ECONOMY – TRADE/BUDGET DEFICIT 

One of the major reason of trade deficit is heavy import bills of hydro carbon
 According to state bank of Pakistan In the year 2021-2022, the trade deficit of Pakistan was well about 44 billion dollars+. Almost was the case in 2022-2023. In the year 2020-2021, it was 38 billion dollars. In the last 10 years, the average trade deficit has been above 35 billion dollars. In the last 20years, the average trade deficit has been above 25 billion dollars. Which means there is persistent huge trade deficit. Why is it like that? Because exports are less, imports are more. For eg, 2021-2022, imports were 80 billion dollars and exports were 36 billion dollars, shortfall (trade deficit) was 44 billion dollars+. 
Reasons:
 1-Heavy imports of hydro- carbons results in more trade deficit:
The largest importing commodities in Pakistan are oil, gas and coal. In the year 2021-2022, more than 23 billion dollars hydro carbon was imported. Out of which, 16billion dollars was used for crude oil, approx. 6 billion dollars was used to import LMG. More than a billion and half, was used to import coal. In the year 2022-2023, the hydro carbon import was even more than then 2021-22. In every fiscal year since 20years, the hydro-carbon import of Pakistan is atleast 25%. Why is it like that? Because more than 60% of electricity is generated from imported hydro carbon. One of the major deficit is heavy import bills of hydro carbon
2- Weak industrial sector has declined exports and increased imports
	Weak industrial sector have declined exports and increased imports by being persistently weak. It has been unable to properly grow, like in India and Bangladesh. Because the first industrial era was 1958-1960 and in early 1990s but there have been repeated setbacks to the industrial sector of Pakistan. 
Setbacks: 
1. Nationalization of Industry in 1970s, during the Bhutto era. That not only hampered the growth but reversed the growth, degenerated the growth. Due to nationalization, private sector was discouraged because competition was discouraged which resultant in decline of industrial sector of Pakistan.

2. Persistent energy crises led to de-industrialization in Pakistan. From 2007-2016 pakistan faced severe load shedding that resulted in decline of more than 35% of mega textile units and they shifted aboard. Reference: All Pakistan textile association. Along with this, more than 80% of cottage industry was shut down. Ref: All Pakistan small industry association. 


3. Faisalabad that has remained the Manchester of Pakistan became barren due to the above mentioned reasons. So a series of industrialist closed down industries in Punjab shifted to real estate business. Moreover, Karachi-based Industrialist shifted to import business or the real estate business.
4. In the year 2022-2023, more than 200 medium and large sized industries closed down in Pakistan. Plus automobiles like Honda, Indus, Suzuki almost closed down their operations in Pakistan. Further, textile units like Nishat, Kohenoor, lawrence etc closed down in Pakistan. Many of sports, IT especially mobile production units closed down in Pakistan in 2022. Why did it happen? Because of persistent energy crises. The state could not provide un-interrupted electricity supply to the industrial sector. Moreover, the production cost became phenomoly expensive, primarily because of expensive electricity. 
5. The state failed to import the required raw materials or half-finished goods to meet the demand of the real estate industry because of depleting dollar reserves. Pakistan uses dollars to import, so to save dollars(reserves) the state cut off imports of even important industries which led to decline in the industrial sector of Pakistan. Automobile and IT industries were impacted because of the same reason.
6. Devaluation of PKR was also the reason why state failed to meet the import requirements and due to devaluation the production cost went up as well. Especially the construction industry was badly impacted/hit, as the steel, wood, cement, bricks etc became expensive along with transportation cost. So the construction related industries declined because they struggled to make enough profits to run their operations.
Resultantly, the already weak industrial sector further degenerated which led to decline of exports and increase of imports affecting the trade deficit.
Decline in agriculture resultant in Trade Deficit
	Agriculture has remained the backbone of economy of Pakistan as more than 20% of the GDP is obtained from agricultural sector. Plus, more than 60% of jobs are derived from agriculture in interior parts of Pakistan for live-stock and crops. BUT Agriculture has been persistently declining in the last two decades. HOW? Pakistan has been the major exporter of cotton but in the last 10years, Pakistan’s own requirement of cotton of about 35% for local industries is fulfilled by import.  Pakistan has remained one of the major producer and exporter of tomato, onion, watermelons, apples, mangoes but majority of these now imported by Pakistan(excluding mangoes). Along with this, there has been a sizeable decline in the live-stock in terms of production of milk and meat.
Reasons of decline in the agricultural sector are:
1. Floods – floods has repeatedly destroyed crops and agriculture land across Pakistan. For instance 2022 floods destroyed the green chilies, water melons, melons, rice etc. especially in Sindh, Southern Punjab, southern KP and Baluchistan. more than 100 thousand livestock killed in the floods. Households in the flood affected areas lost their grain and live stock lost because of flood. 
2. Water shortage and loss to agriculture: pakistan has abundance of water from may to august( almost 80 % of the total influx) but, for remaining months pakistan has 20 % of influx. Majority of crops are not in those four months. Above that there are prolong droughts that cause severe setbacks for agriculture.
3. Urbanization of agricultural land: Housing societies are being built on highways etc. 300+ societies approved by punjab government.
4. volume of agriculture land reduced
5. Canal system is on decline: canal could be widely divided in three parts, 1- main canal is concrete secondary partially concrete and tertiary canal is un-paved. Resultantly, water leakage and seepage. Mud filling is not being cleaned properly that cause water leakage.
6. Out-dated irrigation techniques etc: till now flood irrigation is used, farmers are hesitant to adapt technological ways ( drip and sprinklers).
7. Selection of more water consuming crops: like rice, sugarcane
Source/ Reference of the above points of agriculture: All Pakistan meat association, All Pakistan fruit association, All Pakistan crop association, economic survey of Pakistan, All Pakistan livestock association.

BUT THE MAJOR REASON REMAINS THE SAME DECLINE IN EXPORTS. 
Cotton, apple, tomatoes, onions, watermelons, citruses all of these have faced decline in export. Along with decline, these crops are now imported to meet the domestic demand. Reason for this decline and need for import:
· Increase in population resulted in increase in import: Increase in population surged up the demand of these crops. In 1998 census, the total population size was 140 million and in 2017 censes, the population had reached to 200 million. Further, in 2023 censes, the population reached to almost 250 million(240milllion something hai). The population of Pak has almost doubled in the last two decades, due to which consumption has increased and the local industries and agriculture are unable to meet the demand of local consumption. Therefore the state is bound to increase its import more and more, which means increase in trade deficit.
IMPLICATIONS OF THE TRADE DEFICIT

1. The state is faced with Balance of Payment crises. HOW? Like any other country, Pakistan has to sell and purchase commodities, material in USD from the international market. But since our exports are less and imports are more, in fact imports are twice than the exports. For example: in 2021-22 exports were 36 billion dollars and imports were 80 billion dollars, which caused as shortfall of 44 billion dollars, leaving Pakistan in crises of BOP.
2. Increasing dependency on loan: Due to all of this, Pakistans dependency on loan is on the rise. As there has been two major reasons for acquiring loan in Pakistan which are to fulfill Trade deficit-which causes balance of payment crises and Budget deficit. Plus, a huge chunk of loan is taken to tackle the balance of payment crises. 
3. Depletion of dollar reserves which is resulting in devaluation of PKR: When theres a shortage of dollars in the country, that countrys own currency gets devalued. And since Pakistan uses most of it dollars to cater the balance of payment needs, resultantly PKR is devalued which causes further problems. As lesser the dollar reserves leads to decline in PKR, which hikes the prices of imported products resulting in more financial crises.

Solutions of the Trade deficit:
1. Adopt protectionist measures
If any country has to reduce its imports then it has to impose higher tax on imported products, especially those imported products whose substitutes are available locally and luxury goods. Basically, make import of such goods difficult. 
2. Increase the production base
a. Promote industrial growth: In the last few years, textile industry has shown a sizeable growth. In 2019-2020, the total exports of textile were around 13 billion dollars. Then, in 2021-22, the exports reached to almost 20 billion dollars. Moreover, a sizeable growth in the electronic industry was visible. In year 2019-2020 electronic goods imports were above 3 billion dollars. Then in, 2021-22, electronic imports were lesser than 1.4 billion, more than 50% cut. As almost all the mobile manufacturers, installed their production units in Pakistan, except apple.
b. Work on growth of sports industry.
c. Revive leather industry
d. Automobile industry should be expanded.
How can we do this? By:
I. Reduce electricity prices
II. Reduces taxes
III. Provide loans on easier terms and conditions.
IV. Mid-term and long-term policies should be drafted for industries. The investors must be able to predict and make a feasibility report.
V. Work on ease of doing business, reduce red-tapism so that local and international investors are attracted.
Once the industries are being promoted, exports would automatically increase. No country can shift from imports to exports base until it does not promote its own industry.

3. [bookmark: _GoBack]Improve agricultural sector: 
	A sizeable growth in agriculture: bumper crops of wheat, maize, rice and sugar were brought in 2021-2022. Plus, 17% growth was noticed in the cotton production. These are very encouraging steps but the government needs to boost up agricultural sector more. But the government should focus further on cotton production. Plus, there should be focus on planting more Palm and Olive trees as Pakistan is one of the major importers of edible oils.
· Modernization of irrigation technique
· Expansion of canal systems
· Construction of dams 
· Seed development programs should be initiated 
4. The state should focus on IT sector:
	In the year 2022, India earned more than 130 billion dollars from the IT Sector; this amount is bigger than total oil export of Saudi Arabia. On the other hand, Pakistan IT exports were just above 2 billion dollars. Even Bangladesh IT exports were more than 50 billion dollars.
How can we improve this?
a. Promote call centers. In india, Mumbai mai jitney call centres hai uthnay puray Pakistan mai nahi hai.
b. Promote IT products eg Mobile so that the production is increased.
END OF TOPIC
NEW TOPIC

LOAN
SOURCE OF THIS ALL IS STATE BANK OF PAKISTAN
The total loan of federal government of Pakistan in year 2008 was 6 trillion pkr. Out of which, 62 billion dollars was foreign loan.
In year 2013, the total loan was 12 trillion pkr. Out of which,  84 billion dollars was foreign loan.
In the year 2018, the total loan went up to 29 trillion pkr. Out of which, foreign loan was 105 billion dollars. 
In the year 2022, the total loan went even further up to 38 trillion pkr. Out of which, 126 billion dollars was foreign loan.
In the year 2023, the total loan has rose up to 51 trillion pkr. Out of which, foreign loan is approximately 140 billion dollars.

**Any government can acquire loan from local sources like state bank of Pakistan, commercial banks, and other financial entities for example mian mansha, malik riaz, the rich of Pakistan. And it can acquire loan from external sources as well like IMF,WB, Asian development bank plus from other countries like UAE,SAUDI etc any country across the world. So foreign is external and remaining is local/internal. 
why is loan acur
REASONS FOR ACQUIRING LOAN:
1. TO MEET THE BUDGET DEFICIT
2. To meet the balance of  payment crises
3. To finance development projects. For example: many of the CPEC based projects are loan based.
	
Current situation of pak
Pakistan is stuck in a vicious circle of tax-servicing, almost known as debt-trap. Which means that to pay off one loan, the government has to acquire another loan.
In the last 4 fiscal years, approximately 44 billion dollars has been taken to pay off loans but only 27 billion dollars were paid off according to SBP.
Every government after coming into power has acquired loan first, in 2008 or 2013 or 2018 or 2022, to be able to financially breathe.
IMPLICATIONS OF LOAN
Loan is always accompanied by conditionalities, in 2022 the IMF package was accompanied by a long list of Dos and Donts. For example:
a. Increase in the per unit electricity prices by 12 pkr.
b. Increase in the fuel price from 150 –250.
c. Devaluation of PKR.

1. Inflation strikes:
When the prices of fuel increase it affects everything, which causes inflation. Every commodity: edibles, industrial products, agriculture products etc, everythings price hiked. For example: 15kg of flour jumped from 1,100 to 2,300+ in one year. Plus, per liter edible oil price double, same applies to every vegetable and fruit. This inflation has multiple reasons but the major one is conditions of IMF. 
SOLUTIONS:
1. Acquire more loan, as Pakistan has no other way.
2. Bring structural reforms. For example: Tax Reforms(studied already, find in previous notes of sir fareed), agricultural reforms(studied above), industrial reforms(studied above).

3. Promote tourism ( sir fareed has a whole lecture on youtube about tourism, how tourism can help Pak earn)

4. Encourage foreign investment


5. Promote remittances 

NEW TOPIC
REMITTANCES

The Pakistani diaspora, sends money back home to their families in Pakistan VIA banks and registered money exchangers is called Remittances. They are the largest stabilizers in the economy of the country. How?
1. It helps with dollar stability. In the year 2021-22, 44 billion dollar was trade deficit so 44 bn $$ was gone out of country but at the same time, 31 billion dollars arrived through remittances. Which means the shortfall was reduced from 44billion to 13 billion dollars. That helped stabilize foreign reserves.
2. Approximately 10 million families in Pakistan are dependent on remittances for their routine expenditure.

How to increase remittances further?
1. Regularize the money exchangers:  Money exchangers are locally called Hundi-hawala. A long list of overseas Pakistanis sends money through hawala because they deliver quickly and this money does not come under the tax network. But the major reason is hawala hundi offer better exchange rates. For example: oct 2022- march 2023, the interbank rate of dollar was 225 vs pkr while money exchangers offered 275+ against 1 dollar. So why would people choose to send through banks? So Regularise money exchanges by registering them. Plus encourage people to send through bank by improving banking sector. From 2018-2023, FIA, SBP, Security and exchange commission of Pak played key roles in registration of money exchangers.

2. Encourage people to send through bank by making the banking sector more competitive by:

a. Improve and maintain quick Delivery – time delivery should be max 24 hours from any country to Pak. 
b. Provide better exchange rates, market competitive.

3. Encourage Roshan digital account(RDA):
Any Pakistani abroad, can open bank account in any currency of his/her own choice. It could be local currency/ foreign currency account. The account holder can then invest in real-estate, stock exchange, car financing or any other business through it. They can even do online shopping or make online payments etc. This account service was launched in September 2020, till june 2022, more than 4 billion dollars arrived through these accounts according to SBP.

CONCLUSION
	A substantial increase has been seen in the remittances through the above mentioned steps. In the year 2019-2020, total remittances were 21.7 billion dollars. Then in 2020-2021, they were 29 billion dollars then in year 2021-22, they went upto 31 billion dollars. The amount in RDA was separate than this so in total its 35 billion dollars. But the recent year 2022-2023 has seen decrease in remittances (check when figures are published). 

