Energy shortage stalls recovery
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GROWING energy shortage for the industry in Punjab has serious implications for macro-economic stability as it is affecting business confidence, and leading to industrial closures, production and export losses.
The impact of the energy crunch on the industry and the overall economy may not be too visible immediately, but it is going to slow down economic recovery, bring pressures on the widening current account deficit and exchange rate and may force reversal of the recent process of monetary easing.

In the first four months of the current financial to October, the current account deficit has soared by two per cent of the gross domestic product (GDP) to $1.55bn from 0.8 per cent or $541mn last year. Foreign private investment has dropped to just $239mn and total foreign direct investment (FDI) to a negligible low level of $340mn.Trade and service gap — the major factor pushing current account deficit — has risen to minus $6.23bn or 32 per cent higher, and inflation is resurging.

“The industry is dying, the non-performing loans (NPLs) have surged to Rs629bn, foreign and domestic investment has hit the bottom and thousands of jobs have been lost because of industrial closures (in various cities of Punjab) due to unavailability of gas for three days a week,” notes Gohar Ejaz, a top business leader from Lahore, while talking to Dawn.

He says, the unavailability of gas to the industry for 120 days between March and October meant a substantial increase in the cost of the loans obtained by business at a very high rate, large-scale closures and production, export and job losses.

“Industrialists are being forced to default on their bank loans and retrench workers because nobody can run his factory
without gas and electricity at suchinterest rates, highest in the region,” he says.

The government has reduced gas supply to the industry on the Sui Northern Gas Pipeline’s network to four days a week from the earlier five days to cope with the increasing shortages as falling temperatures push domestic demand and affect gas pressure.

“Now we are being told that gas supplies to the export-oriented textile industry could further be curtailed to five days a week as temperatures fall further. That will be ruinous for the industry and the economy,” Ahsan Bashir, chairman of the All Pakistan Textile Mills Association-Punjab, says. “If the industry goes down this time, it will not be possible for it to recover any time soon,” he warns.

Ahsan says the economic growth has been anaemic, macroeconomy collapsing, loan default rising, and jobs being cut because of gas shortages for the industry. “This all will lead us to social unrest if the government does not take timely action to protect the industry, production and jobs.”

He was dismayed by the prime minister’s decision to give an additional 60mmcfd gas to the fertiliser companies in Punjab at the expense of manufacturing industry, exports, jobs and power sector in spite of an earlier decision to equally distribute shortages during November amongst all sectors of the economy — export-oriented industry, fertiliser companies and CNG sector.

“We all know that we do not have enough gas to meet its demand.

This means that the government must set its priorities and judiciously distribute the shortages taking the actual impact and economic cost of the shortages for each sector,” the Aptma-Punjab chief notes.

Political compulsions of the government ahead of Shah Mahmood Qureshi’s planned anti-government rally in parts of the rural Sindh later this month are said to have induced the government to provide additional gas to the fertiliser companies. But some suspect that the decision might have been taken because of the influence of some urea makers on the premier.

Many analysts allege the urea producers had raised their prices by over Rs550 per bag (exclusive of GST) since January using
gas curtailment to plants in Punjab only to bring the government under pressure and restore complete supply of gas to them.

“The extraordinary growth in the corporate profits of urea makers during this year to October does not justify the hefty increase in their prices. Prima facie, they have done so to pressurise the government,” says an analyst, working for a major brokerage firm in Karachi, on request of anonymity.

Also, the manufacturers created artificial shortages during the Kharif season as a result of which farmers had to pay up to Rs500 a bag in premium to get urea from the market. That was also done to use unrest amongst farmers to bring more pressure on the government and they have succeeded ahead of wheat sowing, the analyst says.

Ahsan says the government decision to give more gas to the urea sector at the expense of the textile industry means that it is prepared to suffer a monthly export revenue loss of $250mn because of production losses. “This is not a sound decision because it does not make any economic sense,” he says.

“The better, economically sound decision would have been to timely import urea to meet the projected annual shortages of 0.7mn tones. By doing so the government would have to give only $150mn in subsidy spread over the entire year to growers due to the differential in international and domestic urea price, and divert the additional gas to the export-oriented industry,” he underlines.

Pakistan Readymade Garments Manufacturers and Exporters Association’s chief coordinator Ijaz Khokhar thinks the value-added textile exports could drop to $3.5bn this year from $5bn last year on the back of gas shortages.

“Garments exporters are accepting orders from foreign on the basis of three-day output to avoid delay in shipments to protect our reputation as credible suppliers,” Khokhar says.

According to him, the finishing and processing industry was totally dependent upon gas and could not operate on alternate fuels. “Either the finishing and processing industry should replace its old technology and replace it with the new machines that can also operate on coal and other alternate fuels – which will require fresh investment of more than Rs200mn a unit – or it should be provided gas seven days a week to protect both upstream and downstream textile industry and exports,” Khokhar pointed out.

With the spinners in Punjab reporting 30-35 per cent decrease in their output on the back of gas shortages, the value-added sector says they are facing substantial liquidity crunch because of the closure of finishing and processing industry for half a week. “Unless the finishing and processing industry provides us dyed cloth, how can we stitch it and sell it to recover our investments?,” asks the former PRGMEA chairman.

The steep fall in the cotton prices to Rs5500 a maund last week from over Rs13500 in February is also blamed on a slower off-take by the spinners. “Our cotton consumption has come down to 13.5mn bales from 16mn bales because of gas cuts. The industry is not buying cotton because of the uncertain situation created by gas supply cuts to the spinners. What will we do with cotton if we do not get gas to run our plants,” Ahsan says.

He says the reduction in the industrial output will directly affect farmers and result in a substantial decrease in their income as compared to the previous years.

Khokhar says it is for the government to decide if it can afford the loss of huge export and tax revenues in the wake of the increasing fears of macroeconomic instability. “If the government is interested in salvaging the economy it should ensure provision of gas to the textile industry,” he says.

Ahsan says most of the textile factories do not have an electricity connection at all even if they want to switch to a more costly fuel to continue their production operations. “And even if all had the electricity connections, do we have enough electricity to meet the demand?,” he wonders.

He says the production of captive power costs the industry Rs5 a unit compared to Rs11 a unit for electricity purchased from the Pepco and Rs18 per unit generated from furnace oil.

“You can well imagine how alternate fuels can push the increase in our cost of doing business. Who can work at such high costs, especially when the interest rates remain highest in the region?,” he says.

He points out that the gas shortages have prevented the textile industry from expanding and growing in spite of record profits made by it during the last two years. “Our profits have been amazing during the last couple of years but nobody has invested even a single paisa in expansion and growth because of gas shortages. Instead, people like me have used the profits to retire their loans to bring down costs,” he says.

Former Aptma chairman Gohar says they have worked very hard to bring the textile industry to the level at which it is today.

“We have invested our money and lives in the industry that provides millions of jobs and earns billions of dollars for the country. If we go down due to gas shortages, the entire economy is going down with us. The government must save this industry, the backbone of the economy. Give us gas and return us the promised five per cent interest rate discount on our loans. Look at the Indians. They have encouraged $50bninvestment in 10 years by giving interest rate discount to their manufacturers. Why can’t we take steps that encourage investment, create jobs, increase exports and bring economic prosperity to the people?,” he asks.

