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INCLUSIVE AND SUSTAINABLE GROWTH ASSESSMENT 

 
A. Recent Growth, Poverty, Inequality and Environmental Dynamics 
 
1. Pakistan, the world’s fifth-most populous country, is a lower middle-income country with a 
gross national income per capita of $1,383 in 2019. A growing young population underscores the 
potential for rapid economic growth to reap a demographic dividend. Strategically located, 
Pakistan borders Afghanistan, the People’s Republic of China, India, and Iran, and has about 
1,000 kilometers of coastline along the Gulf of Oman and the Arabian Sea. It enjoys substantial 
natural resource endowments and fertile land in a wide variety of climatic zones. 
 
2. As a result of the coronavirus disease (COVID-19) pandemic, Pakistan's gross domestic 
product (GDP) contracted by 0.38% in fiscal year (FY) 2020, registering its first negative growth 
in 68 years. The pandemic is likely to force more people back into poverty.1 Without COVID-19, 
the poverty incidence (below the poverty line of $3.20 a day) was estimated at 22.8% in 2020, but 
under the worst-case scenario, it could reach 40.9%. Women are likely to be disproportionately 
affected by the pandemic. Women workers dominate the informal labor market and are therefore 
more likely to be laid off. Many health care professionals are women, putting them at higher risk 
of contracting COVID-19. And girls are at higher risk of being pulled out of schools during crises.2 
The Government of Pakistan set up the National Command and Operation Centre to implement 
the decisions of the National Coordination Committee on COVID-19 in March 2020.3 To contain 
the spread of the virus, the government took various measures such as closing borders, restricting 
international travel, prohibiting public events, and implementing varying levels of lockdown in 
cities and provinces. The government announced a PRs1.2 trillion relief package on 24 March 
2020 to provide support to low-income groups, particularly laborers, buy wheat from farmers to 
support their incomes, reduce the import tariff rates on medicine and food supplies, and provide 
tax concessions for small industries and the agriculture sector. At the same time, it announced 
the temporary deferment of loan interest payments for exporters. From March–June 2020, more 
than 5 million people were provided a monthly stipend of PRs3,000 through the current social 
protection program. The package also includes a significant reduction in petroleum prices, a 
facility to pay electricity and gas bills below a certain amount in installments, and incentives for 
the construction industry. In April 2020, the Prime Minister established the COVID-19 Pandemic 
Relief Fund. 
 
3. Economic headwinds and pressure on balance of payments. The economy exhibits 
an episodic pattern of growth characterized by boom-and-bust periods (Figure 1a). The trend line 
demonstrates the downward slope, which kept Pakistan from reaching the upper middle-income 
status (Figure 1b). The country has several unresolved structural challenges that precipitate fiscal 
and financial crises every few years. These include insufficient high-value export capacity to 
finance imports, weak domestic revenue mobilization, outsized government expenditures on 
failing public sector enterprises, and an unreformed energy sector that requires massive public 
subsidies to stay afloat.  

 
4. GDP contracted by 0.38% in fiscal year (FY) 2020, compared with a pre-pandemic growth 
forecast of 2.6%.4 Industry and services were particularly hard hit and forecast to contract by 

 
1  Asian Development Bank (ADB), Economic Research and Regional Cooperation Department. 2020. Updated 

Poverty Estimates. Memorandum. 29 April (internal). 
2  Ministry of Finance. 2020. Pakistan Economic Survey 2019–20. Islamabad. 
3  ADB supported the center in strengthening its monitoring and reporting mechanism related to supply chain, delivery, 

consumption, and demand for medical supplies and equipment. 
4  ADB. 2020. Asian Development Outlook 2020: What Drives Innovation in Asia? Manila.  

http://www.adb.org/Documents/CPS/?id=PAK-2021
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2.64% (industry) and 0.59% (services). COVID-19 paralyzed manufacturing as demand from 
high-income countries for Pakistan’s main exports—textiles and apparel—plunged. The delivery 
of imported components was hampered or delayed, and the movement of raw materials and 
workers became limited. The closure of businesses and the disruption of supply chains caused 
by lockdowns severely affected the two largest service segments—wholesale and retail trade; 
and transport, storage, and communications. 
 

 
Figure 1a: Gross Domestic Product Growth, 

1990–2020 (%) 

Figure 1b: Gross National Income per Capita 
Thresholds (Atlas method) and Pakistan Gross 
National Income per Capita, 1990–2019 ($ '000) 

 
GDP = gross domestic product, GNI = gross national income. 
Sources: Asian Development Bank calculations based on Government of Pakistan. Ministry of Finance. Various 
years. Pakistan Economic Survey. Islamabad; and World Bank. World Development Indicators (accessed 25 July 
2020).  

 
5. Structure of the economy. Low export performance and import dependencies originated 
in the structure of the economy. Industry contributed only 22.7% to GDP on average since 
FY1990, and this share has been stable at about 20.6% since FY2006. The economy is 
dominated by services, which contributed an average of 52.6% to GDP since FY1990, while the 
share of agriculture averaged 24.7%. The employment shares so far in the 21st century averaged 
44.0% (agriculture), 21.0% (industry), and 35.0% (services). They are generally constant, which 
indicates a lack of labor mobility across sectors. Agriculture demonstrates low labor productivity, 
while productivity is higher in services. 
 
6. International trade. Pakistan’s trade deficit has been consistently large (Figure 2). It 
increased rapidly in FY2018 because of stagnating export growth, combined with quickly rising 
imports of both capital and consumer goods. A sudden rise in the international oil price during 
FY2018 further aggravated the situation by pushing up imports.5 Imports also increased because 
of expanding public spending on capital goods and infrastructure projects. In particular, 
investments under the China Pakistan Economic Corridor program, totaling $38.1 billion during 
FY2015–FY2018, stimulated imports. A similar trend continued in FY2019. However, the trade 
deficit narrowed by 27.9% in FY2020 as global lockdowns, lower oil prices, and the rupee 
depreciation drove down merchandise imports by 18.2%. Following the COVID-19 outbreak, even 
though merchandise exports reversed the rising trend seen at the beginning of FY2020, the export 
share in GDP marginally increased from 10.4% in FY2019 to 10.7% in FY2020. In the end, the 

 
5  Crude import bill rose by 57.1% during FY2018, from 2.2% in FY2017. Estimated from United Nations. UN Comtrade 

Database (accessed 12 March 2020). 

https://databank.worldbank.org/source/world-development-indicators
https://comtrade.un.org/
https://comtrade.un.org/
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trade deficit slightly narrowed from 11.6% in FY2019 to 8.7% in FY2020. 
 

Figure 2: Export and Import, 1990–2020 (% of GDP) 

 
GDP = gross domestic product. 
Note: 2020 figure is provisional. 
Source: World Bank. World Development Indicators (accessed 25 July 2020). 

 
 
7. Inflation. After the exchange rate depreciation in 2017, average inflation (based on 
FY2016 prices) jumped up from 4.7% in FY2018 to 6.8% in FY2019. In addition to the exchange 
rate, significant government borrowing from the State Bank of Pakistan (SBP), a considerable 
increase in domestic fuel prices, and a further increase in regulatory duties on imports contributed 
to steepening price increases. Average nonfood inflation accelerated to 8.5% in urban areas and 
to 7.7% in rural areas in FY2019. In comparison, average food inflation rose to 4.6% in urban 
areas and to 4.8% in rural ones because of supply-side bottlenecks and high transport costs.6 
Inflation again jumped to 10.7% in FY2020, from 6.8% in FY2019, mainly led by food inflation, 
which averaged 13.6% in urban and 15.9% in rural areas. This primarily reflected food supply 
shocks, an increase in utility prices, the second-round effect of exchange rate depreciation, and 
transport strikes during the first three quarters of FY2020. During the last quarter of FY2020, 
average inflation began to dip when overall domestic demand weakened in the face of the COVID-
19-imposed quarantine restrictions; and domestic petrol prices also fell after a huge dip in 
international oil prices caused by dwindling global demand and the recessionary conditions 
imposed by the pandemic.  
 
8. Exchange rate regime. In 1999, Pakistan shifted to a managed floating exchange rate 
regime based on market conditions.7 In 2013, the government pursued the nominal exchange 
rate appreciation of the Pakistan rupee against the United States dollar and subsequently 
stabilized the nominal exchange rate. This policy suppressed inflationary pressures and contained 
debt servicing costs as well as the rupee costs of imports in the budget. From December 2013 to 
June 2017, the real effective exchange rate (REER) appreciated by nearly 27% at its peak—the 
unavoidable consequence of maintaining a stable nominal exchange rate over a protracted 
period. The REER appreciation accentuated the loss of export competitiveness. Reflecting on the 
external balance position, the SBP ceased to defend the overvalued rupee and allowed it to 

 
6 State Bank of Pakistan. Inflation Snapshot (accessed 12 March 2020).  
7 State Bank of Pakistan. Exchange Rate Regime and FX Reserve Management.  

https://databank.worldbank.org/source/world-development-indicators
http://www.sbp.org.pk/ecodata/MPM-New.pdf
http://www.sbp.org.pk/DFMD/FS-Exg.asp
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depreciate by 32.1% between November 2017 and June 2019.8 Since then, the exchange rate 
has remained stable at an average of PRs160.0 per $1.9 As inflationary pressures eased in early 
2020 because of the COVID-19 pandemic, the SBP cut its policy rate by a cumulative 625 basis 
points to 7.0% between March and June 2020. Even though the policy rate was significantly 
lowered, the nominal exchange rate remained robust—the year-on-year exchange rate 
depreciation to the United States dollar in June 2020 was only 6.3%.10  
 
9. Balance of payment constraints. After years of a widening trade balance, the external 
sector showed some improvement as the current account deficit narrowed to 4.8% of GDP in 
FY2019 (Figure 3), and to 1.1% of GDP in FY2020. This positive development was driven by a 
contraction of 6.8% in imports because of subdued domestic economic activity induced by the 
pandemic, exchange rate depreciation, and higher import duties for non-essential items. While 
the contraction in imports was countered by a 2.1% decline in exports in FY2019, the combination 
of lower imports, recovering remittance receipts, and financial support from international 
development partners and bilateral loans helped build foreign exchange reserves. Despite the 
drop in international oil prices in 2020, workers’ remittances, including from the Persian Gulf 
region, remained robust, growing 6.3% in FY2020, despite volatility month to month—contracting 
by 18.9% in May 2020 and expanding by 50.7% in June 2020. Foreign direct investment inflows 
almost doubled to $2.5 billion during FY2020, supported by the renewal of telecommunication 
licenses and increased inflows in the energy sector. Multilateral and bilateral donors’ 
disbursements increased considerably to support the government’s stabilization efforts and to 
mitigate the adverse impact of the COVID-19 pandemic. This included the one-off emergency 
assistance of $1.4 billion under the International Monetary Fund (IMF) Rapid Financing Instrument 
to meet urgent financial needs stemming from the COVID-19 pandemic in April 2020; ADB’s 
emergency assistance lending of $300 million in April 2020; a $1.5 billion loan—$500 million each 
from ADB, the Asia Infrastructure Investment Bank, and the World Bank—as an active response 
and expenditure support program to counter the economic slowdown in May 2020; and a $500 
million package from the World Bank under the Resilient Institutions for Sustainable Economy 
Program to help Pakistan strengthen its national health care systems and mitigate socioeconomic 
disruptions. Supported by these flows, international reserves reached $11.2 billion at the end of 
FY2020, improving import coverage to 2.5 months.11  
 
10. Fiscal slippages and debt sustainability. Pakistan’s fiscal deficit has historically been 
high, mainly because of weak revenue collections (Figure 3). The consolidated fiscal deficit of the 
federal and provincial governments fell from the equivalent of 9.1% of GDP in FY2019 to 8.1% in 
FY2020. The fiscal deficit was financed largely through domestic borrowing (for 73.5% of total), 
followed by 57.5% from the banks and 16.0% from other sources. External borrowing financed 
26.5% of the deficit while planned privatization receipts did not materialize in FY2020. 
Government borrowing from commercial banks equaled 5.2% of GDP in FY2020, as direct budget 
financing from the central bank was discontinued. Gross public debt reached an estimated 87.2% 
of GDP in FY2020 with high fiscal deficit and GDP contraction, which negated the significant fiscal 
consolidation gains made in the first 9 months of FY2020 under an IMF stabilization program 
(Figure 4). Even though a rising trend of debt is concerning, the majority of debt is domestically 
sourced, which is less inflationary. The rollover risk of the public debt was reduced with a shift in 
debt profile to longer tenors. Moreover, despite rising debt, IMF maintains that Pakistan’s debt 
has been sustainable. Nonetheless, efforts to reduce domestic debt are key to debt sustainability.  

 
8 State Bank of Pakistan. Nominal/Real Effective Exchange Rates Indices of Pakistan Rupees (accessed August 2019). 
9  State Bank of Pakistan. Bank Floating Average Exchange Rates (accessed 30 November 2020). 
10 State Bank of Pakistan. Bank Floating Average Exchange Rates (accessed 25 July 2020). 
11 State Bank of Pakistan. Foreign Exchange Reserves (accessed 28 July 2020). 

http://www.sbp.org.pk/ecodata/NEER-REER.pdf
http://www.sbp.org.pk/ecodata/IBF_Arch.xls
http://www.sbp.org.pk/ecodata/IBF_Arch.xls
http://www.sbp.org.pk/ecodata/Forex_Arch.xlsx
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Figure 3: Current Account and Fiscal Balance, 

1990–2020 (% of GDP) 
Figure 4: Public Debt, 2011–2020 

GDP = gross domestic product. 
Sources: Government of Pakistan. Pakistan Economic 
Survey. Various years. Islamabad.  
 

GDP = gross domestic product, LHS = left-hand side, 
RHS = right-hand side. 
Source: The State Bank of Pakistan. 
http://www.sbp.org.pk (accessed 9 October 2020) 

 
 

 

Figure 5: Urban and Rural Poverty Headcount Ratio, FY2006–FY2016 (%) 

 
Source: Government of Pakistan. 2018. National Poverty Report, 2015-16. Islamabad. 

 

11. Poverty reduction and inequality. Pakistan showed a substantial decline in its poverty 
headcount from 64.3% in 2001 to 24.3% in 2015,12 but progress across different regions has 
remained uneven. Figure 5 shows that the rural poverty headcount ratio (30.7%) was more than 
twice the urban at 12.5%, with rural areas still accounting for four out of five poor individuals. The 
analysis also shows that 71% of people in Balochistan live in multidimensional poverty (MDP)13 
while Punjab has the lowest MDP index at 31%.14 Moreover, severe differences are visible across 
districts—Islamabad, Lahore, and Karachi have an MDP index of less than 10%, while Qila 
Abdullah, Harnai, and Barkhan (all in Balochistan) have more than 90% poverty. In addition to the 
24.3% of the population under the poverty line, a further 20 million are near-poor and highly 

 
12 World Bank. 2019. Pakistan at 100: From Poverty to Equity (English). Washington, DC. 
13 The MDP index is a measure that captures the severe deprivations that each person experiences with respect to 

education, health, and standard of living. The index is based on incidence and intensity of poverty. 
14 Ministry of Planning, Development and Reforms. 2016. Multidimensional Poverty in Pakistan. Islamabad. 

http://www.sbp.org.pk/
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vulnerable to shocks and stresses that can pull them below the poverty line.15 The Gini coefficient 
remained the same for almost 3 decades—it was 33.3 in FY1987 and 33.5 in FY2015, broadly in 
line with the South Asia average.16 The table below shows the international poverty line for 
extreme poverty of $1.90 a day in 2011 purchasing power parity, as well as other poverty lines 
such as $3.20 and $5.5 a day.17 Pakistan made good progress in poverty reduction until COVID-
19 struck, but since the pandemic will likely affect the vulnerable population more severely, the 
poverty reduction efforts could be reversed.   
 

Poverty Estimates – Headcount Poverty Ratio (%) 
     Without 

COVID-19 
With COVID-19-related declines in 
mean per capita consumption 

Poverty 
Line 

2012 2013 2015 2018 2020 (5)% (10)% (20)% 

$1.90/day 6.9 7.0 5.3 1.6 1.6 2.2 2.9 5.5 

$3.20/day 43.5 42.8 38.5 24.4 22.8 26.8 31.1 40.9 

$5.50/day 82.0 81.4 78.2 67.1 66.1 69.5 72.8 79.2 

( ) = negative, COVID-19 = coronavirus disease. 
Source: Asian Development Bank (Economic Research and Regional Cooperation Department). 2020. Updated 
Poverty Estimates. Memorandum. 29 April (internal).  

 
12. Regional disparities. There are significant district and provincial disparities in economic 
indicators across urban and rural areas as well as provinces. In FY2011, the average per capita 
consumption in urban areas was 48% higher than in rural ones. In FY2016, this disparity in 
consumption increased to 63%, with the most significant rises in Sindh (from 73% in FY2011 to 
105% in FY2016) and Balochistan (from 17% to 45%). In comparison, Khyber Pakhtunkhwa had 
the lowest increase (from 27% to 35%).18 Disparities also prevail in access to education. In 
FY2011, primary school gross enrollment rates vary from 98% in Punjab to 74% in Balochistan.19 
Regional variations will affect economic growth and adversely impact social cohesion.  
 
13. Pakistan’s social indicators highlight significant inequality across different income groups. 
Health outcomes remain unequal among the population, with the rates of under-five mortality and 
children’s stunting in the most deprived income quintile almost threefold than in the richest one.20 
Furthermore, the gap in educational attainment is high. Average years of schooling among young 
adults (for 20–29 years old) in the wealthiest quintile were more than double than in the poorest 
quintile. The gross enrollment ratio for 13–14 years old was almost four times higher in the 
wealthiest quintile (footnote 20). 
 
14. Gender inequality. The Government of Pakistan is a signatory to many international 
conventions, such as the Universal Declaration of Human Rights; and commitments to achieving 
gender equality and women’s empowerment, such as Sustainable Development Goal (SDG) 5 
and the Convention on the Elimination of All Forms of Discrimination Against Women (CEDAW), 
while Pakistan's Vision 2025 includes gender equality and women's empowerment as one of the 
key elements of the country’s development agenda.21 The 18th Amendment to the Constitution of 
Pakistan recognized the provision of free and compulsory basic education for both girls and boys 

 
15 ADB. 2018. Asian Development Outlook, 2018. Manila 
16 World Bank. World Development Indicators (accessed 12 March 2020). 
17 The latest reference year for which poverty estimates are provided for Pakistan is 2015. 
18  Pakistan Bureau of Statistics. Various years. Household Integrated Economic Survey, 2010-11 and 2015-16. 

Islamabad. 
19 Pakistan Bureau of Statistics. Various years. Pakistan Living Standard Measurement Survey, 2010-11 and 2014-15. 

Islamabad. 
20 Pakistan Bureau of Statistics. 2016. Pakistan Social and Living Standard Survey 2014-15. Islamabad. 
21 Government of Pakistan, Planning Commission. Pakistan 2025: One Nation – One Vision. Islamabad. 

https://databank.worldbank.org/source/world-development-indicators
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from ages 5 to 16 as a fundamental human right. Nonetheless, Pakistan is ranked 151st out of 
153 countries in the 2020 Global Gender Gap Index.22 Sociocultural constraints on girls’ and 
women’s access to health, education, training, jobs, financing, and ease of mobility have led to 
high levels of gender inequality and poverty. The overall literacy rate for women in Pakistan is 
only 45%, compared with an already low 68% for men. The literacy rate falls even lower in rural 
areas—33% for women and 60% for men. The labor participation rate for women (share of female 
inhabitants aged 15 or older) stood at 18.9% in FY2020, while the labor participation rate for men 
was 62.8%, according to International Labour Organization estimates.23  The participation of 
women in the labor force has declined from 20.7% in FY2015 to 18.6% in FY2019.24 Women’s 
work as contributing family workers has fallen from 41% in FY2015 to 36.2% in FY2018 but 
remained much higher than the 6.1% for men. However, women’s participation increased in 
manufacturing, from 14.1% in FY2015 to 16.0% in FY2018 (footnote 24), indicating a shift from 
agriculture, where their participation declined from 72.7% in FY2015 to 67.2% in FY2018.  
 
15. Lack of education attainment. Pakistan in FY2018 had a gross primary education 
enrollment rate of 94.3% (88.6% for boys and 77.3% for girls) nationwide, and 67.6% of children 
aged 5–9 years were enrolled in schools (footnote 23). However, only 70% of the children entering 
primary school were estimated to reach Grade 5, with considerable provincial differences. Low 
enrollment and student absenteeism in primary schools are consistent concerns in rural areas, 
and more so at the time of crop harvesting.25 Almost 23 million children are out of school overall 
(aged 5–16), representing 44% of the total population in this age group.26 About 4.9 million 
children are out of school at the primary age (5–9 years), of whom 62% are girls.27 
 
16. Pakistan has the 10th largest workforce in the world, but most participants work in the 
informal economy and have inadequate skills. Labor participation in the informal economy is 
estimated to be about 72.6% of the total.28 Employment in the informal economy provides no 
social welfare or protection for employees, and little upward social mobility, and it leaves women 
particularly vulnerable to exploitation. Sociocultural barriers to education and vocational training 
put women at an even greater disadvantage, continuing the cycle of poverty. 
 
17. Poor public health conditions. The COVID-19 pandemic has had a significant impact 
on Pakistan’s health sector. Following the 18th Amendment of the Constitution to introduce 
decentralization, provincial governments designed and implemented their own policies to counter 
the COVID-19 pandemic. Moreover, provincial governments in most cases designed their own 
lockdown policies. This resulted in widely varying infection, death, and recovery rates across 
provinces.  

 
18. Health issues nonetheless remain a significant factor for weak human capital development 
and continued poverty. Pakistan has one of the highest maternal mortality ratios in South Asia at 
140 deaths per 100,000 live births. The neonatal mortality rate is 57.2 deaths per 1,000 live births, 
and the under-5 mortality rate is 69.3 deaths per 1,000 live births. Communicable diseases 

 
22 World Economic Forum. 2020. Global Gender Gap Report 2020. Geneva. 
23  World Bank. https://databank.worldbank.org/source/world-development-indicators# (accessed on 30 November 
2020). 
24 Pakistan Labour Force Survey, 2017-18 
25 M. Riaz et al. “Apprehension of Teachers about Enrollment and Absenteeism at Primary Level in Punjab Province,” 

Journal of Policy Research Vol. 1, No. 4. http://rfh.org.pk/jur/magazine-category/jpr 
26  Department for International Development of the United Kingdom. 2016. Understanding and Responding to 

Disadvantage in Education. Pakistan’s Growth Story. 11 December.  
27 ADB. Forthcoming. Pakistan Country Diagnostic Study. Manila. 
28 International Labour Organization. 2017. Pakistan’s hidden workers. Islamabad.  

https://databank.worldbank.org/source/world-development-indicators
http://rfh.org.pk/jur/magazine-category/jpr
https://pakistangrowthstory.org/2016/12/11/understanding-and-responding-to-disadvantage-in-education/
https://pakistangrowthstory.org/2016/12/11/understanding-and-responding-to-disadvantage-in-education/
https://www.ilo.org/wcmsp5/groups/public/---asia/---ro-bangkok/---ilo-islamabad/documents/publication/wcms_554877.pdf
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continue to be a concern. Pakistan has the sixth-highest global burden of tuberculosis and has 
12 million people suffering from hepatitis B or C. Noncommunicable diseases now account for 
more than half of all deaths, led by cardiovascular diseases (29%) and cancers (8%).29 Health 
care expenditure remains a critical risk factor for keeping people in poverty, or pulling them into 
poverty. Out-of-pocket health care expenditure accounts for two-thirds of all health care 
expenditure in Pakistan, increasing from 61.5% in 2000 to 65.2% in 2016 (footnote 29). In 2012, 
15% of children received a minimally adequate diet. This figure fell to 13% in 2018.30 Some 10.5% 
of Pakistani children under 5 years of age suffer from wasting, while 45.0% suffer from stunting 
(footnote 30). 
 
B. Key Impediments to Inclusive and Sustainable Growth 
 
19. Since the 1980s, Pakistan’s economy has been outperformed by other countries within and 
outside South Asia. A recurring pattern of spurts of high growth followed by episodes of crisis has 
held back the country’s sustained economic development. Private sector development and 
investments in human capital development have been low, which hampered productivity growth. 
Economic growth has been inclusive to the extent that it has led to a declining poverty level, but 
inequality—particularly the urban and rural income gap—persists. Key impediments to inclusive 
and sustainable growth include the following. 
 

 
20. Low exporting capacity. Pakistan's exports have been weak for decades. Since 2010, 
export growth has pretty much stagnated. Exports are concentrated in garments and agricultural 
products, while other export categories, especially products with higher domestic value added, 
had declining shares of GDP since 2010. In each major export product group, exports tended to 
concentrate on less sophisticated and lower value-added articles (Figure 6). Pakistan’s exports 
suffer from low import content because of duties and taxes on imports of intermediate goods, 
which restricts products to a narrow range of low value-added exports. The economy has not yet 
experienced a structural transformation, and substantial room to improve its complexity and 

 
29 World Health Organization. 2018. Pakistan NCD profile. Geneva.  
30 United Nations Children’s Fund. 2019. Pakistan: Annual Report 2018. Islamabad. 

Figure 6: Principal Exports in 2019  
(% of total exports) 

 
Source: State Bank of Pakistan. Export receipts by all 
commodities (accessed 10 March 2020). 

Figure 7: Export Sophistication and Gross Domestic 
Product per Capita, 2018 

Note: GDP = gross domestic product; PPP = purchasing 
power parity 
Source: Asian Development Bank estimates for economic 
complexity based on United Nations. UN Comtrade 
database; and for GDP per capita based on World Bank. 
World Development Indicators (both accessed 19 August 
2019). 
 

  

https://www.who.int/nmh/countries/pak_en.pdf
https://www.unicef.org/pakistan/media/2021/file/Annual%20Report%202018%20Revised%20Final.pdf
http://www.sbp.org.pk/ecodata/Exports-Receipts-By-All-Commodities_Arch.xls
http://www.sbp.org.pk/ecodata/Exports-Receipts-By-All-Commodities_Arch.xls
https://comtrade.un.org/
https://comtrade.un.org/
https://databank.worldbank.org/source/world-development-indicators
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sophistication of exports remains untapped (Figure 7).31 Pakistan’s dominant export category is 
textiles, which account for 57% of all its exports in 2019. Its export industries have been 
undermined by (i) an overvalued exchange rate, which reduced the price competitiveness of 
exports; (ii) increasing tariffs on intermediate goods used for export production; (iii) high energy 
prices and insufficient energy supplies; and (iv) a high cost of doing business. 
 
21. Weak institutions and governance. Weak institutions and governance remain key 
challenges for inclusive and sustainable growth in Pakistan. The country’s performance on 
Worldwide Governance Indicators has been persistently poor, and is lower than the average score 
of South Asia.32 The disaggregated analysis reveals that Pakistan is ranked lowest among South 
Asian countries on political stability, and also lags on control of corruption, the rule of law, voice 
and accountability, and government effectiveness. The institution and governance issues limit the 
government’s ability to devise effective policies and deliver pro-poor services for the vulnerable 
parts of the population.  
 
22. Low domestic revenue mobilization. Tax reform is necessary to make the economy 
more competitive. Manufacturing firms face high tax rates, including corporate tax, taxes on 
dividends and retained earnings, cascading taxes levied on inter-corporate dividends, and a super 
tax levied on retained reserves. The effective gross corporate tax rate is up to 55%, significantly 
higher than in competing countries such as Bangladesh (25%) and Viet Nam (22%). The general 
sales tax exceeds 17%, compared with 15% in Bangladesh and 10% in Viet Nam. The multiplicity 
of taxes makes the taxation process cumbersome and raises the cost of compliance. For 
example, in the city of Karachi, medium-sized businesses must pay 47 different federal, provincial, 
and local taxes, compared with 25 in India and 5 in Singapore. To pay taxes, companies must 
interact with a wide range of government departments, which curtails their competitiveness. As a 
result of low revenue performance, Pakistan’s investments in infrastructure have been inadequate 
to modernize depleted energy, transport, urban, and irrigation infrastructure. An ADB analysis 
shows that Pakistan faces an acute infrastructure financing gap of about 5% of GDP.33       
 
23. Loss-making public sector enterprises. High levels of fiscal transfers to public sector 
enterprises (PSEs) undermine overall fiscal stability and growth, which stymies critical investment 
on social and economic infrastructure. Despite recent reform initiatives, PSEs continue to rely on 
significant regular fiscal transfers and sovereign credit guarantees to maintain their operations. 
The power distribution companies are the major recipients of such transfers. Other beneficiaries 
include Pakistan International Airlines, Pakistan Steel Mill, and Pakistan Railways. In FY2016, the 
budget allocation to support PSEs’ daily operations, including subsidies and other transfers, 
constituted 59% of overall budget allocations to the PSEs. This large share could have otherwise 
been used for critical capital development expenditures needed to improve the efficiency of PSEs. 

 
24. Lack of human capital development. Pakistan’s labor productivity has stagnated (Figure 
8). Peer countries in and outside of South Asia have surpassed it. More investments in the social 
sector, including education and health, are necessary to boost productivity. The 2018 UNICEF 
Annual Report on Pakistan notes that despite major social investments and gradual increases in 
education budgets, Pakistan nonetheless has the second-highest number of out-of-school 

 
31 The Economic Complexity Index, based on how diversified and complex a country’s export basket is, provides a 

useful measure of economic development. Countries that are home to a great diversity of productive know-how, 
particularly complex specialized know-how, can produce a wide range of sophisticated products. The complexity of 
a country’s exports can highly predict current income levels, i.e., where complexity exceeds expectations for a 
country’s income level, the country is predicted to experience more rapid growth in the future. 

32 World Bank. Worldwide Governance Indicators (accessed on 7 October 2019) 
33 ADB. 2017. Meeting Asia’s Infrastructure Needs. Manila. 

https://info.worldbank.org/governance/wgi/
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children in the world (footnote 30). Access to education varies widely across provinces, regions, 
genders, and socioeconomic levels. Even though Pakistan’s overall health status has improved 
since 1990, progress is slower than in its neighboring countries.34 The COVID-19 pandemic will 
likely protract the stagnation of productivity growth.  
 

Figure 8: Labor Productivity  
($ ‘000 per worker in 2018 prices) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

PRC = People’s Republic of China. 
Source: The Conference Board. Total Economy Database (accessed 2 April 2019). 

 

25. Inadequate fiscal allocations and inefficient social protection. The COVID-19 
pandemic has affected the vulnerable sections of the population more severely. It has 
concurrently shown the need to improve, expand, and scale up the coverage and financial 
assistance provided under Pakistan’ social protection programs, including the flagship Benazir 
Income Support Program (BISP). It is also imperative to focus on more accurate and updated 
targeting and the quality of delivery, factoring in the context of a large informal labor market and 
high rates of transient poverty. While budget allocations for social protection and pro-poor 
programs are increasing, they are still insufficient—as manifest in poor records of socioeconomic 
indicators. The introduction of technological innovations—such as a comprehensive, regularly 
updated national socioeconomic registry and biometric identification systems—could improve 
targeting, and digital payment mechanisms to facilitate transfers will help overcome the 
implementation challenges. 
 

26. Energy sector deficiencies. The high cost and unreliability of electricity supply have 
diminished the country’s economic competitiveness. Pakistan’s inefficiencies in the electricity 
subsector were estimated to cost the economy $18 billion (6.5% of GDP) in 2015.35 Gaps in the 
country’s energy sector, known for its circular debt (payables and/or arrears to power generation 
companies and fuel suppliers), is a key constraint to reviving economic growth. Although the 
overall electricity supply and demand gaps largely dissipated by 2019, the unresolved issues of 
supply cost and system inefficiencies and the new issue of compensation for rapid generation 
investments loom as key challenges. These include high transmission and distribution losses 
because of outdated and inadequate infrastructure, distortionary prices, insufficient revenue 
collections, high theft rates, costly and poorly targeted subsidies, governance and regulatory 

 
34 World Health Organization. 2013. Country Cooperation Strategy for WHO and Pakistan 2011–2017. Islamabad.  
35 World Bank. 2018. Power Sector Distortions Cost Pakistan Billions. Press release. 12 December. 

https://www.conference-board.org/data/economydatabase/
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deficiencies, and inadequate attention to planning as a tool for optimal decision-making on 
location and fuel mix. These inefficiencies translate into (i) protracted load shedding in rural areas, 
which disproportionately hurts the poor; (ii) a high cost of electricity, which renders the 
manufacturing industry, especially SMEs, uncompetitive; and (iii) high but untargeted energy 
subsidies that do not always benefit the poor.    
 
27. Insufficient connectivity and trade facilitation infrastructure. Pakistan, with its 
strategic location, has the potential to become an economic hub in Asia and the Pacific. Given 
the rapidly growing economies of the People’s Republic of China and India, an energy-rich Middle 
East, emerging Central Asian economies, and its own 1,050-kilometer coastline, Pakistan could 
grow into an economic hub for international trade on both the North–South and East–West axes. 
However, it has not yet developed sufficient connectivity to realize its immense potential. Pakistan 
is a member of the Central Asia Regional Economic Cooperation program and a beneficiary of 
the China–Pakistan Economic Corridor projects. If it steps up its connectivity, it could take 
advantage of investments under these initiatives and improve its export performance. Pakistan's 
trade facilitation, including customs procedures; clearance; logistics; and infrastructure remain 
weak links in the international supply chain. Yet the ability to export on time is a source of 
comparative advantage in the trade of intermediate and final goods.  
 
28. Lack of investments. A low level of domestic savings is another factor behind inadequate 
investment in infrastructure and industry. Pakistan’s domestic savings rate has been low and 
falling. It was only 5.4% of GDP in FY2019, less than one-third of the FY2004 level at 17.4% 
(footnote 23). Domestic savings are determined by the decisions of citizens to sacrifice current 
consumption for future consumption. People tend to save, invest, and build capital when the 
socioeconomic environment is stable and conducive, when institutions support and encourage 
savings and real returns are attractive, when laws are perceived to be just, and when 
macroeconomic policies maintain low inflation and prudent government spending. Furthermore, 
the high population growth rate keeps the age-dependency ratio high,36 expanding consumption 
at the expense of savings.  
 
29. Environment and climate change impacts. The social and economic costs of 
environmental degradation are significant. Climate adaptation needs are between $7 billion and 
$14 billion per year.37 Pakistan was one of the 10 countries most affected by extreme weather 
events during 1995–2014, according to the Global Climate Risk Index. Since the late 1990s, 
natural disasters have caused more than 85,000 fatalities, affected 50 million people, and 
generated more than $26 billion in damages; and droughts and floods are expected to become 
more common. The rise in the seal level will affect the low-lying coastal areas of south Karachi 
toward Keti Bander and the Indus River delta. Moreover, it is anticipated that Pakistan’s 
greenhouse emissions will double in 2 years and then surge 14 times by 2050, which will be much 
higher than the world average. Furthermore, Pakistan is facing significant seismic risks. The 
collision of the Indian and Eurasian plates produces active faults in Pakistan, which will cause 
earthquakes from time to time.38  
 
30. Financial inclusion. Even though access to finance is a precondition for broad-based 
economic growth and bottom-up private sector development, Pakistan’s financial inclusion lags 
that of peer countries—it ranks 135th out of 142 countries based on the IMF’s financial inclusion 

 
36 The ratio of people of non-earning ages (0–15 years and 65+ years) to people of earning age (16–64 years). 
37 ADB. 2017. Climate Change Profile of Pakistan. Manila. 
38 M. Sultan. 2015. Seismic Hazard Analysis of Pakistan. Journal of Geology & Geophysics. 4:1.  
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index.39 Only 16% of Pakistani adults have an account with a formal financial institution, well 
below the average for lower middle-income countries (41%). 40  The financially included are 
overwhelmingly male (86%) and predominantly urban (68%).41 While the total assets and deposits 
of Pakistan’s banking system have increased since 2008, private sector credit to GDP has 
declined from 22% in 2009 to 17% in FY2019.42 The decline in credit provided to SMEs has been 
particularly pronounced, falling from 16% of bank lending to the private sector in 2008 to just 7% 
in September 2019.43 The figures on housing finance are even starker. Of a total population of 
more than 207 million people, only 58,620 housing loans originated in the banking system.44 
 
C. Government Strategy to Address Key Impediments to Inclusive and Sustainable 

Growth 
 
31. The government's development priorities are to create a globally competitive and 
prosperous country that provides a high quality of life for all its citizens by 2025. Vision 2025 
(footnote 21) has seven priorities: (i) development of human and social capital; (ii) indigenous and 
inclusive growth; (iii) governance, institutional reforms, and modernization of the public sector; 
(iv) energy, water, and food security; (v) private sector-led growth; (vi) developing a competitive 
knowledge economy; and (vii) modernization of transport infrastructure and greater regional 
connectivity. The 12th five-year plan, which is being finalized, will aim at achieving sustainable 
and inclusive development by promoting (i) balanced and equitable regional development; 
(ii) sustainable, inclusive, and export-led growth; (iii) improved governance; (iv) human resource 
development, social protection, and poverty alleviation; (v) food, energy, and water security; 
(vi) local, regional, and global connectivity; (vii) a move toward a knowledge-based economy; and 
(viii) a green and clean Pakistan. Poverty alleviation and social protection are key priority areas 
for the government in promoting inclusive growth and protecting the most vulnerable.  
 
32. To progress on structural reforms, increase tax revenues, and support export growth, the 
government in July 2019 entered a 39-month extended arrangement under the IMF’s Extended 
Fund Facility (EFF) worth $6 billion.45 The reforms supported by the EFF focus on achieving fiscal 
and debt consolidation while expanding social spending. Already, some progress has been 
achieved, including the sizable exchange rate depreciation that helped ease the current account 
deficit from 6.3% in FY2018 to 4.9% of GDP in FY2019. As the impact of the pandemic eases, 
there is a need to accelerate further structural reforms to address the significant fiscal and current 
account deficits, by tightening monetary policy and allowing exchange rate flexibility to revive 
exports and consolidate the budget. Further monetary tightening, stronger fiscal discipline, and 
decisive efforts to contain the energy sector’s circular debt and PSEs' losses will help improve 
external and fiscal imbalances. Moreover, resuming medium-term fiscal consolidation and 
accelerating reforms to widen the tax base will reinforce macroeconomic resilience and enable 
more robust and comprehensive growth. 
 
33. Structural reforms aimed at overcoming fundamental constraints so as to enhance 
competitiveness, productivity, and the business climate seek to (i) step up human capital 
development to boost labor market efficiency; (ii) rationalize business regulations and taxation; 
(iii) improve trade facilitation and logistics; (iv) enhance national, regional, and global economic 

 
39 IMF. 2017. Supporting Growth and Inclusion through Financial development. Washington. 
40 State Bank of Pakistan. 2018. Access to Finance Survey. Karachi. 
41 State Bank of Pakistan. 2018. National Financial Inclusion Strategy - Government's 100-days Agenda. Karachi. 
42 State Bank of Pakistan. 2020. Monetary Policy Information Compendium January 2020. Karachi. 
43 State Bank of Pakistan. 2019. Quarterly SME Finance Review, September 2019. Karachi. 
44 State Bank of Pakistan. 2019. Housing Finance Data, December 2019. Karachi. 
45 As of August 2020, the EFF is on hold because of the COVID-19 pandemic.  
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connectivity; (v) strengthen financial inclusion and deepening; and (vi) resolve energy and 
infrastructure issues. These reforms should help alleviate the boom-and-bust pattern of growth 
and make the country more resilient to frequent fiscal and balance of payment challenges. 

 
34. A fiscal stimulus package equal to 3.0% of GDP was introduced to mitigate the health and 
economic impact of the COVID-19 pandemic in March 2020. The package includes cash transfers 
for low-income groups, particularly laborers, support for wheat farmers’ cash flow, and a 
significant reduction in petroleum prices. More than 5 million people were provided a monthly 
stipend of PRs3,000 (about $20) for the next 4 months, and 81% of electricity and gas consumers 
were allowed to pay their utility bills in installments over the next 3 months. Also, the exporters 
were to be given tax refunds immediately, and their interest payments are deferred as well. 
Multilateral and bilateral donors’ disbursements increased considerably to support the 
government’s stabilization efforts and to mitigate the adverse impact of the COVID-19 pandemic.  

 
35. One of the countermeasures against the COVID-19 pandemic implemented by the 
government was more extensive  use of information technology. An app was launched to track 
the availability of hospital beds, depending on the location of the patient, and to provide data on 
the number of cases within a certain radius. The government also launched telemedicine portals 
so that people are able to seek medical advice without visiting a health care facility. Several 
private sector organizations ramped up efforts to provide digital health care and at-home testing 
facilities, not just for COVID-19 but for other conditions as well. 

 
36. The government launched Ehsaas in 2019 as a comprehensive social protection and 
poverty alleviation program to promote sustainable and inclusive economic growth. Its key 
features are (i) equality measures; (ii) safety nets for the disadvantaged segments; (iii) job 
creation and livelihood enhancements; and (iv) development of human capital. An ongoing BISP 
will be further expanded to include broader segments of the vulnerable poor under Ehsaas. Since 
its inception in 2008, BISP has disbursed $3.6 billion through unconditional cash transfers to more 
than 5.6 million beneficiary families (reaching about 17% of the population) as a financial cushion 
to help increase household consumption and improve nutritional intake. The program targets 
female beneficiaries to promote women’s economic and political empowerment. The conditional 
cash transfer component, Waseela-e-Taleem, provides financial support to children of BISP 
beneficiary families (4–12 years old) tied to enrollment and retention rates in primary education. 
The expansion of social safety nets under Ehsaas will encompass the development of a new 
national socioeconomic registry to ensure relevant targeting and monitoring of beneficiaries. 
 
37. More funding for social protection is crucial, particularly as the country undergoes fiscal 
consolidation and monetary tightening under the IMF program. Detailed economic stimulation 
measures were proposed by the government in the FY2021 budget. There is a higher budgetary 
allocation for programs such as Ehsaas, Sehat Sahulat, and Kamyab Jawan that provide social 
protection to the disadvantaged. The Ehsaas flagship program will be scaled up to 2.6% of 
government expenditure (PRs230 billion) in FY2021, from 2.3 % (PRs190 billion) in FY2020. The 
government, with support from donors, has also been utilizing BISP to counter the detrimental 
impacts caused by the COVID-19 pandemic. Budgetary allocations will be boosted to support 
health insurance schemes for the poor; low-cost housing initiatives; subsidized loans for 
entrepreneurs to create employment; crop loan insurance to protect small farmers from losses 
because of crop damages; and skills and vocational training, among other measures.   
 
38. To enhance access to education, the government launched the National Education Policy 



14 
 

Framework 201846 to enroll 23 million out-of-school children and provide quality education, skills 
development, and uniform syllabi across the country. The framework offers a road map for 
tackling the challenges of out-of-school children, disparity, and poor-quality or insufficient skills 
training in the education system. It suggests strengthening institutional mechanisms; using 
information for evidence-based policies effectively; improving sector governance and financial 
efficiency, including the use of conditional cash transfers; and adopting innovative technology 
flanked by effective communication campaigns. 
 
39. The National Climate Change Policy of 2012 sets out the goal of achieving climate-resilient 
development in the country by mainstreaming climate change in the economically and socially 
vulnerable sectors of the country. More than 6% of Pakistan’s federal budget during FY2011–
FY2016 comprised climate change-related expenditures. As described in its Nationally 
Determined Contribution to the Paris Agreement under the United Nations Framework Convention 
on Climate Change, Pakistan intends to reduce its 2030 projected greenhouse gas emissions by 
up to 20%, subject to availability of international grants to meet the cumulative abatement costs 
of about $40 billion. The country’s adaptation needs are put at $7 billion–$14 billion per year. 
 
40. The government announced the National Water Policy in 2018 to tackle water stress. 47 
The policy takes a comprehensive approach to reducing water stress in the country by 
(i) improving water conservation and efficiency of water use; (ii) increasing water storage capacity; 
(iii) leveraging technology; (iii) integrating water resource management; and (iv) establishing a 
comprehensive regulatory framework.  
 
41. Pakistan endorsed the Sustainable Development Goals (SDGs) in 2015.48 On 16 February 
2016, the Parliament unanimously approved the SDGs as the national development agenda. The 
government also formed the Parliamentary SDG Secretariat based at the National Assembly and 
later a dedicated SDG Section in the federal Ministry of Planning, Development and Reform to 
monitor and coordinate efforts. The 2030 Agenda for Sustainable Development encourages each 
country to conduct country-led and country-driven regular and inclusive reviews of national and 
subnational progress. Voluntary national reviews form a fundamental part of the follow-up and 
review framework of the 2030 Agenda. Pakistan is one of 47 countries that presented its voluntary 
national review during the July 2019 session of the UN High-Level Political Forum on Sustainable 
Development. 

42. Public–private partnership. Given the growing infrastructure financing gap, partly owing 
to additional requirements for climate change adaptation and disaster risk mitigation, the 
government is strengthening its capacity and framework for managing public–private partnerships 
(PPPs) both federally and in the provinces to attract more private investments in infrastructure 
projects. Between 1990–2008, Pakistan initiated 52 PPP projects for a total investment of 
$13 billion. The bulk of these projects (39) and investments ($10 billion) was in the energy sector, 
although information and communication technology and ports also received significant 
investments. 49  Between 2010–2014, Pakistan closed 16 additional PPP projects for a total 
investment of $3.4 billion, and all but one of the projects in the energy sector. In 2017, PPP 
investment in Pakistan jumped to $5.9 billion, far above the 2016 level of $1.7 billion, putting 
Pakistan on the list of the world’s top five PPP investment destinations. One challenge is to 
achieve PPPs not only in the energy sector but also in other sectors like education and health.  

 
46 Government of Pakistan. 2018. National Education Policy Framework 2018. Islamabad.  
47 Government of Pakistan. 2018. National Water Policy. Islamabad.  
48 Pakistan National Initiative for Sustainable Development Goals.  
49 World Bank. 2018. Public Private Partnership in Infrastructure (PPI) Database. Washington, DC. 

https://www.sdgpakistan.pk/web/sdgs
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D. Implications for ADB Operations 
 
43. ADB will focus on a people-centered development strategy, with a significant emphasis 
on strengthening institutions and human capital development through interventions in the social 
sectors. This will help safeguard Pakistan's economic prospects and allow it to unleash its full 
economic potential. The new CPS will help provide quality health care and education systems to 
meet the skills needs of the 21st century. It will also strengthen social protection systems and 
service delivery by supporting the government’s flagship Ehsaas policy. It will back institutional 
reforms with capacity building so that the economy can benefit from efficiency gains. 
 
44. ADB will continue to support the government in building inclusiveness and sustainability 
through (i) export promotion; (ii) better fiscal management to tackle the reoccurring twin deficits 
and broaden the tax base; (iii) domestic savings mobilization; (iv) better domestic and regional 
economic connectivity and integration; (v) stronger technology uptake for productivity growth; 
(vi) development of reliable, affordable, and efficient energy systems to overcome the circular 
debt problem; and (vii) more effective management of water resources and irrigation. ADB will 
support private sector development and promote private sector operations and PPPs. To increase 
private sector involvement, the CPS will help (i) improve the legal and regulatory framework, 
develop financing mechanisms, and build the capacity of institutions for PPP; (ii) develop long-
term financing sources, including providing local and hard currency guarantees, loans, and equity 
to financial institutions; and (iii) increase access to finance for underserved segments such as 
women, SMEs, and rural residents. ADB will also plan to blend support for policy reforms and 
investments with knowledge products. 
 
45. Proposed strategic focus of ADB’s assistance during 2021–2025. ADB proposes to 
focus its sovereign and nonsovereign assistance to Pakistan during 2021–2025 on three areas, 
in line with the government’s approach and the operational priorities of ADB’s Strategy 2030. 
These include (i) improving economic management to restore stability and growth, including in 
the aftermath of the pandemic, and create fiscal space for public development expenditure; 
(ii) strengthening resilience through human capital development and social protection to enhance 
productivity and people’s well-being, including emergency support; and (iii) boosting 
competitiveness and private sector development to create jobs and expand economic 
opportunities. The proposed crosscutting themes are (i) gender equality and mainstreaming, 
(ii) climate change and disaster resilience, (iii) governance, and (iv) regional cooperation. 

 
46. ADB will retain some flexibility to respond to government and private-sector requests in 
other complementary areas with a potentially high impact, so as to promote access, productivity, 
sustainability, and resilience. The CPS 2021–2025 will incorporate integrated cross-sector and 
cross-thematic solutions. It will also support the reform of PSEs and increase private sector 
operations by attracting private investors and cofinanciers. Innovative and integrated solutions 
and knowledge products will be adopted ADB will continue working together with other 
development partners.  
 
 


