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Executive Summary
GDP Growth

The Lahore School of Economics macro model for the Pakistan economy projects that GDP
growth over the fiscal year July 2022 — June 23, (FFY2023), will be 2.38 percent. The flood
damage to lives, livelihoods and incomes, over just the first quarter (QQ1) of the fiscal year, from
July to September 2022, have taken their devastating toll.

Our projection of GDP growth is comparable to the IMI’s estimate for Pakistan, made in
October 2022, of GDP growth of 2 percent for FY2023.

Our model also uniquely estimates a supply shock, positive or negative. Which then feeds into a
demand shock. To give a final change in GDP for FY2022.

We begin onr estimation of the supply shock, by assuming an impact of the floods as observed over Q1, July to
September 2022. If the impact is observed to persist into Q2, October to December 2022, we will revise onr
current estimate based on just Q1, to Q1 plus Q2.

We add a further caveat, that this estimation of the supply shock delivered by the floods, is based only on income
loss. It is does not add loss in capital stock. The obvions loss in capital stock due to these floods, is in rural
housing and infrastructure. The addition of loss in capital stock, can be made theoretically to the loss in income,
through reduced investment and consumption, to replace lost housing. This additional loss of capital stock, has
been run by our model, and renders GDP growth for FY 2023 negative.

However, this replacement of housing, can only be observed in Q2 to Q4 of FY 2023, so will only be incorporated
into revised runs of the model for Q2 to Q4 of FY2023.

With these caveats, we estimate the total impact of the floods on agriculture and non agriculture,
in Q1 of FY2023, at $11.7 billion.

GOP Emergency Economic Policy over FY 2023

GOP faces an enormous output gap minimally estimated here $12 billion. Its forex reserves have
dwindled to $7 billion. With the extension of the IMF’s EFF to calendar year 2023, covering
virtually all of FY 2023, its fiscal stance is extremely limited by the terms of the agreement with
the IMF.

That does leave it monetary policy to generate growth and support welfare. Monetary policy is
primarily occupied with controlling inflation raging at 23% per annum. Largely using the interest
rate peaking at 15% per annum.

However, we have argued in the last report on the State of the Economy FY 2022, that at least a
quarter of this inflation rate is being contributed to by the massive depreciation of the exchange.
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Further, research at the Lahore School shows that depreciation of the exchange rate sets in place
depreciationary expectations, leading increase capital outflows, (Mahmood and Chaudry 2020),
Lahore Journal of Economics). Which of course Pakistan’s weak Current and Capital Accounts

can ill afford. Nor can a weak investment rate of 16% of GDP.

Therefore, on all these counts, GOP needs to arrest the depreciation of the exchange rate

urgently.
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GDP Growth for Fiscal Year 2023

This FY2023 year has also seen a continued slump in the current account balance, with the first
three months of successively observed deficits, ranging between $0.7 billion and $1.2 billion.
Which adds to the devastating impact of the floods to lowers our model’s projection of GDP
growth for FY 2023.

Our model also uniquely estimates a supply shock, positive or negative, but of course being
negative with the floods. Which then feeds into a demand shock. To give a final change in GDP
for the FY2023.

The unique estimation of the supply cum demand shock, accounts for the difference between

our projection of 2.38%, and others.

The methodology of Lahore School’s estimation of GDP growth is year on year. Which makes it

globally comparable to most estimation.

So, Table 1 shows, output in fiscal year 2022-2023 as compared to output in fiscal year 2021-
2022 to give GDP growth for Pakistan of 2.38%.

Table 1: Estimates for GDP Growth Rate FY 2023

FY 2021 FY 2022-23
GDP ($ bn
Suppl; plus )Demand Shock Y (S+D) 347.10 355.98
C 257.14
I 63.29
G 47.06
NXn -11.51
Growth Rate (%) 2.38

Source: Lahore School Modeling Lab Estimates, 2022

This GDP growth for FY2023, is based on a trend expansion of the major macro drivers of
growth, consumption, investment, and government expenditure over the year. But is moderated
by the major fall in flood driven incomes in Q1, and the major fall in net exports of $11.51
billion.
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Methodology
Supply Shocks of Floods

The annualized changes in GDP growth over Y2023 are given by a series of supply cum
demand shocks to the baseline economy.

Negative Supply Shock in FY 2023 of the Devastating Floods as Observed over Q1

The supply shock is based on a mapping of sectoral output, gain or loss. Which gives an output
gap-

We begin the estimation of the supply shock, by assuming an impact of the floods as observed over Q1, July to
September 2022. If the impact is observed to persist into Q2, October to December 2022, we will revise our
current estimate based on just Q1, to Q1 plus Q2.

We add a further caveat, that this estimation of the supply shock delivered by the floods, is based only on income
loss. It is does not add loss in capital stock. The obvions loss in capital stock due to these floods, is in rural
housing and infrastructure. The addition of loss in capital stock, can be made theoretically to the loss in income,
through reduced investment and consumption, to replace lost housing. This additional loss of capital stock, bas
been run by our model, and renders GDP growth for FY 2023 negative.

However, this replacement of housing, can only be observed in Q2 to Q4 of FY 2023, 50 will only be incorporated
into revised runs of the model for Q2 to Q4 of FY2023.

Observed estimates of the floods over Q1 FY2023

In FY2023, the agricultural sector comprised 23% of GDP. Industry 19%. Services 58%, as
Table 2 shows.

Table 2: Sectoral Composition of GDP FY 2022
Sector % of GDP
Agricultural Sector 23.02
Industrial Sector 18.9
Services Sectots 58.08

Source: Economic Survey of Pakistan FY 2022, Lahore School Modeling Lab Estimates, 2022

We begin by estimating the impact of the flood on agriculture, and then project this loss in
output for industry.

Impact of the floods on agricultural output

In Q1 of FY2023, over July to September, the major impact of the floods has been on the
Kharif crop.
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Table 3 gives the provincial distribution of the Kharif crops. The cotton crop has two thirds
share in the Punjab, and a third share in Sindh. Sugarcane again has two thirds share in the
Punjab, a quarter in Sindh, 8% in KPK, and under 1% in Balochistan. Rice has a 55% share in
the Punjab, a 35% share in Sindh and Balochistan combined, and a 10% share in KPK. Maize is
only grown in the Punjab and KPK.

Table 3: Provincial Distribution of Kharif Crops
Kharif Crop Punjab KPK Sindh Balochistan
Cotton 66% 33%
Sugarcane 66% 8% 26% <1%
Rice 55% 10% 35%
Maize 99%

Source: US Department of Agriculture, Foreign Agricultural Service, 2022

Tables 4 and 5 give a flood mapping of districts in terms of inundated acreage. Four categories
of inundation are available. The highest category of inundation is greater than 250,000 acres. The
next lower category is between 250,000 acres and 150,000 acres. Further down is the category of
150,000 acres and 75,000 acres. While the lowest category of inundation is 75,000 acres to 1,000

acres.
Table 4: Provincial Flood Mapping
>250k acres 150k-250k acres 75k-150k acres  1k- 75k acres
e Jamshoro
e Dadu
e  Matiari e  Tando Allahyar
e  Sujawal e Mirpur Khas e Hyderabad e  Jacobabad
Sindh e Larkana e Badin e  Shahadatkot = e  Shikarpur
e  Sh. Benazirabad e Thatta e TMKhan
e  Sangharh e Tharparkar
o Ghotki
e Umerkot
e Rajanpur
. e  Multan
Punjab e  Muzzaffargarh - - ) )
i e  Mianwali
e Dera Ghazi Khan
e [Lasbela
e  Awaran
e  Panjgur
e Kech
e  Gwadar
e  Chagai
Balochistan e Washuk e Sohbatpur e  Khuzdar
e Shaheed
Sikandarabad
e Kharan
e [Kalat
e Jhal Magsi
e  Jaffarabad



https://apps.fas.usda.gov/newgainapi/api/Report/DownloadReportByFileName?fileName=Cotton%20and%20Products%20Annual_Islamabad_Pakistan_04-01-2021
https://apps.fas.usda.gov/newgainapi/api/Report/DownloadReportByFileName?fileName=Sugar%20Annual_Islamabad_Pakistan_04-15-2021.pdf
https://apps.fas.usda.gov/newgainapi/api/Report/DownloadReportByFileName?fileName=Grain%20and%20Feed%20Annual_Islamabad_Pakistan_04-01-2021
https://apps.fas.usda.gov/newgainapi/api/Report/DownloadReportByFileName?fileName=Grain%20and%20Feed%20Annual_Islamabad_Pakistan_04-01-2021

State of Pakistan Economy Report No. 02-2022

e Sohbatpur
e  Nasirabad
e Dera Bugti

e Kohlu

e Sibi

e Kacchi

e Nushki
e  Mastung
e Duki

e  Barkhan
e Loralai

e  Harnai

e  Jiarat
e Quetta
e  Pishin

e Chaman

e [Killa Abdullah

e  Saifullah

e  [illa Saifullah

e Zhob

e Musakhel
e Sherani

e Zhob

Table 5 summarizes that 3 districts of the Punjab were in the highest category, and two in the

Source: GIS Team, FAO Pakistan, 2022

lowest category. Giving the Punjab a total of 5 districts affected. Sindh had 5 districts in the

highest category, 9 in the next category, 3 in the following category, and 2 in the lowest category.
Giving Sindh a total of 19 districts affected. Balochistan had one district in the second highest
categoty, one district in the next lower category, and 33 districts in the lowest category. Giving

Balochistan a total of 35 districts affected, albeit thank God predominantly in the lowest

category of inundation.

Table 5: Flood Affected Area by Size (Acres) and Districts

No. of Affected Districts

Crop Area Total A
otal Acreage
Affected Punjab Sindh Balochistan =
>250,000 acres 3 5 - 8 districts= 250,000= 2 mil
150k-250k acres - 9 1 10 districts= 200,000= 2 mil
75k-150k acres = 3 1 4 districts= 113,000= 452,000
1,000-75,000
i ’ 2 2 33 37 districts= 40,000= 1.4 mil
acres
Total 5 19 35 5.9 mil acres (6 mil. approx.)

Source: GIS Team, FAO Pakistan, 2022
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To estimate output loss, we need to estimate acreage loss, and use this to estimate output loss.
Table 5 allows an approximation of acreage loss, assuming a floor value for the highest category
of inundation, and median values for the other three categories. Which give an aggregated

inundation acreage of 6 million.

Table 6 gives a total Kharif acreage of 20 million. Giving an acreage loss of 30% of the total

Kharif crop.
Table 6: Production and Area-wise Share of crops
Crop Category Production (000 tons) Area (000 ha.) Area (acres)
Other (K&R) 1,194 1,680 -
Others - 683 -
Cotton 7,064 1,937 -
Sugarcane 81,009 1,260 -
Rice 8,420 3,537 -
Maize 8,940 1,653 -
Wheat 27,464 8,976 -
Kharif Crop 105,433 8,387 20 mil.
Total 106,627 19,726 -

Source: Economic Survey of Pakistan 2021-2022

Table 6 also correlates total acreage for each crop, to its total output. Which allows us to

correlate acreage loss to output loss in Table 7.

Table 7 shows that an output loss of 45% of the total cotton crop of 7 million tons, translates
into 3.1 million tons lost. An output loss of 31% of the total rice crop of 8.4 million tons,
translates into 2.6 million tons lost. An output loss of 7% of the total sugarcane crop of 81
million tons, translates into 5.7 million tons lost. And finally, an estimated 0.7 million head of

livestock have been lost to the floods.

Table 7: Reported Production Loss
Category Reported Loss Reported Loss Prod. Nominal value
Cotton 45% 3.1 mil tons
Rice 31% 2.6 mil tons
Sugarcane 7% 5.7 mil tons
Livestock - 719,000

Source: Third Pole, Agriculture Extension Sindh department, UNICEF (2022)

Table 8 is able to price the estimated loss in output. It does this by estimating say the output loss
in rice as a share of GDP. The table also gives the total nominal value of cotton in US Dollars in
the economy. Then the lost share of cotton in GDP, times the total value of rice in USDs, gives
the value of rice lost in USDs.


https://www.thethirdpole.net/en/food/floods-after-drought-devastate-sindh-agriculture/
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Table 8: Reported Losses (Rs. And §)
Reported Loss  Reported Loss Nominal Nominal
Category Prod. (Prod.) % of GDP!  Value (Share Value
of GDP) (Losses) $
Cotton 45% 3.1 mil 0.6% $2.08bn $0.9bn
Cotton Ginning 45% 0.42% $1.45bn $0.65 bn
Rice 31% 2.6 mil 0.7% $2.42bn $0.75bn
Minor Crops (ave. 40% 2.20% $7.6 bn $3.04bn
minus sugarcane)
Sugarcane 7% 5.7 mil 0.7% $2.42bn $0.017 bn
Livestock 0.4% 719,000 14.04% $48 bn $0.2bn
Slaughtering 0.4% 0.89% $3.08 bn $0.01 bn
Textile 45% 1.8% $6.2 bn
(% of LSM)
Total $11.7 bn
Output Gap= Losses as % of GDP 3.3%
Growth Rate 1.7%

Source: Economic Survey of Pakistan 2021-2022

So, in Table 8, for cotton, the estimated loss of output is 45% of the total, or 3.1 million tons.
The table next gives the share of the cotton crop in the total GDP of the economy as 0.6%. The
total GDP of the economy as given by the IMF for 2021 is $347 billion. Which gives the share
of the cotton crop in it of $2.08 billion. The estimated loss in output of the cotton crop of 45%,
of the total value of cotton of $2.08 billion, then gives a nominal loss of $0.9 billion.

Similarly, the loss in the rice crop is valued at $0.75 billion. The loss in the sugarcane crop is
valued $0.017 billion. The loss in minor crops is valued at $3.04 billion. The loss in livestock is
valued at $0.2 billion.

Giving an aggregate value of loss in agriculture of approximately $5 billion.
Impact of the floods on non-Agriculture

This loss in agricultural output implies a huge impact on processing of this output in industry.
This loss in non-agriculture is also estimated in Table 8.

A critical assumption has been made in going from the loss in output in agriculture to the loss in
value added in non-agriculture. This assumption is that the loss in output in agriculture will be
equal to the loss in value added in the processing of that output. So, if there has been a 45% loss
in output in the cotton crop, this implies that cotton ginning will also have 45% less cotton to
add value to. As will textiles.

The table estimates that the loss in cotton output reduces the value added in cotton ginning by
$0.65 billion. The loss in textiles being the highest at $6.2 billion.

1 GDP value 2021 (t1): $347 bn (IMF)


http://www.finance.gov.pk/survey/chapter_22/Overview.pdf
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The loss in livestock reduces the value added in slaughtering by $0.01 billion.
The total impact of the floods on agriculture and non-agriculture

This gives the total impact of the floods on agriculture and non-agriculture, in Q1 of FY2023, at
$11.7 billion.

Estimating an output gap to model the demand shock

The total impact of the floods on agriculture and non-agriculture has to be expressed as an
output gap, to model the demand shock.
This output gap is expressed as the output loss from trend growth.

The model then estimates the supply cum demand shock to the economy

The sectoral supply shock to output and income then gives a demand shock.

The model takes the baseline economy in the FY22, and subjects it to these supply cum demand
shocks.

Which gives the annualized change in GDP growth over FY2023.

GOP Emergency Economic Policy over FY 2023

GOP faces an enormous output gap minimally estimated here $12 billion. Its forex reserves have
dwindled to $7 billion. With the extension of the IMF’s EFF to calendar year 2023, covering
virtually all of FY 2023, its fiscal stance is extremely limited by the terms of the agreement with
the IMF.

That does leave it monetary policy to generate growth and support welfare. Monetary policy is
primarily occupied with controlling inflation raging at 23% per annum. Largely using the interest
rate peaking at 15% per annum.

However, we have argued in the last report on the State of the Economy FY 2022, that at least a
quarter of this inflation rate is being contributed to by the massive depreciation of the exchange.

Further, research at the Lahore School shows that depreciation of the exchange rate sets in place
depreciationary expectations, leading increase capital outflows, (Mahmood and Chaudry, Lahore
Journal of Economics, 2020). Which of course Pakistan’s weak Current and Capital Accounts
can ill afford. Nor can a weak investment rate of 16% of GDP.

Therefore, on all these counts, GOP needs to arrest the depreciation of the exchange rate
urgently.
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