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600 industrial units shut in Faisalabad (The News 31-01-2011)
 FAISALABAD: More than 600 industrial units, most of them in textile sector, were closed here Sunday morning under SNGPL new gas loadshedding schedule, which will affect 400,000 workers. 

Talking to journalists, industrialists and exporters said the textile industry was already suffering due massive gas loadshedding during the last three months, terming the gas suspension a well planned conspiracy against industries in the Punjab. 

The industrial activities were frozen because of mismanagement and unfriendly course of action of the government while the worst gas shortage threw more fuel to the fire, they added. During January, they pointed out that SNGPL had provided gas to the industrial units with low pressure for only seven days, resultantly industries of Faisalabad were closed for 24 days in January. During December 2010, gas loadshedding continued for 22 days for industrial sector. 

Textile export worth millions of dollars from upcountry have been hit by gas loadshedding coupled with electricity absence, rendering daily wagers jobless, they added. They demanded decision of 4-6 days gas loadshedding should be taken back immediately and gas should be supplied to the Punjab industries for at least 5-days. 

Decisions of the PM should be implemented across the board with discrimination, they added. They also expressed grave concern over State Bank of Pakistan’s Monetary Policy and said that the high mark-up rate was kept unchanged against expectations of a 50 basis points reduction.
Lending rates will still go up SBP maintains its key policy rate at 14 percent  
(B Recorder 31-01-2011)
 KARACHI  (January 31, 2011) : Borrowing cost of private sector is bound to go up as the government shifts, albeit reluctantly, its borrowings for budgetary needs towards the commercial banks despite State Bank of Pakistan's decision to maintain its policy rate at 14 percent.

According to monetary experts, the fundamental issue hampering the economy is lack of required liquidity. Lending rates will keep on increasing until exchequer's access to the liquidity pool is cut off. This implies forcing a reversal of the fiscal deficit's upward trend. Postponing additional revenue measures (RGST & Flood surcharge), rolling back POL retail price increases, and freezing electricity tariffs cumulatively could result in the fiscal deficit to even a whopping nine percent of the GDP - a range which has horrendous consequences.

Ministry of Finance and SBP have conveyed this highly anticipated scenario to the Federal Cabinet as well as to the political leadership in the opposition. The International Monetary Fund as well as the US authorities are on the same page.

SBP: The Governor SBP, Shahid H. Kardar, in the January 29, 2011 monetary policy statement spoke about the governmental commitment to freeze its borrowing from SBP at Rs 1,290 billion. He also stated that as of January 23rd, the stock of Federal borrowing from SBP was Rs 1,277 billion. SBP's cumulative flow chart of governmental borrowing shows a shift of over Rs 200 billion from SBP to commercial banks. It is feared that this situation is bound to persist for the next couple of months even if consensus on an economic reform agenda or grand economic strategy among political parties is consequentially evolved. As a consequence, banks will keep on squeezing private sector credits and lock-up additional liquidity in their governmental portfolio. Therefore, when private sector credit limits come up for renewal, banks will want adjustments or else higher interest rate. There are genuine fears that government borrowing from the banking system will not abate.

The Governor SBP had hinted at a way out, last Saturday; reducing the currency-in-circulation turning them into bank deposits. A reduction of Rs 100 to 150 billion in currency-in-circulations with a multiplier of 3.3 (estimated in our system) could possibly dilute the impact of a shift of commercial bank lending towards the government and keep market rates stable. But to achieve this, government needs to make changes in its taxation system whereby people are encouraged to put their money in a bank instead of under a pillow.

NFA & NDA: The trend of fiscal deficit is connected with fuelling of inflation. SBP has to block governmental borrowing - all else is beating around the bush. So the message has to be "no direct borrowing from SBP either by the federal and provincial governments or for bailouts of public sector enterprises."

The only reason for reduction in governmental borrowing from SBP was the $743 million Coalition Support Fund inflow. Higher inflows of home remittances or improvement in export proceeds do help the balance of payment position and the current account, but they do cause no impact on the stock of governmental borrowing from SBP.

Besides, CSF inflow of aid and loans results in reducing governmental borrowing from the banking system. At budget time, inflow from Friends of Pakistan and multilateral agencies was estimated at $3.5 billion. Only $550 million has come in so far. CSF reimbursement was envisaged at $1.3 billion, only 810 million dollars have been received. With no resolution with the Fund in sight - the possibility of growth in NFA is slim and at best NFA will be stable due to price increase for cotton and rice coupled with a rise in HR. Even the receipt of $100 million from Etisalat for PTCL is doubtful during the current financial year.

With inflation touching 16 percent, holding the policy rate at 14 percent means that the gap between the two could widen. And, SBP may have to play catch-up - two months from now.

With commodities showing an upward tick and internal crisis in the Middle East escalating the pressures on imports are likely to continue.

It appears that this time SBP has tilted towards the political rhetoric emanating from Islamabad as the fundamentals have not undergone a material change. After the roll-back of OGRA fixed prices, the Monetary Policy committee of SBP did not want to be wrong footed and has decided to opt for a wait-and-see policy, because a reversal on account of political pressure would have meant losing respect in the eyes of the market.
EDB proposes tax incentive package for 'Export Houses' 
(B Recorder 31-01-2011)
 ISLAMABAD  (January 31, 2011) : The Engineering Development Board (EDB) has proposed tax incentive package for 'Export Houses', which includes special tax concession schemes and facility of Duty and Tax Remission for Export Scheme (DTRE) to promote small-scale manufacturers, through professionally managed trading houses specialised in export business.

Sources told Business Recorder that the EDB has forwarded the 'tax incentive package for Export Houses' to the Federal Board of Revenue (FBR) for comments. The EDB has proposed that the government may appreciate the concept of 'Export Houses' and announce a special scheme for promotion of this activity. The proposed scheme for Export Houses may have the following features:

First, the 'Export Houses' may be officially recognised for promotion of exports by the Trade Development Authority of Pakistan.

Second, the "Export Houses" in the engineering industry may be registered by the Trade Development Authority of Pakistan on the recommendations of the Engineering Development Board.

Third, the State Bank of Pakistan may recognise and treat "Export Houses" at par with manufacturer-cum-exporter and extend benefits of all financial and banking products and facilities like Export Refinance on equal basis.

Fourth, the DTRE procedures as contained in Customs Rules, 2001 may be suitably amended to treat registered "Export Houses" at par with manufacturer-cum-exporter.

Fifth, the withholding income tax rate for suppliers of goods and services to registered "Export Houses" may be reduced to come at par with tax rate applicable to exporters, so that manufacturers of exported goods through "Export Houses" are also treated as exporters.

Sixth, the supplies by manufacturers to registered "Export Houses" may be treated as sales tax zero rated and exempt from special excise duty under the sales tax and federal excise laws to avoid blockage of funds in the shape of unpaid refunds.

Seventh, the "Export Houses" may submit insurance policies to the government at the time of registration to securitise the government revenue.

The recognition of "Export Houses" through a special scheme in this regard has to be jointly managed by the Trade Development Authority of Pakistan, Engineering Development Board and the FBR.

Sources said that the Trade Development Authority would notify the scheme for Export Houses in consultation with the Engineering Development Board and FBR.

The State Bank of Pakistan would notify that registered "Export Houses" would be treated at par with other manufacturers-cum-exporters.

The Customs Wing of the FBR to suitably amend Customs Rules, 2001 to accept insurance policies instead of bank guarantees in case of registered "Export Houses".

The Direct Taxes Wing of the Federal Board of Revenue to suitably amend the withholding Income Tax rates so that suppliers to registered "Export Houses" are treated at par with exporters as far as withholding income tax is concerned.

Indirect Tax Wing of FBR to suitably amend zero rating of Sales Tax laws and rules as well as Special Excise Duty laws and rules to treat supplies to registered "Export Houses" as exports, and therefore treated as such for charging of tax purposes.

According to the EDB, the governmental laws, rules and procedures are designed in a manner which discourages such activity. Up till now, the concept of Export Houses has been recognised as indirect exporters only within the scope of DTRE scheme.

The facilitation regime offered by the government is biased in favour of manufacturer-cum-exporter and does not treat trading houses equally.

The "Duty and Tax Remission for Exports" scheme as contained in Customs Rules, 2001 requires trading houses to submit bank guarantee, whereas other securities are acceptable in case of manufacturer-cum-exporter. Obtaining bank guarantees from the banking system is only possible after deposit of 100 percent cash margin. This involves financial costs and burdens competitiveness of trading export business.

On procurement from the small manufacturing concerns, the trading export businesses are required to deduct withholding income tax at the rate of 3.5 percent of the value of supply. They are also required to deduct withholding income tax at the rate of 6 percent if services in shape of contract manufacturing or jobbing are obtained. Although a concessionary rate of 1 percent has been provided to indirect exporters registered under DTRE scheme, it is not always possible to work under this scheme due to capacity constraints of micro and small level manufacturers. It means that supplies of products and services rendered by small scale operations are considered local business and outside the export chain. Finally, on export by trading export businesses another withholding income tax at the rate of 1 percent is deducted out of foreign exchange payments through the banking channel. This creates a clear-cut anti-export bias if exports are made by trading export businesses as withholding income tax on supply chain of the exported products is deducted at a higher rate and that too more than one time.

The special excise duty at the rate of 1 percent and sales tax at the rate of 16 percent is paid by trading export business at the time of procuring goods for exports. These taxes are technically supposed to be refunded by the government as exports are zero rated. However, existing rules and procedures for refund of this amount are such that it almost becomes impossible to obtain refund within any reasonable time. Such refunds are blocked for months and years, and the working capital of trading export businesses finally dries up.

There is no denying the fact that the export potential of small-scale manufacturers needs to be realised. There is also no denying the fact that this potential can only be realised through bridging the gap by trading export business. It is high time that the government realises the usefulness of this arrangement, sources said.

The EDB said that a large part of engineering industry, especially in sub-sectors of auto parts, cutlery/hollowware, farm machinery & equipment, surgical instruments, pumps and fans is small in size. The medium sized and large units in these sub-sectors are currently exporting, whereas export potential of small sized units remains unutilised. Although their manufactured products can be exported to less technology demanding and price conscious markets in Asia and Africa, they have been failing to do so.

There are multiple reasons for non realisation of their potential, including little or no knowledge of export potential and business; little or no knowledge of export related laws and procedures. Other factors for non-realisation of their potential is that there is no brand development of products, no standardisation of products, very little financial strength to support export activity, no capacity to raise finances from the banking system and very little managerial capability to handle export business and logistics required, the EDB said.

If efforts are made to develop the needed capacity within the small-scale manufacturers, the waiting time would be very long. In the meantime, the existing opportunity in Asia and Africa can be lost to other exporting countries. Therefore, there is a need to create a channel through which this capacity gap can be bridged immediately. One such bridge can be export through professionally managed trading houses specialising in export business. In fact, even currently, there are a few trading houses in private sector vying to bridge the gap. They have been trying to upgrade their supply chain so that suitable products can be procured for exports, the EDB added.
Parliamentary body meeting decision on oil prices hike likely today 
(B Recorder 31-01-2011)
 ISLAMABAD  (January 31, 2011) : The parliamentary committee on oil pricing is to meet on Monday to decide about increase in oil prices, it is learnt. According to sources, the Ministry of Petroleum is mulling to absorb the rising impact of petrol prices by about Rs 5 per litre by implementing the decision of the Economic Co-ordination Committee (ECC) to deregulate Inland Freight Equalisation Margin (IFEM).

Sources said that the Ministry of Petroleum would present these options in a meeting of the parliamentary committee on oil pricing, led by Petroleum Minister Naveed Qamar on Monday.

The other option available with Ministry of Petroleum is to reduce the rate of deemed duty on high speed diesel (HSD). The oil refineries are charging 7.5 percent deemed duty on HSD, which the Petroleum Ministry wants to end, after resolving the issue of circular debt.

A member of the parliamentary committee on oil pricing, Sohail Mansoor, of MQM, told Business Recorder that his party would oppose the increase in petroleum products prices. He said that the government should take measures to stop massive corruption in the institutions and to generate revenue. He said that the government should take steps to stop leakage of Rs 500 billion tax in FBR. Besides this, the government should generate revenue by taking initiative to stop corruption in PIA, Railway , Pakistan Steel Mill (PSM) and other institutions, he said.

He said that the government is collecting 17 percent Petroleum Levy (PL). He said that the prices of other commodities would be increased with the escalation of petroleum products prices. He said that the government should provide subsidy on petroleum for relief to the people.
Bangladesh beggars to be 'paid a daily wage' during World Cup 
(B Recorder 31-01-2011)
 DHAKA  (January 31, 2011) : The mayor of Chittagong city in southern Bangladesh said Sunday that he would pay hundreds of beggars a daily wage to keep them off the streets during the cricket World Cup. Manzur Alam said that about 300 disabled beggars would be given 150 taka (two dollars) a day after the tournament's opening ceremony on February 17 to compensate them for loss of earnings.

"We want to keep them off the streets at least for two months during the World Cup. Bangladesh is a host of the prestigious event. A lot of tourists will be here and they don't like to see beggars," he told AFP. Alam said he would meet with beggars' representatives on Wednesday to organise the payments and discuss other benefits such as free food and clothes.

"We want to treat the issue as humanely as possible. Many of these beggars are disabled and many have families and their children studying in schools and colleges. So obviously, they must be compensated well," he said. Excitement is building in impoverished Bangladesh as it prepares to co-host the cricket World Cup along with India and Sri Lanka. Local sports fans are desperate to see their team play on home soil, and riot police have been called in to quell unrest in huge queues for tickets.

The national side, captained by superstar all-rounder Shakib Al Hasan, have enjoyed a recent improvement in form and hopes are high for success in group stage matches against major teams such as India and England.
Achieving target of 20 million bales of cotton Prime Minister advises PCGA to use modern technology 
(B Recorder 31-01-2011)
 MULTAN  (January 31, 2011) : Prime Minister Yousaf Raza Gilani has said that "we should adopt modern technology to achieve the target of 20 million bales of cotton".

Talking to a delegation of Pakistan Cotton Ginners Association (PCGA), headed by chairman Masood A Majeed, in Circuit House, Multan on Sunday, he said: "If we managed to achieve this target, then we would be able to earn maximum foreign exchange, and there would be no need of foreign loans and begging loans from the IMF, the World bank, and other monetary institutions."

The Prime Minister also issued instructions to concerned authorities for establishment of 'Ginning Research Institute' in Multan, and assured the delegation members that it would be completed soon.

Prime Minister assured them to allot a plot to PCGA for construction of its office in Islamabad and to resolve their problems. The Prime Minister listened to the grievances of the ginners patiently and issued orders on the spot. He agreed to inaugurate the building of Rahimyarkhan Chamber during his visit to the city on February 12, on the request of former chairman of PCGA Muhammad Ibrahim. The delegation members expressed reservation on the issuance of licences for the establishment of sugar mills in cotton zone, describing it detrimental to the country's economy.

They said that Pakistan needs foreign exchange, not sugar, "and we should bring maximum area under cotton crop to achieve the objective of 20 million bales of cotton".

The delegation comprised on Masood Majeed, Shehzad Ali Khan Vice Chairman(North), Rashid Mehmood vice chairman (South) Muhammad Akram, Muhammad Ibrahim ex-Chairmen of PCGA, Amanullah Qureshi, Mukhtar Ahmed Khan, Hafeez Anwar, Muhammad Ilyas, Khalid Hanif Lodhi and Sadar-uddin.
Gas loadshedding over 600 industrial units closed for 96 hours 
(B Recorder 31-01-2011)
FAISALABAD  (January 31, 2011) : More than 600 industrial units, most of them belonging to textile sector, were closed here on Sunday under new gas load shedding schedule of Sui Northern Gas Pipelines (SNGPL), which will continue till 6 am on February 3, approximately 96 hours, which will affect 400,000 workers, most of them daily wagers.

Talking to newsmen, Salamat Ali, Chairman of Pakistan Hosiery Manufacturers & Exporters Association (PHMA) North Zone, said that the textile industry had already suffered due massive gas load shedding during last three months, which shows that gas suspension to the Punjab industry is a well planned conspiracy. The industrial activities were already frozen because of mismanagement and unfriendly course of action of the present regime while the worst gas shortage threw more fuel to the fire, he added.

During January 2011, he said, SNGPL had provided gas to the industrial units, with low pressure, for only seven days. Resultantly, industries of Faisalabad region were closed for 24 days in the current month due to gas load shedding.

During December 2010, gas load shedding continued for 22 days for industrial sector. Textile export worth millions of dollars from upcountry have been hit by gas load shedding coupled with electricity absence, rendering labour, most of them daily wagers, jobless, he added.

Salamat said that if the existent threats of gas and electricity load shedding, high mark-up rates, high inflation rates, and the ever deteriorating law & order situation were not enough for the industrial sector, which was barely surviving given the circumstances; this new threat of financial crisis will cripple the industry plus market money circle altogether unless immediate action is taken by the government to resolve very critical issues.

He demanded that decision of 4-6 days gas load shedding should be taken back immediately and gas should be supplied to the Punjab industries for at least 5 days a week. Decisions of Prime Minister should be implemented across the board with any provincial discrimination, he added.

PHMA North Zone also expressed grave concern over State Bank of Pakistan's (SBP) Monetary Policy and said that the high mark-up rate was kept unchanged against expectations of a 50 basis points reduction, while a weak economy exercise continues to give a double blow to borrowers' payment capacity. He said that interest rate is highest in Pakistan as compared to the rest of the world and the textile exporters have become uncompetitive in export market due to massive overheads.

He said that the Monetary Policy stifles investment and trade activities in the country and has previously hampered growth of export oriented and labour-intensive value-added textile sector in the country, especially in Punjab.

When the energy crisis had started, he said, the government had asked industrialists 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, he said.

Saeed Ahmad, Regional Chairman, All Pakistan Textile Processing Mills Association, Abdul Haq, Chairman, Muhammad Akram Ghouri, Vice Chairman, All Pakistan Cotton Power looms Association, Shahid Razzaq Sikka, President, Anjuman-e-Tajran, Ajmal Farooq, Vice Chairman, Khurrianwala Industrial Estate, and other leaders of trade sector expressed concerns over the monetary policy, announced by the Governor, State Bank of Pakistan. They said that the central bank has finally decided not to make an unrealistic move to keep on increasing discount rates "which was resulting in mounting NPLs (non-performing loans)." They said that it is the need of the hour to reduce and gradually bring the interest rate down to single digit but SBP has maintained the 14 percent bank rate without any justification.
