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State of the Pakistan Economy: 

Estimates of annual GDP growth & inflation for FY 2025-26 based on (Quarter 1) 

 

Executive Summary 

 

GDP Growth 

 

Pakistan’s GDP growth has had a very slow recovery from flatlining three years ago. FY 2025-26 is expected 

to return to near trend growth. However, our estimates, based on observed macro variables for Quarter 1 (July 

to September) of FY 2025-26, show GDP growth over the whole financial year to be just 2.4% (Table 1).  

 

This estimate shows no increase from our last year’s estimate for FY 2024-25 of 2.4%. 

 

The single most important macro variable accounting for low GDP growth of 2.4%, persisting over FY2025-

26, appears to be an unambiguous worsening of the Current Account. The last financial year, FY2024-25, was 

held to have stabilised this macro fundamental of the Current Account with a surplus of nearly $2 billion 

(Table 2).  

 

 



 

 

 

 

Leading to an optimistic return to higher GDP growth for FY 2025-26. However, the first quarter shows the 

observed Current Account running back into a deficit of nearly $0.6 billion. Projection of this trend over the 

next three quarters gives an annual Current Account deficit mounting to $2.4 billion. Our model shows that 

this exogenous weakness in the Current Account brings down GDP growth considerably. 

 

However, since only one quarter has passed, this estimate of GDP growth for FY 2025-26, of 2.4%, can be 

taken as a lower bound. If key macro aggregates, especially the Current Account, pick up over the course of 

the next three quarters, mitigating, even if not reversing the deficit, we estimate that GDP growth for FY 2025-

26 can pick up to 2.9%.  

 

This upper bound in our estimate of GDP growth for FY 2025-26, of 2.9%, is comparable to the GOP’s own 

lower bound estimate of 3.3%, the IMF’s estimate of 3.6%, and approximates the World Bank’s estimate of 

3.1%, and the ADB’s estimate of 3% (Table 3). 

 



 

 

The overriding impact of the Current Account on aggregate GDP growth is further brought out by the model, 

which separates supply shocks from demand shocks. Supply shocks emanate from endogenous sectoral 

growth. The biggest supply shock over the past three years has been the contraction in Large Scale 

Manufacturing (Table 4).  

 

 

 



However, over the first quarter of FY 2025-26, growth in this sector is observed to have just turned positive 

at 0.5%.  

 

Similarly, agriculture has also been growing below trend over the past two years. This has been a policy own 

goal, with the GOP’s removal of long-established crop support prices, as we have highlighted in our previous 

State of the Economy reports. While this policy has been disinflationary, it has been at the expense of growth 

in food and export staples. Possible reconsideration of support prices and providentially low flood damages 

lead to a pickup in agricultural growth to trend growth of 2.5%-3.0% over FY2025-26. 

 

However, the supply shock improvement in sectoral growth over FY2025-26 is being overridden by the greater 

impact of the demand shock, in the reversal in the Current Account from a surplus in the previous year, 

FY2024-25, to a deficit in this year. While exports and the bailout of remittances have been on trend, a surge 

in imports has racked up a deficit of $0.6 billion observed in the first quarter of 2025-26. 

 

So, the Achilles heel of the economy remains, as ever, its exogenous weakness.  

 

This warrants further focus on the complex relationship between the exogenous economy and aggregate GDP 

growth.  

 

 

 

 

 

 

 

 

 

 



Inflation 

We estimate FY 2025-2026 inflation at 7.1% (Table 5).  

 

Our estimate compares to the GOP’s upper-range estimate of 5% to 7.0%. The IMF has a lower estimate of 

inflation of 6.0%. 

Our model shows that the most significant contributor to double-digit inflation, which peaked at 38% three years 

ago, has been the depreciation of the exchange rate. Table 5 shows that after substantive depreciation from FY 

2021-2022 to FY 2023-2024, the exchange rate has stabilized over FY 2024-2025 and the current FY 2025-26. 

This slide has been halted much to the credit of GOP policy, of finally realizing the need to stop the disastrous 

depreciation, and effectuating it through monetary policy and careful open market operations by the State Bank. 

The impact of energy prices is the second major contributor to inflation, after the perennial fiscal deficit. Energy 

pricing, with a 0.52% pass-through coefficient into the general price level, contributed nearly 4.0 % to inflation 

last FY 2024-2025, as Table 5 shows.  

 

Tables 6 through 9 show that energy prices still contribute approximately 3.2% to inflation in FY 2025-2026.   



 

 

 

 

 

 

 



 

 



Table 10 also notes that this increase in energy prices is contributed to much more by the GOP’s increase in taxes, 

by 60%, than by suppliers’ prices by 40%. 

 

 

Policy for the Achilles heel of the Current Account 

 

Therefore, as observed, Pakistan’s GDP growth is extremely susceptible to being brought down by the Current 

Account. Export-led growth has always been held out as the solution. But now, even the prospect of this 

growth path is threatened by a global trade environment fractured by a tariff war. The primary question then 

is, what growth path does Pakistan take now? Given an uncertain global trade environment, potential losses 

to Pakistan's exports in the US market are estimated by Chaudhry & Andaman (2025)1  at about $0.6 bn. They 

further show our exports to be extremely inelastic to the successive rounds of depreciations, especially the 

staple of textiles, (Chaudhry & Andaman, 2025)2.  

 

 
1 Chaudhry, A., & Andaman, G. (2025). Assessing the impact of trade restrictions on Pakistan's exports: US tariff policies and the EU's carbon border adjustment mechanism (Working Paper). 

Lahore School of Economics. 

2 Chaudhry, A. A., & Andaman, G. (2025). Factors that impact Pakistan’s exports: An empirical analysis. Innovation and Technology Center, Lahore School of Economics. 



One solution offered by the Lahore School’s Modeling Lab’s trade model for Pakistan shows GDP growth to 

be constrained primarily by investment, which in turn is constrained mainly by the import of investment 

goods. This finding argues for a policy to liberalize the import of investment goods, to raise investment and 

GDP growth. But the Current Account has to be balanced, for sustainability, by cutting imports, which can be 

achieved by cutting non-wage consumption goods. 

 

The Modeling Lab at the Lahore School will continue its analytic focus on this macro dilemma, of stabilising 

the Current Account, to enable, in turn, macro policy for higher GDP growth. The Annual Conference on the 

Management of the Pakistan Economy, in April 2026, will then afford an opportunity to examine the persistent, 

abiding nature of this macro dilemma, of stabilisation and GDP growth. 

 


