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EXECUTIVE SUMMARY

Pakistan’s macroeconomic indicators have significantly improved over the last three
years. The fiscal deficit has declined, inflation is low, exports have started to grow, the balance-
of-payments deficit has declined and foreign exchange reserves are increasing. However, these
gains need to be consolidated by continuing the ongoing structural adjustment and stabilization
programs with a view to attaining long-run sustained growth and reduction in poverty levels.

However, despite the improvement in the economic fundamentals and successful
implementation of the International Monetary Fund (IMF) program, the investment rate has
continued to decline, as has foreign private investment. Consequently during fiscal year
(FY)1999 to FY2001, economic growth has failed to recover. The average growth rate of gross
domestic product (GDP) was constrained to 3.5 percent per year, with agriculture and
manufacturing sectors expanding at 1.8 percent and 4.2 percent per year, respectively. In
FY2001, agriculture has suffered, mainly because of drought, but the manufacturing sector has
tended to revive on the basis of improved export performance. Real per capita income
increased marginally, but in dollar terms it declined because of the sharp depreciation in the
Pakistan rupee.

Pakistan’ s labor force is growing at a rate of 2.4 percent, while employment is growing
much more slowly, and as many as 1.5 million people were added to the ranks of the
unemployed in 1998-2001. Declining economic growth, shrinking public sector development
spending, and increasing unemployment have led to widespread poverty. While data on the
current incidence of poverty are not available, in 1998/99 about one third of the population lived
in absolute poverty, and in 1996 31 percent were below the dollar a day poverty line, while 85
percent were below two dollars a day.

Over the three-year period, the fiscal deficit has fallen from 7.7 percent of GDP to 5.2
percent, primarily as a result of the decline in public expenditure, including defense expenditure,
which has declined from 5.1 to 4.5 percent of GDP. However, development expenditure also
shows a steep fall, from 3.9 percent of GDP in FY1998 to 2.7 percent in FY2001, which has
implications for poverty reduction and social sector expenditures. Public revenues also declined
slightly as a percentage of GDP, but the structural changes in the tax system that shift the focus
onto domestic taxes from taxes on international trade, replacement of the system of variable
petroleum surcharges with a fixed levy, and the restructuring of the Central Board of Revenue
hold promise for increase in tax revenues in the future.

Exports, after declining sharply in FY1999, have grown by 11.0 percent and 7.4 percent
in the last two years. The depreciation of the exchange rate by 18 percent in real terms over the
last three years has encouraged the export-oriented sector, especially non-traditional industries.
Over the three years, the trade deficit has declined from $1,867 million to $1,245 million, and
the current account deficit from $1,921 million to $508 million. Because of debt rescheduling, as
well as aggressive buying in the open market, the own foreign exchange reserves of the State
Bank of Pakistan have increased, from $1,122 million in June 1998 to $1,688 million in June
2001, i.e., equivalent to over 7 weeks of imports of goods and services.

Total debt as a percentage of GDP increased from 100 percent in FY1998 to 115
percent in FY2001. External debt accounted for 55.5 percent of the total debt in FY2001.
Because of the large depreciation in the rupee in FY2001, the share of external debt in the total
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has increased sharply. As a result of debt rescheduling, the external debt servicing burden has
fallen from 55.4 percent of total export earnings in FY1998 to 37.4 percent in FY2001. Public
debt service as a proportion of tax revenue also declined from 78.4 to 68.9 percent. However,
despite debt rescheduling and improved tax revenues the burden of debt is still very high.

Events since the 11 September attacks in the United States have adversely impacted
Pakistan’s economy. Exports are badly affected because international shipping and airline
companies have to carry war risk insurance and quite a few airlines have stopped their service
to Pakistan, resulting in an increase in freight charges and a sharp reduction in air cargo
capacity. Many orders are being canceled and obtaining new orders has become difficult. If the
conflict is prolonged, export earnings may fall by as much as $1.4 billion. The planned
privatization efforts and expected private investment inflows are also likely to be adversely
affected. Thus the external financing gap will widen significantly. Public expenditures will have
to increase because of the increased burden of refugees and higher expenditures for defense
and law and order. At the same time, tax revenues will be lost because of reduced imports and
the economic slowdown. Thus, Pakistan will have difficulty meeting the previous target of fiscal
deficit set at 4.9 percent of GDP. The growth rate of GDP may fall to 3.0 percent, with attendant
consequences for employment generation and poverty reduction.

The short-run impact may be recouped over the medium term. By FY2004, the
investment rate will likely rise to 16.8 percent of GDP, and the economic growth rate will
increase to 5.2 percent. The fiscal deficit is expected to continue to fall, and is projected to be
3.2 percent of GDP in FY2004. Exports are projected to increase more rapidly than imports,
resulting in a declining trade deficit. There will also be a significant improvement on the current
account of the balance of payments. Net public debt as a proportion of GDP is expected to
decline by almost 10 percentage points, to 82.4 percent of GDP. During this three year period,
the process of restructuring is expected to be completed and the basis for high, sustainable
economic growth and accelerated poverty reduction to have been established.



I. RECENT ECONOMIC DEVELOPMENTS

1. Pakistan is faced with severe macroeconomic imbalances, declining economic growth,
rising poverty, and poor social indicators. During the 1990s, the fiscal deficit and the current
account deficit as a proportion of the gross domestic product (GDP) averaged 6.9 percent and
4.5 percent, respectively. The average economic growth rate decelerated from 6.5 percent in
the 1980s to 5.4 percent in the first half of the 1990s, and to 3.6 percent in the second half. The
incidence of poverty increased from just over 20 percent in the early 1990s to 32 percent in
1998/99.

2. Crisis management of public finances and external balances dominated the economic
policy agenda in Pakistan during the 1990s. However, despite all efforts, and three International
Monetary Fund (IMF) programs between 1988 and 1999, little progress was made in addressing
the macroeconomic imbalances. The result was a decade of stop-go stabilization policies, with
the attendant negative impact on growth, but without the desired improvement of
macroeconomic fundamentals. The imposition of economic sanctions following the nuclear tests
of May 1998 further exposed the vulnerabilities of Pakistan’s economy.

3. Chronic fiscal and external deficits resulted in the accumulation of large domestic and
external debt. Total debt (both domestic and external) equaled 100 percent of GDP at the end of
June 1998, and interest payments on the public debt accounted for 47 percent of the
Government’s total expenditure. Of Pakistan’s “twin” debt problems the external debt is the
more critical issue for short-to-medium-term economic management. In fiscal year (FY)1998,
debt servicing exceeded 50 percent of export earnings, and even after debt rescheduling, debt
servicing in FY2001 was over 35 percent of export earnings. On 30 June 2001, Pakistan’s total
external debt was $34.7 billion, or 64 percent of GDP.

4. The military Government that came to power in October 1999 has initiated a number of
reforms to address governance problems and long-standing structural challenges. The
Government has forcefully moved ahead in implementing reforms across a broad front, and it
has been persistent and consistent in its pursuit of reforms despite strong resistance in some
areas, e.g., tax survey and documentation of the economy. The reforms cover a number of
areas that includes:

(i) public finance: tax survey and documentation, imposition of general sales tax
(GST) across the board, imposition of an agriculture income tax, reduction in
number of taxes, improved expenditure management, greater fiscal
transparency, and separation of audit and accounts functions;

(ii) trade: reduction in maximum customs duty to 30 percent and number of duty tiers
to four, removal of restrictions on agricultural exports, and on agricultural and
petroleum product imports, and a move to a market-based exchange rate
system;

(iii) banking: closure of hundreds of unprofitable branches and implementation of
voluntary retirement programs by nationalized commercial banks (NCBs), a
liberal policy regarding branch opening and closing, and establishment of the
Corporate and Industrial Restructuring Corporation to dispose nonperforming
assets of NCBs and development finance institutions;
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(iv) energy: deregulation of petroleum product marketing, elimination of subsidies in
natural gas pricing, a move to a market-friendly regulatory framework, and the
preparation of Karachi Electric Supply Company for privatization;

(v) an accountability drive to punish corruption;

(vi) devolution to bring about accountable, empowered local governments leading to
better delivery of public services; and

(vii) pay and pension reforms to improve civil service efficiency.

5. In November 2000, Pakistan began implementing a far-reaching macroeconomic
stabilization and restructuring program under an IMF standby arrangement (SBA).1 Pakistan has
successfully completed the standby arrangement, and the final tranche was released in
September 2001. Pakistan is now in the process of negotiating a medium-term poverty
reduction and growth facility with IMF to sustain and carry forward the process of reforms, and
to address its problem of high and rising poverty.

6. The previous country and economic report2 for Pakistan covered the period to FY1998.
The nuclear tests in May 1998, and the resulting economic crisis, provide a clear break with the
past. This report covers the economic developments since FY1998, a period in which Pakistan
first introduced measures to cope with the immediate impact of the crisis, and then began a
process of structural reform to address its existing economic weaknesses, which the crisis had
brought into sharp focus. By the end of FY2001, Pakistan had more or less succeeded in
stabilizing the economy and had made good progress in addressing the key structural issues.

7. Since 11 September attacks in the United States, Pakistan has become a front-line state
in the war against international terrorism. This is likely to have a major adverse impact on its
fiscal and external balances, and could jeopardize the progress made thus far in stabilization
and structural reform.  At the same time, the lifting of sanctions, and the likelihood of increased
economic assistance, debt rescheduling on more favorable terms, and greater access to United
States and European Union markets have opened the possibility of achieving sustainable,
higher growth in a much shorter period than earlier projected. This report attempts to assess the
economic impact of the post-11 September events. However, in Chapter III, for the medium-
term outlook, it is generally assumed that the negative impact of the post-11 September events
on Pakistan’s economic performance in FY2002 will be made up by a positive impact on
performance in the following two years, and thus the projected FY2004 results will not be greatly
affected.

A. Growth, Employment, Saving, and Investment

1. Aggregate Growth

8. Despite the Government’s best efforts and the successful implementation of the SBA,
investors’ confidence has still not been restored; the investment rate has plummeted to the
lowest level since the 1950s. The falling investment rate has adversely impacted the economic
growth rate, which averaged 3.5 percent over the last three years. As a result, given Pakistan's
high population growth rate (2.2 percent), real per capita income increased only marginally over

                                                          
1 On November 29, 2000, the IMF approved a standby credit for Pakistan through September 2001 for an amount of 

$596 million.
2 The last country economic review (CER: PAK 98013) for Pakistan was circulated in November 1998.
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the three years. In dollar terms, per capita income declined from $473 in FY1998 to $429
FY2001 because of the sharp depreciation in the Pakistan rupee.

9. Economic growth in FY2001 is estimated at 2.6 percent compared to 3.9 percent in
FY2000. The deceleration of the growth rate was primarily due to the drought-induced reduction
in the agriculture sector’s output, which posted a negative growth rate of 2.5 percent, as well as
a reduction in hydroelectric power generation. The drought caused a loss in national income of
about 2.0 percent. Nonagriculture GDP grew by 4.3 percent, as against 3.1 percent in the
previous year. During the three-year period, average growth rates in all sectors have been low
and there are wide year-to-year fluctuations as well (Table 1).

Table 1: Growth Rates of GDP

Item 1997−98 1998−99 1999−00 2000−01(P)
Average

1998/99 to
2000/01

Real GDP(at factor cost) 3.5 4.2 3.9 2.6 3.5
Agriculture 4.5 2.0 6.1 -2.5 1.8
Industry 6.1 4.9 -0.1 4.2 3.0
    Mining and Quarrying -4.9 3.2 6.2 -0.4 3.0
    Manufacturing 6.9 4.1 1.4 7.1 4.2
    Construction 1.3 -4.9 5.2 -0.4 -0.1
    Electricity and Gas Distribution 8.8 17.1 -9.8 -3.1 0.9
Services 1.6 5.0 4.8 4.4 4.7
Source: Economic Survey, 2000−20001. Economic Advisor’s Wing, Finance Division,
             Government of Pakistan, 2001.

2. Sector Growth

10. The agriculture sector has grown at a compound rate of only 1.8 percent over the last
three years, significantly lower than the average growth rate of over 4 percent observed in the
1980s and most of the 1990s. During FY2001, agricultural output declined by 2.5 percent and
the output of major crops fell by 10 percent because of the drought. Agricultural output has been
subject to sharp fluctuations, particularly of major crops. The fluctuations in production of
various crops are mainly the result of changes in weather conditions, relative support prices,
and availability of credit. However, the decline in agricultural output in FY2001 was mainly due
to the drought, as water availability declined by 16 percent in kharif (May-September) and 29
percent in rabi (October-April) seasons compared to the already depressed levels during the
corresponding seasons last year. In fact, only improved water management kept the loss of
agriculture output from being substantially larger.

11. Large-scale manufacturing has also been under pressure: over the three-year period,
growth has been 3.9 percent.  However, after growth rates of 3.6 and 0.2 percent, in the first two
years, growth accelerated to 8.4 percent in FY2001.  This is the highest rate of growth since the
1980s, and is significantly higher than the annual average of 4.0 percent posted during the
1990s.  While an increase in capacity propelled output growth during FY2001, the underlying
tone for a majority of the constituent subsectors of large-scale manufacturing remained
surprisingly firm. Excluding the sub-sectors that recorded significant capacity addition (oil
refining, autos, and fertilizer), large-scale manufacturing output grew 7.0 percent in FY2001
compared to a decline of 0.9 percent in FY2000.
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12. Small-scale industries account for almost 80 percent of total employment and one third
of the output in the manufacturing sector.  The annual growth rate of small-scale industries is
not available because no regular survey is carried out for small-scale industries and as such not
much is known about their behavior over the last three years. In the past, a growth rate of 8.4
percent had been assumed, but according to a survey, the average growth rate during FY1984
to FY1998 was only 5.3 percent, and that is the rate which is currently used in the national
income accounts. The growth of small-scale industries has been below their potential because
of higher import duties on their inputs compared to the concessional duties for large producers,
and because of limited availability of credit, unavailability of common services, and quality and
standardization problems.

13. The construction sector, being most labor-intensive, is extremely important for
employment generation. However, because of the country’s low and falling level of investment,
construction has been decreasing. Electricity and gas distribution have also been decreasing
during the last two years because of stagnant demand and a fall in hydroelectric production
because of the drought. In FY2001, the industry sector (including the manufacturing, mining and
quarrying, construction and electricity and gas distribution subsectors) recorded a growth rate of
4.2 percent, compared to a nominal change of 0.2 percent in FY2000. However, this was driven
entirely by the manufacturing sector; all the other components of industry posted a decline in
value added for the year.

14. The services sector has consistently grown at a rate in excess of 4 percent per year over
the last three years. The sector includes trade, transportation, finance, housing, public
administration and defense, and general services. In FY2001, growth in the services sector
declined marginally, because of a slowdown in the finance and insurance and public
administration and defense subsectors.

3. Population, Employment and Poverty

15. The population growth rate is estimated to be 2.2 percent and total population at 140
million in 2001. The urban population, according to the 1998 census, is 33.4 percent of the
whole but this is generally assumed to be an underestimate.  A large number of areas, urban in
nature but not in the purview of any municipality or corporation, are excluded from the urban
population. The 1998 census also shows an increase in the share of females in the population,
from 46.4 percent in 1981 to 48.4 percent in 1998, which may be a sign of some improvement in
gender status.

16. Pakistan’s labor force is growing at a rate of 2.4 percent. With the declining rate of
economic growth, the capacity to generate employment has also fallen. With an employment
elasticity of around 0.4, the growth in productive jobs during the last three years may have been
no more than 1.4 percent per year. As a result, about 1.5 million people may have been added
to the ranks of the unemployed. The unemployment rate in 1998−99 was already around 6
percent, and this did not take into account the very large number of workers who were not fully
occupied. Unemployment in urban areas was higher (8 percent), and, while gender-
desegregated data are not available, some surveys show that the unemployment rate is higher
among females than males.

17. Falling growth rates, accompanied by rising income inequality and increasing
unemployment, have resulted in increasing poverty during the 1990s.  Whereas the proportion
of the poor estimated in various studies shows variation, in 1998−99 roughly one third of the
population was below the poverty line, based on a minimum consumption requirement of 2550
calories per adult. The number of people living below the poverty line in terms of a minimum
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income of $1 a day was 31 percent in 1996.  In terms of $2-a-day poverty line, the proportion of
the poor in 1996 was 84.7 percent. Since 1998−99, economic growth has slowed further, the
fiscal squeeze has intensified, development spending has declined, and the country has
experienced a severe drought; therefore, the incidence of poverty in Pakistan today is likely to
be significantly higher than it was in 1998−99.

4. Investment

18. Investment and savings rates in Pakistan have always been low, but they have now
fallen to the lowest levels since the early 1950s. An important factor responsible for the
continuous fall in the investment rate since FY1993 has been the growing debt burden and the
associated debt servicing requirements. This has forced the Government to curtail the public
sector development program, and public investment has declined from 9.1 percent of GDP in
FY1993 to 5.6 percent in FY2001. During this period, private sector investment also declined
from 10.1 percent of GDP to 7.5 percent. Two factors that contributed to this secular decline in
private investment was crowding out of private sector credit because of the borrowing
requirements of the government associated with the high fiscal deficit, and the complementary
relationship between public and private investment.

19. Total investment and fixed investment were 14.7 percent and 13.1 percent of GDP,
respectively, in FY2001, compared to 17.3 percent and 14.7 percent of GDP in FY1998. The
decline has, however, occurred only in private sector investment; public investment increased
slightly, from 5.2 to 5.6 percent of GDP. Investment in real terms in FY2001 was also less than
that in FY1998. The decline was observed in almost all the industrial sectors of the economy,
such as manufacturing, mining and quarrying, construction, and electricity and gas.  However,
investment did increase in agriculture and in the service sectors. Whereas a poor law-and-order
situation and the lack of consistency and continuity in economic policies since 1993 had already
undermined investors’ confidence, the freezing of foreign currency accounts in 1998, frequent
changes in the foreign exchange regime, and the arrest of prominent businessmen by the
National Accountability Bureau in the early period of the military government lowered investors’
confidence even further. Since then a tight fiscal policy and weak macroeconomic
indicators−including a low level of foreign exchange reserves, high debt, and a large fiscal
deficit−have continued to adversely impact the investment rate.

20. Foreign investment peaked in FY1995 at over $1.5 billion, mainly on account of
investment in the power sector. As investment opportunities in the power sector became
saturated and ongoing power projects were completed, foreign investment started declining.
The East Asian financial crisis, and the economic sanctions imposed on Pakistan following the
nuclear test in May 1998, further dampened foreign investment flows to Pakistan. Foreign
investment was also hit by the Government’s dispute with the independent power producers,
particular with HUBCO. The continued debt overhang and the associated vulnerability on the
external account, has also impacted adversely the foreign investment levels. Consequently,
total foreign investment declined from $823 million ($601 million foreign direct investment and
$221 million portfolio) in FY1998, to just $182 million ($322 million foreign direct investment and
$140 million portfolio) in FY2001.

5. Savings

21. National savings, a measure of financing available from the nation’s own resources for
investment, have declined from 14.3 percent of GDP in FY1998 to 12.7 percent in FY2001
(Table 2). While domestic savings are higher than national savings because net factor income
from abroad is negative, they also show a declining trend. Domestic savings declined from 15.2
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to 14.4 percent of GDP over the three-year period. The low levels of private savings are the
result of various factors, including high dependency ratio, financial repression, unpredictable
returns on savings, low and fluctuating growth rates of per capita incomes, and a poor
investment climate. The overall rate of savings is reduced further because of negative
government savings, which were a negative 1.8 percent of GDP in FY2001.

Table 2:  Savings and Investment
(percent of GDP)

1997-98 1998-99 1999-00 2000-01
National Savings 14.3 11.4 13.7 12.7
Total Investment 17.3 15.6 15.6 14.7
Fixed Investment 14.7  13.9 14.0 13.1

Public 5.2 6.0 5.7 5.6
Private 9.5 7.9 8.2 7.5

Source: Economic Survey, 2000-2001. Economic Advisor’s Wing,
       Finance Division, Government of Pakistan, 2001

B. Fiscal Developments

22. The fiscal deficit though still high has fallen sharply from 7.7 to 5.2 percent of GDP
during 1997−98 to 2000−01 period (Table 3). This has resulted in the primary balance moving
from a small deficit in FY1998 to a surplus of 1.5 percent of GDP in FY2001. The reduction in
deficit is entirely due to reduction in public expenditure. Public revenues in fact went down from
16.0 to 15.7 percent of GDP. While nontax revenue remained somewhat constant, tax revenues
went down slightly.  Public expenditure, however, was reduced by more than 2 percent of GDP.
Current expenditure declined from 19.8 to 18.8 percent and development expenditure from 3.9
to 2.7 percent of GDP.

Table 3: Consolidated Government Budget
(percent of GDP)

Item 1997-98 1998-99 1999-2000 2000-01
Total Revenue 16.0 15.9 16.5 15.7
    Tax 13.2 13.3 12.8 12.8
       Domestic 8.8 8.5 9.6 10.0
       Surcharges 1.6 2.1 1.2 0.9
       Custom Duties 2.8 2.7 2.0 1.9
    Nontax 2.8 2.6 3.7 2.9
Total Expenditure 23.7 22.0 23.0 21.0
    Current 19.8 18.6 20.3 18.8
       Federal 15.2 14.4 15.4 14.4
          Defense 5.1 4.9 4.7 4.5
          Interest 7.6 7.5 7.6 6.8
             Domestic 6.3 6.0 6.2 5.3
             Foreign 1.1 1.3 1.4 1.5
          Subsidies 0.3 0.5 0.6 0.4
       Provincial 4.6 4.2 4.9 4.4
     Development 3.9 3.3 3.2 2.7
Budgetary Balance -7.7 -6.1 -6.5 -5.2

     Source:  Economic Survey, 2000-2001, Finance Division, Economic Advisor’s Wing,
      Government of Pakistan, 2001 and IMF staff estimates.
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23. Whereas tax revenues have declined from 13.2 to 12.8 percent of GDP over the
three−year period, major changes in the tax structure hold promise for long-run growth and
greater transparency in the tax system.  Instead of relying on taxes on international trade, the
focus has shifted to domestic taxes. Within the domestic taxes, reliance is placed on sales taxes
rather than on excise duties and surcharges. Consequently, revenues from customs duty
declined from 2.8 to 1.9 percent of GDP, and those from domestic taxes increased from 10.4 to
10.9 percent of GDP during 1997−98 to 2000−01. To the extent that the sales tax has replaced
most excise duties and surcharges, it is a positive change in the tax structure (Figure 1), but to
the extent that it has been the result of withholding taxes it has introduced distortions in the tax
structure. Similarly, replacement of petroleum surcharges with a petroleum levy is also a
positive structural change. The petroleum surcharge used to be compressed or expanded with
fluctuations in the landed costs of fuel.

0

1

2

3

4

5

6

1997-98 1998-99 1999-2000

Years

%
 o

f G
D

P

Revenue (% of GDP) Import Duties Revenue (% of GDP) Sales Tax

Both Import duties and Sales tax

Revenue as Percenta ge of Import Duties and Sales Taxes

24. In FY1998, the rate of income taxes, corporate and sales taxes, and import duties were
reduced and the FY2002 budget further rationalizes that reduction. The personal income taxes
for “salaried” and “nonsalaried” people have been unified, the minimum threshold for income tax
has been raised from PRs40,000 to PRs60,000 and the number of tiers has been reduced to
five, with tax rates ranging between 7.5 and 35 percent. Corporate income tax has been fixed at
35 percent (surcharge on the tax has been eliminated) and the rate for banking companies has
been reduced from 58 to 50 percent. The interest income of the National Savings Scheme has
also been made taxable, and the provincial agricultural income tax has become fully
operational.  A new income tax ordinance, which will come into force in the next financial year,
has been promulgated.  The sales tax has been extended to wholesale and retail trade above a
threshold level of PRs5 million, excise taxes are being gradually replaced by sales taxes and
the maximum customs tariff has been reduced to 30 percent.

25. Government expenditure over the three-year period has fallen from 23.7 to 21.5 percent
of GDP.  Expenditure on defense and interest payments has fallen: the former declined from 5.1
to 4.5 percent of GDP, and the latter from 7.6 to 6.8 percent of GDP. Reduction in the combined
expenditure on the two accounts for 68 percent of the reduction in the fiscal deficit. The balance
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of the adjustment has come from a reduction in development expenditure, which has fallen from
3.9 percent of GDP in FY1998 to 2.7 percent in FY2001. This low level of development
expenditure is, however, not compatible with Pakistan's needs for poverty reduction and basic
infrastructure.

C. Monetary Development and Prices

26. Reducing the fiscal deficit and rescheduling foreign debt has helped in containing the
growth of the money supply;3 the growth rate of the money supply (M2) has fallen from 14.5
percent in FY1998 to 8.9 percent in FY2001 (Table 4). A major factor in the deceleration of
growth in money supply has been the decline in budgetary support from PRs48 billion in
FY1998 to PRs33 billion in FY2001.  While this did create more space for the private sector,
credit to the private sector actually declined from PRs75 billion to PRs48 billion over the period.
The decline in credit to private sector was the result of lack of demand rather than the tight
monetary policy. Lending rates have gradually fallen from 16.1 percent in June 1998 to 13.1
percent in June 2001. However, though the nominal interest rate has fallen, because of a larger
decline in the rate of inflation the real interest rate has increased from 8.3 to 8.7 percent.

Table 4: Changes in Domestic Liquidity

Item 1997-98 1998-99 1999-00 2000-01
(annual percent change)

Net Foreign Assets -1.3 2.4 0.1 5.2
Net Domestic Assets 15.9 3.7 8.9 3.6
Of which:
    Credit to the Government 9.9 -11.8 13.3 -7.1

Credit to the Non-Government Sector 13.8 17.2 3.2 8.2
    Of which:
                  Credit to the Public Sector 13.0 15.3 2.3 6.3
                  Credit to Autonomous Bodies 39.7 18.7 22.8 21.3
Domestic Liquidity (M2) 14.5 6.2 9.4 8.9
    Currency 11.8 3.5 23.6 5.6
    Demand Deposits 4.5 73.7 7.5 0.8
    Time Deposits 15.6 15.5 6.3 11.1
    Residents' Foreign Currency Deposits 25.0 -56.6 -7.0 37.1
Source: Annual Report 2000-2001. State Bank of Pakistan, 2001.

27. The real interest rate of almost 9 percent is extremely high, and is a major contributory
factor in the low demand for credit by the private sector. This is essentially because of the large
spread (8.2 percent in December 2000) between lending and deposit rates. The large portfolio
of bad loans in the banking sector is in turn the major factor behind the large spread. In
December 2000, gross nonperforming loans (NPLs) of all banks amounted to PRs237 billion,
i.e., 6.8 percent of GDP and 26.5 percent of banks’ gross advances. Of the NPLs, defaulted
loans amounted to PRs125 billion.

28. The banking sector in Pakistan has been undergoing comprehensive restructuring since
1997. In 1998, the State Bank of Pakistan (SBP) introduced the risk-based system for capital
adequacy, and banks were required to achieve a minimum paid-up capital of PRs500 million by
31 December 1998 and PRs1 billion by 1 January 2003. A capital injection by the Government
                                                          
3 Whereas debt servicing on rescheduled external loans is shown in the budget and the Government deposits

Pakistani Rupees with the State Bank of Pakistan, no foreign exchange has to be purchased by the State Bank to
make the payment and as such, it results in a contraction of the money supply.
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of PRs30.7 billion in FY1998 helped increase the capital to risk-weighted assets ratio of NCBs
to 11.4 percent at the end of 1998, from a negative 2.1 percent a year earlier. Since then all
NCBs have maintained a capital to risk-weighted assets ratio of more than 8 percent, but in
FY2001 that required a further injection of PRs8 billion by SBP in a major state-run bank. During
the period under review, SBP’s bank supervision has been greatly strengthened, and on-site as
well as off-site surveillance has assumed greater importance.4 There has also been
considerable improvement in the asset quality of NCBs, whose gross NPLs as a percentage of
gross advances have been reduced from 31.3 percent in 1997 to 26.5 percent in 2000. The
recovery efforts by NCBs have also improved markedly: the ratio of loan defaults to gross
advances was reduced from 29.4 percent in 1997 to 16.1 percent in 2000.  Further reforms and
restructuring of NCBs is being carried out with World Bank assistance and the process for
privatizing one out of the three NCBs is fairly advanced5.

29. In late 1999, the Corporate Law Authority was transformed into the semiautonomous
Securities and Exchange Commission of Pakistan (SECP), on the pattern of the United States
Securities Exchange Commission. The private sector has a majority on the board of SECP. The
principal function of SECP is to regulate and develop the capital markets in Pakistan.  Recently,
its mandate has been extended to cover nonbank financial institutions as well.

30. Since its establishment, SECP has been extremely active and effective in reforming and
modernizing capital markets in Pakistan. In this regard, SECP has paid particular attention to
safeguarding the interest of small investors, in an effort to enhance retail interest in the equity
markets. In FY2000, SECP began implementing several laws, including the Companies
(Buyback of Shares) Rules, to inject liquidity into scrips that are not actively traded; the
Companies (Asset Backed Securitization) Rule; and the Prohibition of Insider Trade Regulation.
The reform process gained momentum in FY2001, and to impose transparency in trade, curb
the practice of insider trading, and bring Stock Exchange operations to international standards,
SECP ordered some amendments to the Articles of Association of the Karachi Stock Exchange
and issued Listed Companies (Prohibition of Insider Trading) Guidelines. To implement the
Prohibition of Insider Trading Regulation, new rules were also issued that allow SECP to
investigate and inspect the accounts and records of individuals deemed to be insiders and
associated members of stock exchanges6. To curb unhealthy speculation, SECP, after
protracted negotiations with stock exchange members, was able to introduce a settlement
scheme whereby trades must be settled on the third day from the transaction.7 This change
would bring exchanges in Pakistan closer to international best practices.  SECP has also
recently started work on developing a corporate governance code for listed companies in
Pakistan.

31. Since FY1998, Pakistan’s stock market has been highly volatile due to political turmoil,
law-and-order problems, economic sanctions, and lack of investor confidence. The Karachi
Stock Exchange index fell below 900 in FY1998, but rose above 1500 in FY2000. In FY2001,
the index fluctuated in the 1300 to 1500 range. Investors seem to have lost interest in the equity
market, and it no longer serves as a means for raising new capital. As a result, only seven new
companies were listed at the Karachi Stock Exchange during the three-year period.

                                                          
4 In FY2001, SBP cancelled the banking license of one private bank and demanded a management changes of

another when SBP’s on-site and off-site surveillance system reported unsatisfactory state of affairs.
5  With a view to restructuring the NCBs, a number of loss-making branches have been closed down: the number of

branches was 8,673 in 1997-98; by March 2001, it was 7,716.
6 Stock Exchange Members (Inspection of Books and Records) Rules 2001, and Brokers and Agents Registration

Rules 2001.
7 For example, Monday trade is settled on Thursday, in place of the existing system where any trade conducted

between Monday and Friday would be settled on the following Wednesday.
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32. However, following key reforms in FY1999, the corporate debt market has emerged as a
major source of capital and as an alternative to development finance institutions, most of which
are either shrinking in size or being wound up.  Leasing companies have been in the lead in
issuing term finance certificates, because they need long-term funds to match their lease
portfolios. In FY2001, 10 new issues were floated in the market, to raise over PRs4 billion.
However, secondary market transactions in these certificates remained negligible as most
investors prefer to buy and hold.

33. The major success during this period has been a reduction in the inflation rate from 7.8
percent in FY1998 to 4.4 percent in the FY2001 (Table 5). The average rate of inflation over the
three years was 4.6 percent, compared to the double-digit inflation for rest of the 1990s.The
reduction in inflation is largely the result of improved macroeconomic management in this
period.  Other factors that have contributed to a decline in the inflation rate include a decline in
the rate of growth of money supply, good cotton and wheat crops, lower international commodity
prices, and (until recently) the stability of the exchange rate.

Table 5: Annual Changes in Price Indices
(percent)

Consumer Wholesale GDPPeriod Price Index Price Index Deflator

1997-1998 7.8 6.6 7.7
1998-1999 5.7 6.3 5.5
1999-2000 3.6 1.8 3.9
2000-2001 4.4 6.2 5.4
Source: Economic Survey, 2000-01, Economic Advisor’s Wing, Finance
              Division, Government of Pakistan.2001, Annual Report 2000-2001,
              State Bank of Pakistan, 2001

D. External Trade and Balance of Payments

34. Following the nuclear tests in May 1998, restrictions on cash margin requirements were
imposed on imports, and the exchange rate regime underwent various changes.  In FY2000, the
managed exchange rate system was adopted, and during the year the nominal exchange rate
was kept almost unchanged. At the beginning of FY2001, the managed float was abandoned,
and a market-based, free-floating exchange rate system was put in its place. The currency
came under several speculative attacks during the year, and in FY2001, the rupee depreciated
by 18.6 percent against the dollar.  Because of the low rate of inflation in Pakistan, this resulted
in a real depreciation of over 10 percent in FY2001, which provided a much needed boost for
exports.

35. Exports fell from $8.6 billion to $7.7 billion and imports from $10.1 billion to $9.3 billion in
FY1999 (Table 6). However, as a result of trade liberalization and economic restructuring
policies followed by the new Government, in the next two years exports grew by 19 percent and
imports by 15 percent. The degree of openness of the economy, as measured by the trade-to-
GDP ratio, also increased from 30.2 to 32.9 percent during the three years. The growth of
exports is quite impressive, especially in light of the slowdown in world markets during this
period.
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Table 6: Growth of Imports and Exports
($ million)

Exports Imports
1997-98 8,628 10,116
1998-99 7,779 9,432
1999-00 8,569 10,309
2000-01 9,202 10,729

(percent of GDP)
1997-98 13.9 16.3
2000-01 15.2 17.7

               Source: Annual Report 2000-2001, State Bank of Pakistan, 2001

36. The export concentration ratio in Pakistan is 0.56, which is high.8 Textiles account for
almost 70 percent of total export earnings. While specialization in textiles may not be an
obstacle to export growth, dependence on a narrow commodity base greatly increases balance-
of-payments vulnerability. In FY2001, exports increased by 7.4 percent, to $9.2 billion. In
volume terms, Pakistan’s exports increased by over 15 percent, with 8 out of the top 10 export
items recording double-digit growth.  Another heartening feature of export growth in FY2001
was that, of the $600 million increase in export earnings, textiles only contributed about one
third, and the bulk of the increase came from other manufactures. Moreover, the contribution of
higher-value-added textiles increased, both within textile exports and as a fraction of total
manufactured exports. This indicates increased diversification of the export base, which means
that the Government’s policies of trade liberalization and economic restructuring are beginning
to have an impact on the economy.

37. Over the last three years, imports increased by about 6 percent. However, this was
entirely because of the higher cost of oil imports, whose price more than doubled during this
period.  In fact, nonoil imports declined in all three years, and in FY2001 nonoil imports were 14
percent less than FY1998. The decline was largely because of lower food imports and a weak
economy.  In FY2001, while total imports increased by 4.1 percent, nonoil and nonfood imports
declined by 0.2 percent.

38. Both the trade balance and the current account balance show improvements over time.
The trade deficit has declined from $1,867 million to $1,269 million9 and the current account
deficit from $1,921 million to $508 million10. In FY2001, the deficit on the current account
balance declined to 0.8 percent of GDP, with the improvement coming from a reduction in the
trade deficit, increased workers’ remittances, and higher foreign exchange purchases by SBP
on the open market. The services account has been an increasingly important contributor to the
imbalance in the current account, mainly on the basis of interest payments on the public debt.
The repatriation of investment income (including profits and dividends) has also become a
substantial source of outflow. In FY2001, the deficit on the service account was more than 5
percent of GDP.

39. The current account deficit has been kept in check in the last two years largely through
open-market purchases of hard currency by SBP. These purchases show up in the balance of

                                                          
8 It ranges between one when it is completely concentrated and zero showing no concentration.
9 The imports and exports figures used for the balance of trade calculations differ from those given earlier because

those data relate to a shipment basis, while the balance of trade data relate to a receipt and payment basis.
10 However, if the proceeds from the Saudi Oil Facility are categorized as official transfers, i.e., moved from below to

above the line, the current account balance turns into a surplus of $331 million.
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payments under private transfers. In FY2001, these purchases were in excess of $2.2 billion,
compared with $1.6 billion in FY2000. These purchases have also helped SBP to build up its
own foreign exchanges reserves, which by end-June 2001 had increased to $ 1,688 million i.e.,
equivalent to over 7 weeks of imports of goods and services.

E. Excessive Debt

40. Pakistan is suffering from a severe debt “overhang”: total debt increased from PRs2,672
billion in FY1998 to PRs4,003 billion in FY2001 (Table 7). As a percentage of GDP, total debt
increased from 100 to 115 percent, with domestic debt increasing from 44 to 49 percent, and
external debt from 55 to 64 percent.11 The increase in the external debt has been about $2.6
billion over the three-year period, but because of the sharp depreciation of the Pakistani Rupee,
external debt-GDP ratio has increased sharply, particularly in FY2001.

Table 7:  Total Debt, External Debt and Internal Debt
(PRs Billion)

1997-98 1998-99 1999-2000 2000-2001
Total Debt 2,671.9 3,135.4 3,416.2 4,003.3
Internal Debt 1,176.2 1,375.9 1,559.9 1,708.5
External Debt 1,483.1 1,695.9 1,788.4 2,223.8
Other Explicit Liabilities 12.6 63.6 67.8 71.0

(percent of GDP)
Total Debt 99.8 106.7 107.3 115.3
Internal Debt 43.9 46.8 49.0 49.2
External Debt 55.4 57.7 56.2 64.0
Other Explicit Liabilities 0.5 2.0 2.0 1.8

Source:  Annual Report 2000-2001. State Bank of Pakistan, 2001

41. Servicing debt is the major problem affecting both the fiscal and the balance of payments
situations. Total debt servicing increased from PRs278 billion to PRs325 billion and interest
payments increased from PRs192 billion to PRs237 billion during 1997-98 to 2000-01 (Table 8).
While interest payments on domestic debt are significantly higher than those on external debt, the
growth is more rapid in external interest payments because of the rapid depreciation of the
currency. Because of reduction in the interest rates on national savings schemes, interest
payments on domestic debt also declined in FY2001.

Table 8: Debt Servicing
(PRs Billion)

1997-98 1998-99 1999-2000 2000-2001
Total Debt Servicing 278.3 343.1 353.9 325.0
Total interest payments 191.6 220.1 256.8 237.1

Domestic 160.1 178.9 206.3 178.8
Foreign 28.7 38.0 44.9 50.5

Payments of Principal (foreign) 86.7 123.0 97.1 87.9
Source: Annual Report 2000-2001. State Bank of Pakistan, 2001

                                                          
11 The remaining 2 percent of the total debt is other explicit liabilities that include Special US$ Bonds, which are

payable in dollars, and Foreign Exchange Bearer Certificates which are payable in Pakistani Rupees.
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42. An examination of the ratio of debt servicing to total revenue and export earnings is quite
revealing. External debt servicing accounted for as much as 55.4 percent of total export
earnings and 34.9 percent of total foreign exchange earnings in FY1998; because of debt
rescheduling, these declined to 37.4 and 23.3 percent in FY2000 (Table 9). Total debt servicing
as a percentage of tax revenue has also declined from 78.4 to 68.9 percent. It is evident that
despite the two debt reschedulings during 1998 to 2001, the external debt servicing burden
remains very high. Moreover, with total debt servicing preempting 57 percent of total
government revenue, the Government is hard-pressed to accelerate its poverty reduction
activities. For Pakistan to successfully address its problems of rising poverty and falling
economic growth, a long-term approach for dealing with its debt burden has to be found.
Pakistan has prepared a debt reduction and management strategy that focuses on continuing
strong fiscal adjustment to limit public borrowing, boosting exports through structural reform,
seeking new borrowing on concessional terms, and writing off or rescheduling debt.12 This
strategy will be the basis for its negotiations with the IMF for the poverty reduction and growth
facility, and the Paris Club for longterm and significant debt rescheduling. Both negotiations are
expected to be completed by the end of 2001.

Table 9: Debt Servicing Ratios
(percent)

1997-98 1998-99 1999-2000 2000-2001
Ratio of External Debt Servicing to

Export Earnings 55.4 35.3 36.5 37.4
Foreign Exchange Earnings 34.9 23.6 23.4 23.3

Ratio of Total Debt Servicing to
Tax Revenue 78.4 87.8 87.2 68.9
Total Revenue 64.8 73.2 65.9 57.0
Total Expenditure 43.9 53.0 47.6 49.5
Current Expenditure 52.5 62.7 55.0 49.3

 Source: Annual Report 2000-2001. State Bank of Pakistan, 2001

F. Conclusion and Policy Issues

43. Pakistan has made considerable progress in addressing its macroeconomic problems
during the period under review. Significant economic and governance reforms have been
implemented, the fiscal deficit has been reduced, inflation is at historically low levels, a market-
based exchange rate policy is in place, and foreign exchange reserves in FY2001 were 85
percent higher than in the previous year. However, to maintain this progress and to put Pakistan
firmly back on the path of sustainable, high economic growth, the Government must continue to
vigorously address the key policy issues confronting the economy.

44. The primary economic policy issue for Pakistan is reduction of its debt burden, which
constrains economic growth, and the Government’s capacity to fund poverty reduction and
social sector expenditures. This in turn requires that the fiscal deficit be reduced to a
sustainable level. The Government has been able to increase tax revenues in the last two
years, but as a proportion of GDP they are well below the average ratio for the 1990s.  The
burden of adjustment in the 1990s has been largely borne by development expenditure, which
as a proportion of the GDP is now at the lowest level ever.  Given Pakistan’s high and rising
levels of poverty and its low level of human development, there is a need to increase

                                                          
12 Report of the Debt Reduction and Management Committee, Finance Division, Government of Pakistan, 2001.
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development spending. Therefore, the Government needs to focus more on reforms to improve
revenue collection by broadening the tax base and strengthening tax administration.

45. In addition, it must improve public expenditure management, and stop the massive
hemorrhaging of public resources to loss-making state-owned enterprises. The Government has
announced an ambitious privatization program; if implemented it will help to reduce the fiscal
burden of the loss-making enterprises, and generate resources for debt retirement and poverty
reduction. However, thus far the Government has been concentrating on measures to create an
enabling environment for privatization. To demonstrate its seriousness and commitment, the
Government now needs to focus on completing some of the major privatizations planned for this
fiscal year.

46. Another important economic policy issue is restructuring the economy to enhance the
efficiency and outward orientation of the agriculture and manufacturing sectors. This is
necessary for Pakistan to improve its external balance, service its huge external debt, and meet
the challenges of globalization. During the 1990s, the Government implemented a program of
trade liberalization: the maximum tariff rate, which stood at 90 percent in 1991, was reduced to
45 percent in 1997 and to 30 percent in 2001. As a result, the effective tariff rate (i.e., tax
revenues from international trade as a proportion of total imports) declined from 30 percent in
1991 to 12 percent in 2000.  However, the trade liberalization policies have had a limited impact
on the structure of the economy thus far because of the low level of private investment and slow
economic growth in recent years.  But the export performance of the last two years gives some
hope that the restructuring process is beginning to have an effect.

47. A key development issue is the need to address the governance failures underlying the
economic problems confronting Pakistan today. The present government has initiated a number
of civil service and administrative reforms, including an anticorruption drive and merit based and
transparent recruitment and promotion systems. However, devolution is the centerpiece of
Pakistan’s governance reform program. The objective is to enhance public accountability and
transform the society in the medium term into a more democratic and equitable one. The Local
Government Plan, announced in March 2000, envisages a three-tiered local-level government
system. The goal of the plan is "people-centered, rights- and responsibility-based, and service
oriented" government structures.

48. Elected local governments took power on 14 August 2001, but there is still some
confusion regarding the powers and roles of the various levels of government, as well between
the elected representatives and government officials. Since delivery of almost all public services
has been devolved to the local governments, successful implementation of the reforms will have
far reaching implications for accelerating poverty reduction and human development. However,
the implementation will need to be closely monitored because fiscal decentralization has
implications for the country’s overall fiscal management and thus could put at risk the ongoing
stabilization program of the Government

II. SHORT-TERM OUTLOOK−ECONOMIC IMPACT OF
POST-11 SEPTEMBER 2001 EVENTS

49. Even before 11 September 2001, the global economy was showing signs of economic
slowdown that would have impacted the Pakistan economy. However, with Pakistan now on the
front line of war, this is likely to have severe adverse economic effects in the short term. The
most direct economic impact will be on trade and investment, and through that on economic
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growth, employment, and poverty reduction. In addition, increased current expenditures on law-
and-order and defense and lower-than-projected government revenues are likely to put
pressure on the fiscal deficit. In assessing the likely economic impact of the post-11 September
2001 events, a number of assumptions need to be made. In this assessment, it has been
assumed that the economic disruption in Pakistan will be begin to decrease from January 2002,
and the significant benefits of increased assistance and debt reprofiling will be not be felt in
FY2002. In other words, the scenario presented is somewhat optimistic regarding impacts
related to the conflict in Afghanistan, and conservative regarding additional assistance. This
should make the estimates more robust, as any divergences in the two are likely to be
counterbalancing.

A. Balance of Payments

50. With the international perception of Pakistan being in a “war zone” international shipping
and airline companies are being required to carry war risk insurance, and many airlines have
stopped their services to Pakistan. Freight charges have increased and air cargo capacity has
been sharply reduced. At the same time, at the peak of the Christmas and New Year order
season, many Pakistani exporters have had confirmed orders canceled and the number of fresh
orders has dropped dramatically. This is because importers of Pakistani textiles and readymade
garments fear that, Pakistani entrepreneurs may not be able to fulfil their commitments in a
timely fashion. The departure of expatriate company representatives from the country and the
suspension of visits by foreign buyers will also adversely affect exports. The Government
estimates that despite the reduction in duties and increase in quotas by the European Union,
the country could lose $1.4 billion in export earnings.13 In addition, Pakistan had planned
completion of two major privatization actions by 31 December 2001, and had projected total
foreign currency receipts of $500 million from privatization in FY2002. The Government had also
projected private investment inflows of some $600 million during FY2002. However these
transactions now seem unlikely to close because of the ongoing events in the region.

51. Prior to 11 September 2001, Pakistan was faced with an external financing gap of about
$2 billion in FY2002, which was to be financed by rescheduling private sector debt ($600
million), rescheduling bilateral debt ($730 million), and additional assistance from international
financial institutions, particularly from IMF under the poverty reduction and growth facility.
However, Pakistan is now likely to have an additional external financing gap due to lower
exports, privatization receipts, and foreign investment inflows of $1.3−2.0 billion in FY 2002. It
has received bilateral grant pledges of $730 million and is likely to get additional debt relief from
Paris Club and bilateral creditors of $290 million. But that would still leave a substantial external
financing gap to be filled by increased assistance from international financial institutions and
other donors.

B. Budgetary Impact

52. Prior to 11 September 2001, Pakistan was hosting some 2.2 million Afghan refugees as
a result of the Soviet invasion of Afghanistan. Fearing US retaliation for the 11 September 2001
terror attacks, a large number of Afghans headed toward the Pakistan border. To prevent
another large influx of refugees, the Government decided to close its borders. However, given
the porous nature of Pakistan’s long mountainous border with Afghanistan, by the end of
October 2001 about 100,000 fresh refugees had crossed over into Pakistan illegally and several
thousand more are arriving daily. The United Nations has estimated that 1 million refugees

                                                          
13 The Government’s export earnings target for FY2002 was $10.1 billion.  The negative impact on the trade balance,

however, is likely to be smaller, because of the slowdown in imports and lower oil prices.
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could have crossed the border had it not been closed, and may still do so if the situation in
Afghanistan worsens. In late September 2001, the United Nations Secretary General appealed
to the world community to provide some $525 million for the period up to 31 December 2001, to
supply basic necessities to the refugees. The Government is also having to incur additional
expenditures associated with the maintenance of law and order, heightened defense
preparedness, and refugees who have managed to cross into Pakistan, but are not staying in
refugee camps.

53. Due to a slowdown of imports, there is a significant loss of revenue, which is being
compounded by the impact on the economy of the political uncertainty and protests and
demonstrations. For example, in October 2001 import duty collections were 24 percent below
those in October 2000, and total Central Board of Revenue (CBR) tax collections were 8.8
percent less than the same month last year, and 17 percent less than the target for October
2001. In the first quarter of FY2002,  (July−September), CBR tax collections had been 4.7
percent less than the target for the quarter, and it can be assumed that the additional shortfall in
October 2001 was almost entirely the result of the post-11 September 2001 events.
Consequently, it is estimated that revenue shortfall in FY2002 could be as much as PRs20
billion, or 0.5 percent of GDP.

54. The Government had projected a fiscal deficit of 4.9 percent of GDP for FY2002.
However, prior to 11 September 2001, some slippage in tax revenue collection was anticipated
and the Government adopted a package (consisting of additional taxes on petroleum products
and expenditures cuts) worth PRs12 billion (0.3 percent of GDP) that would have brought the
deficit back to 4.9 percent of GDP.  But because of the adverse expenditure and revenue
impacts of post-11 September 2001 events, fiscal deficit in FY2002 is expected to be 5.3
percent of GDP, or more.

C. GDP Growth, Employment, and Poverty

55. The Government earlier estimated GDP growth of 4.0 percent for FY2002.  In addition to
the impact of reduced exports on the economy, GDP growth will also be lower because of the
impact of the current crises on investment,14 and because of disruptions in production from
public demonstrations and protests. Because of the loss to the economy as a result of the
regional events, and a greater than expected international economic slowdown, the GDP growth
rate in FY2002 is likely to be about 3 percent. Lower GDP growth would have consequences for
employment generation and poverty reduction. Most of the exports15 that are being adversely
affected due to regional events originate in the small- and medium-sized enterprises, which are
labor intensive. The poverty impacts are likely to be compounded by the carryover effects of the
drought and weak international commodity prices. During the winter sowing season for wheat,
Pakistan’s major staple crop, it is estimated that there could be a 51-percent shortfall of
irrigation water supply. This will adversely affect the yield of the wheat crop and rural incomes.
While Pakistan’s other major crop, cotton, for which picking is in progress, is expected to be
good (around 11 million bales), the prices of cotton are depressed due to a glut in the
international markets. That too will adversely affect rural incomes16. The combined impact of 11
September 2001 events, global economic slowdown, poor cotton prices, lower wheat
production, and a slowdown of the small- and medium-sized enterprises subsector could
increase the incidence of poverty significantly in the short term.
                                                          
14 There will be an impact on investment of greater uncertainty and risk, as well as due to suspension/slowdown in

implementation of projects involving expatriate consultants and foreign construction companies.
15 Knitwear, surgical, and sports goods.
16 Cotton is grown in southern Punjab and some areas of northern Sindh, both regions with already high incidence of

poverty.
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III. MEDIUM-TERM ECONOMIC OUTLOOK (FY2002 to FY2004) 17

56. To mitigate the adverse impact of the post-11 September 2001 events on the economy,
and because of Pakistan’s stand in the fight against terrorism, the international community is
providing substantial assistance to the country. The main elements of the assistance are
removal/suspension of nuclear-related sanctions, cash grants to offset budgetary and external
account shortfalls, increased lending by international financing institutions and bilateral
agencies, limited debt write-offs and debt swaps, increased market access through a
combination of lower tariffs and higher quotas, and a reprofiling of bilateral external debt.18 Of
these, the last two are likely to have the greatest medium- and long-term benefits for the
economy. Increased market access for Pakistan exports will generate employment and growth
in the manufacturing sector, and reprofiling of debt will dramatically improve the growth
prospects of the economy.

57. Pakistan had been going through a painful period of macroeconomic stabilization, and it
would have taken a minimum of 3-5 years to establish the basis for rapid, sustainable economic
growth. Reprofiling by providing a permanent reduction in the annual debt service payments will
take the pressure off the external account and generate fiscal space that will allow the
Government to increase expenditure on development and poverty reduction. The reduced
vulnerability of the external account should promote higher foreign investment inflows and
reverse capital flight. These developments could set in motion a “virtuous” circle of higher
investment and growth in Pakistan. That in turn should help reduce poverty much more quickly
than it was possible earlier.

58. Thus the post-11 September 2001 events have given rise to a situation that presents
both a considerable challenge and a great opportunity for Pakistan. If Pakistan continues to
follow sound macroeconomic policies and implement the planned economic and governance
reforms, it could fairly quickly achieve rapid, sustainable economic growth and poverty
reduction. However, if the increased aid flows are used to postpone the necessary reforms and
macroeconomic developments, as happened in the 1980s, Pakistan will be unable to breakout
of the existing “vicious” circle of low growth and rising poverty. The economic outlook presented
here for the next three years is based on the assumption of continued effective implementation
of the policies outlined in the Government’s Three Year Development Program (the Plan) and
the IMF program. The prospects for Pakistan’s economy over the medium term are examined
under four heads: (i) revival of growth, investments and savings; (ii) fiscal and financial
development; (iii) balance of payments; and (iv) the external debt situation.

A. Growth, Investment, and Savings

59. Growth of output depends on a number of factors including amount, composition, and
utilization of investment.  In the perspective of falling investment levels in recent years, IMF and
the Plan project a sharp increase in investment levels over the next three years. The
investment-GDP ratio is projected to rise from 14.7 to 16.5 percent (Table 10). Both government

                                                          
17 This section is based on the policies and projections in the government’s Three-Year Development Programme

2001-2004, and the most recent IMF projections for this period. The IMF Projections take into account the likely
impact of 11 September 2001 events on the Pakistan economy, while the government’s targets do not.

18 In the past two debt reschedulings, debt falling due during the period covered was rescheduled which provided only
short-term debt relief. Reprofiling, however, involves a restructuring of all the outstanding bilateral debt by
extending the maturity dates of the outstanding loans and thus it would permanently reduce the burden of servicing
the existing bilateral debt.
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and non-government investments rates are projected to rise, with the rate of increase in
government investment being substantially greater. Obviously, for sustained growth such an
increase in investment is absolutely necessary, but private investment depends on the
restoration of investor confidence, which may be revived through improvements in
macroeconomic fundamentals, consistency of economic policies, and improvement in law and
order. Considering that the fiscal deficit is declining, foreign exchange reserves are rising, the
degree of openness is increasing, and the Government is pursuing consistent policies, there is a
likelihood that private sector investment would rise. However, with recent developments
adversely affecting the investment climate, targets for the current year are unlikely to be
achieved.  But it is expected that the loss will be made up in the following two years.

Table 10: Growth, Income and Savings

Projections: 2004Benchmark
2000-01 IMF Plan

GDP 2.6 5.2 5.0
Agriculture -2.5 -- 3.5
Manufacturing 7.1 -- 6.9

Investment 14.7 16.8 16.5
Government 2.7 3.9 --
Non-Government 12.0 12.9 --

Gross National Savings 12.8 16.5 15.4
Government -1.8 0.8 --
Non- Government 14.6 15.7 --

Foreign Savings 1.9 0.3 1.1
                  -- = not available

     Source:  Appendix Tables A.8 and A.9

60. Public investment depends on resource mobilization efforts and the fiscal deficit target.
Revenue mobilization is expected to fall short of target this year and thus it will be necessary
either to reduce public investment or exceed the fiscal deficit target.  However, in FY2002,
increase grant assistance may help sustain higher public investment, and the ongoing
reorganization of the CBR, by improving future revenue collection, should make it possible to
meet the FY2004 revenue, and thus the government investment targets.

61. Investment is constrained by investible resources and national savings will be the main
source. The Plan projects the saving rates to increase from 12.8 to 15.4 percent of GDP in
FY2004; IMF is even more ambitious and projects that savings will rise to 16.5 percent of GDP.
The implied marginal rates of savings are very high and would be difficult to achieve especially
when economic growth is expected to be relatively slow. According to IMF, government savings
are expected to rise from a negative 1.8 percent of GDP to 0.8 percent in FY2004, an
adjustment of 2.6 percent of GDP during the three year period. This is quite an ambitious target.
The non-government savings are projected to increase from 14.6 to 15.7 percent of GDP and
this relatively small increase reflects the fact that a part of greater revenue mobilization will be at
the expense of private savings.

62. The rising level of investment and improvements in productivity will help increase the
growth rate of GDP.  From a rather low growth rate of 2.6 percent in FY2001, the GDP growth
rate is projected to increase to 5.0 – 5.2 percent in FY2004. According to the Plan, the average
growth rate of GDP, agriculture and industry over the three-year period will be 4.5, 2.8, and 6.5
percent. These rates are not very ambitious and should be achieved, or even exceeded if the
planned economic and governance reforms are successfully implemented.



19

B. Fiscal Situation

63. The major factor in increasing the savings rate both in the IMF program and the Plan is
government savings. The IMF program projects the budgetary revenues will increase from
the15.7 to 17.6 percent of GDP in FY2004; the Plan calls for an even more ambitious resource
mobilization effort and projects that revenues will rise to 18.2 percent of GDP (Table 11).
However, given past experience, increasing government revenue by 1.9 percent of GDP in 3
years will be a major achievement, and the Plan target, which calls for a 2.5 percent increase,
seems to be unrealistic. According to IMF, budgetary expenditures are expected to decline to
20.8 percent of GDP, while according to the Plan they would be about 1 percentage point
higher.  Government expenditures have already been severely cut, and there does not seem be
much scope for further reductions; therefore it may be difficult to make even the small reduction
implied by the IMF target. The fiscal deficit is expected to fall to between 3.2 and 3.5 percent of
GDP and the primary balance to improve to 2.8 percent of GDP. These fiscal deficit and primary
balance goals are based on ambitious revenue mobilization and current expenditure restraint
targets, and will require great commitment on the part of the Government.

Table 11: Public Finance

Projections: 2003-042000-01
Benchmark IMF Plan

Budgetary Revenue 15.7 17.6 18.2
Budgetary Expenditure 21.0 20.8 21.7
Budgetary Balance -5.2 -3.2 -3.5
Primary Balance 1.5 2.7 --

                        -- = not available
           Source: Appendix Tables A.8 and A.9

C. Balance of Payments

64. IMF projects a significant growth in merchandise imports and exports.  As a percentage
of GDP, exports have been projected to increase from 15.0 to 16.8 percent, and imports from
17.1 percent to 18.0 percent over the three-year period. This suggests a sharp increase in the
openness of the economy, with the trade-to-GDP ratio increasing from 32.1 percent to 34.8
percent. It is quite clear that the IMF strategy favors strong export-oriented trade and tariff
policies, exchange rate adjustments, and investment flows towards industries in which the
country has a comparative advantage.

65. The Plan, however, projects much slower expansion in trade, with the openness ratio
increasing marginally from 32.1 percent to 33.1 percent of GDP. As a proportion of GDP exports
would increase by less than one percentage point, and imports hardly at all. The current
account deficit projected by the Plan is much larger than that of IMF, because the latter projects
substantial official transfers (grants) continuing through FY2004 as a result of the post-11
September 2001 events. The current account deficit excluding official transfers in FY 2004
projected by IMF is 1.6 percent of GDP, which is significantly higher than that projected in the
Plan.
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Table 12: External Sector
(percent of GDP)

FY2001 Projections: FY2004
Benchmark IMF Plan

Trade Balance -2.1 -1. 2 -1.4
Exports 15.0 16.8 15.8
Imports 17.1 18.0 17.3

Current Account
   (excluding official transfers)

-3.3 -1.6 --

Current Account
   (including official transfers)

-1.9 -0.3 -1.1

           -- = not available
          Source:  Appendix Tables A.8 and A.9

D. Public Debt

66. Since the deficit in both the budget and balance of payments would persist, public debt
would show a rising trend. However, because deficits in both the budget and balance of
payments are contained, the debt-to-GDP ratio is projected to fall. Net public debt as a
proportion of GDP would decline from 92.8 percent to 82.4 percent over the three-year period.
The larger share of this fall will come from the side of domestic debt, which will decline from 39
to 33 percent of GDP. External debt as a proportion of foreign exchange receipts will decline
from 322 percent in FY2001 to 299 percent in FY2004, and debt service ratio would fall from
32.1 percent to 25.9 percent. The proportionately larger projected fall in debt servicing ratio as
compared to total debt is the result of the expected debt reprofiling.
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Table A. 1:  GDP By Industrial Origin at Constant 1980-81 Prices

Sector 1997-98 1998-99 1999-00 2000-01(P)
(million PRs)

Agriculture       155,748       158,783       168,536       164,338
    Major Crops        64,439        64,426        74,123        66,347
    Minor Crops        29,071        30,300        27,545        27,859
    Livestock        56,024        57,809        59,218        62,034
    Fishing          5,443          5,477          6,008          5,793
    Forestry             771             771          1,642          2,305
Industry       152,893       160,067       160,311       167,036
    Mining and Quarrying          2,744          2,831          3,005          2,993
    Manufacturing       102,593       106,417       108,284       115,918
      Large Scale        73,102        75,710        75,578        81,475
      Small Scale        29,491        31,057        32,706        34,443
    Construction        22,462        21,356        22,456        22,374
    Electricity and Gas        25,094        29,463        26,566        25,751
      Distribution
Services       291,484       306,033       320,693       334,741
    Transport, Storage and        60,959        64,085        66,410        69,159
         Communication
    Wholesale and Retail        92,157        94,891        97,635       101,341
         Trade
    Banking and Insurance        12,958        15,403        16,670        17,060
    Ownership of Dwellings        34,842        36,682        38,618        40,657
    Public Administration        37,459        38,395        41,089        42,317
         and Defense
    Other Services        53,109        56,577        60,271        64,207
GDP at Factor Cost       600,125       625,233       649,540       666,115
Plus: Indirect Taxes        48,617        47,971        54,864        61,033
Less: Subsidies          3,137          3,969          5,502          4,913
GDP in Market Prices       645,605       669,235       698,902       722,235
Net Factor Income from Abroad         (5,571)        (5,202)        (7,855)         (9,071)
GNP at Factor Cost       594,554       620,031       641,685       657,044
GNP in Market Prices       640,034       664,033       691,047       713,164

(Percent change over previous period)
Agriculture 3.82 1.95 6.14 -2.49
Industry 0.32 4.69 0.15 4.19
    Of Which: Manufacturing 7.88 3.73 1.42 7.05
Services 1.64 4.99 4.79 4.38
GDP at Factor Cost 4.30 4.18 3.89 2.55
GDP in Market Prices 1.21 3.66 4.43 3.34
GNP at Factor Cost 1.84 4.29 3.49 2.39
GNP in Market Prices 1.03 3.75 4.07 3.20
Source: Economic Survey 2000-2001,  Economic Advisor’s Wing, Finance Division,  Government of Pakistan, 2001
GDP = gross domestic product; GNP = gross domestic product; P = provisional.
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Table A.2:  GDP By Industrial Origin At Current Prices

Sector 1997-98 1998-99 1999-00 2000-01(P)
(million PRs)

Agriculture 677,531 739,569 776,219 797,455
    Major Crops 260,356 279,713 308,828 298,124
    Minor Crops 106,451 123,342 108,931 119,799
    Livestock 293,629 316,292 330,945 347,018
    Fishing 13,431 16,940 20,300 22,000
    Forestry 3,664 3,282 7,215 10,514
Industry 590,504 649,475 672,207 735,494
    Mining and Quarrying 13,510 14,512 16,613 19,906
    Manufacturing 393,149 423,524 446,877 500,223
      Large Scale 284,725 307,647 319,098 361,325
      Small Scale 108,424 115,877 127,779 138,898
    Construction 89,322 88,395 97,517 99,231
    Electricity and Gas 94,523 123,044 111,200 116,134
    Distribution
Services 1,212,849 1,346,899 1,503,254 1,658,864
    Transport, Storage and 252,752 277,548 315,834 353,470
         Communication
    Wholesale and Retail Trade 375,865 410,678 442,478 493,612
    Banking and Insurance 77,297 88,230 98,532 107,519
    Ownership of Dwellings 109,972 123,501 135,518 146,272
    Public Administration 183,932 206,997 246,134 264,353
         and Defense
    Other Services 213,031 239,945 264,758 293,638
GDP at Factor Cost 2,480,884 2,735,943 2,951,680 3,191,813
Plus: Indirect Taxes 210,346 220,697 256,903 304,879
Less: Subsidies 13,574 18,261 25,761 24,543
GDP in Market Prices 2,677,656 2,938,379 3,182,822 3,472,149
Net Factor Income from Abroad (24,364) (25,547) (44,699) (60,816)
GNP at Factor Cost 2,456,520 2,710,396 2,906,981 3,130,997
GNP in Market Prices 2,653,292 2,912,832 3,138,123 3,411,333

(Percent change over the previous period)
Agriculture 13.95 9.16 4.95 2.73
Industry 6.87 9.99 3.50 9.41
    Of Which: Manufacturing 2.75 7.73 5.51 11.94
Services 9.41 11.05 11.61 10.35
GDP at Factor Cost 9.99 10.28 7.88 8.13
GDP in Market Prices 8.96 9.74 8.32 9.09
GNP at Factor Cost 9.85 10.33 7.25 7.71
GNP in Market Prices 8.83 9.78 7.73 8.71
      
Source: Economic Survey 2000-2001, Economic Advisor’s Wing, Finance Division,
             Government of Pakistan, 2001.
GDP = gross domestic product; GNP = gross domestic product; P = provisional.
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Table A.3:  Expenditures on GDP at Constant 1980-81 Prices

Item 1997-98 1998-99 1999-00 2000-01(P)
(million PRs)

Consumption 548,346 579,266 588,263 596,422
    Government 70,429 65,552 70,161 69,434
    Private 477,917 513,714 518,102 526,988
Investment 113,732 103,235 107,488 107,922
    Gross Fixed Capital Formation 97,233 92,802 96,447 96,671
      Government 35,565 40,377 41,023 43,126
      Private 61,668 52,426 55,424 53,546
    Change in Stocks 16,499 10,433 11,041 11,251

Exports of Goods and 90,832 88,243 102,376 117,854
     Nonfactor Services
Less: Imports of Goods and 107,305 101,509 99,225 99,963
     Nonfactor services
GDP in Market Prices 645,605 669,235 698,902 722,235
Net Factor Income from Abroad -5,571 -5,202 -7,855 -9,071
GNP in Market Prices 640,034 664,033 691,047 713,164

(Percent change over the previous period)
Consumption 0.64 5.64 1.55 1.39
    Government 6.82 -6.92 7.03 -1.04
    Private -0.21 7.49 0.85 1.72
Investment 3.04 -9.23 4.12 0.40
    Gross Fixed Capital Formation -3.68 -4.56 3.93 0.23
      Government -18.59 13.53 1.60 5.13
      Private 7.69 -14.99 5.72 -3.39
    Change in Stocks 75.02 -36.77 5.83 1.90
Exports of Goods and Nonfactor -5.73 -2.85 16.02 15.12
     Services
Less: Imports of Goods and -5.62 -5.40 -2.25 0.74
     Nonfactor Services
GDP in Market Prices 1.21 3.66 4.43 3.34
Net Factor Income from Abroad -27.72 6.62 -51.00 -15.48
GNP in Market Prices 1.03 3.75 4.07 3.20
Source: Economic Survey 2000-01, Economic Advisor’s Wing, Finance Division, Government of Pakistan, 2001
GDP = gross domestic product; GNP = gross domestic product; P = provisional.
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Table A.4:  Expenditures On GDP At Current Prices

Item 1997-98 1998-99 1999-00 2000-01(P)
(million PRs)

Consumption 2,230,284 2,528,417 2,736,861 3,031,501
    Government 301,614 304,419 351,303 366,083
    Private 1,928,670 2,223,998 2,385,558 2,665,418

Investment 475,277 457,357 496,815 509,337
    Gross Fixed Capital Formation 403,877 409,357 445,115 453,137
         Government 141,380 177,813 182,899 191,226
          Private 262,497 231,544 262,216 261,911
    Change in Stocks 71,400 48,000 51,700 56,200

Exports of Goods and 441,406 451,144 514,389 604,235
    Nonfactor Services

Less: Imports of Goods and 469,311 498,539 565,243 672,924
    Nonfactor Services

GDP in Market Prices 2,677,656 2,938,379 3,182,822 3,472,149
Net Factor Income from Abroad (24,364) (25,547) (44,699) (60,816)
GNP in Market Prices 2,653,292 2,912,832 3,138,123 3,411,333

(Percent change over the previous period)
Consumption 4.45 13.37 8.24 10.76
    Government 4.43 0.93 15.40 4.21
    Private 4.46 15.31 7.26 11.73
Investment 9.00 -3.77 8.63 2.52
    Gross Fixed Capital Formation 1.54 1.36 8.74 1.80
      Government -14.85 25.77 2.86 4.55
      Private 13.28 -11.79 13.25 -0.12
    Change in Stocks 86.54 -32.77 7.71 8.70

Exports of Goods and Nonfactor 13.03 2.21 14.02 17.47
   Services

Less: Imports of Goods and -6.95 6.23 13.38 19.05
Nonfactor Services

GDP in Market Prices 8.96 9.74 8.32 9.09
Net Factor Income from Abroad -25.91 -4.86 -74.97 -36.06
GNP in Market Prices 8.83 9.78 7.73 8.71
Source: Economic Survey 2000-01, Economic Advisor’s Wing, Finance Division, Government of Pakistan, 2001
GDP = gross domestic product; GNP = gross domestic product; P = provisional.
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Table A.5: Changes in Domestic Liquidity

Item 1997-98 1998-99 1999-00 2000-01
(changes in PRs million)

Net Foreign Assets -13,897 29,529 1,375 72,654
Net Domestic Assets 166,982 44,696 118,710 52,732
    Net Claims on Government 56,722 -74,455 78,049 -46,866
    Of Which: Budgetary Support 48,018 -75,194 39,963 -32,957
                    Commodity Operations 10,585 3,645 40,094 -12,508
    Claims on Nongovernment Sectors 83,413 118,845 26,227 68,687
    Of Which: Public Sector Enterprises 9,527 6,779 9,862 16,434
                     Private Sector 74,780 102,669 18,488 48,179
    Other Items, Net 26,761 245 14,456 30,862

Domestic Liquidity (M2) 153,085 74,225 120,085 125,386
    Currency 28,781 14,794 67,961 19,768
    Demand Deposits 8,722 148,118 26,282 -410
    Time Deposits 60,632 69,153 32,538 61,014
    Residents' Foreign Currency Deposits 55,674 -157,639 -8,442 41,679
Source: Annual Report 2000-2001, State Bank of Pakistan, 2001
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Table A.6: Balance of Payments and Foreign Exchange Reserves

Item 1997-98 1998-99 1999-00 2000-01
(million dollars)

Trade Account -1,867 -2,085 -1,412 -1,269
    Exports(FOB) 8,434 7,528 8,190 8,926
    Imports(FOB) -10,301 -9,613 -9,602 -10,195
Services(net) -3,264 -2,618 -2,794 -3,137
    Of Which: Interest Payments
                     Profits & Dividend

-1,720
-610

-1,399
-409

1,598
-420

-1,547
-609

Private Transfers(net) 3,210 2,274 3,063 3,898
    Of Which: Workers Remittances
                    Outright Purchases

1,490
0

1,060
531

983
1,634

1,087
2,157

Official Transfers (net) 220 573 926 839
Current Account Balance
   (excluding official transfers and outright
    purchases)

-1,921 -2,960 -2,777 -2,665

Current Account Balance
   (excluding official transfers) -1,921 -2,429 -1,143 -508

Current Account Balance
   (including official transfers) -1,701 -1,856 -217 331

Capital Account (net) 1,048 -2,278 -4,177 -648
 Foreign Investment 738 570 -76 137
                Direct Investment (net) 601 472 472 323
                Portfolio investment (net) 166 142 -549 -149
Foreign Long term loans/credit (net) 1,266 0 -1,087 -636
                 Disbursements 3,414 2,474 1,471 1,654
                 Amortization -2,148 -2,474 -2,558 -2,290
Official assistance (net) 408 -863 -220 432
Others -1,364 -3,118 -2,794 -581

Changes in reserves(-increase/+decrease) 306 -824 -72 -1,000
Errors & Omissions 347 992 499 626
Exceptional financing 0 3,966 3,966 692
    Of Which: Debt Relief From Paris Club
                     Other Rescheduling

0
0

1,406
2,042

1,451
1,834

1,124
-596

SBP reserves 1,699 1,740 1,358 2,087
SBP reserves (excluding FE-25)a 0 1,740 997 1,688
Source:  Annual Report 2000-2001. State Bank of Pakistan, 2001
Note:  a: Banks (Authorised dealers) are required to maintain cash reserves with SBP of not less than 25 percent of the
foreign exchange deposits mobilized by them.
FOB = freight on board.
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Table A.7:  Pakistan’s External Debt

Item 1997-98 1998-99 1999-00 2000-01
(million dollars)

Public and Publicly Guaranteed Debt -27,088 26,904 29,189 30,007
    Medium and Long-Term 26,536 26,486 28,628 29,332
    Short-Term 552 418 561 675
Private Nonguaranteed Debt
   (Medium and Long-Term) 3,127 3,435 2,842 2,450

Central Bank Deposits 450 700 700 700
IMF 1,415 1,825 1,550 1,529
Total External Debt 32,080 32,864 34,281 34,686
Foreign Exchange Liabilities 1,760 3,736 3,942 3,746
    Of which: Foreign Currency Accounts 1,507 1,719 1,733 1,499
                     Special US Dollar bonds 0 1,164 1,297 1,376
Total External Liabilities 33,840 36,600 38,223 38,432
Foreign Currency Accounts (outside SBP)a 0 550 616 1,144
Source:  Annual Report 2000-2001, State Bank of Pakistan, 2001
Note: a: Since April 2001, banks (authorised dealers) are not required to keep with SBP the deposits mobilized by them.
IMF = International Monetary Fund
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Table A.8:  IMF Projections: Selected Economic and Financial Indicators

ProjectedBenchmark
2000-01 2001-02 2002-03 2003-04

Output and prices           (Annual percentage change)
Real GDP at Factor Costs 2.7 3.7 5.0 5.2
Consumer Prices 4.4 5.0 5.0 5.0

Savings and Investment          (percent of GDP)
Gross National Savings 12.8 14.4 15.2 16.5

Government -1.8 -0.6 0.7 0.8
Nongovernmenta 14.6 13.9 14.4 15.7

Gross Capital Formation 14.7 15.2 16.0 16.8
Government 2.7 3.4 3.6 3.9
Nongovernmenta 12.0 11.8 12.4 12.9

Savings-Investment Balances -1.9 -0.8 -0.8 -0.3
Public Finances

Budgetary Revenue 15.7 16.5 17.3 17.6
             Tax Revenue 12.8 13.1 14.0 14.3
             Non-Tax Revenue 2.9 3.4 3.3 3.3

Budgetary Expenditure 21.0 21.9 21.4 20.8
             Current Expenditure 18.8 18.5 17.7 16.9
             Development Expenditure &
                 Net Lending

2.2 3.4 3.6 3.9

      Budgetary Balance
          (Excluding Grants)

-5.2 -5.3 -4.1 -3.2

Primary Balance 1.5 1.5 2.3 2.7
Net Public Debt 92.8 89.6 86.7 82.4
Net Domestic Public Debt 39.0 37.3 35.3 33.0

External Sector
Merchandise Trade Balance -2.1 -2.2 -1.6 -1.2
Merchandise Exports 15.0 15.6 16.3 16.8
Merchandise Imports 17.1 17.8 17.9 18.0
Current Account Excluding Official

           Transfers
-3.3 -3.5 -2.2 -1.6

Current Account Including Official
          Transfers

-1.9 -0.8 -0.8 -0.3

(Annual percentage change)
Export (FOB) 9.0 2.0 8.6 8.2
Imports (FOB) 5.9 2.1 4.7 5.3

(percent of  exports of goods & services)
External Public and Publicly
      Guaranteed Debt

321.5 344.0 328.4 298.6

Debt service 32.1 31.8 27.4 25.9
  Source: IMF Staff estimates
   Note: a: Includes private sector enterprises
   FOB = freight on board; IMF = International Monetary Fund.
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Table A. 9: The Three-Year Plan Targets

Benchmark
FY2001

Projections
FY2004

GDP and Sector Growth (%)
GDP 2.6 5.0
Agriculture -2.5 3.5
Manufacturing 7.1 6.9
Other Commodity Producing 0.8 4.7
Services 4.4 5.2

Financing of Investment (% of GDP)
Total Investment 14.7 16.5
(General Govt.) (2.2) (2.5)
National Saving 13.1 15.4
External Resources 1.6 1.1

External Scenario (constant 2001 dollars in millions)
Trade Balance -1,304 -1,015

Exports 9,350 10,739
Imports 10,654 11,754

Invisible Balance 350 267
Current Account Balance -954 -747

( as % of GDP) -1.6 -1.1
Public Finance (as % of GDP)

Tax Revenue 13.5 15.4
Non-tax Revenue 2.8 2.8
Current Expenditure 18.6 17.8
Development Expenditure 3.2 3.9
Overall Fiscal Deficit 5.3 3.5

Employment Projections
Population (million) 141.0 149.7
Crude Activity Rate (%) 29.4 29.5
Labour Force (million) 41.4 44.2
Employed (million) 38.6 41.3
Open Unemployment Rate (%) 6.9 6.5
Underemployed converted into fully unemployed

             equivalent (%)
3.5 2.9

      Total Unemployment Rate (%) 10.4 9.4
Source: Ten Year Perspective Development Plan 2001-11 and Three Year Development Program 2001-04,
             Planning Commission, Government of Pakistan, 2001.
GDP = gross domestic product.
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Table A.10:  Social and Environmental Indicators

 1997  2001

Population Indicators
Total Population (million) 128.4 140.5
Annual Population Growth Rate (%) 2.42 2.15
Social Indicators
Total Fertility Rate (births per woman) 5.2 (1995) 4.6
Infant Mortality Rate (per 1000 live births) 105 89 (1998/99)
    Rural 112 95 (1998/99)
    Urban 83 73 (1998/99)
Life Expectancy at Birth (years) 61.7 62.9
Adult Literacy Rate (15 years and above) 42.7 (1998)  -
    Male 55.3 (1998)  -
    Female 29.0 (1998)  -
Primary School Enrollment Rate (% of school age population) 72.0 71.0 (1998/99)
    Male 80.0  80.0 (1998/99)
    Female 64.0  61.0 (1998/99)
Secondary School Enrollment Rate (% of school age population) 43.0 40.0 (1998/99)
    Male 54.0  48.0 (1998/99)
    Female 31.0  32.0 (1998/99)
Population Below Poverty Line (%) 26.3 32.2 (1998/99)
    Rural 30.7 36.3 (1998/99)
    Urban 16.1 22.4 (1998/99)
Population without Access to Safe Water (%) - 37
Population without Access to Sanitation (%)  - 61
Public Education Expenditure as % of GDP 2.17 1.62
Public Health Expenditure as % of GDP 0.72 0.50
Human Development Index 0.476 (1995) 0.498 (1999)
Human Development Ranking  - 127 (1999)
Environmental Indicators
Forest Cover (as % of total land) 3.6 (1990) 3.2 (1999)
Protected area ( as % of total land)  - 4.8 (1999)
GDP per unit of energy use (ppp $ per kg oil equivalent) 3.4 (1990) 4.0 (1998)

Source:     Economic Survey 2000-2001, Economic Advisor’s Wing, Finance Division, Government of Pakistan, 2001
                 Pakistan Integrated Household Survey, Federal Bureau of Statistics, Government of Pakistan, 2001
                 Pakistan Integrated Household Survey, Poverty in the 1990s,Federal Bureau of Statistics, Government of Pakistan,
                 April 2001
                 Interim Poverty Reduction Strategy Paper (Draft), Poverty Reduction Cell, Planning Commission and Policy Wing,
                 Finance Division, Islamabad, October 2001
                 World Development Indicators database, April 2001
                 Human Development Report 2001, UNDP, 2001
                 Pakistan: Public Expenditure Review from a Poverty Perspective, Asian Development Bank, (draft), July 30,2001

Note: Figures in parentheses refer to the nearest year for which the data is available


