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               18th December, 2020 
  Editorial 
 
 

Criticality of LSM 
Large Scale Manufacturing (LSM) grew by 5.5 percent in Jul-Oct and the growth in 
October is standing at 6.7 percent. That is a decent recovery from the pre-COVID period 
last year. LSM fell in the last year (FY20) as compared to FY19. The manufacturing 
sector is still to reach its peak levels seen at the start of 2019. The growth of LSM could 
well be in double digits in the last quarter of FY21. The growth in the first four months 
of this fiscal year is primarily in cement (23.5%), pharma (13.5%), food, beverages and 
tobacco (12.2%), paper and board (10.5%) and chemicals (9.2%). There are some 
sectors such as electronics, leather and engineering products still deeply in the red 
zone. These are likely to shift directions in the second half of this year. The growth in 
tobacco is in contrast to subtle media campaigns of illicit trade of tobacco. The growth in 
formal sector is clearly showing that illicit trade is on the decline, and there is a case of 
building up of higher excise duty on cigarettes in the coming budget to discourage 
smoking. That is the snapshot of the published numbers. But LSM is not a true reflection 
of the country’s manufacturing base, and the datasets are relying on production 
estimates based on surveys. The data is provided by companies and the government 
doesn’t have any process to cross-check under reporting to evade or avoid taxes. 
Petroleum data, for example, is provided by Oil Companies Advisory Council (OCAC) 
and in the recent oil shortage inquiry report, there are questions raised on the accuracy 
of data. 
 
There are shortcomings in other datasets as well. In the case of caustic soda, for 
example, one-third of domestic demand is catered by Engro Chemicals alone and its 
data is not part of the LSM. In automobile, not all players’ data is included in LSM. 
Globally, LSM comprises 22 broad categories while Pakistan is capturing only 15 in it. 
The data pertaining to manufacturing of wearing apparel and dressing, publishing, 
printing products and recorded media, packaged food and many other items are not 
included in LSM. Thus, the recording of LSM has to be seen with a pinch of salt. In the 
last year or two, within textile, the major growth is seen in the value-added sector – 
knitwear, home textile and garments. But LSM doesn’t record this. Thus, the textile 
growth is understated. In the last year or so, the growth in textile exports is observed in 
the value-added segment and that is not captured in the published numbers. Even 
within value-added, the price per unit for readymade garments and home textile is 
much higher in this fiscal year so far. Industry experts believe Pakistan’s textile value-
added exports are moving up from basic items to better products and better brands. 
Global brands are searching for orders in Pakistan. The value addition in trousers and 
denims is the highest. All this growth to-date and to take place in the next couple of 
years will not be captured in LSM. The GDP rebasing exercise is on-going, and by the 
fiscal year end, the new base is likely to be announced. Let’s hope, all these 
shortcomings are addressed in rebasing. 
 
 



Page 2 of 2 
 

Economic activities are picking up and that would reflect in the LSM numbers this year – 
the full year’s growth could be close to 10 percent. The focus of this government is on 
revival of industrial base and wealth creation. Many companies are doing BMR to ramp 
up the production facilities and a few greenfield projects are in the pipeline too. This is 
in sharp contrast to the policy envisaged by the last government during which the 
industrial base eroded. There is no way Pakistan can come out of the balance of 
payment (BoP) rut without growing its industrial base. Now low interest rates, flexible 
exchange rate, clearance of exporters refunds and availability of incremental electricity 
at marginal cost or even lower (for SMEs) are encouraging businesses to expand. For 
some real growth to take place, the energy puzzle has to be solved. The energy 
production cost in Pakistan has reduced significantly from Rs7.5/kwh in 2013 to 
Rs5.3/kwh in 2020. But the capacity charge has increased from Rs2.1/kwh to Rs7/kwh. 
The energy mix has shifted towards gas, coal and hydel to lower the marginal cost of 
production; but all these new plants have increased the capacity payment. The gap will 
widen further with nuclear and Thar coal projects coming online in the next 24 months. 
The overall energy cost can only be reduced by higher consumption of electricity. That 
can only happen when industrial production (mainly LSM) grows. Thus, the growth of 
industrial base is critical to solving the energy puzzle. 


