Chapter 8

TRADE AND PAYMENTS

Pakistan’s external sector remained under prestur@ long time. Exports were on a

downward trajectory, while imports increased sigaiftly. The main reasons associated
with declining exports were currency overvaluatidomestic energy crises, global market
contraction, declining international commodity @s¢ competitiveness crises especially
between Pakistan and major export competitors. Y2029, thus the government has
embarked on a journey towards stability and suahdeninclusive growth through various

structural and policy adjustments including impleta¢éion of a market-based flexible

exchange rate regime. There was considerable irapremt in key economic indicators till

third quarter of FY2020 and economic recovery wgseeted by the end of FY2020. The
policy adjustments were started to reap benefithéenform of decline in current account
deficit, buildup foreign reserves, stable exchangge etc. During July-March FY2020,

current account deficit reduced by 73.1 percer$$ 2.8 bn (1.1 percent of GDP) against
US$ 10.3 bn last year (3.7 percent of GDP) mainlg tb reduction in trade deficit by 31.0

percent to US$ 14.7 bn (US$ 21.3 bn last year).

However, the COVID-19 outbreak generated both dehaad supply shocks reverberating
across the global economy and it became an unprteti challenge having severe impact
on social and business activity.The world went iattockdown which is leading to worst
economic recession. To contain the spread of Comndnas, quarantines and social
distancing have been adopted which affects manyoisesuch as travel, hospitality,
entertainment and tourism. Supply chain is diskedadue to closure of workplace. The
domestic disruption has spill over effect on trgdpartners through trade and global value
chain linkages, apart from that historically lowolghl oil prices and declining commodity
prices adding to overall macroeconomic effects.

World Economic Outlook April 2020, has forecastédttthe global economy to decline
sharply by 3 percent due to COVID-19; worse tha®&09 financial crisis. With the

anticipation of fading pandemic in the second 2020 due to normalized economic
activity, the global economy is projected to grow %8 percent in 2021. However, with
prevailing global condition, there is risk of wonggg of economic outlook.

Global economy is highly integrated through tourigrade and remittances. According to
WTO, world merchandise trade due to COVID-19 isexted to decline by 13 to 32 percent
in 2020. During 2020 trade volume is expected torese by double digits in nearly all
regions, depending on the duration of the outbraad effectiveness of policy response.
Trade in services is also expected to be affeaiedraely due to restriction on transport and
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travel on account of the pandemic. Due to ongoragd tensions and slowing economic
growth, merchandise trade fell by 0.1 percent ih®0

The manufacturing activity in China has been sdyeafected due to pandemic: disrupting
supply chains which are creating a gap in theioetsp provides an opportunity for Pakistani
exporters to timely capitalize the situation. Deglobal economic slowdown, the global
oil prices declined at historical low level, cretn opportunity for the Pakistan to reduce
its import bill and current account deficit alonglwdeceleration in inflation.

On the other hand, the outbreak of Coronavirusurope, North America and GCC may
have an adverse impact on Pakistan’s exports emhttonal Financial Institutes (IFIs) have
started forecasting a slowdown in global growthimy2020. Under a moderate scenario of
contained global impact of COVID-19, the exportsynteave minimal repercussion on
Pakistan economic growth in FY2020 as exports farmelatively smaller portion of the
GDP in Pakistan as compared to emerging economdieanwhile, remittances from major
destinations may decline temporarily in the cormmgnths passing some downward impact
on domestic consumption.

Exports

Exports remained on a downward trajectory due ttiiph@ factors over the previous years,
however, the present government made all effortpubexports on a rising path. The
government realized the fact that the country’sifeiies in the export-led growth strategy.
Main mentionable steps are:

* Market -based exchange rate.

» Extension in PM’s Export Package for 3 years.
* Refunds to exporters and industrialists

* Tariff rationalization on inputs

» Export refinancing scheme.

Before COVID-19, export performance was satisfactior terms of both products and

destination diversification. In terms of productaelisification, surgical goods and medical
instruments recorded a growth of 8.3 percent dusudg-March FY2020, while, in terms of

destination diversification, the Ministry of Comroerhas initiated to explore new markets,
especially in Africa. Thus there was a 10 percewctdase in exports to Africa till July-

February FY2020. Pakistan has the basic infrastradio tap the growing demand in the
medical devices industry, diversification and irdectoral up gradation in products and to
increase participation in the GVCs.

Thus, till Feb 2020, Pakistan’s exports were peniag better than most of its competitors
despite the challenging external environment. Duriduly-February FY2020, exports

reached US$ 15.6 billion compared to US$ 15.1dillast year, thus registered a growth of
3.6 percent. However, due to COVID-19, exports ided by 15 percent in March 2020

compared to Feb 2020 while according to PBS, inilA&f20, exports remained only US$

957 million, thus showing 47 percent decline compato March 2020. On year on year
basis exports declined by 54.2 percent in April@62US$ 957 million as compared to US$
2089 million in same period last year. Thus, expoduring July-April, FY2020
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reached US$ 18.4 billion compared to US$ 19.2 duilliduring same period last year,
showing a decline of 3.9 percent.

A sharp decline in REER due to market-based exahaaitg and the government’s initiative
to provide cheaper electricity to the textile sed¢tave enhanced the competitiveness of the
Pakistani products vis-a-vis its competitors in ¢fhabal market. Moreover, FBR expedited
refunds claims of major exporting sectors, whidbwadted liquidity constraints of exporters
thereby augmenting their capability to export mdpewring ongoing financial year rice,
readymade garment and knitwear were major conbibuto export growth, with higher
guantum offsetting the lower price effects. On tileer hand, exports of the POL group,
tanned leather, chemicals and cement were majagsdoa the overall growth. Power
subsidy provided to export sector in January 2@®n government had announced 7.5
cents/KWh flat power tariff led to the increasedueaaddition and improved export
performance of this sector.

Due to the COVID-19 Pakistan’s exporters are facaglining demand in overseas markets
and difficulties in executing existing orders. Tdygorts target for current financial year was
set at $26.2 billion for FY2020, which seems difficto be achieved. As the exports
declined on a month on month by 47.2 percent inilA2020 to US $ 957 million as
compared to US$ 1814 million in March 202 support exporterState bank of Pakistan
maintained Export Finance Scheme (EFS) Rate atp8rfent and Long-Term Finance
Facility (LTFF) at 6.0 percent. Per project, theRET limit has been enhanced to Rs 5
billion. SBP enhanced the existing limits of exgonelated soft loans and allowed
manufacturing sector an advance payment of up t& 8,000 for import of raw materials
and spare parts. Banks are allowed to make advaamgeent up to 50 percent of the value
of imports against LCs. The total subsidized creditexporters outstanding under both
schemes (EFS and LTFF) is approximately Rs 660obill Reduced the performance
requirement for availing credit under EFS, fromdsvto one and a half times of borrowed
fund, that will be effective for the current as Wat FY2021. Further extension in time
period to meet performance requirements by 6 mawtlend December 2020. Extension in
time period to ship goods frosix to twelve months. The limit for Long Term Fircamg
Facility (LTFF) has been reduced to 40 percent 864 million from 50 percent or US$ 5
million of the total sales to become eligible dgrithe period January 01, 2020 to September
30, 2020.

SBP has also allowed banks to enhance the timedb@sr realization of exports proceeds
from existing requirement of 180 days to 270 days@ase to case basis where the delay is
related to COVID-19. This would help exporters toyide ample time to their buyers for
making payments. Exporters can directly dispatehsiipping documents of their exports'
consignment to their foreign buyers without anyitisubject to the condition that exporter’s
export over-dues are less than one percent andxjherter has exports of at least US$ 5
million during the previous three years.

Merchandised Exports

The disaggregated data on exports available tilrdla2020 may have not captured
COVID-19 completely due to the fact that lockdowasnannounced in last week of March.
It is the reason that during July-March, FY202(Qyaxs reached US$ 17.4 billion from US$
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17.1 billion during July-March, FY2019, posted awth of 2.2 percent compared to 0.1
percent witnessed during same period in FY2019 BY&018.

During current fiscal year food group and textilwyp have performed very well on the
account of government policies.

Table 8.1: Structure of Exports

July-March Values in $Million July-March Quantity
Particulars Units | 5018-19 | 2019-20 (P26 Change| 2018-19| 2019-20 (P .70 Change
in Quantity
Total 17071.1 17443.3 2.2
A. [Food Group 3348.1 33964 1.4
Rice M.T 1487.9 1,594.( 7.1 2987081 3146014 5.3
Sugar M. T 11511 70.7 -38.6 377679 1814471 -51.9
Fish & Fish Preparation M. T 293.9 317.3 8.0l 129704 133226 2.7
Fruits M.T 369.2 379.5 2.8 694855 725194 4.4
Vegetables M. T 167(8 257.9 53.7 738657 731974 -0.9
Wheat M. T 122 11.4 -90.71 558061 48083 -91.4
Spices M. T 68.[7 66.8 -2.8] 17303 16487 -4.7
Oil Seeds, Nuts & Kernels M. T 69.5 27.8 -60.0 48123 20052 -58.3
Meat & Meat Preparation M. T 156.4 233.0 49.00 42897 62721 46.2
Other Food Items 497.6 437.7 -12.0
B. |Textile Manufactures 9989.5 10,4124 4.2
Raw Cotton M. T 157 17.0 8.3 9699 12776 31.7
Cotton Yarn M. T 835.)7 819.9 -1.9] 320124 336437 5.1
Cotton Cloth TH.SQM 1595.9 1,548.4 -3.0] 2122954 1923101 -9.4
Knitwear TH.DOZ 2154.6 2,299.4 6.7 8953( 96831 8.2
Bed wear M. T 1719)4 1,761.6 2.5 312324 337064 7.9
Towels M.T 588.1 591.5 0.6 141991 144854 2.0
Readymade Garments TH.DQZ 1955.9 2,170.9 11.0 38742 42785 10.4
Made-up articles 519 491.9 -5.2
Other Textile Manufactures 605%.3 712.6 17.7
C. |Petroleum Group 361.7 238.9 -33.9
Petroleum Products M. T 107.1 39.7 -62.9 147324 801471 -45.6
Petroleum Top Neptha M. T 47.8 46.5 -2.7|  8488( 100111 17.9
D. |Other Manufactures 2,492.1 2,425.9 -2.7
Carpets, Rugs & Mats TH.SQM 50.7 48.7 -3.9 1183 1260 6.5
Sports Goods TH.DOZX 222.9 222.2 -0.3
Leather Tanned TH.DO¥ 187.9 151.3 -19.5 16087 13644 -15.2
Leather Manufactures 358.8 401.0 11.8
Surgical Goods. & Med. Inst. 279.9 303.0 8.3
Chemical & Pharma. Pro. 841.9 734.5 -12.8
Engineering Goods 126.4 140.4 11.1
Jewellery 3.8 3.2 -16.5
Cement M. T 2213 210.1 -5.1] 5206393 5586351 7.3
Guar & Guar Products M. T 24.6 27.3 2.4 16813 19923 18.5
All Other Manufactures 198.6 211.6 6.5
E. |All Other items 1,086.5 1,122.2 3.3

P : Provisional
Source: Pakistan Bureau of Statistics

Analysis of group-wise exports suggests that thad fgroup registered a growth of 1.4
percent during July — March FY2020 compared tosdmae period last year. Within the food
group, rice exports increased by 7.1 percent. Tdeeaxport increased both in quantity and
value by 5.3 percent and 7.1 percent respectiveakistan’s share in total rice imports of
the EU has been rising consistently ever sincebtbe restricted Indian rice imports over
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excessive use of pesticides. Besides that, theermmtyr movements of the competitor
countries provided Pakistan an edge in its estaddif\frican market.

The Basmati rice exports grew by 33.7 percent inevand 51.8 percent in quantity during
July-March FY2020 as compared to the correspondergd last yearMilled basmati rice
performed particularly well as quantum exports @ased substantially to the major markets
in the Middle East, which were collectively respibites for about 59.5 percent of total
exports in the period. Moreover, month on monthsasMarch its export value increased
by 20.9 percent and quantity by 21.5 percent.

Husked (brown) rice, which is mostly basmati varigterformed quite well in the European
Union—mainly Belgium, Italy, Netherlands, and Ukhi3 rice is further processed by mills
to produce white rice that is commonly used in pean countries. White (milled) basmati
attracts 175 Euro/1000 KG in tariff in European dmnagainst zero percent tariff on brown
basmati rice. This also explains the decreaseearshiare of milled basmati rice exports to
the bloc.

The other varieties under rice group witnessed dirde of 3.6 percent in value and 2.5
percent in quantity, compared to the correspongiegod last year. In the case of non-
basmati, broken rice and other varieties witnessedhcreased supply to Africa and some
Asian markets such as China, Indonesia, and Katakhs

Export earnings from fruits registered a growth2d percent in value and 4.4 percent in
guantity, while vegetables also witnessed a groeith3.7 percent in value, however, its
guantity declined marginally by 0.9 percent.

Fish & fish preparation subgroup during July-Maf€¥2020 witnessed a growth of 8.0
percent in value and 2.7 percent in quantity, caegb#o last year. Pakistan’s exports of fish
frozen to China have increased by 81.5 percerd 3% 87.6 million during Jul-Mar FY2020
as compared to US$ 48.3 million the same periotylaar. As USA seafood exports to
China have become much costlier due to the US-Cihale war, Pakistani exporters might
increase their presence in the Chinese market.

Exports of sugar declined to 51.9 percent in qinaand 38.6 percent in value, during July-
March FY2020 as compared to the same period last Jée export of spices also declined
by 2.8 percent in value and 4.7 percent in quadtityng the period.

Meat and meat preparation increased both in vahee quantity by 48.9 percent, 46.2
percent, respectively during July — March FY202@@aspared to the corresponding period
last year Month on month in March 2020 it decreased bothuangity by 13.1 percent and

value by 14.1 percent.

Textile group, which has around 60 percent shatetal exports, witnessed a growth of 4.2
percent during July — March, FY2020 compared todheesponding period last year. On
month on month, the textile group declined by Jedcent and reached US $1039.7 million
in March, 2020.

There was lower USA quantum apparel demand dueSe&China Trade War as the USA
applied additional tariffs on Chinese apparel inpdrom September 2019. Thus, USA
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buyers switched to low-cost suppliers that includetnam, India, and Pakistan. Pakistan
was able to capture part of China’s market as fieeenced higher growth than any of its
competitors.

The European Union’s apparel imports from Pakistacelerated from last year, both in
value and volume terms, despite the decline inkioe’s overall apparel imports. The
weakening of Euro against the US dollar and curesnof major apparel exporters except
for the Pak Rupee led to the decline in the EUjsaapl imports. The European buyers were
attracted by continuously weakening PKR since Q2FD8, as unit prices fell only for
Pakistan in July-March FY2020 vis-a-vis its compmet. The price effect was further
reinforced by duty-free/quota-free access underGB® Plus agreement. Bangladesh and
Pakistan have been able to increase their expwttsetbloc as they enjoy preferential trade
treatment in trade with the EU.

Value-added exports with a share of 35.7 percetttal exports increased by 6.9 percent in
value. Among the value-added exports knitwear espgnew by 8.2 percent in quantity and

6.7 percent in value during Jul-March 2020 as caegpdo the corresponding period last
year. Export earnings of readymade garments shmmarkable growth of 11.0 percent in

value and 10.4 percent in quantity during July- déhalFY2020 compared to same period last
year. Higher textile exports came on the back aéinfum growth in high value-added

products, particularly readymade garments. Bed e&port grew by 2.4 percent in value

and 7.9 percent in quantity during July- March F2@@ompared to the same period last
year due to higher shipments to the European Union.

Exports of towels increased in both quantity anlliedoy 2.0 and 0.6 percent, respectively
during July — March FY2020 as compared to the spoading period last year. The exports
of intermediate commaodities like cotton yarn witses a decline in value by 1.9 percent
whereas quantity improved by 5.1 percent, as dodlegipts were pulled down by lower unit
prices, which were in line with the declining psce the international market during first
nine months of the current financial year as comgbao the same period last year. Despite a
decline in its exports, China’s demand for Pakistantton yarn increased as it appeared to
shift its yarn demand away from India and towardkigtan on account of the second phase
of the Pak-China FTA.

Cotton cloth export declined both in quantity aralue by 9.4 percent and 3.0 percent,
respectively, July — March FY2020 as compared ® same period last year. Although
Pakistan has the highest share in cotton fabri@itspf the European Union (in quantum
terms) is on a rising trend over the last few ye@he export of raw cotton increased both in
guantity and value by 31.7 percent and 8.2 perenng July-March FY2020.

During July — March FY2020 petroleum and coal greugxports posted a decline of 33.9
percent over the corresponding period last yearjmgsort demand from Afghanistan

witnessed a fall in response to declining engagemwieforeign forces. Moreover, petroleum
crude (condensates) exports declined 26.2 peroddS$ 152.7 million during July-March

FY2020, as refineries are increasingly using cosdenwith low-gravity imported crude.

Export of items like leather tanned and gloves ettild not grow in quantitative terms. In
the case of sports goods, major export item fobthidhessed a growth both in quantity and
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value by 9.7 percent and 9.1 percent, respecti

Export of carpets, rugand mats registered negative growth in value bypér@ent wheree
its export quantity increased by 6.5 percent dudnfy- March FY2020 compared to tl
same period last yeafFhe export of cement witnessed a decline of 5.tqrgrin value an
its quantity increased by 7.3 percent during theopeunder review. However, Pakist:
cement exports this year have become more divarsams of market access compare:
last yeay when India was the key importer of Pakistani Rad Cement, importing o-
fourth of Pakistan’s quantum cement exports. Haw, the overall value of cement wi
pulled down by low unit prices. Guar and guar priduegistered growth both in value ¢
qguantity by 2.4 percent and 18.5 percent, respalgt

Monthly Exports

The monthly exports for the period J-March FY2020 remained mostly above
corresponding months of last year, averaging US¥1@illion per month as against
average of USH897 million last year. The introduction of a ma-based exchange re
system, despite low unit value a significant inseea exports volume, \-China trade we
provide anopportunity in some sectors particularly textilel@eafood and increased ma
shares in key destinations led to increase in égpdhe exports fall in Marcexcept for the
COVID-19 pandemic shows a negative growth of 8.1 peresnexporters are facit
declining demand in overseas mas and difficulties in executing existingders

Fig: 8.1 Monthly Exports
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Concentration of Exports

The composition of Pakistan’s exports more or lessainedthe same during FY202
compared to previous years showing high conceatrab afew items like cotton & cotto
manufactures, leather, rice, aa few more iterm. The first three categories of expc
account for 69.2 percent of total exports durinty-March FY2020 with cotton & cotto
manufacture alone contributing 56.7 percent. Trawltly the contribution of these thr
categories was 69.1 percent durithe same period last year and 73.6 percent di
FY2018. The bifurcation of these items in Table 8h®dws that exports in these few ite
are the major factor for lower export earni.
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Table 8.2: Pakistan's Major Exports

. July-March
Commodity 2013-14{ 2014-15| 2015-16| 2016-17| 2017-18| 2018-19 5018-191 2019-20 P
Cotton Manufactures 53(1 54.5 55.0 56.5 61.7 56.4 57.8 56.7
Leather** 5.1 4.8 4.9 4.1 4.2 3.7 3.7 3.7
Rice 7.6 8.5 8.8 8.8 7.7 9.0 9.1 8.8
Sub-Total of three 65.8 67.8 68.7 69.4 73.6 69.1 70.6 69.2
Iltems
Other items 34.p 32.2 31.3 30.6 26.4 30.9 29.4 30.8
Total 100.0 100.0 100.0 100.0f 100.0 100.0 100.0 100.0
P: Provisional, ** . Leather & Leather M&actured.

Source: Pakistan Bureau of Statistics

Direction of Exports

Year-wise major Pakistan’s export destinationsnagationed in Table 8.3 which shows that
during July-March, FY2020 period no visible changecurred and our exports are
continuously concentrated to the same markets.ri&ffare being made to explore new
markets specifically in ASEAN and Asian regions ihgv unexplored potential. The
Ministry of Commerce has initiated the Look AfriBalicy, the trade ties between Pakistan
and African countries will create jobs, facilitateonomic growth, and reduce poverty. The
exports to Africa have increased by 10 percentndudiuly-February FY2020 to US$ 1030
million as compared to US$ 937 million last year.

Table 8.3: Major Exports Markets Rs Billion & Percentage Share
July-March
Country 2016-17 2017-18 2017-18 2018-19 2019-20 P
Rs % Share Rs % Share Rs % Share| Rs % Share Rs % Share
USA 361.1 16.9] 4004 15.7] 532.8 17.0] 384.6 17.0 471 17.3
CHINA 153.8 72| 1857 73|  259.6 8.3 180 8.0 219 8.0
AFGHANISTAN 133.1] 6.2] 165.2 65 1764 56| 1285 57| 1156 4.2
UNITED KINGDOM 163.1 76| 186.7 73| 2268 7.3 166.9 74| 1947 7.1
GERMANY 125.1] 59 1467 57| 1734 55] 125.6 55] 162.1 59
UAE 83 3.9 104 41| 1258 40 773 3.4 141.6 5.2
BANGLADESH 65.4] 3.1 81 32| 1018 33 778 3.4 918 3.4
ITALY 68.6 3.2 84.5 33 1074 34| 743 33| 924 3.4
SPAIN 85.5 40| 104.5 41|  126.5 4.0 932 41| 109.2 4.0
FRANCE 38.9 1.8 455 1.8 53.9 1.7 39.1 17| 448 1.6
All Other 860.7 40.3] 1050.8 41.1] 12438 39.8] 916.4 40.4] 1083 39.7
Total 2138.2]  100.0] 2555 100.0] 31282 100.0] 2263.7 100.0[ 2725.2) 100.0

P : Provisional
Source : Pakistan Bureau of Statistics

Bilateral Relation

Pakistan attaches great importance to its tradatioek with other trading partners.
Engagements of Pakistan with its trading partnersthe ongoing financial year are
mentioned below:

China-Pakistan

The implementation of Phase-Il of the China-Pakigteee Trade Agreement (CPFTA) is a
significant achievement for Pakistan. The governm&nPakistan has gained the most
favorable market access in the Chinese marketravipa ASEAN. The significant features

of Phase-ll of the CPFTA, inter alia, include imna#d market access on 313 items
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of Pakistan’s prime export interest, more robudegaard measures, the inclusion of
balance of payment clause and Electronic Data ExgdhdEDE) to curb under-invoicing
and misdeclaration of goods. The Protocol to anteedCPFTA was signed in April 2019
while the Tariff Reduction Modalities (TRM) havedreimplemented from*1January 2020
by both sides.

Second China International Import Expo (CIIE) wa$dhin Shanghai, China, in November
2019. Leading enterprises of Pakistan actively sfaed their products during the event.
Pakistan will also participate in th& &IIE to be held in November 2020.

Pakistan-Japan

During the &' Round of Japan-Pakistan High-Level Economic Pdli@logue, held on 11
July 2019 at Tokyo Japan, Pakistan proposed thaanamterim step, a PTA may be
concluded to allow Pakistan a level playing fieklavailable to its competitors. Japanese
side clarified that, if they were to discuss ongiole EPA/FTA, it has to be full-fledged,
covering “substantially all the trade”, includingralle in Goods, Trade in Services,
Investment, Intellectual Property, and E-CommeBzsed on this understanding, both sides
shared the willingness to promote discussion tdif@e and further strengthen bilateral
trade.

Pakistan-Thailand

Pakistan is Thailand's second-largest trade paimn8outh Asia and there is a tremendous
potential to increase bilateral trade. An interss@sal video conference on Pak-Thailand
Free Trade Agreement (PATHFTA) was held dhJaly 2019 to discuss matters related to
PATHFTA. Both countries are in the process of fizetion of offer lists on 200 priority
items under Pak-Thailand Free Trade Agreement (FATA].

Pakistan-Sri Lanka

Pakistan-Sri Lanka Free Trade Agreement (PSFTApiecoperational from ¥2June
2005. The Sixth Secretary Commerce Level Techniedits between Sri Lanka were held
on 6" January 2016. During this the meeting talks weekel lon broadening the scope of
FTA by the inclusion of chapters on Services andedtments. Pakistan enjoys a trade
surplus with Sri Lanka. Under the PSFTA, a quot&@¥0 MT of Basmati rice was allowed
to be exported to Sri Lanka from Pakistan on duo#gfbasis each year. This quota was
available only for two varieties, namely, PK 385d&m Super Kernel grades. However, in
December 2019, three new varieties of rice i.epebBasmati Rice, 1121 Kainat Rice, PK
198/D 98 Basmati Rice have also been added toghefIRice having duty free access.

Pakistan-Indonesia

Indonesia-Pakistan PTA (IP-PTA) was signed ofi Bebruary 2012 and has been
operationalized since™September, 2013. As a result of detailed negotiatand persistent
trade diplomacy, Indonesia agreed to unilateraltywjgle “zero duty” to Pakistan on the 20
tariff lines. A protocol to give effect to this arrgement was signed during the visit of
Indonesian President on 26-27 January 2018. Natidin to this effect has also been issued
by the Government of Indonesia and the newly grhntarket access is operational sinte 1
March 2019
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Central Asian Republics

The overall bilateral trade of Pakistan with thentC&l Asian Republics (CARs) has
increased to US$ 86.15 million during July-Februax2020 as compared to the US$ 84.47
million the same period last year. Pakistan’s etgptw the CARs have increased to US$
80.32 million during the period under review as gamed to US $ 73.08 million last year.
Kazakhstan is the largest export market for PakistaCARs. In February 2020, Joint Inter-
governmental commission meeting was held whereraKlastan agreed to establish a Joint
Working Group on Trade and Investment, with Pakidta remove trade barriers for each
other.

Africa

Total bilateral trade between Pakistan and the Midthstern region was recorded at US$
3272.04 million during July- March FY2020. Overhilateral trade of Pakistan with Africa
stood at around $4.2 billion in 2018-19. Ministr§y Gommerce’s Look Africa Policy
Initiative exports increased to US$ 1030 milliorridg July-February FY2020 as compared
to US$ 937 million same period last year. The totgdorts have been decreased to $1900
million during July-February FY2020 as comparedJ8$ 1982 million same period last
year.

=  Opening of New Commercial SectionsMinistry of Commerce has opened six new
commercial sections in Africa in line with Look Ada Policy Initiative

= Pakistan —Egypt Trade Conference:During Pakistan-Egypt Trade Conference in
October 2019 an MoU was signed between the twe dml@stablish Pak —Egypt Joint
Working Group (JWG).

= Pakistan Africa Trade Development ConferencePakistan-Africa Trade Development
Conference was held in Nairobi, Kenya in Januar202(uring the conference in
addition to the Trade Conference, B2B and G2G mgstiwere held which were
attended by Pakistani Head of Missions (HoMs) inies, EAC members’ delegations,
Trade Officers, business community from Pakistaoh Afnica.

United States

United States of America (USA) is the major degtorafor Pakistan’s exports. The U.S.
Generalized System of Preferences (GSP), a prodesigned to promote economic growth
in the developing world, provides preferential dirge treatment for over 3,500 products
from 128 designated beneficiary countries and tres. However, for the 44 Least
Developed Countries (LDCs) enhanced market acsgsovided by allowing an additional
1500 tariff lines for duty-free treatment. Of duly 2017, the US Government included 134
tariff lines into GSP schemes like travel bagsyetajoods related to {HS 42 (two digits)}
export interest to Pakistan. The US has renewed B&8ferential Market Access Program
till December 2020.

Europe Union

European Union is Pakistan’s largest export parthleis is because Pakistani products have
duty free access in all 27-member states of thefaan Union (EU) on 91 percent tariff
lines under EU’s “Special Incentive Arrangement @ood Governance and Sustainable
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Development”, known as GSP+, since 1st January .2&etently, the Third Biennial
Review of the GSP Plus (2018-2019) successfullglemed in March 2020 and this facility
will continue for Pakistan. The Fourth Biennial v of the GSP Plus (2020-2021) has
formally commenced and the next EU Monitoring Missto Pakistan is expected later this
year after the COVID 19 crises have abated. Asaltref this arrangement, Pakistan’s total
trade volume to the EU has increased from US$ D1586million in 2013-14 to US$
14,158.29 million in 2018-19.

The exports to the EU reached US$ 5922 millionrdyduly-March FY2020 as compared to
US$ 5,736 million in the corresponding period Igsar, with a growth of 3.8 percent. The
imports from the EU reached US$ 3,328 million dgriluly-March FY2020 as compared to
US$ 3,747 million in the corresponding period lgefr, with a negative growth of 9
percent.

Eastern Europe:

In December 2019, an Agreement was signed betwakistBn and Russian Federation on
the settlement of mutual financial claims and tidigations on operations of the former
USSR. Overall, Pakistan’s exports to the Eastemo@aan block have witnessed an increase
of 5 percent during July-March FY2020 as comparedhe same period last year. The
government has undertaken the following initiatif@senhancing trade to the region:

= Promotional /marketing activity in the Eastern Epgaegion is being carried out as part
of a strategy to target non-traditional markets.

= Ministry of Commerce is arranging business delegetiof textile garments, sports
goods, leather goods, and surgical goods from Rekis coordination with TDAP.

= To cater to the demands of the Eastern Europeaanietne Ministry of Commerce is
carrying out market analysis of potential non-ttiadial sectors and products.

= To sustain GSP-Plus, Ministry of Commerce, is esiterly working to fill the gaps,
indicated by the EU monitoring mission in closesia with Federal Ministries and
Provincial Governments.

= The promotion of sports goods exports to the CEmbublic is being carried out.

Box-I: E-Commerce Policy

The Cabinet of Pakistan approved Pakistan’s fivst-e-Commerce Policy in October 2019 thereby atingr
to a long due recognition to an important segmérthe economy. E-Commerce in Pakistan is at a masce
stage, with modest internet retail sales, desiterillion cellular subscribers, 70 million 3G/4@bscribers,
72 million broadband subscribers, and total telsdgrof 76.56 percent, as of July 2019. Howeveis ian
emerging sector with a noticeable surge in recast ;n online vendors, local e-Commerce platforars]
online payment facilities introduced by banks asdé cellular companies. According to the StatekBain
Pakistan, excluding Cash-on-Delivery (CoD) sale§oenmerce sales stood at Rs 18.7 billion by thedn
June 2018 while the total size of Pakistan’'s e-Cenwen market in 2018 was Rs 99.3 billion. The nundie
registered e-Commerce merchants has risen byrBestand e-Commerce payments have surged 2.3 times i
just twelve months.

- Q

Formulation of the e-Commerce policy is a step uffilfing the Government vision and commitment [to
effectively promote and encourage businesses, dlyedicro Small and Medium enterprise (MSMEs)do
online and foster holistic growth of e-Commercéakistan. The policy covers and provides guidelove&ey
components for the promotion of e-Commerce inclgdime regulatory environment, financial inclusiamd
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digitization through payment infrastructure, empang youth and SMEs, consumer protection, taxatio,
infrastructure, logistics, data protection, andagement in multilateral negotiations. Since itsrapgl, the e-
commerce policy has made headways in smoothenm@-ttommerce business environment in the cou

For instance, freelancers’ remittance limit hasnbeehanced from US$ 5,000 to US$ 25,000, IT congsni

and freelancers are now given better exchange fatedollar in-line with the interbank rate offered
exporters & trade receivable of IT companies witlwnbe used as collateral for loan procurement f
commercial banks.

Source: Ministry of Commerce

Box-lI: Initiatives in The Pipelines
1.Geographical Indications (Registration and Protecion Bill) 2019

Geographical Indications (GIs) identify the produdhat have a specific geographical origin and s
qualities or reputatiomttributable to their place of origin. Theaee generally traditional products that ha
gained a reputation in the local, national, orriné¢éional market due to their specific unique diedi The
recognition and protection of these products, thholegislation, allows the community of producergget a

ntry.

om

ve

fair value of their commodities while preservingeithunique identity. Ascore of Pakistani products has the

potential to be protected under a Gl regime, indgdoroducts such as Basmati Rice, Kinnow, Man
Cutlery, Ajrak, etc.

Ministry of Commerce, and Intellectual Property @mgation of Pakistan, drafted the first Geograpah
Indications (Registration and Protection) Bill, 80tb provide for the registration and effective tpation of
the Geographical Indications of the country. Thenswary of the subject bill was sent to the Cabi
Committee for Disposal of Legislative Cases (CClo@)26" July 2019 after approval of the subject has b
submitted to the Parliament.

2. National Tariff Policy (NTP)

The National Tariff Policy aims at removing the araies in the tariff structure and making it a eefion of
trade policy priorities and enhancement of competitess through duty-free access to imported rateiads
and promotion of investment into efficient indussrithrough a predictable tariff structure, decittedugh an
institutional mechanismApproved vide Cabinet decision dated"Iovember 2019).

3. Domestic Commerce Wing

i. Draft Paper on “Framework for the Development and Facilitation of Domestic Commerce”: The
Domestic Commerce Wing has drafted the papetFoamework for Development and Facilitation o
Domestic Commerce”which will be submitted to Domestic Commerce Refe and Developmern
Committee (DCRDC) for approval. The proposed framdwdeals with the following areas:
Enterprise Productivity & Modernization
SME Development
Agriculture & Mining
Retail & Wholesale Sector
Local brand Development
Transport & Logistics
Skill Development.

i. Development of Provincial Strategies on Domestic @umerce: All the provinces and regions
including Gilgit-Baltistan and AJK have formulatdHeir respective domestic commerce strategié
These strategies are of high significance as tbheyd on effectively linking domestic commerce wit
Pakistan’s international trade through the develepnof commercial governance framework.

go,

net
een

—

£S.

Source: Ministry of Commerce
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Box-lll: Trade Facilitation Agreement (TFA):

‘Trade Facilitation’ implies the streamlining, hasmzing, and simplifying border procedures to elifeethe
cross-border movement of goods. In words of the [@V@ustoms Organization (WCO), trade facilitatian| i
"avoidance of unnecessary trade restrictiveness'.

Pakistan ratified TFA on the $7of October 2015 that provides flexibility to theembers in terms of
implementation of the provisions of the Agreemehtenvisaged that every signatory is requireditadé the
provisions of the Agreement into three categoiies A, B, and C allowing time for implementationdaat the
same time assistance to developing and least deetlcountries for implementation.

Under its Article 10.4, Pakistan has committedh® éstablishment of a ‘National Single Window’ (Np&lé a
‘Category-C’ commitment with an implementation diéael of June 2022. This comes as the government
increasingly focuses on enhancing exports and isutrst) imports to give a boost to domestic praéutand
the overall economy. NSW allows the parties invdluetrade and transport to lodge standardizedinédion
and documents with a single-entry point to fulféll import, export, and transit-related regulat
requirements.

In December 2019, the ECC of the Cabinet approlied'Enactment of Pakistan Single Window Bill, 201
The enactment of the Bill will highly facilitate élbusinesses in Pakistan. As of now, 42 governigencies
are involved in granting approvals for differensmesses. Which will be replaced and now throughSingle
Window, all parties involved in trade and transpeah lodge standardized information and documeiits ay,
single-entry point to fulfill all import, export drtransit-related regulatory requirements.

The Ministry of Commerce also secretariats the dweti Trade and Transport Facilitation Commitiee
(NTTFC) which supports and coordinates among vargmavernment agencies and commercial enterpris¢s th
participate in international trade transactionsalfo serves as a cross-sectoral secretariat tesitrade
transport-related issues, and develop practicatisols.

Source: Ministry of Commerce

=

y

b

Imports

During FY2018, the growth momentum became unsustéendue to macroeconomic
imbalances mainly due to high current account dsficThe maintained exchange rate
accelerated the domestic demand which led to aiweassirge in imports due to high
consumption expenditure and government spending. gdvernment started tackling the
challenge primarily by managing the aggregate deimamd addressing the deep-rooted
structural problems. They took difficult decisioms reducing the overvaluation of the
exchange rate and aligned it to the market valseda@xchange rate adjustments. Further,
import tariff was imposed on non-essential itentse fresent government imposed up to 60
percent regulatory duties on 570 luxury and nom@ssl imported goods to curtail the
rising imports. Thus, during July-Feb FY2020, imgaemained US$ 31.5 billion compared
to US$ 36.6 billion showing a decline of almost fidrcent. Hence, trade deficit was
contracted to 26 percent.

In April 2020 imports declined by 32 percent anthained at US$ 3.2 billion compared to
US$ 4.7 billion in April 19. The main reason wappressed demand for a wide range of
energy and non-energy products also evident frdlimdgacrude oil prices which became a
blessing in disguise for Pakistan. The total inpan July-April FY2020 decreased to US$
38.0 billion as compared to US$ 45.4 billion thensaperiod last year, thus registered a
decline of 16.2 percent the lowest level in fouange Due to depressed industrial demand,
there is lower import in quantum complemented Wather international commodity prices
especially crude oil, LNG, coal, and metals.

To facilitate importers in the COVID-19 period, SBRs extended the time period for
import of goods into Pakistan against advance payfnem the existing requirement of 120
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days to 210 days. Enhanced the existing limit of$U®),000/, or equivalent in other
currencies, per invoice allowed to banks to makeadwmance payment on behalf of
manufacturing & industrial concerns and commericrgorters for import of raw material,

spare parts & machinery to US$ 25,000/. These megasre in continuation of facilitating

export-oriented industries and manufacturing cameen the backdrop of ease of doing
business and promoting exports’ growth and willthfer contribute to improving the

economic outlook of the country. Allowing Authceiz Dealers to effect import advance
payment against irrevocable letter of credit ugl®® percent of the value of the letter of
credit for import of plant, machinery, spare paated raw material, etc. Extending the
facility allowed to manufacturing & industrial coerms for import of raw materials and
spare parts on an open account basis to commangalters as well.

Till this time, disaggregated Group-wise data opamts is available till March-20. The data
shows that all groups like petroleum, transport griculture imports, food, machinery,
textile & metal, imports recorded a decline durindy-March, FY2020. (Table 8.4)

Table 8.4: Structure of Imports

July-March Value in $ % . % Change
Particulars Units / Million Change July-March Quantity in ’
2018-19 2019-20 (P) | in Value 2018-19 2019-20 () Quantity
Total 40,679.7 34,790.4 -14.5
A. Food Groups 4,261.4 3,963.3] -7.0
Milk & Milk food M.T 185.8 125.2 -32.6 76819 49802 -35.2
Wheat Unmilled M.T - 0.0 - - 0.0
Dry Fruits M.T 33.9 24.1 -28.7 18977 16747 -11.8
Tea M.T 445 .4 376.2 -15.6 170311 155528] -8.7
Spices M.T 111.7 119.4] 6.9 96253 103013] 7.0
Edible Oil (Soyabean & Palm| M.T]| 1,454.6 1,425.5 -2.0 2413601 2342943 -2.9
Sugar M.T 3.0 2.3 -21.0 5910 4510 -23.7
Pulses M.T 393.4 428.8 9.0 737551 848472 15.0
Other Food Items 1,633|4 1,461.8 -10.5
B. Machinery Group 6,716.0) 6,633.2 -1.2
Power generating Machines 955.6 925.8 -3.1
Office Machines 3410 287.4 -15.7
Textile Machinery 379.5 350.6 -7.6
Const. & Mining Machines 1778 167.9 -5.6
Aircrafts, Ships and Boats 222.0 240.7 8.4
Agriculture Machinery 101.1L 73.2 -27.6
Other Machinery ltems 2,408.0 1,739.9 -27.7
C. Petroleum Group 10,614.0 8,900.6] -16.1
Petroleum Products M.T| 4,623.0 3,964.7| -14.2 7591057 7896482 4.0
Petroleum Crude M.T 3,379|0 2,452.6] -27.4 6563416 5521957 -15.9
D. Consumer Durables 2,844.1 2,406.6 -15.4
Road Motor Vehicles 1,810(9 943 .4 -47.9
Electric Mach. & Appliances 1,321)2 1,750.6 325
E. Raw Materials 5,787.7 5,051.2] -12.7
Raw Cotton M.T 412 .4 556.1 34.8 224575 336658 49.9
Synthetic Fibre M.T 427.p 339.1 -20.6 214517, 227528 6.1
Silk Yarn (Synth & Arti) M.T 485.3 429.9 -11.4 220055 210417| -4.4
Fertilizer Manufactured M.T 716J0 482.3 -32.6 1709759 1429951 -16.4
Insecticides M.T 135.p 108.6 -19.7 21070 18999 -9.8
Plastic Material M.T 1,627.9 1,490.2] -8.5 1122987 1199206 6.8
Iron & steel Scrap M.T 1,108)9 1,188.2] 7.2 3638564 3044891 -16.3
Iron & steel M.T 1,657.1 1,159.3] -30.0 2426840 1796710 -26.0
F. Telecom 1,031.1 1,337.8 29.7
G. [ All Other ltems 14,167.8 11,828.9 -16.5

P : Provisional
Source : Pakistan Bureau of Statistics
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The food group generally constitutes around 121@ge of the total import bill. During
July-March FY2020, food group witnessed a decredse0 percent and its import reached
US$ 3963.3 million from US$ 4261.3 million duriniget comparable period last year. The
edible oil (Soybeans & Palm) import bill, the hesstiitem in the food group, decreased in
both quantity and value by 2.9 percent and 2.0guercThe import bill of pulses surged by
9.0 percent during the period under review mainle do the low domestic production.
(Table: 8.4)

The import of crude oil and petroleum products titute 25.6 percent of the total import
bill of Pakistan. The import of petroleum group kiteed by 16.1 percent during July-March
FY2020 and reached US$ 8900.6 million as compacedhé US $ 10614.0 million
corresponding period last year, mainly due to hisatly low global oil prices. Within the
petroleum group, the petroleum products declinedralue by 14.2 percent, despite an
increase in quantity by 4.0 percent. Petroleum emgclined both in quantity and value by
15.9 percent and 27.4 percent during Jul-March 20285 compared to the same period last
year.

Liguefied Natural Gas imports decreased by 6.7 grgr value and Liquefied Petroleum
Gas imports surged by 18.7 percent during July-MaFY2020 as compared to the
corresponding period last year.

Import of the Machinery group, declined by 1.2qgeert and reached US$ 6633.2 million
during Jul-March FY2020 as compared to US$ 6716il0om the same period last year.
Within this group, the import bill of textile mactery registered a decrease of 7.6 percent
(US$ 350.6 million) during July-March FY2020 agadirfgdS$ 379.520 million) the same
period last year. Import bill of power generatingahinery recorded US$ 925.7 million
during July — March FY2020 as compared to $ 955.6r dhe same period last year,
showing a decrease of 3.1 percent.

A surge of 32.5 percent (US$ 1750.6 million) is negsed in Electrical machinery &
Apparatus during July — March FY2020 over ($132hiflion) the corresponding period

last year due to a rise in imports of heavy-dutgcelcal transformers (of greater than
10,000 kVA capacity) and related equipment. Thendigmports of these products are in
line with ongoing work to expand the transmissiatwork in the country, especially by K-

Electric in Karachi. According to National Transsim and Dispatch Company (NTDC)
work is ongoing on 48 power transmission projecitwompletion dates ranging from

FY2020 to FY2022.

Telecom sector imports within the machinery graopreased by 29.7 percent (US$ 1337.8
million) during first nine months of the currensdal year compared with US$ 1031.7
million during the corresponding period last ye8tobile phone imports in Pakistan
increased by 75.9 percent during July-March FY2@8@ reached US$ 979.9 million as
compared to US$ 557.2 million same period last .yéar December 2018, Pakistan
Telecommunication Authority’s Device ldentificatidRegistration and Blocking System
(DIRBS) became effective and efficiently restribeégal cell phone imports by identifying
and blocking non-registered cell phones that weiagulocal SIM cards. For this reason,
significant numbers of Mobile phones imports arevmliverted to a formal channel from the
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grey channel, leading to a surge in official impdata. The government had abolishe
three percent valuadded tax on commercial cell phone imports via RNR019 budget
which slightly reduced the cost of impor

The transport group importdedined by 42.5 percent and reached US$ 1197.7 miltioring

July-March FY2020 as compared to US$ 2083.2 millthe same period last year as a

assemblers after significantly raising prices failog the currency adjustment are now fa

with slumping dmestic sales. The firms responded to the lower woes demand by cuttir

their production, which reduced their imports ofngetely Knocked Down (CKD) kits ar

other auto parts. Meanwhile, the regulatory restms on car imports under the gift a

bagyage schemes continued to dent Complete Build (@GBU) imports. As a result, over:

transport imports fell to a 1Pear low. The mport of road motor vehicles decreased by -

percent, CKD/SKD decreased by 42.2 percent, buseedsed by 42.4 perceand motor cars
decreased by 43.8 percent, during the-March FY2020 over theorresponding period la

Metal group bill also declined by 18.1 percent dgrdul\-March, FY2020 over the same per
last year. The spillover of the downtrend in autodoction was felt across the steel industry
the import of Iron & steel decreased by 30.0 percemisfed steel imports were furtr
suppressed after Pakistan imposed-dumping duties on some Russian and Canadian
products into the country iBeptember 201

In thetextile group, import of raw cotton withnessed aor@ase both in quantity and value
50.0 percent and 34.9 percent respectively dunimg-March FY2020 as compared the same
period last year on account of lower local procan of cotton.

Monthly Imports

The monthly imports during Ji-March FY2020 witnessed declining trend. Impor
averaged US$ 3866 million per month. On averagertbethly import decreased lthe US
$ 654 million per month. The monthly imports ard-ig-8.2

Fig: 8.2 Monthly Imports [ sFv2019  sFY2020
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Direction of Imports

Pakistan imports from countries like China, Saudatia, UAE, and Indonesia constitl
around 50 percent of the total imports. Durthe current fiscal year share of imports fre
China has decreased from 26 percent in last figeat to 24 percent during J-March
FY2020. However, thehare of impos from UAE has increased by 2 percent during -
March FY2020 as compared the same p&rd last year. Change in Pakistan‘'s img
pattern in subsequent years is shown in (Table
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Table 8.5: Major Import Markets Rs Billion & Percentage Share
July-March
Country 2016-17 2017-18 2018-19 2018-19 2019-20 P
Rs [%Sharq Rs [% Sharg Rs |% Sharg Rs |% Sharegf Rs |% Share
China 1584.8 28. 1731.9 25.9 1734.3 23.3 1267.2 23.6 1394.3 25.7
UAE 774.5 14.0 893.3 13.3 1020.} 13.71 759.7 14.1] 692.6 12.7
Saudi Arabia 2277 4.1 356.4 5.3 401.3 5.4 286.7 5.3 24115 4.4
Kuwait 141.4 2.6 159.7 2.4 185.9 2.5 133.8 2.5 138.7 2.6
Indonesia 2404 4.3 2785 420 327.3 4.4 2455 4.6 258 4.7
India 178.2 3.2 2075 3.1 204.9 2.8 154.8 2.9 53.3 1.0
U.S.A 267.9 4.8 316.4 4.7 368.9 5.00 259.5 4.8 302.9 5.6
Japan 21714 3.9 266.5 4.0 246.] 3.3 188.G 3.5 134.7 2.5
Germany 1143 2.1 146.4 2.2 1424 1.9 105.4 2.0 97.5 1.8
Malaysia 100.p 1.8 132 2.0 14514 2.0 103.4 1.9 112.8 2.1
All Other 1692.9 30.8 2206.5 33.0 2666.5 35.8 1868.( 34.8 2008.7 37.0
Total 5539.4 100.0 6695 100. 7443.3 100.0 5371.1 100.0 5434.3 100.0

P: Provisional
Source: Pakistan Bureau of Statistics

Balance of Payment

One of the unsustainable macroeconomic imbalartbesgovernment faced high current
account deficits leading to a balance of paymeisiscrThe government aimed to solve the
crisis primarily by managing the aggregate demand addressing the deep-rooted
structural problems. To avoid depleting foreignergss, the government also had made
considerable success in mobilizing additional feiag from friendly countries in the form
of short- to medium-term loans, deferred paymeningported oil, and temporary deposits
in the central banks.

The structural and policy adjustments have stagaging benefits in the form of decline in
current account deficit, the build-up of foreigrseeves, stable exchange rate, etc, thus
improving Pakistan’s balance of payments not onlyF¥2019 but its trend continued in
FY2020 as well. The implementation of a market-dasechange rate system, along with
other demand management policies adopted eadigulted in a sharp 73.1 percent decline
in the current account deficit to only US$ 2.8 ibill (1.1 percent of GDP) during July-
March FY2020 against $ 10.3 billion last year (pércent of GDP). The improvement
primarily came from imports, which declined by 1G®2rcent during the period. The
reductions in imports are due to ongoing macroegoaatabilization measures, lower oil
prices, and shift away of power sector from furnaitéase.

The workers’ remittances and exports also recostatde increase despite slowdown in
advanced economies and the low unit prices for #gp®he quantum of export, however,
responded to policy adjustments and witnessed @ease in major export categories. The
currency adjustment in the recent past allowed ggm to remain competitive in the

challenging global environment. At the same timamittances continued to grow on the
back of higher inflows from the US, the UK, and Siairabia.

At the same time, external financing remained sidfit due to the revival of the multilateral
flows and the portfolio investment. These inflowkwed SBP to unwind its net short
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position in the forward market and re-build itsae®s, which reached US$ 10.8 billion by
end-March 2020.

Table 8.6: Summary Balance of ayments US $ Million
ltems July-June July-March
2017-18 2018-19 2018-19 2019-20 P

Current Account Balance -19195 -134B4 -10284 -2,768
Trade Balance -30903 -27612 -21261 -14680

Exports of Goods FOB 24768 242%7 18,051 18,256

Imports of Goods FOB 5567[L 51869 39,312 32,936
Service Balance -6426 -4970 -3484§ -2441

Exports of Services 585([L 5966 4,566 4,247
Imports of Services 12277 10936 8,054 6,688
Income Account Balance -5437 -5610 -3735 -4278

Income: Credit 726 578 466 452

Income: Debit 6163 6188 4,201 4,730
Balance on Secondary Income 23571 24758 18200 318,6
Of which:

Workers' Remittances 19914 21740 16,432 16,991
P: Provisional

Source: State Bank of Pakistan

Current Account

Current account deficit leads to Balance of Paynwoeisis if it cannot be financed from

Financial Account. Furthermore, the consequent eligpl of foreign exchange reserves
leads to depreciation in the value of the domestitency. During the last 25/26 months,
continuous reduction has been seen in the Currecdunt Deficit mainly due to contraction

in a trade deficit. During July-March FY2020, cunteaccount deficit reduced by 73.1
percent to US$ 2.8 billion (1.1 percent of GDP)iagaUS$ 10.3 billion last year (3.7

percent of GDP).The significant reduction in therent account deficit mainly reflected the
impact of macroeconomic stabilization measures takien over the past year, which have
significantly curtailed the import demand of a widenge of non-energy and energy
products.

On other hand, low international prices suppressegort earnings of many emerging
markets, including Pakistan as unit prices of tegtand rice continued to drop. Lower unit
values dominated, partially offsetting the impatsignificant volumetric growth in several
major export products. Furthermore, the slowdowrthe global economy also affected
export performances of emerging markets (EMs).oWercome these challenges, exporters
managed to increase its market share in key déstmsa and export volume increased
significantly. The trade war provides an opportyriir Pakistani Exporters, as China is
shifted away from the US market and along with oargd concessionary market access to
the EU.

The COVID-19 outbreak has generated both demandsapdly shocks across the global
economy.lt has posed significant challenges for exportintwease further in the coming
months. However, the latest data indicates thatettternal sector continues to improve
substantially on account of modest growth in bothogts and workers’ remittances and a
significant reduction in imports. The overall extar account liquidity has improved due to
the pandemic. Pakistan, as a net oil importer,levbenefit from the decline in global olil
prices on account of the slowdown in global econoApart from deceleration in inflation,
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this will further reduce the import bill and therpent account defic On YOY current
account is reduced by 99p@rcent tcthe US $ 9million in March 2020 as compared the
US $ 823 million thesame period last year. On month on month currezduat reduced b
95.5 percent from thgS $ 198 million in February 2020 as against |9 million in March
2020.

380F§g-8.3: CA deficit, % Change MoM Fig-8.4: CA deficit, % Change YoY
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Balance in Trade of Goods and Servict

During JulyMarch FY2020, expo of goodsgrew by 1.1 percent to US$ 18.3 billion
compared to US$ 18.0 billicthe same period last year. Import of godéslined by 16.:
percent to US$ 32.9 billion during J-March FY2020 as compared to US$ 39.3 billthe
same period last year. Czaguentlythetrade deficit reduced by 30.9 percent to US$ :
billion as compared to US$ 21.2 billion last y

Till FY2018, not only importsof goods surged to laigh level but also imports of servic
were rising. In FY2018, imports of services weiS$ 12.3 billion which was brought dov
to US$10.9 billion in FY2019. Transport, Tra\, and Other business services were the
components.

COVID-19 causing to lockdown and social distancing wilversely affect some servic
like education, travel, touris)and hospitality, while, transport and distributgsrvices ma'
also be affected which are linked to merchandiadetr However, telecom, finan¢, and
computer related services will be least affectethag can be provided onlin

Fig: 8.5 Montgl:% Exports and Imports of Service: m Exports of Sercices Imports of Sercice

880 859

755

712 672 673

624

503

460 494 AT 449 460 449

US$ Million

—

Jul-19 Aug-19 SepiS Oct-19 Nov-19 Dec-19 Jan-20 Feb-Z Mar-20

161



Pakistan Economic Survey 201-20

The exportof services declined by 7 percent during -March FY2020 to US$ 4.2 billio

as against US$ 4.5 billion tlsame period last year. The exports of servicesragtby16.1

percent on year on year basisthe US $ 455million in March 2020 amid COVI-19

pandemic as global economy is facing lockdown, anddwide ban on travel and touris

Major services exports include telecommunicati@mpute, and information services U.

1059 million during JulyMarch FY2020 as compared to US$ 879 millthe same period
last year. Other business services 1023 million during Julyarch FY2020, a
compared to US$ 1195 milli, and declined by 14.3 percent. Government goods®ices
decreased by 7.5 percent during -March FY2020 and reached USE1 million as
compared to US$ 969 million same period last \

The import of Services declined by 17 percent dudaoly-March FY2020 and is US$ 6
billion as compared to US$ 8.0 billion last yeamiarly, imports in services are also hit
ongoing lockdown due t€OVID-19 pandemic and declined by 24.7 percent on ye:
year basis in March 2020 tthe US $ 636million. Imports of services comprised

transport declined by 7 8ercent anareached US$£474 million as compared to US$ 2€
million and other busineservices increased by 2 percent and reach&i5$ 1970 million
as compared to US$ 1741 million same period laat.y@he balance on trade in servi
reduced by 30 percent amdached th US $ 2.4 billion during Julydarch FY2020 a:
compared to US$ 3.5 billiotne same period last year.
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Remittances

Historically growth in remittances has always natgd some of the impes of the negative
trade balance on the current account. However, YROES8, the flattening of worker:
remittances compounded thurrent account deficit due to a ballooning trad&cite The
present government took measures (-IV) to increase remittances through enhan
outreach, reimbursement thfe T.T. Charges Scheme (Free-send Modety] improvement
in the payment systenthus, during FY2019, there wia 9.2 percent increase in worke
remittances which reached L 21.7 billion. It was expected that same trend wolhtinue in
FY2020. During July-MarchY2020, remittancereached U$ 17 billion as compared -
US$ 16 billion thesame period last year, with a growth of 6.0 percént Y-0-Y basis,
remittances witnessed a growth of 9.3 percent imcWM&020, recorded U: 1.9 billion as
compared to US$ 1.7 billion same period last y

Due to COVID-19, thee is slov growth in the global remittance mairdye to deceleratin
growth in advanced economies, lower oil pr, and weakening of currencies of some of
source countries against the US dol

During July-April FY2020, workers’ remittances increased by 5.5 pdr¢e US$ 18.¢
billion as compared tS$ 17.8 billion last year. However, @ Y-o-Y basis, remittance
witnessed a growth of 1.1 percent in April 2020coreled US$ 1.79 billion (US$ 1.
billion last year) may be due to seasonal effect of Ramadan iandB month on month i
April 2020, remittances declined 5.5 percent, recorded U3%77 billion (US$ 1.89 billior
last month) as global lockdown, slow global demand emerging recession especiaue
to massive decline in oil pricesve increased the job risk ofrmmber of Pakistani worke
working abroad especially in GCC countri

During July-April FY2020,the share of remittances frorBaudi Arabia remained 23
percent(US$ 4377.0 mn), U.A.F20.8 percent (U$ 3905.9 mn), USA 17.5 percertUS$
3282.3 mn), U.K 14.%ercen (US$ 2780.7 mn), other GCC countries ‘percent (US$
1779.8 mn), Malaysia 6.percen (US$ 1242.3 mn), EU 2.7 percent (#515.2 mn) an
other countries 4.8 percent.

Fig 8.8 Worker's Remittance!
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Table 8.7: Country/Region Wise Cash Worker's Remitinces

) July-April (% Billions)
Country/Region
2018-19 2019-20 % Change Share

Saudi Arabia 4.2 4.4 4.8 23.3
U.AE. 3.8 3.9 3.2 20.8
USA 2.7 3.3 21.3 17.5
U.K. 2.8 2.8 0.9 14.8
Other GCC Country 1.7 1.8 36 9.5
Malaysia 1.3 1.2 -1.6 6.6
EU Countries 0.5 0.5 6.0 2.7
Others Countries 0.9 0.9 -1{5 4.8
Total 17.8 18.8 5.5 100.0

Source: State Bank of Pakistan

Box-1V: Measures to Increase Remittances

To encourage and facilitate the Overseas Pakistausisnd their remittances through official bankihgnnels,
various initiatives have already been taken bygiivernment:

= The prevailing rate of the TT charges scheme (Bez®t Model) has been enhanced from SAR 10
SAR 20/- for transactions between USD 100-200.dtld cost an additional amount of Rs 3 billionhe
Government.

= The existing incentive scheme for the marketinghofme remittances i.e. PKR 01 against USD 01 of
remittance amount beyond 15 percent growth ovéryear may now be based on tiered growth i.e.| Rs
0.50 on 5 percent growth, Rs 0.75 on 10 percaawilrand Rs 01 on 15 percent growth. It would eost
additional Rs 600 million to the Government.

= To leverage home remittance customers and encothliageto use banking channels, withholding tax Will
be exempted from Jul 01,2020 on cash withdrawalrothe issuance of banking instruments/transfers
from a domestic bank account to the extent of ramites amount received from abroad in that acdount
a year. FBR has been requested for amendmentamiad ax ordinance through finance bill.

= A ‘National Remittance Loyalty Program’ will be lached from September 01,2020 with the
collaboration of major commercial banks and governtragencies through which various incentives will
be given to remitters through mobile apps and cards

= Technical Supplementary Grant of Rs 9.65 billionréaluce the lag time from 12 to 6 months
reimbursement of T.T charges to banks on home tancits.

to

n

Financial Account

Financial Account has critical importance in Balarof Payments for the reason it cannot
finance current account deficit, there is pressuréoreign reserve and hence exchange rate.
The government made all efforts for increasingows, driven by the significant increase in
central bank deposits and bilateral flows due qaidiity injections from China, UAE, and
Saudi Arabia. Regardless, in FY2019, the finaneiatount remained US$ 11.8 billion
compared to US$ 13.6 billion in FY2018, still, fimaal account in FY2019 can comfortably
finance current account deficit. Thus, improvingkiB&n’s balance of payments position.
The same performance of financial account waseipected in FY2020.
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Fig 8.9 Monthly Financial Accouni Fig 8.10 Financial Accoun
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During July-March FYB20, the financial account remainecUS$ 6.0 billion, compared t
US$ 11.4 billion in corresponding period last yeaowéver, this financial account w
enough to finance easily the low current accoufititi¢hus improving balance of paymer
position during Julymarch FY202(

The financial account in Julytarch FY2020 saw a surge in the portfolio investmerocal
currency government securities, as foreign investmreased their focus on Debt Securi
due to reforms initiated in the exchangte market and to encash the available-adjusted
returns in fixed income securities. Bess portfolio investment improvements were notic
in FDI inflows and other investmes.

Foreign Direct Investment

Realizing the importance of FDI, the governmelade all efforts to attract FDI. Thus, Pakis
was among ‘top ten best improvers’ in World BankKase of Doing Business Index 20
jumping up 28 places on the index and clinching1@8th position out of total 190 economi
This helpedo attract foreign investors. During y-March FY2020, foreign direct investme
increased by 137.3 percent and reached US$ 2iérbdbmpared to US$ 0.9 billion last ye
On YoY basisFDI increased by 91.7 percent ereachedJS$ 278.7 million in Mrch FY2020
compared to US$ 145.4 million in the same month yasr. The inflows of FDreached US$
2.7 billion million during JulyMarch FY2020 compared to US$ 2.1 billion million sameipe
last year, with a growth of 25.6 percent. The owf of FDI during JulyMarch FY202C
decreased by 55.8 percent and reached US$ 548idmaibmpared to US$ 1241.8 million sa
period last year.

Government has taken different initiatives at th&anal and international level to attract F
The government is prading business friendly environmg¢, especially in SEZs. In this reg;,
onetime custom duties exemption on plant and machimay been given, while there an
income tax exemption for 5 years. Pakistan hasesi@an offshore Gas Pipeline deal wi
Russa. Saudi Arab has shown its interest to invest imew oil refinery in Pakistan's growi
deepsea port of Gwadar, which is likely to increase HDPakistan. Pakistan recently sigr
seven MoUs worth US$ 20 billion with Saudi Ara

The major FDI during Juljdarch FY2020 received from China US$ 872 millio®.@ percen
of the total FDI) followed by Norway U¢ 288.5 million (13.4 percent of the total FDI) &
Malta US$166.7 million (7.8 percent of the total FDThe power sector attracthe highest net
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FDI of US $ 757.4 million (35.3 percent of total F@uring July- March FY2020 as against
outflow of US$ 353.1 million same period last ye@he communication sector received US$
490.3 million (22.8 percent of total FDI) against autflow of US$ 141.1 million same period
last year. Other sectors such as oil & gas expiordJS$ 218.3 million (10.2 percent of total
FDI), Financial business received FDI US$ 210.5lioml (9.8 percent of total FDI) and
Electrical Machinery US$ 143.4 million (6.7 perceitotal FDI) during July- March FY2020.

With regard to FDI, the COVID-19 outbreak could saiwglobal foreign direct investment
(FDI) to shrink by 5 percent-15 percent)NCTAD, March 08, 2020)In the context of
Pakistan, the pandemic negative impact on invegsneril be felt strongly. The ripple
effect could cause a major setback to efforts afegoment around the globe to attract the
private investment and to achieve the target of 4S8 bn for the year CFY 2019-20.

Table 88: Foreign Investmen ($ Million)
Fv2018 FY2019 FY201£‘9J o MarChFYZOZO P
A. Foreign Private Investment 25396 9471.2 495.6 4420
Foreign Direct Investment 2780.3 1362.4 5.20 2148.3
Inflow 34945 27852 2144.9 986
Outflow 714.2 1422]8 1241.8 48%
Portfolio Investment -240.)7 -415|2 -409.5 -103.6
Equity Securities -240[7 -415.2 -409.5 -103.6
Debt Securities
B. Foreign Public Investment 2450(5 -10p2 -0.7 B331.
Portfolio Investment 2450.p6 -1002 -q.7 331.
Total Foreign Investment (A+B) 4990(1 -54.8 A4 2375.7
P: Provisional

Source: State Bank of Pakistan

Fig: 8.11 Country-Wise FDI (July-Mar FY2020) Fig: 8.12 Sector-Wise FDI (July-Mar FY 2020)
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Foreign Portfolio Investment

The Foreign portfolio investment during July-Mar€k2020 reached US$ 227.5 million as
against an outflow of US$ 410.2 million the samequklast year. There is a risk of high

capital outflow, as the major decline in all stoglarket during these days in ongoing
pandemic.
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Foreign fund managers invested into the T-bills &iBs not only in chasing the risk-
adjusted returns offered by Pakistan on the goventreecurities but also in response to a
sharp improvement in the BoP, the reserves buféerd,particularly reforms initiated in the
exchange rate market. Moreover, the country’s tredirthiness has improved with the
initiation of the EFF program and the successfulctusion of its first review in November
2019. Besides, in December 2019 Moody’s upgradddsa’s outlook to stable from
negative and affirmed the government’s local aneigm currency long-term issues and
unsecured debt rating at B3. These developmentPaddédstan’s credit default swap rate to
decline significantly and reach 3.4 percent by Bedember 2019 from a high of 5.0
percent in August 2019.

Reserves and Exchange rate

Pakistan’s total liquid foreign exchange reservesdased to US$ 17.1 billion by the end of
March 2020, up by US$ 2.6 billion over end-June 20The breakup of reserves
accumulation in March 2020 shows that the SBP’srkes increased by US$ 3.6 billion to
the US$ 10.8 billion against depletion of US$ 948dlion to US $ 6.3 billion in
commercial bank’s reserves.

While the rise in SBP’s liquid reserves seems suittistl and an almost equivalent reduction
in net forward liabilities suggests that actuakres accumulation by SBP over this period is
much higher. The reserve accumulation during Julyd¥d FY2020 was a result of higher
official disbursements and sufficient market pusdggby the central bank. While IFI loans
revived with the inception of the IMF program anidwaed better market conditions to SBP
for making FX purchases.

The improvement in the Foreign Exchange reserncso@ 3.8 percent appreciation of Pak
rupee against the US dollar during July-Februarg®0. During FY2020 the PKR started

appreciated during July-February, the NEER depredian the second and third quarters as
against appreciation in the first quarter, as thgencies of other major trading partners
appreciated against the US dollar. However, thédridRelative Price Index (RPI) due to

higher domestic inflation resulted in REER apprecrain all quarters of FY2020.

However, due to the fallout of COVID -19, the PKBpdeciated by 3.9 percent in just one
month during July-March FY2020. The movement in PU8$ exchange rate in the
interbank market is based on foreign exchange ddrapply gap. The market-based
adjustment is reflective of the country’s overaktenal Balance of Payments position
during the period. Further, compared to nominaldeRreciation, the NEER and REER for
March over last month are only 1.9 and 0.98 peroesyiectively. This reflects the currency
and inflation dynamics of Pakistan’s major tradpagtners

Pakistan has requested special assistance frormuttdateral institutions, to counter the
pandemic. In this regard, thtal of US$ 5 billion of external assistance haserb
mobilized, out of which IMF has provided US$ 1.4libh under Rapid Financing
Instrument in budgetary support, World Bank hasviged US$ 1.79 billion, Asian
Development Board (ADB) has provided US$ 1.75 duilli in addition, G20 states have
offered debt relief of US$ 1.8 billion. G-20 / Pa€lub have offered suspension of principal
and interest for over 70 developing countries,udolg Pakistan.
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Fig: 8.13 Foreign Exchange Reserve
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Conclusion

The improvement in Pakistan’s balance of paymems started in FY2019 continued
FY2020 as well. The implementation the marketsased exchange rate system, along
other demand management policies adopted earBeited in a sharp 73.1 percent dec
in the current account deficit to only US$ 2.8 billion {1percent of GDP) during Ji-
March FY2020 against US$ :3 billion last year (3.7 percent of GDP).

The significant reduction in the current accourfiaiteis mainlydue to import compressi
of a wide range of noenergy and energy produQuantumled import declines wer
observed across all product categs and were complemented by lower internationalegi
of most of Pakistan’s principal import commoditiekow international prices suppred
export earnings of many emerging markets includtagistan as unit prices of textiles ¢
rice continued to dropLower unit values dominated, partially offsettingetimpact o
significant volumetric growtisevere of the major export products.

The COVID-49 outbreak has jolted evethe strongest world economies ¢ posed
significant challenges for investments exports to increase further in theming months
With regard to Pakistan despite the adverse impiaCiorona virus on economy the ovel
external account liquidityyas improve due to adecline in oil and other commaodity pric
on the back of a slowdown global economies This will further reduce the import bill ar
the current account deficitn light of recent domestic and global developmertte
spillover impact of the Coronavirus outbreak on global trachel financial markets
moderate and sholiired. In such a scenario, the export slowdown aratket volatility
should be contained while the benign growth andafioh impacts of lower glob:
commodity prices would dominate. Under a w-case scenario, there will be a prolon:
and severe plsa of weak demand in Pakistan’s major exports @&ndittances may fa
significantly due to layffs of our workers abroacThe gvernment, cognizant of tt
COVID-19 challenge, has taken various measures to pretgeoutbreak and adoptea
semi-lockdownapproach with we-established SOPs to move the wheel of the econar
this difficult time.
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