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LSM sharply contracts 5.9pc in July-September 
Islamabad: Large scale manufacturing (LSM) posted a sharp 5.9 percent contraction in the first quarter of 
the current fiscal year as high cost of production and import cuts forced all the key industrial production to 
turn in the red during the period, official data showed on Friday. 
 
Pakistan Bureau of Statistics (PBS) data showed that LSM output fell 5.63 percent for September 2019 
compared to September 2018 and increased by 1.92 percent if compared to August 2019. 
 
Analysts believe that the quarterly contraction was interplay of three factors: rupee depreciation; import 
compression and high interest rates. 
 
“Cut in imports and the decline in manufacturing are linked,” Saad Hashmi, executive director at Karachi-
based BMA Capital said. The quarterly contraction was first in the last six years, according to available data 
of PBS. 
 
The government took a litany of regulatory and administrative measures in the past one year to ease pressure 
on current account balance. Although the economic stabilisation measures led to recovery in external 
account position with current account turning surplus last month after four years, they brought growth down 
to 3.3 percent last fiscal from 5.6 percent a year earlier. 
 
Imports sharply fell around 20 percent in the first four months of FY2020, indicating a supply squeeze for 
industries reliant on raw material imports. 
 
“Also the ongoing documentation drive is having an adverse impact on demand,” Hashmi said, referring to 
the government’s move to broaden tax base in the country where only less than 1.3 percent of population in 
the tax net. 
 
PBS data showed all the state manufacturing data gathering agencies recorded drop in production in the first 
quarter. 
 
Oil Companies Advisory Council, logging outputs of 11 oil and petroleum products, measured decline of 
0.96 percent year-over-year in outputs. Ministry of industries, measuring output trend of 36 items, recorded 
a 3.72 percent decline in production. Provincial bureau of statistics, counting production of 65 products, 
logged 1.23 percent negative growth. 
 
The deceleration was a perpetuating trend of the last fiscal year of 2018/19 when growth of LSM –that 
accounts for 80 percent of manufacturing sector – decelerated 3.64 percent – the first annual contraction in a 
decade. “To some extent, there was an impact from import cut,” Tahir Abbas, deputy head of Research at 
Arif Habib said. “We import raw materials for production [for example], coal for cement manufacturing.” 
 
“The manufacturing sector is expected to recover from next year onwards depending on soft monetary 
policy,” Abbas said. “Inflation is likely to peak at 11 to 12 percent next year, paving the way for reduction in 
the interest rate, while exchange rate is already showing a sign of stability with improved inflows.” Foreign 
portfolio investment into government papers has reached one billion dollar since July 2019. 
 
Hashmi agreed that prospects look promising as economic stabilisation measures are working as the country 
posted current account surplus after many months. 
 


