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Pakistan’s fiscal challenges and budget FY25

The budget of FY25 is the first budget of the government formed after 
the general elections. The target for economic growth and deficit is set out 
as 3.6 per cent of GDP, aiming to maintain the fiscal deficit at 5.9pc of GDP.

The major challenges are debt servicing, defence expenditure and 
deficit. Others include economic slowdown, inflationary pressures, 
losses of state-owned enterprises (SOE), capacity payments, and circu-
lar debt. Under all these pressures a short IMF standby agreement July 
2023 to April 2024 has been completed this year, focussed on avoiding 
default and bringing sustainability. After this budget, the government 
is likely to finalise an EFF with IMF.

Despite many reforms and interventions, the real tax effort of the FBR 
has not improved significantly. The tax target for FY25 seems over-ambi-
tiously high at PKR 12.97 trillion (10.45pc of GDP). The target for non-tax 
revenue has been set as PKR 4.85 trillion, which is 64pc higher than the 
revised estimate of FY24. 

Given this context, for FY25 budget a debt and deficit driven fiscal 
equation might not have fiscal viability, but the situation will remain 
unchanged until a decent tax-to-GDP benefit taxation with fair tax inci-
dence and equitable public spending system is in place.

Future landscape of the economy

Pakistan’s economic performance in the outgoing FY was subpar. The 
GDP growth target of 3.5 per cent and inflation target of 21pc set forth at 
the beginning of FY24 remain unattained, as the reported growth rate 
stands at 2.38pc and inflation stands at 26pc. Key factors contributing to 
this underwhelming economic growth include low private sector invest-
ment, high interest rates, slow momentum in credit to the private sector, 
deteriorating law and order conditions, ongoing political uncertainty, 
and historically low global economic growth.
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Econometric projections of key macroeconomic indicators, including 
GDP growth rate and inflation, for the next three fiscal years is done 
based on three scenarios: 1) The country will not face another political 
crisis and severe floods, and economy remains on the balanced growth 
path; 2) the proposed budgetary spending in 2024-25 and current policy 
rate will prevail, and; 3) optimal scenario with implementation of key 
interventions (a 41.25pc growth in government investment, a 32.5pc 
increase in credit to the private sector, and a 16.75pc policy rate.) In all 
three scenarios the GDP growth rate is positive staying in the range of 
2-3.6pc and inflation will decline from 26pc but stay between 12pc and 
16.8pc, given the stated assumptions hold true.

The estimates show that the GDP growth rate target of 3.6pc for FY25 
is not possible with the allocated resources. Our analysis suggests that 
the targeted growth rates in GDP and CPI can be achieved if the opti-
mal scenario interventions, as mentioned above, are implemented.

Projected inflation rate

Source: Authors’ estimation

Despite setting an ambitious revenue target of PKR 12.97 trillion, 
leaving a significant gap (PKR 7.5 trillion). Only the debt repayment 
of about PKR 7.3 trillion and nearly PKR 5.4 trillion for NFC deplete 
the entire resource pool. The situation is forecast to worsen next year, 
with debt servicing costs exceeding PKR 9 trillion. 

Giving imports a break: the impact of recent import 
restrictions

The recent balance of payment crisis and sluggish economic growth 
rates in Pakistan created significant challenges on the economic front. 
One of the measures to curtail the outflow of dollars was to impose 
restrictions on imports in 2022, when the crisis was at its peak and the 
foreign exchange reserves were dwindling. The three common meas-
ures undertaken included in Pakistan were import tariffs, internal tax-
ation of imports, and trade payment measures, which affected almost 
half of the imports into Pakistan.

On one hand, Pakistan reported a decrease of 21pc in the imports of 
products on which it imposed harmful government interventions. On the 
other hand, regional counterparts experienced a positive growth rate of 
imports, particularly of goods which were restricted in Pakistan due to 
government interventions. 

The largest impact was on the imports of capital goods, which 
decreased by about 40pc, followed by a decrease of 20pc in the 
imports of raw materials. The government restrictions have adversely 
impacted new investments into Pakistan and its productive capabili-
ties. The impact on the imports of consumer goods was comparably 
lower.

Given that the economic growth rates are likely to remain low in 
Pakistan, it may have further implications on the imports of goods into the 
country.

Business Confidence Survey: highlighting the fragile 
economic conditions

The Business Confidence Index (BCI), which is the average of the 
current BCI and the expected BCI, moved into the negative zone 
between June 2022 and December 2023. It has recovered into the posi-
tive zone since December 2023. 

Other than the BCI, the employment index and the Purchasing 
Manager Index (PMI) plunged into the negative zone in the latter half of 
2022 and recovered at the end of 2023. 

The business community felt less confident about its hirings and 
purchases, suggesting poorer business prospects in the economy for 
most of 2022 and 2023. However, since late-2023, all major indicators 
have recovered suggesting improved levels of confidence. The 
Inflation Expectation Index (IEI) has also reduced in recent months.

The Large-Scale Manufacturing Industries (LSMI) index and the 
trading activities from Pakistan were also showing a downward trend 
in 2022 and 2023 as the average values were lower than in 2021. 

However, the indicators have recovered in late 2023. This suggests 
that the BCI does well in explaining the economic trend in Pakistan as 
it correlates well with the trend in LSMI index and exports, particu-
larly in explaining the economic slowdown in 2022 and the recovery in 
late 2023. 

Recent trend in selected indicators suggesting the level of confidence in the 
economy
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Youth population, employment and skill development  
programmes

Pakistan presents a unique demographic situation. A large youth 
population, estimated at around 55pc under 35 years, signifies a 
potential demographic dividend. This window of opportunity can pro-
pel economic growth if this young population is equipped with the 
necessary skills. 

To propel Pakistan’s economic and social wellbeing, a critical step 
lies in reforming the Technical and Vocational Education and Training 
(TVET) programmes offered in public institutions. There are 3634 
TVET institutes in the country. 

Out of these 963 are technical and 2671 are vocational training 

institutes.  Entities similar to the National Vocational and Technical 
Training Commission (NAVTTC) operate at the provincial level.

Vocational training is required especially in the context of job mar-
ket requirements, both nationally and internationally. Considering 
the country’s high poverty and inequality rate it deprives the young 
population from education, particularly with skill development 
focus. The LFS 2020-21 data shows that 90.38pc have received no 
training. 

The figure shows that for those who do receive training the level of 
unemployment amongst them has continued to rise. This is due to the 
increasing mismatch between the skills acquired and the skills 
demanded in the job market.

Unemployed trained labour force (percentage)
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Watt’s next? Exploring Pakistan’s energy quandary

Despite having a substantial electricity generation capacity of 46,035 
MW, Pakistan faces severe power outages, especially during the peak sum-
mer months. The peak demand stands at 29,000 MW, and during winter, it 
drops to 12,000 MW, revealing a mismatch between supply and actual 
demand. Millions of households across the country suffer prolonged load 
shedding despite paying their bills. The root of this issue lies in the struc-
ture of the power sector.

Electricity tariffs in Pakistan cover fixed costs including debt and equity 
payments, irrespective of demand. This structure, combined with a sin-
gle-buyer model for electricity, leads to inefficiencies. High fixed costs per-
sist, driving up consumer prices, particularly as demand fluctuates season-
ally. The advent of solar power, though beneficial, introduces further com-
plexities. Solar generation reduces grid demand during peak sunlight 
hours, yet the grid must still be maintained for use when solar power is 
unavailable.

To address these challenges, reforms are necessary. Encouraging 
demand through incentives, implementing a late-night tariff, and 
creating a competitive market through wheeling could help. 
Additionally, smoothing cash flows by restructuring tariffs to include 
more fixed components may prevent seasonal financial mismatches. 
Transitioning towards low-carbon, baseload, and renewable energy 
sources while balancing evolution of technological advancements 
such as solar and storage solutions is crucial for sustainable energy 
security in Pakistan.

Technology and elections: a tech-powered democracy

The critical role that technology may play in the political sphere, par-
ticularly the electoral process, has garnered momentum in the last dec-
ade. The recent elections of 2024 noticed political parties in Pakistan 
using technology in their election campaigns. 

The use of technology proved to be an effective medium given the fact 
the share of young voters was higher as compared to other age groups. In 
Pakistan, 45pc of the registered voters were in the age group of 18-35 
years. 

Due to the low transaction costs generated by technology, we will 
likely see a rise in competition at both the candidate and party levels 
which will consequently strengthen participatory democracy. 

Marine plastic pollution: economic losses to economy

Marine plastic pollution (MPP), the presence of plastic particles of differ-
ent sizes in rivers, seas, and oceans, is a cause for concern not merely for 
biodiversity and ecology, but also for economic development. This is even 
more so true for Pakistan, a country in desperate need of growth and devel-
opment.

Based on the total volume of plastic pollution on Karachi’s beaches, the 
report estimates the damage caused by each marginal unit of plastic pol-
lution. This total economic loss comprises of loss to three different sectors: 
tourism, fisheries, and cleanup costs. Comparing the result of the total 
economic cost with other countries, Pakistan does not seem to be facing 
exceptional costs. 

However, the report makes some policy recommendations capable of 
drastically ameliorating Pakistan’s MPP issue and boosting economic 
development. n
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T HE perception is that in some ways, the economy has improved over the last financial year (FY), and FY24 may end up with a GDP rate of 2.4 per cent built on the 
basis of growth in agriculture of 6.3pc. As FY24 ended, the interest rate was also decreased and the budget presented fulfilled many requirements of the IMF 
which will lead to Pakistan’s 24th agreement with the fund in the next few weeks, quite an ignominious achievement. 

Austerity and stagflation are bound to be the outcome for the next FY, hence any perception that the economy is improving in any substantial manner needs to be thought 
differently. Following recent general elections, one had hoped that the new government would have taken some bold, if not radical, interventions for the economy and made 
some far needed deep structural reforms.  Unfortunately, there are no signs of this, and the new government seems to continue its old, failed policy of more-of-the-same. 
With some key indicators in the economy showing some improvement, this is a huge lost opportunity.

Pakistan has lost its way in terms of policy initiatives and new ideas and is now lagging behind most comparable economies, whether in GDP per capita terms or as 
reflected in the Human Development Index (HDI). Countries which were way behind Pakistan just years ago now have outpaced Pakistan in development indicators. The 
loss for Pakistan has been both, in absolute and relative terms. The first budget of the new government has failed to take cognisance of a failing state, economy and society. The consequences for 
such failures will be catastrophic. n
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