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The Pakistan Institute of Development Economics (PIDE), a
premier research ingtitute of Pakistan, has led the field in developing
quality research in socia sciences and informing public policy. PIDE
is an academic ingtitution that coordinates its work plan with the
Planning Division, Government of Pekistan. Granted the degree-
awarding status by the Government of Pakistan since 2006, PIDE
functions as a research body with an educational mission.

Through recent restructuring, PIDE has developed several
new initiatives such as the PIDE Working Papers, PIDE Policy
Viewpoint, and a weekly PIDE Seminars series. It has been very
active in the area of opinion evolution, breaking new ground in
such areas as urban issues, governance and institutions, and civil
service reform.

PIDE Business Barometer of Pakistan provides biannual
information about the business sector's assessment and
expectations of the state of economic activity in Pakistan.

THE NEED FOR A BUSINESSBAROMETER

The PIDE Busness Barometer provides independent
information, biannualy, about the state of economic activities in
Pakistan. The Business Barometer is based on the survey of firms
assessments of the economy through their own activities, including
production, sdes, inventories, prices, wages, employment, and
investment. Thislatest survey was conducted during February, 2008.

We asked for information on the selected variables for the
period from July to December, 2007. This information should be
relatively easy to obtain since most managers will have a very real
feel for events of the last six months even if they have not finally
closed their books.

We then asked for their expectations for the same selected
variables over the coming six months, January to June, 2008. Once
again, the information provided by firms would be very useful
given that they would have good knowledge of things to come
from their order books and forward contracting arrangements.
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We repesat the survey every six months, that is, in July and
January. This simple device alows us to assess market perceptions of
the economy in a very rea way. And we know from globa
experience that market perceptions are an important source of
information on the economy that both policy-makers and market
participants can use.

We hope that this PIDE initiative will lead to the
development of adiverse set of market sentiment indicators that all
economic agents, as well as the government, will find useful as the
barometer of coming economic activities.

THE METHODOLOGY

For this survey, we are focussing on firms that are listed in the
Karachi Stock Exchange (KSE). In that sense, we are dealing mainly
with large business. While this is largely because of the convenience
and management of the survey, it isalso true that large firms, because
of their weight in the economy, may provide us with more
information on devel opments in the economy.

The questionnaire was sent to al the firms listed in the Karachi
Stock Exchange. The respondents included the financia sector, textile
sector, sugar and alied industries, cement, oil and gas exploration
companies, engineering, automobile assembl ers, automobile parts and
accessories, fertilisers, pharmaceuticals, chemicals, banaspati and
alied indudtries, food and persona care products, and glass and
ceramics. Some 11 percent of the firms responded, which gives us a
fairly good sample to generdise from. There were 15 respondents
from the financial sector, resulting in a separate financial section.

A common drawback of the studies involving forecasting of
the variables from survey data is the authenticity or accuracy of the
calculations about the expectations. Since the perceptions about the
future inflation, production, investment, etc., are very vulnerable to
any small change like a politica event or shift of policy, the
Barometer uses a deviation factor to evaluate the precision and
accuracy of firms future assessment of behaviour of selected
variables in the next six months. This deviation factor is based on
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the responses of the same responding units to compare expectations
and actual evaluations of July-December, 2007. The deviation factor
has been caculated by taking the difference between the actual
evaluations and the expectations of the overlapping period of July-
December, 2007. For more careful caculation, only the same
responding units have been used to derive the difference between
the expectations and the evauations. The application of this
percentage difference, to the ‘most favoured’” category of the
response, shows how much the actual evaluations deviate in reality
from the expectations. The accuracy thus achieved reduces the
possibility of a gap between the percelved figures and the actual
figures. In other words, this factor supports our argument regarding
the firms perceptions about their activities in the next six months
with corrected anticipations. Furthermore, we shall improve the
coverage over time while also attempting to develop a pand of
respondents to ensure comparability across semesters.

OVERVIEW

This edition of the PIDE Business Barometer is based on
the views of selected 80 firms listed at the Karachi Stock
Exchange (KSE) and broadly categorised as the financial and
non-financial sectors. An attempt has been made here
disaggregate the analysis sector-wise to reflect the views of the
financial and non-financial sectors separately. This edition
consists of firms opinion about the overall performance of the
economy, such as growth and inflation, as well as their own
activities during the second half of the Year 2007, and the
expectations about the first six months of 2008. This edition
also includes an analytical comparison of the current survey
with the previous survey. The overlapping period in the two
surveys is the second half of 2007, which is used to calculate the
deviation of actual assessment from the expectations of the
firms. There is a substantial difference in both the assessments
and the expectations of the financial as well as the non-financial
sectors of the economy.
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The business sector perceived that the growth level of the
economy during the second half of 2007 declined as compared to the
growth level during the previous six months. However, there is a
difference of assessment between the financial and non-financial
sectors of the country. The financial sector perceived a stable growth,
whereas the non-financial sector indicated a slower pace of growth.

The perception of the business sector about the pace of growth
of the economy in the first sx months of 2008 is rather pessimistic.
The net balance' remains negative as in the case of the previous
assessment, as economic growth is expected to decline during the first
haf of 2008. The financial sector, however, anticipates higher
growth, whereas non-financial firms expect a lower leve of growth.
The analysis of expectations indicates the difference of forecasting
about the level of growth during the remaining six months of the
financia year.

The picture about the general price level and the rate of
inflation is still alarming. Most of the firms reported higher prices
in the second half of 2007, and their expectation is that these
would be even higher in first half of 2008. The assessment seemsto
be uniform across dl the sectors. The anaysis reveds that both the
financia and non-financial sectors neither experienced nor anticipated
any fall in the genera price level for the Y ear 2007-2008.

In the case of business activities, the magjority of the firms
reported an increase in the actua and the expected levels of their
production. It is found that the business sector’s activities in the
domestic market increased whereas firms have been facing problems
in the international market. However, firms are optimistic about their
activities in both domestic as well as international markets. Moreover
there is an increase in input prices, output prices, rate of interest on
deposits, and the interest rate on advances and wages. This upward
assessment of the business sector is in line with high inflationary
expectations. The financial sector expects an increase in the rate of
interest on deposits and the interest rate on advances and reserves,

!Net balance represents the percentage of respondents indicating “higher
growth” minus the percentage of respondents indicating “lower growth”.
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which isin line with the tight monetary policy adopted by the State
Bank of Pakistan. Their future expectations about their activities are
also high. The business sector expects the level of investment to be
higher in the current half of the year. Investment is expected to
affect the employment level, as expected employment of both
sectorsis aso high.

So far as the other macroeconomic variables are concerned, the
majority of the firms reported an increase in the production,
investment, and sales, both in the domestic and international markets.
Thisismainly driven by the higher expectations of therisein the final
product prices. At the same time, the firms expectations of an
increase in the input prices and the wage pressure is leading to the
piling up of the inventories. The employment levels are reported to be
stable as the firms continue to operate below the full capacity levdl.
The firms plans to maintain the stability in employment aso reflect
the inadequacy of skilled workforce, which is one of the mgor
constraints reported by the firms. The leading congtraints affecting
firms production are the regulatory environment and the insufficient
demand.

In sum, we can say that the growth has dowed down and
inflation has risen during July—December 2007. Further decline in the
growth level and rise in the rate of inflation are expected during the
current haf of the year. It implies that high actua prices negate the
inflationary pressure sought to be curbed by the authorities. And high
expected inflation highlights the need for bold decisons by the centra
bank to contral it. The problems of declining expected growth and
rising inflationary expectations require coordinated efforts by the State
Bank of Pakistan and the federal government.

MACROECONOMIC ACTIVITIES

Declining Economic Growth

The analysis shows that during the second half of the Year 2007,
economic growth declined as compared to the first haf of 2007. As
can be seen from the results presented in Figure 1, amajority of firms,
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Fig. 1. Economic Growth
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54.5 percent, saw slow economic growth, followed by 33.8 percent
firms indicating the same level of growth. However, only 11.2
percent of the respondents indicated a faster growth in economy
during the survey period (Table 1).

The actual growth assessment of the financial and non-financial
sectors is not different as the net balance of both sectors indicates a
lower level of growth with different intensity as compared to the
earlier sx months. Analysis of the financial sector reveds that there
are 50 percent, 35.7 percent, and 14.3 percent units indicating the
same, lower, and higher levels of economic growth, respectively
(Table 2). But the non-financial firms see lower, the same, and higher
growth (58.1 percent, 30.6 percent, and 11.3 percent) of firms, as
compared to the previous period (Table 3).

In terms of perceptions of the business sector regarding the
economic growth during first six months of 2008, 38.5 percent
firms reported that it would grow at the same pace, 33.3 percent
reported that it would grow at a slower rate, while only 28.2
percent expected that it would grow at a faster rate. The analysis
shows that the business sector expects variable levels of growth
during the current six months of 2008.

Sectoral analysis reveals the difference in the growth
expectations of both the non-financial and financial firms. Ascan
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Tablel

Summary of Survey Results
July — December 2006 January — June 2007 January — June 2007 July — December 2007
Evaluations Expectations Evaluations Expectations
Higher Same Lower Net Higher Same Lower Net Higher Same Lower Net Higher Same Lower Net

Indicator Balance Balance Balance Balance
Economic Growth 8 60 33 -25 4 73 23 -19 162 649 189 2.7 122 568 311 -18.9
Business Activity

Production 43 32 24 19 65 32 3 62 676 239 85 59.1 486 311 16.2 324

Domestic Sales 45 33 19 26 68 24 61 583 292 125 45.8 575 274 151 42.4

International Sales 36 23 40 -3 53 27 20 33 385 256 359 26 349 442 209 14

Inventory 45 31 24 21 46 39 15 31 423 385 19.2 231 357 50 143 214

Level of Capacity Utilisation 23 45 32 -9 54 44 2 52 299 537 164 135 394 50 106 28.8
Prices

Final Product Prices 438 36 16 32 43 47 9 34 423 31 268 155 348 536 116 23.2

Input Prices 92 8 92 78 22 0 78 853 103 44 80.9 821 179 O 82.1

Wage Level 88 12 88 67 33 0 67 851 122 27 82.4 74 26 0 74

General Price Level 80 13 7 73 75 20 5 70 905 54 41 86.4 838 149 14 824
Inputs

Investment 58 33 9 49 54 46 0 54 58 348 72 50.8 479 521 O 47.9

Employment 36 52 12 24 32 61 25 352 479 169 18.3 315 589 96 21.9

Continued—



Table 1—(Continued)

July — December 2007 Evaluations January — June 2008 Expectations

Indicator Higher Same Lower Net Balance Higher Same Lower Net Balance
Economic Growth 11.7 338 54.5 —42.8 28.2 385 333 5.1
Business Activity
Production 46.8 228 304 164 65.4 295 51 60.3
Domestic Sales 50.6 221 273 233 66.2 26 7.8 58.4
International Sales 333 35.7 31 23 48.8 46.3 4.9 439
Inventory 63.2 26.3 10.5 52.7 49.3 37 13.7 35.6
Level of Capacity Utilisation 23.6 73.6 2.8 20.8 329 62.9 43 28.6
Prices
Final Product Prices 53.3 32 14.7 38.6 56.8 351 8.1 48.7
Input Prices 76.6 15.6 7.8 68.8 82.9 15.8 13 81.6
Wage Level 835 16.5 0 835 74.4 24.4 13 73.1
General Price Level 96.2 13 2.6 93.6 88.2 11.8 0 88.2
Inputs
Investment 52.7 43.2 4.1 48.6 56.2 43.8 0 56.2
Employment 41.6 50.6 7.8 338 44.2 50.6 5.2 39

Source: Survey results.



Table2

Summary of Survey Results—Financial Sector

January — June 2007

July — December 2007

July — December 2007

January — June 2008

Evaluations Expectations Evaluations Expectations

Higher Same Lower Net Higher Same Lower  Net  Higher Same Lower Net Higher Same Lower  Net
Indicator Balance Balance Balance Balance
Economic Growth 154 692 154 0 308 615 77 231 143 50 3v7 214 393 25 357 3.6
Business Activity
Production (deposits advances, investment) 818 182 0 81.8 636 273 91 54.5 679 25 7.1 60.8 100 0 0 100
Domestic Sales (loans, advances, investments) 75 25 0 75 69.2 231 77 61.5 833 167 0 83.3 100 0 0 100
International Sales (loans, advances, investments) 100 0 0 100 75 25 0 75 455 545 455 66.7 333 0 66.7
Level of Capacity Utilisation 182 636 182 0 55.6 444 0 55.6 65 35 0 65 333 66.7 0 333
Prices
Final Product Prices (interest rate on advances) 364 545 91 273 55.6 444 0 55.6 36 56 8 28 333 66.7 0 333
Input Prices (interest rate on deposits) 429 429 143 28.6 571 429 0 57.1 585 348 87 47.8 333 66.7 0 333
Wage Level 69.2 231 7.7 615 846 154 0 84.6 786 214 0 78.6 85.7 143 0 85.7
General Price Level 923 77 0 92.3 69.2 30.8 0 69.2 929 71 0 929 100 0 0 100
Inputs
Investment 727 182 9.1 63.6 583 417 0 58.3 76 20 70 616 182 0 61.6
Employment 583 16.7 25 333 846 154 0 84.6 714 286 0 714 857 143 0 85.7

Source: Survey results.
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Summary of Survey Results—Non-financial Sector

Table 3

January — June 2007

July — December 2007

July — December 2007

January — June 2008

Evaluations Expectations Evaluations Expectations
Higher Same Lower Net Higher Same Lower Net Higher Same Lower Net Higher Same Lower Net
Indicator Balance Balance Balance Balance

Economic Growth 16.2 643 189 2.7 122 568 311 -18.9 11.3 306 581 —46.8 254 413 333 -89
Business Activity
Production 676 239 85 59.1 486 311 162 324 422 219 359 6.3 571 365 6.3 50.8
Domestic Sales 583 292 125 45.8 575 274 151 42.4 438 234 328 11 587 317 95 49.2
International Sales 385 256 359 26 349 442 209 14 306 333 361 55 472 472 56 41.6
Level of Capacity Utilisation 299 537 164 135 394 50 10.6 28.8 213 754 33 16 333 617 5 28.3
Prices
Final Product Prices 42.3 31 26.8 155 348 536 116 232 524 317 159 36.5 61.7 283 10 51.7
Input Prices 853 103 44 80.9 821 179 0 82.1 84.4 7.8 7.8 76.6 935 48 16 91.9
Wage Level 851 122 27 824 74 26 0 74 844 156 0 84.4 714 156 16 69.8
General Price Level 90.5 54 4.1 86.4 838 149 14 824 96.8 1.6 16 95.2 836 148 16 82
Inputs
Investment 58 348 72 50.8 479 521 0 479 492 476 32 46 50.8 49.2 0 50.8
Employment 352 479 169 18.3 315 589 96 219 339 565 97 242 339 597 65 274

Source: Survey results.



be seen from the net balance figures, the non-financial sector
expects lowering of growth during the current period of the year,
whereas the financial sector expects a positive trend. In terms of
their perception regarding the economic growth in the next six
months, the percentage distribution of banks favouring higher, the
same, and lower economic growth is 39.3, 25.0, and 35.7,
respectively. In the case of non-banks, 25.4 percent, 41.3 percent,
and 33.3 percent firms are expecting growth to be higher, the
same, and lower than in the previous period, respectively (Table
3). We may conclude that the financial sector is more optimistic
about economic growth as compared to the non-financial sector.

Inflationary Expectations Remain High

The business sector feels that inflationary pressure was
higher during the second half of the Y ear 2007 than during the first
half of the year. About 96.2 percent of the respondents indicated
that the general price level increased during the last six months of
2007, as compared to the first half of the year. Only 1.3 percent
firms reported that it stayed at the same level, while 2.6 percent
indicated that it declined (Figure 2).

Fig. 2. Rateof Inflation
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In the case of inflationary assessment, it seems that both the
financial and the non-financia sectors have the same opinion. In the
case of the non-financia sector, 96.8 percent, 1.6 percent, and 1.6
percent of firms indicated higher, the same, and lower level of
inflation, as compared to the previous half of the Year 2007 (Table
3). In the case of the financial sector, 92.9 percent respondents
indicated higher inflation in the second half of the Year 2007 than
that isthefirst half of the year (Table 2).

The business sector expects high inflation during the first six
months of the Y ear 2008. As depicted in Figure 2 for the first haf of
the year 2008, 88.8 percent of the firms anticipate an increase in the
generd price level, and 11.8 percent expect the same level. The
financia sector expects a higher leve of inflation during the first half
of the Year 2008, as compared to the levd of inflation prevailing
during the second half of 2007. In the case of the non-financial sector,
the percentage of firms expecting higher, the same, and lower levels
of inflation is 83.6, 14.8, and 1.6, respectively (Table 3).

THE NON-FINANCIAL SECTOR
THE STATE OF FIRMS' ACTIVITIES

High Production with Increasing Expectations

Information about the production of firms is presented in
Figure 3. It shows that production has increased. The responses
indicate that during July—December, 2007, 42.2 percent of the
firms had a higher level of production as compared to the first half
of 2007. While 21.9 percent indicated no change in the volume of
production, the rest of the firms (35.9 percent) indicated that their
production was lower as compared to the first half of 2007.

Furthermore, the expectations of business firms for
January—June, 2008 indicate that firms are optimistic about
future production. In terms of the plans of the non-financial
firms for the next six months, 57.1 percent expect their
production to rise, 36.5 percent expect the same level, and 6.3
percent expect afall in their production.
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Fig. 3. Production
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Sales | ncreased with High Expectation

The analysis shows that the non-financial sector is optimistic
about sales in the domestic market as the magjority of firms
reported that domestic demand was expected to remain strong. The
majority of the firms (43.8 percent) indicated that their salesin the
domestic market during the second half of 2007 were higher than
in the first half of 2007. The firms which recorded a decrease in
their sales were 32.8 percent. However, there is no significant
change in the sales of 23.4 percent firms (Figure 3).

The majority of firms (58.7 percent) expect that their salesin
the domestic market would increase in the first half of 2008, 31.7
percent expect it to stay the same, while 9.5 percent expect afall in
their activity in the domestic market. The previous experience
about redlisation of expectations indicates that sales would be
higher during the first half of 2008.

Sales in the international market declined as 36.1 percent
firms reported a decrease in the sales as compared to the previous
half of the year, i.e., January—June, 2007, 30.6 percent reported an
increase in the sales activity in the international market, and 33.3
percent reported no significant change (Figure 4). The evidence
shows that firms are confident about the international market, as
47.2 percent of the firms are hoping that their sales would increase;
only 5.6 percent expect that sales may decline, and 47.2 percent
expect no change.
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Fig. 4. Salesin the Domestic Market
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Fig. 5. Salesin thelnternational Market
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Under-utilised Capacity

The evidence presented in Figure 6 shows that the non-
financial sector still has the potential to expand its production
because most of the firms are working at less than the full capacity
level. In response to the question about capacity utilisation, 21.3
percent firms reported that their capacity utilisation was 100
percent, while 75.4 percent of the business firms reported that their
capacity utilisation was more than 50 percent, and the rest of the
firms reported it at less than 50 percent.
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Fig. 6. Capacity Utilisation
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Regarding the future course of capacity utilisation, 33.3
percent of firms expect to operate at full capacity during the first
half of 2008, while 61.7 percent expect that their capacity
utilisation will be more than 50 percent but less than full capacity,
and the rest expect to utilise less than 50 percent capacity.

Firmsare Building Up Inventories

Inventories are building up as most of the firms in the non-
financial sector are reporting an increase in production. Most of the
firms (56.5 percent) reported a rise in the inventories during the
second half of 2007, 30.6 percent kept it at the same level, while
12.9 percent decreased their inventories in the second haf as
compared to thefirst half of 2007 (Figure 7).

In the next six months, 41 percent firms expect an increase
in their inventory, 42.6 percent expect it to stay at the same
level, while 16.4 percent expect a decline in their inventory.
Furthermore, past experience about the expectations indicates
that inventories would be even higher than what is expected, as
deviation in the respondents favouring higher inventories is 18
percent.
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Fig. 7. Inventories
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PRICES AND WAGES

Rising Input and Output Prices

In the case of the prices of fina goods, 52.4 percent of the
respondents experienced an increase in the prices of their product
during the second half of 2007. For 31.7 percent, it remained the
same, while for 15.9 percent the prices fell from the first half of
2007 (Figure 8). The mgjority of the firms expect that the prices
of their final products will increase during the first half of 2008.
In the coming six months, 28.3 percent firms expect that these will

Fig. 8. Final Product Prices
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stay the same, 61.7 percent firms expect that these are going to
increase, while 10 percent expect afall in the prices of their products.
Final product prices would be even higher than the expectations
of the business firms, as deviation in the respondents favouring
higher product priceis 23 percent.

According to the magjority of the firms, input prices have
increased during the study period. The increase in input prices
ultimately forced business firms to raise the prices of their own fina
goods. Only 7.8 percent of the respondents reported a decrease in the
prices of their inputs (Figure 9). A large number of them (84.4
percent) indicated that their input prices increased in the second half
of 2007, while 7.8 percent reported no change. For the current half of
the Year 2008, 93.5 percent expect arise in the prices of their inputs,
while 4.8 percent expect it to stay the same. Only 1.6 percent of the
firms expect afall in the prices of their inputs.

Fig. 9. Input Prices
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Wage Pressure | s Also Building Up

Wage pressure is also building up along with the inflationary
expectations. None of the firms experienced a wage decline in the
second half of 2007, and 84.4 percent of the firms reported arisein
wages in the second half of 2007 over the first half of 2007, while
15.6 percent reported that the wage level remained the same during
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this period (Figure 10). In the coming six months, 71.4 percent
continue to expect wage inflation, 27 percent anticipate stable
wages, and only 1.6 percent of them are expecting wages to
decline in the coming six months.

Fig. 10. Wage Level
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INVESTMENT AND EMPLOYMENT

Higher Investment with Higher Expectations

The investment behaviour of the firms depicted in Figure
11 indicates that their investment plans are firmly positive, as
49.2 percent have increased their investment in the second half
of 2007 as compared to the first half of 2007; 47.6 percent firms
reported that it stayed at the same level. Only 3.2 percent firms
reported a decline in investment.

For the first half of 2008, 50.8 percent firms anticipate an
increase in investment, 49.2 percent predict no change in
investment behaviour, while none of the firms has plans to
decrease investment. In general, the investment situation is
encouraging for the economy.
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Fig. 11. Investment
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Stable Current and Expected Employment

The increase in production, sdes in the domestic and
international markets, increase in product prices, and inflation
positively affect employment, which is putting pressure for an
increase in wages. Mogt of the firms (56.5 percent) reported that their
employment situation did not change in the second half of 2007 from
the first half of 2007 (Figure 12); 33.9 percent reported an increase in
employment, while a decline was reported by 9.7 percent of the
respondents. The positive net balance indicates that, overal, there
was some increase in employment during the second half of 2007.

Fig. 12. Employment
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The increase in net balance reveals that unemployment would
decrease in future as the majority of the firms (59.7 percent) are
expecting no change in employment in the first half of 2008, 33.9
percent are anticipating that workforce would increase, while 6.5
percent are expecting a fall in their employment level for the next
six months.

CONSTRAINTSON FIRMS PRODUCTION

Regulatory Environment—A Major Constraint

We also enquired about the constraints faced by the non-
financial sector of the economy. As can be seen from Figure 13,
56 percent of the firms reported that their production was
constrained by a variety of factors. Out of the constrained firms,
46.7 percent of the firms think that improper regulatory
environment is the hardest constraint, followed by insufficient
skilled workforce (i.e.,, 31.3 percent) and insufficient demand
(i.e.,, 30 percent). While 25 percent of the firms think that
insufficient capital and insufficient access to imports create
hurdles for business growth, insufficient access to credit is felt
by only 8.3 percent of the business firms.

Fig. 13. Production Constraints
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THE FINANCIAL SECTOR ACTIVITIES
THE STATE OF FINANCIAL SECTOR ACTIVITIES

High Actual and Expected Volume of Deposits and Advances

The financial sector is optimistic about its production. The
responses (Figure 14) indicate that during July—December, 2007,
67.9 percent of the financia institutions had a higher level of
deposits and advances as compared to that of the first half of 2007.
While 25 percent indicated that there was no change in the volume
of advances and deposits, a small number of financial institutions
(7.1 percent) indicated that their production was lower. In terms of
the plans for the next six months, 100 percent expected that their
volume of deposits and advances would rise. The analysis
demonstrates that the financia sector is optimistic about its future
growth.

Fig. 14. Production—Deposits and Advances
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Credit Increased with High Expectations

Most of the financial institutions expanded their activities
during the second half of 2007. Figure 15 shows that 83.3 percent
of theinstitutions indicated that their activitiesin the domestic market
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Fig. 15. Sizeof Activity in the Domestic Market
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during the last six months of 2007 were higher. Interestingly, none
of the institutions recorded a decrease in its activities, while 16.7
percent reported the size of activity in the domestic market to stay
at the same level during second half of the Year 2007.
Furthermore, all institutions expect that their activities in the
domestic market would increase in the first half of 2008.

Increasing Activitiesin the International Market

Interestingly, 45.5 percent of the respondents reported an
increase in their activities in the international market during July-
December 2007, as compared to the first half of 2007 (Figure 16);
54.5 percent reported no significant change. Regarding the future
activities, the evidence shows that financial institutions are
confident about the international market as 66.7 percent of the
institutions hope that their activity would increase and 33.3 percent
expect that there will be no change in the size of their international
market activity. None of ingtitutions expects a decline in its
activity.
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Fig. 16. Sizeof Activity in the International Market
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Maximum Capacity Utilisation with L ow Expected Utilisation

The evidence shows that the majority (65 percent) of financial
institutions are working at their full capacity, while 35 percent could
not utilise their full capacity in the second half of 2007 (Figure 17).
As for the future, only 33.3 percent institutions are expecting to
utilise capacity at one hundred percent, while 66.7 expect to work at
less than full capacity during the first half of 2008.

Fig. 17. Capacity Utilisation
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PRICES AND WAGES

Mounting Wage Pressure

As mentioned earlier, wage pressure is also building up along
with the inflationary expectations (Figure 18). None of the
respondents reported a wage decline in the second half of 2007.
The majority of the respondents (78.6 percent) reported a rise in
wages in the second half of 2007, while 21.4 percent reported that
the wage level remained the same during this period. For the
coming six months, 85.7 percent financia institutions expect arise
in wages, while only 14.3 percent predict a stable wage level in the
first half of 2008.

Fig. 18. WageLevel
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High Expected Rate of Interest on Deposits

Looking at the interest rate, 36 percent of the respondents
experienced an increase in interest on deposits during the last six
months of 2007 (Figure 19). As many as 56 percent respondents
report that interest on deposits remained the same, while only 8
percent report that the interest was lower in the first haf of 2007. For
the next six months, 66.7 percent reported that the interest rate on
deposits would stay the same, 33.3 percent expected that the interest
rate would increase, while none expected afall in the rate of interest.
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Fig. 19. Interest on Deposit
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High Advances Rate with Stable Expectations

The financial sector is feeling pressure on the interest rate on
advances due to an increase in the deposit rate, wages, and other
expenditure, which is forcing it to raise the prices of their advances.
Only 8.7 percent of the respondents reported a decrease in the interest
rate on advances (Figure 20), whereas 56.5 percent indicated that
interest on advances increased during the second haf of 2007 as
compared to the first haf of 2007. The minority of the ingtitutions
(i.e., 33.3 percent) were expecting arise in the interest rate, while 66.7
percent expect the interest on advances will be the same. None of the
institutions anticipates afall in interest rate.

Fig. 20. Interest Rate on Advances
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High Actual and Expected Reserves

The analysis shows that financial institutions are optimistic
about their assets, as the mgjority of the institutions expect to
maintain high reserves (Figure 21). As many as 92.3 percent of the
institutions indicate that their reserves are higher than in the first
half of 2007; 7.7 percent report that there is no change in reserves.
None of the institution recorded a decrease in reserves in the
evaluation and expectation period. The magjority of institutions
(95.5 percent) expect that their reserves would increase in the first
half of 2008; 4.5 percent expect that the reserves would stay at the
same level.

Fig. 21. Reserves
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EMPLOYMENT AND INVESTMENT

High Current and Expected Employment

Most of the financia institutions (71.4 percent) reported an
increase in the employment level during the second half of 2007 as
compared to the first haf of the Year 2007. Only 28.6 percent
reported that it stayed at the same level. Figure 22 shows positive
net balance, which indicates that there is some increase in
employment during the second half of 2007. Only 14.3 percent
banks are expecting stability in employment in the first half of
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2008. Analysis reveals that there will be employment creation in
the financial sector. Overall, there would be some increase in
financia sector employment; thisisin line with the general higher
expectation of activitiesin the financial sector.

Fig. 22. Employment
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Higher Actual and Expected L evel of Investment

Stable growth and increasing investment in the economy are
sustained by the investment behaviour of the banks. Figure 23
reveals that the majority of the institutions (75 percent) reported an
increase in their investment in the second half of 2007; 20 percent
institutions reported that it stayed the same; only 5 percent reported
a decline in investment. For the first half of 2008, 81.8 percent
anticipate an increase in investment, 18.2 percent plan to maintain
it at the same level, but none of the institutions reports a possible
decreasein its investment.

Fig. 23. Investment in Banks
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Case |ID #:

PIDE BUSINESS BAROMETER
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Respondent Infor mation
Enterprise Name: Respondent Name:
Position:
Enterprise’ s Specialisation: Date:
Sector: public private
Y ear of Foundation: Number of Employees:

Contact Information [Postal (optional)]:

(City) (Province)
Telephone: Office: Residence:
Mobile: E-mail:

Istymabad

Please return the filled questionnaire to:
PIDE Business Barometer
Pakistan Institute of Development Economics
Quaid-i-Azam University Campus
P.O. Box 1091, |slamabad 44000
PAKISTAN



Appendix
Non-financial Sector Questionnaire

1. During thelast six monthsrelativeto the preceding six months

a)

b)

©)

d)

f)

)

h)

)

Was your production/volume of activity

I:Ihigher I:Inormal I:I lower I:I% ?

Was your sales volume/size of activity in the domestic market

I:Ihigher I:Inormal I:I lower I:I% ?

Was your sales volume/size of activity in the international market

I:I higher I:Inormal I:I lower I:I % ?

Did prices for your products

rise stay the same fall % 2
[ ] [ ] [] [ ]

Did pricesfor your inputs

|:|rise |:|staythe§3me |:|fall I:l% ?

Did the wage level

rise stay the same fall % ?
[] [] [] []

Did your inventories

|:|rise |:|staythe§ame |:|fall I:l% ?

Was your capacity utilisation

I:l% |:| more than 50% |:| lessthan50% ?

Did your employment

35

rise stay the same fall % ?
[ ] [ ] [ ] [ ]

Did your investment

|:| rise |:| stay the same |:|fall I:l%

2. Isyour production currently constrained?

|:|Yes |:|No
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a If yes, please rank on a scale from 1 to 6 the following constraints to your
production process, where 1 indicates a minor constraint and 6 refers to
severe constraints.

Insufficient demand
Insufficient capital
Insufficient access to imports
Insufficient skilled workforce

Insufficient access to credit

I

Regulatory environment
3. In the next sixth months, do you expect
a) your production/size of activity to

|:|rise |:|staythe§ame I:lfall |:|%

b) your sale/size of activity in the domestic market to

rise stay the same fall %
[] [] [ ] []

C) your sale/size of activity in the international marketsto

|:|rise |:|staythemme I:lfall |:|%

d) prices for your products to

rise stay the same fall %
[] [] [ ] []

€) prices for your inputsto

|:|rise |:|staythe%1me I:lfall |:|%

f) thewage level to

|:|rise |:|staythe9me |:|fall |:|%

k) the inventoriesto

rise stay the same fall %
[] [] [ ] []

)] capacity utilisation to

[ J100% [ Jmorethan50% [ Jlessthan50% 2

m) employment to

I:I rise I:Istay the same I:Ifall I:I% ?

n) investment to

rise stay the same fall % ?
[ ] [ ] [ ] [ ]

)

-~

)

)

-~

)

-~
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4. Did the economy during July — Dec, 2007 (as compared to Jan — June,
2007) grow

I:I faster I:Iat the same rate |:|sl ower ?

5. In the July — Dec 2008 (as compar ed to Jan — June 2008), do you expect
the economy to grow

I:I faster |:|at the same rate |:|slower ?

6. In thelast six months, did the general price level

|:|increase I:Istayatthesamela/el |:|decrease I:I% ?

7. 1n the next six months, do you expect general pricelevel to

[ Jincrease [ | stay at the samelevel | Jdecrease []» =

Thank you very much.
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Financial Sector Questionnaire

1. During thelast six monthsrelative to the preceding six months

0) Was your volume of activity (deposits, advances, investment)
I:I higher I:Inormal I:I lower I:I% ?

9)] Was your size of activity (loans, advances, investments) in the domestic market
|:| higher |:|normaj |:| lower |:|% ?

Q) Was your size of activity (loans, advances, investment) in the

international market

|:| higher |:|normaj |:| lower |:|% ?

r Did interest rate on advances

|:|rise |:|staythe§ame |:|fall |:|% ?
S) Did interest rate on deposits

|:|rise |:|staythesame I:lfall |:|% ?
t) Did wage level:

|:|rise |:|staythe%1me |:|fall |:|% ?
u) Did your reserves:

|:|rise |:|staythesame |:|fall |:|% ?
V) Was your capacity utilisation

|:|100% |:|morethan50% |:|Le$than50% ?
w) Did your employment

|:|rise |:|staythe§ame |:|fall |:|% ?
X) Did investment in your bank

|:|rise |:|staythesame |:|fall |:|% ?

2. Areyour operationscurrently constrained?

|:|Yes |:|No
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a If yes, please rank on a scale from 1 to 6 the following constraints to your
operations, where lindicates a minor constraint and 6 refers to severe
constraints.

Insufficient demand
Insufficient capital

Insufficient skilled workforce [ ]

Banking laws

Cash reserve ratio requirement

Default risk [ ]

Intermediation cost ]
3. In the next sixth months, do you expect
0) your size of activity (deposits, advances, investment) to

|:| rise |:|stay the same |:|fall |:| % 2
h) your size of activity (deposits, advances, investment) in the domestic

Market to

|:|rise I:lstay the same |:|fall |:| % ?
i) your size of activity (deposits, advances, investment) in the

international marketsto

|:|rise |:|stay the same |:|fall |:| % 2
)] interest rate on advances to

|:|rise I:Istay the same |:|fall |:| % ?
k) interest rate on deposits

|:|rise I:lstay the same |:|fall |:| % ?
) wage level to

|:|rise I:lstay the same |:|fall |:| % ?
y) capital reservesto

|:| rise I:Istay the same |:|fall |:| % 2
2) capacity utilisation to

|:| 100 % |:|more than 50% |:||essthan 50% ?
ad) employment to

|:| rise I:Istay the same |:|fall |:|% ?
bb) investment in your bank to

|:|rise |:|staythesame |:|fall |:|% ?
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4. Did the economy during July — Dec, 2007 (as compared to Jan — June,
2007) grow

|:|faster |:| at the samerate I:lslower ?

5. In the July — Dec 2008, (as compared to Jan — June 2008), do you expect
the economy to grow

I:I faster I:Iatthe same rate |:| dower ?
6. In thelast six monthsdid the general pricelevel
|:|increase |:|51ayatthe%\melevel |:|decrease|:| % ?

7. 1n the next six months, do you expect that general pricelevel

|:|increase |:|stayatthe§amelevel I:Idecrease |:|% ?

Thank you very much.
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