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Foreword

The first Pakistan Economic Update was published in April 2002 and has since then been appearing
regularly. The present report provides an analysis of economic trends in Pakistan since July 2006
and presents an outlook of the economy for 2007/08.

The Asian Development Bank and Pakistan have been development partners for four decades. ADB
has cumulatively provided $18.59 billion to support economic development and poverty reduction
in Pakistan. This assistance has been channeled through investment projects and policy-based
assistance supporting good governance, sustained pro-poor growth, and inclusive social
development.

The Pakistan Resident Mission (PRM) of ADB is promoting a better understanding of important
gconomic and social policy issues in Pakistan. To share this work with a wider audience, PRM
initiated a working paper series and background papers on various topics. Recently published
papers include a background paper on "Growth, Poverty and Inequality", and two research papers, "A
Poverty Targeting Strategy for Pakistan" and "Demographic Transition, Education and Youth
Employment in Pakistan". These and other poverty-related studies were presented by ADB during a
national workshop on "Structural Issues in Poverty Reduction" in February 2007. More recently, a
PRM Policy Note series has been initiated starting with a brief on "Pakistan's Public Debt" and a paper
on "Special Economic Zones" currently under finalization.

We look forward to receiving comments on the Pakistan Economic Update.

Peter L. Fedon
Country Director, Pakistan



CURRENCY EQUIVALENTS

(as of 28 March 2008)

Currency Unit -  Pakistan rupee (Rs.)

ADB
CPI
EU
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FDI
GDP
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PRe1.00 = $0.01592
$1.00 = Rs.62.805
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foreign directinvestment
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Pakistan Economic Update

July 2006- Feburary 2008

Summary of Macroeconomic
Developments

Pakistan's economy continued to
demonstrate considerable resilience during
2006/07 despite rising external challenges.
The gross domestic product (GDP) grew at
an accelerated rate of 7% after a modest
slowdown in 2005/06, reflecting the fairly
even performance of major sectors of the
economy. A key feature of economic
performance during 2006/07 was the sharp
rise in foreign investment inflows as well as
an increase in domestic investment and
saving rates. Substantially enhanced
revenue generation had a positive impact on
fiscal performance, offset to some extent by
a sharp rise in current expenditures.
Monetary management in 2007 remained
focused on ensuring price stability amid
challenges associated with the upsurge in
capital inflows. The impact of the State Bank
of Pakistan’s (SBP) tightened monetary
stance on inflation was countered by rising
food prices and fiscal expansion underlined
by rising development and current
expenditures. The trade and current account
deficits sharply increasedin 2006/07.

Both current and fiscal account deficits
widened substantially in the first half of
2007/08. With the decline in foreign inflows,
financing of the deficits has become a
challenge. An immediate consequence has
been a record jump in domestic borrowings
by the Government from the SBP. The
resulting rise in monetary growth and the
significantincrease in oil and food prices has

led to a persistent inflationary pressure
causing SBP to further tighten its monetary

policy.

The record rise in international oil prices
presents challenges for the country's
macroeconomic stability, threatening
economic growth, price stability, and the
fiscal and external account balance all at
once. Pakistan's rising dependence on
foreign capital inflows to finance the
widening external imbalance makes it more
vulnerable to external perceptions about its
economy amidst a period of domestic
political uncertainty. An additional source of
stress for the balance of payments emanates
from the slowing down of the US economy
and other trading partners of Pakistan as well
as from the current volatility of international
financial markets.

Domestic Sector

Growth: Pakistan's economy grew at a rate
of 7% in 2006/07 in real terms, in line with
the average annual GDP growth rate (7.5%)
ofthe last four years, making the country one
of the fastest growing Asian economies.
Economic growth during 2006/07
materialized across all sectors, with
agriculture, industry, and services recording
increases of 5.0%, 6.8%, and 8.0%,
respectively (Table 1). The share of services
in GDP amounted to 53.3%, followed by
industry at 25.8%, and agriculture at 20.9%,
reflecting the dominating contribution of the
services sector to economic growth.

The performance of the agriculture sector

The economy
grew at a rate

of 7% in 2006/07
with agriculture,
industry and
services
recording
increase of 5.0%,
6.8% and 8.0%
respectively.












