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SECTOR ASSESSMENT (SUMMARY): INDUSTRY AND TRADE 

Sector Road Map 

1. Sector Performance, Problems, and Opportunities 

1. Export performance. Pakistan’s export growth averaged more than 10% annually from 
fiscal year (FY) 2004 to FY2011, peaking at $25.4 billion in FY2011, and remained fairly flat during 
FY2011–FY2015. Exports fell to $22.0 billion in FY2016 and FY2017, as reflected in almost all 
major export groups and most destinations and recovered slightly to $24.8 billion in FY2018. The 
rise-and-fall pattern during FY2004–FY2018 reveals the underperformance of the country’s 
export industries and a long-term decline of its export competitiveness. The export performance 
lags that of South Asian and Southeast Asian comparator countries, some of which are relatively 
new entrants in key export markets, such as Bangladesh, Cambodia, Sri Lanka, and Viet Nam. 
During 1990–2016, Pakistan’s exports grew on average by 5.6% per annum compared with Sri 
Lanka’s 8.3%, Bangladesh’s 11.8%, Viet Nam’s 26.7%, and Cambodia’s 27.1%. Pakistan’s ratio 
of exports to gross domestic product (GDP)—8.2% in 2017—is by far the lowest among its 
competitor countries, and lower than the regional average of 17.7%. Foreign direct investment in 
Pakistan, including its export industries, remained relatively low—at 0.92% of GDP in 2017—even 
as the government stepped up infrastructure spending.1 
 

2. The weakness of Pakistan’s export industry is also reflected in its inability to diversify its 
export range. Exports are concentrated on less sophisticated and lower value-added products, 
and lack diversification. This is evident in agricultural products, textiles, and leather goods. 
Textiles comprised 56% of Pakistan’s goods exports in FY2016–FY2018, and the export value 
grew by an annual average of 7.1% during FY2004–FY2011 but dropped to just 0.2% on average 
during FY2011–FY2018 (Table 1). Pakistan is losing its export competitiveness because of the 
high concentration on goods with low sophistication, and because its share of high-tech products 
in total exports is less than 2%. More complex product categories—e.g., chemicals, plastics, 
machinery, and appliances—have small shares in overall exports (0.7%–2.2%) and have had low 
or negative export growth during FY2011–FY2018 (Table 1).  
 

Table 1: Export Performance by Selected Export Categories, FY2004–FY2018 

Export category 
Share in total 
exports FY16–

FY18 (%) 

Export value 
CAGR over 

FY04–FY11 (%) 

Export value 
CAGR over 

FY11–FY18 (%) 

Vegetable products 11.7 21.1 (1.1) 
Prepared foodstuffs; beverages, spirits, 
vinegar, and tobacco 

 
4.8 

 
18.5 

 
13.7 

Mineral products 5.1 35.4 (8.5) 
Products of chemical or allied industries 2.2 9.3 4.3 
Plastics, rubber articles 1.9 17.7 (2.0) 
Articles from rawhide, leather, fur skins 4.5 5.3 (0.4) 
Textiles and textile articles 55.5 7.1 0.2 
Machinery, mechanical appliances 0.7 10.6 (6.9) 

( ) = negative, CAGR = compound annual growth rate, FY = fiscal year. 
Source: Asian Development Bank estimates based on State Bank of Pakistan data. 
 

3. Trade issues. Several causes contribute to the poor performance of exports. Following a 
policy of fiscal consolidation to reduce the fiscal deficit, the government embarked on raising tax 
revenue to finance large development needs. In the process, it raised additional revenue from 
existing taxpayers but did not broaden the tax base, which put an excessive burden on corporate 

                                                 
1 World Bank. Word Development Indicators (http://datatopics.worldbank.org/world-development-indicators). 
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and trade players. Additional customs duties were imposed on machinery (increasing from 0% to 
3%–5% since 2013) and intermediate goods to raise revenue and reduce demand for imports in 
an effort to tackle the balance-of-payment deficit. The average tariffs remain high, and the tariff 
structure has become more complex, including 13 duty slabs with more than 7,000 tariff lines and 
reversing the progress of previous simplification efforts. Regulatory duties (an extra trade tax) 
were imposed on 480 tariff lines, including 30% duty applied to iron and steel imports in 2016. 
Customs duty exemptions (e.g., on machinery) were made available, but the documentary 
requirements are so cumbersome that the exemptions are rarely sought in practice. Overall, the 
trade tax policies since 2013 have increased the costs to exporters, most of which depend on 
imported intermediate goods, and undermine the competitiveness of domestic industries involved 
in global value chains.2 Domestic taxes have also been set at high rates to raise revenue from a 
narrow tax base in order to control fiscal expansion. Corporate tax rates are high at 34%, and the 
goods and services tax is 17%, which exacerbates the tax burden, drives up the cost of doing 
business, and makes export goods expensive (footnote 2). Diesel fuel, a key source of energy for 
industry, transport, and agriculture in Pakistan, incurs 34.5% in sales tax and duties. 
 
4. High tariffs and restrictions on the import of synthetic products and fibers are keeping 
Pakistan’s manufacturers from producing synthetic textiles (including finished garments) that are 
higher up in the value chain and better match the trends in global demand. This constrains the 
potential growth in export value and results in the underperformance of textile exports. Instead, 
Pakistan is competing with low-tech products from lower-income countries with more competitive 
wage rates. Efforts to increase the complexity and diversity of Pakistan’s exports face multiple 
hurdles, such as the current composition of the export goods basket, little opportunity to transition 
to higher-value products given the country’s current capabilities, low investment in research and 
development, and limited productivity and labor skills.3 These binding constraints on higher-value 
production and greater competitiveness are further corroborated in a recent World Bank study.4  
 
5. To protect the budget from the impact of exchange rate fluctuations on imported 
development goods and foreign debt service costs, the real effective exchange rate of the 
Pakistan rupee was allowed to appreciate by more than 20% during 2013–2017, which further 
eroded the country’s export competitiveness. After maintaining a mostly fixed nominal exchange 
rate against the United States (US) dollar, the Pakistan rupee was estimated to be overvalued by 
10%–18% in July 2017, which increased demand for imports and reduced the price 
competitiveness of exports.5 During 2018, the Pakistan rupee was allowed to devalue by 25% 
against the US dollar, which partially helped improve the price competitiveness of exporters.  
 
6. The export industry also suffers from the persistently high cost of doing business, from the 
outages of grid-based electricity supply, the high cost of electricity for users, and the excessive 
taxation of diesel fuel.6 Delays in undertaking important reforms in the energy sector led to an 
increase in electricity prices to cover the high power transmission losses (more than 20%) as a 
result of inefficiencies and theft, and seriously disadvantaged the exporters. Moreover, the 
government fell behind in refunding taxes and duties to exporters because it used the funds for 
other expenditure needs, further eroding the liquidity of exporters.7 Complex customs procedures 
for exporters and importers also drive up the costs of doing business. In the trading across borders 

                                                 
2 World Bank. 2018. Boosting Export Competitiveness: Private Sector Perspectives. Washington, DC.  
3 State Bank of Pakistan. 2017. Export Performance of Pakistan: Role of Structural Factors (May 2017). 
4 World Bank. 2013. Pakistan: Finding the Path to Job-Enhancing Growth. Washington, DC. 
5 International Monetary Fund. 2017. Pakistan: Article IV Consultation. Country Report. No. 17/212. Washington, DC. 
6 R. Amjad et al. 2012. Export Barriers in Pakistan: Results of a Firm Level Survey, The Lahore Journal of Economics. 

(September 2012) pp. 103–134. 
7 Ministry of Commerce. 2015. Study on Reasons of Decline in Exports of Pakistan. Islamabad. 
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category of the World Bank’s 2018 Doing Business Survey, Pakistan ranked 171st out of 189 
economies because of the high financial and time costs of clearing exports and imports at the 
border and complying with documentary requirements.8 This demonstrates the need to streamline 
procedures and operationalize the National Single Window for exporters and importers. 
 

7. The institutions and bodies that were set up to provide essential trade-related services to 
exporters have inherent weaknesses. Those responsible for metrology and product testing, the 
certification of export product quality, accreditation services for testing bodies, intellectual property 
rights enforcement, and establishment of special economic zones play a critical role in trade 
facilitation and competitiveness.9 But businesses suffer from a lack of services that would help 
them adjust to changing world trade rules, as embodied in the technical barriers to trade and 
sanitary and phytosanitary measures of the World Trade Organization. For example, the lack of 
quality testing and certification facilities makes exporting many agricultural commodities difficult. 
In addition, poor access to trade finance puts many exporters at a disadvantage to international 
competitors, which can access financial support from their country’s national export credit agency 
(footnote 3). The full operationalization of the EXIM Bank of Pakistan could remedy this. 
 

8. Trade performance impact on the current account and macroeconomy. Pakistan’s 
current account deficit has widened significantly since 2016 as a result of the growing trade deficit, 
putting pressure on the balance of payments. It expanded to a new high of $20.0 billion in FY2018 
(6.3% of GDP), almost fourfold increase from FY2016 (Table 2). The trade deficit also increased 
rapidly because of stagnant export growth combined with increasing imports and slowing 
international remittance growth. 
 

9. Pakistan's gross international reserves fell from $19.4 billion at the end of FY2016 to $11.3 
billion at the end of FY2018 (Table 2) and fell further to $9.1 billion at the end of 2018. Reserves 
have declined because of the increasing current account deficit, interventions to maintain the 
overvalued exchange rate, and an increasing debt service on borrowed reserves. Rebuilding the 
reserves is essential if Pakistan wants to strengthen the buffers against external shocks and avoid 
a textbook balance-of-payment crisis. The Pakistan rupee–US dollar exchange rate was devalued 
during 2018 to slow the decline of reserves, but this has had limited effect. 

 

Table 2: External Sector Indicators  
($ million, unless otherwise stated) 

 Item FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 

Current account balance 214 (4,658) (2,496) (3,130) (2,795) (4,867) (12,621) (19,897) 
Balance on trade in goods (10,427) (15,652) (15,355) (16,590) (17,267) (19,283) (26,680) (31,824) 

Exports of goods 
(% growth) 

29 (3) 0 1 (4) (9) 0 13 

Imports of goods  
(% growth) 

15 13 (1) 4 (1) 0 18 16 

Balance on trade in 
services 

(2,029) (3,305) (1,564) (2,650) (2,970) (3,406) (4,339) (6,068) 

SBP gross reserves 16,614 11,905 7,198 10,509 14,836 19,446 17,550 11,341 
Average exchange rate 
Pakistan rupee–US dollar 

85.50 89.24 97.24 102.86 101.29 104.24 104.69 109.84 

( ) = negative, FY = fiscal year, SBP = State Bank of Pakistan.  
Note: exports and imports of goods are free-on-board values. 
Source: State Bank of Pakistan database (http://www.sbp.org.pk/ecodata/BOP_arch/index.asp; last accessed on 4 
July 2019). 

 

                                                 
8 http://www.doingbusiness.org/data/exploreeconomies/pakistan#trading-across-borders 
9 A. Malik et al. 2017. An Assessment of Pakistan’s Export Performance and Way Forward. PIDE Working Papers. 

Nr. 153. Islamabad: Pakistan Institute of Development Economics.  
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10. Economic growth has continued to strengthen in Pakistan, from 5.3% in FY2017 to 5.6% 
in FY2018, but will be difficult to sustain amid the macroeconomic and balance-of-payment 
challenges. Macroeconomic stability is at risk from the rapidly increasing current account deficit 
and depleting foreign exchange reserves. GDP growth is expected to be about 3.3% in FY2019. 
Imports are highly correlated with growth because of the lack of available production inputs; and 
the exchange rate and fiscal policies are constricting the competitiveness of domestic industries, 
which worsens the trade balance. Hence, reforms to increase the total value of goods exports 
and boost the competitiveness of domestic firms will be critically important to achieving 
sustainable and inclusive economic growth. 
 

2. Government’s Sector Strategy 

11. The vision of the strategic trade policy framework (STPF) 2019–2023 is for Pakistan to 
become a dynamic and efficient domestic market and a globally competitive, export-driven 
economy. Vision 2025 articulates the government’s aim to encourage trade, increase exports, 
and improve the competitiveness of domestic industries, reduce the current account deficit, and 
promote macroeconomic stability and sustainably high growth.10 The objective of the STPF is to 
make exports a driver of economic growth, remove the relative disincentive for exporters by 
reducing structural anomalies, and improve the trade ecosystem by increasing institutional 
efficiencies and reducing the cost of doing business. The STPF’s main goals are to (i) increase 
exports by a minimum compound annual growth rate of 15% until FY2023; (ii) boost the 
competitiveness and efficiency of industry, especially the export industry, by restoring average 
mean tariffs to the levels of FY2011; (iii) step up regional integration by increasing the share of 
regional trade in total trade by 20%; and (iv) promote sustainable, socially compliant, inclusive, 
and gender-sensitive export development. 
 

3. ADB Sector Experience and Assistance Program 

12. The Asian Development Bank (ADB) has gained extensive experience in Pakistan and 
has a long history of working with the government on reform programs and supporting the 
country’s public management sector. ADB is well prepared to design and implement the program, 
incorporating lessons from previous experiences and the results of detailed diagnostic studies.  
The proposed policy-based loan will focus on institutional reforms and support the government’s 
reform agenda and the STPF 2019–2023. Its effect will be greater export competitiveness and 
export volumes. The reform areas are: (i) rationalization of tariffs and taxes, and (ii) institutional 
strengthening. The program is consistent with ADB’s country partnership strategy, 2015–2019 for 
Pakistan and is included in the country operations business plan, 2018–2020. The programmatic 
approach is suitable for chronologically sequencing the reforms in a multiyear program and allows 
some flexibility in aligning policy actions with the updated macroeconomic situation. The ADB 
program team has worked with development partners in Pakistan to identify key structural reforms 
that may accelerate and sustain medium-term growth, including reforms to improve trade and 
competitiveness.11 The International Monetary Fund has approved a new extended fund facility 
(EEF) program in July 2019 to facilitate macroeconomic stabilization. The proposed program is 
fully aligned to the objective of the EEF. The World Bank is also supporting the implementation of 
the actions under the STPF 2019–2023. 

                                                 
10 Government of Pakistan; Ministry of Planning, Development and Reform. 2014. Pakistan 2025: One Nation–One 

Vision. Islamabad. 
11 Development partners active in Pakistan are ADB, the International Monetary Fund, the United Kingdom’s 

Department for International Development, United States Agency for International Development, and the World Bank. 
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PROBLEM TREE 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Effect 
High current account deficit leading to extremely low foreign exchange reserves, 

which puts macroeconomic stability at risk 

Low competitiveness of domestic firms and low total goods export value 

Weak trade facilitation   
 

High prices for export goods (including 
textiles and leather articles) 
 
 

Core 
Development 
Problem 

 

Note: The causes in the shaded boxes will not be tackled directly by the program but will be supported indirectly by tax and tariff 
rationalization, which will reduce the cost of intermediate and input items used for the production of higher-value goods.  

Low value-added 
export products and 
demand for more 
sophisticated 
imports  
 

Overvalued rupee–
United States dollar 
exchange rate  

High tariffs and 
taxes on production 
inputs  

Domestic products 
lack complexity and 
diversity by 
comparator country 
standards 

Inherent weakness in 
institutions providing 
essential services to 
exporters, including 
product testing, 
accreditation, 
certification, and trade 
finance 


