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           11th June, 2019 

 
Economic Survey 2018-19 
The Advisor to the Prime Minister on Finance, Dr Hafeez Sheikh, as is the tradition a day before the 
announcement of the budget in parliament, launched the Economic Survey 2018-19. His statement to 
the press before copies of the Survey were distributed focused on laying the blame squarely on the 
previous administration though he facetiously claimed he did not want to indulge in a blame game. 
He thereby set the stage for an austerity budget due to be announced today, a misnomer for what 
Business Recorder has repeatedly cautioned would be an unrealistic budget with respect to both 
revenue generation and expenditure allocation targets. 
 
The advisor's claim that the economic policies going forward would ensure that the poor remain 
unaffected, due to a 216 billion rupee subsidy to those using up to 300 units of electricity and the 
Ehsaas programme may be more than offset by the rise in the price of oil, which he claimed was due 
to the rise in the international market ignored Pakistani administrations' - past and present - heavy 
reliance on petroleum and products as a significant source of revenue. 
 
Be that as it may, the opening remarks reveal what won the Prime Minister over to economic policies 
for which the Prime Minister will pay a very heavy political price and which have already sent the 
markets in this country reeling - the stock market (negative 7.8 percent during the first nine months 
of the current year), the foreign exchange market (with rupee erosion continuing) and markets in 
which productive sectors operate with many operating on a cash basis subsequent to the threats by 
the Prime Minister against those not availing the amnesty scheme. A default was imminent, the 
advisor stated, due to the incumbent government inheriting: (i) a current account deficit of 20 billion 
dollars; (ii) a budget deficit of 2.3 trillion rupees which includes 1.3 trillion rupees annual injections 
for white elephants including railways; and (iii) exports showing zero growth for the past 10 years 
(which incidentally includes his own three years as finance minister during the PPP tenure from 
2010-13). He did not dwell on remittances which registered a growth of 3.6 percent in 2017-18, a 
growth that continued this year showing a commendable 8.76 percent rise and, in actual terms, an 
additional inflow of 1.2 billion dollars - from 14.8 billion dollars last year to the 16 billion dollars for 
the first nine months this year. There is a potential for a further increase in remittances as the World 
Bank estimated the growth of remittances in 2018 calendar year to low and middle income countries 
at 9.6 percent with the largest recipients being India with 79 billion dollars, followed by China at 67 
billion dollars. 
 
The survey points out the massive rise in external borrowing during PML-N's tenure (100 billion 
dollars - which is overstated by 8 billion dollars). The PML-N economic pundits claim that the 
borrowed amount was channeled into Public Sector Development Programme (PSDP) - be it under 
the umbrella of China Pakistan Economic Corridor or under a federal/provincial development 
programme - to fuel Gross Domestic Product (GDP) growth thereby enabling the tax officials to 
generate higher revenue. However PML-N glosses over last year's Economic Survey that 
acknowledged that "the current account deficit widened by 50.5 percent and reached 12.03 billion 
dollars (3.89 percent of GDP) during July-March Fiscal Year 2018. This was mainly due to 20.7 
percent widening in the trade deficit," a situation attributable to the flawed policy of an overvalued 
rupee and an inordinate focus on strengthening foreign exchange reserves through external 
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borrowing from commercial banks/debt equity (sukuk/Eurobonds) thereby widening the current 
account deficit. 
 
Pakistan Tehrik-i-Insaaf government inherited an historically high current account deficit which 
compelled it to incur loans repayable within one year from friendly countries/multilaterals - 3 billion 
dollars each from Saudi Arabia and United Arab Emirates with another 3.2 billion dollars deferred 
oil facility for one year extendable to three years from Saudi Arabia, 2.5 billion dollars from China 
and 1.1 billion dollars from the Islamic Development Bank. The advisor did not reveal whether the 
government has secured a rollover of these loans - a prior condition under the IMF programme which 
stipulates that "this agreement is subject to... confirmation of international partners' financial 
commitments." It is this silence on the IMF deal that is further fuelling uncertainty in Pakistani 
markets. 
 
Fiscal deficit, the Economic Survey projects, is widening due to revenue shortfall and rising 
expenditure demand. The PTI government did not focus on narrowing the budget deficit, with 
revenue generation lower than projected due to: (i) lower GDP growth due to curtailment of PSDP; 
(ii) failure to generate the amount earmarked due to technical improvements by the Asad Umar-led 
finance ministry; (iii) 40 billion rupee industrial promotion package revealed in the second 
amendment to the finance bill 2019; (iv) relief on taxes on petroleum and products compared to the 
year before; (v) import compression; and (vi) defence spending rise by 20 percent during the year. 
How would there be growth and higher export revenue when these incentives are withdrawn in the 
budget today was again a key question that remains unaddressed. 
 
Not included in the Survey, given that it focuses on the first nine months of the year, is the impact on 
the budget deficit of the rupee erosion due to adopting a market-based exchange rate as a prior 
condition after a staff level agreement with International Monetary Fund was reached on 12 May 
2019. Each rupee's loss vis-a-vis the dollar adds 105 billion rupees to debt repayments and the rupee 
has lost around 8 rupees to the dollar during the past three weeks which implies an additional 840 
billion rupees for payment of mark-up and principal as and when due. 
 
Conspicuous by its absence was the reference to the poor performance of major macroeconomic 
indicators, including (i) public investment July-March 2018-19 registered negative 7.9 percent 
compared to revised estimates of 2017-18 registering plus 16.8 percent; (ii) private investment grew 
by 6.5 percent July-March 2018-19 against 11.1 percent in 2017-18; (iii) investment as a percentage 
of GDP was 15.4 percent in the first nine months of the current year (compared to 16.7 percent the 
year before) while national savings declined to 10.7 percent of GDP implying heavier than ever 
reliance on borrowing to fund investment; and (iii) most disturbing of all for the PTI government was 
the decline in the per capita income to 1497.3 this year from 1652 as per revised estimates of 2017-
18. 
 
Tax revenue declined to 9.3 percent of GDP from 15.1 percent as per the revised estimates of the 
year before, and tax revenue registered 8.2 percent of GDP compared to 12.9 percent the year before. 
 
To conclude, one would have hoped that the advisor had eased market concerns by revealing the 
IMF conditions he has agreed to and instead of presenting a doomsday scenario if he had simply 
come clean and identified the way forward given the constraints of being on an IMF programme the 
markets may have reacted positively. Now one would have to wait for the market reaction to the 
budget which may leave the deal secured with the Fund simply unachievable. 
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