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  KARACH IReal GDP maintained its upward trajectory, exhibiting a 13-year high growth of 5.8 percent in 
the last fiscal year (FY18), State Bank of Pakistan''''s (SBP) said in its third quarterly (Jan-March) report 
"The State of Pakistan''''s Economy." 
 
According to the report, provisional estimates put the real GDP growth for FY18 at 5.8 percent, up from 
5.4 percent during FY17. This has been the highest growth achieved over the last 13 years, and is close 
to the overall target of 6 percent set for FY18. A healthy performance by agriculture, a sustained growth 
in the services, and an uptick in large-scale manufacturing output contributed to this performance, it 
added. 
 
However, the report said, this improved economic growth came amid widening twin deficits, which pose 
challenges for sustainability of the growth momentum. "Deterioration in external balances and high fiscal 
deficit remains a major source of concern for the economy," it added. 
 
The estimates for FY18 also suggest that compared to FY17 all the three sectors including agricultural, 
industrial and services sectors remained vibrant. 
 
The report pointed out that improvement in the crops sub-sector, especially cotton and sugarcane, 
paved the way for agriculture to surpass last year''''s performance. Contributions from construction-allied 
industries owing to CPEC and Public Sector Development Program (PSDP) resulted in a 10-year high 
growth of the industrial sector. 
 
In particular, better performance of large-scale manufacturing activity was supported by robust domestic 
demand, improved business environment and capacity expansions in some of the industries. Strong 
activity in the commodity-producing sectors also led to the services sector maintaining its growth 
momentum. 
 
The report cited that sufficient supply of key food items, such as wheat, sugar and rice, resulted in 
subdued food inflation, which helped to partially offset the higher non-food inflation. The report also 
observed that the effects of PKR depreciation on inflation came into play during Q3-FY18. As 
inflationary expectations shored up, SBP increased the policy rate in January 2018. 
 
On the external front, the report noted that despite a recovery in exports and remittances, a rebound in 
global oil prices, and higher transport and machinery imports led to a current account deficit of $ 12.1 
billion-the highest seen during Jul-Mar of a fiscal year. 
 
Even though financial inflows were higher in Jul-Mar FY18 than last year, they were still insufficient to 
finance the current account deficit. Resultantly, SBP reserves dropped to US$ 11.6 billion by end-
March, and the PKR depreciated by 9.6 percent cumulatively during Jul-Mar FY18. 
 
According to report on the fiscal side, the report highlighted the increase in fiscal deficit to 4.3 percent of 
GDP during Jul-Mar FY18, surpassing the full-year target of 4.1 percent. Sharp increase in both current 
and development expenditure, largely emanating from jump in provincial spending, amid slower growth 
in Q3-FY18, drove the higher deficit. 
 
The revenue growth decelerated, primarily due to a slowdown in direct tax collection on account of 
lower banks'''' profitability and voluntary payments. Factors such as higher external borrowings and 
revaluation impact also made matters worse for the government in the face of PKR depreciation. 
 



The report pointed out that the combination of robust economic activity and low inflation had two 
important implications. First, it boosted confidence in the economy, which along with affordable cost of 
financing induced firms to borrow substantially. In particular, energy, textiles, and cement sectors 
focused more on capacity expansion to gear up for growing domestic demand. 
 
A healthy rise was also observed in working capital requirements; while the consumer finance posted 
the highest Jul-Mar flow during the last 12-years, driven mainly by a surge in auto and housing finance. 
Ample liquidity in the wake of maturity of government securities also supported this credit off-take. 
 
The second impact relates to increased consumption, which along with recovering oil prices, further 
inflated the import payments. Higher import bill, despite 10 consecutive months of exports growth and 
rising workers'''' remittances, resulted in record widening of current account deficit. 
 
The report said that even higher financial inflows from IFIs, bilateral sources, and issuance of sovereign 
bonds remained insufficient. Thus, the remaining payment gap fell on the country''''s FX reserves, which 
fell to only two months of import cover by end-March, 2018. The foreign exchange market also 
remained volatile and PKR depreciated by 9.2 percent against the US dollar during Jul-Mar period of 
FY18. 
 
On the fiscal side, the healthy growth in revenue could not keep up pace with a sharp rise in fiscal 
expenditure in the Q3-FY18. Particularly, the development expenditure related to infrastructure and 
power projects increased sharply, with major contribution coming from provinces. As a result, the fiscal 
deficit in Q3-FY18 stood higher than corresponding period last year. 
 
To finance the fiscal gap, the government had to rely both on SBP''''s borrowing and external sources. 
In particular, the government borrowings from SBP stood at Rs 2.2 trillion in Q3FY18 - the highest level 
in a quarter. External debt, owing both to higher commercial loans and revaluation impact of the PKR 
depreciation, also rose considerably, the report concluded. 
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