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Pakistan Economy 

 

The year 2020-21 has come to an end recently. The economy has shown visible signs of recovery and the GDP 

growth rate has approached 4%. However, this is partly attributable to the ‘low-base’ effect of the fall in GDP in 

2019-20, which has been somewhat understated by the PBS. A true measure of recovery is a comparison of the 

level achieved by different economic magnitudes in 2020-21 with the level in the last normal year, 2017-18. This is 

done below.  

Extent of recovery in 2020-21 

Agriculture: Record level of output of wheat, rice and maize achieved in 2020-21. However, there was the lowest 

level ever of cotton output. Overall, the growth rate of the sector was 2.8%. 

Industry: The Table 1 below gives the list of major industries with higher or lower levels of output in relation to 

2017-18. 

Table 1: Higher and Lower Output Industries, 2020-21 versus 2017-18 

Higher Output Industries Growth (%) Lower Output Industries Growth (%) 

• Chemicals 20.7 • Leather Products -34.6 

• Cement 19.3 • Automobiles -28.8 

• Fertilizers 18.3 • Iron and Steel Products -15.8 

• Textiles 3.0 • Petroleum Products -13.2 

• Food, Beverages and Tobacco 1.0 • Pharmaceuticals -2.3 

Source: PBS, QIM 

It is perhaps surprising to note that industries like automobiles, pharmaceuticals and petroleum products have not 

yet recovered to their 2017-18 level of output. Cement, chemicals, and fertilizer industries have performed 

exceptionally well.  Overall, the value added of the large-scale manufacturing sector is still 4.3% below the level it 

had attained in 2017-18. 

Investment: It may also come as a surprise that the overall level of real fixed investment in 2020-21 is still 8.1% 

below the level attained in 2017-18. Private investment is down 0.7%, while public investment has fallen by more 

than 24%. 

International Trade: A positive development is the attainment of a higher level of exports of goods and services in 

volume terms. They are up by 24.6% in 2020-21 in relation to 2017-18. This must have contributed to higher 

capacity utilization in export industries and increase in employment. However, the volume of imports of goods and 

services has also gone up by 17.5%. 

Key areas of focus  

Movement of Exchange Rate: The exchange rate dipped sizably after the first COVID-19 attack. It depreciated by 

Rs 13.7 per $ by end June 2020. The commencement of the 5th Review of the IMF program in February 2021 was 

a positive signal. The currency recovered by Rs 7.86 per $ and stood at Rs 158.06 per $ at end-June. There is a fall 

of approximately of Rs 3per $ since then. The key consideration is whether the rupee is appreciating or depreciating 

in real terms, given the different between the domestic and global rates of inflation. The monthly Real Effective 

Exchange Rate (REER) Index of the SBP reveals that as of May 2021 the REER stands at 102.30. This indicates that 

despite the fall, the rupee was overvalued by 2.3%. as such, it could fall somewhat more in the short run. In June 

it is down to 98, implying now some undervaluation. 

Interest Rate: The policy rate of the SBP was brought down sharply from 13.25% to 7% in the immediate aftermath 

of the first COVID-19 attack in March 2020. It has remained at 7% since then. The ‘core’ rate of inflation is also 

close to 7% currently. Recent auctions of PIBs have witnessed a slight decrease in yields. 

Current Account of the Balance of Payments: The current account of the balance of payments has been in surplus 

for the first time after many years, up to April 2021. However, a deficit has emerged in the last quarter of 2020-21, 

as shown in Table 2. There was a sizeable current account deficit in June 2021 of $1.6 billion. 
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Table 2: Current Account of the Balance of Payments, 2020-21 ($mn) 

 July –March 
2020-21 

 
April - June 

2020-21 
2020-21 

Current Account Surplus/Deficit 630  -2,482 -1,852 

Balance of Trade in Goods -18,831  -9,324 -28,155 

Exports 18,704  6,926 25,630 

Imports 37,535  16,250 53,785 

Balance of Trade in Services -1,437  -438 -1,875 

Balance on Primary Income -3,526  -1,144 -4,670 

Balance on Secondary Income 24,424  8,424 32,848 

Remittances 21,413  7,957 29,370 

Source: SBP 

The transformation of the current account from a deficit of $4,499 million in 2019-20 to a surplus of $820 million 

in the first eleven months of 2020-21 is due to the phenomenal growth in home remittances of 29.4%. However, 

there is one ominous development. Monthly imports in the last two months have perked up by 19.6% over the 

average monthly level in the first nine months of 2020-21. Both higher prices and larger volumes have contributed 

to this increase. In fact, in June imports are up by over 70% in relation to June 2020. The figures on sources of home 

remittances inflow in June 2021 have been released by the SBP. There is some concern here also. The growth rate 

in June 2021 is 8.7% as compared to the inflow in June 2020. It was much higher at 29.2% in the first eleven months 

of 2020-21. In particular, the remittances from the largest source, Saudi Arabia, have fallen by 10.4% in June 2021. 

Budget Deficit: The revised estimates for 2020-21 at the Federal level has been released, along with the budget 

estimates for 2021-22. Revised estimate for 2020-21 are given in Table 3. 

Table 3: Budgetary Magnitudes of the Federal Government, 2020-21 (PKR bn) 

 July-March 
2020-21 (Actuals) 

April-June 
2020-21 

2020-21 
(R.E) 

Growth Rate 
(%) 

Federal Revenues 4,561 1,834 6,395 10.6 

Tax Revenues 3,395 1,296 4,691 17.4 

Non-Tax Revenues 1,166 538 1,704 -4.5 

Federal Transfers -1,986 -718 -2,704 8.1 

Net Revenue Receipts 2,575 1,116 3,691 12.6 

Federal Expenditure 4,640 2,638 7,278 6.7 

Current 4,227 2,334 6,561 7.7 

Development + Lending 413 304 717 -1.3 

Federal Budget Deficit -2,065 1,522 -3,585 - 

Deficit as % of GDP -4.3 -3.2 -7.5  

Source: Budget-in-Brief, 2021-22 (R.E) = Revised Estimates     

The revised estimates indicate that the federal budget deficit in 2020-21 was 7.5% of the GDP. However, the actual 

outcome is likely to be closer to 8% percent of the GDP. This is lower than the deficit of 8.6% of the GDP in 2019-

20, which included higher subsidies and grants after COVID-19 for relief purposes. The budgeted federal deficit for 

2020-21 was close to 7% of the GDP. Inclusion of the provincial surplus could lead to a consolidated deficit of 7.1% 

of the GDP. This implies a primary deficit, excluding debt servicing, of Rs 420 billion, equivalent to 0.9% of the GDP. 

The somewhat positive outcome in 2020-21 relates to the over 17.4% growth in federal tax revenues. However, 

non-tax revenues have fallen by 4.5%, due to a decline in the SBP profits. There has been some success also in 

limiting the growth rate in current expenditure to 7.7%. However, the effort at limiting the size of the deficit has 

reduced development spending by 0.4%. 

Government Borrowing: According to the revised estimates, the level and composition of government borrowing 

in 2020-21 is given in Table 4 below. The rate of domestic borrowing was high in the last quarter. 
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Table 4: Level and Composition of Government Borrowing, 2020-21 (PKR bn) 

 July-March 
2020-21 

April-June 
2020-21 

2020-21 
(R.E) 

Growth Rate 
(%) 

External Borrowing (Net) 562 761 1,323 47.9 

Domestic Borrowing 1,503 761 2,264 -16.3 

Bank Borrowing 1,193 483 1,674 -23.2 

Non-Bank Borrowing 310 278 588 12.4 

TOTAL BORROWING 2,065 1,522 3,585 -0.4 

Source: SBP, MOF 

There was a big change in the pattern of financing of the federal budget deficit in 2020-21 with greater reliance on 

external borrowing (in rupee terms) of 47%. This is confirmed by the Economic Affairs Division’s, Monthly Bulletin 

of Foreign Economic Assistance, as follows: 

Table 5: Gross Inflow of Foreign Economic Assistance ($mn) 

 July-May 

2019-20 2020-21 

TOTAL 7,451 12,133 

Bilateral & Multilateral Development Partners 4,610 3,787 

Other Sources 2,841 8,346* 

*Includes $3,609 million from Commercial banks, $1000 million safe deposit, flotation of Euro/Sukuk bonds of 
$2,500 million and $1,237 million from other sources. 

Source: EAD 

This higher level of borrowing from external sources has contributed to the buildup of foreign exchange reserves 

while simultaneously financing the budget deficit. Recently, there has been a further flotation of $1 billion. Within 

non-bank borrowing less reliance is being placed on the inflow into National Savings Schemes and more on the 

flotation of Ijara Sukuk Bonds. 
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Outlook for FY22 

Despite, the positive developments in 2020-21, the level of uncertainty in the outlook for the economy of Pakistan 
has increased. Both economic and non-economic factors are now contributing to the uncertainty. They include the 
following: 

Growth of the World Economy:  The positive development is that developed countries are beginning to emerge 
from the deep recession caused by COVID-19. Projections in the World Economic Outlook Report of the IMF of GDP 
growth rates and growth in imports of Pakistan’s major trading partners are presented in Table 6. 

 Table 6: Projected Growth Rate of Advanced and Emerging Economies (%) 

 GDP Growth Rate (%) Imports Growth (%) 

 2020 2021 2022 2020 2021 2022 

USA -3.5 7.0 4.9 -10.6 5.2 5.1 

UK -9.9 7.0 4.8 -14.3 6.1 5.9 

Germany -4.9 3.6 4.1 -5.5 8.3 7.8 

Italy -8.9 4.9 4.2 -8.9 8.9 8.2 

China 2.3 8.1 5.7 4.4 9.8 5.5 

Japan -4.8 2.8 3.0 -6.8 12.6 8.7 

Source: IMF World Economic Outlook, April 2021, and July 2021 

There are clear indications of a strong recovery in the growth process and in the volume of imports in the advanced 

economies and China, especially after the widespread use of vaccines. This improves the prospects for Pakistan’s 

exports. 

Trend in Commodity Prices: The post COVID-19 economic recovery in the world economy has already led to an 

upsurge in major commodity prices, as shown in Table 7. 

Table 7: Growth of International Commodity Prices (June 21 increase in relation to the average in 2020) 

Commodity % Increase Commodity % Increase 

• Wheat 36.0 • Cotton 28.0 

• Rice -2.2 • Fertilizer (phosphate) 84.1 

• Palm Oil 53.2 • Coal 79.6 

• Sugar 31.0 • LNG 127.3 

• Tea -6.4 • Spot Crude Oil 73.8 

Source: IMF 

The very large increase in commodity prices implies the risk of a major jump in the import bill of Pakistan, with big 

negative impact on the trade deficit and on the current account. This impact is already visible in the last quarter of 

2020-21 and especially in June 2021 as shown in Table 8. 

There has been a veritable explosion in the value of imports in the last quarter of 2020-21, with a growth rate of 

70.9%. There is a big ‘low base effect’. Commodity prices had fallen sharply after the spread of COVID-19 last year. 

However, big double-digit increases are likely to persist in 2021-22 in global commodity prices. 

Table 8: Growth in Total Imports of Pakistan ($mn) 

 July – March April – June July – June 

Imports    

2020-21 37,535 16,250 53,785 

2019-20 34,136 9,509 43,645 

Growth Rate 10.0 70.9 23.2 

Source: SBP 
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Impact of COVID-19: The country is beginning to see the fourth attack of COVID-19, with the rising incidence of 

the DELTA-Variant. Already, Sindh has had to go ahead with lockdowns and shutdowns. The incidence has 

approached 8% of the cases tested in the country. This has increased the risk of a slowdown in the economy due 

to more widespread shutdowns. The rate of vaccination will be a crucial determinant of the extent of 

immunization. According to NCOC, 5.7 million people have been fully vaccinated and 21.3 million partly as of 28th 

of July. Currently, the rate of vaccination is slower than that in other South Asian countries. 

The Regional Context: The situation in Afghanistan is worsening rapidly after the recent exit of US troops. Pakistan 

has rightly decided to maintain a neutral stance and work towards promotion of peace. However, there is risk of 

large pressure of refugees and increase in acts of terrorism. This will necessitate higher levels of spending on relief 

and security. This will also increase the risk perception of potential foreign investors. 

Future of the IMF Program: The IMF Extended Fund Facility is in a state of suspension currently. The sixth review 

is due early September 2021. The quarterly performance criteria, structural benchmarks and indicative targets are 

exceptionally tough and difficult to achieve. The focus is on public finances and the power sector. Now there will 

be need to assure the IMF that the balance of payments will also be managed. This inevitably raises the issue of 

the future of the Program. There are three possible outcomes as follows: 

• Pakistan completes the review with some waivers. 

• The program remains in a state of suspension. 

• The program is terminated by the IMF or Pakistan. 

 

The third outcome will open the flood gates of uncertainty. 

Developments in the Domestic Economy: There are several factors which will affect the economic outcome in 

2021-22. The first relates to the performance of major crops, especially cotton. Second, will there be periodic tariff 

increases in electricity and gas tariffs to manage the growing circular debt problem? Will there be one or more 

mini budgets to facilitate achievement of revenue targets? Overall, the year, 2021-22, will be characterized by a 

big rise in the level of uncertainty about the economy due to the factors mentioned above. 
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Scenarios 

A scenario analysis is undertaken below in Chart 1 to forecast the range in the likely magnitude of variables in key 

focus areas. 

 

The key elements of uncertainty in the domestic economy are given in Chart 2. 

 Chart 2: Key Variables in the Domestic Scenario 

Key Variables 

• Output of Major Crops 

• Extent of Power Load shedding in peak demand months 

• Extent of Increase in Petroleum Levy 

• Extent of Increase in Electricity and Gas Tariffs 

• Magnitude of Jump in Development Spending 

• Flow of Subsidies (Budgeted) to the Power Sector 

• Flow of Payments against Contingent Liabilities 

 

 

 

Chart 1: Upside, Medium and Downside Scenarios for the Economy in 2021-22 

Source of Potential Risk UPSIDE MEDIUM DOWNSIDE 

Future of COVID Attacks and Pace 
of Vaccination 

Reduction in intensity of attacks and 
relaxation of SOPs; Pace of Vaccination 
multiplies 

Fourth attack is the same, more or 
less, as the previous two attacks. 
Pace of Vaccination unchanged 

The COVID-19 Delta Variant from 
India spreads rapidly: SOPs and 
lockdowns more strongly 
administered; Slowdown of the 
economy 

Developments in Afghanistan Peace talks succeed; Minimal fallout on 
Pakistan 

Talks continue; Pressure on 
Pakistan’s borders 

Talks fail; Taliban cover a larger part 
of Afghanistan; Flow of refugees into 
Pakistan and increased incidents of 
terrorism 

Change in World Commodity 
Prices 

Oil price remains unchanged at present 
level of $75 per barrel; Other commodity 
prices increase modestly 

Oil price continues to rise modestly 
by up to 10%, other commodity 
prices rise by up to 20% 

Strong recovery of world economy; 
oil price approaches $100 per barrel; 
other commodity prices rise by up to 
25% 

Future of the IMF Program after 
the Sixth Review in September  

Successful completion of Review; 
Program continues 

Review not completed; Program 
remains in a state of suspension 

Pakistan withdraws from the 
Program or IMF terminates the 
Program 

Flow of home Remittances Continuation at present or somewhat 
higher level 

 Remittances remain largely 
unchanged 

Resumption of global air travel; 
some apprehension about deposits 
in Pakistan of expatriate workers; 
Remittance and deposit flows 
decline 

Ability to meet external debt 
repayment obligations  

IMF Program continues, Debt relief from 
G-20 and China; Successful international 
flotation of $3 billion of Euro/Sukuk 
Bonds; Increased SDR allocation from 
IMF of $2.8 billion; Larger Oil Deferred 
facility from Saudi Arabia: Roll over of 
deposits with SBP by Middle Eastern 
Countries 

IMF Program remains suspended; 
Debt relief from G-20 but none 
from China; Increased SDR 
allocation from the IMF of $2.8 
billion; Repayment of Deposits by 
Middle East Countries; No increase 
in Oil Deferred facility from Saudi 
Arabia; No rollover of deposits in 
SBP by Middle Eastern countries 

IMF Program comes to an end; Debt 
relief from G-20, Partial relief from 
China only on project loans; 
Increased SDR allocation from the 
IMF of $2.8 billion; No flow of 
project/program loans from 
Multilaterals in the absence of IMF 
program; Difficult in floating 
Euro/Sukuk Bonds; Some rollover of 
deposits in SBP by Middle East 
countries; No increase in oil deferred 
facility from Saudi Arabia 
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Public Finances 

The three scenarios in the case of public finances in 2021-22 are described in Table 9 below: 

Table 9: Budgetary Outcome Scenarios in 2021-22 (Rs bn) 

 Deviation from B.E. 

2021-22 (B.E) Best Case Medium Case Worst Case 

Federal Revenues 7,909 -200 -350 -500 

Tax Revenues 5,829 -200 -300 -400 

Non-Tax Revenues 2,080 0 -50 -100 

Federal Transfers -3,412 -120 -180 -240 

Net Revenues 4,497 -80 -170 -260 

Federal Expenditure 8,487 0 225 450 

Current Expenditure 7,523 0 300 600 

Debt Servicing 3,060 0 100 200 

Defence Services 1,370 0 150 300 

Other 3,093 0 50 100 

Development Expenditure 964 0 -75 -150 

Fed. Budget Deficit -3,990 -80 -395 -710 

Provincial Surplus 570 -250 -300 -350 

Consolidated Deficit -3,420 -330 -695 -1,060 

% of GDP -6.3    

LEVEL 

Consolidated Deficit -3,420 -3,750 -4,115 -4,480 

Deficit as % of GDP -6.3 -6.9 -7.6 -8.2 

Primary Deficit as % of GDP -0.7 -1.3 -1.8 -2.2 

Source: PBS 

The proposed financing and the likely deviations in the level of borrowing are shown in the Table 10 below: 

Table 10: Level of Borrowing from Different Sources to finance Federal Deficit – 2021-22 (PKR bn) 

 Deviation from B.E. 

B.E. Best Case Medium Case Worst Case 

Total Borrowing     

1. Net External Borrowing* 1,246 1,088 769 600 

 Bilateral and Multilateral Sources     

 IMF 496 496 - - 

 Commercial Sources 381 223 400 500 

2. Net Domestic Borrowing 2,492 2,882 3,566 4,100 

 Bank Borrowing 2,417 2,808 
(16.2%)** 

3,492 
(44.5%) 

4,026 
(66.6%) 

 Non-Bank Borrowing 74 74 74 74 

3. Total Borrowing 3,738 3,970 4,335 4,700 

4. Privatization Proceeds 252 100 50 0 

5. Federal Budget Deficit 3,990 4,070 4,385 4,700 

*Assumed exchange rate is Rs 160 per US $ by MOF. 

**% increase in the scenario over the budget level. 
Source: SBP 
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The likely range of the budget deficit is from 6.9% to 8.2% of the GDP, compared to the target of 6.3% of the GDP. 

The biggest concern relates to the likelihood of substantially higher domestic bank borrowing in relation to the 

budget estimate, with implications on the rate of expansion in money supply and thereby on the rate of inflation. 

Balance of Payments 

The projected balance of payments in different scenarios in 2021-22 is given in Table 11. 

Table 11: Projected Balance of Payments in Different Scenarios 2021-22 ($ bn) 

Variable 2020-21 Upside Medium Downside 

CURRENT ACCOUNT DEFICIT -1.8 -5.1 -8.8 -12.2 

  Exports 25.6 28.7 27.9 27.1 

  Imports 53.8 61.9 63.2 64.6 

Trade Balance -28.8 -33.2 -35.3 -37.5 

Services Balance -1.9 -1.9 -2.0 -2.1 

Primary Income Balance -4.7 -4.9 -5.1 -5.3 

Home Remittances 29.4 30.9 30.1 29.4 

Others 3.5 4.0 3.5 3.0 

FINANCIAL ACCOUNT SURPLUS/DEFICIT 8.2 11.1 7.5 5.4 

FDI 1.8 2.2 1.9 1.5 

FPI 2.8 3.5 3.0 2.5 

SBP 1.5 4.3 4.3 4.3 

Government 5.7 4.1 1.3 0.1 

Disbursement a 11.6 12.7 9.9 8.7 

Amortization 5.9 8.6 8.6 8.6 

Others -0.8 -3.0 -3.0 -3.0 

BALANCE OF PAYMENTS 5.6 6.0 -1.3 -6.8 

Reserves 17.2 23.2 15.9 10.4 

aSDRs of $2.8 billion from IMF 

Source: SBP 

Therefore, there is wide variation in the balance of payments outcome in the three scenarios. The current account 

deficit could range from under 2% of the GDP to almost 4% of the GDP in 2021-22. The SBP has indicated in the 

recent Monetary Policy Statement that it expects the current account deficit to be between 2% and 3% of the GDP 

in 2021-22. 
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Based on the above projections, the outlook in the key focus areas is as follows in the three scenarios: 

 Best Case Medium Case Worst Case 

MACRO-ECONOMIC VARIABLES       

GDP Growth Rate 4.5 3.8 3 

Rate of Inflation 9 11 13 

FOCUS AREAS       

% Currency Devaluation 5 10 20 

SBP Policy Rate (%) 7 9 11 

Current Account Deficit ($ billion) -5.1 -8.8 -12.2 

Federal Budget Deficit (% of GDP) 7.4 7.9 8.3 

Domestic Bank Borrowing 2,808 3,492 4,026 

Source: SBP 

My assessment is that the economy will operate within the MEDIUM and DOWNSIDE scenarios in 2021-22. 

Subsequent quarters will begin to indicate the path that the economy will actually follow during the year. 

 

 

 

 

 

 

 
 

Summary of the outlook in the key focus areas 
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