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Key Points

1.	 Signs of a struggling economy: high Fiscal and 
Current Account deficits, high inflation, foreign 
exchange crisis and rising public debt.

2.	 The underlining causes: loss-making state-owned 
enterprises, power sector crisis, ineffective 
governance, corruption etc.

3.	 Geo-political ambitions of Pakistan and it’s 
irresponsible policies towards neighbours: Support 
for terrorism and FATF grey-listing.

4.	 Way Forward: land Reforms, opening up markets, 
fixing the energy crisis, financial inclusion, tax 
reforms etc.

5.	 Overall reform in Pakistan’s domestic and 
foreign conduct, diverting limited resources for 
socio-economic development.

Stabilising Pakistan’s 
Economy: A 
Gruelling Exercise
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If one felt compelled to use an analogy to reflect 
on Pakistan’s Economy, then being equated 
with ‘a ship sinking slowly with a dozen 
cracks in its structure’ would drive the point 
home well. This does not mean that Pakistan’s 
economy would come crumbling down 
tomorrow. However, a truly poised economy 
seems like a challenge in the short to medium-
term. The economy is riddled with some 
persisting difficulties while some issues may 
be resolved as the economy stabilises in the 
medium-term as a result of the International 
Monetary Fund’s (IMF) structural adjustment 
programme and the stringent conditions 
under which Pakistan was bailed out for the 
13th time by the international body in 2019.

The challenges faced are plenty and call to be 
examined carefully. 

Twin Deficits
The country is plagued with two types of 
deficits right now, Fiscal Deficit and Current 
Account Deficit (CAD), the latter being 
mainly driven by the highly uncomfortable 
trade deficit. On the fiscal front, the 
Financial Year (FY) 2019 witnessed one of 
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Stabilising Pakistan’s Economy: ...
the most discouraging fiscal numbers in the history 
of Pakistan’s economy. The revenue growth was 
negligible and the fiscal deficit touched 8.9 per cent 
of the GDP during FY 2019 against a target of 4.9 per 
cent of Gross Domestic Product (GDP).1 One of the 
key factors fuelling this deficit has been the sluggish 
revenue growth with a tax to GDP ratio of just 11.6 
per cent against a target of 13.9 per cent during FY 
2019,2 an important factor indicating a government’s 
ability to collect revenue and rely less on borrowed 
money for public spending.

High Inflation
Another challenge faced by the country is high 
inflation rates. To fund the domestic component of 
this deficit, the government borrowed huge sums 
from the State Bank of Pakistan (SBP) which in turn 
resorted to printing more Pakistani rupees. The result 
was rising national general inflation rates reaching 
to 8.6 per cent in March 2019 which in a way are 
recovered funds from the masses via price rise. Apart 
from the inflation caused by immense monetisation of 
the economy, prices of electricity, gas and petroleum 
products were hiked as well to meet the revenue 
targets set by the IMF. To curb inflation, SBP resorted 
to standard monetary policies leading to interest rates 
rising to 13.25 per cent by July 2019, which remained 
unchanged as of January 28, 2020.3 As a result of these 
high interest rates, lending and private investment saw 
a drop along with stagnating consumption leading to a 
meagre growth rate of 3.3 per cent in FY 2019.4

Foreign Exchange Crisis
Another key economic factor in red, is the foreign 
exchange reserves which are needed to import goods 
and services from abroad and finance external debt 
and interest payments. The situation in 2018 got so bad 
that Pakistan had to turn to IMF to bail it out from a 
foreign exchange reserves crisis. This was mainly due 
to the rising oil prices in 2017-18 and higher imports 
from China for plant and machinery for various 
projects under the China-Pakistan Economic Corridor 
(CPEC). These two factors were supplemented by the 
fact that the country did not register any significant 
growth in its export earnings. The foreign exchange 
reserves with SBP dropped to around US$ 7 billion 

in mid FY 20195 and hovered around that figure till 
May-July 2019. It was important for the country to 
look for sources of foreign reserves in the short-term 
as the crisis worsened and it looked at other long-term 
options. Even with help from friendly countries like 
Saudi Arabia, UAE and China who made temporary 
deposits with SBP to stabilise the reserves, Pakistan 
had to turn to IMF to finance its imports and debt 
servicing to keep the economy afloat.

Power Sector in a Perennial Crisis
One of the major causes of a slow growing economy  
and especially stagnant exports has often been cited 
as the country’s floundering power sector.6 The 
power sector is plagued with a massive circular 
debt crisis, which is the cash flow shortfall incurred 
in the power sector from the non-payment of 
obligations by consumers, distribution companies 
and the government.7 Other reasons include lack of 
structural reforms to address the systemic flaws like 
old and inefficient transmission and distribution 
network, high subsidies and low recovery rates of 
consumer bills. According to the Asian Development 
Bank (ADB) report, Pakistan’s power sector is being 
dragged by a circular debt of more than US$ 10 billion. 
This has led to consistently high electricity prices in 
Pakistan which, coupled with high gas tariffs, has 
dented the competitiveness of Pakistan’s goods in key 
export markets especially in case of textiles where it is 
increasingly outpriced by its Bangladeshi, Vietnamese 
and Indian counterparts.

Booming Public Debt
Another important factor to be noted is the country’s 
increasing public debt. Ever since the present 
government came to power in 2018, the country’s total 
public debt has risen from 72.1 per cent of GDP in June 
2018 to 84.8 per cent of GDP in June 2019, meaning in 
nominal terms it increased from Pakistani Rupee (PKR) 
29.879 trillion to PKR 40.223 trillion.8 This is because 
the country is increasingly borrowing to meet its fiscal 
needs, however a lot of this increase can be accredited 
to the falling Pakistani rupee after the currency was 
devalued against the US dollar significantly during 
the bailout talks with the IMF in 2018. Though, it is 
important to point out that the Pakistani rupee was 
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already overvalued by up to 20 per cent.9 The necessary 
devaluation brought out the true state of the public 
debt in Pakistan.	

Loss Making State-owned Enterprises
Another big drag on the economy has been the state of 
affairs of the state-owned companies like the Pakistan 
Steel Mills and Pakistan International Airlines, 
incurring huge losses year after year and adding to the 
fiscal stress. For instance, the banks’ lending to these 
public enterprises stood at Rs. 329.7 billion during 
FY 2018-1910 and the total net losses of the state-
owned enterprises ballooned to Rs. 191.5 billion in 
FY 2016-17.11 Proposals concerning their privatisation 
and reform have gathered dust due to the politically 
sensitive nature of the matter as these enterprises 
usually employ large numbers of people.

The Fatal Flaws: Ineffective Governance, Corruption 
and Internal Political Dynamics
This clarity regarding the above stated deficiencies 
should better equip the government to deal with the 
matter at hand. However, that’s where the most critical 
flaw in Pakistan’s economy in particular and Pakistan 
in general comes to light. Successive governments 
in Pakistan have refused to undertake necessary  
structural reforms which are often accompanied 
by hardships for the populace. No government in 
Pakistan ever wants to upset the electorate to stabilise 
the economy with a long-term consistent action. This is 
mainly due to the thinking that, steps taken will yield 
positive outcomes but not before a few years have 
passed. It is feared that the sufferings of the common 
man in the stabilisation process would be completely 
used by the opposition, giving them wide support for 
the next elections.

Thus, the norm has been to stick to ‘debt-laden big-
ticket attention-grabbing projects’ to be portrayed 
as development, never mind the sustainability of 
those projects and the overall ‘rickety economy’. The 
present government isn’t proving to be an exception 
either. Left with little space to manoeuvre and under 
the constant vigilant eye of the IMF, it was hoped 
by some that the government will finally make the 
necessary amends. The PTI government did decide 

to broaden the tax base by incorporating measures 
like compulsory documentation, including personal 
identity of parties involved in transactions, especially 
of traders constantly engaging in financial activity 
outside the formal sphere. But it quickly backed down 
on its announcement once strikes were launched by the 
trader communities across the country and postponed 
its implementation. Formalisation of the economy 
remains a big challenge for the country to overcome to 
set itself on a more sustainable growth path. 

One must also look at the economic consequences of 
the national policies in matters of security and foreign 
policy and how such policies might have, in part, led to 
Pakistan’s current economic predicament. Pakistan’s 
staunch obsession with India, a never-ending desire 
for equality on the global stage and its miscalculations 
regarding the threat posed by its larger neighbour has 
taken a toll on the country’s economy. This behaviour 
is a result of the deep-rooted inferiority complex 
faced by not just those in power in Pakistan but the 
general population as well. Pakistan’s 2019-20 defence 
budget stood at PKR 1.15 trillion (US$ 7.6 billion) 
which was about 16 per cent of the government’s total 
expenditure and 3 per cent of GDP.12 Further, this 
figure does not include the PKR 327 billion13 amount 
to be paid as pensions, which is discreetly merged 
with the rest of the budget. This ‘dogged’ persistence 
in pursuing a military and power parity vis-à-vis India 
has burdened Pakistan’s economy and people with 
immense hardships. 

Not only that, the state made it an undeclared policy 
to support and fund terrorist organisations to achieve 
its foreign policy objectives in the region. This policy, 
however, has done Pakistan more harm than good. The 
country was put on a list of ‘countries with strategic 
deficiencies’, more commonly known as the grey list, 
by the Paris-based Financial Action Task Force (FATF) 
tasked with fighting terror funding. Even if Pakistan 
manages to avoid being blacklisted, the fact that it 
is under intense scrutiny for the same has serious 
potential implications for the country’s capital inflows 
as investors shy away from investing in a country 
which might face restrictive actions from international 
bodies. 
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Way Forward
In recent times, primarily owing to the stringent 
conditions of the IMF, some positive trends have been 
witnessed as in the case of Current Account Deficit 
(CAD). The CAD for the period July-September  
FY 2020 stood at US$1.492 billion as compared to  
US$ 4.287 billion for the same period in FY 2019, 
showing a fall of 65 per cent Quarter-on-Quarter 
(QoQ) according to the revised data from SBP.14 But 
upon closer examination it is clear that this decline 
has been primarily driven by a sharp drop in imports, 
rather than improved exports. 

The total exports for the July-September period in  
FY 2020 stood at US$ 7.249 billion, a miniscule increase 
of 1.24 per cent over the same period in FY 2019 when 
the figure was US$ 7.16 billion. On the other hand, total 
imports fell from US$ 16.68 billion in July-Sept FY 2019 
to US$ 13.426 billion in FY 2020 for the same period 
showing a decline of 19.2 per cent QoQ.15 The foreign 
exchange reserves situation too has improved where 
in December FY 2019 the total liquid forex reserves 
(i.e. net reserves SBP and other banks) were US$ 13.756 
billion and in December FY 2020 the reserves figure 
had risen to US$ 17.93 billion.16 Nevertheless, Pakistan 
has witnessed such positive trends in the past as well, 
being supported by an IMF programme; however it 
has not been able to maintain and improve upon those 
gains. Whether it will be different this time remains to 
be seen. 

Figure 1: Impact of Falling Total Imports and 
Stagnant Total Export on CAD in July-Sep 2020 

(figures in US$ billion)

Source: State Bank of Pakistan.

Some policy and reform suggestions that I think can 
help to set the stage for long-term future growth in 
Pakistan are briefly touched upon below.

Address the Energy Crisis
Pakistan was suffering from huge transmission and 
distribution losses of about 18.3 per cent in 2018.17 The 
old and inefficient transmission and distribution systems 
needs to be replaced by modern technologies and also 
must learn from the practices and experiences of countries 
that have dealt with similar problems in the past.

Opening Markets
Due to its persisting tensions with India, Pakistan 
keeps its doors closed to one of the most resource rich 
and vibrant economies of Asia, i.e. India. Breaking 
present economic barriers and moving ahead with 
economic cooperation while keeping the differences 
aside can provide Pakistan access to one of the biggest 
markets in the world.

Land Reforms
Land reforms are crucial to poverty alleviation and 
fostering growth at the lowest level of the socio-
economic ladder. While the country did bring in land 
reforms in three phases, i.e. 1959, 1972 and 1977, the 
Supreme Court judgement in 1990 declared many 
clauses of these regulations unconstitutional. So, at 
present the land reforms status stands at practically the 
1947 levels. The country is overdue for these essential 
reforms if it wants to fight poverty and achieve its 
Sustainable Development Goals by 2030.

Financial Inclusion
Only 23 per cent of the country’s adult population is 
formally banked, according to the data provided by 
the SBP.18 This limits the access to finance and financial 
services and exposes the most vulnerable to predatory 
lending practices. Micro, small and medium finance is 
particularly important for the low-income farmers and 
rural workers for investing in new technologies, small 
and medium enterprises which helps boost growth at 
the base level of the economy.

State-owned Enterprises (SOEs)
Reforming the organisational setup and functioning 
of SOEs is crucial since in Pakistan, much like in 
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many other developing countries, these happen to 
be loss-making. Privatisation, making management 
and structural changes to improve the efficiencies are 
most needed, especially for large-scale loss-making 
enterprises like the Pakistani Steel Mills, Pakistan 
Railways, and Pakistan International Airlines.

Tax Reforms
The most vital aspect of tax reforms is the 
restructuring of the Federal Bureau of Revenue (FBR), 
the body responsible for collecting taxes and duties, 
revising its functions as well as the legal framework 
within which it operates. Use of latest technologies, 
minimising human interactions between taxpayers 
and tax officials to curb corruption, centralisation of 
data, preparing a national tax directory to improve 

transparency, are some of the steps that can be taken 
to improve the functioning of FBR. Broadening the 
tax base to move from an indirect tax-driven economy 
which disproportionately impacts the poor and the 
lower middle income people to a balanced revenue 
collection with a healthy contribution from direct 
taxes. Agriculture tax on high-income farmers could 
also be considered to improve the tax to GDP ratio.

The best way forward for the country and thereby 
its economy would be to follow a ‘reformative 
approach’ in its domestic and foreign conduct, invest 
its limited national resources in ushering an era of 
socio-economic development for its people, instead of 
futile endeavours aimed at achieving dominance in the 
region, especially over India.
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