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GROWTH TO SLOW TO 4.4PC: FITCH SOLUTIONS 
 
ISLAMABAD: Pakistan’s real GDP growth will slow to 4.4 percent in the fiscal year 2018-
19 from 5.4 percent in fiscal year 2017-18 due to tightening monetary and fiscal conditions, 
besides rising geopolitical tensions and global growth slowdown are likely to dampen the 
country’s economic outlook for the remainder of the current fiscal year, says Fitch Solutions.  
 
Fitch Solutions in its latest report “Economic Analysis - Tighter Policies to Weigh on Short-
Term Growth In Pakistan” states that the economy will likely undergo a period of painful 
readjustment over the near term as it is expected that both monetary and fiscal policy to be 
tight to address many of the economic imbalances that have built up in recent years, such as 
rising inflation, a widening fiscal deficit and falling foreign exchange reserves.  
 
Tighter monetary policy and a weak currency are likely to result in a loss in purchasing 
power among consumers, maintained Fitch Solutions.  
 
Austerity measures, rising geopolitical tensions with India and slowing global growth will 
also pose headwinds to Pakistan’s growth outlook over the coming quarters.  
 
Over the longer term, Fitch Solutions sees growing upside risks to its forecast for growth to 
come in at 4 percent in the fiscal year 2019-20.  
 
The increasing likelihood of a deal between Pakistan and the IMF would be a positive signal 
and could see growth surprise to the upside should further reforms be implemented to help 
reduce current imbalances and attract more investment.  
 
It is expected that private consumption, which accounts for 80 percent of Pakistan’s GDP, to 
slow from 6.3 percent in fiscal year 2017-18 to 4.1 percent in fiscal year 2018-19, owing to 
tighter economic policy and a loss of purchasing power.  
 
“We believe that the State Bank of Pakistan (SBP) will maintain a hawkish stance as inflation 
in February remained elevated at 8.2% y-o-y, far above the SBP’s annual target of 6.0%, 
despite already having hiked interest rates by 275 basis points since July 2018,” maintained 
the report. Higher interest rates will naturally put downside pressure on consumption, said the 
report.  
 
It further states that the fall in private consumption will likely be exacerbated by a loss in 
purchasing power, “as we see limited room for a strong rebound in the Pakistani rupee, and 
the recent weakness could result in higher import costs.”  
 
The Pakistani rupee has been depreciated three times since July 2018 from approximately 
Rs122/USD at the start of the fiscal year to approximately Rs140/USD presently. As Pakistan 
is a net importer of oil and machinery, a weak rupee increases the cost of production and can 
cause a scaling back of output.  
 
According to the Pakistan Bureau of Statistics, the cumulative production of large-scale 
manufacturing contracted by 1.53% in the July-December 2018 period on a year-on-year 
basis. Despite an 11.3% fall in oil prices from USD74.18/bbl from July 2 2018 to 
USD65.81/bbl on March 8 2019, which would normally be positive for Pakistan’s terms of 
trade, the decline in energy prices has been partially offset by a weaker currency, as oil prices 
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have risen by 2.0% in PKR terms over the same period. As such, while oil prices are down 
from their recent peak in October, Pakistani consumers are likely to see only limited respite 
from lower oil prices.  
 
Pakistan’s growth is also likely to slow as a result of the government’s fiscal austerity 
measures. Recurring fiscal deficits have resulted in mounting debt on Pakistan, standing at 
71.4% in 2018. The budget for fiscal year 2018-19 released in April 2018 targeted a fiscal 
deficit of 4.9%, from 6.6% in FY 2017/18.  
 
“Even though present austerity measures, such as cutting non-salary expenditures amounting 
to Rs 10 billion, are likely to have little impact on government spending, we believe that the 
Khan administration will likely pursue greater austerity as an IMF bailout package is 
increasingly on the cards.”  
 
“We expect investment to slow to 5.1% in FY 2018/19 from 5.7% in FY 2017/18 in view of 
rising geopolitical tensions and a weakening global growth picture. Our view is in spite of the 
still-ongoing FDI inflows from China towards projects that are part of the China-Pakistan 
Economic Corridor (CPEC),” the report said.  
 
“Given that cumulative FDI over the July to December 2018 period has already fallen by 
19.2% y-o-y, we expect investor confidence to be further dampened by the heightened 
geopolitical uncertainty.”  
 
“We believe that exports are unlikely to rebound over the coming months. Despite the 
various devaluations of the rupee, cumulative net exports between July 2018 and January 
2019 came in at USD71.6 million, approximately the same level compared to the previous 
fiscal year. We expect net exports to deteriorate slightly for the remaining half of the fiscal 
year as Pakistan’s main trade partners are likely to face greater headwinds to growth. We 
forecast growth in the US, Pakistan’s main export market, to slow to 2.5% in 2019 from 2.9% 
in 2018 as the effects of the 2017 fiscal stimulus wane and credit conditions tighten,” says 
Fitch Solutions.  
 
Brexit uncertainty will weigh on the UK’s real GDP growth. German growth also slowed 
dramatically in recent months, with the country just barely avoiding a recession. “Finally, 
slowing growth in the Chinese economy, which we forecast will decelerate to 6.2% in 2019 
from 6.6% in 2018, will likely also weigh on demand for Pakistan’s exports.”  
 
“For FY2019/20, we forecast a continued slowdown to real GDP growth of 4.1% as rising oil 
prices (Brent to average USD 73.00/bbl in 2019 and USD 80.00/bbl in 2020) and imbalances 
in the economy will take some time to unwind and continue to exert downside pressure on the 
economy. However, we acknowledge growing upside risks to our forecasts. The signing of a 
deal with the IMF could see a faster implementation of much-needed reforms to the 
economy, improved macroeconomic stability and a boost to confidence. In turn, these 
dynamics would help spur greater investment, particularly from Saudi Arabia and China, as 
well as other countries,” maintained the report. 


