PAKISTAN

Table 1 2019
Population, million 204.7
GDP, current US$ billion 2782
GDP per capita, current US$ 13595
International poverty rate ($19) 4.0
Lower middle-income poverty rate ($3.2)° 35.1
Upper middle-income poverty rate ($5.5)° 75.6
Giniindex” 335
School enroliment, primary(%gross)b 943
Life expectancy at birth, yearsb 67.1

Source: WDI, M acro Poverty Outlook, and official data.
Notes:

(a) Most recent value (2015), 20 11 PPPs.

(b) Most recent WDI value (2018).

Pakistan’s economy has been severely
affected by measures taken to contain the
pandemic. Economic activity contracted
and poverty is expected to have risen in
FY?20, as monetary and fiscal policy
tightening, earlier in the year, was fol-
lowed by lockdowns. Growth is expected
to gradually recover but remain muted,
given heightened uncertainty and the
resumption of demand compression
measures. A possible resurgence of the
infection, widespread crop damage due to
locusts and heavy monsoon rains pose
major risks to the outlook.

Recent developments

Real GDP growth (at factor cost) is esti-
mated to have declined from 1.9 percent
in FY19 to -1.5 percent in FY20, the first
contraction in decades, reflecting the
effects of COVID-19 containment
measures that followed monetary and
fiscal tightening prior to the outbreak. To
curtail the spread of the infection, a partial
lockdown - that included restrictions on
air travel, inner-city public transport, reli-
gious/social gatherings and the closure of
all non-essential businesses and schools -
was imposed in March and gradually
eased from May 2020 onwards. This dis-
rupted domestic supply and demand, as
businesses were unable to operate and
consumers curbed spending, which spe-
cifically affected services and industry.
The services sector is estimated to have
contracted, by over 1 percent, while indus-
trial production is expected to have de-
clined even more, due to the high policy
rates prior to the pandemic and plunging
domestic and global demand thereafter.
The agriculture sector, partially insulated
from the effects of containment measures,
is estimated to have expanded modestly
over the year.

On the demand side, private consumption
is estimated to have contracted in FY20, as
households reduced consumption amid
the lockdown and dimmer employment
prospects. Similarly, with heightened un-
certainty, disrupted supply chains and a
global slowdown, investment is estimated
to have fallen drastically. Exports and

imports also shrank given weaknesses in
global trade and domestic demand. In
contrast, government consumption
growth rose, reflecting the rollout of the
fiscal stimulus package to cushion the
effects of the pandemic.

Despite weak activity, consumer price
inflation rose from an average of 6.8 per-
cent in FY19 to an average of 10.7 percent
in FY20, due to surging food inflation,
hikes in administered energy prices, and a
weaker rupee, which depreciated 13.8 per-
cent against the U.S. dollar in FY20. With
elevated inflationary pressures, the policy
rate was held at 13.25 percent from July
2019 to February 2020 but was subsequent-
ly lowered to 7.0 percent over the remain-
der of FY20, to support dwindling activity
and as inflationary expectations fell amid
the pandemic. The central bank also imple-
mented multiple measures to provide li-
quidity support to firms. At end-FY20, the
banking system remained well capitalized,
however upticks in non-performing loans
were beginning to erode capital buffers.
The current account deficit shrank from 4.8
percent of GDP in FY19 to 1.1 percent of
GDP in FY20, the narrowest since FY15,
driven mainly by import values falling
19.3 percent (Figure 1). Total export values
also contracted 7.5 percent due to weak
global demand. Despite the global down-
turn, workers’ remittances increased rela-
tive to FY19, underpinning a wider income
account surplus. Meanwhile, higher net
foreign direct investment, and multilateral
and bilateral disbursements, more than
offset a decline in portfolio flows, leading
to a larger financial account surplus. The
balance of payments consequently swung

FIGURE 1 Pakistan / Twin deficits and real GDP growth
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to a surplus of 2.0 percent of GDP in FY20,
and official foreign reserves increased to
US$13.7 billion at end-June 2020, equiva-
lent to 3.2 months of imports.

In FY20, the fiscal deficit narrowed to 8.1
percent of GDP from 9.0 percent in FY19.
Total revenues rose to 15.3 percent of GDP
due to higher non-tax revenue, as the cen-
tral bank and the telecommunication au-
thority repatriated large profits. Despite
reforms, tax revenues slipped to 11.6 per-
cent of GDP, with lower economic activity
and larger tax expenditures. Expenditures
rose mainly due to a fiscal stimulus pack-
age valued at around 2.9 percent of GDP,
while public debt, including guaranteed
debt, increased to 93.0 percent of GDP by
end-FY20 (Figure 2).

The economic contraction is likely to have
a significant impact on poverty. Lock-
down measures have severely affected
non-farm sectors that provide livelihoods
to the most vulnerable segments of the
population, particularly in urban areas.
With government estimates of pandemic
job losses at approximately 14 million,
poverty is expected to increase for the first
time in two decades. The pandemic is also
expected to exacerbate Pakistan’s human
capital challenges. The closure of educa-
tion institutes has impacted more than 50
million students, while access to essential
healthcare like prenatal/postnatal services
and immunization has been disrupted. All

these challenges disproportionately affect
poor and vulnerable groups, including
women and girls.

Outlook

While domestic economic activity is ex-
pected to recover, as lockdown measures
are lifted, with a gradual decline in active
COVID-19 cases, Pakistan’s near-term
economic prospects are subdued. Signifi-
cant uncertainty over the evolution of the
pandemic and availability of a vaccine,
demand compression measures to curb
imbalances, along with unfavorable exter-
nal conditions, all weigh on the outlook.
Economic growth is projected to remain
below potential, averaging 1.3 percent for
FY21-22. This baseline projection, which is
highly uncertain, is predicated on the ab-
sence of significant infection flare ups or
subsequent waves that would require
further widespread lockdowns.

The current account deficit is expected to
widen to an average of 1.5 percent of GDP
over FY21-22, with imports and exports
gradually picking up as domestic demand
and global conditions improve. The fiscal
deficit is projected to narrow to 7.4 percent
in FY22, with the resumption of fiscal con-
solidation and stronger revenues driven by
recovering economic activity and critical

structural reforms. Expenditures will re-
main substantial due to sizeable interest
payments, a rising salary and pension bill,
and absorption of energy SOE guaranteed
debt by the government.

Given anemic growth projections in the
near term, poverty is expected to worsen.
Vulnerable households rely heavily on
jobs in the services sector, and the project-
ed weak services growth is likely to be
insufficient to reverse the higher poverty
rates precipitated by the pandemic.

Risks and challenges

There are considerable downside risks to
the outlook with the most significant
being a possible resurgence of the infec-
tion, triggering a new wave of global
and/or domestic lockdowns and further
delaying the implementation of critical
structural reforms. Locust attacks and
heavy monsoon rains could lead to wide-
spread crop damage, food insecurity and
inflationary pressures, and livelihoods
for households dependent primarily on
agriculture could also be negatively im-
pacted. Finally, external financing risks
could be compounded by difficulties in
rolling-over bilateral debt from non-
traditional donors and tighter interna-
tional financing conditions.

TABLE 2 Pakistan / Macro poverty outlook indicators

(annual percent change unless indicated otherwise)

2016/17 2017/18 2018/19 2019/20e 2020/21f 2021/22f

Real GDP growth, at constant market prices 5.6 5.8 1.0 -1.5 0.5 2.0
Private Consumption 8.5 6.2 2.9 -1.1 1.5 2.4
Government Consumption 5.3 8.6 0.8 5.6 0.1 1.9
Gross Fixed Capital Investment 10.3 11.2 -12.8 -17.9 -6.9 1.2
Exports, Goods and Services -0.6 12.7 14.5 -8.6 -0.7 3.8
Imports, Goods and Services 21.2 17.6 4.3 -10.5 -0.7 4.3
Real GDP growth, at constant factor prices 5.2 5.5 1.9 -1.5 0.5 2.0
Agriculture 2.2 4.0 0.6 1.2 1.0 2.3
Industry 4.6 4.6 -2.3 -5.0 -2.4 1.7
Services 6.5 6.3 3.8 -1.3 1.2 2.1
Inflation (Consumer Price Index) 4.8 4.7 6.8 10.7 9.0 7.0
Current Account Balance (% of GDP) -4.0 -6.1 -4.8 -1.1 -1.5 -1.7
Net Foreign Direct Investment (% of GDP) 0.8 0.9 0.5 1.0 0.7 0.8
Fiscal Balance (% of GDP) -5.8 -6.4 -9.0 -8.1 -8.2 -7.4
Debt (% of GDP) 70.0 75.2 89.8 93.0 93.5 93.8
Primary Balance (% of GDP) -1.5 -2.1 -3.5 -1.8 -1.8 -1.3

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices.

Notes: e = estimate.f =forecast.
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