Chapter 1

Growth and Investment

Pakistan’s economy continued to maintain itsunder Prime Minister's Kissan Package. All
growth momentum which has been building up these measures helped in achieving 13 years
since FY 2014. The GDP growth had reachedhigh growth of 3.8 percent in agricultural sector
the lowest level of 0.36 percent in FY 2009 and during 2017-18.

thereafter it remained volatile with an average

of 2.82 percent between FY 2008 and FY 2013.The government had also shown commitment
Since FY 2014 Pakistan’s economy has beerf0 industrial sector including manufacturing by
witnessing an impressive turnaround with GDP Providing undisrupted energy supply, higher
growth crossing 4 percent in a challenging infrastructure spending, ample liquidity in the
environment. Despite these challenges, thePanking sector and investment friendly low
government remained committed to achieveinterest rates. Efforts were made to develop
higher, inclusive and sustainable growth andVibrant and competitive markgts in order to
adopted wide ranging structural reforms in all accelerate and sustain economic growth through
sectors of the economy. Consequently, theProductivity, cqmpetmveness, innovation and
growth momentum started picking up and the entrepreneurship. These were some of factors
economy started expanding with broad basedhat fuelled for accelerating growth of large
growth across different sectors. During first Scale manufacturing (LSM) in particular and
three years of the present government, reafndustry in general. During FY 2018, Large
GDP growth remained above 4 percent while Scale Manufacturing (LSM) recorded an

for last two consecutive years, it remained impressive growth of 6.13 percent which is the
above 5 percent. highest in eleven years. On the back of it,

overall industrial sector growth improved by
The government has focused on a number 0.8 percent which is highest in ten years.

initiatives to enhance productivity in all sectors N

made to provide better supply of quality seedsPakistan’s GDP has undergone considerable
including hybrid and high vielding varieties chang_e as the share of services sector in _GDP
along with timely availability of agriculture has increased. The government remained
inputs including fertilizer, pesticides. Further, committed in providing business friendly
there was a 197.6 percent growth in credit to€nvironment in order to attract foreign
agriculture sector, which reached Rs 1,001investment in the country, China-Pakistan
billion (budget estimate) in FY 2018, compared Economic Corridor (CPEC) is a milestone in
to Rs 336.3 billion in FY 2013 along with, this regard. In 2017-18, services sector

relief of Rs 341 billion provided to the farmers Maintained the growth momentum by recording
a growth of 6.43 percent. (Fig-1).
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Fig-1.1: Performance of Economy since 2005-06
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Source: Pakistan Bureau of Statistic

There was strong domestic demand due¢e deviation of actual GDP with respect
contained inflation and supply remainei  potential outpytis shrinking. On the basis
adequate due to existipgoduction capacitie  both indicators (Btential Output and Output
of the economyAs shown in Bo-l, since FY  Gap), it can be sedhat that overalproductive
2014, Potential Outpuis continuously rising  capacity of countryis improving andit is
which also implies that output gap (percent  moving towardstabilization (Fi+1.2).

Fig - 1.2:- Potential Output and Output Gap
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Box-I Potential Output and Output Gap

Potential output (PO) is the maximum GDP that cenpboduced at normal rate of utilization of all

resources within the country’s existent productiapacities of the economy. Whereas, output gap (BC
definition is te difference between the actual GDP or actualutiapd the potential output. More precise
the percentage deviation of the observed outpum fts potential output path of the economy refersuitput

gap.

OG is primarily the cyclical indicator usto representhe stabilization of the economy. OG may be pos
or negative. A positive OG shows that actual GDRigher than the potential output, implying demas
greater than supply by using resources beyonditngial, and hence would be ading indicator of inflation
A negative OG shows underutilization of the exigtiesources, resulting into lower actual GDP thatemtial
output level of the economy.
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PO reflects the supply side of the economy and isssential concept in terms of government fispakations
because it allows to calculate the structural fiksedance (after removing cyclical influences). e other
hand, OG is an important indicator for monetaryi@glwhich has also some amplifying effects on the
economy in case of greater demand resulting irgh miflation or may yield into disinflationary pragres over
the economy in case of excess supply by underatiitia of the spare resources.

The PO of the economy depends on a number of faetith the supply side conditions, being at thefioost
primarily in terms of key inputs labor, capital atodal factor productivity. Forecasting the supsige through
the concept of PO, we need the path of total giiged capital formation (TGFCF) which itself is tlowerall
sum of; (i) Public gross fixed capital formationi)Frivate gross fixed capital formation; (iii) $taowned
enterprises’ gross fixed capital formation; and QWEC induced gross fixed capital formation.

The basic equation for calculating/forecasting P@tdéntial GDP) is given below in the most simplifitorm
after translating it from its econometric version:

GDP; = 0.0031 * trend;_; * Total GFCF,_; + 1.6056 * GDP,_; — 0.6056 * GDP,_,
Where GFCG is Gross Fixed Capital Formation and GDHs Gross Value Addition

So it is evident from the above equation that tmglrun positive relationship between PO and TGHGES
exist with its trend value of 0.31 percent. It ifeglthat every rupee increase in the TGFCF hasdaddelO
Rupee to PO in previous fiscal year 2016-17 and®Rupee to PO in current fiscal year.

Since 2014-15 the growth rate of potential outputn the rising trend after a long term high véitstpattern
and uncertain movements observed in the past. dhigive rising trend of PO growth rate shows therall
growth capacity of country in the long-term perspec

During the past five years, the economy trajectory, supportive policies including better
continued to benefit from growth oriented governance, rule of law, higher productivity
initiatives, including higher development through investment in human capital, reducing
spending, low inflation, vigilant monetary cost of doing business and accelerating
policy, and CPEC related investment providing domestic savings are required to mitigate
impetus for economic recovery. On the externalagainst adverse effects of external and domestic
side, export growth is improving and the vulnerabilities, which may rise due to
extension of the GSP plus status for next twounfavorable international environment.

years by the EU is a positive development.

Exports growth during nine months of current Sectoral Growth Analysis:-

year maintained positive trend. Similarly The key feature of 2017-18 is the high and
worker's remittances not only stabilized but proad based growth in agriculture, industrial
also recorded a positive growth. Likewise, FDI and services sectors. Agriculture grew by 3.81
continued to show encouraging growth. percent compared to 2.07 percent last year
while industrial sector showed growth of 5.80

i percent compared to 5.43 percent of last year
effects on the economy. The outgoing year and services sector almost remained at par 6.43
witnessed a _globallre_cqvery and thg fuu."epercent compared to 6.46 percent last year.
outlook remains optimistic. However, in this Commodities producing sector, comprising

€ra, economies have become more Inte”eIateo'agricuIture and industrial sector contributed a
thus failure of one presents greater risks to all.

rowth of 4.84 percent compared to 3.79
Therefore, the adverse effect can be mitigateag b b

. . . ercent recorded last year. The table presented
only through timely comprehensive adjustable below gives the detail breakup of growth of real

policies. To keep the economy on growth GDP

Global developments had positive spill over

)
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Table 1.1: Growth Rates (%)

Sector 2012-13 2013-14 2014-15 2015-16 F 2016-17 R 2017-18 P
A. Agriculture 2.68 2.50 2.13 0.15 2.07 3.81
1. Crops 1.53 2.64 0.16 -5.27 0.91 3.83
Important Crops 0.17 7.22 -1.62 -5.86 2.18 3.57
Other Crops 5.58 -5.71 2,51 0.40 -2.66 3.33
Cotton Ginning -2.90 -1.33 7.24 -22.12 5.58 8.72
2. Livestock 3.45 2.48 3.99 3.36 2.99 3.76
3. Forestry 6.58 1.88 -12.45 14.31 -2.37 7.17
4. Fishing 0.65 0.98 5.75 3.25 1.23 1.63
B. INDUSTRIAL SECTOR 0.75 4.53 5.18 5.69 5.43 5.80
1. Mining & Quarrying 3.88 1.40 4.97 6.19 -0.38 3.04
2. Manufacturing 4.85 5.65 3.88 3.69 5.82 6.24
Large Scale 4.46 5.46 3.28 2.98 5.62 6.13
Small Scale 8.28 8.29 8.21 8.19 8.15 8.18
Slaughtering 3.63 3.38 3.34 3.61 3.55 3.52
3. Electricity Generation & Distribution & Gas -26.38 -0.74 13.48 9.39 5.82 1.84
Distribution
4. Construction 1.08 5.96 7.26 13.68 9.84 9.13
COMMODITY PRODUCING SECTOR (A+B) 1.73 3.49 3.63 2.92 3.79 4.84
C. SERVICES SECTOR 513 4.46 4.36 5.72 6.46 6.43
1. Wholesale & Retail Trade 3.53 4.77 2.60 4.73 7.46 7.51
2. Transport, Storage & Communication 4.03 3.90 5.07 4.89 4.44 3.58
3. Finance & Insurance 8.32 431 6.35 6.42 10.78 6.13
4. Housing Services (Ownership of Dwellings 4.00 4.00 3.99 3.99 3.99 4.00
5. General Government Services 11.32 2.86 4.82 9.72 5.95 11.42
6. Other Private Services 5.26 6.22 6.06 6.77 7.98 6.15
GDP {Total of GVA at bp (A + B + C)} 3.68 4.05 4.06 4.56 5.37 5.79
P: Provisional
Agriculture Sector Whereas a small decline in the production of

wheat and maize has been observed. Production
of wheat declined by 4.4 percent to 25.5 million
tons compared to 26.6 million tons last year and
maize by 7.1 percent to 5.7 million tons
grew by 3.57 percent compared to 2.18 percenfomparﬁd tOdG'l m\;\llltlﬁn ftgn; last y?ar. Otherd
last year. Under important crops, growth in rice, crogs Si owef gggo ot 3. ]P(Trcen compTari]r_e
sugarcane, cotton production remained to decline of 2.66 percent of last year. This
mprovement is due to increase in production of

phenomenal compared to last year and som . S
crops even crossed their estimated targets.OCIOIEIr vegetables and fruits. Cotton ginning

Production of sugarcane increased by 7_4registered a remarkable growth of 8.72 percent

percent to 811 million tons over last year, (OTPAEC 10 506 PUOER OF SCOUT B
which was 75.5 million tons and when P ’

: o . maintained its growth above 3.7 percent
compared with the target (68.5 million tons) it '
is 18.4 percent higher. Likewise, rice compared to 2.99 percent of last year. Growth

. . of forestry is 7.17 percent due to high timber
production increased by 8.6 percent to 7.4 . I
million tons as compared to 6.8 million tons last productlon reported by KPK, whereas fishing
year and an increase of 9.1 percent against th [egistered a growth of 1.6 percent compared to

target. Cotton production also showed 123 percent last year.
remarkable growth of 12.3 percent to 11.9 Industrial Sector
million bales (170 kg) over last year, which was
10.67 million bales.

R

Growth in agriculture was recorded at 3.81
percent during FY 2018. Crops witnessed
stellar growth of 3.83 percent on account of
remarkable growth of important crops which

Growth of industrial sector registered an
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incresse of 5.80 percent provisionally on {
back of growth of mining and quarryirof 3.04
percent compared to negative growth of (
percent last year. Therdtluction of coal an
lime stone increased by 5.7 percent and
percent and bauxites 37.2 percrespectively.

Manufacturing grew by 6.2@ercent compared
to 5.82 percent last yeaih manufacturing,
LSM registered a growth of 6.13 perc

compared to 5.62 percent last year. The

contributor to this growth are petrolet

products which increased by 10.26 perc

cement 11.05 peent, automobile 19.5 perce

iron and steel productd3.85 percent an

electronics 38.79 percent while Sh

maintained the growth of last yeof above 8
percent and slaughtering also maintained

growth of last year, i.e3.52 perceni

Electricity generation and gas distributi
withnessed a low growth of 1.84 perc
compared to the higher growth of 5.8 perc
last year whereashe construction activitie
increased by 9.13 perce

Services Sector

For quite some time,the composition of
Pakistan's GDP has undergone consider
change not only in tersmof share in GDP but
also in termsof its performanc compared to
commodity producing secl.  This trend
continued in FY 201&s well. The commaodit
sector recorded a growth of 4.84 pett while
growth in services sector remail at 6.43
percent. Thus, thghare of the services secin
GDP reached 60.233ercent in FY 208.
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Fig-1.3: Sectoral Share in GDI
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Services sector has withessed a growtabove
6 percent for last two consecutive years.

reason is that in Pakistamervices sector h:
still great potential to grow and the governir
is making best efforts to provide ening

environment to economic agents to tap
potential Therefore, the erformance of
services sector remained broad based, a
components of servicgmsitively contributed.

Fig-1.4: Composition and Performance of Su-Sectorsin Services Sectc
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Wholesale and retail trade is the largestStorage and Communication remained at 3.58
subsector of services. Wholesale and retail tradgpercent compared to 4.44 percent last year.
is based on the margins taken by traders on thé&ikewise, Finance and Insurance recorded a
transactions of commodities traded so it isgrowth of 6.13 percent during FY 2018
highly dependent on the performance of compared to 10.77 percent last year, mainly due
commodity sector. This sub-sector maintainedto decline in gross fixed capital formation by
the growth of 7.5 percent as it did last year, General Government and private sector.
which is highest since FY 2007. Contained Housing Services recorded the same pace of
inflation, improved energy situation and GSP growth of 4.0 percent as it performed last year.
Plus status are contributing in the uplift of this General Government Services recorded a
sub-sector. Transport, Storage and growth 11.42 percent during FY 2018
Communication (TS&C) component of services compared to 5.95 percent last year. Finally,
sector is based primarily on the profits andduring FY 2018, Other Private Services
losses of Pakistan Railways, Pakistanrecorded a growth 6.15 percent compared to
International Airlines and other airlines, 7.98 percent last year on account of social work
Pakistan Post and courier services, Pakby various non-government organizations and
Telecom and motors vehicles of different kinds other stakeholders including private sector.

on the road. The government remained engaged

in developing and modernizing the sector During FY 2018, GDP growth of 5.79 percent
through  high public expenditure on is shared between the services and commodity
transportation projects. The performance of Producing (agriculture and industry) sectors of
Pakistan Railways has been improved through ghe economy. Both components (agriculture &
number of initiatives taken by the government. industry) of commodity producing sectors have
However, during FY 2018 there were a 73 shown improvement in contributing in overall
percent decline in gross fixed capital formation €conomic growth. Out of the commodity
(GFCF) by General Government in railways producing sector, agriculture sector shared 0.73
due to which gross fixed capital formation Percentage points to overall GDP growth as
(GFCF) in Transport & Communication sector compared to 0.41 percentage points last year,
declined by 13.1 percent, while private sectorWwhile industrial ~sector contributed 1.21
gross fixed capital formation (GFCF) in Percentage points in FY 2018 as compared to
Transport & Communication sub-sector 1.14 percentage points of last year. During FY
increased by 0.4 percent in 2017-18 to Rs 472.12018, services sector contributed 3.85 percent
billion from Rs 470.0 billion in 2016-17. Thus, Points compared to 3.83 percentage points last
during FY 2018, the growth in Transport, Year. (Table 1.2)

Table 1.2: Sectoral Contribution to the GDP growth (% Points)

Sector 2012-13 2013-14 2014-15  2015-16 2016-17 R 2017-18 P
Agriculture 0.5¢ 0.5% 0.4% 0.0z 0.41 0.7¢
Industry 0.16 0.92 1.06 1.18 1.14 1.21
- Manufacturing 0.64 0.7€ 0.52 0.t 0.7¢ 0.84
Service 2.9t 2.€ 2.5 3.3t 3.8¢ 3.8
Real GDP (Fc) 3.65 4.05 4.06 4.56 5.37 5.79

Source: Pakistan Bureau of Statistics

Contribution to Real GDP Growth countries. Thus, it is expected that with
increased income, the economic agents would
decide to consume more. During FY 2018,
When analysed from demand side perspectivenouseholds' average propensity to consume
consumption is the largest followed by remained fairly constant at around 85.5% at
investment and net exports are the majorconstant prices and at around 82% in current
components of aggregate demand. Historically,prices. This means that the growth rate of
Pakistani society behavior is like a consumptionprivate consumption was about the same as the
oriented society similar to other developing growth rate of GDP both in constant and in

X

(Aggregate Demand Analysis)
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current prices. Further,oW interest rate
encouragedmore consumption as people .
temptedto purchase durables durirperiods
when relatively cheap money is avaie. In

General @vernment final consumption
expenditure there was 18.3 percent incre:
during FY 2018 compared tcconsumption
expenditure last year.

Table-1.3: Composition of Aggregate Demar

As percent of GDP (mp)
Private Consumption
Public Consumption
Total Consumption [C]
Gross Fixed Investment
Private Investment
Public Investment
Changes in Stock
Total Investment [I]
Exports (Goods & Services) [>
Imports (Goods & Services) [N
Net Exports [X-M]
Aggregate Demand [C + | + X
Domestic Demand [C + I]

2013-14

81.0
10.8
91.8
13.0
9.9
3.2
1.6
14.6
12.2
18.7
-6.4
118.7
106.4

2014-15 2015-16 F 201¢17R  2017-18 P

79.8 80.0 82.0 82.1
11.0 11.3 11.3 12.4
90.7 91.3 93.2 94.5
14.1 14.1 14.5 14.8
10.4 10.3 10.0 9.8
3.7 3.8 4.5 5.0
1.6 1.6 1.6 1.6
15.7 15.7 16.1 16.4
10.6 9.1 8.2 8.5
17.1 16.2 17.6 19.4
-6.4 -7.0 -9.3 -10.9
117.1 116.2 117.6 119.4
106.4 107.0 109.3 110.9

Source: Pakistan Bureau of Statistic

Saving and Investment

Due to contained inflatiothere was increase

consumption both by private ags and
General G@vernment. For Ju-March FY 2018,
current account deficit remained US 12.0
billion and it is expected that fcomplete year,
it will be approximatelyUS $15.7 billion i.e.,

5.0 perent of GDP. Thus for FY 2018, natior
saving and domestic savinas percentage of
GDP remainedalmost at simile level of last
year. This implies that national income
remained lessthan expenditur¢ during FY
2018 when compared with FY 2017 wh
resultedn increase in Savir-Investment gap.

Investmen{ National|Domestic [Forei
Saving [Savin¢ Savin

2005-06 1,588 1,252
2006-07 1,736 1,29C
2007-08 2,043 1,175
2008-09 2,316 1,59C
2009-10 2,350 2,01¢
2010-11 2,581 2,59¢
2011-12 3,022 2,607
2012-13 3,348 3,107
2013-14 3,684 3,362
2014-15 4,31C 4,027
2015-16 4,561 4,054
2016-17 5,144 3,842
2017-18(P) 5,64¢ 3,916

Fig-1.5: Saving-Investment Gap
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Increase in Saving-Investment gap in turn (Rs 9.8 billion to 4.9 billion).
resulted in higher current-account deficit.
During FY 2018, current account deficit In private sector, at current prices, the estimates
remained higher than FY 2017 which resulted Of GFCF in agriculture sector stands at Rs
in increased borrowing from the external 1000.2 billion dunng FY 2018 agaInSt Rs 928.9
sources. billion last year showing a growth of 7.7
percent mainly due to increase in domestic
During FY 2018 Gross Fixed Capital Formation agriculture machinery (from Rs 39.7 billion to
(GFCF), considered as fixed investment, stoodRs 57.0 billion) and value of stock in the
at Rs 5,099.1 billion compared to Rs 4,632.8livestock (from Rs 730.5 billion to 776.0
billion last year posting a growth of 10.1 billion). Estimates of GFCF in mining and
percent. Private sector Gross Fixed Capitalquarrying sector during FY 2018 are estimated
Formation (GFCF) posted a growth 5.2 percentat Rs 50.1 billion against Rs 49.8 billion last
as it increased to Rs 3,371.2 hillion comparedyear registering a nominal growth of 0.6
to 3,205.5 billion last year while the public percent due to less expenditure in exploration
sector GFCF increased to Rs 373.3 billion costs.

compared to 339.5 billion last year showing a . _
growth of 9.9 percent. Estimate of private sector GFCFin wholesale &

retail trade sub-sector has grown by 10.4
Estimates of GFCF in the General Governmentpercent during 2017-18. The private sector
sector are based on budgetary data of federalGFCF in Transport & Communication sector
provincial and districts governments. Estimateshas increased by 0.4 percent in FY 2018 to Rs
for the year FY 2018 are placed at Rs 1,354.6472.1 billion from Rs 470.0 billion last year.
billion against Rs 1,087.7 billion in last year, Mobile phone companies have reported
which are higher by 24.5 percent. The provisional GFCF conservatively. Moreover,
expenditure on GFCF incurred by federal, remaining sub-sectors such as housing services
provincial and district governments has and other private services have registered
increased by 23.9 percent, 22.1 percent andsFCF growth of 8.3 percent and 10.9 percent
45.7 percent, respectively. during 2017-18 respectively.

At current prices, in public sector, major In the large scale manufacturing (LSM) sector,
positive contribution in GFCF remained in GFCF in private sector is composed of in-
agriculture (257 percent) which increased from production and under-construction units.
Rs 122 million to Rs 435 million followed by Estimates of in-production units have been
electricity & gas (70.9 percent) which increased derived on the basis of census/survey of listed
from Rs 138.5 to 236.7 billion. While others in and non-listed companies. Estimates of GFCF
transport & communication (71.2 percent) in respect of under-construction manufacturing
(Pakistan National Shipping Corporation units are based on financial assistance of
increased from Rs 0.6 billion to Rs 5.5 billion, industrial investment disbursed by the
Port Qasim Authority increased from Rs 0.5 Developmental Financial Institutions (DFIs),
bilion to Rs 9.2 billion, PARCO increased special banks, scheduled banks, modarbas&
from Rs 0.07 billon to Rs 12.8 billion). Some leasing companies based data from all sources.
industries in public sector have witnessed GFCF for private large scale manufacturing
negative growth including mining & quarrying sector for the year FY 2018 is estimated at Rs
(57.1 percent), which decreased from Rs 64.2481.9 billion against Rs 479.5 billion during
billion to Rs 27.6 billion due to OGDC (Plant & last year showing a modest increase of 0.5
Machinery declined from Rs 48.4 billion to percent. Conservative reporting of provisional
12.7 billion), LSM (39.1 percent) due to capital formation by private companies is the
National Refinery Limited (Rs 28.1 hillion vs main reason behind this slow rate of increase.
0.37 hillion). Railways in transport & Expenditures on GFCF for Electricity
communication declined by 72.9 percent (Rs Generation & Distribution and Gas Distribution
39.4 billion to Rs 10.7 billion) and finance & sector stands at Rs 6.3 billion during FY 2018
insurance decline by 35.1 percent due to EOBlagainst Rs 9.2 billion last year registering a
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decline of 31.2 percent mainly because of lo
expenditure reported by IPI GFCF in
construction sector for the yeiFY 2018 is
estimated as R$§9.4 billion againstRs 82.9
billion last year, which is 16.2 percent low
This is due to lowe imported constructio
machinery which declined froiRs 50.4 billion
last year to Rs 42.6 billioourrent yee. GFCF
in finance & insurance industialso decreased
by 0.4 percent during 20-18 because of
conserve reporting by commercial banks
insurance companies.

Per Capita Income

Per capita incomés one of the most widel
used measures of the general -being in an
economy. It iscomputed by dividingGross
National Income (GNI) by population whi

GNI is obtained by adding Net Factor Inco
from Abroad in GDP at market pric

Net factor income from abroad increased
4.17 percent in FY 2018 compared to FY 2(
This is taken as investment net of incc
receipts Royalties/ Tra-mark and worker’'s
remittances. There is 44.8 percent growtt
recepts of Royalties/ Trac-mark during FY
2018 compared to FY 20:

During FY2018, per capita income increa
by 0.5 percent to $1,64As per PBS, er capita
income during 20187 isRs 162,230 ($1,641)
based on provisional figures of Populat
Census 201 held in March 201, i.e,
207,774,520. The revised series of per ce
income will be compiled after finalization
6th Housing & Population Census resi|

Fig-1.6: Per Capita Income in Rupees and in Dolla
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Global Development

Global economic activity continued
strengthen since 2016 and global outpu
estimated to have grown by Zpercent in 2017.
This broad based momentum driven by an
investment recovery in advanced econorn
continued strong growth in emerging Asia
notable upswing in emerging Europe, and s
of recovery in several commdy exporters.
Global output iprojected to further increase
3.9 percenfor 2018 and 201 that is supported
by strong momentum, favorable mar
sentiment, accommodative financial conditic
and the domestic and internatio
repercussions of expansionary fiscal policy

the United States. The partial recovery
commodity prices should aw conditions in
commodity exporters to gradually impra

Across advanced economies, the pickup
growth in 2017 is explained almost entirely
investment spending, which remained w
since the 20089 global financial crisis ar
was particularly subdad in 2016

Across emerging marks and developing
economies, pickup in growth during 2017 ce
primarily from an acceleration in prive
consumption.Growth in China and India la
year was supported by resurgent net exports

)
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strong private consumption, respectively, while prospects for commaodity exporters after three
investment growth slowed down. years of very weak economic activity.

Advanced economies are projected to grow atEmerging Asia, which is forecast to continue

2.5 percent in 2018 and 2.2 percent in 2019.growing at about 6.5 percent during 2018-19,
Growth projection in advanced economiesremains the most important engine of global
reflecting stronger prospects for the euro-zonegrowth. In China, growth is projected to soften

area and Japan and especially the projectedlightly from 6.9 percent in 2017 to 6.6 percent
domestic and spill over effects of expansionaryin 2018 and 6.4 percent in 2019. The forecast is
fiscal policy in the United States. In the United reflecting an improved external demand

States, growth is expected to rise from 2.3outlook. Over the medium term, the economy is
percent in 2017 to 2.9 percent in 2018, beforeprojected to continue rebalancing away from

moderating slightly to 2.7 percent in 2019. Theinvestment toward private consumption and
upward revision reflects stronger-than-expectedfrom industry to services, but non-financial debt

activity in 2017, firmer external demand, and is expected to continue rising as a share of
the expected macroeconomic impact of theGDP, and the accumulation of vulnerabilities

December 2017 tax reform. Fiscal policy clouds the medium-term outlook.

changes are projected to add to growth through

2020, so that US real GDP is 1.2 percent highe/Growth in emerging and developing Europe,

by 2020 than in a projection without the tax NOW estimated at close to 6 percent in 2017, is
policy changes. projected to moderate to 4.3 percent in 2018

and 3.7 percent in 2019, supported by a
The growth trend of the euro-zone area andfavorable external environment with easy
Japan-important contributors to the long- financial conditions and stronger export
awaited strengthening of economic activity in demand from the euro-zone area and, for
advanced economies—are expected to continudurkey, an accommodative policy stance.
during 2018-19. The recovery in the euro-zone _ _ _
area is projected to pick up slightly from 2.3 Growth in the Middle East, North Africa,
percent in 2017 to 2.4 percent this year, beforeAfghanistan, and Pakistan region is also
moderating to 2 percent in 2019. The expe(_:ted to pick up in 2018 and 2019, but W!||
forecasting is reflecting stronger-than-expectedrémain subdued at about 3.5 percent. While
domestic demand across the currency areaStronger oil prices are helping recovery in

supportive monetary policy, and improved domestic demand in oil exporters, including
external demand prospects. Saudi Arabia, the fiscal adjustment that is still

needed is projected to weigh considerably on
Japan’s growth is projected to moderate to 1.2growth prospects.
percent in 2018 before slowing further to 0.9
percent in 2019. The growth projection reflects According to World Bank report “South Asia
more favorable external demand prospects,Economic Focus Spring 2018", the world
rising  private  investment, and the €conomy continued its recovery and global
supplementary budget for 2018. Japan’s9rowth increased to 3.3 percent in the last two

owing largely to a shrinking labor force. accelerated to 2.3 percent in the third quarter of

last year and further to 2.6 percent in the fourth
Growth in emerging markets and developing quarter. In the Eurozone, growth accelerated to
economies is expected to increase further—2.8 percent while developing countries grew
from 4.8 percent in 2017 to 4.9 percent in 2018slightly slowly last year than in 2016, but their
and 5.1 percent in 2019. Although the high growth picked up to 6.6 percent in the last
growth rate reflects primarily continued strong quarter of 2017. However, South Asia is again
economic performance in emerging Asia, thethe fastest growing region in the world, albeit
projected pickup in growth reflects improved not by a wide margin. The growth rate in India
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picked up in the second half of 2017 after five deficits continued to widen. The widening of

consecutive quarters of deceleration. Despite arcurrent account deficit resulted in currency
acceleration of economic growth in destination depreciation. Thus, not only Pakistani rupee but
markets, export performance remains also Indian rupee depreciated. However, it is
disappointing throughout the region, while expected that this depreciation of currency will
imports increased rapidly. Although remittances support improvement in external balance.

were recovering, however, current account

Country Group Name 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

World 4.3 3.5 3.5 3.6 3.5 3.2 3.8 3.9 3.9 3.8
Euro area 16 -09 -0.2 1.3 2.1 1.8 2.3 2.4 2.0 1.7
United States 1.6 2.2 1.7 2.6 2.9 1.5 2.3 29 2.7 1.9
Canada 3.1 1.7 25 2.9 1.0 1.4 3.0 2.1 2.0 1.8
United Kingdom 15 15 2.1 3.1 2.3 1.9 1.8 1.6 15 15
Germany 3.7 0.7 0.6 1.9 1.5 1.9 2.5 2.5 2.0 1.5

Emerging Market anc 6.4 5.4 51 4.7 4.3 4.4 4.8 4.9 5.1 5.1
Developing Economies

China 9.5 7.9 7.8 7.3 6.9 6.7 6.9 6.6 6.4 6.3
Hong Kong SAR 4.8 1.7 3.1 2.8 2.4 2.1 3.8 3.6 3.2 3.1
Singapore 6.4 4.1 5.1 3.9 2.2 2.4 3.6 2.9 2.7 2.6
Turkey 11.1 4.8 8.5 5.2 6.1 3.2 7.0 4.4 4.0 3.6
Russia 5.1 3.7 1.8 0.7 -25 -0.2 1.5 1.7 1.5 1.5
Japan -0.1 15 2.0 0.4 1.4 0.9 1.7 1.2 0.9 0.3
Korea 3.7 2.3 2.9 3.3 2.8 2.8 3.1 3.0 29 2.8
ASEAN
Indonesia 6.2 6.0 5.6 5.0 4.9 5.0 5.1 5.3 5.5 5.6
Thailand 0.8 7.2 2.7 1.0 3.0 3.3 3.9 3.9 3.8 3.6
Malaysia 5.3 5.5 4.7 6.0 5.0 4.2 5.9 5.3 5.0 4.9
Philippines 3.7 6.7 7.1 6.1 6.1 6.9 6.7 6.7 6.8 6.9
South Asia
India 6.6 5.5 6.4 7.4 8.2 7.1 6.7 7.4 7.8 7.9
Bangladesh 6.5 6.3 6.0 6.3 6.8 7.2 7.1 7 7 7.0
Sri Lanka 8.4 9.1 3.4 5.0 5.0 45 3.1 4.0 4.5 4.7
Pakistan* 3.6 3.8 3.7 4.1 4.1 45 5.3 5.6 4.7 4.9
Middle East
Saudi Arabia 10.3 5.4 2.7 3.7 4.1 1.7 -07 1.7 1.9 1.9
Kuwait 10.9 7.9 0.4 0.6 -1.0 22 -25 1.3 3.8 3.9
Islamic Republic of Iran 31 -7.7 -03 32 -16 125 4.3 4.0 4.0 4.1
Qatar 13.4 4.7 4.4 4.0 3.6 2.2 2.1 2.6 2.7 2.6
United Arab Emirates 6.4 5.1 5.8 3.3 3.8 3.0 0.5 2.0 3.0 3.2
Egypt 1.8 2.2 3.3 2.9 4.4 4.3 4.2 5.2 5.5 5.8
Africa
Algeria 2.8 3.4 2.8 3.8 3.7 3.3 2.0 3.0 2.7 1.8
Morocco 5.2 3.0 4.5 2.7 4.6 1.2 4.2 3.1 4.0 4.2
Vietnam 6.2 5.2 5.4 6.0 6.7 6.2 6.8 6.6 6.5 6.5
South Africa 3.3 2.2 2.5 1.8 1.3 0.6 1.3 1.5 1.7 1.8
Kenya 6.1 4.6 5.9 5.4 5.7 5.8 4.8 5.5 6.0 6.2
Tunisia -1.9 3.9 2.4 2.3 1.1 1 1.9 2.4 2.9 3.4

*As per National Accounts Meeting, GDP growth ratein Pakistan remained 4.6 %, 5.4% and 5.8 %
for 2015-16, 2016-17 and 2017-18 respectively

International Monetary Fund, World Economic Outldd&tabase, April 2018
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In South Asian countries, economic activity in challenges. Thus a vigilant policy is needed
Pakistan is expected to remain robust as GDRlomestically and internationally to cope with
growth is now at higher trajectory. It is also changing international environment.

expected that economic activity will be _

supported by a pickup in exports and rising Conclusion

investment demand, which is expected toThe economy is presently on a high growth
benefit from an improved business sentiment,trajectory. With the right economic and fiscal
China-Pakistan Economic Corridor (CPEC) and policies by the present government during the
other infrastructure initiatives. However, a last five years, the economy has been placed on
rising current account deficit coupled with a strong foundations. All the fundamentals are in
higher fiscal account deficit remain our major the positive territory.
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