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IMF Loan Facility Extended To Ease RGST Pressure 
(Dawn 28-12-2010)
 WASHINGTON, Dec 27: The executive board of the International Monetary Fund approved on Monday a nine-month extension of Pakistan`s standby loan arrangement to Sept 30, 2011. 
“The extension will provide time to the Pakistani authorities to complete the reform of the general sales tax, implement measures to correct the course of fiscal policy, and amend the legislative framework for the financial sector,” the IMF said in a statement.

The fund noted that the extension was made on “a lapse-of-time basis”.

The IMF board takes decisions under its lapse of time procedure when it agrees that a proposal can be considered without convening formal discussions.

The IMF, however, continues its dialogue with the Pakistani authorities on the programme`s fifth review, the statement said.

The 23-month loan arrangement of $7.61 billion was approved on Nov 24, 2008. On August 7, 2009, it was augmented to $10.66 billion and extended to Dec 30, 2010.

Following the completion of the fourth review in May 2010, the IMF approved an immediate disbursement of $1.13 billion, bringing total disbursements under the arrangement to $ 7.27 billion. The Board also approved rephasing three remaining disbursements into two, while keeping the total access under the arrangement unchanged.

The executive board also approved Pakistan`s request for waivers for the non-observance of two end-March 2010 quantitative performance criteria.

Finance Minister Hafeez Shaikh told reporters earlier this week that Pakistan was seeking a nine-month extension for its loan facility from the IMF.

Although the facility was expiring at the end of December, a substantial portion of the loan was yet to be released because Pakistan failed to meet certain conditions relating to reforming sales tax laws, amending regulations for banking companies and eliminating energy subsidies.

The Pakistani economy, which has been battered by outbreaks of violence, was close to a balance-of-payments crisis in 2008 but was rescued by the IMF through the loan.

A report released earlier on Monday noted that Pakistan`s fiscal deficit might exceed 7 per cent of economic output, endangering its standing with international donors, due to a delay in implementing a reformed general sales tax.

Conversion Rates 
(Dawn 28-12-2010)
KARACHI: The following are December 27, State Bank conversion rates for foreign currency deposits, dollar bearer certificates, foreign currency bearer certificates and special US dollar bonds.
US dollar             Rs     85.8469
Japanese yen    Rs     1.0370
Pound sterling  Rs     132.4961
Euro                      Rs     112.8801

LIBOR
The following is Libor rate for calculating interest on special US dollar bonds for December  28.

Libor
For 6 months    0.4572%

 
India Blocks Chemicals Import From Pakistan 
(Dawn 28-12-2010)
 KARACHI, Dec 27: Pakistani business leaders expressed frustration over the attitude of Indian authorities towards imports from Pakistan. 
“Strong demand for certain Pakistani chemicals, particularly soda ash in Indian market also became a victim of protective trade barriers of Indian authorities looking for excuse to discourage imports from Pakistan,” a businessman told Dawn.

Industry sources revealed that the Indian authorities have announced to impose anti-dumping duty on imports of soda ash from Pakistan from March next.

There is strong resentment amongst the trade and industry circles over the announcement because India enjoys favourable balance of trade with Pakistan. It has repeatedly demanded the status of the ‘Most Favoured Nation’ (MFN), the position it has given to Pakistan.

“The reality defies all their claims and gestures. India frequently blocked imports from Pakistan using non-tariff barriers (NTBs),” a chemical manufacturer said.

Pakistan used to import soda ash from India to meet industrial demand but since last two years the situation changed and now Indian importers look across the border to meet the demand of their industry located in the north.
Industry sources said that Indian importers were benefiting from freight advantage because of geographical proximity and all imports of soda ash ware made through Wagha border.

Two major producers are presently involved in exports from Pakistan.
The currency parity advantage was also being enjoyed by the Indian importers on getting chemicals at cheaper price from Pakistan, said Muhammad Haroon Agar, the chairman Pakistan Chemicals & Dyes Merchants Association (PCDMA).

Strong Indian rupee against US dollar has made their exports costly as the parity today stands at 45 rupees to a dollar whereas Pak rupee stands at around 86 to a dollar, therefore, imports from Pakistan are cheaper, he added.

The Indian authorities are also delaying the renewal of certification by Bureau of Indian Standards (BIS) for import of cement from Pakistan. This is also a living example of how Indians use NTBs against Pakistani imports.

A leading cement exporter Amjad Rafi said that under bilateral agreement two to three trains were supposed to run between the two countries per day. However, for long 45 freight trains per month were engaged having a loading capacity between 1,800 to 2,000 tons.

But for the last three months only 18 to 19 train exchanges were made per month. As a result cement export to India also suffered badly.

Similarly, since 2007 bilateral agreement not a single Pakistani truck moved across into India whereas even today around 100 trucks daily move into Pakistan loaded with all sort of consumers’ goods, including vegetables and fruits, he added.

Weekly Inflation Surges By 22.05pc
(Dawn 28-12-2010)
 ISLAMABAD, Dec 27: Weekly inflation surged by 22.05 per cent during the week ended on Dec 23 over the corresponding period of last year owing to rising food prices, suggested data issued by the Federal Bureau of Statistics. 
The inflation, measured through the Sensitive Price Index (SPI) was steadily on the rise for the past few weeks. This increase was more hard-hitting for people from the low income group as compared to the rich, mainly due to persistent increase in the essential kitchen items.

The SPI witnessed an increase of 22.04 and 21.99 per cent, respectively, for households in the two lower income brackets of up to Rs3,000 and Rs3,001 to Rs5,000.

For households in the income brackets of Rs5,001 to 12,000, the increase in the SPI was in the range of 22.07 per cent, and for households in the income basket of over Rs12,000; the inflation registered a growth of 21.66 per cent over the week last year.The prices of tomatoes rose by 14.16 per cent to Rs79.83 per kg from Rs69.93, onions by 11.50 per cent to Rs58.55 per kg from Rs52.51, egg by 3.99 per cent to Rs88.40 per dozen from Rs85.01 and tea packet 2.50 per cent to Rs133.51 per 250gm from Rs130.26 during the week under review.

Salt powdered price went up by 2.38 per cent to Rs7.32 per kg from Rs7.15, vegetable ghee by 1.18 per cent to Rs154.22 per kg from Rs152.42, washing soap nylon by 1.15 per cent to Rs14.91 per cake against Rs14.74 and LPG 11kg cylinder by 0.80 per cent to Rs1368.12 each against Rs1357.24.Rice basmati broken price increased by 0.65 per cent to Rs49.75 per kg from Rs49.43, red chillies by 0.48 per cent to Rs243.10 per kg against Rs241.93, firewood by 0.47 per cent to Rs349.41 per 40 kg from Rs347.79 and gram pulse washed by 0.39 per cent to Rs72.78 per kg from Rs72.50.The price of chicken was up by 0.31 per cent to Rs113.19 per kg from Rs112.84, bananas by 0.28 per cent to Rs42.47 per dozen from Rs42.35, rice irri-6 by 0.24 per cent to Rs37.58 per kg from Rs37.49, mustard oil by 0.19 per cent to Rs156.20 per kg from Rs155.90, wheat was up by 0.15 per cent to Rs26.80 per kg from Rs26.76 and wheat flour 0.10 per cent to Rs30.76 per kg from Rs30.73.

RGST May Be Deferred To July 1 2011 Exemptions Concessions To Be Phased Out Through Notifications 
(B. Recorder 28-12-2010)
 ISLAMABAD  (December 28, 2010) : The government may put off planned implementation of Reformed General Sales Tax (RGST) till July 1, 2011 and systematically phase out exemptions/concessions through notifications under existing Value Added Tax (VAT) mode in case economic managers fail to successfully persuade the political leadership on reform roadmap, it was learnt.

Sources said that final decision to this effect would be dependent on the outcome of the briefing scheduled to be given to the political leadership by the economic managers. The economic team would try to convince the political leadership that implementation of the RGST is a critical component of ongoing reforms as it would plug the shortfall between revenue and expenditure. Finance Minister Dr Abdul Hafeez Sheikh in consultation with Prime Minister Syed Yousuf Raza Gilani would invite political leadership for a briefing on the need for reforms and consequences of delay.

The political leadership would be informed about the increasing vulnerability of the fiscal framework because of a low tax to GDP ratio and rising expenditure. The briefing would involve the inflexibility of expenditure components - ranging from defence, subsidies, debt servicing, and running of government - and shortfall in revenue. The result is that the government is going for the easy option of borrowing from the central bank instead of taking hard decisions to plug loopholes in the economy, they added.

Sources said that an overview of rising expenditure would be given to the political leadership. Incurring cost on subsidies, defence and debt servicing has been consuming up to 12% of the GDP while total revenue collection is not even 10 percent 9% of the GDP. Hence, the need for political consensus on reforms.

There is also concern that over time the pressure on current account due to shrinking foreign inflows would manifest itself. In addition, the briefing would include public debt and potential to reduce it by adopting higher tax to GDP ratio. The briefing to the political leadership would be an effort to garner their support for the passage of RGST in parliament and to develop a broader political consensus on reform roadmap.

Sources said that failure of the economic team to convince the political leadership would leave no other option but to go for implementation of VAT through notification by withdrawing zero rating and other exemptions currently enjoyed by some sectors.
At The Wrong Time Under The Wrong Circumstances 
(B. Recorder 28-12-2010)
 ISLAMABAD  (December 28, 2010) : The government has committed a serious mistake by proposing imposition of the Reformed General Sales Tax (RGST) during a recessionary phase when business volumes are declining in all key sectors of the economy.

Leading chartered accountants from Karachi told Business Recorder here on Monday that the best tax administrations have always avoided imposition of new taxes during a recession, which would cause extra burden on business and trade.

Advanced countries like UK cut VAT from 17.5 to 15 percent in December 1, 2008 on business and trade due to the recession. At that time, British government recognised that the UK economy was being badly damaged by the world-wide financial crisis. Concerned that the economy would be further weakened by a collapse in consumer spending, the government announced a temporary reduction of VAT from 17.5 percent to 15 percent. However, the rate would be restored to 17.5 percent from January 1, 2010.

The government has adopted a unique course of action by proposing new tax measures during recession. Whenever business volumes are shrinking, it is an inappropriate time for enhancing taxation of those already burdened. Any attempt to impose additional taxes in recession would only result in tax evasion or under-reporting of taxes. Sources said that the withdrawal of exemptions on essential goods and items during prevailing business environment would compel registered persons to avoid tax. In contrast exemptions and concessions are retained in lacklustre business environment to avoid extra burden on the stakeholders.

So far, the Federal Board of Revenue (FBR) has failed to enforce filing of returns from non-filers, short-filers and nil filers of sales tax returns despite repeated issuance of enforcement plans to the Large Taxpayer Units (LTUs) and Regional Tax Offices (RTOs). Instead of improving compliance of registered non-compliant persons, the measures to increase tax rates and bringing more persons into the tax net seems impractical.

According to sources, the best time for withdrawal of exemptions is when businesses are flourishing and there is an increase in productivity. The increase in power prices due to cut in subsidies along with decrease in production would further increase the cost of doing business. The shortage of natural gas in winter has resulted in closure of many manufacturing units in industrial estates and any withdrawal of exemptions at this stage would only cause panic in the country.

Under the ongoing recession, the imposition of RGST may result in strikes and agitation across the country. The devastating floods have already impacted negatively on the economy with serious implications on revenue collection. Another leading tax expert argued that when there is recession in the economy the productivity is at its lowest level. In Pakistan, price of utilities, raw materials and consumer goods are constantly going up, but the income of the public at large is not increasing proportionately. In such situation taxing the already taxed citizens is not going to get fruitful results, but will lead to tax evasion, under-declaration or non-declaration, he added.
FBR Makes Three RTOS Functional In Karachi
(B. Recorder 28-12-2010)
 ISLAMABAD  (December 28, 2010) : The Federal Board of Revenue (FBR) has made three new Regional Tax Offices (RTOs) functional in Karachi to facilitate the business community. Sources told Business Recorder here on Monday that the three RTOs have been made functional in Karachi from December 22, 2010. These are RTO Karachi, RTO-II and RTO-III Karachi.

However, it has been decided by the competent authority that all collection up to December 31, 2010 will remain with RTO, Karachi. Thereafter, procedure of accounting of collection will be evolved by the Board and communicated to the RTOs, which will be effective from January 1, 2011, till then, the existing arrangements will continue.

The FBR further said that all-external audit matters pertaining to RTOs at Karachi (ie RTO, Karachi, RTO-II, Karachi, RTO-III, and Karachi) will be handled by the senior most Chief Commissioner Inland Revenue of RTO, Karachi till June 30, 2011. He will be responsible to look after all External Audit Matters and ensure compliance in the pending External Audit Paras, FBR added.
Policy Matters Prime Minister Directs All Ministries To Consult Apex Trade Bodies 
(B. Recorder 28-12-2010)
 ISLAMABAD  (December 28, 2010) : Prime Minister Yousaf Raza Gilani has directed the concerned ministries to undertake extensive consultations with the Federation of Pakistan Chambers of Commerce and Industry (FPCCI) and other apex private sector bodies on policy matters, official sources told Business Recorder.

Prime Minister Secretariat issued these instructions to Ministry of Commerce, Ministry of Textile Industry, Ministry of Petroleum and Natural Resources, Ministry of Water and Power, Ministry of Finance, Ministry of Industries and Production and Federal Board of Revenue (FBR), after a delegation of All Pakistan Textile Mills Association (Aptma) complained to President Asif Ali Zardari on December 8, 2010 that their Association is not being take on board prior to formulation of national policies, sources said.

The main purpose of Aptma's meeting with the President was to inform him about the problems faced by the textile industry due to gas shortage, besides other issues related to expected shortfall of cotton production.

"Aptma Chairman Gohar Ijaz informed the President that Aptma, despite being the largest association in the country representing around 400 textile units, was not being consulted/associated in policy formulation and decision making process pertaining to cotton and textile industry," sources added.

The instructions issued by the Prime Minister Secretariat to the concerned ministries are as follows: (i) Aptma may be consulted/associated with policy formulation and decision making process relating to cotton and textile sectors; (ii) the impact of gas load management on textile industry may be assessed and corrective measures taken; and (iii) the FPCCI and other apex private sector bodies should be extensively consulted on policy matters.

A day before the meeting between the President and Aptma delegation, the Economic Co-ordination Committee (ECC) of the Cabinet was informed that, depending upon weather condition, industrial sector will observe 2-3 gas holidays per week or equivalent. It was thought that to ensure equality, the industrial clusters/estates including textile sector, shall be divided into zones for gas load management on a rotational basis.

However, when the issue came under discussion at the ECC meeting, it was observed that natural gas load management model followed during last winter worked well as people and industry had generally accepted it. Therefore, the same plan may be observed. The ECC also observed that by allowing additional gas supplies to energy sector, industrial sector would suffer adversely, causing widespread unemployment and cuts in export(s). Hence, there was a need to strike a balance while allocating gas to energy and industrial sectors, respectively.

After detailed discussion, in the light of the contacts between Aptma and top government functionaries, thde ECC approved the Petroleum Ministry's gas load management plan, on the condition that industrial sector will observe only two gas holidays per week. A couple of days ago, Aptma, in an advertisement, thanked the members of the ECC for ensuring gas supply for five days a week to the textile sector.
Clearing Pending Refunds FBR To Set Up Dedicated Centre At RTO Karachi 
(B. Recorder 28-12-2010)
 ISLAMABAD  (December 28, 2010) : The Federal Board of Revenue (FBR) has decided to establish a dedicated centre at Regional Tax Office (RTO) Karachi to clear backlog of pending refunds of Karachi-based businessmen. Sources told Business Recorder here on Monday that the issue of pending sales tax refunds was discussed during a meeting on the refund issues. The FBR has taken some decisions to expedite clearance of pending refunds' claims.

Firstly, a dedicated centre, to be manned by people of established integrity, is to be established at the RTO, Karachi. The sole responsibility of this centre will be to expeditiously liquidate the pendency position of sales tax refunds. Secondly, FBR Member (Domestic Operations North) shall liquidate the small scale refunds pendency especially at Lahore and Faisalabad by the end of December, 2010. Thirdly, Refund Rules would be amended, which would help the tax department to issue refunds up to Rs 25,000.

During the meeting, Dr Amna Khalifa, DG (SP&S) presented the backlog position under the expeditious refund system (ERS). Tax authorities expressed their dissatisfaction over the excessive pendency of the refund cases especially the cases involving petty amounts up to Rs 50,000. The remedial proposals were discussed in detail and it was decided that necessary amendments to the Refund Rules may be proposed enabling the tax authorities to issue refunds up to Rs 25,000 in a more simplified and expeditious manner.
Gas Loadshedding APTMA Fears Large Scale Closures Lay Offs 
(B. Recorder 28-12-2010)
 ISLAMABAD  (December 28, 2010) : The All Pakistan Textile Mills Association (Aptma) has said that it fears large-scale closures/bankruptcies and massive layoffs in the textile industry due to gas load shedding, the fuel used in captive power plants (CPPs), it is learnt. Sources in the textile sector told Business Recorder that though the cost of power generation from CPPs in textile sector varies from unit to unit and area to area, the average power generation cost of CPPs is less than other sources of generation.

Power generated from CPPs, running on gas costs Rs 5.50 per unit, against Rs 12 through use of furnace oil, and Rs 18 from diesel, they said. However, due to the on-going gas load management programme (two days' load shedding a week) it would be difficult to provide the required quantity of gas to CPPs, sources added.

To lessen the gravity of power shortage, the government had decided to procure additional electricity from CPPs installed by the textile sector to minimise the energy shortfall in the country. The CPPs are already providing 200 MW to the distribution companies (discos) and have the capacity to generate additional 250 to 300 MW. The industry could also realise $12 billion export target if the government ensures regular gas supply.

Aptma Chairman Gohar Ijaz told Business Recorder that growing energy shortage, especially in the manufacturing sector, was impeding industrial growth, and could lead to substantial reduction in production, jobs and exports over the next several months. The CPPs were installed by the industrial community to overcome power shortage, but due to gas load shedding CPPs are unable to provide the desired result, and the textile mills are on the verge of collapse. Gohar said that the Prime Minister has directed the SNGPL to ensure 5 days' gas supply to the industry. However, gas for only three and a half days was provided last week.

Another industrialist told this correspondent that when the energy crisis had started, the government had asked mill onwers to install CPPs, using furnace oil, to meet their requirements. But with the passage of time the cost of furnace oil increased and the government asked the industrialists to shift CPPs to gas. Industrialists made huge investment and transferred their power generation units to gas. Now gas is not available and the industrialists are in a fix to meet their requirements.
Evaluation Of Cost Competitiveness Of Firms MOC Urged To Set Up Experts Team 
(B. Recorder 28-12-2010)
MULTAN  (December 28, 2010) : Khawaja Jalaluddin Roomi, Chairman of All Pakistan Bedsheet and Upholstry Manufacturers Association (APBUMA), at a seminar urged Ministry of Commerce to constitute a team of experts to evaluate cost competitiveness of the firms. He also urged that such seminars should be arranged more frequently to guide entrepreneurs about international trade requirements and modern business practices.

He said that Pakistani exporters are facing severe competition in the international markets and preparedness of the industry on such important subjects would help in their growth. To enjoy the benefits of market access, preferential concessions by the developed countries and FTAs would not be possible without preparing industry on compliance to international standards and technical regulations.

He said that producing products as per laid down product standards and technical regulations under WTO regime has become inevitable as otherwise the trade under market access negotiations with the developed countries would only be one sided, which would be detrimental for export and overall trade balance. Compliance to International standards and technical regulations would also help improving the quality of Pakistani goods both for foreign and domestic markets, bring value addition and sophistication in the goods being produced and to help in increasing exports. He also informed that the Domestic Commerce Wing is working to streamline the domestic trade and industry to make it more competitive with respect to standard so that it not only caters for the domestic demands but also produces sophisticated and qualitative products for international markets.

The pilot project "Production of goods as per laid down products standards and technical regulations for domestic and foreign markets" initiated by the Wing would enable the industry to supply the goods as per laid down standards.

At the end of presentation Ahmad Zaman Khan explained the technical parts of the questionnaire developed by the Domestic Commerce Wing to collect the information from firms about compliance of product under the pilot project initiated on the subject. Ahmad Zaman Khan conducted the seminar. In the presentation he informed the participants of the seminar that the international trade has become increasingly complex as developed economies are focusing more and more on bringing value addition and sophistication in products for their consumers.
