regulators.
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TABLE 6.1

NUMBER OF LISTED COMPANIES, FUND MOBILISED AND TOTAL TURNOVER OF SHARES IN VARIOUS STOCK

EXCHANGES

1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

Jul-Mar
2008-09

KARACHI STOCK EXCHANGE
i) Total Listed Companies
i) New Companies Listed
iii) Fund Mobilized
(Rs billion)
iv) Total Turnover of Shares
(In billion)
LAHORE STOCK EXCHANGE
i) Total Listed Companies
ii) New Companies Listed
ii) Fund Mobilized
(Rs billion)
iv) Total Turnover of Shares
(In billion)
ISLAMABAD STOCK EXCHANGE
i) Total Listed Companies
ii) New Companies Listed
ii) Fund Mobilized
(Rs billion)
iv) Total Turnover of Shares
(In billion)

765

1.6

25.5

9.8

5.0

33

762

0.4

48.1

0.4

1.6

31

47

3.6

29.2

614

25

7.8

281

0.8

14

712

15.2

290.1

581

14.2

18.3

267

3.7

2.7

702

23.8

53.1

561

41

28.2

260

11.5

2.1

668
16

4.2

97.0

647
18

31

19.9

251

2.6

14

659
15

54.0

88.3

524

421

17.5

232

27.6

0.7

658 658 652 652
14 12 5 8

414 49.7 49.2 423

104.7 68.8 56.9 17.1

518 520 514 512

24.5 38.8 28.1 35.3

15.0 8.3 5.4 15

240 246 247 240

5.2 30.7 28.1 24.8

0.4 0.3 0.9 0.158

Source: SECP, KSE, LSE, ISE.



TABLE 6.2

NATIONAL SAVING SCHEMES (NET INVESTMENT)
(Rs. Million)
July-March
Name of Scheme 2000-01  2001-02  2002-03  2003-04  2004-05 2005-06  2006-07  2007-08[ 2007-08] 2008-09
1 Defence Savings Certificates 16,580.3 22,0373 21,9905 32383 (8,759.1) (7,551.0) (6,976.8) (4,317.4) 4014 (15,745.1)
2 National Deposit Scheme (21.5) (6.3) (5.7) (6.8) (1.3) (2.5) (1.2) 0.0 0.7) (2.2)
3 Khaas Deposit Scheme (51.1) (12.1) (13.5) (23.4) (5.4) (2.8) (5.6) (2.1) (6.9) (1.1)
4 Premium Savings Scheme - - - - - - - - - -
5 Special Savings Certificates (R)  9,431.1 36,4432  84,899.1 (13,199.3) (83,311.9) (57,737.1) 6,667.5 13,8006 12,0921 78,542.0
6 Special Savings Certificates (B) 196.3 (203.3) (11.1) (2.6) (4.6) (0.6) 0.2) 0.2) 0.2) (8.53)
7 Regular Income Certificates 86432 11,0463 (14,923.9) (49,090.5) (40,663.0) (15,563.9) 18,369.1 (273.5) 9355  26,426.4
8 Pensioners' Benefit Account - - 10,1700 13,2093 17,737.2 16,3829 11,468.6 186959 355249 16,362.4
9 Savings Accounts (2,105.0) (329.8) 16381 (729.6) (2,891.4) (202.7) 12,8257  8989.1 (4,214.3) (10,348.7)
10 Special Savings Accounts 36265  4,266.9 51350  2,894.1 (19,048.0) (709.6) 9,417.6 55215 35249 13,393.6
11 Bahbood Saving Certificates - - 22,6910 60,6546 59,636.6 472145 38,799.7 32,7674 57580.9
12 Mahana Amdani Accounts 52.8 92.8 129.5 120.9 85.9 45.7 56.9 (25.0) (13.8) (63.3)
13 Prize Bonds 10,390.6 11,588.0 26,840.1 22,8419 93570 33258 90073 82771 87275 6,961.6
14 Postal Life Insurance 43774 64483 7,367.7  8,668.7 10,3352 10,8045 - - - -
Grand Total 51,1205 91,3713 1432158 10,6120 (39,371.6) 8,830.7 71,3055 44,6255 67,3752 173,098.2
Figures in Parenthesis represent negative signs Source : CDNS
Table 6.3
LOANS DISBURSED BY DFIs AND OTHER FINANCIAL INSTITUTIONS
(Rs. Billion)
- Jul-Mar
Name of Institutions 2001-02  2002-03  2003-04  2004-05 2005-06  2006-07  2007-08 2008-09
1. DFIs 2.9 8.7 13.1 24.7 10.6* -
2. Special Banks 113 25.2 38.8 47.0 23.1*
3. Islamic Banks 25 111 17.9 434 24.4* - -
4. Khushadi Bank 0.2 16 13 23 2.92 361 2.59
5. Micro Credit Bank 0.0 0.1 0.3 0.5 0.94 2.50 2.30 -
6. Leasing Companies 15.9 16.0 18.6 16.5 29.1 22.85 14.99 8.82
7. Investment Banks 4.4 7.6 75 7.4 10.4 5.90 6.13 2.10
8. Modarabas 48 6.1 6.5 7.3 9.6 9.75 5.97 591
9. Housing Finance 0.1 0.8 24 0.3 0.4 0.10 0.004 -
10. Discount Houses 0.1 0.2 2.7 2.6 13 1.00 0.13 -

* July-December 2005-06

Source: SBP & SECP.




TABLE 6.4

MARK UP RATE/PROFIT RATE ON DEBT INSTRUMENTS CURRENTLY AVAILABLE IN THE MARKET

S.No.

Schemes Markup/Profit Rate Maturity Period

Tax Status

1. Foreign Exchange Bearer Certificate (FEBC)
If Certificate of Rs 1000 encashed before 1 year investor will get Rs 1000 (face value)

@ "o 00 o

2. Foreign Currency Bearer Certificate

. If Certificate of Rs 1000 encashed after 1 year investor will get Rs 1145

If Certificate of Rs 1000 encashed after 2 year investor will get Rs 1310

. If Certificate of Rs 1000 encashed after 3 year investor will get Rs 1520

If Certificate of Rs 1000 encashed after 4 year investor will get Rs 1740
If Certificate of Rs 1000 encashed after 5 year investor will get Rs 1990

. If Certificate of Rs 1000 encashed after 6 year investor will get Rs 2310

(FCBC), 5 years repayment is made

3. Special US$ Bonds

Sale under this scheme has
already been discontinued, from
December 1999 however, on
outstanding balance till maturity,
rate will be applicable

Scheme has already been discontinued w.e.f. February 1999. Only

The rates are effective form Sept. 1999. If bonds are encashed before

a) 3 year maturity LIBOR+1.00% one year no profit will be paid. Profit is payable @ LIBOR + 2 on bonds
b) 5 year maturity LIBOR+1.50% reinvested for 3 years on Special US$ Bonds redeemed against 3 and
c) 7 year matu 0 LIBOR+2.00% 7 years maturity. However, the facility of reinvestment has been

discontinued since October 2002.

4. Pakistan Investment Bonds

Tenor Rate of Profit
3-Year Maturity 11.25% p.a Coupon rate are given for 30th August 2008 issue.
5-Year Maturity 11.50% p.a
Table 1 7-Year Maturity 11.75% p.a
10-Year Maturity 12.00% p.a
15-Year Maturity 12.50% p.a
20-Year Maturity 13.00% p.a
30-Year Maturity 13.75% p.a

5. Unfunded Debt

Defence Saving Certificates 12.15% p.a (m) 10 Years
National Deposits Schemes 13.00% p.a. 7 Years
Special Saving Certificates (R) 3 Years
for each of 1st five profit 13.00% p.a.

for the last one porfit 14.20% p.a.

Special Saving Certificates (B) 12.36% p.a.(m) 3 Years
Regular Income Certificates 13.06% p.a 5 Years
Khas Deposit Scheme 13.42% p.a. 3 Years
Mahana Amdani Accounts 10.41% p.a.(m) 7 Years
Saving Accounts 9.0% p.a. Running Account
Bahbood Savings Certificate 16.10% p.a.

Pensioners' Benefit Account 16.10% p.a. 10 Years
Prize Bonds 10.00% p.a.

Taxable for deposits exceeding Rs.150,000
made on or after 01-07-2002

Taxable and discontinued

Taxable for deposits exceeding Rs.150,000
made on or after 01-07-2002

Taxable and discontinued

Taxable

Taxable and discontinued

Taxable and discontinued

Taxable for deposits exceeding Rs 150,000

p.a Perannum
B Bearer

R Registered
m on maturity

Source: SBP and Directorate of National Savings



Chapter No. 7

Inflation

7.1 Introduction

The rate of inflation is an important
macroeconomic indicator and one of the key
variables most central banks around the world
scrutinize when setting their main policy rate.
Containing inflation to a sustainable level is
imperative for economic growth; it not only
protects the low and fixed income groups on the
consumer side but also keeps the cost of doing
business manageable on the production side. The
policy objective of the Government has always
been to ensure high growth while keeping inflation
under control. However, given the unprecedented
surge in domestic inflation during Fiscal Year
2008-09, the need for containment and
stabilization has been given top priority by
policymakers.

Inflation was in the limelight throughout the year
as the rise of global inflation witnessed during
most part of 2008 saw a dramatic reversal in trend
by late August and continuing to decline further in
2009. A sequence of global shocks, beginning with
the financial crisis in