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INTRODUCTION 

Like many other developing countries, Pakistan has attempted to pursue the path of internal and 

external (i.e., current account but not so much capital account) liberalization and export-led 

growth in recent decades.  The switch from an emphasis on import substitution to export-

promotion, and from somewhat tepid support for the private sector to outright privatization of 

publicly-owned assets in Pakistan began in earnest with the structural adjustment program 

(SAP) signed with the International Monetary Fund (IMF) in 1988.  However, the evolution of 

Pakistan’s economy has been markedly different from that of other successful exporters of 

manufactures in Asia, and even from the other industrializing countries in its neighborhood.  The 

differences are partially attributable to the trajectory of domestic institutional development, and 

partly to the political economy of Pakistan’s external circumstances. This paper investigates 

some of the recent economic developments in the Pakistani economy, explores the sources and 

sustainability of its recent growth patterns, and aims to shed some light on prospects over the 

short to medium term.  Throughout the paper, the emphasis is on developments in Pakistan’s 

international trade and finance regimes. 

 

BRIEF HISTORICAL BACKGROUND 

Pakistan won its independence from British rule in 1947. The first decade saw political instability 

and rule by a small clique of politicians and bureaucrats. Economic policies were mostly shaped 

in a make shift fashion, and generally in direct response to recurring problems.  A more 

consistent economic policy framework emerged after the military’s first direct takeover in 1958.1 

General Ayub Khan’s government undertook reforms in the industrial as well as agricultural 

sectors, following the intellectually predominant paradigm of the day in the form of import 

substitution policies.  In doing so, the military regime mainly relied on the private sector, 

although the state lubricated industrialization through subsidies, tariffs, and industrial planning.  

However, just as the regime’s celebration of the “decade of development” got underway in 1968, 

popular discontent at growing economic disparities and lack of political democracy led to 

arguably the largest mass mobilizations in the country’s history,  leading to the demise of the 

regime, and Ayub’s brief replacement by another military general.  Yahya Khan’s regime, 

however did not last long, and gave way to Pakistan’s first popularly elected government under 

                                                 
1
 The military had been playing a more indirect, less visible role in governance since the early 1950s. 
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Zulfiqar Ali Bhutto, who assumed power after the secession of the country’s east wing (now 

Bangladesh).   

For the first few years of his tenure, Bhutto pursued mild land reforms and the nationalization of 

several major industries.  His government also attempted to establish a significant heavy 

industry in the public sector.  Much of these policies were reversed by General Zia-ul-Haq when 

he took power after yet another military coup in July 1977.  General Zia denationalized much of 

the industrial sector that had been nationalized by Bhutto, returning factories to their original 

owners in many cases.   

 

During its period of market-led reforms, which we consider as having started in the mid-eighties 

(although a formal structural adjustment program (SAP) under IMF surveillance wasn’t signed 

until 1988), Pakistan transitioned from military rule to a military-dictated party-less parliamentary 

system, from this strange experiment in tightly controlled democracy to a system of relatively 

free elections and party-based parliamentary democracy, back to direct military rule, and finally 

to a system of rule with a parliamentary façade over a dominant military presence.  Thus, with 

rare exceptions, the constant over this period (and indeed since independence and partition) 

has been the heavy role of the military-bureaucratic complex, and its associated elites.  The 

latest phase of direct military rule that began with General Musharraf’s takeover in 1999 has 

seen continuation of some of the policies undertaken under the broad rubric of liberalization and 

reform in the eighties and expedited in the nineties, albeit under changed international 

conditions.  Although the menu of specific policies has varied in intensity and breadth of 

application, there has been a consistent pursuit of  foreign investment, deregulation of labor and 

commodity markets, privatization of state enterprises and the banking sector, lowering of tariff 

and non-tariff barriers to trade, reduction of taxes on upper income brackets, and loosened 

regulation of prices. 

 

Consistent with the predictions of economic theory, internal and external liberalization has 

brought forth a variety of responses from different segments of society.  

  

The last few years have brought an impressive improvement in some macroeconomic 

indicators.  However, as we will seek to show in the following sections, this improvement may 

mostly reflect temporarily benign external conditions, rather than an improvement in the 

underlying fundamentals of the economy.  Moreover, the improved macroeconomic indicators in 

some areas may hide serious (and worsening) deficiencies in other areas; deficiencies which if 
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not addressed could result in the benefits of growth being increasingly limited to narrow 

segments of a polarized population. 

 

The next section provides a brief glimpse into the evolution of Pakistan’s economy.  Section 3 

explores the evolution of Pakistan’s external trade regime.  Sections 4 and 5 discuss two major 

recent developments that are likely to impact Pakistan’s economy in the coming years: (i) the 

demise of the Multifibre Arrangement (MFA) and its successor Agreement on Textiles and 

Clothing (ATC) that significantly regulated global trade in these sectors before 2005, and (ii) the 

possible realization of a South Asian Free Trade Area (SAFTA).  Section 6 investigates the 

prospects for and constraints on the pursuit of export-led growth by Pakistan under present 

global circumstances.   This is followed by Section 7, which discusses the effects of various 

external sources of financing on Pakistan’s economic growth and briefly explores the 

sustainability of Pakistan’s present macroeconomic trajectory, along with its prospects over the 

medium-run.  Some preliminary econometric estimates are presented to ground the analysis. 

Section 8 concludes. 

 

MACROECONOMIC EVOLUTION OF PAKISTAN’S ECONOMY 

Pakistan started off in 1947 as mainly an agricultural country, with the eastern wing of the 

country producing large quantities of jute and jute-based products and the western wing 

(essentially Punjab and Sindh) producing large quantities of cotton and wheat. 

Table 1 presents GDP growth rates split temporally to correspond with: (a) different political 

regimes as described in Section 1, and (b) different decades. The Table reveals that growth 

rates were highest during the decade of the 1980s, which mainly overlapped with General Zia’s 

military rule.2  In terms of political regimes, the lowest growth rate was recorded in the pre-Ayub 

era.  However, surprisingly enough – considering that Ayub’s rule lives on in popular memory as 

an era of relative stability and rapid growth – the lowest real growth rate decade-wise coincided 

with the “decade of development” of the sixties.  This partly reflects the political turbulence of 

the latter half of the decade which set in motion events that would eventually lead to the 

separation of the eastern wing of the country.  Another interesting aspect of the growth picture is 

that the average growth rates were virtually identical in the pre- and post-SAP periods, i.e., 

1954-1988 and 1988-2005. The average annual real growth rates for the two periods were 4.6 

percent and 4.4 percent, respectively.  Since the population growth rates were roughly similar 

                                                 
2
 More on some of the external features of this era that made high growth rates possible follows in 

Section 7. 
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during the two periods (2.8 percent and 2.4 percent, respectively), the average annual real 

growth rates per capita were also roughly similar between the two periods. 

 

Table 1: Average Real GDP Growth Rates during Different Periods (Base Period GDP in 2000 = 

100) 

Period Average Real  Period Average Real 

 GDP Growth   GDP Growth 

1954-1958 2.01  1953-1960 3.80 

1959-1971 3.90  1961-1970 3.35 

1972-1977 4.31  1971-1980 4.81 

1978-1988 6.73  1981-1990 6.19 

1989-1999 4.07  1991-2000 3.96 

2000-2005 4.98  2001-2005 5.13 

 

Source: International Monetary Fund’s International Financial Statistics. 

 

Table 2 presents the contributions of various sources of demand to Pakistan’s GDP as these 

have evolved.  A few interesting details are immediately discernable.  First, as is the case for 

most developing countries (but even more so), 3  household consumption has consistently 

constituted the largest component of aggregate expenditures.  Second, the share of government 

expenditure as a proportion of GDP, which has traditionally been low by global and other 

developing country standards, had declined by 2003 to its value at the height of the Bhutto 

regime’s relatively state-centered years.  Moreover, this contrasts with an increase in the share 

of government expenditures as a source of demand, both at the global and developing country 

levels.  Third, gross capital formation or gross investment has traditionally been much lower in 

Pakistan than in other developing countries, especially the rapidly growing East and South East 

Asian nations.  Fourth trade (in goods and services) as a proportion of GDP rose from 22 

percent to a little over 33 percent between 1975 and 2003, although this proportion is still low by 

global and developing country standards.   

 

Figure 1 highlights the evolution of Pakistan’s economy in terms of the relative contribution of 

different sectors to total value-added.  The figure underscores the fact that while the contribution 

of manufacturing remained more or less stable at around a quarter of total value-added, the 

services sector expanded at the expense of the agricultural sector, which shrank from about 40 

                                                 
3
 China being a noticeable contemporary exception. 
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percent in 1965 to less than 23 percent in 2004.  This highlights another feature that 

distinguishes Pakistan from the rapidly industrializing East and South East Asian economies in 

that the latter experienced an expansion of the manufacturing sector rather than the services 

sector, at least during their transition from low-income to middle- or upper-middle income status.  

Moreover, it is worth noting that while the agricultural sector has shrunk over the last few 

decades in terms of its contribution to total value-added, agriculture and agriculture-related 

activities continue to employ a much larger proportion of the Pakistani workforce than its 

proportional contribution to value-added.  The latter observation partly reflects the widespread 

presence of underemployment in this rural, low-productivity sector. 

 

With rare exceptions, the Pakistani government ran budget deficits ranging from 4-10 percent of 

GDP for most of its history (see figure 2).  Interestingly enough, these deficits continued to run 

high in the post-SAP period beginning in 1988.  However, this was mainly a result of high 

interest rates and associated debt servicing costs rather than due to any inherent proclivity 

towards fiscal “irresponsibility” on the part of the elected governments.  Indeed, the primary 

balance (revenues minus expenditures excluding interest payments) picture remained relatively 

satisfactory over the period with the parliamentary governments running either surpluses or 

small deficits during most of the 1990s (Ministry of Finance, 2006).  Government revenues as a 

share of GDP fluctuated in the 10-20 percent range, rising to the upper half of the range in the 

1980s and 1990s, before returning to the lower half in recent years (see Figure 3). 
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Table 2: Sources of Aggregate Demand (by Percentage): 1975-2003 

 

Year 1975  1990  2003 

Economy World Developing  Pakistan  World Developing  Pakistan  World Developing  Pakistan 

Indicator  Economies    Economies    Economies  

Government 

expenditure 15.5 12.3 9.6  17.2 13.9 12.2  17.4 14.0 9.1 

Household 

expenditure 61.0 61.1 76.4  59.4 59.8 68.9  61.6 57.3 73.6 

Gross capital 

formation 23.0 26.8 22.1  23.7 25.4 20.7  20.9 25.5 16.7 

Exports 15.6 19.8 8.0  19.5 25.2 12.7  24.9 36.7 16.9 

Imports 16.1 20.2 14.0  19.8 24.0 14.2  24.7 33.0 16.3 

Total 100 100 100  100 100 100  100 100 100 

 

Source: UNCTAD’s Handbook of International Trade and Development Statistics. 
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Figure 1: Contribution of Various Sectors to Value-Added (Percentage of Total Value-Added) 
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Source: World Bank’s World Development Indicators. 
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Figure 2: The Evolution of the Fiscal Balance, 1953-2004 
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Figure 3: Government Revenue as a Proportion of GDP, 1953-2005 
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Source: International Monetary Fund’s International Financial Statistics. 
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EXTERNAL TRADE REGIME 

Pakistan is part of the relatively small but growing group of developing countries whose exports 

overwhelmingly consist of manufactured products. However, Pakistan’s exports remain highly 

concentrated, with a large proportion of value-added in the export sector coming from textiles 

and clothing.  In addition, Pakistan is also a major grower and exporter of cotton. 

As part of its efforts to integrate more closely into the global trading system, Pakistan acceded 

to the World Trade Organization (WTO) in January 1995.  In 1996/97, Pakistan significantly 

accelerated the liberalization of its trade regime.  Import tariffs have declined significantly as a 

result, as have tax revenues from international trade (see Table 3 and Figure 4, respectively). 

 

Table 3: Pakistan’s Tariffs on Non-Agricultural and Non-Fuel Imports 

 Effectively Applied Rate Effectively Applied Rate Effectively Applied Rate 

 Simple Average Weighted Average Maximum rate 

Year 1995 2004 1995 2004 1995 2004 

Origin       

World 51.6 16.2 49.2 15.7 265.0 200.0 

Developed economies 50.9 15.7 50.3 16.2 265.0 200.0 

South-East Europe and 

CIS 50.4 15.4 28.6 10.1 70.0 60.0 

Developing economies 52.3 16.7 49.0 15.3 265.0 200.0 

Least developed 

countries 53.2 16.2 32.0 10.5 265.0 150.0 

Source: UNCTAD’s Handbook of International Trade and Development Statistics. 

 

EXTERNAL ACCOUNTS 

Like most of its south Asian neighbors,4  Pakistan has been relatively closed to trade, as 

measured in terms of GDP, compared to many other developing countries of similar size.  

Figure 5 shows Pakistan’s trade to GDP ratio, which increased from 27 percent in 1967 to 33 

percent in 2003.  Indeed, as seen in Figure 6, Pakistan’s share of world exports dropped from 

0.79 percent in 1950 to 0.15 percent in 2004. 

 

 

 

 

                                                 
4
 With the possible exception of Sri Lanka, which began liberalizing its trade regime in the 1970s. 
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Figure 4:  Taxes on International Trade as Percentage of GDP, 1990-2004  
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Source: World Bank’s World Development Indicators. 

 

As seen in Figure 7, Pakistan has run current account deficits (mainly due to negative balances 

of trade in goods and services) offset by financial account surpluses and official reserve 

transactions for most of its history since the mid-seventies.  However, this picture reversed for a 

few years in the immediate years following the 2001 terrorist attacks in New York.  The reversal 

owes much to three factors: (a) the write-off or re-scheduling of bilateral debts by the US and 

other major creditors resulting in reduced current account outflows in the form of interest and 

principal payments, (b) increased inflows of new grants and credits from the US, Japan, and 

Europe, and (c) the repatriation of huge sums of earnings and savings by overseas Pakistanis. 

The latter factor, which has had consequences for resource allocation between the tradable and 

non-tradable sectors of the economy, has in turn resulted from two factors: the fear on the part 

of overseas Pakistanis for the safety of their savings in overseas bank accounts, and the switch 

to more formal channels of repatriation once the informal “hundi” system came under stricter 

international scrutiny.5    

 

Table 4 highlights some of these factors.  International sanctions following the nuclear tests in 

May 1998 left the Pakistani economy in a rather vulnerable position on the external front.  

                                                 
5
 See Section 7 below for more discussion of related issues. 
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However, the 9/11 attacks brought significant changes, as Pakistan became an ally in the “war 

on terror.”  The current account switched from a deficit of $85 million into a surplus of $1.9 

billion between 2000 and 2001, just as workers’ remittances increased sharply from $1.1 billion 

in 2000 to $4.3 billion in 2005 (thus growing at an annual rate of over 31 percent) while net 

current transfers jumped from $4.1 billion to $9.1 billion over the same period. Foreign direct 

investment also picked up in 2002, surpassing the billion dollar mark in 2004.  However, like its 

trade-GDP ratio, Pakistan’s FDI-GDP ratio also remains relatively low compared to other 

countries at similar income levels.6   As Pakistan’s external position stabilized, international 

investor confidence and relatively easy international liquidity conditions were reflected in 

Pakistan’s successful floating of Eurobonds worth $500 million in 2004 after a five year absence 

from international bond markets.   

 

The net impact of increased current transfers and worker remittances has been to significantly 

relax the foreign exchange reserve position.7 Figure 7 shows that Pakistan’s foreign exchange 

reserves were sufficient for almost 6 months of imports in 2005, up from barely 8 weeks in 2000.   

 

Figures 8 and 9 highlight Pakistan’s persistent current account deficits from another 

perspective.  One can derive the following simple macroeconomic identity from the national 

income and expenditures identities: 

 

trade balance ≡ net national savings ≡ net domestic private savings + budget balance 

 

Logically, current account deficits (or more simply, trade balances) have to be financed by 

financial account surpluses or official reserve transactions.  Figure 8 highlights the large trade 

balance component of Pakistan’s almost continuous current account deficits in recent decades.  

Furthermore, trade deficits reflect an excess of national investment over savings, which have to 

be financed by net borrowing from abroad (either by the private sector or by the government).  

Figure 9 illustrates this aspect of the identities and shows how Pakistani trade imbalances have 

been reflected in both excess of investment over saving and budget deficits.  Although it is 

impossible to ascertain causality without careful econometric tests, it is safe to assume that 

                                                 
6
 The ratio, which was 0.18 percent in 1972, had merely increased to 1.16 percent in 2004. 

7
 Although some of the increased holdings of foreign exchange reserves are almost certainly a reflection 

of the efforts to maintain a competitive nominal exchange rate through official reserve transactions.  In 
this sense, the State Bank probably pursues a de facto exchange rate target in spite of the de jure float.  
More on the pursuit of external competitiveness in Section 6. 
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Pakistan’s low domestic saving rates and persistent budget deficits bear at least partial 

responsibility for difficulties on the external account side. 

 

Figure 5: Evolution of Pakistan’s Trade as a Proportion of GDP 
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  Source: World Bank’s World Development Indicators. 

 

Figure 6: Evolution of Pakistan’s Share of World Exports (1950-2004) 
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  Source: UNCTAD’s Handbook of International Trade and Development Statistics. 
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Table 4:  Pakistan’s external accounts in millions of US dollars (1976-2005)  

  1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

 Goods exports (F. O. B.) 8507.3 8350.7 7850.0 7673.0 8739.0 9131.0 9832.0 11869.0 13297.0 15382.0 

 Goods imports (C. I. F.) 

-

12163.7 

-

10750.2 -9834.0 -9520.0 -9896.0 -9741.0 

-

10428.0 

-

11978.0 

-

16693.0 

-

21560.2 

Balance on merchandise trade -3656.4 -2399.5 -1984.0 -1847.0 -1157.0 -610.0 -596.0 -109.0 -3396.0 -6178.2 

 Services exports 2016.2 1625.2 1404.0 1373.0 1380.0 1459.0 2429.0 2968.0 2749.0 3677.0 

 Services imports -3458.8 -2658.3 -2261.0 -2146.0 -2252.0 -2330.0 -2241.0 -3294.0 -5333.0 -7482.0 

Balance on goods and services -5099.0 -3432.6 -2841.0 -2620.0 -2029.0 -1481.0 -408.0 -435.0 -5980.0 -9983.2 

 Income credits 175.4 146.6 83.0 119.0 118.0 113.0 128.0 180.0 221.0 657.0 

 Income debits -2197.8 -2366.4 -2263.0 -1959.0 -2336.0 -2189.0 -2414.0 -2404.0 -2584.1 -3173.0 

Balance on goods, services, and 

income -7121.3 -5652.3 -5021.0 -4460.0 -4247.0 -3557.0 -2694.0 -2659.0 -8343.0 

-

12499.2 

 Current transfers (credit) 2739.5 3980.6 2801.0 3582.0 4200.0 5496.0 6593.0 6300.0 7666.0 9126.0 

 Current transfers (debit) -54.1 -39.9 -28.0 -42.0 -38.0 -61.0 -45.0 -68.0 -140.0 -90.0 

Current account balance -4436.0 -1711.7 -2248.0 -920.0 -85.0 1878.0 3854.0 3573.0 -817.0 -3463.2 

            

 Capital account (credit) 0.0 0.0 0.0 0.0 0.0 0.0 40.0 1140.0 596.0 214.0 

 Capital account (debit) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -2.0 -5.0 -12.0 

Capital account Balance 0.0 0.0 0.0 0.0 0.0 0.0 40.0 1138.0 591.0 202.0 

 Direct investment outflows -6.8 24.3 -50.0 -21.0 -11.0 -31.0 -28.0 -19.0 -56.0 -44.0 

 Direct investment inflows 922.0 716.3 506.0 532.0 308.0 383.0 823.0 534.0 1118.0 2183.0 

 

Portfolio investment 

inflows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -2.0 9.0 18.0 
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Portfolio investment 

outflows 260.9 279.0 -57.0 46.0 -451.0 -192.0 -567.0 -119.0 392.0 906.0 

 Other investment assets -163.8 -21.4 44.0 -523.0 -437.0 53.0 -64.0 -542.0 -1339.0 146.0 

 Other investment liabilities 2483.9 1322.9 -2316.0 -2398.0 -2508.0 -602.0 -948.0 -1603.0 -1934.0 907.3 

Financial account Balance 3496.2 2321.1 -1873.0 -2364.0 -3099.0 -389.0 -784.0 -1751.0 -1810.0 4116.3 

            

 Net errors and omissions 159.6 -71.8 1011.2 768.1 556.9 707.6 974.0 -52.4 685.2 -380.5 

Overall balance of payments -780.2 537.6 -3109.8 -2515.9 -2627.1 2196.6 4084.0 2907.6 -1350.8 474.6 

 

Source: IMF’s International Financial Statistics database. 
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Figure 7:  Official Reserves of Foreign Assets (Including Gold) in: (a) Millions of Dollars (Left 

Scale) and (b) in Terms of Imports (Right Scale), 1976-2004 
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Source: World Bank’s World Development Indicators. 

 

Figure 8: Current Account, Financial Account, and Official Reserves in Millions of US Dollars, 

1976-2004. 
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  Source: International Monetary Fund’s International Financial Statistics. 
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Figure 9: The Persistent Saving-Investment Gap, 1976-2004 
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  Source: World Bank’s World Development Indicators. 

 

COMPOSITION OF EXPORTS AND IMPORTS 

A look at Table 5 reveals that Pakistan continues to export a majority of its products to 

developed countries although the proportion has declined somewhat over the decades.  Europe 

and the US have traditionally been the largest destinations for Pakistani exports.  Pakistani 

imports, on the other hand, are geographically less centered on industrialized countries, mainly 

due to the high proportion of oil imports. 

  

Tables 6 – 9 detail the composition of Pakistani imports and exports, as classified under the 

Standard International Trade Classification (SITC) and Broad Economic Categories (BEC) 

systems. 8   Pakistan is a part of the group of developing countries that mainly export 

manufactured products.9  Pakistan’s exports are heavily concentrated under SITC categories 6 

and 8, consisting mainly of textile yarn and fabric (SITC 65) and apparel and clothing 

accessories (SITC 84).  Together, these two SITC categories (i.e., 6 and 8) constituted almost 

77 percent of Pakistani exports in 2005.  In terms of BEC categories, this translates into almost 

                                                 
8

 See the Appendix for a more detailed presentation of how various industries and sectors are 
categorized under these systems. 
9
 In Pakistan’s case, the share of manufactures in total exports increased from almost 68 percent in 1984 

to 86 percent in 2003. 
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four-fifths of Pakistan’s exports being concentrated under categories 2 (industrial supplies) and 

6 (consumer goods).  Unlike many other developing countries (including its SAARC neighbor 

Bangladesh), however, Pakistan is specialized to a greater extent in the relatively capital-

intensive textile sector, rather than the more labor-intensive clothing and apparel sector.  We 

discuss some implications of this pattern of specialization in section 6. 

 

As is generally the case for other countries, Pakistan’s imports are much more diverse than its 

exports.  In other words, Pakistan is much “larger” on the export side than on the import side.  

Almost half of Pakistan’s imports fall under SITC categories 3 (mineral fuels, lubricants and 

related materials) and 7 (machinery and transport equipment).  The former reflects Pakistan’s 

heavy dependence on imported oil and petroleum products.  In terms of BEC categories, this 

translates into almost four-fifths of Pakistan’s imports being concentrated under categories 2 

(industrial supplies), 3 (fuels and lubricants) and 4 (capital goods). 
 

Table 5: Composition of Pakistani Imports and Exports by Origin and Destination (Percentages) 

 Partner 1955 1965 1975 1985 1995 2004 

Imports World 100.0 100.0 100.0 100.0 100.0 100.0 

 

Developed 

Economies 72.7 89.6 61.4 55.8 50.4 40.3 

 Europe 45.0 41.5 25.9 23.8 27.7 20.2 

 US and Canada 12.2 37.4 16.3 15.3 10.4 11.2 

 Japan 14.6 9.9 13.1 12.6 10.7 6.7 

 

Developing 

Economies 9.2 7.9 33.8 42.3 46.6 57.1 

 OPEC 3.6 0.7 19.4 25.3 18.7 28.0 

 Other Asia 4.9 6.8 14.6 13.7 22.1 26.9 

Exports World 100.0 100.0 100.0 100.0 100.0 100.0 

 

Developed 

Economies 64.8 51.7 38.6 52.0 56.7 53.0 

 Europe 43.6 34.4 26.1 28.6 31.7 28.6 

 US and Canada 8.0 10.0 5.0 11.0 16.8 22.1 

 Japan 11.8 4.5 6.8 11.3 6.8 1.1 

 

Developing 

Economies 32.6 44.6 54.7 41.5 39.1 45.9 

   OPEC 1.4 7.0 21.8 16.1 11.0 18.6 

   Other Asia 24.9 26.2 24.0 16.6 20.5 18.8 

Source: UNCTAD’s Handbook of International Trade and Development Statistics. 
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Table 6: SITC2-Wise Classification of Pakistan’s Exports (Million of Dollars and Percentages) 

Year SITC2-0 SITC2-1 SITC2-2 SITC2-3 SITC2-4 SITC2-5 SITC2-6 SITC2-7 SITC2-8 SITC2-9 Total 

1985 4.56E+08 8.83E+06 5.02E+08 3.90E+07 3.33E+03 9.24E+07 1.19E+09 5.45E+07 3.74E+08 2.48E+07 2.74E+09 

 (16.66) (0.32) (18.34) (1.42) (0.00) (3.37) (43.31) (1.99) (13.67) (0.91) (100.00) 

1990 4.86E+08 6.45E+06 6.03E+08 7.09E+07 1.55E+04 2.47E+07 3.02E+09 5.58E+07 1.29E+09 1.24E+07 5.57E+09 

 (8.73) (0.12) (10.82) (1.27) (0.00) (0.44) (54.28) (1.00) (23.11) (0.22) (100.00) 

1995 9.31E+08 4.84E+06 3.48E+08 7.98E+07 3.39E+04 5.48E+07 4.58E+09 4.38E+07 2.09E+09 2.13E+07 8.16E+09 

 (11.41) (0.06) (4.27) (0.98) (0.00) (0.67) (56.19) (0.54) (25.63) (0.26) (100.00) 

2000 9.24E+08 6.22E+06 2.98E+08 1.31E+08 2.28E+07 1.46E+08 4.82E+09 9.61E+07 2.74E+09 1.66E+07 9.20E+09 

 (10.05) (0.07) (3.24) (1.43) (0.25) (1.59) (52.40) (1.05) (29.75) (0.18) (100.00) 

2005 1.79E+09 2.70E+07 3.12E+08 6.75E+08 9.71E+07 4.86E+08 7.82E+09 2.92E+08 4.54E+09 1.22E+07 1.61E+10 

 (11.17) (0.17) (1.94) (4.20) (0.61) (3.03) (48.70) (1.82) (28.30) (0.08) (100.00) 

Note: Figures in parentheses are percentages.  Source: Author’s calculations from United Nation’s COMTRADE database. 

See the appendix for definitions of the SITC categories. 
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Table 7: SITC2-Wise Classification of Pakistan’s Imports (Million of Dollars and Percentages) 

Year SITC2-0 SITC2-1 SITC2-2 SITC2-3 SITC2-4 SITC2-5 SITC2-6 SITC2-7 SITC2-8 SITC2-9 Total 

1985 5.89E+08 1.71E+06 3.12E+08 1.43E+09 5.06E+08 6.78E+08 6.32E+08 1.58E+09 1.47E+08 6.36E+06 5.89E+09 

 (9.99) (0.03) (5.30) (24.34) (8.60) (11.52) (10.73) (26.89) (2.50) (0.11) (100.00) 

1990 7.87E+08 2.67E+06 4.63E+08 1.54E+09 4.71E+08 1.20E+09 8.08E+08 1.88E+09 2.00E+08 9.81E+06 7.36E+09 

 (10.70) (0.04) (6.29) (20.91) (6.41) (16.27) (10.98) (25.56) (2.72) (0.13) (100.00) 

1995 8.99E+08 8.93E+06 8.18E+08 1.90E+09 1.10E+09 1.97E+09 1.17E+09 3.38E+09 2.70E+08 1.89E+08 1.17E+10 

 (7.68) (0.08) (6.99) (16.25) (9.42) (16.80) (9.97) (28.89) (2.31) (1.62) (100.00) 

2000 9.18E+08 3.96E+06 6.16E+08 3.61E+09 4.75E+08 1.98E+09 8.59E+08 2.05E+09 2.87E+08 2.68E+08 1.11E+10 

 (8.30) (0.04) (5.57) (32.64) (4.29) (17.91) (7.76) (18.49) (2.59) (2.42) (100.00) 

2005 1.39E+09 1.08E+07 1.89E+09 5.32E+09 8.89E+08 4.04E+09 2.97E+09 7.40E+09 6.77E+08 5.06E+08 2.51E+10 

 (5.54) (0.04) (7.51) (21.21) (3.54) (16.11) (11.83) (29.50) (2.70) (2.02) (100.00) 

 

Note:  Figures in parentheses are percentages.  Source: Author’s calculations from United Nation’s COMTRADE database. 

See the appendix for definitions of the SITC categories. 



 22 

Table 8: Broad Economic Categories (BEC) Classification of Pakistan’s Exports (Million of Dollars 

and Percentages) 

Year BEC-1 BEC-2 BEC-3 BEC-4 BEC-5 BEC-6 BEC-7 Total 

2000 9.57E+08 3.53E+09 1.30E+08 2.09E+08 2.05E+07 4.33E+09 1.94E+07 9.20E+09 

 (10.40) (38.40) (1.42) (2.27) (0.22) (47.09) (0.21) (100.00) 

2005 1.92E+09 5.16E+09 6.60E+08 4.24E+08 6.71E+07 7.81E+09 1.18E+07 1.61E+10 

 (11.93) (32.16) (4.11) (2.64) (0.42) (48.66) (0.07) (100.00) 

Note : Figures in parentheses are percentages. 

Source : Author’s calculations from United Nation’s COMTRADE database.  See the appendix for 

definitions of the BEC categories. 

 

Table 9: Broad Economic Categories (BEC) Classification of Pakistan’s Imports (Million of Dollars 

and Percentages) 

Year BEC-1 BEC-2 BEC-3 BEC-4 BEC-5 BEC-6 BEC-7 Total 

2000 1.43E+09 3.48E+09 3.60E+09 1.54E+09 5.84E+08 3.88E+08 4.78E+07 1.11E+10 

 (12.88) (31.47) (32.55) (13.88) (5.27) (3.51) (0.43) (100.00) 

2005 2.43E+09 8.78E+09 5.29E+09 5.78E+09 1.88E+09 8.84E+08 5.70E+07 2.51E+10 

 (9.69) (34.97) (21.08) (23.03) (7.49) (3.52) (0.23) (100.00) 

Note : Figures in parentheses are percentages. 

Source : Author’s calculations from United Nation’s COMTRADE database. 

See the appendix for definitions of the BEC categories. 

 

DIVERSIFICATION OF EXPORTS 

Table 10 compares the concentration of Pakistan’s export basket to other countries and regions 

using a Herfindahl-Hirschman index developed by the United Nations Conference on Trade and 

Development (UNCTAD).  Pakistani exports remain concentrated relative to other developing 

countries as a group.  The Table covers the period 1985-2004.  Not surprisingly, it reveals that 

developed country exports are much less concentrated than developing country ones, and the 

latter are in turn much less so than those for the group of Least Developed Countries (LDCs).  

The Table also indicates that the degree of concentration of Pakistani exports remained more or 

less stable over the period.  This is a bit surprising considering that the proportion of Pakistan’s 

exports falling under textiles and clothing (SITC categories 6 and 8) increased noticeably over 

this period.  The Table also reveals that Pakistan’s exports are less concentrated than the 

average developing country’s although more concentrated than some other major Asian 

developing country exporters of manufactures such as India, China, and Malaysia.  Finally, the 
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Table suggests that Pakistani exports have become more concentrated than the average Asian 

country’s over the last two decades. 

 

The lack of export diversification has implications for policy and welfare.  One obvious 

implication of concentrated specialization is the greater vulnerability to international terms of 

trade swings for countries that are specialized in exporting primary commodities.  For example, 

Figure 10 illustrates the volatility of Pakistani cotton prices in international markets.  

Traditionally, such vulnerability has been seen as a problem only for developing countries that 

export primary commodities.  However, as we argue in Section 6, this may be an increasingly 

important concern for developing countries that are dependent on exports of labor-intensive, 

low-tech manufactured exports. 

 

Table 10: The Concentration of Pakistan’s Exports Relative to Other Developing Countries 

Category 1985 1995 2004 

Developed Economies 0.108 0.095 0.112 

Developing Economies 0.294 0.221 0.184 

Developing Economies: America 0.257 0.199 0.281 

Developing Economies: Africa 0.490 0.485 0.325 

Developing Economies: Asia 0.265 0.199 0.162 

   Bangladesh 0.280 0.264 0.305 

   China 0.171 0.063 0.106 

    India 0.142 0.137 0.120
a
 

    Malaysia 0.270 0.178 0.194 

    Pakistan 0.220 0.241 0.217 

Least Developed Countries (LDCs) 0.422 0.546 0.483 

 

a
 the statistic for India is for 2003.  The Herfindahl-Hirschman index is a measure of the degree of market 

concentration. It is based on 239 products at the three-digit level of SITC (revision 2) classification, and 

ranges from zero to one (in order of increasing concentration). 

Source: UNCTAD’s Handbook of International Trade and Development Statistics. 

 

TRADE WITH OTHER SAARC COUNTRIES 

In the immediate aftermath of independence from British rule in 1948, intra-regional trade 

between the newly independent South Asian countries constituted 19 percent of their trade 
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(World Bank, 2004).  This proportion, however, had declined drastically to two percent by 1967 

(following the Indo-Pak war of 1965 and ensuing tensions). 

 

Figure 10: Free market price of Pakistani cotton (Pakistan Sindh /Punjab, SG Afzal, 1-1/32", CIF 

North Europe (¢/lb.). 
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  Source:  UNCTAD’s Handbook of International Trade and Development Statistics. 

 

Pakistan was one of the seven founding members of the South Asian Association for Regional 

Cooperation (SAARC) when it was established in 1985.  With almost 1.5 billion people, SAARC 

is the largest regional agreement in the world in terms of population. However, in terms of the 

density of intra-regional trade, SAARC is one of the least active associations.  Table 11 

highlights the SAARC member countries’ disappointing performance in this regard.  Intra-

regional trade stood at a mere 3.9 percent for imports and 5.3 percent for exports in 2004.  The 

corresponding percentages in 2004 were 58.8 percent and 61.1 percent for the European 

Union, 18.2 percent and 12 percent for MERCOSUR (or the Southern Common Market), and 

22.5 and 22 for the Association of South East Asian Nations (ASEAN).  It is important to note, 

however, that a major proportion of trade between SAARC countries occurs through “informal” 

channels and does not appear in the records.10 

 

 

                                                 
10

 See, for example, Bandara and Yu (2003) and Baysan et al. (2006). 
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Table 11: A Comparison of Intra-Group Trade within SAARC and Other Regional Trade Groupings 

Group Partner Year 1975 1985 1995 2004  1975 1985 1995 2004 

  Imports  Exports 

EU 15 Intra-group trade Millions of dollars 200229.9 416857.4 1168532.3 1986487.4  196617.9 419134.1 1259699.4 2080118.3 

  Percentage 55.3 57.5 61.0 58.8  57.7 59.2 62.4 61.1 

 Rest of the world Millions of dollars 161985.8 307751.3 745639.7 1390605.1  143960.8 289062.2 758591.1 1324408.3 

  Percentage 44.7 42.5 39.0 41.2  42.3 40.8 37.6 38.9 

MERCOSUR Intra-group trade Millions of dollars 1017.1 1965.0 14495.1 17909.7  1035.5 1952.6 14198.9 16720.8 

  Percentage 5.2 9.5 18.2 18.2  8.5 5.5 20.3 12.0 

 Rest of the world Millions of dollars 18648.2 18818.4 65032.1 80365.6  11149.9 33267.8 55809.1 122170.7 

  Percentage 94.8 90.5 81.8 81.8  91.5 94.5 79.7 88.0 

NAFTA Intra-group trade Millions of dollars 55609.1 159466.3 396003.5 729621.4  49983.4 143191.0 394471.6 723610.3 

  Percentage 36.9 34.4 38.4 36.2  34.6 43.9 46.2 55.2 

 Rest of the world Millions of dollars 95142.7 303479.3 634282.6 1284664.6  94654.8 182840.2 458700.6 586114.7 

  Percentage 63.1 65.6 61.6 63.8  65.4 56.1 53.8 44.8 

ASEAN Intra-group trade Millions of dollars 2643.1 11424.7 65918.7 114359.8  3660.1 13504.3 79543.8 125531.2 

  Percentage 11.1 17.2 18.3 22.5  16.7 18.6 24.6 22.0 

 Rest of the world Millions of dollars 21201.0 54810.8 294519.7 394319.5  18306.7 59000.3 243242.7 445559.2 

  Percentage 88.9 82.8 81.7 77.5  83.3 81.4 75.4 78.0 

SAARC Intra-group trade Millions of dollars 280.0 513.7 2241.7 5637.6  293.0 600.8 2023.7 5919.4 

  Percentage 2.7 1.9 3.9 3.9  4.7 4.5 4.4 5.3 

 Rest of the world Millions of dollars 10111.6 26427.1 55803.6 139980.6  6005.7 12824.4 43808.0 104965.3 

  Percentage 97.3 98.1 96.1 96.1  95.3 95.5 95.6 94.7 

 
EU 15 denotes the European Union, MERCOSUR or Southern Common Market consists of Argentina, Brazil, Paraguay, Uruguay, and Venezuela.  NAFTA or 
the North American Free Trade Agreement includes the US, Canada, and Mexico.  ASEAN or the Association of South East Asian Nations consists of Brunei, 
Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand, and Vietnam.  SAARC or the South Asian Association for Regional 
Cooperation consists of Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka. 
 

Source: UNCTAD’s Handbook of International Trade and Development Statistics. 
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THE EXPIRATION OF THE MULTIFIBER ARRANGEMENT (MFA) 

The textiles and clothing (T&C) sector  accounts for approximately 27 percent of Pakistan’s total 

industrial output, and absorbs about 38 percent of the industrial labor force (Malik, 2001). Until 

recently, trade in textiles and clothing (or T&C), which continue to constitute the bulk of 

Pakistan’s exports, was governed under the Multifibre Arrangement (MFA) and its post-Uruguay 

Round incarnation, the Agreement on Textiles and Clothing (ATC).11  The MFA/ATC regimes, 

under which developing countries were allotted quotas for access to industrialized country 

markets, expired on December 31, 2004.  Given the importance of this sector in determining 

Pakistan’s (and many other semi-industrialized developing countries’) economic performance, 

and considering that some of the studies carried out in the wake of the Uruguay Round of 

negotiations attributed two-thirds of the expected global gains from it to the expiry of the MFA,12 

we now turn to a brief discussion of the likely implications of the new post-MFA environment. 

 
Since quotas under the MFA regime were bilateral, and their degree of restrictiveness varied 

across countries, it is expected that the benefits of quota removal will be distributed unequally 

across and within countries.  Industrial country and competitive exporters from countries which 

exported mainly to non-industrial countries were expected to gain from lower industrial country 

prices and higher international prices, respectively, while exporters from countries which faced 

effectively binding quotas13 were expected to gain from greater export volumes.  Exporters from 

countries that previously benefited from quota-protected access and developing country 

consumers, on the other hand, were expected to lose, owing to the same factors.14  Finally, 

domestic producers in industrialized countries were also expected to lose due to lower domestic 

prices.  Turning to cotton producers, it was expected that the effects will be mixed.  They will 

gain in the sense that greater trade in textiles and clothing will create greater demand for cotton.  

On the other hand, however, since the expiration of the MFA was expected to shift production of 

these goods to the developing countries which favor domestic fiber producers, cotton growers in 

countries with limited domestic fiber production were expected to suffer losses on this account.  

Yet another dimension along which countries were expected to lose or gain was created by the 

                                                 
11

 Thus the MFA was a major exception to the GATT principle of non-discrimination. 
12

 See Whalley (2006) for a discussion. 
13

 That is, they could have sold more in the absence of quotas. 
14

 Governments generally distributed the quotas free of charge to domestic firms based on criteria such 
as past export performance (Hamilton, 1990), and most of the rents accrued to domestic exporters 
(Harrison, et al, 1997). 
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emergence of quota-hopping foreign direct investment by multinational firms from binding quota 

to non-binding quota countries during the MFA years. The expiration of the MFA was expected, 

for obvious reasons, to result in concentration of T&C supply chains in a smaller number of 

more competitive countries. 

 
As a low wage exporter, and a country that produces a significant amount of cotton, Pakistan 

was initially expected to gain from the expiration of the ATC regime.    However, the entry of 

China into the WTO persuaded some observers to revise these expectations downwards.  

Indeed, China’s exports grew sharply in early 2005, leading the US and Europe to take 

“safeguard” measures in the form of “voluntary” export restraints and anti-dumping measures 

against China.15   

 
The jury is still out on the impact of the WTO on Pakistan’s T&C exports.  Pakistan’s share of 

world exports seems to have increased marginally. 16   For example, according to Whalley 

(2006), Pakistan’s share of world clothing exports to the US increased from 1.76 percent to 1.83 

percent between 2004 and 2005.  However, this increase is insignificant compared to that in the 

Chinese share of world exports, which in spite of safeguard measures increased from 13.8 

percent to 22.1 percent over the same period.  Some relatively high wage suppliers like Turkey, 

Singapore, and Hong Kong saw their shares decline, in line with ex-ante expectations.  On a 

less rosy note, however, Pakistan’s market share of clothing exports to the US barely increased 

in terms of volume from 2.60 to 2.62 percent over the same period, while China’s increased 

from 14.9 percent to 26.7 percent.  Moreover, Pakistan’s share of the US textile market actually 

declined, both in terms of value and volume.  Finally Pakistan’s share of the EU market also 

declined marginally in 2005 following the demise of the MFA regime in spite of a significant 

increase in the overall share of Asian countries.17 

 

SOUTH ASIA FREE TRADE AGREEMENT (SAFTA) 

The agreement to establish a South Asian Free Trade Area was signed in January 2004, 

subsequently coming into force in 2006.  Various technical details such as rules of origin and 

                                                 
15

 Under the terms of China’s WTO accession, such safeguard measures can be undertaken against 
China until December 31 2008. 
16

 Although one reason for this low growth post-MFA may be the rapid growth in the immediately 
preceding years as producers prepared for the post-MFA era. 
17

 Whalley (2006) notes that in Pakistan’s case the positive effects of the post-MFA regime were offset by 
the imposition by the EU of a 13.4 percent antidumping duty on bed wear and the reintroduction of a 12% 
tariff on textile exports. 
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mechanisms for compensation for the least developed members of the South Asian Association 

for Regional Cooperation (SAARC) are currently under negotiation.  The agreement, which is 

widely seen as a stepping stone on the way to a Common Market, or even a Monetary Union, 

envisages sharp liberalization of intra-regional trade by 2016, although the Least Developed 

Member States are accorded special and differential treatment.18 More specifically, the member 

countries have agreed, as part of the broader trade liberalization effort, to gradually harmonize 

and eventually curtail their tariffs on imports from SAFTA countries to five percent or less. The 

reduction is scheduled to take place in phases.  In the first phase, the LDC members will reduce 

their maximum rates to 20 percent by January 2008, while the non-LDC members will reduce 

their maximum rates to 30 percent over the same period. In the second phase, which begins on 

January 1, 2008, the LDC members will reduce their import tariffs to five percent or less by 

January 2013, while the LDC members will reduce their import tariffs to the same maximum 

level by January 2016. The agreement allows the exclusion of “sensitive” items through 

negotiation.  The list of sensitive items will be member-specific.  Furthermore, there are plans to 

set up a South Asian Customs Union (SACU) by 2015 and a South Asian Economic Union 

(SAEU) by 2020.19  While the idea of an economic union seems far-fetched when one considers 

the political and economic realities, a customs union may be an achievable target. 

 
Bilateral and regional free trade agreements (BTAs and RTAs) have emerged world-wide as 

stepping stones to, or even substitutes for multilateral trade liberalization.   This development, 

which has been described by a leading trade economist as the “spaghetti bowl phenomenon,20” 

has gained momentum in the wake of the stalled Doha Round of trade negotiations.  The 

remainder of this section takes a brief look at the potential consequences of SAFTA for 

Pakistan’s economy. 

 
Simple trade theoretic analysis since the early work of Viner (1950) has considered two major 

(and conflicting) static welfare effects of RTAs.  The net (static) welfare effect of RTAs on 

                                                 
18

 For example, under an “early harvest” program India, Pakistan and Sri Lanka are scheduled to bring 
down their customs duties to 0-5 % by January 2009 for the products from such Member States. 
19

 The main difference between a customs union and an economic union is that while the former involves 
eliminating tariffs among member countries and forming a common tariff position vis-à-vis the rest of t he 
world while the latter proceeds further in the sense that member countries unify their fiscal, monetary and 
socio-economic policies. 
20

 See Bhagwati (1995). 
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individual member countries are ambiguous, and can broadly be divided into two categories: (1) 

trade creation, and (2) trade diversion.21   

 
Trade creation is said to have taken place whenever production moves from domestic 

producers who produce at a higher opportunity cost to lower cost foreign producers.  Trade 

diversion is said to have taken place when, as a result of signing an RTA, domestic consumers 

switch their source of imports from more efficient non-member country producers to member 

country producers.   

 
While the former effect of a RTA is beneficial in terms of static efficiency of resource allocation, 

the latter is harmful as it implies loss of tariff revenue while purchasing products at a higher than 

necessary cost.  The overall welfare effects of joining a RTA are, therefore, ambiguous for 

individual countries.  In general:  

• the greater the number of countries participating in the RTA, the smaller the (negative) effect 

of trade diversion is likely to be (in the extreme case, of course, with the whole world 

becoming a part of the RTA, trade diversion is zero). 

• The greater the initial tariff, the smaller the (negative) effect of trade diversion is likely to be 

(in the extreme case where initial tariffs are so high that there is no trade, subsequent trade 

diversion would be zero). 

• The more closely the price in the member countries approaches the (globally) low-cost price, 

the smaller the likely trade diversion. 

• The smaller the country and the more substitutable its tradable products with those of the 

rest of the world, the greater the likelihood that the effects of trade creation would dominate 

those of trade diversion. 

 
How does South Asia score on these criteria?  Partly due to their relatively small economic size, 

and partly due to their moderate degree of integration into the world trading system, SAARC 

member countries account for a relatively small proportion of world trade.  Moreover, almost all 

SAARC member countries are significantly dependent on the textile and apparel sectors for 

their exports, the main destination for these exports being the US and EU.  Finally, intra-SAARC 

country trade is relatively small in magnitude.  As such, SAARC countries are more 

                                                 
21

 See any standards trade textbook such as Feenstra (2004) for a more detailed discussion of RTAs and 
their welfare effects. 
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appropriately understood as mutual competitors in industrialized country markets who import 

very little from each other.22  Put differently, SAARC country traded products are substitutes and 

compete largely in third (industrialized country) markets only.  These factors render the 

likelihood of trade diversion quite high.  On the other hand, the fact that SAARC countries are 

low cost producers of many labor-intensive products also creates wide room for trade creation.   

Baysan et al. (2006) argue that it is unlikely that the lowest cost suppliers of the member 

countries are within the SAARC region. This combined with the restrictiveness of SAFTA’s 

sensitive lists and rules of origin, leads them to skepticism regarding the economic merits of 

SAFTA. 

 
A few studies have attempted to evaluate the effects of SAFTA using either computable general 

equilibrium (CGE) simulations or estimating gravity models of trade for SAARC countries.23  

Pursuing the general equilibrium methodology, Bandara and Yu (2003) find that the full 

elimination of trade barriers between South Asian countries would increase India’s welfare level, 

but affect Bangladesh negatively, with the other countries experiencing slight gains.  Extending 

the agreement to ASEAN would result in reduced welfare for all South Asian countries, but an 

extension to NAFTA or EU would have the opposite effect.  Moreover, the simulations 

suggested that, due to the similarity of their production structures, SAFTA will not have a 

significant impact on the composition of member country outputs. 

 
Srinivasan (1994) explores the effects of SAFTA using the gravity approach.  The analysis 

concludes that the smaller countries (Bangladesh and Nepal) would gain the most from the full 

elimination of tariffs among South Asian members with Pakistan, India and Sri Lanka enjoying 

only marginal benefits in terms of trade volumes.  Rodriguez-Delgado (2007) provides another 

set of gravity model-based estimates.  Again, only the smallest countries obtain significant 

increases in trade volumes, with Pakistan, Bangladesh, Sri Lanka, and India experiencing 

relatively minor increases. 

 
Baysan et al. (2006) examine the likely effects of SAFTA in the light of the India-Sri Lank Free 

Trade Agreement (ISLFTA).  The study concludes that the presence of negative lists that 

exclude a major proportion of the goods that the SAARC countries have a comparative 

                                                 
22

 Although, as stated earlier, one important caveat to this picture is the significant presence of trade 
through unofficial/informal channels. 
23

 See Baysan et al. (2006) for a discussion of the relative merits of these two approaches. 
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advantage in, and the presence of strict rules of origin requirements increases the probability of 

trade divergence, and means that trade is likely to take off in new goods that the countries do 

not presently trade, and which for that reason are not likely to be covered under the negative 

lists. 

 
In summary, existing studies do not provide much room for optimism regarding the potential 

gains that SAARC countries in general, and Pakistan in particular may derive from a South 

Asian free trade agreement.24  However, these studies do show more significant gains from 

multilateral liberalization (or from SAFTA plus NAFTA or SAFTA plus EU). 

 

A FALLACY OF COMPOSITION? 

The last few decades have seen a major shift in the composition of developing country exports; 

with manufactures having increased as a proportion of total developing country exports from 

less than 25 percent in 1980 to more than 70 percent in 2003 (see Figure 11 below).  Like many 

other semi-industrialized developing countries, Pakistan has re-tooled its trade policy in recent 

decades to pursue manufacturing-focused export-led growth. 25  Compared to many other 

developing country competitors, Pakistan (along with other South Asian countries such as 

Bangladesh and India) have an unusual combination of low levels of both skill per worker and 

land per worker that gives these countries a strong comparative advantage in labor-intensive 

manufactures.  Moreover, as is the case for many other developing countries, developed 

countries remain Pakistan’s major export market.  While an export-focused strategy led to rapid 

success in the form of sustained spurts of growth for the East Asian tigers (Hong Kong, South 

Korea, Singapore, and Taiwan) in the 1970s and 1980s, the viability of such a strategy is more 

open to question under present international circumstances. 

 
The classical sources of gains from trade between two countries are based on the idea of 

reciprocal demand.  As country A exports to country B, the income generated enables the 

former to buy more from the latter, creating a virtuous cycle of gains from specialization and 

exchange.  However, in a world where countries A and B are both pursuing third (developed) 

country markets, reciprocal demand does not come into play, at least to the same extent. 

Moreover, classical trade models are typically based on the small country assumption.  While 

                                                 
24

 This should not distract from the possibility that there a free trade area may be a good idea for political 
reasons, i.e., to improve India-Pakistan relations, but as Baysan et al. (2006) point out, there are other, 
possibly more direct ways to achieve that goal.  One such route may be a bilateral free trade agreement 
between the two countries. 
25

 As mentioned earlier, more than four-fifths of Pakistani exports consist of manufactured products. 
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this may be a good assumption for individual developing countries, it may not be so for a group 

of developing countries attempting to sell similar products in the same (developed) country 

markets. Indeed, in the latter scenario, immiserizing growth, as first formalized by Bhagwati 

(1958) becomes a distinct possibility as a large country (i.e., a group of developing countries) 

increases its supply of exports to the world market, and as a result, puts downward pressure on 

its international terms of trade. 

 
To put it somewhat differently, unless developed country markets for developing country 

products expand at a sufficiently rapid pace, developing country exporters of manufacturers 

face significant international demand-side constraints on export-led growth in the face of 

growing competition.  If too many developing countries simultaneously pursue export-led 

growth, a “fallacy of composition” or “adding-up constraint” may come into play.  The problem 

assumes added weight in the wake of China’s entry into the global trading system, and its (and 

to a lesser extent, India’s) emergence as a global manufacturing powerhouse. 

 
The issue can also be discussed in terms of the “flying geese” paradigm.  A major motivation 

behind the dramatic shift in developing country exports towards manufactures has been the 

perception that these products offer better prospects for export expansion without inducing the 

destabilizing terms of trade changes that have been observed in global primary commodity 

markets.  According to this perspective, less developed countries can move up the development 

‘ladder’ by initially specializing in and exporting low-technology, unskilled-labor-intensive 

manufactures. As these countries graduate to the rank of middle- or higher-income countries by 

exporting more technologically sophisticated, skill- and capital-intensive products, they allegedly 

expand export opportunities for other developing countries further down the development ladder 

in what is sometimes called the “flying geese formation.”26  Advocates of this view of trade and 

development, not surprisingly, have often encouraged the pursuit of developing countries’ 

comparative advantage in low-skill labor-intensive manufactured products. 

                                                 
26

 The flying geese concept traces back to Akamatsu (1935), who used it as a metaphor for the industrial 
catch-up of lagging economies. In a hierarchically structured formation of countries at different levels of 
technological advancement, a relatively advanced economy acts as the growth leader, followed 
sequentially by other economies at lower levels of development, the formation being at its widest at the 
lowest end of the developmental spectrum. As the less developed countries increase their technological 
sophistication, they graduate into the more advanced tiers of the formation, while the smaller number of 
countries in the lead continue to move further ahead. See Kasahara (2004), and Furuoka (2005) for 
critical discussions. 
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A few recent studies have empirically tested for the presence of a fallacy of composition in 

developing country pursuit of export-led growth.27 Eichengreen (2004) found that while China’s 

emergence as a global trading presence benefits the capital goods exporting, upper middle-

income countries of East Asia (such as South Korea and Taiwan), it harms other developing 

countries that specialize in exporting labor-intensive consumer products.  Razmi and Blecker 

(2007) find that developing country manufactured exports mainly compete with other developing 

country manufactured exports rather than with developed country producers, thus creating a 

potential fallacy of composition.  The study also finds, however, that the problem of significant 

price competition from other developing countries mainly exists for countries exporting relatively 

labor-intensive low-tech products as opposed to developing countries that export more 

sophisticated high-tech products.   In the specific context of Pakistan, the study finds that 

Pakistani exports face significant price competition from other developing countries, and 

Pakistan’s pursuit of manufacturing-based export-led growth, therefore, faces a potential 

adding-up problem. 

 
Blecker and Razmi (2008) explore the output effects of real exchange rate changes in semi-

industrialized developing countries, and find that these countries face a fallacy of composition in 

the sense that they experience output benefits from real exchange rate depreciations relative to 

other developing countries but not from such depreciations relative to developed countries.  

Thus, improved competitiveness relative to other competing developing country exporters may 

lead to higher growth, at least in the short-run, but the growth comes at the expense of other 

developing countries.28   Moreover, since the study also finds contractionary effects of real 

devaluations relative to other developing countries (perhaps due to greater debt burdens or 

worsened terms of trade), the overall welfare effects of increased competitiveness are likely to 

be limited (if positive at all).  Finally, the study finds that the terms of trade of major developing 

country exporters of manufactures have experienced an overall decline in recent decades.  

Figure 12 below shows Pakistan’s real exchange rate relative to developing and industrial 

countries in the sample used by Blecker and Razmi (2008).29  Notice that these real exchange 

rates are the relative prices measured in the same currency (US dollars).30  At least two relevant 

                                                 
27

 See for example, Blecker and Razmi (2008), Faini et al. (1992), Muscatelli and Stevenson (11994), 
Palley (2003), and Eichengreen et al. (2004).  See Razmi and Blecker (2007) for a more detailed 
discussion and literature review. 
28

 In other words, the growth benefits are of a “beggar-thy-neighbor” nature. 
29

 The sample consisted of 10 high income industrialized OECD countries, and 18 major developing 
country exporters of manufactured products. 
30

 See Blecker and Razmi (2008) for details of how the real exchange rate indices were constructed. 



 34 

observations emerge from the figure.  First, Pakistan’s real exchange rate relative to other 

developing countries was much more stable compared to its real exchange rate relative to other 

developing countries.  Secondly, the terms of trade almost consistently moved in favor of the 

OECD countries, as indicated by the upward movement of the “T.O.T” plot, which captures the 

producer price indexes of OECD countries relative to an aggregated export price for the major 

developing country exporters of manufactures.  This latter observation indicates that the 

concerns made famous by Raul Prebisch and Hans Singer may not be limited to primary 

commodities, and major developing country exporters of manufactures may also have 

experienced the declining terms of trade problem in recent years.  A look at Figures 13 and 14 

give further cause for concern.  Figure 13 illustrates the decline in the global price of 

manufactured exports over the last two decades.  Figure 14, on the other hand, illustrates the 

recent evolution of the net barter terms of trade for different groups of countries including: (a) oil 

exporters, (b) exporters of minerals and mining products, (c) exporters of agricultural products, 

(d) exporters of manufactures and primary commodities, and (e) exporters of manufactures.  

Not surprisingly (given the recent surge in oil prices), group (a) has fared the best among 

developing countries, while group (b) has also benefited from improved terms of trade. 

Surprisingly, however, group (e) has experienced declining terms of trade, and was the worst off 

in this dimension. 

 
Another way to analyze Pakistan’s international price competitiveness trends is to look at the 

nominal and real exchange rates.  Figure 15 shows the evolution of Pakistan’s nominal 

exchange rate, nominal effective exchange rate (NEER), and real effective exchange rate 

(REER).  The latter two are trade-weighted indices based on the share of Pakistan’s trade with 

different countries.  Conceptually real exchange rates can roughly be seen as the inverse of net 

barter terms of trade, with the (major) difference that the construction of real exchange rates 

includes the prices of non-tradables.31  A number of observations can be instantly derived from 

Figure 15.  Like most other countries, Pakistan’s real exchange rate tends to follow the nominal 

exchange rate, and thus appears to deviate from its relative purchasing power parity level for 

extended periods of time.  Secondly, the plots of both Pakistan’s nominal and real exchange 

rates suggest a secular trend towards depreciation.  Finally, both the nominal and real effective 

exchange rates have somewhat stabilized in the post-2001 years, partly reflecting the effects of 

higher remittances, inflows of official assistance, and foreign direct investment, and partly 

                                                 
31

 Indeed for a small open economy, real exchange rates may more appropriately be seen as reflecting 
the price of tradables relative to non-tradables, and are likely to influence the allocation of resources 
between the two sectors. 
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indicating the greater leverage that the State Bank has to carry out official reserve transactions 

to manage the nominal exchange rate.32  While the ability to stabilize the exchange rate in the 

face of higher volumes of foreign exchange inflows may facilitate the pursuit of export-led 

growth, the ability of the Central Bank to do so may be limited in the presence of current 

account deficits and limited ability to sterilize inflows. 

 
Focusing more on the composition of Pakistan’s exports, as mentioned earlier, Pakistan’s 

exports consist overwhelmingly of low-tech products (mainly textiles and clothing).  Table 12 

shows the technological profile of Pakistan’s exports relative to some other developing 

countries.  The percentage of high-tech products in Pakistan’s total exports remains abysmally 

low, especially compared to its competitor exporters of manufactures in East and South East 

Asia.  

 
Figures 16 and 17 yield more insight into the comparative structure of Pakistan’s exports as it 

has evolved over the last couple of decades.  Before we discuss these figures, however, a few 

terminological clarifications are in order.  Manufactures are generally classified as products 

falling under SITC categories 5-8.33 For purposes of analysis of the sophistication of exports, 

exports are also sometimes usefully classified into “resource-based,” “low-tech,” “medium-tech,” 

and “high-tech,” in increasing order of technological sophistication.  Resource-based (or RB) 

exports fall mostly under SITC categories 0-4.34 Low-tech (LT) exports generally fall under SITC 

categories 6 and 8.35  Medium-tech (MT) exports mostly span SITC categories 5, 7, and 8.36 

Finally, high-tech (HT) exports mostly fall under SITC category 7.  In the interest of brevity, and 

as a rough approximation, therefore, we assume that:  

• RB exports correspond with SITC categories 0-4; 

• LT exports correspond with SITC categories 6 and 8; and 

• MT/HT exports correspond with SITC categories 5 and 7. 

 

                                                 
32

 The State Bank’s leverage, of course, is also a function of foreign exchange inflows in the form of 
remittances, official assistance, and foreign private inflows.  
33

 SITC category 68, which consists of the processing of non-ferrous metals, is often excluded, however.  
This does not affect our discussion in any significant manner. 
34

 Food and live animals, beverages and tobacco, crude materials, inedible (except fuels), mineral fuels, 
lubricants and related materials, and animal and vegetable oils, fats and waxes, respectively. 
35

 Manufactured goods classified chiefly by material and miscellaneous manufactured articles, 
respectively. 
36

 Chemicals and related products, machinery and transport equipment, and miscellaneous manufactured 
articles, respectively. 



 36 

A look at Figure 16, which shows the SITC category-wise composition of developing country 

manufactured exports in 1984-2004, reveals that the share of the relatively sophisticated SITC 

category 7 expanded dramatically, mainly at the expense of SITC categories 6 and 8.  Figure 

17(a) confirms this pattern in terms of growth rates of manufacturing value-added, revealing that 

developing countries experienced the highest rate of growth in the MT/HT sectors.  Moreover, 

Figure 17(b) indicates that, at the global level, HT products have been the most dynamic in 

terms of growth in share of world exports in recent decades.  Figure 17(c), however, presents a 

starkly different picture for Pakistan, where the most rapid growth in export value took place in 

the LT sector.  Finally, Figure 17(d) underscores these concerns by presenting the technological 

evolution of Pakistan’s exports compared to some other developing countries.  Unlike some of 

the other major exporters of manufactures like Thailand, Malaysia, India, and China, HT exports 

barely make an appearance in Pakistan’s export basket, while the share of MT exports too is 

much lower compared to the other countries. Moreover, these low proportions hardly changed 

over the period 1981-2000, although the share of LT exports increased at the expense of RB 

exports.37   

 
Given the nature of its export basket, Pakistani policy makers face a serious challenge in 

ensuring that Pakistan successfully moves up the technological ladder before the fallacy of 

composition becomes too acute.   

 

                                                 
37

 Although not shown in the figure, these shares have remained largely unchanged in the post-2000 
years. 
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Figure 11: Composition of merchandise exports from developing countries by major product 

group, 1980-2003 

0.0

10.0

20.0

30.0

40.0

50.0

60.0

70.0

80.0

90.0

100.0

S
h
a
re
 (
p
e
rc
e
n
t)

1980 1990 2000 2003

Year

Manufactures

Mineral fuels, lubricants, and
related materials

Minerals, ores, and metals

Agricultural products

 

Source: UNCTAD (2005). 



 38 

 

Figure 12: Pakistan’s real exchange rate with respect to industrialized OECD countries and semi-

industrialized developing countries, respectively (1984-2004).  “T.O.T” denotes the terms of trade 

of the OECD countries as measured by their domestic producer price indexes relative to the 

export price index for major developing country exporters of manufactures. 
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Figure 13: World Manufacturing Export Price, 1986-2000 

 

Source: IMF, World Economic Outlook Database, Sep. 2003 
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Figure 14: Recent Evolution of net barter terms of trade for different groups of developing 

countries. 

 

 

Source: UNCTAD (2007) 

 

Figure 15: The Evolution of Nominal Market Exchange Rate, Nominal Effective Exchange Rate 

(NEER), and Real Effective Exchange Rate (REER) 

0

20

40

60

80

100

120

140

19
75

19
78

19
81

19
84

19
87

19
90

19
93

19
96

19
99

20
02

20
05

MARKET
EXCHANGE
RATE

NEER

REER BASED
ON REL.CP

 

 Source: International Monetary Fund’s International Financial Statistics. 



 40 

 

Table 12: Percentage of high-technology products in each developing country’s total exports 

Country 1990 1995 2000  Country 1990 1995 2000 

Bangladesh  0.13 0.03 N/A  Mexico  8.29 15.08 22.40 

China  N/A 10.05 18.58  Pakistan  0.06 0.04 0.39 

India  2.40 4.30 5.01  Philippines  N/A 34.94 72.58 

Jamaica  N/A 0.03 0.06  Singapore  39.87 53.92 62.56 

Korea  17.84 25.87 34.82  Sri Lanka  0.53 N/A N/A 

Malaysia  38.18 46.10 59.53  Thailand  20.72 24.42 33.28 

Mauritius  0.54 0.94 1.03  Turkey  1.19 1.25 4.86 

 

Notes : High-technology exports are products with high R&D intensity, such as in aerospace, 

computers, pharmaceuticals, scientific instruments, and electrical machinery. “N/A” denotes missing data.  

Source : World Bank, World Development Indicators. 

 

Figure 16:  The SITC Category-Wise Composition of Developing Country Exports, 1984-2004 
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(a) Growth rates of manufacturing value-added, 1980-2000   (b) Share of manufactured exports by technology, 1976-2000 

 

 

 

 

 

 

 

 

 

 

 

 

 

(c) Value of Pakistani exports by technology (millions of dollars)  (d) Comparative export structures by technology, 1981-2000 

 

  Source: Lall (2003). 
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REMITTANCE AND AID-LED GROWTH? 

A significant portion of the Pakistani labor force consists of workers who are temporarily or 

permanently settled abroad. Since many of these workers retain strong ties to their families 

back home, their remittances constitute a major source of foreign exchange for Pakistan.  This 

has been particularly true since the 1970s when the sharp upturn in oil prices along with active 

efforts by the government led to a surge in demand for Pakistani labor in the Persian Gulf and 

Middle East.  In addition, Pakistani-origin workers also have a significant presence in North 

America and Europe.38  

 
Traditionally, a significant proportion of workers remittances used to enter Pakistan through the 

informal “hundi” or “hawala” system.  This system was preferred due to its relatively low 

transaction costs and its invisibility for tax purposes. However, following the events on 

September 11, 2001, these informal channels for international financial transactions came under 

the close scrutiny of global (mainly American) financial regulators.  This fortuitous development 

(from the perspective of the Pakistani balance of payments) then resulted in a dramatic increase 

in workers’ remittances arriving through formal channels. Furthermore, heightened concerns 

about the security of their assets seem to have encouraged many Pakistanis to send back a 

greater portion of their savings abroad.  

 
Concurrent with the sharp increase in remittances, Pakistan also experienced a rise in official 

development assistance in the aftermath of the 9/11 terrorist attacks and the ensuing US 

invasion of Afghanistan.  Furthermore, the military regime was able to use its leverage as an ally 

in the “war on terror” to get some of Pakistan’s foreign debts written off or rolled over.  These 

developments have considerably relaxed the foreign exchange constraints that Pakistan faces, 

and have been partly responsible for the increase in the coverage of Pakistan’s foreign 

exchange reserves from less than two months worth of imports in 2001 to over 5 month in 2005.  

Figure 18 illustrates the concurrent change in remittances, ODA, and the debt-servicing burden 

in the aftermath of 9/11.39 

                                                 
38

  In Europe, the United Kingdom has a relatively high concentration, owing in part to past colonial 
connections and the language factor. 
39

 Figures on actual levels of military and civilian aid are hard to access. According to Cohen and Chollet 
(2007), Pakistan has received more than $10 billion in assistance from the US over the past five years, 
most of it channeled through the Pakistani military.  This figure includes waived sanctions and debt 
forgiveness worth $2 billion.  Moreover, the US has encouraged other creditors to follow suit.  According 
to the paper, however, less than 10 percent of this assistance goes toward humanitarian or development 
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An increase in remittances and other forms of foreign exchange injections for a foreign 

exchange starved economy like Pakistan’s can have a significant impact on the economy 

through several channels.  On the positive side, it can relax constraints on importing capital 

goods and intermediate inputs crucial for industrial production.  Moreover, by increasing 

household income and thus boosting consumption and spending, remittances can also have a 

multiplier effect on significant sectors of the economy.40  Official development assistance on 

favorable terms and lower debt servicing costs can provide breathing space for social spending, 

especially in the case of heavily-indebted countries.   

 

Figure 18: Worker remittances as a percentage of GDP, official development assistance (ODA) as 

a percentage of GDP, and Pakistan’s share of total ODA destined for developing countries 
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funding.  For example, education-related assistance amounted to only $64 million per year, or $1.16 per 
child per year. 
40

 See, for example, Isard (2005), Thirlwall and Hussein (1982), and McCombie and Thirlwall (2004). 
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Figure 19: Remittances, official development assistance (ODA), and debt servicing obligations as 

a percentage of GDP 
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Source: World Bank’s World Development Indicators. 

 

On the negative side, remittances and ODA can also lead to the so-called “Dutch disease” 

whereby the inflow of foreign exchange resources appreciates the currency (both in nominal 

and real terms), and results in making the domestic tradable goods sector internationally less 

competitive.  The Dutch disease factor assumes increased importance given the nature of 

Pakistani exports, which are heavily concentrated in the apparel and textiles sectors, and face 

highly competitive conditions (low margins) in international market.41  Moreover, in Pakistan’s 

case, several studies have concluded that the majority of remitted funds have traditionally been 

directed towards either domestic consumption or investment in the non-traded goods sector 

(mainly land and real estate),42 which, unlike investment in the traded goods sector, does not 

                                                 
41

 See section 6 for a more detailed discussion. 
42

 See, for example, Amjad (1986) and Alderman (1996). 
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create a channel for export growth.43  Finally, it has also been argued that remittances can 

reduce labor force participation rates.44 

Figure 20 shows the time plot of Pakistan’s GDP growth rates and worker remittances as a 

proportion of GDP.  The two series seem to move together with a lag, except for the late 

nineties when the relationship seems to have considerably weakened.  We now turn to a closer 

investigation of the effects of various sources of foreign exchange inflows on Pakistan’s output 

growth.  Our objective is to take another look at the sustainability of recent growth patterns.45 

 

Figure 20: Time plots of worker remittances as a percentage of GDP and real GDP growth rate 
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   Source: World Bank’s World Development Indicators. 

 

In line with our focus on the external regime, we look at the effects of the following five external 

accounts (quantity or volume) variables on output growth in Pakistan: 

                                                 
43

 Indeed, if anything, by reducing the availability of tradables for export, higher consumption could harm 
export growth. 
44

 Chami et al. (2003), who used panel data from a dataset containing 113 countries, found a negative 
correlation between remittances and economic growth, concluding that remittances may serve as 
countercyclical, compensatory mechanisms rather than as a source of capital for economic development. 
45

 Note that our objective is not to study the contribution of workers’ remittances to growth in Pakistan but 
rather to study (more narrowly) the effect of remittances relative to other sources of foreign exchange.  
See Iqbal and Sattar (2005) for an investigation of the former question. 
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• Worker remittances 

• Exports46 

• Official development assistance or ODA 

• Net FDI inflows 

• Debt service-related outflows 

Figure 21 presents bivariate regression lines imposed on scatter plots of the dependent variable 

(real GDP growth rate) against lagged individual regressors.  The scatter plots suggest a clear 

positive relationship between lagged remittances and real GDP growth.  The only other clear 

relationship appears to be a (expected) negative one between lagged debt servicing and real 

GDP growth on the one hand and lagged real exports and real GDP on the other.  The other 

figures do not appear to suggest any strong associations. However, bivariate regressions can 

be misleading given that these do not control for the effect of other variables.  As our next step, 

therefore, we run multivariate regressions to explore conditional correlations. 

Regressions involving time series require a careful look at the time series properties of the 

variables. Any correlations discovered between variables could simply indicate spurious 

correlations if the variables happen to be non-stationary (or integrated of an order greater than 

zero).   

 
Table 13 presents the results of our unit root tests.  The Augmented Dickey Fuller (ADF) and 

Kwiatkowski-Phillips-Schmidt-Shin (KPSS) unit root tests yield ambiguous results in that while 

the former indicate that most of the variables are non-stationary and integrated of order 1, I(1), 

the latter indicate that all the variables are stationary or I(0).47 As mentioned earlier, an equation 

containing I(1) variables may yield misleading results in that the regressions are spurious.  One 

approach to dealing with this potential problem is to use a co integration technique to investigate 

the presence of a long-run relationship between the level instances of the variables.  However, 

our small sample size (we could only estimate equations for the period 1976-2004 due to data 

availability problems) limits the feasibility of this approach.  An alternative is to specify the 

variables in first-differenced form.  The drawback of this latter approach is that it focuses on the 

short-run information, leaving out the long-run signal.  We, therefore, ran the regressions with 

the regressors specified in log levels.  As a robustness check, we then re-ran the regressions 

                                                 
46

 Alternatively, we could have used the trade balance, i.e., net exports of goods and services.  However, 
considering that a significant proportion of remittances, ODA, and FDI inflows is likely to be spent on 
imports, that would create potential simultaneity/endogeneity problems.  We, therefore, use exports 
instead.   
47

 The ADF test postulates a null hypothesis of non-stationarity while the KPSS test postulates a null 
hypothesis of stationarity. 
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with the variables in first-differenced form.  Moreover, in order to estimate control for price or 

scale changes, we estimated two alternative subsets of specifications, one after deflating the 

variables by the industrialized country price level index (or Indus_CPI), and the other after 

expressing the regressors as proportions of GDP.  In the case of debt servicing, we specified it 

alternately both as a proportion of exports (Debt_Exports) and of gross national income 

(Debt_GNI).  In order to take into account time lags, we specified all the regressors in first-

lagged form.  Finally, to explore inertial effects, we estimated equations with and without lagged 

instances of the dependent variable.  All variables are expressed in US dollars. 

 

Our various specifications can be listed as follows: 

∆(log(Real_GDP)) = β0 + β1 log(Remittancet-1/Indus_CPI t-1) + β2 log(Real_Exportst-1) + β3 

log(ODA t-1/Indus_CPI t-1) + β4 log(Debt_Service t-1/Indus_CPIt-1) + β5 log(FDIt-1/Indus_CPI t-1)  

        (1) 

 

∆((log(Real_GDP)) = β0 + β1 ∆(log(Remittancet-1/Indus_CPI t-1)) + β2 ∆(log(Real_Exportst-1)) + β3 

∆(log(ODA t-1/Indus_CPI t-1)) + β4 ∆(log(Debt_Service t-1/Indus_CPI t-1)) + β5 ∆(log(FDI t-

1/Indus_CPI t-1))      (2) 

 

∆(log(Real_GDP)) = β0 + β1 log(Remittancet-1/Indus_CPI t-1) + β2 log(Real_Exportst-1) + β3 

log(ODA t-1/Indus_CPIt-1) + β4 log(Debt_Service t-1/Indus_CPI t-1) + β5 log(FDIt-1/Indus_CPI t-1) + β6 

∆(log(Real_GDP t-1))      (3) 

 

∆(log(Real_GDP)) = β0 + β1 ∆(log(Remittancet-1/Indus_CPI t-1)) + β2 ∆(log(Real_Exportst-1)) + β3 

∆(log(ODA t-1/Indus_CPI t-1)) + β4 ∆(log(Debt_Service t-1/Indus_CPI t-1)) + β5 ∆(log(FDIt-

1/Indus_CPI t-1)) + β6 ∆(log(Real_GDP t-1))   (4) 

 

 

 

 

∆(log(Real_GDP)) = β0 + β1 log(Remittance_GDPt-1) + β2 log(Exports_GDPt-1) + β3 

log(ODA_GDPt-1) + β4 log(Debt_Service_Exportst-1) + β5 log(FDIt-1/Indus_CPI t-1)    

        (5) 
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∆(log(Real_GDP)) = β0 + β1 log(Remittance_GDPt-1) + β2 log(Exports_GDPt-1) + β3 

log(ODA_GDPt-1) + β4 log(Debt_Service_Exportst-1) + β5 log(FDIt-1/Indus_CPI t-1) + β6 

∆(log(Real_GDP t-1))      (6) 

 

∆(log(Real_GDP)) = β0 + β1 ∆(log(Remittance_GDPt-1)) + β2 ∆(log(Exports_GDPt-1)) + β3 

∆(log(ODA_GDPt-1)) + β4 ∆(log(Debt_Service_Exportst-1)) + β5 ∆(log(FDIt-1/Indus_CPIt-1))  

        (7) 

 

∆(log(Real_GDP)) = β0 + β1 ∆(log(Remittance_GDPt-1)) + β2 ∆(log(Exports_GDPt-1)) + β3 

∆(log(ODA_GDPt-1)) + β4 ∆(log(Debt_Service_Exportst-1)) + β5 ∆(log(FDIt-1/Indus_CPIt-1)) + β6 

∆(log(Real_GDP t-1))      (8) 

 

∆(log(Real_GDP)) = β0 + β1 log(Remittance_GDPt-1) + β2 log(Exports_GDPt-1) + β3 

log(ODA_GDPt-1) + β4 log(Debt_Service_GNIt-1) + β5 log(FDIt-1/Indus_CPI t-1)    

        (9) 

 

∆(log(Real_GDP)) = β0 + β1 log(Remittance_GDPt-1) + β2 log(Exports_GDPt-1) + β3 

log(ODA_GDPt-1) + β4 log(Debt_Service_GNIt-1) + β5 log(FDIt-1/Indus_CPI t-1) + β6 

∆(log(Real_GDP t-1))      (10) 

 

∆(log(Real_GDP)) = β0 + β1 ∆(log(Remittance_GDPt-1)) + β2 ∆(log(Exports_GDPt-1)) + β3 

∆(log(ODA_GDPt-1)) + β4 ∆(log(Debt_Service_GNIt-1)) + β5 ∆(log(FDIt-1/Indus_CPIt-1))  

        (11) 

 

∆(log(Real_GDP)) = β0 + β1 ∆(log(Remittance_GDPt-1)) + β2 ∆(log(Exports_GDPt-1)) + β3 

∆(log(ODA_GDPt-1)) + β4 ∆(log(Debt_Service_GNIt-1)) + β5 ∆(log(FDIt-1/Indus_CPIt-1)) + β6 

∆(log(Real_GDP t-1))      (12) 

 

 

Note that equations (1)-(4) contain variables expressed in price deflated form while equations 

(5)-(12) contain variables expressed as proportions of GDP.   
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Table 14 presents the estimates for equations (1)-(4).  Since the specifications with variables in 

first-differenced forms did not yield any statistically significant estimates, 48  we limit our 

discussion to the level estimates (i.e., estimates of equations (1) and (3)).  The estimates 

indicate that only remittances have a statistically significant (and positive) impact on Pakistan’s 

GDP growth rate.  Exports, ODA, and debt service have the expected (positive, positive, and 

negative) signs but are statistically insignificant.  Moreover, the FDI coefficient too is statistically 

insignificant.49  The signs of the coefficients are generally consistent with the visual evidence 

from the scatter plots. 

 
Table 15 presents the estimates for equations (5)-(12).  Again, only the specifications in levels 

yield any statistically significant results.  Moreover, the results indicate that only remittances 

have had a statistically significant positive effect on Pakistan’s growth rate.  Most of the other 

variables have the expected signs but are statistically insignificant.   

 
In sum, only our level estimates suggest that only remittances have had a statistically significant 

impact on Pakistan’s growth rate.50  We should add, however, that these are only preliminary 

estimates, and more robust conclusions would require much more detailed econometric work  

that controls for a host of other external factors (such as international interest rates, global 

growth, domestic quotas, etc.).  Our results do, however, raise some interesting questions about 

the recent growth of the Pakistani economy.  For example, if the growth has largely originated 

from remittance-led consumption and investment in the non-traded sector, how consistent are 

these developments with the government’s emphasis on export-led growth?  Does Pakistan run 

the risk of becoming increasingly less competitive in the post-MFA era, especially considering 

that it mostly exports relatively low value-added products in highly competitive sectors?  Would 

the current surge in foreign exchange inflows lead to the Dutch disease scenario that possibly 

hindered Pakistan’s growth in the aftermath of a similar surge in the 1980s?  We briefly revisit 

some of these questions in our concluding section. 

                                                 
48

 The F-tests for the joint significance of all regressors are unable to reject the null hypothesis that none 
of the variables are significant at the conventional levels of significance. 
49

 This is consistent with several recent empirical studies that have concluded that FDI inflows have a 
positive effect on growth only in relatively high-income countries that have the “absorptive capacity” to 
channel the FDI into productive uses.  See, for example, Borenzstein et al. (1998). 
50

 Although the first-differenced estimates do not yield any significant results. 
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CONCLUDING REMARKS 

We began this paper with a brief look at the evolution of Pakistan’s macroeconomic 

performance with a focus on the external accounts.  We then looked at the nature and 

composition of Pakistan’s trade, Pakistan’s place in the global trade architecture, and Pakistan’s 

prospects in the aftermath of the expiration of guaranteed quotas under the MFA and the 

agreement to constitute SAFTA.  We found that most studies do not predict major gains 

accruing to Pakistan in the new international environment for trade in apparel and textiles.  

Moreover, given the low level of trade between SAARC countries, and the nature of their 

exports, there are reasons to doubt that SAFTA would lead to dramatic benefits for most 

countries in the region including Pakistan.51   

 
Next, we turned our attention to exploring aspects of Pakistan’s recent efforts to pursue export-

led growth.  While Pakistan exports have grown relatively rapidly in recent years, this pattern 

may not be sustainable for several reasons.  Pakistan’s exports remain highly concentrated in 

the textiles and clothing sectors.  While these sectors have traditionally provided the stepping 

stone to industrialization for a number of countries (including most of the successful 

industrializers over the last two centuries), the likelihood of similar developmental results in 

present international circumstances may be constrained by demand-side constraints working at 

a global level.  In other words, the pursuit of export-led growth in low-tech, labor-intensive 

sectors with low barriers to entry may lead to a fallacy of composition if the supply-side of global 

markets becomes too crowded.   

 
One approach to countering the fallacy of composition problem may be to quickly graduate into 

more sophisticated sectors where international competition is less severe.  However, Pakistan 

so far shows few signs of moving in that direction.  Given Pakistan’s low level of human and 

social development, this is certainly not surprising.  Moreover, pursuing remedies to this 

situation through sharp increases in social sector investment may not be in the self interest of 

the narrow base of elites who have traditionally dominated Pakistan’s politics, and have under-

invested in the human capital of the majority.52  Finally, to the extent that lower labor costs help 

                                                 
51

 These features distinguish SAFTA from other regional agreements such as ASEAN which include 
countries that are much more integrated into regional trade networks, and are at more varied levels of 
technological and economic development. 
52

 See Easterly (2001), who terms Pakistan’s economic record as that of “growth without development.” 
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maintain competitiveness in the face of international competition in sectors with limited scope for 

productivity growth, the incentives for wage suppression in an export-led growth regime further 

constrict the room for rising incomes leading to significant segments of the populations investing 

in the human capital of their progeny.53   

 
An alternative source of recent growth, lent plausibility in the light of previous studies of growth 

in Pakistan and our own preliminary econometric estimates, may have been the surge in worker 

remittances following the September 2001 attacks.  However, this may be a temporary 

(exogenous) shock over which policy makers have limited control.  Moreover, to the extent that 

foreign exchange inflows in the form of remittances are likely to lead to (real and nominal) 

exchange rate appreciations, these remittances may undermine Pakistan’s hopes of pursuing 

export-led growth and may render the economy vulnerable to Dutch disease effects, unless the 

funds are used for investment in productivity enhancing activities rather than consumption.  

Given past record, it is hard to be optimistic on this account. Indeed, there is plausible evidence 

that the remittances have led to real estate booms in the big cities, with land prices skyrocketing 

after a period of relative stagnation in the nineties.  Moreover, rising prices of non-tradable 

assets may also have helped fuel the consumption boom that contributed to higher growth in 

recent years. 

 
Finally, another likely source underlying Pakistan’s recent impressive growth performance may 

be the surge of official assistance and debt write-offs.  While this is good news in the short-run, 

the long-run consequences will depend on the use that the state makes of this breathing space.  

Much of the recent assistance has taken the form of military hardware and infrastructure, which 

tends to enlarge Pakistan’s already bloated military expenditures, 54  while having a limited 

impact in terms of long-run growth.  Moreover, such assistance, if not utilized in productivity-

enhancing ways, may also undermine Pakistan’s prospects for export-led growth for reasons 

similar to those referred to while discussing remittances.   

 

 

                                                 
53

 See Anwar (2006) and Ministry of Finance (2006) for evidence of the increase in consumption 
inequality in Pakistan over the period 2001-02 to 2004-05.  See also UNCTAD(2003) for evidence of 
wage suppression in some developing countries pursuing export-led growth. 
54

 Pakistan’s military expenditures constitute about 30 percent of central government revenue, according 
the World Bank’s World Development Indicators, but given that this statistic does not include several 
major defense expenditure items, the actual number is likely to be significantly higher. 
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In sum, Pakistan’s impressive recent performance in terms of output growth may rest on shaky 

foundations.  Moreover, recent shifts in relative prices may result in re-allocation from the 

tradable to non-tradable sectors over the medium-term, undermining Pakistan’s pursuit of 

export-led and/or domestic investment-led growth.   Making room for growth based on more 

solid foundations in the long-run will require careful planning and targeted investment in the 

segments of the economy that create human capital and are likely to be under-provided by the 

private sector because of their public goods nature.  
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Figure 21: Scatter Plots of Lagged Values of Various Variables against Real GDP Growth, 1976:2005 
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Table 13: Augmented Dickey-Fuller (ADF) and Kwiatkowski-Phillips-Schmidt-Shin (KPSS) Unit 

Root Tests 

ADF test Variable Lags Levels 

(p-values) 

Lags First -differenced 

(p-values) 

 ∆(Log(Real_GDP)) 0 0.011 - - 

 Log(Remittances) 0 0.409 0 0.001 

 Log(Real_Exports) 1 0.927 0 0.000 

 Log(ODA) 0 0.006 - - 

 Log(Debt_Service) 1 0.586 0 0.000 

 Log(FDI) 0 0.212 0 0.000 

      

KPSS test Variable Band-

width 

Levels 

(p-values) 

Band-

width 

First -differenced 

(p-values) 

 ∆(Log(Real_GDP)) 3 0.326 - - 

 Log(Remittances) 4 0.297 - - 

 Log(Real_Exports) 4 0.706 - - 

 Log(ODA) 3 0.468 - - 

 Log(Debt_Service) 4 0.616 - - 

 Log(FDI) 4 0.664 - - 

      

 

Note : MacKinnon one-sided p-values reported.  All processes assumed to have an intercept but no 

time trend.  Schwarz Information Criteria (SIC) used to determine lags. Newey-West (using Bartlett 

kernel) employed for bandwidth selection. 
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Table 14: Estimates Using Deflated Variables: 1976-2005 

 

Dependent variable: ∆(Log(Real_GDP)) 

Estimates derived from equations (1)-(4) 

 Eq. (1) Eq. (2) Eq. (3) Eq. (4) 

Constant -0.185 0.050 -0.239 0.034 

 (0.654) (0.000) (0.575) (0.008) 

Log(Remittancest-1) 0.024 0.005 0.026 0.011 

 (0.008) (0.745) (0.008) (0.511) 

Log(Real_Exports t-1) 0.008 -0.011 0.007 -0.012 

 (0.624) (0.678) (0.673) (0.632) 

Log(ODA(-1)) 0.003 -0.006 0.004 -0.006 

 (0.749) (0.573) (0.693) (0.576) 

Log(Debt_Service t-1) -0.014 0.013 -0.013 0.004 

 (0.537) (0.596) (0.548) (0.874) 

Log(FDI t-1) -0.001 0.006 -0.000 0.003 

 (0.953) (0.515) (0.980) (0.795) 

∆Log(Real_GDP t-1)   -0.134 0.335 

   (0.488) (0.145) 

     

R
2
 0.490 0.067 0.502 0.159 

Adjusted R
2
 0.380 -0.144 0.366 -0.081 

St. error of regression 0.016 0.022 0.016 0.022 

Sum squared residual 0.006 0.011 0.006 0.010 

F-statistic 4.426 0.317 3.690 0.661 

p-value of F-statistic 0.006 0.897 0.011 0.681 
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Table 15: Estimates Using Variables Expressed as a Proportion of GDP: 1976-2005 

 

Dependent variable: ∆(Log(Real_GDP)) 

Estimates derived from equations (5)-(12) 

 Eq. (5) Eq. (6) Eq. (7) Eq. (8) Eq. (9) Eq. (10) Eq. (11) Eq. (12) 

Constant 0.035 0.037 0.049 0.035 0.004 0.005 0.049 0.035 

 (0.462) (0.442) (0.000) (0.005) (0.910) (0.908) (0.000) (0.005) 

Log(Remittances_GDP t-1) 0.418 0.471 -0.081 0.006 0.548 0.606 -0.108 -0.006 

 (0.048) (0.047) (0.818) (0.986) (0.008) (0.013) (0.772) (0.986) 

Log(Real_Exports_GDP t-1) 0.002 0.002 0.005 0.004 0.003 0.003 (0.005) 0.004 

 (0.391) (0.369) (0.209) (0.298) (0.219) (0.202) (0.217) (0.298) 

Log(ODA_GDP t-1) -0.025 -0.007 -0.547 -0.503 0.027 0.046 -0.553 -0.507 

 (0.934) (0.981) (0.175) (0.203) (0.931) (0.885) (0.173) (0.203) 

Log(Debt_Service_GNI t-1)     -0.441 -0.488 0.097 0.047 

     (0.332) (0.303) (0.842) (0.169) 

Log(Debt_Service_Exports t-1) -0.117 -0.127 0.017 0.005     

 (0.182) (0.165) (0.860) (0.959)     

Log(FDI_Net_GDP t-1) -0.011 -0.010 0.003 -0.004 -0.011 -0.010 0.003 -0.004 

 (0.491) (0.516) (0.872) (0.827) (0.519) (0.549) (0.879) (0.822) 

∆Log(Real_GDP t-1)  -0.112  0.300  -0.102  0.299 

  (0.580)  (0.169)  (0.626)  (0.836) 

         

R
2
 0.448 0.456 0.119 0.197 0.427 0.434 0.119 0.197 

Adjusted R
2
 0.328 0.30 -0.081 -0.033 0.303 0.279 -0.081 -0.032 

St. error of regression 0.016 0.017 0.021 0.021 0.017 0.017 0.022 0.021 

Sum squared residual 0.007 0.006 0.010 0.009 0.007 0.007 0.020 0.009 

F-statistic 3.737 3.075 0.595 0.857 3.434 2.810 0.597 0.859 

p-value of F-statistic 0.013 0.024 0.704 0.541 0.018 0.035 0.702 0.540 
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APPENDIX 

Broad Economic Categories (BEC) Rev.3 

BEC 1 - Food and beverages 

11 - Primary 

12 - Processed 

BEC 2 - Industrial supplies not elsewhere specified 

21 - Primary 

22 - Processed 

BEC 3 - Fuels and lubricants 

31 - Primary 

32 - Processed 

BEC 4 - Capital goods (except transport equipment), and parts and accessories thereof 

41 - Capital goods (except transport equipment) 

42 - Parts and accessories 

BEC 5 - Transport equipment and parts and accessories thereof 

51 - Passenger motor cars 

52 - Other 

53 - Parts and accessories 

BEC 6 - Consumer goods not elsewhere specified 

61 - Durable 

62 - Semi-durable 

63 - Non-durable 

BEC 7 - Goods not elsewhere specified  

Standard International Trade Classification (SITC) Rev.2 

SITC 0 - Food and live animals 

00 - Live animals other than animals of division 03 

01 - Meat and meat preparations 

02 - Dairy products and birds' eggs 

03 - Fish (not marine mammals), crustaceans, molluscs and aquatic invertebrates, and 

preparations thereof 

04 - Cereals and cereal preparations 
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05 - Vegetables and fruit 

06 - Sugars, sugar preparations and honey 

07 - Coffee, tea, cocoa, spices, and manufactures thereof 

08 - Feeding stuff for animals (not including unmilled cereals) 

09 - Miscellaneous edible products and preparations 

SITC 1 - Beverages and tobacco 

11 - Beverages 

12 - Tobacco and tobacco manufactures 

SITC 2 - Crude materials, inedible, except fuels 

21 - Hides, skins and furskins, raw 

22 - Oil-seeds and oleaginous fruits 

23 - Crude rubber (including synthetic and reclaimed) 

24 - Cork and wood 

25 - Pulp and waste paper 

26 - Textile fibres (other than wool tops and other combed wool) and their wastes (not 

manufactured into yarn or fabric) 

27 - Crude fertilizers, other than those of division 56, and crude minerals (excluding coal, 

petroleum and precious stones) 

28 - Metalliferous ores and metal scrap 

29 - Crude animal and vegetable materials, n.e.s. 

SITC 3 - Mineral fuels, lubricants and related materials 

32 - Coal, coke and briquettes 

33 - Petroleum, petroleum products and related materials 

34 - Gas, natural and manufactured 

35 - Electric current 

SITC 4 - Animal and vegetable oils, fats and waxes 

41 - Animal oils and fats 

42 - Fixed vegetable fats and oils, crude, refined or fractionated 

43 - Animal or vegetable fats and oils, processed; waxes of animal or vegetable origin; 

inedible mixtures or preparations of animal or vegetable fats or oils, n.e.s. 

SITC 5 - Chemicals and related products, n.e.s. 

51 - Organic chemicals 

52 - Inorganic chemicals 

53 - Dyeing, tanning and colouring materials 
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54 - Medicinal and pharmaceutical products 

55 - Essential oils and resinoids and perfume materials; toilet, polishing and cleansing 

preparations 

56 - Fertilizers (other than those of group 272) 

57 - Plastics in primary forms 

58 - Plastics in non-primary forms 

59 - Chemical materials and products, n.e.s. 

SITC 6 - Manufactured goods classified chiefly by material 

61 - Leather, leather manufactures, n.e.s., and dressed furskins 

62 - Rubber manufactures, n.e.s. 

63 - Cork and wood manufactures (excluding furniture) 

64 - Paper, paperboard and articles of paper pulp, of paper or of paperboard 

65 - Textile yarn, fabrics, made-up articles, n.e.s., and related products 

66 - Non-metallic mineral manufactures, n.e.s. 

67 - Iron and steel 

68 - Non-ferrous metals 

69 - Manufactures of metals, n.e.s. 

SITC 7 - Machinery and transport equipment 

71 - Power-generating machinery and equipment 

72 - Machinery specialized for particular industries 

73 - Metalworking machinery 

74 - General industrial machinery and equipment, n.e.s., and machine parts, n.e.s. 

75 - Office machines and automatic data-processing machines 

76 - Telecommunications and sound-recording and reproducing apparatus and 

equipment 

77 - Electrical machinery, apparatus and appliances, n.e.s., and electrical parts thereof 

(including non-electrical counterparts, n.e.s., of electrical household-type equipment) 

78 - Road vehicles (including air-cushion vehicles) 

79 - Other transport equipment 

SITC 8 - Miscellaneous manufactured articles 

81 - Prefabricated buildings; sanitary, plumbing, heating and lighting fixtures and fittings, 

n.e.s. 

82 - Furniture, and parts thereof; bedding, mattresses, mattress supports, cushions and 

similar stuffed furnishings 
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83 - Travel goods, handbags and similar containers 

84 - Articles of apparel and clothing accessories 

85 - Footwear 

87 - Professional, scientific and controlling instruments and apparatus, n.e.s. 

88 - Photographic apparatus, equipment and supplies and optical goods, n.e.s.; watches 

and clocks 

89 - Miscellaneous manufactured articles, n.e.s. 

SITC 9 - Commodities and transactions not classified elsewhere in the SITC 

91 - Postal packages not classified according to kind 

93 - Special transactions and commodities not classified according to kind 

96 - Coin (other than gold coin), not being legal tender 

97 - Gold, non-monetary (excluding gold ores and concentrates) 
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Table 1A:  Pakistan’s External Accounts (1976-2005) 

  1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 

 Goods exports (F. O. B.) 1172.1 1126.5 1403.7 1957.1 2580.9 2743.1 2351.8 2890.2 2492.1 2660.6 

 Goods imports (C. I. F.) 

-

2202.1 

-

2499.2 

-

3236.3 

-

4309.4 

-

5470.4 

-

5682.5 

-

5770.8 

-

5618.3 

-

6263.4 

-

5905.9 

Balance on merchandise trade 

-

1030.0 

-

1372.7 

-

1832.6 

-

2352.3 

-

2889.5 

-

2939.4 

-

3419.1 

-

2728.1 

-

3771.3 

-

3245.3 

 Services exports 277.7 311.8 402.0 546.8 652.0 646.4 803.0 772.4 794.4 848.5 

 Services imports -441.8 -494.2 -619.5 -791.5 -877.5 -919.4 -951.0 -989.4 

-

1092.4 

-

1184.2 

Balance on goods and services 

-

1194.1 

-

1555.2 

-

2050.1 

-

2597.0 

-

3115.0 

-

3212.4 

-

3567.1 

-

2945.1 

-

4069.2 

-

3581.0 

 Income credits 32.2 33.7 40.2 38.3 86.0 111.8 127.7 160.4 192.2 112.3 

 Income debits -168.3 -223.1 -240.3 -313.3 -359.1 -378.4 -534.5 -580.5 -665.4 -695.0 

Balance on goods, services,and 

income 

-

1330.2 

-

1744.6 

-

2250.2 

-

2872.0 

-

3388.1 

-

3479.0 

-

3973.8 

-

3365.2 

-

4542.5 

-

4163.7 

 Current transfers (credit) 564.8 1011.2 1541.7 1757.0 2467.5 2564.3 3175.4 3397.2 3349.2 3095.3 

 Current transfers (debit) -17.7 -3.6 -13.2 -2.9 -4.1 -2.7 -6.4 -5.1 -7.1 -14.6 

Current account balance -783.1 -736.9 -721.7 

-

1118.0 -924.7 -917.5 -804.8 26.9 

-

1200.4 

-

1083.0 

            

 Capital account (credit) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

 Capital account (debit) -0.4 -0.5 -0.4 -0.8 -0.7 -1.2 -1.1 -1.7 -0.4 -2.2 

Capital account Balance -0.4 -0.5 -0.4 -0.8 -0.7 -1.2 -1.1 -1.7 -0.4 -2.2 

 Direct investment outflows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 4.7 7.9 

 Direct investment inlows 8.2 15.2 32.3 58.3 63.6 108.1 63.8 29.5 55.5 131.4 
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Portfolio investment 

inflows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

 

Portfolio investment 

outflows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 8.8 110.4 

 Other investment assets -14.4 -21.3 22.6 -80.5 -17.1 12.3 -13.1 -9.9 -103.4 -78.7 

 Other investment liabilities 513.3 631.4 588.4 611.2 600.1 543.2 481.3 515.9 368.9 463.0 

Financial account Balance 507.1 625.3 643.3 588.9 646.7 663.5 532.0 535.5 334.5 633.9 

            

 Net errors and omissions -75.8 11.8 -14.9 53.7 72.5 -6.3 34.8 -15.0 -97.0 32.4 

Overall balance of payments -352.1 -100.4 -93.7 -476.1 -206.1 -261.4 -239.1 545.6 -963.3 -418.9 
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Table 1A:  Pakistan’s External Accounts (1976-2005) - Continued 

  1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 

 Goods exports (F. O. B.) 3205.9 3956.4 4425.6 4818.2 5405.4 6410.8 6913.1 6793.4 7116.8 8356.4 

 Goods imports (C. I. F.) 

-

5999.2 

-

6283.3 

-

7130.9 

-

7400.9 

-

8132.5 

-

8683.3 

-

9716.5 

-

9379.9 

-

9355.3 -11247.8 

Balance on merchandise trade 

-

2793.3 

-

2327.0 

-

2705.3 

-

2582.7 

-

2727.1 

-

2272.4 

-

2803.4 

-

2586.5 

-

2238.5 -2891.5 

 Services exports 830.1 971.6 856.6 1187.5 1429.3 1530.9 1559.5 1573.0 1752.7 1857.3 

 Services imports 

-

1201.2 

-

1287.6 

-

1492.8 

-

1712.1 

-

2072.9 

-

2314.2 

-

2683.4 

-

2638.8 

-

2529.5 -2937.5 

Balance on goods and services 

-

3164.3 

-

2643.0 

-

3341.5 

-

3107.3 

-

3370.6 

-

3055.7 

-

3927.4 

-

3652.3 

-

3015.3 -3971.7 

 Income credits 107.1 116.2 94.0 141.8 96.3 73.0 73.3 62.7 149.4 186.6 

 Income debits -757.1 -909.3 -911.7 

-

1109.1 

-

1180.6 

-

1261.5 

-

1484.5 

-

1609.5 

-

1829.5 -2125.4 

Balance on goods, services, and 

income 

-

3814.3 

-

3436.1 

-

4159.2 

-

4074.6 

-

4454.9 

-

4244.1 

-

5338.6 

-

5199.1 

-

4695.5 -5910.5 

 Current transfers (credit) 3184.9 2898.6 2759.9 2770.4 2833.6 2890.5 3501.8 2336.6 2918.6 2610.7 

 Current transfers (debit) -18.2 -25.6 -30.5 -36.2 -40.1 -49.2 -39.9 -38.1 -35.2 -49.0 

Current account balance -647.6 -563.0 

-

1429.8 

-

1340.3 

-

1661.5 

-

1402.9 

-

1876.8 

-

2900.6 

-

1812.1 -3348.8 

            

 Capital account (credit) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

 Capital account (debit) -0.9 -1.3 -0.9 -0.9 -0.6 -0.5 -0.6 0.0 0.0 0.0 

Capital account Balance -0.9 -1.3 -0.9 -0.9 -0.6 -0.5 -0.6 0.0 0.0 0.0 

 Direct investment outflows 0.6 -19.2 -12.7 -43.1 -1.9 3.7 11.6 2.2 -1.0 -0.4 
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 Direct investment inlows 105.7 129.4 186.5 210.6 245.3 258.4 336.5 348.6 421.0 722.6 

 

Portfolio investment 

inflows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

 

Portfolio investment 

outflows 83.4 132.4 126.9 15.5 87.4 92.5 371.9 293.1 1471.4 3.7 

 Other investment assets -199.2 -166.9 -188.4 -200.1 -364.6 -310.3 -567.9 -286.2 -283.5 -195.6 

 Other investment liabilities 894.6 554.4 1557.4 1406.1 1486.5 1282.2 1995.4 2976.3 1369.5 1919.1 

Financial account Balance 885.3 630.0 1669.7 1389.0 1452.6 1326.5 2147.5 3333.9 2977.4 2449.4 

            

 Net errors and omissions -43.8 14.7 22.1 -241.7 -104.7 -77.7 121.6 -5.6 177.8 -304.2 

Overall balance of payments 193.0 80.4 261.0 -193.8 -314.3 -154.6 391.7 427.8 1343.1 -1203.6 
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Table 1A:  Pakistan’s External Accounts (1976-2005) - Continued 

  1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

 Goods exports (F. O. B.) 8507.3 8350.7 7850.0 7673.0 8739.0 9131.0 9832.0 

11869.

0 

13297.

0 

15382.

0 

 Goods imports (C. I. F.) 

-

12163.

7 

-

10750.

2 -9834.0 -9520.0 -9896.0 -9741.0 

-

10428.

0 

-

11978.

0 

-

16693.

0 

-

21560.

2 

Balance on merchandise trade -3656.4 -2399.5 -1984.0 -1847.0 -1157.0 -610.0 -596.0 -109.0 -3396.0 -6178.2 

 Services exports 2016.2 1625.2 1404.0 1373.0 1380.0 1459.0 2429.0 2968.0 2749.0 3677.0 

 Services imports -3458.8 -2658.3 -2261.0 -2146.0 -2252.0 -2330.0 -2241.0 -3294.0 -5333.0 -7482.0 

Balance on goods and services -5099.0 -3432.6 -2841.0 -2620.0 -2029.0 -1481.0 -408.0 -435.0 -5980.0 -9983.2 

 Income credits 175.4 146.6 83.0 119.0 118.0 113.0 128.0 180.0 221.0 657.0 

 Income debits -2197.8 -2366.4 -2263.0 -1959.0 -2336.0 -2189.0 -2414.0 -2404.0 -2584.1 -3173.0 

Balance on goods, services, and 

income -7121.3 -5652.3 -5021.0 -4460.0 -4247.0 -3557.0 -2694.0 -2659.0 -8343.0 

-

12499.

2 

 Current transfers (credit) 2739.5 3980.6 2801.0 3582.0 4200.0 5496.0 6593.0 6300.0 7666.0 9126.0 

 Current transfers (debit) -54.1 -39.9 -28.0 -42.0 -38.0 -61.0 -45.0 -68.0 -140.0 -90.0 

Current account balance -4436.0 -1711.7 -2248.0 -920.0 -85.0 1878.0 3854.0 3573.0 -817.0 -3463.2 

            

 Capital account (credit) 0.0 0.0 0.0 0.0 0.0 0.0 40.0 1140.0 596.0 214.0 

 Capital account (debit) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -2.0 -5.0 -12.0 

Capital account Balance 0.0 0.0 0.0 0.0 0.0 0.0 40.0 1138.0 591.0 202.0 

 Direct investment outflows -6.8 24.3 -50.0 -21.0 -11.0 -31.0 -28.0 -19.0 -56.0 -44.0 

 Direct investment inlows 922.0 716.3 506.0 532.0 308.0 383.0 823.0 534.0 1118.0 2183.0 

 Portfolio investment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -2.0 9.0 18.0 
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inflows 

 

Portfolio investment 

outflows 260.9 279.0 -57.0 46.0 -451.0 -192.0 -567.0 -119.0 392.0 906.0 

 Other investment assets -163.8 -21.4 44.0 -523.0 -437.0 53.0 -64.0 -542.0 -1339.0 146.0 

 Other investment liabilities 2483.9 1322.9 -2316.0 -2398.0 -2508.0 -602.0 -948.0 -1603.0 -1934.0 907.3 

Financial account Balance 3496.2 2321.1 -1873.0 -2364.0 -3099.0 -389.0 -784.0 -1751.0 -1810.0 4116.3 

            

 Net errors and omissions 159.6 -71.8 1011.2 768.1 556.9 707.6 974.0 -52.4 685.2 -380.5 

Overall balance of payments -780.2 537.6 -3109.8 -2515.9 -2627.1 2196.6 4084.0 2907.6 -1350.8 474.6 

 


