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Pakistan’s Economic Outlook 

 

INTRODUCTION 

At the turn of the 21st century, Pakistan was a pariah state, under sanctions for its nuclear 

weapons tests in 1998, and further alienated because of Pervez Musharraf's military coup that 

dealt a severe blow to the democratic credentials of Pakistan. After September 11, 2001, a 

series of decisions resulted in massive economic aid from the US and other countries, while a 

measure of political stability and economic growth was witnessed between 2002 and 2006. 

Trade and investment rose, employment generation was at an all-time high and inflation was 

under control. However, because of the choices made in the post-9/11 War on Terror, the 

negative impact of external economic shocks, the global recession and the surge in global oil 

prices, there were more serious problems which were going to raise their heads; the spectre of 

terrorism, the alienation of a vast swathe of ethnic and religious communities, public sector 

enterprise mismanagement, uncontrollable inflationary trends, circular debt issues that 

exacerbated the divide between energy demand and energy supply. These and a host of other 

issues define the economic conundrum Pakistan is mired in; over and above this, Pakistan is 

critically dependant on IMF support packages to sustain its economic and political functions - 

these stabilization packages do not necessarily come with conditionalities as much as they have 

indicators and progress benchmarks attached to them. Another fundamental problem has been 

presented to Pakistan under this stabilization package, that the general sales tax (GST) should 

be reformed and made uniform so that it can help document the economy and invigorate the 

existing tax net - even though it does so by indirect means. Widespread political dissent on the 

matter of the RGST has put the Government of Pakistan in defensive mode, and plans to 

institute RGST and rationalize petroleum commodity prices (i.e. raise prices so that they match 

international prices) were shelved because of protests by the political opposition and the 
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general public. Even though the Government of Pakistan has performed its duty by adhering to 

the wishes and demands of its citizens, it has also simultaneously abandoned the principle of 

"right, not easy" and promoted political expediency1 over the necessary (and painful) steps that 

had to be taken to fix the economy.  

 

DEMOCRATIC GOVERNANCE 

Pakistan's economic situation seemed stable and geared toward progress in 2007, despite 

escalation in military operations in FATA tribal areas and inflationary trends that steadily 

gathered strength. The Lal Masjid siege took place in July, even though Islamabad faced a 

hostile situation since February of that year because of a growing nexus between religious 

politicians, madrassa functionaries and militant groups. The aftermath of the siege dealt a 

heavy blow to President Musharraf's economic credentials and the aura of stability that his 

regime had brought to Pakistan.  

President Musharraf's standoff with the 

supreme judiciary was also a major 

contributing factor to political crises and 

economic instability, especially as the 

Supreme Court led by Chief Justice Iftikhar 

Muhammad Chaudhry questioned the 

economic policies and decisions of the Musharraf regime, the Pakistan Steel Mills privatization 

case being the most obvious one. Musharraf's ouster of the Chief Justice - who was reinstated 

in July but again removed under Emergency Rule in November - led to more political and 

economic uncertainty, as the PMLQ-led civilian apparatus governing in his name conveniently 

absolved itself of any involvement in the affair between Musharraf and Chaudhry.  

                                                           
1
 Ignore the public, save the economy 

http://www.spearheadresearch.org/phpBB2/viewtopic.php?t=5831&start=0&postdays=0&postorder=asc&highlight=&sid=915991fda8da1576b24f6c4d83e8fd43
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Even though elections were to be held by the end of 2007, popular sentiment against 

Musharraf in particular was on the rise. The return of seasoned politicians like Benazir Bhutto 

and Nawaz Sharif may have served to calm political tensions in the run-up to the election, but 

with the economic situation already in downward spiral and terrorism on the rise, the only 

hope at that time was a complete return to civilian governance that would actually adhere to 

the rights and demands of the general public. Benazir Bhutto's assassination underlined the 

severity of the crisis that Pakistan faced, and proved that an existential threat existed to the 

Pakistani state itself. This would only divert the Pakistani government's attention from fixing 

the country's economic woes, especially after the Global Financial Crisis in 2008.  

The general elections were postponed for a 

few weeks because of Bhutto's assassination, 

but nevertheless, the Pakistan People's Party 

gained a majority of the vote and formed a 

government under Prime Minister Yousaf Raza 

Gilani. At the time, the PML-N was also part of 

the federal government, and in a sign of 

ignoring personal feelings for national 

interest, they also took oath as Federal Ministers from President Musharraf. However, the PML-

N soon quit the federal cabinet and turned to the Opposition seats, and the PPP sought political 

support from the ANP, MQM and JUI-F to continue governing the Federation. President 

Musharraf's resignation - under intense pressure from political quarters and civil society 

activists - brought renewed hope to Pakistan and its people. Asif Ali Zardari, the spouse of 

assassinated Benazir Bhutto and Co-Chairperson of the PPP, was nominated as President and 

duly elected as Musharraf's successor. This brought Pakistan to civil democracy full circle, but as 

of 2011, failed to address public grievances and the woes of the national economy. It also 

required threats of civil disobedience, and finally, a Long March by the PML-N, to actively 
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restore Iftikhar Muhammad Chaudhry to the office of the Chief Justice of Pakistan, despite PM 

Gilani ordering Chaudhry's release from house in his first address to the National Assembly as 

Prime Minister of Pakistan. However, it seems that the PML-N learnt the way of threatening the 

ruling party in order to get its way, hence the current 45-day ultimatum to institute economic 

reform. It has been already argued that a 45-day timeframe is insufficient2 for completely 

institutionalizing these reforms; policy reforms cannot be implemented at gunpoint, and these 

diverse reforms must be initiated and continued over a longer period of time, and not just one 

and a half month. Moreover, while these reforms may solve Pakistan’s short-term economic 

problems and offer, the politics of ultimatums, strict timeframes and deadlines will neither 

directly nor indirectly help the economy. 

President Zardari remains the first and only President 

who wilfully gave up many of the discretionary powers 

of the President under the 18th Amendment to the 

Constitution of Pakistan, thereby nullifying the 

"distortions" introduced by Musharraf's 17th 

Amendment. Zardari's tenure as Head of State 

includes watershed agreements on the National 

Finance Commission awards. Under the current PPP administration, the federating provinces 

have more control over their resources and over the ministries of governance, especially after 

the critical emphasis on provincial autonomy in the 18th Amendment. However, most of 

President Zardari's and Prime Minister Gilani's accomplishments come to naught because of the 

rampant perception of corruption. Corruption scandals range from rental power project scams, 

the near-forfeiture of Thar Coal and Reko Diq reserves, the NICL scam, sugar mafia scam, Hajj 

scam, Zakat scandal, and kickback scandals in Pakistan Railways, PSO and PTCL - a variety of 

political actors and individuals were both targeted and indicted in these cases.  

                                                           
2
 The Political Economy of 45 Days 

http://spearheadresearch.org/phpBB2/viewtopic.php?t=5619&start=0&postdays=0&postorder=asc&highlight=&sid=93810999b7ee9882863a4f9d756e52e2
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The notion of trust in public representatives was severely damaged 

when it transpired that many legislators had lied about their 

academic qualifications so as to contest the 2008 General Elections 

– the most notable example was Mr. Jamshed Dasti of 

Muzaffargarh, who resigned when he was about to be disqualified 

by the Supreme Court for holding a fake degree, but was promptly 

re-elected in the by-elections after the graduation requirement law 

was removed by the current parliament. The issue of leakages in 

the tax collection structure of the FBR - estimated at revenue losses exceeding Rs. 500 billion - 

and of mismanagement of public sector enterprises - especially critical state monopolies like 

Steel, Energy, Railways and Insurance - highlight the Opposition's agenda, which remain 

undecided between reform in the present parliamentary tenure and institution of such reforms 

in the next parliamentary tenure (when the Opposition sees itself in power, as per the 

'predictions' of the Charter of Democracy). It must be noted that both allegations of corruption, 

and the general perception of corruption, significantly erode voter trust in the government, and 

damages the economic credibility of the civilian dispensation currently in power. This will be 

more evident in the politics of the Finance Bill 2011-2012, where the ruling party will have to 

make tough decisions with little concessions, while opposition parties will be able to ride the 

subsequent anti-government sentiment and capitalize from the PPP's falling popularity (as the 

MQM and JUI-F have already done so for different issues and with varying success). The PPP's 

performance as a minority government does not bode well for Pakistan's economic outlook in 

2011, and indeed, can negatively affect Pakistan's fight in the War on Terror till the next general 

election, and beyond.  

As far as the Global Financial Crisis is concerned, Pakistan's consistent failures at properly 

integrating its national economy with international markets meant that the local economy 

appeared to be mostly insulated, and Pakistan's banks survived the crisis mostly unscathed, 
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except for a "small" bailout by Pakistan government. However, recessionary trends in 

international economy affected employment and exports, and strengthened inflationary 

patterns within Pakistan, especially as far as food inflation is concerned. Apart from 

degradation in crucial sources of economic sustenance from outside, such as export earnings 

and legal remittances (as opposed to hawala and hundi transfers), the civilian government also 

failed to effectively mobilize natural resources in a timely fashion, and the prolonged delays in 

activating the Reko Diq project and the Thar Coal 

project point to Pakistan's inability to rescue itself 

from its own problems using its own resources. 

Despite widespread political divisions over the 

Kalabagh dam, building small dams is the need of 

the hour for Pakistan, unless the new energy 

partnership with China and other countries can 

help in reducing the supply shortfall. 

 

ENERGY 

Energy is the single most important input3 for rapid socio-

economic development and national prosperity. It is the basic 

requirement for driving the engine of growth up to the desired 

level. This is the reason for rapidly growing economies like 

China, Russia, Brazil and India are doing all it takes to increase 

their energy supply. Pakistan cannot become an economic 

power unless and until it resolves the quagmire its domestic energy market is entangled in. 

Sustained energy supplies in Pakistan can not only help the economy get back on its feet, but 

will also allow the provision and expansion of development projects in militancy-hit areas in 

                                                           
3
 Pakistan’s energy sector needs long-term sustainable policy 

http://jang.com.pk/thenews/feb2009-weekly/busrev-23-02-2009/p2.htm
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order to finally and completely defeat the menace of terrorism. Indeed, the most pressing 

challenge4 facing Pakistan's economy - other than security - is energy.  

Pakistan's industries are facing an acute shortage of gas and power, as most of the industrial 

hubs remain shut at least two days in a week. This has not only rendered thousands of daily 

wage earners jobless but is also making it difficult for the exporters to deliver orders to 

international buyers on time. The country is facing a daily gas shortage of “800 million cubic 

feet to 1.2 billion cubic feet”5, estimates of the ministry of petroleum and natural resources 

show.  

Since 2007, Pakistan has been engulfed in a 

conundrum where energy demand - both 

public and private - exceeds supply by a 

landslide. Consumers have to continuously 

face load shedding, while employees are also 

in danger of losing manufacturing jobs and 

other sources of remuneration which depend 

on a steady supply of electricity. Despite 

increases in installed generating capacity, Pakistan faces chronic electricity shortages due to 

rapid demand growth, transmission losses due to outdated infrastructure, power theft, and 

seasonal reductions in the availability of hydropower. In recent years, the combination of rising 

oil consumption and flat oil production in Pakistan has led to rising oil imports from Middle East 

exporters. In addition, the lack of refining capacity leaves Pakistan heavily dependent on 

petroleum product imports. The incapacity of present infrastructure is so deeply embedded in 

Pakistan's economy that even in 2002, less than half of Pakistan's population was connected to 

the nation's power grid. Pakistan's energy demand has grown at an annual consumption growth 

                                                           
4
 The Energy Fix 

5
 Exports to cross $20b mark this financial year 

http://spearheadresearch.org/phpBB2/viewtopic.php?t=5327&start=0&postdays=0&postorder=asc&highlight=
http://www.spearheadresearch.org/phpBB2/viewtopic.php?t=5667&start=0&postdays=0&postorder=asc&highlight=
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rate of 4.8% in the past five years but now it is expected to grow at 8 to 10% per annum till the 

end of 2010.  

Pakistan had 20.4 gigawatts (GW) of installed electric generating capacity in 20046. 

Conventional thermal plants using oil, natural gas, and coal account for about 66 percent of 

Pakistan’s capacity, with hydroelectricity making up 32 percent and nuclear 2 percent. The 

Pakistani government estimated that by 2010, Pakistan will have to increase its generating 

capacity by more than 50 percent to meet increasing demand. 

The recent discovery of coal deposits in 

Thar still remain to be utilized for energy 

production despite dire circumstances 

prevailing in Pakistan – this local resource 

is estimated at 185 billion tons, which, 

according to Dr. Akram Sheikh (ex-Deputy 

Chairman, Planning Commission) is 

equivalent to at least 400 billion barrels 

of oil7; in other words, equivalent to the oil reserves of Saudi Arabia and Iran combined. On an 

experimental basis, 100MW of electricity is in production and another 1,000MW of electricity 

could be made available within a span of three years as per the Thar Coal Governing Body. 

Alternate sources also offer a way out from intermittent and unreliable power supplies being 

provided to an increasingly burdened Pakistani household; the cost of the electricity produced 

through coal would progressively become low once initiated and integrated with the national 

grid; it may initially cost about Rs 3.9 per unit, as calculated by the Sindh government. 

Compared to the cost of production of Rs 3.9 per unit of coal, the cost of Rs 7.9 of the thermal 

IPPs and Rs 11.9 of the rental thermal power plants are clearly not preferable. Indeed, the cost 

                                                           
6
 Energy profile of Pakistan 

7
 Pakistan’s energy sector needs long-term sustainable policy 

http://www.eoearth.org/article/Energy_profile_of_Pakistan#gen15
http://jang.com.pk/thenews/feb2009-weekly/busrev-23-02-2009/p2.htm
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of electricity to the end consumer must be factored into any long-term energy security policy 

which addresses sustainability as well as affordability. 

Another important component of electricity provision in Pakistan is the rate at which electricity 

is supplied to the end consumer. The National Electric Power Regulatory Authority (NEPRA) 

regulates the power sector in Pakistan, which includes power generation, transmission and 

distribution. NEPRA is also responsible for determining electricity rates in Pakistan, and disputes 

over rate adjustments are common within the industry. Subsidizing Independent Power 

Producers (IPPs which are private entities) has also been an unsustainable energy policy on part 

of the government, but removing such subsidies has negatively affected the purchasing power 

of the Pakistani energy consumer. Some 27 Independent Power Plants (IPPs), which are being 

set up in the country, would add 5305MW in the national grid during the span of 2009-128. 

Among all the IPPs, about 13 units would generate 2651MW power by using furnace oil and six 

units would use natural gas and would generate 1338MW power. There were 4 other IPPs that 

would use both furnace oil and gas and would generate 900MW power. The document further 

revealed that 4 units would utilize hydel resources and generate 416MW power. Even though 

the KESC has been privatized since 2005, the Pakistani government has supported the company 

with a US$ 200 million annual subsidy and maintained a 26 percent share of the company.  

The international community remains divided on how to help Pakistan's economy, especially 

when it comes to rescuing the critical energy sector of this 'frontier economy'. China's main 

nuclear energy corporation, National Nuclear Corp is currently engaged in talks with Pakistan 

on the construction of a one-gigawatt nuclear power facility9, the biggest such project ever to 

be executed in Pakistan, to bolster its energy generation capacity. The plan is to increase the 

nuclear component of the energy mix to 8,800 megawatts by 203010, when the projected 

energy deficit will be 64 percent of total generation capacity. In order to avoid lethal by-

                                                           
8
 Pakistan Energy needs: 27 IPPs to add 5,305MW to national grid by 2012 

9
 China Plans One-Gigawatt Nuclear Plant in Pakistan 

10
 Plans on to produce 8,800 MW N-power by 2030: Aziz 

http://www.opfblog.com/6523/pakistan-energy-needs-27-ipps-to-add-5305mw-to-national-grid-by-2012/
http://www.breakbulk.com/nuclear/china-plans-one-gigawatt-nuclear-plant-pakistan
http://www.indianexpress.com/oldStory/84989/
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products in the shape of power sector anomalies and circular debt, one of the major benefits of 

the proposed Chinese power plant, a Lingao reactor, is its relatively shorter commissioning 

timeframe, which can help ease Pakistan's growing dependence on IPPs and RPPs. However, it 

is clear that Pakistan will have to overcome a multitude of hurdles and obstacles before its 

nuclear energy market can be wholly integrated with - and acknowledged by - the international 

community, and preferential treatment to India in this case - the NSG waiver despite non-

ratification of the NPT being the highlight - has forced Pakistan to look at other options.  

Therefore, the need exists for a high and 

sustained growth in energy supply and 

infrastructure capacity of 7 - 8% per annum to 

support the steady growth in the Country’s 

GDP, and Hydel power deserves most attention 

since it is the least expensive component of the 

energy mix. This situation urgently requires 

integrated energy planning and demand 

forecasting. Self-sufficiency and chronic electricity shortages can only be overcome with 

appropriate estimations of existing demand and of demand growth. A broad outcome must be 

obtained in terms of energy security, the development of indigenous resources and saving of 

foreign exchange.  

 

EMPLOYMENT 

The current government has tried its best to alleviate the unemployment situation in the 

economy. By instituting the Benazir Income Support Programme (BISP) the government has 

tried to established a far-reaching social safety net that identifies and targets the poorest of the 

poor, and allows them the opportunity to lead a respectful life while generating more 

opportunities and enhancing the level of endowments for the poor. Apart from this, the 
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government has also offered shareholdings of public sector organizations to employees, 

ostensibly to instill in them a sense of economic ownership and responsibility of the 

enterprise's performance. However, the private sector has not been able to follow suit, either 

in the creation or activation of social safety nets, or in the provision of a greater stake in the 

ownership of economic assets, and therefore, the national economy.  

Research on the employment situation in Pakistan has largely been based on cross-section data 

generated through the labour force surveys, according to Arif, Kiani and Sheikh11. The LFP 

(Labour Force Participation) rate for the total adult population increased from about 44 percent 

in 1998-99 to 50 percent in 2000-01. The increase in the LFP rate is largely due to rise in the 

female participation in labour force, and also due to better data collection techniques used by 

PIDE to measure employment statistics in Pakistan. According to the panel data sets, the level 

of unemployment jumped from 6.4 percent in 1998-99 to 11.5 percent in 2000-01. Although 

the labour force surveys have also shown an increase in the unemployment between the 1997-

98 and 1999-2000 period, this increase is substantial; almost doubled in just two years. Arif, 

Kiani and Sheikh argue that macroeconomic factors adversely affected the employment 

situation in the country, but data showed that the large increase in the level of unemployment 

between the two time periods was due to sharp rise in female unemployment. The main 

message of this study was that open unemployment in Pakistan in the early years of the 21st 

century had substantially increased. These findings can be used to extend an understanding of 

the labour market situation in Pakistan in the twilight of the 21st century's first decade as well. 

The process by which an unemployed person obtains employment is the results of two events: 

the offering of employment to the unemployed person, and the accepting of this offer. Two 

different forces are thus at work: the probability of receiving a job offer and the probability of 

accepting a job offer. The study by Arif, Kiani and Sheikh revealed the following results 

regarding the socioeconomic characteristics of Pakistan's labour market; that males are more 

                                                           
11

 Labour Market Dynamics In Pakistan: Evidence From The Longitudinal Data 

http://www.pide.org.pk/pdf/psde%2018AGM/Labour%20Market%20Dynamics%20in%20Pakistan.pdf
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likely than females to leave the unemployed pool; that being married is positively associated 

with making transition from being unemployed to being employed; that college and higher 

levels of education had a positive influence on being employed. Training also had a positive and 

statistically significant impact on making the transition from being unemployed to being 

employed, and variables related to human capital of individuals such as age, education and 

training appeared to have greater influence on the probability of making transition from 

unemployment to employment. Hence, there are clear-cut factors that enable the Pakistani 

worker to find employment, or in a case of economic recession, become unemployed.  

Arif, Kiani and Sheikh stated that "more than half of the total current stock of unemployment 

consisted of short-term unemployed". More than 60 percent of those who moved from 

employment to unemployment were below the age of 30 years in 1998-99 and they were 

predominantly males. Although 40 percent of these workers were illiterate, a substantial 

proportion, 24 percent, had in their accounts 10 or more years of education. A considerable 

proportion of those who left the labour force consisted of aged persons. Only a small 

proportion of the qualified persons made a transition from employment to out of the labour 

force. Education appears to have played the major role in making transition from 

unemployment to employment. Therefore, in Pakistan's economy, it is easier for an employed 

person to become unemployed, rather than for an unemployed person to become employed. In 

a condition of stalled economic growth and limited opportunities of economic development, 

not only does job creation suffer - the existing employed categories may also face difficult times 

in terms of benefits, privileges and even bonuses being rescinded.  

Using these characteristics and results, Arif, Kiani and Sheikh posited the following conclusion: 

that labour absorptive capacity of the Pakistani economy has declined over time. They argued 

that the most formidable challenge confronting the policy makers is to create conditions 

conducive for generating employment opportunities in the country. They recommended that 

government policies could be made more meaningful by improving the information flow about 
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the job opportunities, that education and training play key role in finding employment and 

should be invested in and focused on, that the quality of education needs to be improved and 

training opportunities also need to be provided. Those who are chronically unemployed may 

particularly be targeted for adjustment in the domestic labour market. Pakistan has no social 

safety nets for the unemployed; it has also failed to provide systematic security to domestic 

workers and bonded labour segments, and has been unable to rationalize their legal status. 

Information about jobs, and the process of getting employed, is monopolized by schemes of 

patronage and systems of rent-seeking where individuals would prefer appointing a trusted 

confidante to a position rather than a professional or a deserving person.  

In its first Quarterly Report for the Fiscal Year 2010-2011, the State Bank of Pakistan stated that 

the only sustainable way to protect low income groups from inflation is by targeted subsidies 

and the creation of ample employment opportunities. The report said that strong prices 

encourage farmers to invest in higher yields and support domestic demand, thereby energizing 

the crucially important agricultural sector of this majorly agrarian economy.  

Quality education, technical vocational institutes, and new economic opportunities are key to 

creating a situation of controlled unemployed, where a majority of the labour force is employed 

and the unemployed have definite economic reasons (chronic, seasonal, etc.) to be 

unemployed - for whatever period of time. A large-scale public works programme, or in the 

after-math of flood and earthquake devastations, a reconstruction and relocation programme 

could not only provide a boost to existing infrastructure, but also offer economic opportunities 

to those adversely affected by natural calamities and hence being that part of the unemployed 

labour force that is most deserving of stable employment not only to continue daily functions of 

life, but also to rebuild shattered lives as well. Given the financial and fiscal condition of the 

government, it remains to be seen whether the private sector can step up and shoulder the 

responsibility of economic growth as well as new employment opportunities. 
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INFLATION 

The latest revised statistics released by the State 

Bank of Pakistan in its first Quarterly report for FY 

2010-2011 indicate the inflation rate to be at 16 

percent. The main reasons cited for the increase in 

the inflation rate are high government expenses 

financed through borrowing from the State Bank of 

Pakistan, increase in world prices of commodities, 

and a proposed necessary reduction in the energy 

subsidies to appease the international financial 

institutions and avoid domestic political and 

economic chaos. As far as the economy and industry are concerned, not only are they under 

pressure to appropriate remunerate their labour; they also face rising costs in transportation, 

procurement of raw materials and supplies, in operating expenses and sales/marketing 

expenses, and finally, in obtaining the requisite patronage to successfully carry out economic 

activity. The inflationary situation of the past few years has further strained the kind of access 

that ordinary Pakistanis can utilize to have their concerns redressed.  
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The Pakistan government has borrowed nearly 120 billion rupees12 (US$ 1.39 billion) from the 

State Bank of Pakistan from July 1 to Jan. 15, compared with the same period of the previous 

year when it was a net creditor. This increases money supply and fuels inflation. Government 

borrowing from commercial banks has also increased substantially to around 217.5 billion 

rupees (US$ 2.53 billion) from July 1 to Jan. 15; 27 per cent higher than in the same period last 

year. Without any rise in the government’s revenue, analysts expect the 2010/11 budget deficit 

is likely to be more than 7 per cent of GDP, compared with a target of 4.5 per cent agreed with 

the IMF. The budget deficit for six months ending Dec. 31 was 3 per cent of GDP. 

The government's decision to resign itself to demands of the 

opposition and shift the burden away from the disgruntled voter 

base has just delayed the inevitable. The prices of petroleum 

products is a case in point: another rise in POL prices is 

anticipated towards the end of February, and this time the 

increase is expected to be greater in magnitude since the 

government will also have to account for the amount which was subsidized for the recent 

reversal of prices, i.e. which PM Gilani undertook in order to appease the MQM. In essence, the 

creation of consumer friendly price mechanisms seems like a false promise rather than a policy 

measure; it cannot be practically implemented until and unless the government fails to reduce 

the burden of subsidies, mobilize additional revenue and cut inessential expenditure. Offering 

subsidies to the general public is not devoid of economic logic, but the government must be in a 

position to afford these subsidies – the last few years have made the government’s economic 

weakness all too clear. If the government is unable to rationalize the subsidies it provides, the 

fiscal deficit will soar to a record level – around eight percent of GDP as it is currently 

estimated. Financing such a large deficit – mainly by borrowing from the State Bank and 

printing new fiat currency notes – will further accelerate inflation, deplete foreign exchange 

                                                           
12

 Pakistan’s double-digit inflation and policy responses 

http://www.dawn.com/2011/01/29/pakistan%E2%80%99s-double-digit-inflation-and-policy-responses.html
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reserves and put pressure on the exchange rate. The domino effect has already started taking 

place and if necessary measures are not implemented in the near future then we might find 

ourselves in a 'black hole' of economic hopelessness and uncertainty.  

Pakistan's economy relies heavily on price controls to control inflation and enforce public 

interest, and in this light, amending the provisions inserted by the 17th Amendment has 

restored the position of the District and Divisional Commissioners, albeit with revenue powers 

till now. The Commissioners' job includes ensuring price controls, and market regulation against 

those who disobey the government's pricing orders. However, neither urban cities nor rural 

areas are exempt from information asymmetry that exists between the government ministries 

and departments, and the commodity sellers (whether makeshift or properly established). The 

Sunday Bazaars are the most evident feature of the absence of purported price controls, as 

government-announced prices are rarely adhered to, even if openly published at the vending 

site.  

Pakistan is still reeling from colossal destruction 

caused by the floods that have left 11 million 

people homeless and devastated hundreds of 

thousands of hectares of crops in the 

traditional food-basket regions of Sindh and 

Punjab. The destruction of crops has increased 

the food prices and the consumers who are 

already burdened by rampant inflation are finding it very difficult to cope with these increased 

prices. Tadateru Konoe, president of the International Federation of Red Cross and Red 

Crescent Societies (IFRC), said some agricultural areas were still submerged, and “resulting price 

rises and growing food insecurity could cause a destabilizing effect on the economy”13. If the 

crops are lost for successive years, then it might actually lead to social turmoil or political unrest 

                                                           
13

 Pakistan could see Tunisia-style unrest: Red Cross 
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within the country to the likes of what recently happened in Tunisia and given Pakistan's 

current scenario, it cannot afford such a catastrophe. 

Inflation and purchasing power in Pakistan relate mostly to food security, and the fact that 

galloping food inflation and rising natural resource prices are at the center of the current 

inflationary trends have caused much consternation. In Ayub Khan's tenure, food security was 

equivalent to national security. But distortions in the price control mechanisms set up for 

agricultural goods, plus the political and socioeconomic patronage factors which benefit 

middlemen while negatively affecting producers and consumers, have transformed practical 

food security into a myth for the average Pakistani.  

Ultimately, inflation exacerbates 

inequality and mistrust in the 

Pakistani economy. Purchasing 

power and endowments have a 

crucial role to play in economic 

activity of Pakistani individuals, and 

global economic circumstances do 

not seem to favor either the 

national economy or the individual 

economic actor of this country. Since price controls are commonly flouted, the absence of trust 

between different economic agents - i.e. between the government and the market, between 

the market and the consumer, between the government and the consumer, etc. - continues to 

hamper not only economic activity, but also the restoration or correction of economic activity 

under 'rules of the game' that include trust, efficiency, public interest and progressive profit 

motive.  
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INVESTMENT AND GROWTH 

During the years of the Musharraf led 

government, Pakistan had become one of the 

most investment friendly nations in South Asia 

with the most relaxed business regulations in the 

region. From 1999 onwards, business regulations 

had been profoundly overhauled along liberal 

lines and most barriers to the flow of capital and 

international direct investment had been removed as well. Foreign investors did not have to 

face any restrictions on the inflow of capital, and investment of up to 100% of equity 

participation was allowed in most sectors. Unlimited remittance of profits, dividends, service 

fees or capital had become the norm and this was confirmed by the World Bank's Ease of Doing 

Business Index report published in September 2009, which ranked Pakistan (at 85th) well ahead 

of neighbors like China (at 89th) and India (at 133rd). 

Foreign direct investment (FDI) in Pakistan soared by 180.6 per cent year-on-year to US$ 2.22 

billion and portfolio investment by 276 percent to US$ 407.4 million during the first nine 

months of fiscal year of 2006 as indicated by the State Bank of Pakistan (SBP). During July to 

March of 2005-06, FDI year-on-year increased to US$ 2.224 billion from only US$ 792.6 million 

and portfolio investment to US$ 407.4 million, whereas it was US$ 108.1 million in the 

corresponding period last year. Pakistan had achieved a FDI figure of almost US$ 8.4 billion in 

the financial year 06/07, surpassing the government target of US$ 4 billion for the designated 

time period. 

UK chief economist and one of the world’s leading development specialists, Professor Alan 

Winters, has stressed the inextricable link14 between economic growth and poverty reduction. 

Professor Winters came to Pakistan on the invitation of Deputy Chairman of the Planning 
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 ‘Economic growth, poverty reduction go hand in hand’ 
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Commission, Dr Nadeem Ul Haque, as part of the development of a new growth strategy for 

Pakistan, which would help the country improve competitiveness, promote investment based 

on innovation and entrepreneurship, and better exploit the potential of Pakistan’s large 

domestic market. It is estimated that economic growth needs to be more than double to eight 

percent to create enough jobs for Pakistan’s surging working age population.  

In explaining his point, Professor Alan 

Winters said “Economic growth and 

poverty reduction go hand in hand; 

getting more people on jobs helps 

them fight poverty, creates more 

consumers, drives more production 

and demand for services, increase tax returns, and allows the government to improve 

everyone’s living standards by investing in schools, hospitals, and other infrastructure”. He 

stated that “governments can’t achieve growth all by themselves, but can surely play a pivotal 

role in helping the private sector expand and diversify through setting appropriate and fair 

policy; implementing effective regulation; and allowing firms the flexibility to innovate – all 

critical for a vibrant, stable, and competitive economy”. He further said in Pakistan half the 

adult population cannot read and write, “under-employment is high in many areas, and the 

population will increase by half again 

in the next twenty years. This means 

there is a vast mine of hidden talent 

and productivity which needs to be 

developed and tapped, even as the 

country wrestles with painful but 

essential reforms to cut waste and 

increase tax returns, if Pakistan is to 
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become the prosperous and dynamic country it has the potential to prove”. According to this 

assessment, Pakistan needs to carefully study the policy dimensions of its economic toolkit, and 

not only continue an introspective analysis, but also decide and implement the relevant 

solutions according to the appropriate timescales.  

According to the State Bank of Pakistan, in 2010 foreign investment had dropped by 54.6% due 

to Pakistan's political instability, weak law and order and one of the worst floods in the history 

of Pakistan. The main question is how has the situation changed so drastically? How did 

Pakistan derail itself from the road to economic development? Can the growth which took 

place in Musharraf’s era be attributed to the strong economic policies of that time or was it a 

causal effect because of the world economic conditions?  

To analyze this situation further, one has to look at the context of how Pakistan has performed 

with respect to the conditions of the world economy. It needs to be kept in mind that being an 

economy which had just learned to walk, we were never equipped properly enough to face the 

worldwide economic meltdown in 2008. To be able to survive the Global Financial Crisis 

unscathed, Pakistan needed a much higher level of FDI to sustain its growth trajectory. Pakistan 

was also ill-equipped to deal with the crisis because it had never focused on sustaining 

manufactures as a core economic output that impacts the GDP, relying instead on consumption 

trends and the services sector. Even so, the first world economies, or the developed world per 

say, like the United States, United Kingdom, China and the like were hit hard by the economic 

crisis, and till this day, they are on the road to recovery.  

Along with the economic crisis, Pakistan had to face the backlash from the war on terror in 

Afghanistan and one of the worst natural disasters in its history. Terrorism and suicide 

bombings in the urban centers have nullified the investor confidence to an extent where no 

foreign investor is willing to invest. The recent murder of one of the most successful 

industrialists/entrepreneurs in the country – Salmaan Taseer – in broad daylight has 

accentuated the problem and now even the domestic investors have lost faith and are looking 



 February 10, 2010 

Pakistan’s Economic Outlook  

 

Spearhead Research 

www.spearheadresearch.org 
21 

 

for viable foreign alternatives to invest in. In such bleak conditions, it seems highly unlikely that 

improvements can be made to the status quo until and unless the image of Pakistan is restored. 

Extremism and an intolerant society are major factors which continue to limit foreign and 

domestic investment. International and even local investment is wholly fuelled by psychological 

perception(s) of the investor(s) or the investing entity. In a case where the economy is in 

tatters, the society is in disarray, and ideological differences can become deadly, international 

investors are a priori discouraged from investing in Pakistan; the circumstances of rampant 

bribery and patronage, coupled with the fact that most of the well-to-do businessmen, 

industrialists and even powerful politicians have most of their economic and wealth-generating 

assets abroad, also cause foreign investors to think more than twice about bringing their money 

to Pakistan.  

In its first Quarterly report15 for the Fiscal Year 

2010-2011, the State Bank of Pakistan 

estimated that the national GDP may grow 

between 2% and 3% in 2011. In its report, the 

SBP report said that growing macroeconomic 

imbalances in the economy are still quite 

manageable but further delay in implementing 

critical structural adjustments risks significantly increasing the future costs to the economy. 

Inflationary pressures on the economy have strengthened more than were anticipated during 

the first half of FY 2010-11. “A part of this, reflecting post-flood shocks will fade away, as will 

part of the price rise of sugar, but the fiscal expansion, proposed reduction in energy subsidies, 

and prospects of rising imported inflation will continue to drive inflationary expectations,” the 

report said. Consequently, SBP estimates for FY 2010-11 inflation were revised upwards from 

13.5 percent to 14.5 percent, then to 15.0 percent, and finally to 16.0 percent.  
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Furthermore, the State Bank has predicted that the growth rate of Gross Domestic Product 

(GDP) will remain abundantly dependent on the wheat harvest of the coming season. The 

expectations of growth or recovery in the agricultural sector are constituted on expectations 

from the wheat crop and from the livestock sector, but given how the agricultural economy is 

currently held hostage by unavailability of water, by power outages and by unavailability of 

fuel, a favourable outcome seems very unlikely. Despite this, and the claim by IFRC, Pakistan 

claims that there is no circumstance of food insecurity; at least not to the extent as was 

witnessed in Tunisia.  

 

The report also pointed out that the one bright spot in the economy, ironically helped 

somewhat by the floods, was the strength of the external sector. “A jump in remittances and 

aid flows for flood relief, helped by robust growth in exports largely due to sharp increase in the 

prices of cotton, overshadowed the growth in imports, turning the current account (deficit) for 

July-December FY 2010-11 to a surplus,” it observed. 
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INSTITUTIONS 

The SBP first Quarterly report for FY 2010-2011 said that growing macroeconomic imbalances in 

the economy are still quite manageable, but further delays in implementing critical structural 

adjustments risks significantly increasing the future costs to the economy and a risk of 

economic turmoil.  

The SBP has witnessed three Governors during the current civilian tenure, as opposed to the 

era of Ishrat Husain, who guided Pakistan and its economy through monetary stabilization 

programmes from 1999 to 2006. The Governorship of Shahid H. Kardar, a seasoned economist, 

is expected to display independence and honesty in the analyses, reports and reviews of the 

State Bank. Even though monetary and fiscal policies remain the exclusive purview of the state 

through the federal government, the State Bank provided crucial insight and specialized 

support to the government in carrying out its financial and commercial policies, and in 

executing its economic vision for the country.  

Moving on, corruption remains a critical institutional issue to tackle; it is something which 

economists also refer to as rent seeking, and is one of the biggest challenges faced by the 

Pakistani government as it is ranked at 34th in the world according to the list of the most 

corrupt nations in the world. The only possible way to provide the public with a fair and 

transparent governance system is to ensure that the state is using everything in its resources to 

figure out effective ways to combat corruption and provide institutional transparency. 

Incidentally, this has never been the case with Pakistan and it is hardly surprising since most 

corruption is clandestine, and has its roots in government quarters itself. Also, determining just 

how efficient government institutions are is not what would be called an exact science and as a 

consequence, corruption is notoriously hard to measure and empirical economic research on 

the question is fairly meager. But still a number of incidents in the past year have taken place, 

such as the National Insurance Limited Company scam, the Hajj (Pilgrimage) scam and the Sugar 
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Mills fraud case which have indicated the presence of corruption or rent-seeking within the 

ranks of the government itself.  

One of the examples of institutional dysfunction is the NICL scam, The core of the multi-billion 

dollar scandal involved a couple of property deals involving the National Insurance Company 

Limited (NICL). The cost to the public exchequer is believed to be in the range of Rs 3.5 billion, 

and this excludes the cost of litigation and enforcement of judicial directives in the case. 

Despite all the efforts, whether the allegations are true or not, just the perception of corruption 

and rent seeking weakens the entire institutional framework. This in turn can lead to 

institutional dysfunction which can prove detrimental to the core essence of a democratic 

setup and challenge its legitimacy.  

The direct impact of increased corruption is witnessed in the rise in the prices of food 

commodities which, according to the latest official data of Federal Bureau of Statistics, have 

increased up to 120 percent in last one year; viz. sugar from Rs 54 to Rs 80, pulses from Rs 50 to 

Rs 110, eggs from Rs 35 to Rs 60. Foreign Direct Investment for the fiscal year 2009-2010 

dropped to US$ 2.21 billion from US$ 3.71 billion in FY 2008-2009, and in July-Sept 2010 it 

further dropped to US$ 387.4 million (68% of last year). Foreign debt on Pakistan increased 

from US$ 40 billion in 1999 to US$ 46 billion in 2008, whereas in last two years it has increased 

to US$ 53.5 billion16. 

Such a scenario allows little to no room for private sector growth and establishment in the 21st 

century. International competitiveness of Pakistani industries is dwindling as it is increasingly 

being challenged by other developed and developing economies, while Pakistan is relegated to 

'frontier economy' status. Localized support and state patronage (as to infant industries) is no 

longer feasible because of Pakistan's engagements with IFIs – most notably IMF – and because 

of the grave fiscal situation of the Pakistani state.  
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TRADE AND AID 

According to the State Bank, Pakistan’s current account surplus for July-December was a 

provisional US$ 26 million17, compared with a deficit of US$ 2.570 billion in the same period last 

year. However, Asad Iqbal, Chief Investment Officer at Faysal Asset Management, said that the 

current account surplus is misleading since it "may represent the last of the major inflows for 

the remainder of the (fiscal) year”. He purports that the main reason for this surplus is because 

of the US$ 633 million that 

Pakistan received for providing 

logistical support to 

US/NATO/ISAF in Afghanistan, 

not because of a surplus in 

exports, or greater export 

earnings. The current account 

deficit for the fiscal year 2009-

10 was US$ 3.946 billion, 

compared with US$ 9.261 

billion in fiscal year 2008-09.  

The Trade Development Authority of Pakistan (TDAP) also said that Pakistan’s exports may 

cross the US$ 20 billion mark18 by the end of June in this financial year, despite a negative 

impact of gas outages on the industry. In six months, goods worth US$ 11 billion were exported 

against imports worth US$ 19.2 billion, showing a gap of US$ 8.2 billion. Despite trumpeting this 

success, Pakistan is still behind the 2011 export target of US$ 21.3 billion set in a three-year 

trade policy in 2009. The 2009 trade policy envisages 10 per cent growth in exports over 2009-

10 when exports stood at US$ 19.4 billion.  
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 Current account surplus at $26m: SBP 
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 Exports to cross $20b mark this financial year 
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Near the end of January 2011, Pakistan sought US 

intervention for restoration of the suspended US$ 11.3 

billion International Monetary Fund (IMF) bailout 

programme on assurance of implementing the economic 

reforms agenda. The reform agenda could not be 

implemented because of local political backlash on the 

implementation of the Reformed General Sales Tax (RGST) and removal of subsidies from 

petroleum products. The International Monetary Fund (IMF) has asked Pakistan to implement a 

reformed general sales tax, another measure to broaden its tax base, before it can release the 

sixth tranche19 of an US$ 11 billion loan programme that the country turned to in November 

2008. 

Pakistan's politicians, industrialists and economic managers have for long toed the line that 

Pakistan wants more trade and market access, not aid and charity - this policy has been 

pursued more aggressively by the current PPP government, but as a matter of statement alone. 

There has neither been effective restructuring of the economy in this regard - existing outward 

orientation of Pakistan industries continues to diminish, and the market niches that had been 

established continue to come under threat from competitors - nor has there been effective 

capitalization of the market access gains made vis-a-vis the European Union.  

European Union leaders pledged temporary reductions in duties on key imports from Pakistan20 

in an effort to help the south Asian nation rebuild its flood-stricken economy. While presented 

to the people as a mammoth economic achievement, one must remember that these are 

temporary reductions in duties on key imports from Pakistan. The EU leaders also pledged to 

grant Pakistan further trade preferences in 2014 as long as it is eligible. “More aid and more 
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 Pakistan’s double-digit inflation and policy responses 
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 EU Pledges More Market Access for Pakistan to Rebuild Flooded Economy 
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trade -- we want Pakistan to recover now and develop economically,” European Union 

President Herman Van Rompuy told reporters in Brussels. 

Pakistan's textile trade agreement with the EU 

was in fact a step at rationalizing Pakistan's 

own tariff structure: as per the MoU, the 

levels of tariffs that Pakistan will bind21 in the 

WTO (i.e. commit not to exceed, and this on a 

permanent basis) are a very significant 

improvement, as compared with present bindings made by Pakistan and with both the current 

and recent past market access situation in Pakistan: it will make a binding in WTO across-the-

board for the textiles and clothing products not exceeding 25 %. The agreement respects the 

principle of simultaneity of concessions (the EU will not increase the quotas before Pakistan 

binds its tariffs in WTO and we obtain sufficient satisfaction about the non-implementation of 

non-tariff barriers). It also contains a violation clause that would enable the EU, in case of non-

respect of commitments (tariff and non-tariff) by Pakistan, to withdraw the benefits after a 

consultation procedure with Pakistan to seek solution. So the result of such market access 

means that Pakistan has to perform; there is no free lunch. Chishti, Zulfiqar and Naqvi (2008) 

argue that "the aggregate direct impact of the EU’s (third party) trade policies in the region, on 

Pakistan’s access to the EU is unlikely to be substantial"22.  

Pakistan still has to figure out a policy framework and a process of action whereby it can 

actualize greater volumes of trade in relation to volumes of aid inflow. This can only come 

about if the articles and activity of the Pakistani economy picks up speed, and once the local 

and international community starts ascribing more value to the goods and services of the 

Pakistani economy. Perceptions are as important as physical goods and material deliverables, 
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since greater trade means greater economic engagement with foreign entities, and a 

fundamental prerequisite to safeguard public and national interest would be to have 

opportunities in which Pakistani citizens engage with the national economy in a beneficial and 

preferential way.  

For instance, Pakistan-China bilateral trade hovers 

around US$ 7 billion which is heavily tilted in 

favour of Beijing, whose exports stand at over US$ 

5 billion. Despite a free trade agreement between 

the two countries, China still has non-tariff barriers 

that restrict Pakistan’s exports in even those areas 

where effective duties are zero. This is not 

because China has some vested interests or is motivated in conquering or destroying Pakistan's 

economy - the fact of the matter is that Pakistan has a lot to import from China and nothing to 

export to them. Turkey also looks forward to a preferential trade relationship with Pakistan - 

bilaterally as well as under the ambit of ECO. While Turkey is a European economic power and 

has the second largest construction industry in the world (after China), Pakistan seems to have 

little to offer to them, while Pakistan can benefit from energy solutions and different scales of 

construction equipment and processes that the Turkish themselves employ. If Pakistan was a 

rich economy that capitalized on earnings from its natural resources, like Saudi Arabia, it would 

be able to buy from international markets without selling; unfortunately, continuing to import 

without strengthening exports will not bode well for the Pakistani economy in either the short-

run or the long-run.  

Remittances from overseas Pakistanis have also risen to US$ 5.291 billion23 in the first six 

months of fiscal year 2010/11, compared with US$ 4.530 billion in the same period last year. 

However, it will be foolish to signal this as the foundation for Pakistan's economic growth and 
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current account augmentation; remittances are one-way transfers and only strengthen 

consumption indicators in the recipient economy. Remittances do not follow any given 

economic pattern - they are essentially intra-household transfers of income between a migrant 

worker and his/her family - but scientists and analysts have shown that more and more 

Muslims are sending money back to their home countries after 9/11, fearing discrimination and 

lack of future economic opportunities in the host country. However, these remittances only 

translated into expenditure resources for local citizens - little to none of this massive inflow was 

invested in the national economy, or diverted towards creating employment opportunities, 

goods and services. Pakistan cannot rely on remittances; if it indeed wishes to rely on 

remittances alone, then it must develop an enabling environment to attract resources and raw 

materials on the basis of this remitted money, so that such one-sided international inflows yield 

some credible and tangible benefit to the national economy, and thus, the people of Pakistan. 

 

RECOMMENDATIONS 

There is no instant remedy to the problems faced by the Pakistan economy. It will take time 

and stringent policy measures to enable the economy to be self sufficient and get back on its 

feet again. However, the following recommendations deserve due deliberation from Pakistani 

policymakers;  

o Food security should be seen as a national security item and be given priority as such: 

Food security should be considered a cornerstone of national security just as it was in 

Field Marshal Ayub Khan's time, but there needs to be a focus on price rationalization 

mechanisms and effective enforcement of price controls. In the aftermath of the floods, 

the food security situation has become critical, and if stringent policy measures are not 

taken to ensure food security, then it may result in a socio-political unrest similar to the 

one which happened in Tunisia. 



 February 10, 2010 

Pakistan’s Economic Outlook  

 

Spearhead Research 

www.spearheadresearch.org 
30 

 

o There needs to be focus on policy measures to ensure Fiscal austerity and Monetary 

control: Despite repeated calls for and statements concerning austerity and government 

saving, the government does not seem fiscally strong enough to control spiraling 

expenditures. In the current fiscal situation, and keeping in mind local and international 

economic conditions, no matter how bleak the situation seems to be, the SBP should 

stop printing currency notes and fiat money to support government expenditures until 

and unless the economic conditions become favorable enough to ensure a healthy 

budget deficit in line with public sector development programmes and the desired 

deficit-to-GDP ratio.  

o Good governance must be the economic foundation of Pakistan: It is important to note 

– with the example of many countries and regimes – that good governance does not 

happen with more money or aid, but with trust, efficiency, and true reconciliation of 

economic objectives and public interest. It is about time that the Government of 

Pakistan realizes that good governance should be the ‘rules of the game’. rather than 

something which needs to be implemented and ensured. 

o Catalyzing internal investment and employment: In addition to legal and encouraged 

economic activities, the underlying ‘rules of the game’ for engagement with the 

Pakistani economy also need to be outlined, followed and enforced. People – Pakistanis, 

expatriates and foreign investors – need to believe (and be assured) that their economic 

property will be safeguarded. It is critically important to motivate the local populace to 

not only save, but also reinvest in the local economy – this requires creating attractive 

opportunities that yield desirable returns to investment. More investment will lead to 

economic growth, which will create absorption capacity in the economy for more jobs, 

hence leading to a situation with greater purchasing power for the masses.  

o Pakistan also needs to fight a War on Inflation: Pakistan needs to decide that, in its 

current circumstance and structural conditions, and with the tools at its disposal, what is 
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the best way to tackle inflation? Is it more price controls? Is it subsidies? Or is it a 

concentrated effort at enhancing the purchasing power of the ordinary citizen? When 

the appropriate policy mindset is politically adjudicated by the democratic governing 

dispensation, then it needs to institute and implement relevant policies that target 

inflationary trends in the economy, while bolstering positive economic indicators that 

relate to the specific anti-inflationary policy that the government has chosen to execute.  

o Trade is a critical component of any modern, open economy: Pakistan must explore 

mutually beneficial opportunities with the government and private enterprises of China, 

Turkey, and the member states of international organizations such as the OIC, the ECO 

and the SCO, whose membership Pakistan covets dearly. 

o Energy can make (as well as break) visible economic growth: Circular debt problems 

and resource mobilization issues need to be urgently and effectively managed, and a 

public-private partnership must endeavor to put procedures in place to timely and 

appropriately deal with such an occurrence in the future as well. Pakistan has lost a lot 

of ground that it covered during its spurts of economic growth, and energy deficits have 

the capacity of affected both economic and social life, hence bearing severe 

repercussions for the economy and for the government’s politics as well.  

o Democracy inherently requires political consensus: Instead of each political party 

having its own number of points and its own economic agenda, it is the responsibility of 

the government to consolidate and amalgamate the economic agendas of all 

mainstream political parties, and implement the majority decisions - not the consensus 

decisions, as the development of consensus takes time and concessions which make the 

consensus decision(s) redundant when implemented. 

 

 



 February 10, 2010 

Pakistan’s Economic Outlook  

 

Spearhead Research 

www.spearheadresearch.org 
32 

 

CONCLUSION: State of the Pakistani Economy 

The appalling performance of Pakistan's Economy in 2010 had a lot to do with issues such as 

the backlash from the War on Terror in Afghanistan, presence of extremist fringe groups 

present within Pakistan, ever increasing domestic inflation, increasing world prices, rampant 

allegations of corruption within the state machinery, and with the country still on its way to 

recovery from one of the worst floods in history - economic pundits would be looking forward 

to how the economy performs in the year 2011. There are a number of issues which still need 

to be addressed, and things might get ‘a little out of hand’ if the present government does not 

improve its performance and achieve credibility – the experiences of Tunisia and Egypt cannot 

be overlooked.  

Furthermore, any viable and long-lasting economic rescue that is possible can be done by the 

private sector and private sector alone, whether it is constituted by industrialists, small 

business owners, self-employed businessmen, or alms-givers. While this, the "un-affected" 

sector of the economy, can drive and catalyze relief efforts and the overall paradigm of relief, 

rehabilitation and reconstruction, the "affected" segment of not only the Pakistani economy, 

but the society as a whole, must be enlisted as "manpower" or "labour" for economic growth 

and geographical reconstruction - all of Pakistan can have a unique, multiplicitous and 

important role to play in "making a new Pakistan". If these pressing and ever-growing issues are 

not tackled, and the national economy continues to nosedive, then the socioeconomic effects 

of the floods will continue to fuel inequality, inflation and unemployment, thereby giving 

impetus to insecurity, intolerance, lawlessness, crime, and a host of other societal diseases.  

The War on Terror has been a significant drain on the national budget as well as a death knell 

for the national economy. In current circumstances, it is highly inappropriate to call for 

reductions in the defense budget when militancy, extremism and socioeconomic polarization 

have engulfed Pakistan. The relationship between economy and security is a tricky one; you 
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cannot have an economy without security, and you cannot have security without a functioning 

economy to fund the security apparatus as well. 

The PML-N's ultimatum ends in mid-February, so the outcome of the PPP-PML-N talks is also of 

significance especially as far as the national economy is concerned. PML-N's control of Punjab 

province makes it an important political player in the economic decision-making processes of 

Pakistan. Hence, continued co-operation between the two parties on national issues is 

necessary for economic stability, and continued rapport between the two will augur well for 

Pakistan’s political stability.  

Economic growth will continue to suffer because of the energy crisis – instead of merely inviting 

RPPs and raising/rationalizing utilities prices, local solutions as well as opportunities of regional 

integration (IPI gas pipeline, TAPI gas pipeline, etc.) must be explored, and the pace of such 

projects must be intensified. 

Degradation of existing economic infrastructure must be stalled if it cannot be avoided. This 

relates not only to employment-related infrastructure, but to communication networks (roads, 

highways, telecommunication, wireless networks, internet), physical infrastructure (especially 

of government buildings which have not been refurbished since the colonial period) and human 

resource/manpower as well (vocational training institutes must bring existing Pakistani 

manpower in all industries up-to-speed with world-class practices and production techniques).  

A broad political consensus is needed for tough decisions, and if the socioeconomic conditions 

of the common man can be alleviated, then a situation may arise where the general voting 

constituency may feel capable enough to exercise a rational and goal-oriented austerity drive. 

Like Professor Winters said, such measures are painful but essential – they should have been 

implemented a long time ago so that the current situation would not have been as dire as it is 

today. 
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Unfortunately, Pakistan still has to decide what global interdependence, international 

integration and economic sovereignty mean for the state and the government. There is no 

better forum than the legislatures to develop such definitions and understanding at each level 

of governance. They must also take on board different stakeholders, such as industrial 

interests, business communities, investors and employees/workers while devising such national 

economic policies. The Pakistan Business Council has also devised an “Agenda for Economic 

Reform”24 where it presses for tackling the energy crisis ‘on war footing’, removing price 

distortions and inefficiencies in this sector, and also developing indigenous energy resources. 

The PBC also calls for ‘urgent and concrete steps’ to reduce public finance deficits in order to 

improve the fiscal condition of the government and also rationalize the public-private sectoral 

economic relationship (by progressive taxation, restructuring of public sector enterprises, etc.). 

The PBC has also demanded greater expenditure – or investment, rather – in education, health, 

and targeted income support subsidies, realizing that many cures for the economy will be found 

in an energized, motivated and endowed society – especially when the society is able to take 

care of its most vulnerable segments. While the PBC is encouraged by the government’s 

initiatives at present, it calls for a “dialogue to develop consensus for a national economic 

agenda” at the forum of the Parliament as the primary means of implementing such an agenda.  

The PBC states that “Pakistan’s economy is endowed with exceptional human and natural 

resources. Given the right policy environment, Pakistan can become a dynamic economy which 

meets the aspirations of all its citizens”. Given the evidence and analysis contained herein, the 

conclusion of this report broadly agrees with this assessment made by the PBC.  

Pakistan needs to be a part of the globalized, integrated and interdependent world. For this, 

and for economic and security reasons, Pakistan needs to have a foreign policy that strengthens 

our bilateral and multilateral relationships with states as well as global financial institutions. 

Trade policy and foreign policy cannot be considered in isolation from one another. Pakistan 
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needs to conform to global regimes and must also be seen as a responsible nuclear weapons 

state, so that world leaders in nuclear energy trades are not discouraged from helping 

Pakistan’s energy sector. The media needs to be harnessed as an institution; as a positive factor 

that influences public opinion – informing it rather than forming it – on the basis of facts and 

realities, not as a profit-minded industry that bases its ‘reporting’ on sensationalism and a 

crude measurement of viewership ratings. 

Given the status quo, and the pre-existing fragmentation of the society which was apparent in 

the aftermath of the 'Salmaan Taseer Murder case', there are indications that social and the 

political fabric of the country is on the tipping point and cannot take any further blows. The 

political forces should realize that the worldview of Pakistan is dramatically shifting from being 

an ally in the War on Terror to the hub of terror itself. Pakistan’s political actors have to realize 

that issues of national importance cannot be ignored now and rather than taking undue 

advantage of situations and appeasing certain factions of the society, the focus should be 

shifted to national goals. In the current situation, economic self-reliance and internal political 

cohesion can prove to be the only coherent policy recommendations that can rescue Pakistan 

from the impending disaster which looms ahead. 

Rampant street crime, organized kidnappings for ransom, poverty and unemployment have 

created a serious threat to human security that is undermining national cohesion and the 

average Pakistanis ‘faith in the state’. There is a need to rapidly develop law enforcement 

capacity to cope with this menace as it not only feeds terrorism but inhibits investment and 

growth. 

Pakistan needs to focus on the economy as the single most important factor that can save the 

country from anarchy, arrest centrifugal tendencies and enhance integration. Pakistan needs to 

methodically shift to a threat reduction strategy to cope with the degradation of its internal and 

external security environment. 

 


