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 The new government’s election coincided with the beginning of the fiscal year providing it 
the opportunity to shape the fiscal budget according to assessed priorities.  

 The government actively took policy initiatives in the areas of security, energy, and the 
economy. These initiatives had the potential to form the basis for stabilization and revival of 
the economy. The economy has yet to respond to the above initiatives. 

 Economic Growth: GDP growth of five percent in first quarter of fiscal 2013-14 was 
encouraging compared to below three percent for the same period in the previous year. But 
this was short lived. With correction in second quarter, growth for the six months is 
expected to be four percent. The bases of growth are increase of six percent in industrial 
production in the first quarter with five percent in large-scale manufacturing. Also, private 
sector investment has increased with twenty six percent more machinery imports and 
quantum growth in private sector credit. This good picture is affected by low growth in 
export and major cuts in the PSDP. The latter’s loss in multiplier effect is a particular 
concern. Construction activity has plateaued, while the cotton crop is expected to not show 
any growth. 

 Between May and November, inflation rose sharply seen in both SPI and CPI. SPI increased 
by over fourteen percent and CPI by eleven percent. Food items have led inflation creating a 
heavy burden on the poor. Sources of inflation are increase in GST, higher power tariff, loss 
in the value of the Pak Rupee though massive borrowing of almost five hundred billion 
rupees by December 2013 was the main driver of inflation.  

 Public Finances: At two percent of GDP, fiscal deficit has improved by more than a half 
percentage point compared to the previous year. This healthy picture is marred by some 
concerns: SBP borrowing (printing of money) mostly has financed the deficit causing 
inflation and increase in tax revenues has been modest and below budget. Further, the 
increase in the contribution of indirect taxes is regressive with its effect on the poor. There is 

 
Review of Macro Economic Performance  

Executive Summary 
 

This IPR review finds mixed economic performance for the first six months of fiscal year 2013-14 with some 

movement on GDP growth and large scale manufacturing, but significant vulnerabilities in the areas of external 

finance and inflation. Economic outlook for the balance six months is also mixed at best with GDP growth of 

four percent or under, inflation at 9.5%, fiscal deficit within target of 5.5%, but very precarious forex levels. 
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some evidence of creative accounting to show lower deficit. Also, releases of funds for PSDP 
projects have been slow. 

 External finance is a grave issue: For the six months, current account deficit has grown by 
over one and a half billion dollars. A special concern is that the financial account, which is 
traditionally in surplus, was in deficit by over four hundred million dollars for the six 
months.  FDI and donor capital flows were negative during the period. Overall BoP deficit 
has trebled between December 2012 and 2013. Forex reserves have declined by 2.4 billion 
USD in the six months under review. That this should happen during a Fund programme 
indicates flaws in the agreement. The review finds the BoP position to be precarious with 
forex reserves equal to just three weeks’ imports. 

The outlook is conditioned by a vulnerable BoP position and uncertain foreign exchange 
reserves level. This could improve if all the expected inflows materialize including on account of 
CSF, the long outstanding balance from PTCL privatization, 3G telecom auction, higher program 
assistance by the World Bank and the ADB, and successful programme reviews by the IMF 
including waivers by its Executive Board to permit release of over one billion USD. In the 
unlikely scenario that all of the above inflows materialize, the reserve cover could equal two 
months imports at fiscal year-end. IPR projects forex reserve of between three and a half and 
seven billion dollars against the IMF estimate of nine and a half billion. The forecasts for 2013-
14 are as follows: 

 Growth: Positive factors for growth include greater export to EU because of special market 
access for Pakistan, and possibly increased business confidence from reduced violence from 
conflict resolution efforts on the Western borders and better law and order in Karachi. 
Negative factors arise from gas load shedding and increase in violence in the country. IPR 
forecasts a GDP growth of 3.5-4% against the IMF forecast of 3-4%. 

 Inflation: IPR’s forecast for the remaining six months is 9-9.5% compared to projections of 
10-11% and 10% by SBP and IMF respectively. World commodity prices are expected to be 
stable while gas price increase and rupee depreciation will exert pressure. 

 Fiscal Deficit: So far Pakistan is on track to remain within the target five and a half percent 
of GDP though fall in tax revenues, higher debt servicing, and re-emergence of circular 
debts pose potential risks.   

 

Because of external finance issues, Pakistan’s economy is on knife’s edge. 
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REVIEW OF MACRO ECONOMIC PERFORMANCE 

IN FIRST SIX MONTHS OF 

2013-14 

 

The first six months of 2013-14 have witnessed a flurry of activity and policy 

statements by the new Government of Pakistan Muslim League (Nawaz). These 

have included, first, the announcement of a New Energy Policy (see Box 1), second, 

visits by the Prime Minister to a number of countries, including China, USA, UK, etc., 

largely to promote investment in Pakistan, third, an All Parties Conference (APC) to 

arrive at a consensus on the terrorism issue (see Box 2), and, fourth, negotiations 

with the IMF on a loan facility. 

 

Earlier, soon after induction, the PML (N) government had presented its first Federal 

Budget for 2013-14 to the Parliament. This was an ambitious budget which 

contained the economic vision of the new Government. A large number of taxation 

proposals were put forward to generate additional revenues of almost Rs 200 billion. 

The federal PSDP was raised by 50 percent. Current expenditure was to be curtailed 

by reducing the tariff differential subsidy (TDS) to the power sector by a substantial 

enhancement in electricity tariffs. The pending problem of the large ‘circular debt’ 

was resolved on a priority basis by payments of Rs 480 billion. 

 

Therefore, in the first few months of its tenure the PML (N) moved on three critical 

fronts-security, energy and economy. The basis was potentially laid for the 

stabilization and subsequent revival of the economy. 

 

The objective of this review is to determine the performance of the economy in the 

first six months of 2013-14. The basic question is whether the economy is beginning 

to respond to the above mentioned initiatives by the government, although it is 

probably too early to come to any definitive conclusions. 

  



 3 
 

 

 

REVIEW OF MACRO ECONOMIC PERFORMANCE IN FIRST SIX MONTHS OF 2013-14 

 

BOX 1 
THE ENERGY POLICY 

The National Energy Policy, approved on July 2013, includes various strategic initiatives. In the 

short term more of the existing capacity would be brought online, all forms of theft be stopped, 

tariffs rationalized, performance contracts signed, and transparency ensured. In the medium term 

the low cost pipeline projects will be brought online, and there will be jump starting of coal and 

hydro projects. In the long term, large hydel projects are to be constructed to ensure that Pakistan 

moves towards cheap energy generation. 

The Federal Government has already retired the circular debt of Rs 480 billion and raised power 

tariffs by 30 to 35 percent. There has been an addition of 1700 MW soon after the payments to 

IPPs. 

In addition, the policy is giving top priority to changing the fuel-mix by switching over to coal-based 

power generation. Ten new power projects, with a cumulative production potential of 6,600 MW 

will be set up at Gadani. Similarly, four coal-based power plants will be set up by the Punjab 

government in collaboration with a Chinese company. 

The situation of load shedding in the current year has not been very different from corresponding 

months of the previous year. The 1700 MW addition after circular debt retirement has improved the 

situation to some extent. But in the winter season, the situation has deteriorated. Overall, it is 

estimated that electricity generation increased by 6 percent in the first six months of 2013-14. 

 
 

 

BOX 2 
INCIDENTS OF TERRORISM 

The overall number of terrorist attacks across Pakistan, in 2013, is 1717 with casualties of 2451 

and injuries to another 5438. There has been a 9 percent increase in the reported terrorists’ 

attacks when compared with 2012, while the number of people killed and injured in these attacks 

increased by 19 percent and 42 percent respectively.  

The incidence of terrorism is the lowest in Punjab, although, there has been an increase by 123 

percent. In Karachi acts of terrorism have gone up by 90 percent, in KPK by 9 percent and in 

Baluchistan by 3 percent.  Within Punjab, Lahore and Rawalpindi witnessed the highest number of 

attacks, with majority of the attacks sectarian in nature. The incidents of sectarian violence have 

increased after Shia-Sunni clashes in Rawalpindi during Ashura in November. 

 Out of the 390 reported terrorist attacks in Sindh, 356 were carried out in Karachi. Karachi was 

also the hub for ethno-political violence in 2013, with main focus on targeted killing. More than 30 

percent of the attacks in Sindh were on security forces, their check posts and vehicles.  

 KPK was the most volatile region of Pakistan in 2013. 95 percent of the attacks carried out in KPK 

were by the banned militant groups including TTP and associated groups. In addition to this FATA 

experienced cross border attacks and drone attacks. In Balochistan, Quetta remained the most 

affected area in the province. Frequent attacks on the Hazara Shia community and sporadic 

attacks by TTP hampered the security of this province. 



 4 
 

 

 

REVIEW OF MACRO ECONOMIC PERFORMANCE IN FIRST SIX MONTHS OF 2013-14 

 

1.1 GROWTH 

The first piece of good news was the announcement by the Finance Minister that the 

economy had attained a growth rate of 5 percent in the first quarter of 2013-14. This 

was in contrast to the growth rate of 2.9 percent in the first quarter of 2012-13.As 

shown in Table 1, there has apparently been an upsurge in the growth of industry 

and services. The latter, in particular, has witnessed a jump in growth rate from less 

than 3 percent to almost 6 percent. Large-scale manufacturing has performed well 

with a growth rate of over 5 percent in the first quarter of 2013-14. 

 

Table 1 
GDP Growth Rate in First Quarter 

(%) 

 
July –September 

2012-13 2013-14 

Agriculture 2.7 2.5 

Industry 3.1 5.2 

Services 2.9 5.7 

GDP 2.9 5.0 

Source : Pakistan Bureau of Statistics 

 

But a major caveat is in order here. Quarterly estimates of the GDP have been 

released by the Pakistan Bureau of Statistics (PBS) for the first time. The PBS1 has 

emphasized the ‘experimental’ nature of these estimates and the limited accuracy of 

the preliminary figures. Also, figures for the second quarter are yet to be released. 

 

There has been a visible improvement in the growth rate of large-scale 

manufacturing sector to over 6 percent in the first five months of 2013-14. This is still 

significantly higher than the growth rate of 2 percent achieved in the first five months 

of 2012-13. 

 

Big increases are observed during July to November in the production of fertilizers 

(33 percent), petroleum refining (10 percent), sugar (53 percent), electronics (19 

percent) and paper and board (20 percent). The increased output of fertilizers is 

                                                           
1
 As highlighted in the PBS note on Quarterly National Accounts of Pakistan. 
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attributable to enhanced supply of gas. Sugar cane crushing commenced early in 

November and, as such, the big jump in output is unrepresentative of the likely 

production trend. In fact, given the weight of 4 percent of sugar in the Index of Large-

Scale Manufacturing, this tends to overstate the overall growth by almost 2.5 percent 

percentage points. This alone brings down the growth of the large-scale 

manufacturing from over 6 percent to below 4 percent from July to November 2013. 

 

 

Turning to relatively slow growing industries, the list includes cotton yarn (2 percent), 

cotton cloth (1 percent), iron and steel (4 percent), cement (0 percent) and chemicals 

(3 percent). Declines have been observed in automobiles (-3 percent), 

pharmaceuticals (-1 percent) and cigarettes (-1 percent). The lack of significant 

revival of the textile industry is an indication that any reduction in power load 

shedding following the retirement of circular debt has not impacted favorably on this 

industry, which is the principal source of exports and employment. 

 

Other indicators which point to some recovery in GDP growth in the first six months 

are, first, revival in private investment as demonstrated by a big jump in imports of 

machinery of 26 percent and a quantum increase in credit to the private sector by 

scheduled banks, albeit from a low base. Second, there is the likelihood of a bumper 

FIGURE 1 

GROWTH RATE OF LARGE-SCALE MANUFACTURING 

(%) 
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crop of sugarcane, with increase of up to 10 percent2. Third, the government claims 

that electricity generation has increased by 1700MW, immediately following the 

retirement of circular debt, but there are doubts as to whether this increase been 

sustained over the next few months3. 

 

Indicators which cast a doubt about a major improvement in the GDP growth rate in 

the first six months of 2013-14 include, first, exports have grown by only 3 percent. 

Second, there has been a release of only 20 percent of the Federal PSDP by end-

December 2014. These expenditures have a large ‘fiscal multiplier’ effect on the 

GDP. Third, there is evidence of lack of growth in construction activity. Cement sales 

in the domestic market have been stagnant. Fourth, and importantly, the cotton crop 

is expected to show little growth.4 

 

Overall, it is unlikely that the GDP growth rate of 5 percent has been sustained 

throughout the first six months of 2013-14. IPR is of the view that the growth rate is 

more likely to have been in the range of 3.5 to 4 percent. 

 

1.2. INFLATION 

The monthly rate of inflation, on a year-to-year basis, is given in table 2, from May to 

December 2013. The sensitive price index (SPI) jumped sharply from only 3.8 

percent to a peak rate of 14.6 percent in November 2013. It has since fallen to 12.1 

percent in December 2013. This upsurge in prices, especially in food items, is likely 

to have imposed a heavy burden on low income households. 

 

There has been a spike, in particular, in prices of vegetables. In November, the price 

of tomatoes was 216 percent more than in the corresponding month of the previous 

year. Similarly, the price of potatoes and onions was higher by 117 percent and 73 

percent respectively. This unprecedented upsurge in vegetable prices is attributable 

                                                           
2
 As estimated by SUPARCO. 

3
 According to the News of 18

th
 February 2014, this is based on NEPRA estimates, electricity generation by less 

than 6 percent in the first six months of 2013-14, entirely by input of furnace Oil. This implies that the increase 
was about half reported by the Government of 1700MW. 
4
 Based on cotton (phutti) arrivals. 
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to a big shortfall in production, decline in imports from India and price gouging 

behavior by retailers. 

 

TABLE 2 
MONTHLY RATE OF INFLATION 

First Six Months of 2013-14 
(%) 

(Year to Year) 

 
SPI* CPI 

‘Trimmed 
Inflation’ 

May 2013 3.8 5.1 6.7 

June 2013 4.6 5.9 6.8 

July 2013 9.1 8.3 7.8 

August 2013 9.0 8.5 7.9 

September 2013 7.9 7.4 7.6 

October 2013 10.9 9.1 9.0 

November 2013 14.6 10.9 9.2 

December 2013 12.1 9.2 8.7 

Average Rate of Inflation, 
1st Half of 2013-2014 

10.6 8.9 8.4 

*Mostly of food prices- ‘Kitchen’ items 

Source: PBS, SBP 

 

The rate of inflation in consumer price index (CPI) shows a similar pattern. It rose 

from 5.1 percent in May 2013 to a peak of 10.9 percent in November, and has since 

fallen to 9.2 percent in December. As opposed to this, the ‘trimmed’ rate5 of inflation 

has experienced a less dramatic increase of 2.1 percentage points between May and 

November 2013. 

 

Why has the rate of inflation risen so sharply after the induction of the new 

Government? Part of explanation is that in 2012-13 there was, first, minimal resort to 

printing of money by the SBP, second, increases in power and gas tariffs had been 

deferred in the lead up to the elections and, third, international prices of commodities 

have been falling. Consequently, the inflation rate was down to only 5 percent by 

May 2013. 

                                                           
5
  ‘trimmed’ rate of inflation is a measure of the ‘ core inflation ‘ which focuses on a relatively stable 

component of inflation, by exclusion of some food and non-food items which show volatility in prices. 
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The subsequent upsurge is attributable to a number of factors. First, the Budget of 

2013-14, presented on the 12th of June, increased the standard rate of the General 

Sales tax (GST) from 16 percent to 17 percent and imposed an additional 2 percent 

on some consumer items. Second, the month of August saw a big jump in power 

tariffs on industrial, commercial and bulk consumers of 35 percent on average. Third, 

the currency depreciated sharply by almost 12 percent between May and November 

2013. Fourth, there was massive resort to borrowing from the SBP of almost Rs500 

billion by end of December 2013. 

 

The perceptible fall in rate of inflation in December is due, first, to reactivation of 

price controls in markets, especially in Punjab, which has stabilized vegetable prices, 

second, nominal appreciation in the value of the rupee and, third, a conscious effort 

by the Government to avoid increases in administered prices, for example, of 

petroleum products. 

 

As of December 2013, items which have experienced high double-digit inflation are 

wheat flour (27 percent), potatoes (49 percent), onions (78 percent), tomatoes (78 

percent) and electricity (16 percent). Relative price stability has been observed in the 

case of meat (5 percent), milk fresh (6 percent), chicken (7 percent), eggs (4 

percent), vegetables ghee (2 percent), fruits (3 percent), fresh vegetables (0 

percent), sugar (2 percent), drugs and medicines (3 percent). 

 

The average rate of increase in the CPI in the first six months of 2013-14 is 8.9 

percent. This is already higher than the rate of inflation projected by the Government 

of 8 percent in 2013-14. 

 

1.3. PUBLIC FINANCES 

Considerable stabilization has been achieved by the government on the fiscal front. 

During the first quarter, the consolidated (Federal +Provincial) deficit has been 

restricted to Rs 287 billion, equivalent to 1.1 percent of the GDP. While the Federal 

deficit was 1.4 percent of the GDP, the four Provincial governments combined were 

able to generate a cash surplus of 0.3 percent of the GDP. 
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The recently released figures by the Ministry of Finance for the first six months (see 

Table 3) indicate that the Federal and Provincial governments combined have been 

able to restrict the consolidated fiscal deficit to Rs 540 billion, equivalent to 2.1 

percent of the GDP. This is a significant improvement over the deficit of 2.7 percent 

of the GDP in the corresponding period of last year. 

 

TABLE 3 
PUBLIC FINANCES* IN FIRST HALF OF 2013-14 

Rs in Billion 

      July to December 

  
2012-13 2013-14 

Growth 
Rate (%) 

Total Revenue 1462 1685 15.3 

Tax Revenue 1012 1172 15.8 

Federal 942 1084 15.0 

Provincial 71 88 23.9 

Non-Tax Revenue 449 513 14.3 

Federal 415 487 17.3 

Provincial 34 25 -26.4 

Total Expenditure 2086 2225 6.7 

Current Expenditure 1808  1887  4.3 

Interest Payments 553 598 8.1 

Defense 257 295 14.8 

Development Exp. and Net Lending 278 326 17.7 

Budget Deficit 624 540 -13.5 

External Financing -1 -43   

Domestic Financing 625 583 -6.7 

Bank 558 483 -13.4 

Non-Bank 68 100 47 

Source: Fiscal Operations, Ministry of Finance 

 *Federal and Provincial Governments combined 

 

The overall growth rate of revenue is over 15 percent as compared to an increase in 

expenditures of less than 7 percent. Current expenditure growth has been only 4 

percent. At the Federal level, the 30 percent cut in non- salary expenditure is 

beginning to have a restraining effect. However, there is evidence of some 

underreporting of expenditure. For example, the annual budget for superannuation 
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allowances and pensions was fixed at Rs 171 billion, but only Rs 38 billion has been 

paid out. Also, while the divisible pool of revenues has increased by almost 17 

percent the growth in transfers to Provinces is 9 percent. This has artificially inflated 

the net revenue receipts of the Federal government. 

 

The worrying aspect is the sharp cut back in PSDP/ADP releases. The Federal 

government has released only 22 percent of the funds in the first six months against 

a PSDP of RS 540 billion for the year. In the case of Provincial governments, the 

ADP related expenditures in the first quarter are even below those in the 

corresponding period of 2012-2013 by 24 percent. 

 

The other area of major concern is not the size of the overall fiscal deficit in the first 

six months of 2013-14 but on how it has been financed. Out of the total financing 

requirement of Rs 540billion, almost 95 percent has been met by borrowings from 

the SBP, which tantamounts to the printing of money. In effect, the Government has 

adopted the policy of financing the fiscal deficit through higher inflation (see previous 

section). This also has a favorable side effect on public finances. It leads to larger 

revenue from State Bank profits. In the first six months, for example, these were 

budgeted at Rs 100 billion, but the amount actually realised was Rs 145 billion. It 

needs to be recognized that financing through inflation is effectively a ‘disguised tax’ 

on the people. 

 

Other sources of financing have, more or less, dried up. External borrowings have 

been negative, indicating that the gross inflow has been even less than the 

amortization. Non-bank borrowing did make some contribution, but there was a net 

outflow of Rs 23 billion in December from National Savings Schemes. This was due 

to low real rates of return. In January, the returns on these schemes have been 

revised upwards6. It remains to be seen what the response will be. 

 

There has actually been some retirement of debt with the scheduled banks. The 

consequential absence of any  ‘ crowding out ‘ has had the favorable effect of a 

sizable expansion of credit to the private sector, supported by a policy of the Central 

                                                           
6
 By 0.6 to 0.7 percentage points. 
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Bank to limit the increase in the policy rate. However, the issue is how long can such 

a policy be sustained. Pakistan has violated the performance criteria on the ceiling of 

borrowing from the SBP in the second IMF review. In subsequent weeks, borrowing 

will have to be shifted to the commercial banks or other sources and this will 

probably necessitate a significant increase in interest rates to raise the appetite for 

government paper. 

 

 

A more in-depth analysis of FBR revenue by tax in Table 4 reveals a wide variation 

in growth rates. Despite expansion in the network, enhancement of advance tax 

rates and more intensive efforts at catching tax evasion, direct tax revenue has 

shown a modest growth of 15 percent only in relation to the target growth rate for the 

year of 33 percent. If the non-agricultural GDP growth rate was close to 5 percent 

and with inflation at 9 percent, the minimum growth rate in direct tax revenue ought 

to have been 14 percent in the first six months plus the revenue from the taxation 

proposals of over Rs 60 billion. There is need for the Inland Revenue Service (IRS) 

of FBR to investigate the reasons for the poor performance of direct taxes in the first 

six months of 2013-14 and take corrective actions thereof. 

  

FIGURE 2 

NEW BORROWINGS FROM STATE BANK OF PAKISTAN 

(Cumulative) in Billion Rs 

 
Source: 
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TABLE 4 

PERFORMANCE OF FBR REVENUES 

(Rs In Billion) 

July to December 

  
2012-13 2013-14 

Growth Rate 
(%) 

Total FBR Revenue 883 1031 16.8 

Direct Taxes 331 382 15.4 

Sales Tax 392 482 23.0 

Customs Duty 108 110 1.9 

Excise Duty 52 58 11.5 

Source: MOF 

 

In fact, almost two thirds of the increase in FBR revenue from July to December has 

come from indirect taxes. The GST has shown some buoyancy with a growth rate of 

23 percent, due primarily to the hike in the tax rate. The increasing dependence on 

indirect taxes implies that the tax burden is becoming more regressive. Taxing the 

rich and powerful remains  elusive . 

 

There is some indication of ‘creative accounting’ in non-tax revenues. The mark-up 

income from public sector enterprises is shown as Rs 58billion in the first six months, 

when the annual income was budgeted at Rs 24 billion. Foreign grants of Rs 32 

billion have been shown for the first time. Revenues from the gas development 

surcharge have apparently increased by as much as 262 percent. 

 

1.4. BALANCE OF PAYMENTS 

The Achilles heel of the economy remains the external balance of payments 

position. In the first six months, there has been a big increase in the current account 

deficit of over $1500 million, in relation to the corresponding period of 2012-13, as shown 

in Table 5.  
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Export growth has been only 3 percent, much below the projected growth of 9 

percent in the Fund program (see Table 6). This is due not only to the global 

recession and slow growth in world trade but also because of severe supply- side 

constraints within the national economy arising from the power load shedding and 

shortage of gas for industry. Exports of the textile group of products, with a share of 

52 percent in total exports, have shown a growth of 8 percent in the first six months, 

while exports of rice have demonstrated a relatively big increase of 18 percent.  

 

TABLE 5 

BALANCE OF PAYMENTS 

First Six Months 

($ million) 

 

July to December 
Difference 

2012-13 2013-14 

Current Account Deficit/Surplus -83 -1589 -1506 

Capital  Account Deficit/Surplus 98 135 37 

Financial Account Deficit/Surplus -648 -408 240 

Overall Balance of Payments -633 -1862 -1229 

Use of Fund Credit -1164 -518 646 

Change in Foreign Exchange 
Reserves 

-1797 -2380 -583 

Level of FE Reserves 8987 3478 -5509 

Import Cover (months) 2.0 0.8 -1.2 

Source: SBP 

FIGURE 3 

GROWTH RATE OF EXPORTS 

(%) 
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But while traditional exports have performed well, Pakistan has lost ground in its 

emerging exports. Other food exports have fallen by 32 percent. Similarly, exports of 

pharmaceutical products, chemicals, engineering goods and cement have declined 

by 9 to 11 percent. This indicates that Pakistan’s exports are becoming less 

diversified, making them more vulnerable to fluctuations in the world economy. 

 

 

Imports have shown, more or less, the same growth as exports, of 4 percent. 

Petroleum group imports have increased by 5 percent in the presence of somewhat 

lower price and higher volumes.  A positive sign, as highlighted earlier, is the 

upsurge in machinery imports of 26 percent. But a significant part of this increase, 

over 44 percent, is in the telecom sector. Imports of the textile group are down by 8 

percent. 

 

Contrary perhaps to expectations, exports to the EU have done well despite 

recession in most of the member countries. The overall growth rate is 14 percent.  

The individual growth rates of exports are the UK (9 percent), Italy (20 percent), 

Spain (13 percent), France (12 percent), Germany (15 percent) and Holland (14 

percent).As opposed to this, growth of exports to the largest market, the USA, has 

been 2 percent only. It is possible that exporters to EU have brought back some of 

their export earnings retained in these countries. 

TABLE 6 

CURRENT ACCOUNT OF BOP 

In First Six Month 

($ million) 

 

July to December Growth Rate 

(%) 2012-13 2013-14 

Current Account Deficit* -83 -1589  

Exports fob 12149 12542 3 

Imports fob 20105 20896 4 

Trade Deficit -7956 -8354 5 

Services Deficit/Surplus 10 -1384  

Income Deficit -1719 -1965 14 

Current Transfers (Net) 9582 10113 6 

Worker’s Remittances 7117 7790 9 

Source: SBP 
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Exports to many emerging and regional markets have not done well. Exports to 

Afghanistan, Sri Lanka, UAE and Turkey have fallen significantly. However, exports 

to India, Bangladesh and China have performed well, with growth rates of 27 

percent, 14 percent and 9 percent respectively.  

The silver lining has been provided by home remittances which have exceeded 

expectations and reached $7.8 billion in the first six months , with a growth rate 

above 9 percent.  This flow has financed 80 percent of the trade deficit in goods and 

services. All major sources of remittances have shown growth, ranging from 7 

percent from the United Arab Emirates to 13 percent from the UK. 

FIGURE 4 

GROWTH RATE OF IMPORTS 

(%) 

 

FIGURE 5 

QUARTERLY NET IMF FLOWS 
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Turning to the financial account ( inclusive of errors and omissions) of the balance of 

payments, a matter of concern is that this account is also in deficit (see Table 7). 

Historically, it used to be in surplus and finance the current account deficits as well 

contribute to a buildup of foreign exchange reserves. But it has turned negative in 

the last two years. The deficit on this account was recorded at $ 408 million in the 

first six months of 2013-14. 

 

 

The consequence is that the overall balance of payments deficit has almost trebled 

from $633 million in July-December 2012 to $1862 million in July-December 2013. 

Along with a net repayment to IMF of $518 million, this has implied a substantial 

level of depletion of foreign exchange reserves of $ 2380 million in the first six 

months of 2013-14.By end December 2013, the import cover of reserves of $3.4 

billion had fallen to only 3 weeks as compared to two months at the end of 

December 2012. 

 

The tragedy is that Pakistan’s foreign exchange position continues to deteriorate 

even in the presence of a Fund program, which was expected to contribute to 

stabilization of the balance of payments (See Box 3). This can be attributed to the 

back loading of releases under the EFF. Given the difficult prior actions that Pakistan 

undertook to access the IMF program, the first tranche should have been at least $2 

billion as compared to $550 million. 

TABLE 7 

FINANCIAL ACCOUNT OF BOP 

In First Six Month 

($ million) 

 

July to December Growth Rate 

(%) 2012-13 2013-14 

Financial Account Deficit/Surplus -562 -16  

FDI (net) 521 329 -37 

FPI (net) 104 57 -45 

Foreign Assistance (net) 329 -366  

Others -1516 -36  

Errors and Omissions -84 -329  

Source: SBP 
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The fact that investors have not 

regained their confidence in 

Pakistan’s economy is amply 

demonstrated by the sharp fall in 

foreign investment. Net FDI has 

fallen by as much as 37 percent 

while the decline in portfolio 

investment is 45 percent (See Table 

8). The latter decline is very 

FIGURE 6 

QUARTERLY FINANCIAL ACCOUNT DEFICIT/SURPLUS 

 

FIGURE 7 

GROWTH RATE OF REMITTANCES 

(%) 

 

TABLE 8 
NET CAPITAL OUTFLOW  

In First Six Months 

PRIVATE 

 
2012-13 2013-14 

FDI 521 329 

FPI 104 57 

Repatriation  of 
Income 

-1346 -1554 

Net Inflow (+)/ 
Outflow (-) 

-721 -1168 

Source : SBP 
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disappointing in that this has happened at a time when the stock market in Pakistan 

is booming.  

 

As far as donors are concerned, 

despite the comfort that should 

have been provided by the 

presence of the Fund program, the 

gross inflow of assistance has fallen 

by 13 percent (see Table 9). In the 

first six months of 2013-14 the 

inflow is only 23 percent of the flow 

targeted by the Government for the 

year. Net of amortization, the inflow 

is a negative $366 million. 

 

Overall, the balance of payments position of Pakistan is increasingly precarious. 

Slowly, but inexorably, Pakistan is moving to a position where it may not be able to 

honor its external payment obligations. This has been reflected in rapid depreciation 

of the rupee up to end of November. Thereafter, efforts have been to artificially 

stabilize the value of the rupee by various coercive measures and market 

interventions. Also, the market expectation is that the Government will be able to 

raise foreign exchange reserves (inclusive of money in foreign currency accounts) to 

$10 billion by end of March 2014. This will require a major reversal of trends and 

lumpy inflows in the next six weeks.  

  

TABLE 9 
NET CAPITAL OUTFLOW  

In First Six Months 

DONORS 

 
2012-13 2013-14 

Inflow 1406 1220 

Outflow 1704 2305 

Repayment 1077 1586 

Interest Payments 627 719 

Net Inflow (+)/ 
Outflow (-) 

-298 -1085 

Source : SBP 
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BOX 3 
THE IMF PROGRAM 

The new loan was negotiated with the IMF in July 2013 as part of the Extended Fund Facility 

(EFF). This facility focuses more on structural reforms and has better repayment terms than the 

Standby Loan contracted in 2008. Under the EFF, Pakistan has been given access over a three 

year period to 425 percent of its SDR quota with the Fund, equivalent to $6.6 billion. There were 

five tough actions that had to be taken before the facility became operative, including a heavy dose 

of taxation in the Budget of 2013-14, commitment for a hike in power and gas tariffs and a big cut 

in development expenditure. 

The initial release in September was $544million. It is envisaged that releases will be made in 

quarterly installments following a successful review each time. There are five performance criteria 

and eleven structural benchmarks in the original letter of intent signed by the Government of 

Pakistan. Nine of the eleven structural benchmarks are to be met by June 2014. Therefore, while 

the actions are front loaded, the releases are more back loaded.  

The basic strategy in the Program is ‘Stabilize first; Revive Later’. As such, ambitious targets have 

been set, as follows:  

i. Raise foreign exchange reserves from $6 billion at the start of 2013-14 to $9.4 billion by 

the end of the year.  

ii. Reduce the fiscal deficit from 8 percent of the GDP last year to 5.8percent of the GDP in 

2013-14.  

For stabilization of the balance of payments the principal instrument proposed is depreciation of 

the rupee, such that the REER falls by 8 percent by end – Jun 2014. Interest rates are expected to 

rise in line with any increase in the rate if inflation.  

On the fiscal side, the Budget of 2013-14 incorporates taxation proposals to increase revenues by 

almost Rs200 billion. This includes a hike in the GST standard rate (16 to 17 percent), levy of new 

withholding income taxes and enhancement in the direct tax rates. In addition, power tariffs have 

been enhanced for industrial and commercial consumers by 35 percent on the average in order to 

reduce the tariff differential subsidy to the power sector. More recently, power tariffs have also 

been raised for domestic consumers by about 30 percent, except for life-line consumption of up to 

200 kwh per month. 

Five months have elapsed since the signing of the agreement and two reviews have been 

completed. The performance of the economy under the aegis of the Program has been mixed. At 

the end of the first quarter of 2013-14, there has been a shortfall in achievement of the foreign 

exchange reserves target by over $1 billion. Exports have not grown as fast as anticipated and 

foreign direct investment (FDI) has declined sharply. Inflows from donors have been substantially 

lower than expected. By the end of December, foreign exchange reserves have fallen further to 

only $3.4 billion (less than one month cover) as compared to the original IMF projection of $5.3 

billion.  

In the first review, the Fund Staff determined that one of the performance criteria related to the net 

international reserves (NIR) has not been met. A waiver was granted by the Executive Board and 

Pakistan received the second installment in September. The second review took place in February 

in Dubai. Here again, Pakistan has failed to meet two performance criteria relating to the level of 

borrowing from SBP and the level of swap/forward operations of the Central Bank. The third 

release of funds depends upon waivers to be granted by the Executive Board, which will meet in 

end- March. 
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FIGURE 8 

QUARTERLY BALANCE OF PAYMENTS DEFICIT 

($ million) 

 

FIGURE 9 

MONTHLY CHANGE IN FE RESERVES 

2013-14 

($ million) 
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ECONOMIC OUTLOOK FOR 

2013-14 
 

 

The economic outlook for the full year of 2013-14 is clearly conditioned by the 

prospects for the BOP and the level of foreign exchange reserves. An upside 

scenario is that all major inflows anticipated will materialize, including the following: 

(i) Coalition Support Fund (CSF) reimbursement of $900 million 

(ii) Privatization receipts of $ 800 million of PTCL 

(iii) Receipts from 3-G Auction of $ 1200 million 

(iv) Successful  completion of reviews and waivers by the Executive Board 

of the IMF in late March and June, leading to release of 1100 million 

(v) Higher program assistance by the World Bank, ADB, etc., of over $ 

1000 million. 

 
In this scenario, foreign exchange reserves could rise to a level adequate to provide 

up to two months cover. In this favorable scenario, the outcome of the key 

macroeconomic variables in 2013-14 is given below (see Table 10).  

 

2.1. GROWTH  

The growth rate could approach 3.5-4 percent in 2013-14, more or less, in line with 

the growth rate achieved in 2012-13. This is somewhat higher than the growth rate 

projected by the IMF of 3.1 percent (revised upwards recently from 2.8 percent) and 

in the higher part of the range of projection by SBP of 3 to 4 percent (see Table 10). 

 

Positive factors which could contribute to growth include, first, the likelihood of an 

upsurge of exports to the EU following the granting of GSP+(see Box 4), second, a 

big boost to confidence if talks with the Taliban succeed and, third, further 

improvement in the law and order situation in Karachi. 

 

As opposed to this, there could be a negative impact of gas load shedding, 

especially in Punjab during the winter months. If, following failure of talks with the 

Taliban and commencement of military operations, there are large-scale terrorist 

attacks then the economy could be severely disrupted. 
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TABLE 10 
SUMMARY OF PROJECTIONS FOR 2013-14 

Indicators Unit GOP IMF SBP IPR 

GDP Growth % 4.4 3.1 3.0-4.0 3.5-4.0 

Rate of Inflation 
(CPI , Average) 

% 8 10.0 10.5-11.5 9.0-9.5 

Fiscal Deficit % of GDP 6.3 5.8 6.0-7.0 6.5-7.0 

Current Account Deficit in 
BOP 

% of  
GDP 

1.1 1.0 1.0-1.8 1.2-1.5 

Foreign Exchange 
Reserves 

$ billion 5.5 9.4 n.a 2.5-5.0 

n.a = not available 

Sources: MOF, SBP, IMF  

 

 

BOX 4 
GSP+ 

From first of January 2014, Pakistan became a beneficiary of GSP+ (Generalized System of 

Preferences), a scheme of European Union (EU) which allows duty free (or at preferential duty) 

access to a certain designated developing country.  

Under this scheme, Pakistan can now export some 6,000 tariff lines including textiles and clothing, 

free of duty to the European Union’s 27 member countries. The commodities that have highest 

potential for increased exportation, because of this scheme, are fruit juices, prepared or preserved 

vegetables and fruits, woven and knitted garments, bed linen, carpets, fabrics, gloves, and 

confectionary. 

According to an International Trade Commission (ITC) report, gains from increased exports are 

estimated at around USD $580 million (approximately USD $280 million in textiles, USD $97 

million in leather articles, and USD $203 million for all other products). This estimate by the ITC is 

modest compared with others that have projected gains in the range of USD $1-2 billion.  

However, these are some downsides of GSP+ concessions. Firstly, it can be withdrawn if the EU 

is not satisfied with the implementation of any of the conditions for which it was granted. It is unlike 

the concessions which Turkey, Mexico and many other countries have under FTAs, or the 

concessions Bangladesh, Nepal, and Afghanistan have because of their LDC status. Secondly, 

Pakistan’s export basket, which is already quite restricted, may become even more so as many 

exporters would like to benefit from duty concessions and focus on those items on which the EU 

has given a bigger reduction. Thirdly, imports of EU member countries have fallen, especially of 

textiles. Pakistan will be competing in a tight market. 
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2.2. INFLATION 

The IMF has recently raised its inflation rate expectation for 2013-14 from an 

average of 7.9 percent to 10 percent. Similarly, the SBP has projected double-digit 

inflation between 10 percent to 11 percent. If international commodity prices fall, 

especially of oil, and wheat prices remain stable following no change in wheat 

procurement price (at Rs. 1200 per 40 Kgs) then we expect that the rate of inflation 

will be lower, ranging from 9 percent to 9.5 percent. However, gas prices are likely to 

be raised significantly, borrowings from SBP could remain at high levels and the 

rupee may depreciate faster. These factors could exert pressure on the rate of 

inflation. 

2.3. FISCAL DEFICIT 

The Government has done a good job up to now of controlling the fiscal deficit and is 

on track to achieve the deficit target of 5.5 percent of the GDP for 2013-14 in the 

Fund Program. But there are a number of risk factors. 

First, there could be a short fall in FBR revenues of almost Rs 200 billion in relation 

to the budgetary target of Rs 2475 billion. Second, there could be higher debt 

servicing costs if interest rates rise. Third, due to re-emergence of circular debt, the 

Government may be compelled to make larger subventions to the power sector. The 

SBP expects the fiscal deficit to range from 6 percent to 7 percent of GDP in 2013-

14. We concur with this projection. 

 

2.4. BALANCE OF PAYMENTS 

As highlighted above, the balance of payments is subject to a considerable degree of 

uncertainty. The SBP projects a current account deficit of 1.0 to 1.8 percent of the 

GDP. At IPR, we project a smaller range from 1.2 percent to 1.5 percent of the GDP. 

The greatest uncertainty in of projections is of the level of foreign exchange 

reserves. The IMF projects the level at $9.4 billion by end-June 2014. Depending 

upon whether some or all of the above mentioned capital inflows materialize or not, 

we project the reserves at between $2.5 to $5.0 billion. Overall, it is likely that no 

Government macroeconomic target for 2013-14 will be achieved. 
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In conclusion, Pakistan is poised on the ‘knife edge’. It could move into a financial 

crisis, even in the presence of a Fund program, given the currently low level of 

foreign exchange reserves. Alternatively, as visualized by the Finance Minister, 

reserves could rise rapidly in the remaining months of 2013-14. If this happens, then 

stabilization would largely have been achieved and the Government could push 

aggressively for economic revival in 2014-15.  
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