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Government of Pakistan’s initial response to the devastating floods remained focused on emergency relief efforts, which has now entered the phase of quantification of the damage caused by floods. The damage to infrastructure will be felt beyond 2010, weighing on growth and adding to Pakistan’s fiscal challenges. The exercise of damage assessment will provide the basis for a revised budget and medium-term fiscal framework.  The full extent of the economic damage is not yet known, but as per IMF estimates real GDP growth is unlikely to exceed 2.75 percent in fiscal year 2010-11, compared with a projected rate of more than 4 percent prior to the floods. ‘Flood Reconstruction Unit’ of the Planning Commission has also started the process for damage assessment.
Real Sector

Large scale manufacturing (LSM) registered a growth of 0.97% during July-August 2010 over the same period last year contributed mainly by the automobiles, electronics industries and leather products as consumer durables remained in high demand. Production of motorcycles, jeeps and cars grew by 16.1% and 22.8% respectively while food, textile and pharmaceutical and textile group contributed negatively.

Inflation

The inflation rate based on Consumer Price Index (CPI) for October 2010 showed an increase of 15.33% over the corresponding month of previous year, while 0.62% over September 2010. 
It also registered an increase of 13.8 percent in July-September 2010-11 against an increase of 10.7 percent in July-September 2009-10, with food inflation at 16.6 percent against 10.4 percent and non-food inflation at 11.4 percent against 10.9 percent over the same period last year. The highest increase during October 2010 was observed for perishable and non-perishable food items. The current inflationary trend in the food group is the continuation of the domestic and international surge in prices of agricultural products. Other factors contributing to rising inflationary trend are higher government borrowings to meet expenditures on security and flood affectees, currency depreciation, high mark-up rates, and higher adjustments in utility prices.
Monetary Developments
The broad monetary aggregate increased by 2.74% during July-October 2010 as compared to the growth of 1.48% during the same period last year. Net government sector borrowings during this period stood at Rs.235.8 billion as compared to Rs.131.8 billion during the same period last year. Total net government borrowing for budgetary support from the banking system was more than doubled as compared to the previous year, recording Rs.258.6 billion during July-October 2010.
Fiscal Position

Pakistan’s revenue collection stood at around Rs1, 330 billion in 2010 while the government has set the target of Rs 1667 billion for the fiscal year 2010-11. The FBR tax collections till end September 2010 recorded Rs.116.4 billion. According to the World Bank estimates, implementation of the reformed General Sales Tax (GST) is likely to increase Pakistan’s tax-to-GDP ratio to around 11 percent by fiscal year 2013. The Tax to GDP ratio is currently around 9% which calls for immediate measures, like the reformed GST, to broaden the tax base.
Balance of Payments

The country's current account deficit declined by a lofty 54.7% during July-October, 2010 over the corresponding period last year. The current account deficit during this period stood at $0.5 billion as compared to $11.8 billion during the same period last year. The ease in the current account deficit owed largely to the relatively high export growth and workers remittances during this period. The export of goods showed impressive improvement of 13.3% while the imports also grew by 6.1% during the period under review.

The workers’ remittances surged 13.3% during July-October 2010 over the same period last year and reached $3.5 billion. In October 2010, $855 million were sent home by the overseas Pakistanis, up by 12.7% compared to the same month last year. The growth in remittances can be attributed to the joint initiative of the SBP, Finance and Overseas Pakistanis Ministries launching “Pakistan Remittance Initiative (PRI)”. The initiative has started materializing and remittances through formal channels are showing considerable growth.

The net inflow of foreign investment in Pakistan fell by 35.7% during July-October 2010 over the corresponding period last year. The economy also witnessed a downward slide in foreign direct investment (FDI) by 21.6%. The deteriorated law and order situation, fragile political climate and the prolonged war on terror have been the deterrents to the new investment ventures in the country.

Reforms
The government is in the process of building consensus over Reformed General Sales Tax (RGST) bill. The proposed RGST aims at broadening the tax base by replacing the present Sales Tax Act, 1990. Standard rate of 15% has been proposed instead of the present rate of 17% or multiple other rates going up to 25%.

Under the new GST law, exemptions have been kept intact in respect of basic food items including wheat, rice, pulses, vegetables, fruits, live animals, meat and poultry etc. Edible oil chargeable to Federal excise duty will remain exempt from GST as before. Exemptions earlier available for philanthropic, charitable, educational, health or scientific research purposes or under international commitments/agreements including grants-in-aid will also continue. Moreover, life saving drugs, books and other printed materials including newspapers and periodicals have been kept exempt. 

